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The Brutal Facts

A

o Do Do To Io Io

EBRI

Medicare does not cover all expenses i
deductibles & coinsurance, no out-of-
pocket maximum

Medicare Part B premium
Medigap plans have premiums

Medicare drug plans have deductibles and
coinsurance

Medicare Advantage plans often have
premiums and cost sharing

Fewer employers offering retiree health
benefits

Fewer retirees eligible for retiree health
benefits
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Needed Savings for Health Care Expenses in Retirement Depend on
Various Factors

A Retirement age.
A Age at time of death. EBl z |
A Availability of insurance to supplement

Medicare. | May28,2020-No.506 |

I Source of supplemental coverage

BRIEF

_ A Bit of Good News During the Pandemic: Savings Medicare
i Premium for supplemental coverage Beneficiaries Need for Health Expenses Decrease in 2020

. . . But Some Couples Could Need as Much as $325,000 in Savings
I Annual premium increases.
By Paul Fronstin, Ph.D., and Jack VanDerhe, Ph.D., Employee Benefit Research Institute

Health status.

Out-of-pocket expenses. AT A GLANCE

In 2020, the predicted saving targets for Medicare beneficiaries to cover health premiums, deductibles, and certain

o Io Io I»

Rate Of return on savin 93 o other health expenses in retirement have fallen between 8 and 10 percent since 2019. These are the biggest declines
. . we have seen since 2012, with the exception of 2013, when needed savings declined between 6 and 11 percent.
P remiums fOI’ Su p p I eme ntal Insurance. Savings are needed to pay for premiums for Medicare Parts B and D, the Part B deductible, premiums for Medigap Plan

G, and out-of-pocket spending for outpatient prescription drugs.

The data used in EBRI's analysis come from a variety of sources. EBRI employs a Monte Carlo simulation model for this
evaluation that simulated 100,000 observations, allowing for the uncertainty related to individual mortality and rates of
return on assets in retirement,
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EBRI's Retiree Health Savings Model

Monte Carlo simulation model
Simulated 100,000 observations

Allows for uncertainty related to individual mortality and rate of return in retirement

o Do Do Do

Observations used to determine asset targets for having adequate savings 50%, 75% and 90%
of the time.

T

Separate estimates for men and women.

T

Joint estimates for married couple.

A Estimates for persons with Medigap Plan F & Medicare Part D.
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Savings Needed for Medigap Premiums, Part B Premiums, Part D Premiums,
and Out-of-Pocket Drug Expenses for Retirement at Age 65 in 2020

$200.000 - ® Median Drug Expenses Throughout Retirement = 90th Percentile of Drug Expenses Throughout Retirement
$180,000 - $178,000
$160,000 - $157,000

$146,000 $146,000

$140,000 - $130,000 $130,000

$118,000 $120,000

$120,000 -

$105,000

$100,000 - $94,000 $95,000

$80,000 $73,000
$60,000 -
$40,000 -
$20,000 -

$0 -
Median 75% Percentile 90% Percentile Median 75% Percentile 90% Percentile

Men Women
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Savings Needed for Medigap Premiums, Part B Premiums, Part D Premiums,
and Out-of-Pocket Drug Expenses for Retirement at Age 65 in 2020

®m Median Drug Expenses Throughout Retirement = 90th Percentile of Drug Expenses Throughout Retirement
$350,000 -

$325,000

$300,000 -

$276,000

$270,000

$250,000 -
$225,000

$212,000

$200,000 -

$168,000

$150,000 -

$100,000 -

$50,000 -

$0 -

Median 75% Percentile 90% Percentile

Married Couple
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Savings Needed for Married Couple, 2011-2020
90”% Chance of Having Enough Savings: 90" Percentile Drug Expenses

450,000
00000 e 387,000 o000 39,090
360,000 ’ 363,000

R 326000 2 — 325,000
300,000
250,000
200,000
150,000
100,000
50,000

- 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020
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HSAs as a Retirement Savings Vehicle

A Triple tax advantage i contributions, growth and distributions all tax-free
A Pre- tax contributions limited to $3,600 per individual/$7,200 per family in 2021
A Must enroll in HSA-eligible health plan (HDHP) to make contribution to HSA

A Deductibles can not be lower than $1,400 employee-only coverage/$2,800 family coverage
A $1,000 -ipCatccont ri buti on all owed for individuals 5t

A No firs-lese-i to rul e
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Potential Accumulated Savings in HSA, by Years Saved and Potential
Rate of Return (assuming no distributions)

$1,200,000 - m25% m7.5%
$1,062,000

$1,000,000 -
$800,000 -

$600,000 -
$469,000

$400,000 - $360,000

$200,000 $193,000 $216,000

| $118,000
$53’000 $68,000
o | Tl

10 years 20 years 30 years 40 years
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1) Annualized view of health care expenses
2) Prioritizing savings

3) Account type matters
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Rising health care costs in retirement 31

