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Factors Impacting Health Care
IN Retirement




Factors Impacting Health Care in Retiremer
Increasing Life Expectancy

Average Life Expectancy for Americans

81
Women
76
Men
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Factors Impacting Health Care in Retiremer
Increasing Health Care Costs

2017:
$10,739/year
-~ J~ out of pocket

1960:
$1 46/ year Source: www.thebalance.com
out of pocket
G MRS




Factors Impacting Health Care in Retiremer
Medicare Part B Premiums Rising

7.7%

(19661 2017)

Source: Centers for Medicare and Medicaid Services
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Factors Impacting Health Care in Retiremer
Not All Expenses Covered by Medicare

Long term care
Dental expenses
Vision expenses
Hearing aids
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Health Care Costs Impact on Retirement

z

Delayed Increased Compromises  Reduced
Retirement  Stress to Health Standard
of Living
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Health Care Savings Program
Overview




HCSP Is Not an HSA

MERS Healtare Health Savings Account
Savings Program

Overview

Using the
Account

Insurance
Premiums

Employer
Contributions

Employee
Contributions

Contribution
Limits
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Employesponsored, tésee account
created through a Section 115 Trust

Taxadvantaged account for qualified m
expenses tied to a khigductible health
plan

Can be used once participant has left Can be used at any time

employment

Maybe used to pay health insurance
premiums

A May include a vesting schedule

20% penalty and taxes apply, unless u
COBRA or Medicare premiums

A No vesting schedule

ACan fund fr om e mpAQGontributidhs alldvetiFoyactive emp

A Retire®nly group allowed
Mandatory

n/a

only
Voluntary

A Self $3,500 or family $7,000*
A Catckup contributions available

7/
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How Health Care Savings Program Works

1 Contributions are deposited

Assets are invested

After separation, assets are
used for qualified medical
expenses, including retiree
health care premiums through
the Health Care Exchange
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What is the Health Care
Exchange?

A health care
where MERS retirees and
their spouses can buy post-
employment insurance
plans including:

A Pre-65 coverage

A Medicare Advantage

A Medicare supplement

A Medicare Part D

A Dental

AVision
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HCSP Program Benefits

Employee Benefits

Employer Benefits

A No administrative cost to
employer

A No OPEB liability for active
employees

A Can reduce or eliminate
OPERB liability for retirees

A Tax-free and FICA exempt

A MERS administers the
plan and acts as fiduciary
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A Intentionally save for post-
employment health care

A Tax free in and no tax out
A Unique beneficiary options
A MERS investment menu

A Freedom to choose the
best health plan to meet
needs vs. the employer
chosen plan

OMERS
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Plan Design Strategies




Contribution Options

Basic Employer

Contributions

. Maybe%m%

* A vesting cycle may be assigned
to employer dollars

Tax-free Employee

Mandatory Salary Reduction

0
. Either% OR A) reduction of

the employee’s salary

. J

* A city will contribute 1% of
participant’s average wages

» Avillage will contribute S500 annually

» A township will contribute $100 each
pay period for participants with a

minimum of 5 years of service

/

. J

» All participants have 1% salary
reduction

» All participants with a minimum of 5
years have salary reduction of $100
per pay period

- /




Flat Dollar vs. Percentage of Pay Example

Assumptions

N Starting Salary $32,500
J L Annual Wage Increase 2%
- Current age 25
T Retirement Age 65
Investment Return 6%
il
Morel
% of Pay _ Flat Dollar _ Difference
(4% [/ pay period*) ($50 / pay period*)
Total Contributions $78,523 $52,000 $26,523
Total Investment Earnings $202,962 $164,509 $38,453
Account Balance at 65  $281,485 $216,509 $64,976

*Assumes 26 pay periods per year

A\
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Contribution Options

Tax-Free Leave

Conversion

A All or a portion of leave Benefits of Leave
A Either annually or at Conversion:
termination Increased savings for
_ employees
j No taxes paid on
conversions
Limited large lump sum
A Sick time payouts for employers
R Vacation Employers can pay out
at lower wages
A Paid Time Off (PTO) :
\ A Longevity Severance )
%
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Benefits of Takree Savings

Tax Benefit Comparison

Sample Paycheck No Deductions HCSP 457

Gross Wages (lweekly) $1,250.00 $1,250.00 $1,250.00
HCSP Contribution 0.00 -50.00 0.00
457 Contribution 0.00 0.00 -50.00

Payroll Deductions*
Federal Income Tax -125.00 -119.00 -119.00
Social Security Tax -77.50 -74.40 -77.50
Medicare Tax -18.13 -17.40 -18.13
MI State Income Tax -53.13 -51.00 -51.00

Net Pay (takehome pay): $976.24 $938.20 $934.37

*Taxes factored as Wweeklysalary,and filing single.

0
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LongTerm Benefits of Tderee Investing

m Balance at Retirement = Balance Lost to FICA Taxes

_E
I ‘
5 $25,84
O
c
2 el eze $281,485
S
<
HCSP 457
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LongTerm Benefits of Tderee Investing

= Net Distribution ® [ncome Tax on Distribution
51,856 $1,700
I 5212

Monthly Distribution

HCSP 457

*Income taxes on 457 distributions assumed to be 12.5% in this example.

