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strategies for your income and 
expenses so you can make the 
magic formula for retirement 
income security work for you. 

But that’s not enough: When 
it comes to your medical ex-

penses, there’s more planning to do. High medical ex-
penses can blow up your well-laid plans for managing your 
income and expenses. As a result, you’ll want to take some 
additional steps to protect yourself—and your spouse if 
you’re married—against the risk of high medical expenses. 

Understand Your Basic Medicare Options
Once you reach age 65, you are eligible for Medicare 

and you can’t be denied coverage for pre-existing condi-
tions. Despite these benefits, managing your insurance 
coverage can still be complicated, and you’ll need to plan 
carefully to make every dollar count. It will be essential for 
you to make some key, informed choices as you approach 
your 65th birthday. 

First, you’ll want to understand the four parts of 
Medicare: 

»» Part A covers inpatient care in hospitals, skilled nursing 
facility care, hospice care and some home health care 
services. 

»» Part B covers services from doctors and other quali-
fied health care providers, outpatient care, some home 
health care services, durable medical equipment and 
many preventative services. 

»» Part C, also known as Medicare Advantage, is like an 
HMO or PPO that combines Parts A and B in one net-
work of health care providers. Medicare Advantage 
plans typically also include costs for prescription drugs 
that are covered under Part D (described next); they 
might also include extra coverage for services like vi-
sion care, dental care, hearing aids and/or wellness 
services. 

»» Part D helps pay for the cost of prescription drugs, run 
by Medicare-approved private insurance companies 
that follow rules set by Medicare. But if you enroll in a 
Medicare Advantage plan, you most likely won’t need to 
buy a separate policy for Part D benefits. 
Medicare doesn’t cover services for dental or vision 

care, unless it’s the result of a trauma or accident. Also, 
Medicare doesn’t cover the cost of hearing aids. You’ll want 
to make plans for paying these costs out of pocket or pur-
chasing a policy that covers these expenses.

Learn About Original Medicare 
You can elect Original Medicare, where you enroll in 

Health Insurance in 
Retirement: Medicare 
and Beyond

The risk of high medical bills during retire-
ment calls for a well-thought-out plan, es-
pecially at age 65, when you’re eligible for 
universal medical coverage under Medicare. 
Many crucial aspects of health insurance 
have the potential to save you a lot of 
money—or cost a lot if you aren’t paying 
attention.

By Steve Vernon

Are you concerned about large medical bills that 
could wipe out your savings in retirement? If so, you’re 
not alone—this is a common fear that I hear expressed 
quite often. 

The fact is, there’s a good reason to be concerned: If 
you’re like most people, the cost of health care is one item 
in your budget that will most likely increase substantially 
after you retire. Here’s why: According to the U.S. Depart-
ment of Labor, on average, employers subsidize about 80% 
of the cost of medical insurance for their active employees 
and about two-thirds of the cost for families. But for most 
people, these subsidies will disappear when they retire. 
This represents a game-changing challenge that you need 
to address. 

By making smart choices and putting plans in place 
to tackle your concerns, you can help alleviate your fears 
and feel better about your retirement years. The first step 
is to make sure you’ve developed well-thought-out, solid 

Steve Vernon is a research scholar at the 
Stanford Center on Longevity and president 
of Rest-of-Life Communications. This article is 
an excerpt from his book “Retirement Game-
Changers: Strategies for a Healthy, Financially 
Secure, and Fulfilling Long Life” (Rest-of Life 
Communications, 2018). Find out more about 
Vernon at www.aaii.com/authors/steve-vernon.
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If you want to change plans after you’re first eligible for 
Medicare, however, then insurance companies are allowed 
to apply medical underwriting. This means they can either 
exclude you altogether because of pre-existing conditions 
or charge you a higher premium if they deem you to be un-
healthy. As a result, when you’re first eligible for Medicare, 
you’ll want to carefully consider the Medigap plan that will 
best suit your needs for the rest of your life. You may not 
get a “do-over” and be able to upgrade to a more generous 
policy in future years. 

