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From the Savvy Social Security Planning newsletter – February 27, 2020

Medicare Advantage: Understanding the risks
I’ve talked about this before, but it bears repeating: Clients who go into a Medicare Advantage plan when they first enroll in
Medicare could regret that choice later. If their health worsens and their plan (or any other Medicare Advantage plan) makes it
difficult or impossible to get the care they need, they could find themselves lacking adequate coverage once they are outside
their six-month Medigap guaranteed-issue period.

If you are a member of our Savvy Medicare Planning program see this December 18, 2018 newsletter, Private Insurers are Taking
Over Medicare. If you can’t access that newsletter, here’s the gist of it: I worry that in the interest of profitability, the private
health insurance companies that offer Medicare Advantage plans will start pulling some of the same stunts that led to the
clampdowns instituted by the Affordable Care Act.

Right now, the Medicare Advantage program is working well. It allows the government to limit its risk by paying private insurers
a set rate for each enrollee, a rate that is generous enough to allow some insurers to charge low (or no) premiums and offer extra
benefits like vision care and gym membership and still have money le� over. In 2018 annual gross margins in the Medicare
Advantage marketplace were double the margins in the individual and group markets.

https://www.savvymedicare.net/smp-newsletter-121318
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The risk to clients lies in the fact that Medicare Advantage plans are free to change their terms from year to year. Once an insurer
knows the rate it will receive from the government, it sets its benefits and premiums based on what it can profitably and
competitively offer in the coming calendar year. As long as there is little variation in the rate or in the age or health status of the
population served, there may be little variation in the plan. Under stable conditions, a client who goes into a good, well-run
Medicare Advantage plan can expect to have the same health benefits from year to year.

But in looking toward the future, I see two big factors that could disrupt this equilibrium. One is the aging of the baby boom
generation. The other is the mounting federal budget deficit. The first will raise insurers’ costs, as enrollees’ health worsens with
age. The second could cut insurers’ revenues as lawmakers call for reduced Medicare spending. I mean really, if I were in charge
of the federal budget and saw how much insurance companies were making off these annual rates paid by Medicare, that’s one
of the first places I would look to cut government spending.

Understanding all this from the insurers’ and the government’s perspective may help us see into the future, but clients are the
ones we care about. And it’s starting to not look very good. A New York Times article, Private Option Is Gaining Popularity, and
Critics, tells the story of a once-healthy 72-year-old who enrolled in a Medicare Advantage plan at age 65, drawn to the low
premiums and extra benefits. Seven years later, he was diagnosed with bladder cancer.

Finding that he could get better care outside his plan’s network, he decided to drop his Medicare Advantage plan and switch to
Original Medicare. But he didn’t realize that Part B would pay only 80% of his now-expensive medical treatments and Part A
carries high deductibles before hospital costs are covered. He didn’t know that he would need a Medigap policy to cover these
gaps. And he didn’t know that wouldn’t be able to get one.

The Medigap guarantee-issue period is the six-month period following enrollment in Part B. A�er that, you’ll be subject to
underwriting and if your health doesn’t measure up, you can be denied a policy. Because Mr. Stein went into a Medicare
Advantage plan a�er enrolling in Part B, he was well outside his Medigap guaranteed-issue period when he got the cancer
diagnosis. And now no Medigap insurer will cover him.

Mr. Stein was eventually able to find another Medicare Advantage plan whose network included his doctors, but not without a
lot of scrambling. (Part of the deal Medicare Advantage insurers make with the government is that they will take everyone
regardless of health status. But this cuts both ways: if they end up with a lot of older, sicker people, they will be forced to cut
benefits, narrow their provider networks, or charge higher premiums.)

https://www.kff.org/medicare/press-release/as-policymakers-debate-medicare-for-all-analysis-finds-the-medicare-advantage-individual-and-group-health-insurance-markets-appear-to-be-profitable-especially-medicare-advantage/
https://www.nytimes.com/2020/02/21/business/medicare-advantage-retirement.html?fbclid=IwAR2lJ_rF2RCvnDFS9OH5jJGRd9LfNiYzPuqHsUe5YYFW0FGgRjqbUJvekvk%20Medicare%E2%80%99s
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This is why the choice clients initially make when they enroll in Medicare at 65 or upon leaving employment is so crucial: If they
opt for Medicare Advantage over Original Medicare with a Medigap policy, they may forever be relegated to the Medicare
Advantage marketplace. (Exceptions are residents of New York, Connecticut, Maine, and Massachusetts, whose state laws
require Medigap insurers to take everyone regardless of health status.) In some areas this will be no problem: If there are many
thriving Medicare Advantage plans operating in the area, clients should be able to find a plan that suits them (subject to the
future worries stated above, that plans may change in their search of sustained profits). But if there aren’t many plans available
where the client lives now (or may live in the future), Original Medicare with a Medigap policy may be the safer choice.

