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CHAPTER 3

MEDICARE:
EXCELLENT HEALTH INSURANCE,
BUT IT’S NOT LONG-TERM CARE

M

edicare is the government-sponsored health insurance you receive starting
the first of the month you turn 65 years old. You need to sign up for it,
which you can do by calling 1-800-MEDICARE or 1-800-633-4227.
We help many clients make this phone call. When Medicare, which observed its 50th
birthday in 2014, was enacted into law on February 9, 1964, President Lyndon B.
Johnson said: “One of the most urgent orders of business at this time is the enactment
of hospital insurance for the aged through Social Security to help older people meet
the high costs of illness without jeopardizing their economic independence.”


Part A of Medicare is your hospital insurance. There is no monthly cost to you for
Part A and therefore no reason to delay signing up for it when you turn 65. Part B
of Medicare covers doctors and outpatient services. Part B can start at the same
time as Part A, and most people do this. The monthly cost for Part B is $104.90,
unless you are deemed “higher income” by Medicare (more on that below). Part B
charges can be deducted right out of your Social Security check. However, if you are
still working and covered by group insurance, you can and should delay your enrollment in Medicare Part B (and D as well). Part C of Medicare, also called Medicare
Advantage, lets you choose to receive your benefits from a private insurance company instead of directly from the government. Part D of Medicare covers prescription drugs and must be purchased through a private insurance company. You can
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SUMMARY: MEDICARE STRATEGIZING
Q

Medicare Part A and Part B start (for most people) on the first of
the month before their 65th birthday. Part A is free and Part B has
a monthly cost. If you are still working at 65 and covered by group
insurance, sign up for A at 65 and delay enrolling in B until you retire.

Q

Choose a Medicare Advantage plan (Parts C and D) if you want no
or a low insurance premium, deductibles, and copayments, and don’t
mind the insurance company choosing your doctors and hospitals for
you. Choose a Medicare Supplement Plan G or F plus a separate Part
D plan if you want low or no deductibles and no copayments, plus you
want the freedom to go to any doctor or hospital that takes Medicare.

Q

Buy Part D after your agent has entered your prescriptions and preferred pharmacy into Medicare.gov and run a comparison of plans.

Q

Buy your Medicare Supplement Plan G or F from an independent
agent who does not have a vested interest in steering you to one
company. Look at a premium comparison report before you buy:
see PlanWithCardinal.com.

Q

If you have been on a Medicare Supplement plan for a few years,
you are probably paying too much. Shop around using a Medicare
Supplement premium comparison report at PlanWithCardinal.com.

Q

$ If you qualify for LIS (the low-income subsidy program) or Extra
Help, the government will pay your Part B premium for you and
reduce your Part D drug copayments.

Q

$$$$$ Prepare to pay higher-income surcharges for Medicare Parts B
and D if your income is over $85,000 as a single person or $170,000 as
a couple.

Q

Long-term care implication of Medicare: Don’t rely on Medicare to
pay your long-term care bill. It doesn’t!

enroll in Part C and Part D around your 65th birthday, and then each fall you can
change your plan during a specific period called open enrollment. You’ll know that
Medicare Advantage open enrollment season is around the corner when all those
annoying commercials start showing up on TV. You know, the ones with 58-year-
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old actors dressed and made up to look
like 70-year-olds who “look real good
for their age.” As with Medicare Part B,
if you are still working and covered by
group insurance, it’s probably advisable
to delay your enrollment in Part D.
When we consult with clients about
their Medicare coverage, we take two
major factors into consideration: Do they
want to choose their own doctors and
hospitals; and are they willing to pay the
Medicare Supplement premiums that will
enable them to make those choices? The
answers to these questions will go a long
Lyndon B. Johnson.
way toward determining what Medicare
coverage decisions are in their best interest. We’ll discuss the elements of Medicare in
greater detail and illustrate some of them with stories of real Cardinal clients.

