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The views and opinions expressed herein are those of the author(s) noted and may or may ot represent the views of The Lincoln Investment Companies.

The discussion herein is general in nature and is provided for information purposes only. There is no guarantee as to its accuracy or completeness. It is not intended to be and may not be regarded
as legal, tax, or financial advice. Laws of a specific state or laws relevant to a specific situation may affect the accuracy, or of this Consult an attorney or tax
advisor regarding your specific legal or tax situation

Past performance is not indicative of future resuits. Investment decisions should be based on an individual’s own goals, time horizon, and tolerance for risk.
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of people are concerned with paying for healthcare in retirement. Their primary
concerns are
and

A healthy couple retiring at age 65 will spend about on healthcare in
retirement. A single male will spend about , while a single female will spend
about .

By the age of 75, about of a retiree’s annual expenses will be used for healthcare
costs.

80% of people are concerned with paying for healthcare in retirement. The primary concerns
are long-term care services, health insurance premiums, and out-of-pocket healthcare
expenses. Inflation, longevity, who you're caring for now, a lower retirement age for many
Americans — all these things really affect what you might end up paying in retirement.

One of the stats we touched on in June was projected costs. We mentioned that most people
don't think about or properly account for healthcare costs in retirement. The average American
thinks a healthy couple retiring at age 65 will spend only $41,000 on healthcare in retirement.
And the scary part of that is that current projections estimate that same healthy couple will
actually need about $315,000.

The number really just keeps growing — it's up 5% since last year alone. Healthcare inflation
continues to outpace the rate of general inflation. The current projected costs for a single man
are about $150,000, and for a woman, $165,000. Now keep in mind — these numbers assume
enrollment in Medicare parts A, B, and D, but they don't include the cost of long-term care. By
the age of 75, healthcare costs will account for about 15% of your overall spending, which
includes Medicare premiums and out-of-pocket expenses. Of course, the amount you'll need
will depend on when and where you retire, how healthy you are, and how long you live.
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Make now to reduce healthcare expenses and be
able to save more for healthcare costs in retirement.

Incorporate saving for healthcare expenses in your ,as well as
paying for healthcare expenses in your

Take advantage of and choose
appropriate

We are here to help you. We don't want you to be paralyzed by these numbers. So it's great
you're here and engaging in this conversation! Putting the information in front of you will help
you make a plan to move forward.

The first thing | am going to say is make healthy choices now — the less you have to spend on
healthcare now, the more you can save and let compound interest build your savings for you!

The next step is to incorporate saving for healthcare expenses in your current budget and
paying for healthcare expenses in your retirement budget. We're going to spend the bulk of our
time today talking about retirement savings vehicles that can help you save now. But what do
we mean by retirement budget? Budgets are for everyone, even retired people. Your income
streams might be different — like Social Security instead of a company paycheck — but you
still have money coming in and money going out. So you need to account for that. For
example, health insurance premiums are usually known in advance, so they can be included in
the budget or income plan, and they can be paid for from monthly income like Social Security,
pension payments, annuity payments, or systematic withdrawals. A different pool of assets,
like a savings account, can be used specifically to cover out-of-pocket costs.

Why does thinking like this help our brains now? If we are saying a couple may need $315,000
in retirement, that means that giant lump sum is actually spread out over 15 or 20 years.
Suddenly, $16,000 a year seems a little more manageable to plan for, right? After allocating for
annual out-of-pocket healthcare expense needs, retirees can keep the rest of their assets
invested and benefit from potential returns to meet their other needs, including long-term care.
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TRADITIONAL 401(K) ROTH 401(K)

2022 income limits No No Yes ($214,000 for married/$144,000
single)
$20,500 (plus $6,500 catch-up
contribution if age 50 or older); if a
$20,500 (plus $6,500 catch-up combination of Roth and traditional  $6,000 (plus $1,000 catch-up
ntribution if age 50 or older) 401(K) contributions are made, the  contribution if age 50 or older)
total amount contributed cannot
exceed the contribution limit

2022

Contributions Funded with pre-tax dollars Funded with after-tax dollars Funded with after-tax dollars

Taxes paid on contributions When the money is withdrawn When contributions are made; When contributions are made;
P Yy qualified withdrawals are tax-free2  qualified withdrawals are tax-free.2
Investment earnings Tax-deferred earings Tax-free earings? Tax-free eamings?

Yes. However, employer matching
Matching contributions Yes! must be treated as a pre-tax No
contribution.

