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Retirement Milestones and
Medicare Mistakes

WHAT YOU THOUGHT YOU KNEW

BY MARCIA MANTELL, RMA®, NSSA®, AND MOE ALLAIN, RMA®, CPWA®, AAMS®, MBA

ONE OF THE MOST important assumptionsin
developing aretirement-income plan is esti-
mating each client’s age of retirement. But
retirement expectations can be deceiving.
Clients aren’t always sure about the “right”
agetoretire. Some have anideal date in mind.
Others find they do not control their retire-
ment date. Other factors, people, and risks
caninfluence the date of their last paycheck.

How can any client successfully plan for
steppinginto retirement and ensuring a sus-
tainable retirement income when this imagi-
nary finish line is moving?

Thekeyto planning for the reality of retire-
ment versus the concept of retirement starts
withunderstanding the many retirement-age
milestones each client must address. Unlike
three to four decades of accumulation with the
goal of reaching a tangible and specific port-
folio value, the three to four decades of living
inretirement are tied to laws and regulations,
rules and requirements, and the vagaries of
the market. Getting everything right is criti-
cal because clients may face significant pen-
alties, loss of income, or unplanned trade-offs
ifthey don’t.

The Important Yet Confusing
Retirement Conundrum

Whatdoes “retirement” even mean? According
to the Merriam-Webster dictionary, retire-
ment is “withdrawal from one’s position
or occupation from active working life.”*
Interestingly enough, there is no age in this
definition. Yet specific ages for making major
retirement-income decisions are setin the law.

HOW CAN CLIENTS PLAN
CORRECTLY FOR ENTERING
RETIREMENT AND AT THE
SAME TIME AVOID RETIREMENT

MILESTONE-DATE MISTAKES?

Some laws even include a penalty for failure to
actbyaparticular age.

Furthermore, many face a serious mis-
match between when they plan to retire
versus when they do retire. The 2025 EBRI
Retirement Confidence Survey points out
the following three gaps that commonly
exist between retirement expectations and
retirement reality:

> Peopleretire on average three years ear-
lier than expected.

> Retirement tends to happen suddenly.

> The odds of working in retirement are
much lower than expected.?

Herein lies a major problem each advisor must
tackle with each client: How can clients plan
correctly for entering retirement and at the
same time avoid retirement milestone-date
mistakes?

Start with the basic planning question that
most clients already want to ask: “Whatis the
best age for me to retire?”

Advisors will explain there is no one
answer and no simple answer. There is no
“best age” to retire for most clients. Rather,
the decision depends on personal and often
complex factors about individuals, couples,

and their families. The type of job they’ve had
alsois akey consideration. The current U.S.
workforce can be largely splitinto two types
of workers: those who perform physical labor
and those who don’t perform physical labor.
Broadly categorizing these types of workers,
you’'ll find that:®
> 44 percent of individuals work in non-
physical jobs classified as management,
professional, and related occupations.
> 56 percent of workers are in highly phys-
ical jobs classified as natural resources,
construction, and maintenance occupa-
tions; production, transportation, and
material moving occupations; and service,
sales, and office occupations.

Those in physical labor jobs have a challeng-
ing, and often impossible, time waiting to
retire until their mid-to-late 60s. Their target
retirement age mayin factbein theirmid-50s.
Yet, we know most people are better off finan-
ciallyifthey wait toretire until age 65, 66, or 67.

That’s because two important retirement
milestones become available for most clients
in their mid-60s. They can start receiving
Medicare at age 65, and they can claim full-
retirement Social Security benefits between
ages 66and 67.

When Are Workers Retiring?

Historically, age 65 was the mandatory retire-
ment age in most companies and industries.
Congress also set age 65 as the age of access
for Social Security, enacted in 1935, and for
Medicare, enactedin 1965.
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For decades, laws were specific and
uncompromising in defining mandatory
retirement, but laws started to change in the
1960s in the following ways:

FEDERALAGEDISCRIMINATION INEMPLOYMENTACT
(ADEA) 0F1961. This law prohibits mandatory
retirementbased on a certain age. It gave pro-
tections to “older workers,” defined as those
age 40 and over. (A handful of specific jobs
and industries were exempt and even today
retain amandatory retirement age.)

SENIOR CITIZENS' FREEDOMTO WORKACT OF 2000.
Thislawrepealed the Social Security earnings
limit test for those who reach full retirement
age (FRA) and continue to work, allowing
older workers to access full, unreduced Social
Security benefits while continuing to work in
afull-time or part-time capacity.

