2021 Reference Guide

IRAs & Qualified Plans
Contribution Limits
IRA or Roth IRA contribution limit
IRA or Roth IRA catch-up (age 50 or older)
Traditional IRA deduction phaseout
Participants in a retirement plan
Single
Married filing jointly
Married filing separately
Spousal IRA
Roth IRA phaseout
Single
Married filing jointly
Qualified Plans
Elective deferrals to

$6,000
$1,000

$66,000 - $76,000
$105,000 - $125,000
$0 - $10,000
$198,000 - $208,000

$125,000 - $140,000
$198,000 - $208,000

Capital Gains & Qualified Dividends

For 2021, rates are applied to taxable income levels:
Tax
Rate

Single Married Filing Jointly ~ Trusts & Estates

0%  $0 - $40,400 $0 - $80,800 $0 - $2,700
15% $40,400 - $445,850 $80,800 - $501,600 $2,700 - $13,250
20% over $445,850 over $501,600 over $13,250

(Short-term capital gains are taxed at income tax rates)
Medicare contribution tax on investment income™: 3.8%

*Tax is applied to the lower of net investment income or modified adjusted
gross income over certain thresholds ($250,000 joint filers/$200,000
single/$13,250 Trusts and Estates).

Income Tax Rate Schedules
Then the Gross Tax Payable lIs:

If Taxable Income Is:

401(K), 403(b), 457, and SARSEPs $19,500 Grer Bul not Amount Plus (%) orthe
Catch-up contribution (age 50 or older) $6,500
Defined contribution plan limit $58,000 Single Taxpayers .
(Section 415(c)(1)(A)) ’ $0 $9,950 @ -eemeeee- 10% of taxable income -----------
Defined benefit plan limit $230,000 $9,950 $40,525 $995.00 12% $9,950
(Section 415(b)(1)(A)) : $40525  $86,375  $4,664.00 22% $40,525
. $86,375 $164,925 $14,751.00 24% $86,375
Slmile IRA & SEP IRA $164,925  $209,425  $33,603.00 32% $164,925
$209,425  $523,600 $47,843.00 35% $209,425
SEP IRA contribution limit posser 2“(}%&?}2&& $523600 - $157,804.25  37% $523,600
Married Filing Jointly
SIMPLE Plan contribution limit $13,500 $0 $19,900  -eoeoeee 10% of taxable iNCOME ——-wmemmv
Catch-up contribution (age 50 or older) $3,000 $19.900 $81,050 $1.990.00 12% $19.900
ng}’r‘é”%‘é?t%mgensa“°” limit for $290,000 $81,050  $172,750  $9,328.00 22% $81,050
Koy employee (iop-heavy plar) Abowe 515,000 s oo Serae00 % st
Highly compensated employee $130,000 , d e ° d
$418,850 $628,300 $95,686.00 35% $418,850
Health Savings Account $628,300 - $168,993.50  37% $628,300

Minimum Deductible Amount

Single $1,400
Family $2,800
Single $7,000
Family $14,000
Single $3,600
Family $7,200
Catch-up contribution $1,000

(age 55 or older)

Education
Coverdell Education Savings Accounts
Contribution limit
Single phaseout $95,000 - $110,000
Married filing jointly phaseout $190,000 - $220,000
Lifetime Learning Credit - 20% of qualified expenses
Expense limit $10,000
Single phaseout $80,000 - $90,000
Married filing jointly phaseout $160,000 - $180,000
529 Plans

$2,000

Eligible for college, apprenticeship, and trade school expenses, and up to
$10,000/year for private K-12 tuition. A lifetime limit of $10,000 each can be
used to repay the beneficiary’s and each of his/her sibling’s student loans.

The income tax brackets for Married Filing Separately are half of the
amounts for Married Filing Jointly. The brackets for Heads of Households
generally fall between the brackets for single and joint filers.