Tax-free distribution of earnings No Yes? Yes?

v the year of the first Roth contribution and if taken before you reach age 59 %. Qualified
ne made at least five years after the tax year you make a designated Roth contribution and is made

We're going to touch on some tax efficient savings vehicles here. First, | hope you're saving in
your company'’s retirement plan! That's a really important one, and we will discuss how that
can pair with a health savings account. And we're definitely about to spend some quality time
with HSAs. What other options are there?

You may also consider an individual retirement account, or IRA. When we're talking about a
401(k) and an IRA, we also have to bring up the difference between traditional savings and
Roth savings. So let's start with the 401 (k) plan. Not every plan allows Roth savings. But if you
can, your money can be saved as pre-tax dollars, Roth after-tax dollars, or a mix of both. When
you contribute pre-tax, you don't pay income taxes on the money you're putting in the plan
today, and the money grows tax-deferred. Once you begin taking money out at retirement,
that's when you'll pay income taxes. With Roth after-tax contributions, you pay income taxes
on your savings today. But your earnings grow tax-free, and when you take the money out at
retirement, you don't pay any income taxes — assuming you've owned the Roth account for at
least five years and are at least 59 % years old. Remember, whether you choose pre-tax or
Roth after-tax contributions, your employer's matching contributions are made with pre-tax
dollars. So your account could have a mix of money types in it.

Why might a person decide to make Roth contributions to their company’s retirement plan? As
| said, your earnings in a Roth account grow tax-free. So if you are younger now and expect
your income to increase over your career, it could be advantageous to contribute now while
you're still in a lower tax bracket.



There are income and contribution limit differences between saving in a 401(k) plan, an IRA,
and a Roth IRA. For starters, a 401(k) plan doesn’t have an income limit. The contribution limit
for employees under 50 in 2022 is $20,500. But you can only save $6,000 in an IRA or Roth
IRA. There are catch up contributions available for each of these types of accounts, too. If you
file taxes as a single person, your modified adjusted gross income must be under $144,000 for
the tax year 2022. It's $214,000 for those of you filing jointly.

So because of these contribution and income limits, it could be more challenging to save in a
Roth IRA. But a combination of 401(k), IRA, and Roth IRA savings might make sense
depending on your personal situation. The overall theme here is that you want to try and
maximize your tax-efficient savings vehicles and that a professional advisor is a great person
to talk to with questions.
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BENEFITS PACKAGE
HIGH DEDUCTIBLE
HEALTH PLAN

ELIGIBILITY
SUBSTANTIATION

MANAGEMENT

TAX REPORTING

We are going to talk through a lot of details about health savings accounts, because it's so
important for you to understand all the ways they can help you pay for healthcare expenses in
retirement. Health savings accounts, or HSAs, are tax-advantaged medical savings accounts
to help people save money for current and future qualified medical expenses. They go hand-in-
hand with a high deductible health plan. A high deductible health plan is health insurance
providing preventative care services at no cost, and it has lower monthly payments in
exchange for higher deductibles. A deductible is the amount you pay out of pocket for medical
expenses before your insurance kicks in. These deductibles and maximum out-of-pocket
expenses are set by federal guidelines. So remember, you have to be enrolled in the high
deductible plan to be eligible for an HSA.

An HSA is owned by the individual and established under their Social Security number, which
means certain responsibilities fall on the account owner. Additionally, HSAs are portable. As
the owner of a portable account, that money is yours. And you won't lose it at the end of the
year. That's different from a flexible spending account, or FSA. While an FSA can be used for
medical expenses, it's not linked to a high deductible health plan — it can be used with any
health plans. Another difference is that this account is owned by your employer, not you. And
since the company owns the FSA, that means the money expires at the end of the year.
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EMPLOYER

EMPLOYEE l OTHERS

s <

2022 CONTRIBUTION LIMITS

It's important to know if you are eligible to save in an HSA before you consider if this could be
an option to help you pay for healthcare expenses in retirement. So the way we'd do that is to
go through this series of questions: First, are you covered by a high deductible health plan?
Second — are you covered by your spouse’s non-consumer driven health plan? In other words,
are you covered by your spouse’s HMO or PPO? Third — can you be claimed as a dependent on
someone’s tax return? Fourth — are you covered by your spouse’s general health FSA or HRA?

An HRA is a health reimbursement arrangement. It has similarities to both HSAs and FSAs.
The IRS says that FSA coverage extends tax benefits to family members as well. That's
because medical expenses can be deducted for the account holder, their spouse, and their
dependents. So even if you're eligible for the HSA and your spouse is eligible for an FSA at his
company, you can't do both. You have to pick one or the other.