Even though it has been more than 50
years since these employment and retire-
mentlaws started to change “retirementage,”
clients and many financial advisors still con-

EVEN THOUGH IT HAS BEEN MORE THAN 50 YEARS SINCE THESE

EMPLOYMENT AND RETIREMENT LAWS STARTED TO CHANGE

‘RETIREMENT AGE,’ CLIENTS AND MANY FINANCIAL ADVISORS

STILL CONSIDER 65 AN IDEAL AGE TO RETIRE, AND MANY

PEOPLE RETIRE EVEN EARLIER.

OLDER WORKERS BENEFIT PROTECTION ACT OF
1990. This law amends the ADEA of 1967 to
prohibit discrimination against older work-
ersinall employee benefits. Employers no lon-
ger could deny access to health insurance or
charge more for older workers, allowing those
age 65 and older to delay entry into Medicare
and continue to cover a spouse or partner.

sider 65 anideal age to retire, and many peo-
ple retire even earlier. A 2024 MassMutual
Survey reported the average retirement age
inthe United States was 62.*

The Social Security Administration tracks
the average age when people claim their
retirement benefits, which largely aligns with
retiring from work. In 2024, the average age
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for claimingretirement benefits was 65.1.° But
in 2008, when the first baby boomers reached
age 62, the average claiming age was 63.6.
Most recently, nearly 60 percent of men and
62 percent of women claim before full retire-
ment age (see figure 1).°

Many workers connect exiting employ-
ment with immediately claiming Social
Security. But these are two distinct and
different decisions, and they should not nec-
essarily be accomplished at the same time.

Claiming Social Security early locks in
permanently reduced benefits. In the cur-
rent environment of higher uncertainty in
domestic policy-making, more people are
claiming early, but they are lockingin up to a
30-percent cut of their benefits.

Animportant discussion advisors must
have with each client is when to claim Social
Security and the pros and cons of each option.
The discussion also needs to include how
claiming coordinates—or not—with retiring
from work and, critically, the implications
for Medicare.

Important Retirement Milestones

Rather than aiming to retire at a specific age,
or generically focusing on age 65, clients are
much better served if they understand the full
range of ages that influence their long-term
ability to create income throughout retire-
ment (see table 1). Beginning at age 50, vari-
ouslaws, including the Employee Retirement
Income Security Act, the Social Security Act
including Medicare, and the Internal Revenue
Code, set selected opportunities or penalties
into motion.

A critical comparative note: During the
first 30 years of accumulation, no age restric-
tions or access to saving applies. Itis only as
clients move into their retirement-income
years thatlaws tie actions to age.

Advisors must build their understanding
and expertise with this fact and proactively
communicate the opportunities, rules and
restrictions, and baseline retirement-income
plansto address each age.
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Retirement Milestone Ages

AGE
50

55

59"

60

62

63

63"

65

66-67

70

70"

71,72, or 74

72,73,0r75

ACTION OR LAW

Catch-up contributions become available in employer
plans and individual retirement accounts (IRAs).
Build an initial retirement-income plan.

Catch-up contributions become available in health
savings accounts (HSAs).

Early withdrawals from a traditional IRA become

available without a 10-percent early withdrawal penalty.

In-service withdrawals may be available in an employer
plan.

Update and revise comprehensive retirement-income
plan. Create a "Plan B" for the possibility of losing
employment.

Earliest age to claim Social Security, locking in minimum
amount available.

Last year for Roth conversions if starting Medicare at 65.

COBRA coverage option if leaving employment
(18-month window).

Age when Medicare becomes available for each client.

Social Security Full Retirement Age (FRA) starts.

Maximum Social Security benefits available.

Clients can use traditional IRA distributions for tax-free
direct transfers to qualified charities.

Last chance to easily convert tax-deferred assets to
a Roth IRA before RMDs* begin. After RMDs begin,
conversions can happen only after RMD is satisfied.

RMDs begin (exact start date depends on birth year).
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CONNECTING THE DOTS

Twelve years from initial Social Security claiming decision.

Ten years from Medicare eligibility.
Plan for Medicare income-related monthly adjustment amount (IRMAA)
potential.

Assess opportunities to move assets to the advisor for better investments
and oversight.

Start consolidating accounts for streamlined income.

Consider Roth options.

Two years from key Social Security decisions.
Five years from Medicare entitlement.

Lock in a permanent 30-percent reduction in income (earnings limit test
applies).
Automatically triggers Medicare to start at age 65.

Medicare Part B premiums based on income two years in arrears;
Roth conversions push clients into higher IRMAA brackets.

Bridge strategy between employer group coverage and Medicare entry.
Must proactively apply for Medicare three months before 65th birthday.

Medicare covers individuals only. Determine strategy for health insurance
coverage for a younger spouse or partner.