The cost of the premiums you’ll pay for a Medigap plan 
depend on the insurance company you select, your age, 
gender and where you live. There’s a very wide spread be-
tween the lowest and highest premium amounts, so it’s a 
good use of your time to shop around for the best plan. 

Remember that Medicare doesn’t cover routine dental 
and vision care services. Medicare might pay for such ser-
vices if you have an emergency or injury from a trauma. It 
also might pay for certain glaucoma screenings and cata-
ract surgery. 

Some insurance companies offer special coverage op-
tions to their Medigap plan members for routine dental 
and vision care, or they may offer insured members a dis-
count program to help them save money on routine dental 
and vision care. You’ll want to investigate whether your 
Medigap plan covers these items. If it doesn’t, you may 
need to pay for these items out of pocket or look for stand-
alone dental insurance or vision plans. 

Medicare and Medigap plans might also cover hearing 
diagnostic tests if they’re medically necessary, but they 

won’t pay for the cost of hearing aids. 
See the Helpful Resources box in 

the online version of this article for 
links where you can learn more about 
Medigap plans. 

Shop for a Part D Plan 
Medicare Part D is a separate policy 

that pays for some or all of your costs 
for prescription drugs—these costs 
aren’t covered by Medicare’s other 

parts. Medicare mandates the features that must be of-
fered in a basic Part D plan, although you can buy a policy 
with more generous features than the basic plan. Most, but 
not all, Medicare Advantage plans also cover prescription 
drug benefits, so if you participate in a Medicare Advan-
tage plan, you’ll want to find out if you need to purchase a 
separate Part D plan. 

Note that you can change your Part D plan in future 
years without needing to satisfy medical underwriting, if 
you want to upgrade to a more generous plan. 

What follows are the features of a basic Part D 

Medicare Parts A and B and purchase a separate prescrip-
tion drug plan under Part D. Here are a few key details: 

»» Most retirees receive Part A without paying a monthly 
premium (see below for details). 

»» You’ll need to pay a monthly premium for Part B, which 
is $135.50 per month for most new retirees in 2019. Re-
tirees with high incomes may pay a higher premium, as 
discussed later. 

»» Part D, which covers prescription drugs, will also re-
quire a separate premium. For 2019, the national av-
erage monthly premium for Part D coverage is $33.19, 
according to the National Council on Aging; however, 
actual costs vary significantly depending on the plan 
you choose and where you live.
There are gaps in Medicare coverage due to the signifi-

cant deductibles and copayments, which can amount to 
thousands of dollars. As a result, most people who elect 
Original Medicare also buy a separate Medicare Supple-
ment Insurance plan, also known as a Medigap plan, that 
pays for many of the expenses not covered by Medicare. 
You’ll pay a monthly premium for a Medigap plan, in addi-
tion to the Medicare Part B premium listed above. In 2017, 
costs for a separate Medigap plan ranged from $126 to $464 
per month for men age 65, and from $118 to $464 for wom-
en of the same age, according to the National Medicare 
Supplement Price lndex. 

One critical advantage of Original Medicare, when it’s 
supplemented by a Medigap plan, is that you can self-refer 
to health care providers who accept Medicare reimburse-
ment. This gives you some degree of freedom when choos-
ing your providers that you may not 
have with a Medicare Advantage plan. 
This might be important if you want 
to have the broadest possible access to 
medical professionals and specialists. 

Shop for a Medigap Plan 
Medigap plans work alongside 

Medicare Parts A and B, paying for 
much of Medicare’s substantial de-
ductibles and copayments. There are 
10 standardized Medigap plans sold in most states, labeled 
with letters A through N. (Massachusetts, Minnesota and 
Wisconsin have a different standardization model.) Plan 
F provides the most comprehensive coverage, and as a 
result, it’s the most popular plan, selected by almost two-
thirds of people who buy Medigap plans.

When you’re first eligible for Medicare Part B, you can’t 
be excluded from buying a Medigap plan for pre-existing 
conditions or be charged a higher premium. As long as 
you continue the coverage by paying the premiums, your 
policy is guaranteed renewable for the rest of your life. 
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prescription drug plan. Note that all 
figures are 2019 numbers. 