And one last question: are you enrolled in Medicare?

Assuming you're eligible, let’s talk about how to fund HSAs. An HSA is generally considered
established at the time of funding, and it's the HSA owner’s responsibility to track this
establishment date. This establishment date is important because you can pay medical
expenses tax-free after that date.

As an employee, as long as you have HSA eligible health insurance during the year you wish to
contribute, you can put money in pre-tax or after-tax. But the HSA account owner is not the
only one who can contribute to their account. Your employer can also contribute to your



account. There are a couple ways they could do it. Employers may make a lump sum
contribution at the beginning of the year, or they could make contributions every payroll
period. Believe it or not, random people can contribute to your account! Just remember that
your contribution, your employer’s contribution, and any other money people put in is all added
together — it all counts toward your contribution limit.

Speaking of contributions, every spring, the IRS announces limits for the upcoming calendar
year. The limits are different for the individual plan and the family-covered plan. We are
showing the 2022 limits on the screen here - $3,650 for individuals and $7,300 for families.
Don't forget — similar to 401(k) plans, HSAs have what are known as catch up contributions.
So if you are 55 years or older, you can make an additional $1,000 contribution. Catch up
contributions for 401(k) plans, though, start at age 50.
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QUALIFIED MEDICAL EXPENSES

Acupuncture Ambulance services

Chiropractic care Dental treatments

Doctor and laboratory fees Eye exams, glasses, and contacts

Long-term care Nursing homes

Prescription drugs Surgery

Vaccines X-rays

For a complete list, please see IRS Publication 502

Let's talk about the amazing tax advantages of HSAs. First of all, like your 401(k) account, you
can make pre-tax contributions, which lowers your taxable income. Second, the money that’s
contributed grows in your account tax-free and can be invested. And third, as long as the
money is used for qualified healthcare expenses, your withdrawals and any investment gains
are 100% tax-free.

One more cool feature, too - after reaching age 65, you can withdraw money from your account
for any reason at all — it doesn't have to be medically-related — without paying a penalty. It is
considered taxable income in that case, though, so you do pay taxes on those types of
withdrawals. If you withdraw money from your HSA before age 65 for any reason other than
paying qualified medical expenses, you face a 20% penalty from the IRS. And it's considered
taxable income. Looking at the screen, you can see some examples of qualified medical
expenses, but the list is actually much longer. A few examples are things like dental services,
hearing aids, eye exams, prescription medications, and vaccinations.

There is also something called the retroactive use of HSA eligible expenses. Let's say you're
putting money in your HSA during your working years and paying your medical bills out of
pocket. But you're a smart person, so you hang on to all those receipts. You can reimburse
yourself later on for those qualified medical expenses. A couple of notes here. These expenses
have to occur after you've established your HSA. And if you claimed those medical expenses
as an itemized deduction on your taxes, you can't do the retroactive payback.
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Take full advantage of the company
match in your 401 (k) plan.

EMPLOYEE
PROFILE

Contribute to the HSA limit, including
Salary your employer’s contribution.

$50,000/year

Health Plan
Individual HDHP & HSA

Continue to contribute to the limit in

Employer Match your 401(k) plan.

100% on the first 2% and 50% on the next 4%

Employer HSA Contribution
$500/year

Consider contributing to a 529
college savings plan or a Roth IRA.

Let's tie it all together here. | promised we'd talk about how an HSA can pair with a company
retirement plan. If you can’t pay a medical bill out of pocket, you probably want to use your
HSA to cover it, but it can be a helpful strategy, if possible, to keep money in your HSA rather
than spend those dollars. Again, this is no FSA. You don’t have to ‘use it or lose it" at the end of
each year. Instead, you can think of an HSA as a ‘stow it and grow it’ account. Each person’s
case is unique, so when we talk about different strategies, factor in your own life
circumstances. We're going to cover how an HSA can be a really effective companion to a
401(k) plan in preparing for retirement.

Here's a potential flow for your dollars. Contribute to your 401(k) plan to take full advantage of
your company match. In this example, the company matches dollar for dollar of the first 2%
this employee saves in the plan and another 50 cents for every dollar of the next 4% saved in
the plan. Which means this employee needs to save 6% to take full advantage of the company
match — they put in 6%, and the company puts in another 4%, so the total 401(k) savings is
10%. Look at the screen — we're using pre-tax dollars here. This sample employee’s salary is
$50,000. 6% of that is $3,000.

