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Outliving one's assets is the greatest fear for most
pre-retirees and retirees, and the steady shift in
retirement funding responsibility – from
government and employers to individuals – has
exacerbated this fear in the U.S. and the rest of the
developed world. This is occurring simultaneously
as the number of retirees is set to reach historically
high levels thanks to:
� Demographic Changes: As Baby Boomers

turn 65 (to the tune of 10,000 per day), an
increasing proportion of the population will be
dependent on a shrinking working population.
The number of people aged 65 and over in US
is set to increase from 37 million in 2005 to 81
million by 2050.1

� Life Expectancy Changes: Improvements
in child health, sanitation and medical advances
have steadily increased the life expectancy of
the population in U.S. and other developed
countries. In the U.S., the average male life
expectancy at age 50 has increased from 23
years in 1950 to 29 years in 2007. During the
same time period, the average female life
expectancy at age 50 increased from 27 to 33.2
In other words, the average U.S. life expectancy
is now 79 for men and 83 for women.

� Increasing Healthcare Costs: Heart disease
and stroke, the first and third leading causes of
deaths in the U.S., account for more than a third
of all deaths. The total costs for these diseases
was $444 billion or one of every six dollars
spent on healthcare in U.S.3

For most people, the only greater fear than
outliving their assets during retirement is that the
costs of deteriorating health will drain their
retirement nest eggs. Last-year-of-life expenses
constituted nearly 22% of all medical and 26% of
all Medicare expenditures, and can be as high as
six times the average for the rest. From 1992 to
1996, mean annual medical expenditures (1996
dollars) for persons aged 65 and older were
$37,581 during the last year of life vs. $7,365 for
non-terminal years.4

The increasing number of people over 65, and
rising medical costs – especially during the last year
of life – provide life insurers the opportunity to
educate customers and the general public about
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medical costs during retirement and help them plan
their retirement income. At the same time, they will
help many pre-retirees and retirees come to the
painful realization that their savings will be
inadequate and they will have to reduce their
standard of living – perhaps significantly – in
response.5

Here are some sobering realities:
� Federal entitlement programs face financial

challenges. The Congressional Budget Office
(CBO) currently estimates that, without
structural reform, entitlement spending (Social
Security, Medicare and Medicaid) and
interest payments will absorb 100% of federal
government revenues by 2025.

� According to the 2011 Annual Report of the
Boards of Trustees of the Federal Hospital
Insurance and Federal Supplemental Medical
Insurance Trust Fund, Medicare is expected to
jump from $522.8 billion in 2010 to $932
billion in 2020 – a 78% increase in only 10
years!

� People are living longer than they used to. The
current mortality rate for the United States is
78.7 and will rise to 81.3 by 2032. The longer
people live, the greater the strain on Medicare.

� A recent report from Credit Suisse estimates that
healthcare comprises 33% of expenditures
for people over 60, dwarfing food and housing
(23%).

� Since the passing of the Affordable Care Act
and the Modernization of the Medicare Act,
Parts B and D are now means-tested. For
subscribers, this means that higher incomes
equal higher premiums.

� Premiums also vary by state of residency.
Where one retires may increase out-of-pocket
expenses by as much as 30%.

Challenges Facing Medicare
The birth of Medicare in 1965 brought, as Winston
Churchill once described, "the magic of averages

to the rescue of millions." While providing
affordable healthcare to the elderly was certainly
a noble endeavor, and has worked well for the most
part over the past five decades, the program
simply cannot continue to cover the recent
astronomical rise in healthcare costs or the 78
million Baby Boomers turning 65 (approximately
10,000 per day) who will be entering the system
over the next 20 years. Accordingly, in the not-too-
distant future, Medicare subscribers are likely to see
reduced benefits and/or increased premiums (most
likely, both); the vast majority of Boomers are
simply unprepared for the increasing out-of-pocket
expenses that await them in retirement.

Public Concerns
Survey after survey indicates retiring Americans are
deeply troubled by what lies ahead. According to
the most recent “Affluent Insights Survey”
conducted by Merrill Lynch, for the third year in
a row, Americans cite rising healthcare costs as their
greatest concern in retirement, and many are
embracing the concept that budgeting for
healthcare expenses must become the foundation
of the planning process; unfortunately, most
financial plans never address what healthcare in
retirement will actually cost. Medicare payments
end up being an afterthought – a line item in the
expense column during the planning process. This
may be why the vast majority of Americans are
under the assumption that Medicare is actually free
(or at least extremely affordable). Ultimately,
additional out-of-pocket expenses, including co-
payments, uncovered medications, eye exams,
dental care, podiatry and so on, can consume the
savings of unprepared retirees.

Moreover, healthcare expenses increase
exponentially in the final two years of life, mainly
because of the cost of assisted living facilities and
nursing homes. It is estimated that 70% of
individuals over 65 will need some level of long-
term care,6 and average expenditures can range from
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Crunching the Numbers: A Case Study

John and Mary live in Ohio, are both 55, and have been married for 25 years. They have two children out of college and are
meeting with an adviser to consider their future retirement options. Both of them are still working and receive healthcare
benefits through their respective employers. Their combined yearly income is approximately $160,000, and they plan to retire at
age 65. Mary is healthy, but John has high cholesterol, a poor diet, and no regular exercise regimen. Based on John’s lifestyle
choices, he is likely to live to age 85, five fewer years than Mary.