Original Medicare costs in retirement (in 2021 dollars)

Monthly amount per person
A GROWING CONCERN

$1600 - $1,517 Annual expenses per
person in 2021 are $5,740.
1400 1 $1353 M Uncertainties (health care | o
' inflation variability, Medicare Given variation in health
1200 | solvency issues) care costinflation from year
to year, it may be prudent to
= [l Part B premiums (doctors, tests & assume an annual health
= 1000 - outpatient hospital insurance) care inflation rate of 6.0%,
E which may require growth
a 800 W PartD premiums & median as well as current income
(7] prescription out-of-pocket costs from your portfolio in
retirement.
600 - B Other out-of-pockets costs
« Vision, dental & hearing
400 - + Part A& B deductibles not
covered by Medigap
200 | B MedigapPlan G (optional
supplemental policy to fill in gaps
of Parts A & B)
0 .

Age 65 (2021) Age 95 (2051)

In 2021 dollars

Estimated future value total median monthly cost at age 85 is $2,747. Today’s dollar calculation used a 2% discount rate to account for overall

inflation. Medigap premiums typically increase with age, in addition to annual inflation, except for the following states: AR, CT, MA, ME, MN, NY, VT,

WA For options available in other states, contact the State Health Insurance Assistance Program (SHIP) https://www shiptacenter.org/. Plan G

premium is nationwide average for non-smokers. If Plan G is not available, analysis includes the most comprehensive plan available. J_P.MOI' an

Source: HealthView Services proprietary data file received January 2021, used by permission. 2019 Consumer Expenditure Survey, latest available

data as of December 31, 2020, J.P. Morgan analysis. Asset Manage ment




Variation in Medicare Advantage costs GTR On the Bench

Estimated Medicare Advantage with Part D and out-of-pocket expenses

Monthly amount per person DRAMATIC
DIFFERENCES IN COSTS
$900 1 B Out-of-pocketcostsvary (incudkes $857 high DEPENDING ON HEALTH
co-pays and deductibles) Be prepared to pay more
800 B Premium (includes Medicare Advantage for health care in the event
with Part D and Part B premiums) $751average you experience a health
700 - Total cost issue, which becomes more
otalcosts --- $649 low common as one ages.
o 600 - » Be aware: Although
= Medicare Advantage
=
o 500 - plans have olutfof-pocket
2 caps, those limits do not
400 - include prescriptions.
______________________ $357 high * Consider maintaining an
D T — $312average Fmergency reserve fttmd
-- $268low or high out-ol-pocke
costperiods.
200 -
100 -
0 - .

Age 65 (2021) Age 95 (2051)

I

In 2021 Dollars

Total costs =annual premium + out-of-pocket costs. High costs: weighted average of medical costs (70th percentile) and prescription costs (65th
percentile. Low costs: weighted average for medical costs (25th percentile) and prescription costs (35th percentile). Plans include Part D and

exclude those with subsidies for low income beneficiaries.

Estimated future value of total median costs at age 95 is $1,360. Cost estimates include increased use of medical care at older ages. Premiums will J PMOI‘ an
vary based on plan characteristics. Qut-of-pocket expenses will vary by plan and include co-pays and deductibles. Se.

Source: HealthView Services, proprietary data file received January 2021, used by permission. Asset Manage ment
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Prioritizing long-term retirement savings

F 3
n Taxable account
GETTING STARTED
n IRA? Start with emergency
savings and make sure to
7 Pay down lower interestloans tak;e EQvaPtage $ft:mployer
(such as studentloans with interest< 5.75%)? ma C Ing Tunds ITthey are
available.
w
2 o Additional Defined Contribution savings An HSA offers triple tax
= Maximize benefits if used for qualified
” contribution medical expenses in
2 B Additional HSA (Health Savings Account)’ retirement. Prioritize
e contributions to an HSA
2 Pay down higherinterestloans téefotrgba tDef|r1|ed i ¢
o (such as credit card debt/ studentloans with interest> 5.75%)? onlr| ution pfan frcurren
medical expenses can bhe
o 3 Defined Contribution savings to maximize employer match funded from low cost
Maximize (if available) sources.
employer
= match n HSA (Health Savings Account) if eligible for match?

n Emergency reserve (3 — 6 months of living expenses)

Must have a high-deductible health insurance plan that is eligible to be paired with an HSA. Those taking Social Security benefits age 65 or older and
those who are on Medicare are ineligible. Tax penalties apply for non-qualified distributions prior to age 65; consult IRS Publication 502 or your tax
professional.

ZThis assumes that a diversified portfolio may earn 5.75% over the long term. Actual returns may be higher or lower. Generally, consider making
additional payments on loans with a higher interest rate than your long-term expected investment return.