How Medicare Works
Megan and Jason live in a small Southern town not far from the coast. Jason worked
in management and Megan in bookkeeping at the local manufacturing facility. Not
only did the factory close at the end of Jason’s career, but the management group lost
most of his pension money. Megan and Jason have lived modestly off of their Social
Security checks for eighteen years. Both have great attitudes and are optimistic people. Then Jason had a medical emergency.
Medicare Part A covers ALL your hospital costs for the first 60 days, minus a deductible of $1,260 (in 2015). Jason had a heart attack and a stroke and needed bypass
surgery immediately. He was in cardiac care, then intensive care, and next a regular
room for a total of twenty-two days. Jason’s hospital bill was $212,000. Medicare Part A
paid the hospital $210,800. Upon being discharged Jason was immediately transferred
to a skilled nursing facility across the street from the hospital. Medicare Part A paid
in full Jason’s first twenty days there. From day 21 to day 100, Part A paid all costs
above $157.50/day, which Jason and Megan had to pay. (In their case, this cost was
covered by a Medicare Supplement policy, see below.) Medicare coverage then stops
after 100 days. It can stop paying for skilled nursing care before the 100th day if the
patient stops improving. But in Jason’s case, the full 100 days were covered. Don’t
rely on Medicare to pay your long-term care bill. We’ll discuss this point further
in the next chapter.
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Medicare Part A (Hospital Insurance) helps cover
r Inpatient care in hospitals
r Skilled nursing facility, hospice, and home health care

Medicare Part B (Medical Insurance) helps cover
r Services from doctors and other health-care providers, hospital outpatient care,
durable medical equipment, and home health care
r Preventative services to help maintain your health and to keep certain illnesses
from getting worse

Medicare Part C (Medicare Advantage)
r Includes all benefits and services covered under Part A and Part B
r Run by Medicare-approved private insurance companies
r Usually includes Medicare prescription drug coverage (Part D) as part of the plan
r May include extra benefits and services for an extra cost

Medicare Part D (Medicare Prescription Drug Coverage)
r Helps cover the cost of outpatient prescription drugs
r Run by Medicare-approved private insurance companies
r May help you lower your prescription drug costs and help protect against higher
costs in the future

Medicare Part B (doctor and outpatient coverage) has an annual deductible of
only $147 (in 2015). After that, Medicare pays roughly 80% of your doctor and
outpatient bills. Jason’s Part B charges were $73,000, of which $58,400 was paid by
Medicare. Part B is where your biggest liability lies if you do not have proper Medicare
Supplement coverage. (Medicare Supplement, described in detail below, is an insurance
policy that provides additional coverage beyond the Medicare basics.) You want to
be sure to sign up for Part B on time, usually the first of the month before your
65th birthday—there are late enrollment penalties, it’s hard to enroll later, and late
registration affects your open enrollment status for Medicare Supplement.
Part C of Medicare, also known as Medicare Advantage, was invented in 2006. Its
purpose is for the government to outsource the delivery of your Medicare benefits to
a private insurance company. The government pays the insurance company a monthly
fee to deliver your benefits. In exchange, the company must provide you with better
benefits than were previously available through traditional Medicare. You are also in
managed care, so you are required to go to doctors and hospitals on the insurance
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company’s roster. A Part C plan also provides you with Part D prescription drug benefits,
so you don’t have to pay a Part D monthly premium. The main benefit of Medicare
Advantage is that you avoid paying premiums for a Medicare Supplement and Part
D. The big disadvantage is that you lose the ability to pick doctors and hospitals
of your choice—costs will be much higher for out-of-network providers. The drug
plan you receive as part of the package may not be the one you would have picked if
you bought your Part D plan separately. Cardinal sells policies for most of these Part
C Medicare Advantage plans, and we do write them for clients who can’t afford or
don’t want to pay the $1,500 to $2,000 annual premium for a Medicare Supplement
policy and Part D drug plan. Much depends on your individual situation, and again I
emphasize: Don’t try Medicare planning at home, instead seek professional help.
Part D of Medicare started in 2005 and, despite the confusion it can cause, it is a
blessing for older Americans. Before 2005 there were no drug benefits for Medicare
beneficiaries. I helped clients buy drugs from Canada and also wrote to drug companies on behalf of clients asking for help paying for expensive medicines. Sign up
for a Part D plan when you are 65, unless you are still working and covered by
group insurance. Sign up even if you are taking few or no drugs now. There are
big penalties for signing up for Part D late, and they last the rest of your life. An
online calculator at Medicare.org lets you enter your prescriptions plus pharmacy of
choice and then rates all the Medicare Part D plans available you. Every fall of the year
you can run this report and change plans if you like. Cardinal provides this service
for our clients every year.