7
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Contribution Options

Post-Tax Voluntary Contributions

A May voluntarily contribute on a post-tax basis
A May start and stop contributions at any time
A Medical expense reimbursement still tax-free
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Providing Retiree Health Care Stipend

A Employers can offer a stipend in lieu of retiree health care,
which would be deposited into a tax-advantaged investment
program, such as the MERS Health Care Savings Program

I Can combine stipend with access to a private health care exchange to
help transition retirees away from group coverage

I Helps employers reduce OPEB liability while maintaining commitment to
providing quality benefits

I Reduced administrative cost and challenges for employers as compared
to supporting a group plan
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Investment Considerations




Simplified Investment Options

nNDo 1t for meo
Fully diversified target date funds that
automatically adjust over time

NHel p me do 1 to
Prebuilt portfolios that are monitored and
rebalanced quarterly

Q
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oDo It f or me O

MERS Retirement Strategies are a cost effective all-in-one

diversified portfolio

Consists of 11 asset classes:
A Short-Duration Bonds

A Inflation-Protected Securities

A Core Bonds

A High-Yield Bonds

A Commodities

A Global Real Estate Investment Trusts (REITSs)
A Emerging Market Stocks

A International Stocks

A US Small-Cap Stocks

A US Mid-Cap Stocks

A US Large-Cap Stocks

MERS of Michigan | 25
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nNDo 1t f or me O

MERS Retirement Strategies - Target Date Funds

Investment Mix
5
=

Stocks

20%

0%
45 40 35 30 25 20 15 10 5 0 5 10 15 20
Years Before Retirement Retirement ————— Years After ——»
Objective: . Objective: - Objective: . Objective:
Aggressive growth ' Moderate growth Income with growth ' Preserve spending power

*Other includes REITs and Commodities
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1) Pre-Built Portfolios

A Professionally managed
portfolios each with a target
asset allocation that is
automatically rebalanced

2) Funds to build your own
portfolio

Small Cap Stock Index
Mid Cap Stock Index
Large Cap Stock Index
Real Estate Stock

Bond Index

High Yield Bond
International Stock Index
Emerging Market Stock
Short-Term Income
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To To o To Do To Do o Do

MERS Total Market Portfolio

Target Asset Allocation

Cash, 1.5%

Diversifying
Strategies,
0,
12.5% U.S. Stocks,
22.5%
Global Real
Assets,
13.5%
Global
Bond, nternational
Private Emerging

17.0% Stocks,
Equity, Market

12.5%
5.0% Stocks,
15.5%

¢
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Thinking About Investing for Health Care
ﬂ

Average local government
employee, retiring at age 65

Public safety worker, retiring ' 'l
at age 55 or younger

Leaving employment to
work for self or job that
does not provide benefits

oo
. @.*’\
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Using the Account at
Separation




Eligibility and Beneficiaries

Participant, spouse and any legal dependent(s)
may use the account for fax-free medical
expense reimbursement

Upon
Death Death
Spouse and any legal dependent(s) A named primary beneficiary
may continue to use the account may use the account for
for tax-free medical expense taxable medical expense
reimbursement reimbursement

MERS of Michigan | 30

Upon

Death

A named contingent
beneficiary may use the
account for taxable medical
expense reimbursement

l’
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Communication Upon Separation

ALERUS

Municipal Employees’ Retirement System
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Letter with
benefit
information
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Health Benefits

Guide to using debit card

HCSP account

<®MEKS®
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Eligible Expenses

Examples of Eligible

Health Care Savings Program

* Acupuncture

* Alcoholism or drug dependency treatment
and treatment centers

* Ambulance

Anesthesiologist

Artificial limbs and teeth

Bandages (Band-aids, elastic wrap)

Birth control pills and devices

Blood pressure monitoring devices

Braille books and magazines (to the

extent exceeding prices for regular books

and magazines)

* (Car (with special medical equipment)

Childbirth preparation classes for mother,

excluding portion for mather's coach

Chiropractor

Christian Science practitioner

Clinic

Co-insurance (health, dental and vision)

Co-payments (health, dental and vision)

COBRA premiums

Cold/hot packs

Contact lenses, solution and cleaners

Contraceptives

Crutches

Dental treatment, including dentures,

implants and orthodontics (excluding

whitening)

* Dermatologist

* Diabetic supplies

+ Diagnostic devices/services (e.g., MRI,
CT Scan)

Reimbursable Health Care Expenses

* Gynecologist

Hearing aids and batteries
Home modification to accommaodate
handicapped person !

* Hospital services
* Incontinence supplies
* Insulin and diabetic supplies

Insurance premiums for medical, dental,
vision, or long-term care ?

Laboratory fees

Lactation supplies

Lip-reading lessons

Lodging for medical care !

Long-term care services and premiums
{paid on annual basis) '

Mastectomy bras

Medical supplies

Medicare Part B, C and D premiums
Medications which require a prescription
Mental institution care (mentally ill person
unsafe when left alone)

Mentally handicapped, special home for
nursing services '

Midwife

Neurologist

Nursing care

Nursing home (if for medical reasons)
Obstetrician

Ophthalmologist

Optometrist

Organ transplant, medical expenses of
donor or prospective donor

* Therapy received as medical treatment
* Thermometers
* Transportation expenses for essential

Expenses

A Insurance Premiums
I Medical (Pre and Post 65)

bed i Dental

Phys I Vision

i i Long-term care
P i COBRA

P -

ne] A Deductibles & Co-pays
rd A Prescriptions

P

] A Therapy

Rent i '

"l A Medical equipment
Smo

IRS Publication 502 provides a
complete list of covered expenses.

cosmetic)
Telephone for hearing impaired
Television closed caption decoder
equipment which displays the audio part
of TV programs for hearing impaired

medical care, including mileage and
parking ’

Tuition at special school for special needs .
program '
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Reimbursement/Payment Options

Four Options:

Health Benefits Debit Card

! MmyMERS Online Account

D Mobile App
Always

ﬂ% Paper Form save

receipts!
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Resources

MERS Website i www.mersofmich.com/HCSP
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