}Income limits may apply for IRAs. If ineligible forthese, consider a non-deductible IRA or an after-tax 401(k) contribution. Individual situations will vary;

consult your tax professional. J.P.Morgan

*Examples of low cost funding sources include cash and current income.
Source: J.P. Morgan analysis. Not intended to be a personal financial plan. Asset Management
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Tax implications for retirement savings by account type

Contributions? Withdrawals

Pre-tax 401(k) / + + —
Traditional IRA (Taxed as ordinary income)
Retirement accounts:

Roth 401(k) / - + + Taxes generally apply
Roth IRA . to contributions or

(For qualified withdrawals) withdrawals. Most
withdrawals must
be qualified to avoid
tax penalties.?

Investment growth

After-tax 401(k) /
non-deductible
Traditional IRA

| + |

(Investment returns taxed
as ordinary income)

If not used for qualified

Health Savings +

Account (HSA)3

+ health care expenses,

(For qualified health
care expenses)

withdrawals after age 65 will
be taxed as ordinary income
(without penalty).

DC

== Preferential tax treatment == Subject to taxes

Federal taxes; states may differ. This is not intended to be individual tax advice. Consult your tax professional.

lincome and other restrictions may apply to contributions. Tax penalties usually apply for early withdrawals. Qualified withdrawals are generally
those taken over age 59%; qualification requirements for amounts converted to a Roth from a traditional account may differ; for some account types,
such as Roth accounts, contributions that are withdrawn may be qualified. See IRS Publications 590 and 560 for more information.

2Withdrawals from after-tax 401(k) and non-deductible IRAs must be taken on a pro-rata basis including contributions and earnings growth. For non-
deductible IRAs, all Traditional IRAs must be aggregated when calculating the amount of pro-rata contributions and earnings growth.

SThere are eligibility requirements. Qualified medical expenses include items such as prescriptions, teeth cleaning and eyeglasses and contacts for a
medical reason. Cosmetic procedures, such as teeth whitening, and general health improvement, such as gym memberships and vitamins, are not
qualified expenses. A 20% tax penalty applies on non-qualified distributions prior to age 65. After age 65, taxes must be paid on non-qualified
distributions. See IRS Publication 502 for details.
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Diversified sources of retirement funding GTR On the Bench

) Included when calculating:
Account type InVEStThednt earlnlngsf Income taxes Social Security % taxed?
withdrawals owed? Medicare surcharges?

RETIREMENT FUNDING

(=)
=
i)
(=
(5]
(oL
n

. Tax-free withdrawals
Health Savings (for qualified health care
Account expenses)’

Roth 401(k)/IRA Tax-free withdrawals?

Tax-exempt interest

Taxable Account

Realized capital gains

N N N

NENANN

Taxable withdrawals
Pre-tax 401(k)/

(ordinary income)
Traditional IRA

This is not intended to be individual tax advice; consult your tax professional.

Must have a qualifying high-deductible health plan to make contributions. Funds in the HSA may be withdrawn tax free for qualified medical
expenses unless a credit or deduction for medical expenses is claimed. After age 65 funds also may be withdrawn at ordinary income tax

rates without penalty for any reason.
2Subject to 5-year Roth account holding period and age requirements.

&

SOURCES ARE NOT
CREATED EQUAL

Investment earnings and
withdrawals from tax-
advantaged accounts are
primary sources to fund
retirement spending needs.

When building a retirement
income plan, be aware of
sources that may be used
to determine:
= Income taxes
= How much of a Social
Security benefitis
subject to tax
= Additional required
Medicare premiums
Qualified withdrawals from
Roth or Health Savings
Accounts can provide tax-
free funding that is not
included in means-testing of
government benefits.
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Evaluate a Roth at different life stages

Changes in lifetime taxable income

Hypothetical wage curve
N TAX DIVERSIFICATION
---------- Next tax bracket .
Managing taxes over a
lifetime requires a balance of
your current and future tax
@ pictures. Make income tax
diversification a priority to
have more flexibility and

control in retirement.

PRE-TAX 401(k)/
TRADITIONAL IRA*

Rule: Contributing to a
EITHER/ BOTH Roth early in your career and
shifting as your income
increases.

Annual taxable income ($)

1. Roth 401(k) contributions
in peak eaming years if
ROTH 401(k) or IRA wealth is concentrated in
tax-deferred accounts.

2. Proactive Roth
conversions in lower income

Age retirement years if RMDs are
| | || | likely to push you into a
higher bracket.

Workingyears Retirement

*If eligible to make a deductible contribution (based on your MAGI). The illustration reflects savings options into Traditional and Roth IRA accounts,
as well as into pre-tax and Roth 401(k) accounts. RMD = Required Minimum Distributions, which are typically due no later than April 1 following the
year the owner turns 72 and are calculated every year based on the year-end retirement account value and the owner/plan participant’s life
expectancy using the IRS Uniform or Joint Life Expectancy Table. Employer contributions are typically pre-tax and are subject to tax upon

distribution. J.P.Morgan

The above example is for illustrative purposes only.

Source: J.P. Morgan Asset Management. Asset Management
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