Medicare Supplement Plans
I have been selling Medicare Supplement insurance for nearly 40 years, and we
don’t charge for this service. I know it very well! In 1990, the National Association
of Insurance Commissioners (NAIC) coordinated with the Center for Medicare
Services (CMS) to make sweeping changes in Medicare Supplement insurance. The
NAIC standardized policies to make it easier for consumers to compare and contrast. The law also now requires that when a consumer switches insurance companies, the new company must cover any pre-existing conditions under the new policy.
Twenty-five years later, it seems like no one outside the industry has noticed this big
change. Every day we talk to people who are paying $200 to $300 a month for Medicare Supplement Plan F (the most complete coverage), when they could cut their
premiums significantly while keeping exactly the same coverage. Many potential clients just don’t believe us. Why is this so? Because most retirees are very happy with
their Medicare Supplement even though it costs them an arm and a leg. Between
Medicare Parts A and B and the Plan F supplemental coverage, all their hospital
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Medicare Supplement Insurance
(Medigap) Plans
A

B

C

D

F

G

K

L

M

N

100%

100%

100%

100%

100%

100%

100%

100%

100%

100%

Medicare Part B
coinsurance or 100%
copayment

100%

100%

100%

100%

100%

50%

75%

100%

Blood (first 3
pints)

100%

100%

100%

100%

100%

100%

50%

75%

100%

100%

Part A hospice
care coinsurance 100%
or copayment

100%

100%

100%

100%

100%

50%

75%

100%

100%

100%

100%

100%

100%

50%

75%

100%

100%

100%

100%

100%

100%

50%

75%

50%

100%

80%

80%

Benefits

Medicare Part
A and hospital
costs (up to
an additional
365 days after
Medicare
benefits are
used)

Skilled nursing
facility care
coinsurance
Part A
deductible
Part B
deductible

100%

100%

80%

+++

100%

Part B excess
charges
Foreign travel
emergency (up
to plan limits)

100%

80%

100%

100%

80%

80%

and doctor costs are paid, and paid quickly. Most retirees think the supplement
policy pays a larger share of the pie than it actually does. They don’t want to rock
the boat, so they just keep paying high premiums. I will walk you through the case
for shopping your Medicare Supplement policy with an independent agent using
the guide printed by NAIC and CMS. You can download a full copy of the 2015
Medicare guide at PlanWithCardinal.com, or contact Medicare and request that a
copy be mailed to your house.
The crux of this guide is the list of the only ten Medicare Supplement / Medigap
policies that can be sold in your state (page 11 in the 2015 guide). (The situation
is different in Minnesota, Wisconsin, and Massachusetts.) That’s it—only ten
policies are allowed, and the lettered policies are exactly the same from company
to company (page 19 in the 2015 guide). According to industry research, 60% of
people across the U.S. who own Medicare Supplements have Plan F. Plan F pays
all your deductibles and copayments, and even pays excess charges if you go to a
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doctor who charges more than Medicare approves. Plan G offers the next best
comprehensive coverage and is the best value for most people.
Our client Jason from earlier in the chapter has a Plan G policy through Cardinal.
At 80 years old, it costs him $130/month. Jason’s Plan G paid the $15,800 copayment
($157.50/day) for the skilled nursing facility he used after he left the hospital, which
Medicare Part A did not cover—thus leaving Jason with a zero balance due. The only
difference between Plan F and Plan G is the $147 annual deductible for the latter.
But the annual premium for Plan G can be up to $400 less than for Plan F, so it makes
sense for most people.
Now that we’ve narrowed down the Medicare Supplement choices to Plan F or Plan
G, let’s decide which insurance company to buy it from.
For most of my almost 40 years in the insurance business, it has been pretty hard to get
ahold of the Medicare Supplement rates from other companies. Insurance companies
like to keep their little calculators very close to the vest. Today, a consulting actuarial
company sells rate information to people like me. You can go to my website, PlanWithCardinal.com, click on Medicare Supplement, and type in your age, zip code, and
smoker status, and the calculator will show you the range of prices for exactly the same
coverage from several companies. The entire report for Plans F and G for a married
70-year-old female nonsmoker in zip code 27511 appears in appendix B. Check out
the monthly price difference between the lowest and the highest premiums—it costs
more than double to have Medicare Supplement insurance with the most expensive
company. At Cardinal, we commonly save clients $30, $50, even $100 per month by
simply moving them to a different company.
If you have health conditions, some of these companies might not accept you on a
new policy, but at Cardinal we know which ones accept which health conditions, so
we can steer you in the right direction. Medicare’s own publication puts this in black
and white: “If you’ve had your current Medigap policy longer than 6 months and want
to replace it with a new one with the same benefits and the insurance company agrees
to it, they can’t write pre-existing conditions, waiting periods, elimination periods,
or probationary periods into the replacement policy” (Choosing a Medigap Policy:
2015, page 33). These changes were made clear back in 1990, but most consumers
still are not aware that all the policies are the same and there is little risk in changing
companies. The Medicare Supplement market is a small industry with a few players
controlling the flow of information. Part of my mission is to get the word out that
it pays to shop around for your Medicare Supplement and there is little risk in
changing companies.
Mary Lou came to us considering a change in her Medicare Supplement insurance
company. She is an insulin-dependent diabetic and has some lung issues. She could no
longer afford her Medicare Supplement premiums and was considering dropping her