»» Each year, you’ll pay for 100% of 
your drug costs before you reach 
the prescription drug deductible, 
which is $415. 

»» After you meet the deductible 
ceiling, a basic Part D plan will 
pay for 75% of all your drug costs 
and you’ll pay 25%, until both you 
and your plan have paid $3,820 
for prescription drugs. 

»» At that point, you’re then in a cov-
erage gap, or “donut hole,” and 
the amount you’ll pay depends 
on whether you are using generic 
or brand-name drugs. In 2019, 
you can realize a 75% discount 
on brand-name drugs and a 63% 
discount for generic drugs. The 
coverage gap will be eliminated in 2020. 

»» Once you’ve spent $5,100 out-of-pocket for prescrip-
tion drugs in 2019, you’re out of the coverage gap. After 
that, you’re eligible for the catastrophic coverage, and 
you’ll spend no more than 5% of the cost of drugs for 
the remainder of the year when you’re eligible for cata-
strophic coverage. 
Some drug plans may offer higher reimbursements if 

you use a network pharmacy; they may even require that 
you use a network pharmacy, so it’s important to find out 
if your favorite pharmacy is a preferred provider under the 
plan you buy. 

Note that a Part D plan can provide more generous 
features than the basic plan described above, but you’ll 
spend more on monthly premiums. If you’re interested in 
expanded coverage, you’ll want to decide if the additional 
benefits would justify the extra premiums. 

Learn About Medicare Advantage Plans 
Medicare Part C, or Medicare Advantage, is an alterna-

tive to Original Medicare. Medicare Advantage plans are 
more like a Health Maintenance Organization (HMO) or 
Preferred Provider Organization (PPO), and they combine 
Parts A and B in order to provide you with integrated hos-
pital, physician and outpatient coverage. Medicare Ad-
vantage plans have their own deductible and coinsurance 
schedules, so you don’t need to buy a separate Medigap 
policy, as you would with Original Medicare. By law, Medi-
care Advantage plans must provide the same services as 
Medicare Parts A and B, but these plans are in charge of 
how they’ll deliver medical services. 

Medicare Advantage plans also usually cover Part D 

Game-Changing Strategies

»» Be vigilant and persistent when exploring your 
options for medical insurance before age 65. 

»» Make Medicare choices with the rest of your 
life in mind. 

»» Shop around for medical, prescription drug and 
dental coverage. 

»» While you’re working, explore saving money 
in a Health Savings Account, which is a very 
tax-efficient way to pay for your out-of-pocket 
health care expenses. 

prescription drug benefits, and they may include extra 
coverage for special items such as vision care, dental care, 
hearing aids and/or wellness services. One goal of Medi-
care Advantage plans is to simplify your life by bundling 
health care services in a managed care environment. How-
ever, be aware that if you choose a Medicare Advantage 
plan, you might not be able to switch to a Medigap plan in 
the future, if your health or circumstances change. 

In addition to your Part B premium, you’ll usually pay 
a monthly premium for the Medicare Advantage plan. In 
some instances, however, there’s no additional premium 
for so-called “zero premium plans.” In this case, you only 
need to pay your usual Part B premium.

For tips on choosing between a Medigap plan and a 
Medicare Advantage plan, see the online version of this 
article.

Medicare Advantage plans typically restrict or encour-
age you to use the medical providers in the plan’s network. 
Here are the two most common types of Medicare Advan-
tage plans: 

»» HMO plans usually restrict care to providers within 
their network. If you choose otherwise, you’ll pay the 
full cost for providers outside the network, except pos-
sibly in the case of a medical emergency. In most cases, 
you’ll need to select a primary care doctor, and you’ll 
need a referral from that physician in order to see a spe-
cialist each time you need one. 