See the map of Medicare Advantage penetration on this KFF Medicare Advantage issue brief. Further check by county. If your
client lives in an area with low penetration, it may mean there are few good plans available. Also check the Medicare Plan Finder
to see how many plans are offered in your clients ZIP code. Then have your clients call the plans to make sure the doctors they
want to see are in the network. But keep in mind that plan networks change, and clients’ needs might change if they get a
diagnosis requiring specialized services. Original Medicare with Medigap may cost more now in premiums, but could be a safer
bet down the road because it will cover the costs of any doctor who accepts Medicare.

https://www.kff.org/medicare/issue-brief/a-dozen-facts-about-medicare-advantage/
https://www.medicare.gov/plan-compare/#/?lang=en
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Question of the weekQuestion of the week

Q: Client is retiring in about 90 days when he turns 65. His employer allows him to stay on their group major medical for life if he
so chooses. (We are not talking about COBRA.) It is a large company with over 30,000 employees. Our local Social Security office
told him if ever applies for Medicare Part B in the future, he will pay a penalty for not signing up at 65, because Medicare does not
consider it creditable coverage because he is not an “active” employee. Is this true?

A: It is true. To qualify for a special enrollment period, his coverage must be based on active employment. This gives him 8
months a�er leaving employment to enroll in Medicare without penalty. A�er that, he will be charged a 10% late-enrollment
penalty for every 12-month period he goes without Part B.

Answering your questions
When posting a question, please include first names, ages, and PIAs of your clients, along with any other relevant
information. This will help me target my answer to your client’s situation.

News briefs
Inspector General Announces National “Slam the Scam Day”
“The Inspector General for the Social Security Administration, Gail S. Ennis, is designating Thursday, March 5, 2020 as National
“Slam the Scam” Day, to raise public awareness of government imposter telephone scams across the United States. These
pervasive scams—in which callers pretend to be government employees to mislead victims into providing personal information
or making payments—have become a scourge on the American public. The Federal Trade Commission recently reported victims
lost nearly $153 million to government imposter scams in just fiscal year 2019. Social Security-related scams in particular have
skyrocketed over the past year to become the #1 type of consumer fraud reported to the Federal Trade Commission and the

https://oig.ssa.gov/newsroom/news-releases/inspector-general-announces-national-%E2%80%9Cslam-scam%E2%80%9D-day
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Social Security Administration. To combat these scams, the Social Security Administration and its OIG have undertaken a public
outreach campaign to educate the public so they will know how to identify these scam calls.” (SSA)

This Word Describes Social Security—But Not Everyone Wants to Hear It
“‘Entitlement’ o�en refers to Social Security and Medicare, but critics argue that’s the wrong way to describe it. Many Americans
take to social media saying they’ve paid into the system their entire careers, and thus, the benefit they will receive belongs to
them. And they’re right—which is a big part of the reason they’re called entitlements, experts say, because recipients are indeed
entitled to them… ‘Entitlement programs,’ in government budgeting speak, are the ones that the country deems mandatory
spending—like Social Security and Medicare. The Supplemental Nutrition Assistance Program is another example, said Kathleen
Romig, senior policy analyst at the Center on Budget and Policy Priorities. That contrasts with discretionary spending, where—
also in government budgeting terms—when the funding runs out, there’s no more in benefits to give, and individuals are placed
on a waiting list. Examples include housing vouchers and the Special Supplemental Nutrition Program for Women, Infants and
Children (WIC).” (MarketWatch)

Only 1 in 300 Seniors Know These 5 Social Security Rules
“A recent SimplyWise survey found that less than one in eight Americans aged 60 to 70 considered themselves “very
knowledgeable” on the topic. Worse, only one out of 300 people asked knew the correct answer to all five of the following
questions. These questions are fundamental and confusions lead to people missing out on income they desperately need.
Question 1: Claiming at which age maximizes your monthly earned Social Security benefit? Correct answer: 70. How many
people got it right: 42%. Most common wrong answer: 35% of people believe that you earn the maximum monthly benefit at full
retirement age…” (SimplyWise)