Age when Social Security deems each client to be retired (earnings test no
longer applies).

Automatically starts Medicare Part A if not already enrolled; retroactive
eight to nine months from application date.

Waiting to claim after age 70 leaves money on the table because Social
Security can pay benefits for only six months retroactively.

Helps reduce future tax obligations on tax-deferred assets.

RMDs are not eligible for rollover.
Reducing taxes in retirement is a key strategy clients may want to consider
early in the planning stages to manage tax liability.

RMD amount may increase taxable income and result in higher Medicare
Part BIRMAA two years later.

*RMD is the required minimum distribution requirement on all tax-deferred assets. The Internal Revenue Service sets the minimum percentage that must be withdrawn each year from all traditional IRAs, 401(k)s,

403(b)s, 457(b)s, etc. The only exception is that a client may delay RMDs on employer-plan assets if still working (and not an owner of the company) for that employer.

. ) 1
Focus on Age 65: It’s for Medicare “I'must sign up for Medicare at 65 or I will These are common Medicare mistakes
Eligibility, Not Social Security be penalized for my entire retirement.” thatland clients in hot water. They may lock
Ofall the retirement milestones, age 65 tends “I'mretiring and turn 65 before my wife. in permanent Part B penalties—10-percent-

to be the most confusing and where the most
mistakes get made.

Age 65 is when each client becomes eligi-
ble for enrollment in Medicare, and Medicare
is the only health insurance available for

company plan.”

Medicare will cover both of us.”

per-year higher premiums. Many find they

“Ididn’t have to sign up for Medicare at were ineligible to make HSA contributions
65 because I'm still covered on my small because Medicare Part A started retroactively.

And most are shocked to find out Medicare is

“Ididn’t sign up for Medicare because I'm individual coverage only, leaving a younger

those age 65 and older who no longer have cov- covered on my partner’s large group plan.” spouse without coverage.
erage under a large group health insurance “Isigned up for Part A at age 65 but plan Financial advisors also can make mis-
plan (alarge employer is defined as having to keep working. I have an HDHP [high- takes with Medicare. The most common is

20 or more employees). This is often the point
when advisors start hearing clients’ miscon-
ceptions about Medicare:

savings account].”

deductible health plan] and want to keep telling clients they must stop HSA contribu-
making contributions to my HSA [health tions six months before turning age 65. This

isnot the case. When a client is 65, retiring,
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and signing up for Medicare to start at age
65, the Part A coverage cannot start retro-
actively. They are not eligible until reach-
ing age 65. Therefore, they can contribute
to an HSA until the month before their 65th
birthday month.”

Medicare Case Studies

When advisors build retirement-income
plans with clients, they must account for
the difference in ages between the individu-
alsina couple and coordinate health insur-
ance, Medicare, and Social Security with full
understanding of the laws and the connec-
tions between the decisions.

To illustrate, let’s look at two client

situations.

Case Study 1: Claiming Social
Security Early Triggers Medicare

When John was 58 years old, he and his advi-
sor created his initial retirement-income
plan. John’s salary is $175,000 per year. He
has an HDHP, maximizes his HSA contribu-
tion every year, and plans to continue until
heretiresatage 67.

Butatage 62, atrusted colleague told him
that Social Security benefits might not be
around for much longer and filing early will
ensure he’ll atleast get something. So, John
applied early for Social Security retirement
benefits while still working full-time.
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He was surprised that he did not receive
any payments. After talking to his advisor,
John discovered that his income exceeds the
earnings limit and he is not eligible yet to
receive Social Security benefits. He is frus-
trated but also learns that he will not lose
those benefits. The missed months will be
accounted for once he reaches FRA and his
benefit is recalculated. However, the story
doesn’tend here.

Two months before John’s 65th birth-
day, a Medicare package and card arrive in
the mail. One month later, he receives a bill
for Medicare Part B premiums. The quarterly
bill was more than $1,200. Confused, John
calls Social Security about this oversight and
learnsit’s nota mistake.

By filing early for Social Security retire-
ment benefits, John automatically started
Medicare Parts A and B at age 65. He failed to
proactively request a delay for Part B. A Social
Security agent helped him postpone Part B,
but he still had to pay three months of premi-
ums. Part A cannot be decoupled from Social
Security, so he must keep Part A.

When John files his taxes the follow-
ingyear, he finds out he has been ineligible
to contribute to his HSA. Once any part of
Medicare is turned on, HSA contributions are
nolonger allowed. Now, John needs to imme-
diately stop future HSA contributions by con-
tacting his payroll group, then contact the

HSA custodian to remove the excess ineligi-
ble contributions with any investment earn-
ings. He also likely will pay a 6-percent tax
penalty and additional income taxes for the
prior year.