»» PPO plans offer the best coverage and costs for in-
network services, but they also allow physician choice 
by covering out-of-network care. However, you’ll pay 
higher out-of-pocket costs for out-of-network services. 
In most cases, you don’t need to select a primary care 
doctor, and you don’t need a referral to see a specialist. 
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In either case, you’ll want to check whether your doctors 
and specialists are in the network of the Medicare Advan-
tage plan you’re considering. And you may want to con-
sider possible future needs for specialists. You’ll also want 
to review and understand the plan’s premium amounts, 
deductibles and copayments and determine whether your 
Medicare Advantage plan pays for such items as dental 
care, vision care, hearing aids and wellness programs. 

For more details regarding the various circumstances 
under which you can switch plans, see the links in the 
Helpful Resources box in the online version of this article.

Check Your Eligibility for Medicare Part A 
Whether you elect Original Medicare or a Medicare Ad-

vantage plan, you’ll want to make sure either you or your 
spouse have paid FICA taxes for at least 40 calendar quar-
ters (10 years). This qualifies both of you for free Medicare 
Part A coverage. 

If neither of you has paid FICA taxes for 40 quarters, 
you can still purchase Medicare Part A, but it will be costly. 
The premium in 2019 is $240 per month per person if you 
paid FICA taxes for 30 to 39 calendar quarters, and $437 per 
month per person if you paid FICA taxes for fewer than 30 
quarters. If you’re close to these thresholds, you might con-
sider continuing to work and paying FICA taxes until you 
reach these thresholds to either reduce or eliminate your 
Medicare Part A premiums. 

Determine When You Should Enroll in 
Medicare 

There are many different rules and deadlines for enroll-
ing in the various parts of Medicare, and enrollment dates 
can be different for each of Medicare’s four parts. For in-
stance, if you start your Social Security income benefits 
before age 65, you’ll be automatically enrolled in Medicare 
Parts A and B to be effective at age 65, and you’ll receive 
your Medicare card three months before your 65th birth-
day. At that point, you’ll 
have the option to refuse 
Part B, since premiums are 
required, but that’s usually 
a bad idea. The only time it 
makes sense to delay sign-
ing up for Part B is when 
you’re getting coverage from 
another source, such as a health plan offered by your em-
ployer or your spouse’s employer. 

If you aren’t covered by a medical plan at work and if 
you haven’t started your Social Security benefits by age 65, 
then it’s best if you enroll in Medicare Parts A, B and D no 

later than three months after your 65th birthday. This is 
necessary even if you continue to delay the start of your Social 
Security income benefits. If you don’t sign up for coverage 
before this deadline, coverage can be delayed and late pen-
alties may apply. 

Warning: If you delay signing up for Medicare Part B or 
Part D after you’re first eligible, Medicare applies a perma-
nent penalty surcharge to your monthly premiums. The 
only exception is if you’re eligible for a special exemption, 
such as coverage from the Department of Veterans Affairs. 

If you decide you’d rather be covered by a Medicare Ad-
vantage plan than be covered separately by Medicare Parts 
A and B, you’ll need to select and enroll in your Medicare 
Advantage plan no later than three months after your 65th 
birthday, though I always recommend doing it early so you 
don’t forget. Once again, if you don’t sign up for coverage 
before this deadline, coverage can be delayed and late pen-
alties may apply. You can sign up as late as three months 
after your 65th birthday to avoid any penalties. 

If you continue working beyond age 65 and are covered 
by your employer’s medical plan as an active employee, 
make sure you understand how that plan coordinates with 
Medicare. The best way to do this is to consult with your 
HR department or benefits administrator. One key reason 
to look into this is that there are different rules for employ-
ers with fewer than 20 employees compared to employers 
with 20 or more employees. It’s also important to note that 
many employer-sponsored plans require you to enroll in 
Medicare Part A but not Part B. You’ll also want to deter-
mine whether your employer’s plan covers prescription 
drugs; if so, you won’t need to sign up for Medicare Part D 
while you’re covered by your employer’s plan. 