The next stop is the HSA. As an individual, this employee can contribute $3,650 in 2022. But
remember — that includes the employer contribution. And in the example, I'm assuming this
employee is single. That means if the employer is putting in $500, the employee can put
another $3,150 in there. 401 (k) savings of $3,000 and HSA savings of $3,150 means this
employee has put $6,150 into retirement savings of some kind.



But what if he wants to save a little bit more? As we mentioned, you can contribute to a much

higher limit in your 401(k) — we're saying our sample employee is under age 50, which means

his contribution limit in 2022 is $20,500. So far, he's only put $3,000 in his 401(k). This means

he can contribute another $17,500 if he wants, and the employer match doesn't count against
that contribution total. As | mentioned, it may be a helpful strategy to keep money in your HSA
rather than spend it. Why is that?

It depends on where your HSA is, because not all providers allow it, but you may be able to
invest the money in your account. Keep a few things in mind: like in your 401(k) account, you
will probably have to pay investment fees. You may also have to pay transaction fees. Check
into those details before you make an investing decision. HSA money can be placed in
investments approved for IRAs, like stocks, bonds, and mutual funds, but you can't invest in
life insurance contracts. And your HSA provider may also restrict you to a set of particular
funds. Your investments may also earn interest, and a kind of cool tax benefit is that those
earnings are then tax-free. Your investing time horizon and risk tolerance will help guide which
investments make the most sense for you, but it's a helpful idea to keep at least a portion of
your account in cash so that it is easily accessible if you do need to pay for medical expenses
right now.
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insurance provides funds for custodial care in various forms, including home health care,
nursing home care, adult day care, home modifications for medical necessities, hospice care, and consultation for
selecting appropriate providers.

The functions like an insurance deductible, during which

time the insured pays for medical expenses. The length of the elimination period is
determined at the time of application. Increasing the elimination period lengthens

the time of self-insurance and reduces the cost of the premium.

The is generally calculated daily, ranging from $50 to $500 per
day. Some policies offer a monthly benefit to offset the problem of expenses
exceeding the daily limit.

The can be a specified period from two to five years or a lifetime
benefit.

‘Source: hitps://w vorth. htmi?27.2

The last thing we want to talk about are a couple of important insurance options as we think
about ways to pay for healthcare costs in retirement. Let's start with annuities. An annuity is
an insurance contract that is issued and distributed by a financial institution with the intention
of paying out invested funds in a fixed income stream in the future. Now, an annuity’s invested
cash is not liquid, and it's subject to withdrawal penalties, so it’s likely not an appropriate
savings vehicle for a younger individual.

An annuity goes through a couple different phases — you have the accumulation phase when
the annuity is being fund. Any money invested in the annuity grows on a tax-deferred basis
during this stage. And then during the annuitization phase, the owner begins to receive
payments. How can this help people pay for healthcare costs? Well, those steady payments
can be a source of income to cover out-of-pocket healthcare expenses in retirement.

As we've mentioned, Medicare does not pay for the vast majority of long-term care options.
And you may have noticed we have barely touched on Medicare today. That is because we're
going much more in depth in November in our Nearing Retirement webinar. We'll get deeper in
the weeds on both Medicare and Social Security — be sure to tune in for that one!

But an important thing to remember is that you will need health insurance coverage if you
retire before age 65, which is when you can enroll in Medicare. So long-term care insurance
may be a solution to the gap between what Medicare covers and your long-term care needs.
People generally buy long-term care insurance for two reasons: to protect their savings and to
get more choices for care.



Long-term care insurance can be purchased as a stand-alone policy or included as a rider on
permanent life insurance. A stand-alone policy ensures that no matter where you need care,
you'll have the money to cover at least a portion of the bill. A lengthy stay at a nursing home is
less likely to drain your savings or wipe out your estate. On the other hand, long-term care
riders allow you to receive a portion of the death benefit while you're still alive, and this death
benefit can be used to pay for long-term care expenses. Under most policies, you'll have to pay
for long-term care services out-of-pocket for a certain amount of time, such as 30, 60, or 90
days, before the insurer starts reimbursing you for any care, which is where that annuity
stream of income could be helpful!
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BASED IN
SERVING THE
844.975.4015
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Don't forget our next Open Phone Day is Tuesday, September 6%, and you can sign up for that
by emailing shepfinteam@shepherdfin.com. If you'd like to talk with one of our team members
at any other time, you can always call us at 844.975.4015 or 317.975.5033.
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