New FICO Scores Could Affect Retirement Planning
“Fair Isaac, the giant credit score company, recently announced the biggest change since 2014 in how it determines its FICO
credit scores. This new FICO 10 system—expected to go into effect by year’s end—could affect your retirement in big ways,
possibly for the worse and possibly for the better. Having good credit is especially important in retirement. It can save you
thousands of dollars with a lower interest rate on a mortgage, car loan or credit card. And a high credit score could help you get
a rewards credit card or a better interest rate with one, making travel in retirement less expensive. Insurance premiums, utility
bills and apartment rents may also be more affordable when your credit is in good shape. According to FICO, about 40 million
people could see their credit scores rise 20 points or more with the new system. But another 40 million could see their scores
drop 20 points or more. And about 110 million people could see their credit scores go up or down by under 20 points.” (Next
Avenue)

Schroders Releases US Retirement Survey Results
“When it comes to Social Security, the majority (67%) of all respondents do not believe that the monthly amount they receive in
Social Security will be enough to live on. 39% of those who reported being already retired began taking benefits at age 62,
forgoing greater monthly benefits by deferring benefits to a later age. There is an overwhelming lack of understanding
surrounding Social Security benefit payout amounts among the youngest cohort, with 52% of people ages 45–59 unsure of how
much in benefits they expect to receive in retirement. 60% of respondents claim that their primary investment objective in
retirement is ÃƒÆ’Ã†â€™Ãƒâ€šÃ‚Â¢ÃƒÆ’Ã‚Â¢ÃƒÂ¢Ã¢â€šÂ¬Ã…Â¡Ãƒâ€šÃ‚Â¬ÃƒÆ’Ã¢â‚¬Â¹Ãƒâ€¦Ã¢â‚¬Å“steady income generation.’
Women lag behind men in their confidence as to when they will be able to retire, with 41% of women being unsure of when they
will retire, compared with 25% of men who are unsure of when they will retire. 54% of participants do not believe that they have
enough money saved for a health care emergency.” (Schroders)

New Social Security Commissioner to Tackle Customer Service and Scams
“When Andrew M. Saul, 73, was confirmed by the U.S. Senate as the new commissioner of Social Security last June, it brought to
an end a six-year period in which the Social Security Administration (SSA) was run by a sequence of temporary appointees. Saul
is now in charge of one of the most important operations in the federal government, an agency that pays out more than $1

https://www.marketwatch.com/story/this-one-word-defines-social-security----but-not-everyone-agrees-2020-02-04
https://www.simplywise.com/blog/5-social-security-rules/
https://www.nextavenue.org/new-fico-credit-score-changes-retirement/
https://www.schroders.com/en/us/media-centre/schroders-releases-us-retirement-survey-results/
https://www.aarp.org/retirement/social-security/info-2020/andrew-saul-interview.html
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trillion every year to more than 64 million Social Security beneficiaries. Saul—who started his career managing national retail
clothing chains and also helmed the Federal Retirement Thri� Investment Board—is tasked with solving problems, such as slow
customer service, that have troubled the SSA for years, and newer issues like scams run by people pretending to represent the
agency. He spoke with the AARP Bulletin about what he’s doing to help the SSA face these challenges, and here are edited
excerpts from the conversation.” (AARP)

Final Days of File-and-Suspend Claiming Strategy
“Before Congress changed the rules regarding Social Security claiming strategies in late 2015, many financial advisers
enthusiastically promoted ways to maximize lifetime retirement income benefits for married couples and eligible divorced
spouses. But the Bipartisan Budget Act of 2015 put an end to two lucrative claiming strategies, which legislators dubbed
‘unintended loopholes.’… The last group of people to benefit from the file-and-suspend claiming strategy turn 70 in April. They
will automatically receive their maximum retirement benefit when they turn 70 or they could request a lump sum payout of
suspended benefits. A�er that, this claiming strategy will be one for the history books.” (InvestmentNews)

These Are the Popular Ideas Progressives Can Win With (and Some Unpopular Ones to Avoid)
“Those are a couple of the takeaways of a big project launched by the progressive think tank and advocacy organization Data for
Progress. The group went out in the field to poll 56 policy ideas and recently shared the results with Vox… three ideas to lower
prescription drug prices—revoking patent rights on the most expensive drugs, government-run manufacturing of generic drugs
when there isn’t much competition in the market, and a big boost in government funding for pharmaceutical R&D—all hit the
ball out of the park in terms of popularity… Data for Progress tested four versions of a Medicare-for-all message… In all four
cases, the proposal is slightly above water (more respondents supporting than opposing), and a large number of respondents
are undecided.” (Vox)

 

As always, post your questions or write to me at socialsecurity@horsesmouth.com.

Elaine Floyd, CFP®
Director, Retirement and Life Planning
Horsesmouth, LLC
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