The financial services industry has traditionally relied on an arbitrary planning number, usually 95 or 100, when projecting
future costs. Generating a more precise planning number – one that is tailored to an individual’s disease-state and lifestyle choices
– will help create plans that focus on specific
client needs. However, we advocate using
calculations that are more directly applicable
to individual client circumstances. When
armed with a fairly accurate picture of life
expectancy, advisers can begin to assess
healthcare costs; this is especially important
because Medicare is now means tested, and
both income level and state of residency will
affect projections.

If John and Mary want to sign up for the
absolute basic Medicare coverage (Parts A, B
and D) and remain in Ohio, whose Medicare
costs are at the U.S. median, then they will
still be responsible for up to $415,840 of out-
of-pocket healthcare costs throughout
retirement. However, notice how costs
increase as the income and residency
valuables are inserted.*

There would be a substantial increase if the
couple is in the highest income bracket in
Florida, one of the most expensive states to
retire. These figures may seem extraordinary,
but they are very real. If this evidence does
not compel advisers to discuss healthcare
with their clients, then long-term care should.

The earlier that people begin the discussion,
the less the initial investment needs to be.
Accordingly, if we return to John and Mary’s
original number of $415,840, which will
afford this middle-class couple basic
Medicare coverage, an initial outlay of
$120,000 invested in a stable product yielding
6% will cover those expenses.

MAGI State Medicare Parts +MediGap + Dental,
Level A, B, and D Plan Vision, Hearing

Under
$170,000 OH $415,840 $750,400 $857,080
Under
170,000 NJ $417,170 $804,920 $946,710
$170,000 -
$214,000 OH $576,095 $910,655 $1,017,355
$170,000 -
$214,000 NJ $577,897 $964,647 $1,107,437

* Data provided by HVS Financial.

MAGI State Medicare Parts +MediGap + Dental,
Level A, B, and D Plan Vision, Hearing

Above
$428,000 FL $1,312,809 $1,700,599 $1,842,349

* Data provided by HVS Financial.

MAGI State Medicare PartsA +OneYear Total
Level B, D,MediGap of Long-

Dental, Vision, TermCare
Hearing (Each)

Under
$170,000 OH $857,080 $797,371 $1,654,451
Under
170,000 NJ $946,710 $1,210,750 $2,157,460
$170,000 -
$214,000 OH $1,017,355 $797,371 $1,814,706
$170,000 -
$214,000 NJ $1,107,437 $1,210,750 $2,318,187
Above
$428,000 FL $1,842,349 $882,776 $2,632,762

* Data provided by HVS Financial.
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$20,000 to $150,000 per year in out-of-pocket
expenses in today’s dollars.

How Life Insurers Can Help
Considering that healthcare will be the largest
single expense for most retirees, and in light of the
fact the majority of people inadequately prepare
for retirement, there is a huge need for informed
professional guidance, including on various on-
the-shelf investment options that can cover
out-of-pocket healthcare expenses.

While some firms are beginning to forge ahead in
this domain, their estimates for what is necessary
to fund healthcare – in some cases – are not backed
by medical or actuarial data and sometimes
project figures far below the experience of the
customers of financial advisers. In order for
consumers to have some idea of how much
money retirees need for health-related expenses,
a more accurate computation – one based on
clients’ individual health histories – would help all
concerned.

Industry professionals can adapt by learning the
basics of Medicare and utilizing actuarial-backed
data to accurately project longevity, healthcare
costs throughout retirement and long-term care.
By doing so, advisers will be able not only to fully
serve retirees by addressing their number one
concern, but also to increase business by
motivating clients to invest in stable off-the-shelf
products that finance their healthcare throughout
retirement. This long-term solution to healthcare
costs will inevitably increase wallet share,
aggregate accounts and improve investor
confidence.

There is some hesitation among individual
advisers to accept this new role, because
navigating the Medicare bureaucracy to inform

clients about healthcare expenses in retirement can
be daunting. However, advisers can more
effectively meet client needs by simply becoming
familiar with basic features of the program and
remaining up-to-date on legislative changes
related to healthcare. Advisers can demonstrate
their concern for clients by asking about their
health history and medicines they currently take.
Such an inquiry would reveal if a client’s
prescription costs are reaching the
doughnut hole, in which expenses are fully out of
pocket.

Conclusion: Helping Clients, Benefitting Advisers
These numbers are not meant to scare clients, but
to help insurers engage them in the very
important conversation of saving for healthcare
costs. By providing them with this information,
advisers will help clients answer vital lifestyle
questions, such as “Should I wait to retire?” and
“Will retiring to a certain state be too expensive?”
This proactive approach will help retirees make
informed decisions about embarking on their
golden years confidently and securely.

Good health is the foundation of a successful
retirement. Without it, the size of homes, worth of
luxury items and length of vacations become
irrelevant. Thus, institutions and advisers that place
healthcare costs first will ultimately win the
battle to aggregate Baby Boomers’ assets. The
insurance industry has the products, ranging
from mutual funds to annuities to life insurance,
which can effectively address an issue that will
affect almost all Americans. If advisers integrate
healthcare cost planning into their business
practices, practically all clients will have a good
idea of the financial outlay required to cover
insurance premiums related to medications, tests
and doctor visits. �
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