Trusts & Estates

$0 $2,650 - 10% of taxable income -----------
$2,650 $9,550 $265.00 24% $2,650
$9,550 $13,050 $1,921.00 35% $9,550
$13,050 - $3,146.00 37% $13,050

Kiddie tax: In 2021, the parent’s marginal tax rate is used for a dependent
child’s unearned income over their deduction amount.

Income Tax Deductions and Credits

Single $12,550
Married filing jointly $25,100
Head of household $18,800
Married filing separately $12,550
Child Tax Credit

Qualifying Child (Children under age 17) $2,000

Dependents not eligible for Qualifying Child $500

Single phase out begins at $200,000
Married filing jointly phase out begins at $400,000
Elderly (over age 65) or blind additional deduction

Single $1,700
Married $1,350
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Estate & Gift Tax Imi ortant Dates & Deadlines

Individual estate tax exclusion (Federal) (Any $11,700,000 Deadlines for Traditional IRAs, Roth IRAs, and SEP IRAs

unused amount can transfer to a surviving spouse) e 2020 Contributions April 15, 2021
Maximum estate tax rate 40% 2021 Contributions April 15, 2022

Gift tax exclusion $11,700,000 2021 Roth IRA Conversions December 31, 2021
Generation-skipping exclusion $11,700,000 Required Minimum Distributions (RMDs)

Annual gift tax exclusion (per recipient) $15,000 RMD starting age changed from 70%z to 72 if born after July 1, 1949
Lump sum accelerated gift to a 529 plan $75,000 Age of IRA holder: First RMD Deadline:

(5-year rule)

States with an estate tax and/or inheritance tax: CT, DC, HI, IL, IA, KY, ME,
MD, MA, MN, NE, NJ, NY, OR, PA, RI, VT, and WA

Turned 70 in 2019 before July 1 December 31, 2021*
Turned 70 in 2019 on or after July 1

(turn 72 in 2021) April 1, 2022

Alternative Minimum Tax (AMT)

Status Exemption Phaseout
Single $73,600 $523,600
Married filing jointly $114,600 $1,047,200

Alternative Minimum Tax Rates

26% up to $199,900 of AMT base
28% over $199,900 of AMT base

Social Securi
Social Security wage base $142,800
Social Security cost-of-living adjustment 1.3%

Quarter of coverage (earnings for Social Security) $1,470
Maximum benefit (worker retiring at FRA) $3,148
Estimated average monthly benefit $1,543

Social Security benefits are reduced if someone receives benefits and
continues to work. The benefit is reduced $1 for every $2 or $3 earned above
$18,960 ($1,580/mo.) in years prior to FRA and $50,520 ($4,210/mo.) in the
year FRA is reached, respectively. There is no reduction at FRA.

For additional information about Social Security, please see

Manning & Napier’s 2021 Social Security Guide.

Businesses/Business Owners

For 2021, net business income is taxed at the following rates
Corporations (C-Corps and similarly treated LLCs)

Corporate income tax rate: 21%

Accumulated Earnings tax rate (plus interest): 20%*

Dividends paid to shareholders are taxable to them at ordinary income or
capital gains tax rate(s), depending on the type of dividend.

*On retained earnings in excess of $250,000 ($150,000 for personal service
corps.), except if to meet reasonable business needs.

The AMT and US tax on foreign income were eliminated for corps. llliquid
assets and cash held outside of the U.S. are taxed once at rates of 8% and
15.5%, respectively.

Pass Through Entities (Sole Props, Partnerships, S-Corps, and similarly
treated LLCs)

Net business income is reported by the owner(s) and is taxed at
his/her tax rates

Self-Employment Tax on wages, tips and net earnings

Medicare Tax (on total amount)*: 2.9%

Social Security Tax (on the first $142,800): 12.4%

Deduction for qualified business income**: 20.0%

*An Additional Medicare Tax of 0.9% is applied to amounts over certain
thresholds ($250,000 joint filers/$200,000 single filer).

**The deduction is limited to the lesser of 20% of QBI or 20% of the owner’s
taxable income. Subject to phase out depending on the type of services
provided if income is over $329,800 (joint) or $164,900 (single) as of 2021.