BOTTOMLINE. Claiming Social Security early
isnotjustanincome decision, because it also
triggers Medicare at age 65. Individuals also
may find they are paying double for medical
coverage and ineligible for HSA contributions.
Tread very carefully here.

Case Study 2: Turning 65 May
Not Require Joining Medicare
Charlie and Nancy have been married for 40
years. Charlie is getting ready to retire at 65;
Nancyis 62 and plans to keep working for now.
Charlie had been covering both of them on his
large employer’s health insurance plan for
the past 25 years. He plans to start Medicare
and choose family coverage for them both.
However, heisin for quite a surprise.
Medicare is individual health insurance
only. Charlie will be eligible, but Nancy stillis
three years away from eligibility. Nancy will
have several choices to keep her individual
healthcare coverage:
> She can pay for coverage under COBRA®
and continue with the group plan from
Charlie’s company.
> If their future income is low enough to
qualify for the Advanced Premium Tax
Credit, she could buy a comprehensive
plan on the Affordable Care Act Exchange.’
> She can checkinto her company’s health
insurance plan.

After finding out that Nancy needs to establish
her own health coverage, the couple set about
comparing total out-of-pocket premiums and
coverage options among the possible choices.
Let’s say that joining Nancy’s company plan
works out best from a cost and coverage per-
spective. This adds anew wrinkle to Charlie’s
planto enrollin Medicare.

If Nancy works for a company with more
than 20 employees, Charlie doesn’t need
to sign up for any part of Medicare when he
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retires at 65. Nancy could elect to cover both
ofthemin the large group plan. If Nancy’s plan
isan HDHP, she can open an HSA and contrib-
ute up to the family maximum because she is
the owner of the HSA and is covering herself
plus one—Charlie, in this case. Plus, she can
contribute her $1,000 catch-up amount to
this HSA. Charlie still can decide to enroll in
Medicare Part A to set up his Medicare num-
ber. The only thing he will not be able to do
is make his own HSA catch-up contribution.

But if Nancy works for a small employer
with fewer than 20 employees, that could
complicate Charlie’s coverage because small
company plans typically follow the Medicare
Secondary Payer laws. They do not pay for
employees, spouses, or partners once they
reach age 65. Charlie would have to enroll in
Medicare Parts A and B to start the first day of
the month of his 65th birthday.

They could decide to include Charlie on
Nancy’s small group plan as secondary payer.
However, Charlie only has six months to get
into any Medigap supplemental plan avail-
able to him. If he stays on Nancy’s plan for
three years, he likely will be subject to medi-
calunderwriting before he can buy a Medigap
plan. He can be denied coverage, charged
more, or have to wait for a period of time
before a preexisting condition is covered.

Ifthe plan Nancy choosesis an HDHP, she
still can contribute to the HSA to the family
maximum, but only if Charlie remains in the
plan. If he chooses a Medigap plan, she can
cover only herself and contribute to the indi-
vidual maximum, plus her $1,000 catch-up.

BOTTOMLINE. Itis rarely a straightforward
decision about what to do for health insur-
ance when there is an age gap between the
spouses. There are myriad complex rules and
plan options to sort through and each decision
can have unintended consequences.

Medicare FOMO

New and ongoing concerns on the Medicare
front are creating anxiety for many clients.
Asreported again this year in the Medicare
Trustees Report,'® Part A faces a substantial

financial shortfall. Solutions must be
addressed with further legislation. As with
Social Security reform, Congress is unlikely
to address the situation until the last minute.

Healthcare costs continue to rise faster
than inflation. The Medicare go-broke date
has been moved up to 2033 from last year’s
reported 2036. Once the fund’s reserves
become depleted, Medicare would be able to
cover only 89 percent for the costs of patients’
hospital visits, hospice care, and the home
health care that follows hospitalization.

Many clients have a fear of missing out
(FOMO) on this valuable retirement benefit.
Unlike Social Security, there is no early entry
into Medicare. Each client must wait patiently
until age 65.

Advisors must add Medicare discus-
sions to their planning practice to calm
fears and present facts. Best practices that
may help clients build confidence in their
personal retirement-income plans include
the following:

> Proactively start Medicare discussions by
age 60.

v

Plan for accelerating costs of health care
throughout retirement, using a 6-per-
cent inflation rate on Part B and Part D
premiums.

v

Stay well-informed on the changing laws
thatwill affect clients’ retirement budgets.

v

Acknowledge clients’ concerns and fears
about obtaining and affording adequate
and comprehensive health insurance
throughout retirement.

v

Encourage clients to call their congressio-
nal representatives to express their con-
cerns about Medicare coverage.
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