24 |

Medicare

plan. We lowered her monthly Supplement premium from $186.59 to $132.47, saving
her $54.12/month. In addition, the federal government has a program called “Extra
Help” or the “Low Income Subsidy” (LIS). Mary Lou had never heard of it. Because
her monthly income was under $1,137 and her countable assets (home, personal
car, and jewelry don’t count) were under $27,250, we were able to help Mary Lou
qualify for LIS. The government now pays her $104.90 monthly premium for Part
B (in 2015) and she qualifies for reduced copays through her Part D plan. All added
up, we saved Mary Lou $300/month and kept her insured. Mary Lou sent us an email
of thanks and said the $300 is going toward art supplies and a new Easter dress, her
first in years. Helping people like Mary Lou is what brings me a lot of joy in my work.
At Cardinal, we serve over 5,000 Medicare Supplement clients; Mary Lou’s story is
one of too many stories to tell. Each and every one of them matters to me. Most of
these clients bought their current policy from us, and their benefits are exactly the
same as under their old policy but they’re paying $30, $50, even $100 less per month
than their previous premium. It pays to shop around. Do your shopping with an
independent agent who can show you price quotes from every company.
The biggest weakness in the Medicare program for retirees is the lack of coverage
for long-term intermediate and custodial care. This is why long-term care insurance
is so important. Read the warning about the need for long-term care on page 4 of my
personal Social Security statement (appendix A). The same warning is on yours, too!

Social Security, Medicare, and Long-Term Care
It’s easy to think that the government programs we’ve created—Social Security and
Medicare—will fully take care of you in your retirement years. But there are limits to
the benefits that these programs provide, which is why you need a larger perspective
on long-term care. That’s the subject of the next chapter. This quote, which you’ll
find on your own Social Security statement, says it all:
Social Security pays retirement, disability, family and survivor benefits. Medicare, a
separate program run by the Centers for Medicare and Medicaid Services, helps pay for
inpatient hospital care, nursing care, doctors’ fees, drugs, and other medical services and
supplies to people age 65 and older, as well as to people who have been receiving Social
Security disability benefits for two years or more. Medicare does not pay for long-term
care, so you may want to consider options for private insurance. Your Social Security
covered earnings qualify you for both programs.
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SUMMARY: MEDICARE STRATEGIZING
Q

Medicare Part A and Part B start (for most people) on the first of
the month before their 65th birthday. Part A is free and Part B has a
monthly cost. If you are still working at 65 and covered by group insurance, sign up for A at 65 and delay enrolling in B until you retire.

Q

Choose a Medicare Advantage plan (Parts C and D) if you want no
or a low insurance premium, deductibles, and copayments, and don’t
mind the insurance company choosing your doctors and hospitals
for you. Choose a Medicare Supplement Plan G or F plus a separate
Part D plan if you want low or no deductibles and no copayments,
plus you want the freedom to go to any doctor or hospital that takes
Medicare.

Q

Buy Part D after your agent has entered your prescriptions and preferred pharmacy into Medicare.gov and run a comparison of plans.

Q

Buy your Medicare Supplement Plan G or F from an independent
agent who does not have a vested interest in steering you to one
company. Look at a premium comparison report before you buy:
see PlanWithCardinal.com.

Q

If you have been on a Medicare Supplement plan for a few years,
you are probably paying too much. Shop around using a Medicare
Supplement premium comparison report at PlanWithCardinal.com.

Q

$ If you qualify for LIS (the low-income subsidy program) or Extra
Help, the government will pay your Part B premium for you and
reduce your Part D drug copayments.

Q

$$$$$ Prepare to pay higher-income surcharges for Medicare Parts
B and D if your income is over $85,000 as a single person or $170,000
as a couple.

Q

Long-term care implication of Medicare: Don’t rely on Medicare to
pay your long-term care bill. It doesn’t!
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Appendix A

Social Security
Earnings Report

This is my (author Hans Scheil’s) personal Social Security earnings statement. You
can get your own at http://socialsecurity.gov. On page 4, the Social Security Administration recommends looking into long-term care insurance because Medicare pays
little for long-term care.
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Appendix B

Appendix B

Variation in Medicare
Supplement Plan Premiums

These two reports show the price for Medicare Supplement Plans F and G charged
by several insurance companies for THE EXACT SAME POLICY. In both cases,
the highest premium is more than twice as expensive as the lowest one.
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