Consult with an attorney or a tax or financial advisor regarding your specific
legal, tax, estate planning, or financial situation.
SMA-CAG-OV009-A-R (2/21)

Turned 70 in 2020 (turn 72 in 2022) April 1, 2023**
*Due to the CARES Act suspending all RMDs for 2020, including 2019
RMDs delayed to 2020.

**Subsequent RMDs must be taken by December 31 of each year.

Starting with 2022 RMDs, revised IRS life expectancy tables will be used and
slightly reduce RMDs at each age.

2020 Tax Form Mailing Deadlines for Custodians

Form 1099-R (Retirement Account Distributions) February 1, 2021
Consolidated Form 1099s (Taxable Accounts) February 16, 2021*

*Extended deadline for accounts holding certain
securities (REITs, WHFITs, CMOs) March 15, 2021

Form 5498 (Retirement Account Contributions) May 31, 2021
2021 Estimated Tax Payments

For the period Due date
January 1 - March 31 April 15, 2021

April 1 - May 31
June 1 - August 31
September 1 - December 31

June 15, 2021
September 15, 2021
January 17, 2022

Highlights of the Consolidated Appropriations Act of 2021

Signed into law on 12/27/2020

* Provides enhanced tax benefits for cash gifts to qualifying charities of up
to $300 or $600 if married (CARES Act only allowed $300 total for 2020)
if not itemizing deductions, or if itemizing then of 100% of cash gifts, up to
adjusted gross income (AGlI).

¢ Streamlines the tax credits available for tuition and other related expenses.

* Allows the carry-over of flexible spending arrangement (FSA) account
balances from 2020 to 2021, as well as from 2021 to 2022.

* Permanently sets the medical expense deduction floor to 7.5% of AGI.

e Instates a revised Paycheck Protection Program (PPP) for business owners
for 2021.

¢ Expands the Employee Retention Tax Credit through June 30, 2021 and
increases it to 70% of up to $10,000 in quarterly wages (up to $14,000 per
employee in 2021).

» Certain exceptions for retirement accounts available in 2020 were NOT
extended into 2021. Specifically, Required Minimum Distributions (RMDs),
which were waived in 2020, will resume in 2021. Also, the Coronavirus
Related Distribution (CRD) exception for favorable treatment of retirement
account withdrawals and loans taken in 2020 is not available for 2021.

Biden’s Proposed Tax Law Changes (income limits assume joint filers)

* Restore the highest marginal tax rate to 39.6% on income over $400,000.

* Impose the 39.6% tax rate on long-term capital gains and qualified
dividends for those earning more than $1,000,000.

* Eliminate the step-up in cost basis on appreciated assets at death.

* Restore 2009 Federal estate and gift tax levels (estate and lifetime gift
exemptions of $3.5 Million and $1 Million, respectively; 45% tax).

¢ Impose Social Security payroll taxes on wages below $142,800 and above
$400,000, creating a “donut hole”.

* Increase corporate tax rates from 21% to 28%.

¢ Limit itemized deduction tax benefits if income is over $400,000 by capping
tax savings at 28% of value and restoring the Pease limitation, a phase out
of total allowable deductions.

* Phaseout the qualified business income deduction (QBI - Section 199A)
starting at income above $400,000.

* Increase the Child and Dependent Care Tax and the Child Tax Credit and
reestablish First-Time Homebuyers’ Tax Credit.

¢ Offer tax credits to small businesses adopting retirement plans.

e Change employees’ tax savings on retirement plan contributions from
an above-the-line deduction to a below-the-line tax credit of 26% of the
contribution amount.

Subscribe to our website to receive updates on the progress of proposed
legislation changes, including if any future changes seem likely to apply
retroactively for all of 2021.
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Medicare is a government-run health insurance system for Americans over 65 years old or disabled. The system is funded through employee and
employer payroll contributions and provides coverage for portions of certain health care costs, depending on level of coverage selected.

For most people, Medicare Part B premiums increased by approximately 2.7% from 2020 and Part D premiums have increased by about 0.9%

from 2020.

