
The opinions expressed in this newsletter 
are for general information only and are 
not intended to provide specific advice 
or recommendations for any individual. 
To determine whether any of these 
strategies are appropriate for you, consult 
with your Cetera Investment Services 
advisor or your attorney, accountant or 
tax advisor before taking any action. 
Neither Cetera Investment Services nor 
any of its representatives may give legal 
or tax advice. Investment theories are 
provided as information only and are not 
endorsed by Cetera Investment Services. 
The information in this newsletter is not 
an offer or a solicitation of an offer to buy 
or sell any security. Advisory services may 
only be offered by Investment Adviser 
Representatives in connection with an 
appropriate Cetera Investment Services 
Advisory Services Agreement and disclosure 
brochure as provided.

How is the health of Americans’ wealth?

According to a recent report from the Federal Reserve, the net worth of all 
U.S. households set a record in the second quarter of the year, reaching 
$89.1 trillion. The strength of the U.S. stock market gets most of the credit.

Home prices peaked in 2006, then lost about $6 trillion in aggregate value 
over the next five years. In the country as a whole, housing has nearly 
recovered, and now is only $400 billion below the record set ten years ago. 
However, the recovery has been far from uniform. Some markets, such as 
Miami and Phoenix, remain about 25% below their peaks, while others, 
such as Denver and San Francisco, are setting new records.

The broad increase in home values benefits the 63% of households that 
own their homes. Increases in the stock market tend to accrue to those 
at the upper end of the wealth scale. Still, trillions of dollars are stashed 
in retirement plans. As share prices rise, the IRAs and 401(k)s invested in 
stocks become more robust retirement resources, leading to better financial 
security in retirement for their owners.
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Planning for your medical expenses  
in retirement

When you plan for your retirement expenses, how much should you allow 
for medical expenses? These include the cost of premiums for Medicare, as 
well as out-of-pocket medical spending for deductibles, prescription drugs 
and other health services. The answer might surprise you.

Of course, there is no single answer that is correct for 
everyone. Fidelity Investments 
projected that a couple retiring in 
2016 will need $260,000 to 
cover medical care during 
their joint lives. A 2015 
study by the Boston 
College Center for 
Retirement Research 
found that overall 
retirees were spending 
18.5% of their income 
on medical expenses, 
and the top 10% were 
spending 32%. 

That is a lot of money.

Medicare

You normally become 
eligible for Medicare when you reach age 65. There is a seven-month 
window for signing up—the month you turn 65, the three months before 
that month, and the three months afterward. Most people will sign up for 
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Health and wealth

When you are constructing your 
retirement financial plan, it’s 
important to remember health care 
costs. Medicare provides the start 
for planning, but it is not a complete 
solution. This issue of QuarterNotes 
touches on some of the relevant 
considerations.

Have you started your year-end tax 
planning? Are your investments 
managed on a tax-efficient basis? Our 
page 3 article may provide helpful 
information in this regard.

If you have questions about your 
investments as you approach retire-
ment, or as this record-setting year 
comes to a close, please bring them  
to us. We’ll be happy to be of service.
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Planning for medical . . . continued

Medicare as soon as they are eligible, 
even if they are not yet collecting 
Social Security benefits. Signing up 
late may result in increased costs of 
coverage, as well as a period of going 
without benefits.

Part A of Medicare covers hospital 
insurance. If you’ve been paying 
Medicare taxes for at least ten years, 

For best results, tax and portfolio 
management should be a year-
round practice. The end of the year, 
with holidays, school functions, 
family visits and the like, is already 
full enough for most people. Still, 
the close of the calendar marks 
an important deadline. To avoid 
surprises next April 15, it’s important 
to review how matters stand 
today. You may spot money-saving 
opportunities along the way—
especially if you are a top-bracket 
taxpayer.

Investment decisions

The taxes due on your investments 
are not easy to estimate. Long-term 
capital gains and qualified dividend 
income will be taxed at reduced 
rates, dependent upon the taxpayer’s 
marginal tax bracket. Short-term 
gains and interest income will be 
taxed at your top marginal rate.

Because capital gains are netted 
against each other, your tax position 
may be factored into your year-end 
investment decisions. Those who 
realized capital losses earlier this year 
may want to harvest some gains, free 
from tax. Investors who are showing 
substantial realized gains may want 
to sell some losers to lower their  
tax liability.

Tax efficiency. Lower tax rates on 
long-term capital gains have caused 
some investors to rethink their 
strategies for their IRAs and taxable 
portfolios. The favorable treatment 
for dividends and long-term gains 
is wasted on IRA or 401(k) assets, 
because distributions from such 
sources generally will be taxed as 
ordinary income. Investors who are 
taking a global view of their holdings 
may want to keep their equities in a 

taxable portfolio and their bonds and 
bond equivalents sheltered in their 
retirement accounts.

Make your deductions count

Deferring ordinary income is not easy 
for most taxpayers to arrange. But 
if you are due to receive a bonus at 
year-end, the tax bill is delayed by a 
year if the bonus is paid in January 
instead of December. If you haven’t 
“maxed out” on 401(k) contributions, 
it may not be too late. If you are 
eligible to make a deductible 
contribution to an IRA, you have until 
tax-filing time to do it.

Accelerate deductions. Tax payments 
and charitable contributions must be 
made by year-end to be deductible 
for the 2016 tax year. Charitable gifts 
of appreciated property (such as 
stocks) can be especially tax efficient, 
because the deduction generally is 
allowed for the full fair market value 
of the property. The tax on the capital 
gain is avoided.