If you don’t enroll in Medicare Parts B and D because 
you’re covered by your employer’s plan while you’re work-
ing, the late enrollment penalties mentioned here won’t 
apply. To avoid a late penalty completely, however, you’ll 
generally need to enroll in Medicare Part B no more than 
eight months after you eventually retire. You’ll also need 
to buy a Medicare Part D plan within 63 days of your retire-
ment date. 

In most cases, you won’t want to elect a Medicare Ad-
vantage plan while you’re covered by your employer’s med-
ical plan as an active employee since you’ll be duplicating 
coverage and wasting the premiums you’d have to pay for 
the Medicare Advantage plan. 

Learn When You Can Switch Plans 
Each year, during Medicare’s open enrollment period 

(from October 15 to December 7), you can switch from: 
»» Original Medicare/Medigap to a Medicare Advantage 

plan; 
»» One Medicare Advantage plan to another Medicare 
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Advantage plan; 
»» A Medicare Advantage plan to Original Medicare (but 

not necessarily to a Medigap plan; see below); and 
»» Your Part D prescription drug plan to another Part D 

plan, if you’re in Original Medicare. 
The problem arises when you want to switch from a 

Medicare Advantage plan to a Medigap plan that supple-
ments traditional Medicare, or from one Medigap plan to 
another Medigap plan. Most states allow insurance com-
panies to apply medical underwriting in this situation 
(Connecticut, Massachusetts and New York are the excep-
tions). If the insurance company finds you to be in poor 
health, it can increase your premiums or even deny cover-
age outright. 

In limited circumstances, you’re sometimes allowed to 
switch out of a Medicare Advantage plan and into a Me-
digap plan without medical underwriting: 

»» If your Medicare Advantage plan no longer serves your 
area, 

»» If you move to an area not served by your Medicare Ad-
vantage plan, or 

»» If you enrolled in a Medicare Advantage plan for the 
first time and want to switch within the first 12 months.
In addition to Medicare’s general open enrollment peri-

od in the fall of each year, there’s also another limited open 
enrollment period that runs from January 1 through March 
31 of each year. During this period, you can:

»» Change from one Medicare Advantage plan to another 
Medicare Advantage plan,

»» Opt out of your Medicare Advantage plan and switch to 
original Medicare, or

»» Elect a stand-alone Part D prescription drug plan if you 
lose prescription drug coverage due to opting out of 
your Medicare Advantage plan.

For more details regarding the various circumstances un-
der which you can switch plans, see the links in the Helpful 
Resources box in the online version of this article.

Determine If You’ll Pay a Higher Premium 
for Medicare Part B 

The usual Medicare Part B premium covers about one-
fourth of the costs of that coverage; the U.S. government 
subsidizes the rest of the cost. The government imposes 
higher premiums for high-income retirees, however, as 
one method to improve Medicare’s financing. 

To determine if you’ll pay higher premiums for an up-
coming calendar year, the Social Security Administration 
(SSA) looks back at your most recent available federal tax 
return, which is usually the tax year that’s two years be-
fore the year in which you’re paying Medicare premiums. 
The SSA uses a sliding scale to calculate the additional 

premiums you’ll pay, based on your modified adjusted 
gross income (MAGI). Your MAGI is your total adjusted 
gross income plus tax-exempt interest income. 

Here are the basic guidelines: If you file taxes as mar-
ried filing jointly and your MAGI is greater than $170,000, 
you’ll pay higher premiums for your Part B and Medi-
care prescription drug coverage. Also, if you file your 
taxes using single or head of household status and your 
MAGI is greater than $85,000, then you’ll also pay higher 
premiums. 

Note that whether you’ll pay higher premiums is deter-
mined each year based on the look-back rule. So, it’s possi-
ble that you might pay higher premiums for a specific year 
but subsequently drop to the regular premium levels in the 

Action Steps

»» If you or your spouse are retiring before age 65, in-
vestigate your options for obtaining health insurance 
until you’re eligible for Medicare. 

»» Investigate your strategy for choosing Original Medi-
care or a Medicare Advantage plan when you reach 
age 65. 

»» If you decide to sign up for Original Medicare, shop 
for a Medigap plan and Part D prescription drug 
coverage. 

»» If you purchase Part D prescription drug coverage, 
understand how your plan’s drug formulary treats 
your specific prescription drugs and whether your 
local pharmacy is a preferred pharmacy. 

»» Each year, determine whether to continue your Part 
D coverage or whether it would be advantageous for 
you to change your Part D plan. 

»» Prepare a budget of your costs for medical premiums 
and out-of-pocket expenses, such as deductibles, 
copayments and services not covered by Medicare. 
Don’t forget dental expenses, eyeglasses and hear-
ing aids. 

(continued on page 15)
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respectively. The Vanguard STAR fund had positive returns 
in 2000 and 2001, and a loss of just under 10% in 2002. 
Thus, it clearly matters WHAT we invest in. For nervous 
investors, the big takeaway is: diversify, diversify, diversify.

Now, to the issue of HOW we invest. In the 19-year pe-
riod from 2000–2018, a lump-sum investment in the Van-
guard 500 Index fund experienced the brunt of bad timing 
and finished with an annualized return of 4.75%. The Van-
guard STAR fund fared better with an annualized return of 
6.27%. Interestingly, if the investor had chosen to invest 
money each year (say, $3,000) into each fund, the internal 
rates of return for both funds were impressive: 7.12% for 
the Vanguard STAR fund and 8.48% for the Vanguard 500 
Index fund. The idea of “bad” starting years doesn’t really 
apply to systematic investors who plan to stay invested for 
at least 15 to 20 years.

The moral of the story is that systematic investing (an-
nually, quarterly or monthly) markedly reduces timing 
risk. Whereas lump-sum investors are fully exposed to 
timing risk, investors who “get back into the markets” by 
making regular contributions (annually in this analysis) 

may actually benefit if markets decline during the first few 
years. And, if markets don’t decline initially, that’s okay 
too. Very simply, lump-sum investors can only feel good 
initially if their investments have positive returns. System-
atic investors can feel good either way—if performance is 
initially bad, they accumulate more shares with their sub-
sequent investments. If performance is good, well … they 
can live with that.

So, to investors who are nervous about reentering equi-
ty investments, you may want to consider doing so gradu-
ally. It’s kind of like marathon training: Don’t start by run-
ning 26 miles.
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future, if your MAGI drops sufficiently. 
If you end up having to pay a higher premium because 

of your high retirement income, you’ll want to factor those 
costs into your budget for living expenses. In limited cir-
cumstances, you can apply for a waiver of these additional 
costs. The most common situation that might prompt you 
to apply for a waiver is if your current income has dropped 
substantially because you retired compared to the look-
back year, although there are other circumstances that ap-
ply as well. 

For details on these rules, including a table that sum-
marizes the additional premiums, see the link in the Help-
ful Resources box in the online version of this article. 

A Final Tip
Be sure to carefully consider your own specific health 

care needs. Don’t blindly follow the advice of a well-inten-
tioned family member or friend—their needs might be 
very different from yours. You might want to find experts 
who can help you sort through and choose the best option.

One good source is Medicare’s Star Rating System, 
which measures the performance of Medicare Advantage 
and Part D prescription drug plans.

Another option is to work with an insurance salesper-
son or website such as eHealthInsurance.com. They’ll earn 
a commission on the sale of insurance, which means they 
might be restricted in the plans they offer you, but they can 

help you pick the best plan for you among the plans they 
service. 

You might also need to pay to hire a qualified, objective 
consultant to help you shop for a plan. This can not only 
help you save money, but it can help you choose the best 
plan for you. One note of caution: Make sure that any con-
sultant you hire isn’t paid commissions from an insurance 
company or by selling your personal information.

The Helpful Resources box online identifies an inde-
pendent consulting firm that I respect, helpful resources 
on Medicare’s website, as well as a website that contains 
a directory of Medigap insurance agents and two online 
health insurance agencies.

While it might be frustrating to spend this kind of time 
or money, remember: The medical procedures and drugs 
you’ll be covered for under the right plan may be what will 
keep you alive and healthy. 
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