Charitable gifts from IRAs. Taxpayers 
who are 70½ or older may direct 
that up to $100,000 be sent to 
charity from their IRAs. Amounts 
distributed in this way will satisfy 
minimum distribution requirements, 
but they won’t be included in the 
taxpayer’s income. Therefore, the 
nasty tax results that may come from 
increasing Adjusted Gross Income, 
even when offset by a charitable 
deduction, may be avoided. 

Family strategies

If you haven’t reviewed your will and 
estate plans for several years, this 
would be a good time to take a look at 
them. Changing family circumstances 
(births, deaths, divorces, retirements) 
are occasions for such evaluations. 
If major assets mentioned in the will 
have been sold, such as real estate 
or business interests, that’s another 
good reason to make an appointment 
with the estate planning advisor.

Annual exclusion gifts. The first 
$14,000 in annual gifts to one person 
is free of gift tax. For married couples, 
one of them may give $28,000 and 
“split” the gift with the other, thus 
doubling the tax protection.

College funding. There are no 
deductions for contributions to 
college savings plans, but earnings 
grow tax deferred and are potentially 
tax free. Taxpayers may choose 
between the Section 529 plans and 
the Coverdell Education Savings 
Account. Each approach has distinct 
advantages to be considered.

Follow through

This brief overview only scratches the 
surface of the opportunities that you 
may have for improving your financial 
plan. To explore your choices in more 
detail, please consult with your tax 
advisors and our asset management 
specialists.

Year-end portfolio and tax review

 Projecting your Medicare premium

Beginning in 2007, the amount that a retiree must pay for Medicare Part B 
had a new component put into the mix: adjusted gross income (AGI). Higher-
income retirees began paying more, and the highest-income retirees had to 
pay more than double for the same coverage. Similar rules began to apply to 
Medicare Part D in 2011. Because premium adjustments are based upon AGI, 
a single dollar of extra income can result in hundreds, even thousands, of extra 
dollars in payments. Accordingly, retirees who are near the boundaries for 
extra premium payments have an extra incentive to do careful tax planning.

However, there is an additional twist. The premium adjustments are based upon 
AGI from two years earlier. So, for 2016 the premium adjustments depend upon 
2014 AGI.

In 2018 the higher premiums are scheduled to kick in at even lower levels 
of income. The threshold for the third bracket will fall to $133,500. The top 
bracket will start at $160,000, 25% below today’s threshold.

Lawmakers may have thought that a retiree with $160,000 of income doesn’t 
“need” that $4,000 or so of excess premiums. But for someone near that 
boundary line, a slight shift in income can make a meaningful difference to  
after-tax capital.

Monthly Medicare premiums for 2016

The standard Medicare Part B premium in 2016 is $121.80. However, because 
there was no inflation adjustment this year, the majority of Social Security 
recipients are paying $104.90 each month. Those with higher incomes must 
pay the standard amount plus the amounts indicated in the table below. For 
married couples filing jointly, the income threshold is doubled. In 2016 the 
maximum additional premiums for Part B and Part D are $4,090.80 for singles, 
$8,181.60 for married couples.

Additional monthly and annualized Medicare Premiums

Modified AGI
Add’l Part B 

premium
Add’l Part D 

premium
Total Annual 

$85,000 or less $0 $0 $0 $0 
$85,000 to $107,000 $48.70 $12.70 $61.40 $736.80 
$107,000 to $160,000 $121.80 $32.80 $154.60 $1,855.20 
$160,000 to $214,000 $194.90 $52.80 $247.70 $2,972.40 
Over $214,000 $268.00 $72.90 $340.90 $4,090.80 

Source: https://www.medicare.gov/your-medicare-costs/costs-at-a-glance/ ; M.A. Co.

there’s no premium cost, but there is 
an annual deductible ($1,288 in 2016).

Part B is voluntary and covers a wide 
range of services. Part B premiums are 
reviewed in the box below.

Part C combines Parts A and B into a 
managed care plan called Medicare 
Advantage, available from a private 
insurance company.

Part D is also voluntary and covers 
some costs of prescription drugs.

Medigap

Medicare covers roughly 80% of 
retiree medical costs. The remainder 
can be covered with a Medigap 
insurance policy. There are ten 
standard types of Medigap policies 
to choose from to cover deductibles, 
co-pays and coinsurance. The 
most popular policy is reported to 
be Medigap F, which provides the 
greatest coverage and, therefore, the 
greatest peace of mind. The question 
remains, is that piece of mind worth 
the cost of the premiums?

Premiums may be community-
rated (also called no-age rated). 
The same premium is charged to 
everyone, regardless of age. These 
plans may appear to be the most 
expensive in the beginning, but they 
may prove the cheapest in the long 
run. If the premium is based on your 
age when you buy the policy, it is 
called issue-age-related. Premiums 
won’t go up as you age, but they will 
increase due to cost inflation. Finally, 
with attained-age rated premiums, 
the premium starts low but goes up 
as you get older. Depending upon 
how long you need it, this type of 
policy can be the most expensive.

Start early

Coming to grips with the realities of 
medical expenses in retirement can 
be daunting. We can help you with 
planning for your financially secure 
retirement. If you have questions in 
this area, please consider us to be a 
key resource.
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