Medicare coverage is split into four Parts:

Part A (Hospital Insurance)

Covers inpatient hospital care, skilled nursing facility, hospice,
lab tests, surgery, home health care

Monthly Premium*: $0.00

First 60 days of hospitalization -

patient pays a deductible $1,484.00

$371 per day
$742 per day

Next 30 days - patient pays

Next 60 days (lifetime reserve days)

Skilled nursing facility:

First 20 days - patient pays $0.00
Next 80 days - patient pays $185.50 per day
Over 100 days - patient pays All costs

*Most individuals over age 65 receive Part A free (“premium-free Part A”)
as a result of paying Medicare taxes while working. For those who have
not sufficiently paid Medicare taxes (rare), you can buy Medicare Part A
and pay a premium of either $259 or $471 per month.

Part B (Medical Insurance)
Doctor and other health care providers’ services, home and outpatient

care, durable medical equipment, ambulance services, and some
preventive services

Premium Rates* If your 2019 income was**

Part D (Prescription Standard Benefit Model)

Provided by private insurers. The costs and drugs covered varies by
Medicare Prescription Drug Plan

Monthly Premium*:

Based on prescription drug plan selected

Initial deductible:

$445 maximum

(deductibles vary between plans)

Copayment or
coinsurance on next

$4,130

Coverage gap
(“donut hole”)**

$4,130 - $6,550

Copayment or
coinsurance on
amounts above

$6,550

Premium Rates
Based on Income

If your 2019 income was

Single:

Married Filing Jointly:

Plan premium

$88,000 or less

$176,000 or less

$12.30 + plan premium

$88,001 - $111,000

$176,001 - $222,000

$31.80 + plan premium

$111,001 - $138,000

$222,001 - $276,000

$51.20 + plan premium

$138,001 - $165,000

$276,001 - $330,000

$70.70 + plan premium

$165,001 - $500,000

$330,001 - $750,000

$77.10 + plan premium

Above $500,000

Above $750,000

*Each prescription drug plan has its own list of covered drugs (referred

Single: Married Filing Jointly:
$148.50 $88,000 or less $176,000 or less
$207.90 $88,001 - $111,000 $176,001 - $222,000
$297.00 $111,001 - $138,000 $222,001 - $276,000
$386.10 $138,001 - $165,000 $276,001 - $330,000
$475.20 $165,001 - $500,000 $330,001 - $750,000
$504.90 Above $500,000 Above $750,000

Deductible: $203 per year

Coinsurance:

20% of amount after deductible

*Most people will pay this amount; however, a small number of people

who pay premiums out of monthly Social Security benefits will pay less
than this amount due to Social Security's "Hold Harmless" provision that

prevents a decline in Social Security benefits for most people.

**Medicare uses the modified adjusted gross income reported on your

2019 tax return to determine your 2021 premium (the most recent income

information provided to Social Security by the IRS). Therefore, if your
income has decreased from 2019 to 2020, Medicare premiums can

remain higher than expected due to this lag.

Parts A and B do not cover long-term care (aka, custodial care) as

well as dental care, eye care, and hearing aids.

to as a “formulary”), with drugs assigned to different “tiers”. The drugs in
lower tiers will generally cost less than drugs in higher tiers.

**The coverage gap begins after you and your plan spend $4,130 in
2021. Then you pay a portion of discounted drug prices out-of-pocket
(25% of covered brand-name and generic drug costs in 2021), until you
reach the out-of-pocket (OOP) threshold, which is $6,550 in 2021. For
the remainder of the year, “catastrophic coverage” then begins for any
covered drugs.

Medicare Advantage / “Part C”

Part A and B coverage but through private companies instead of through

Medicare. Some companies may offer additional benefits such as
prescription drugs, vision, and/or Dental

Part C plans are Medicare approved but administered through private
insurance companies.

Monthly premium amounts vary by plan.

Plans, not Medicare, establish the amounts they charge for premiums,
deductibles, and services. Amounts can only change once per year, on
January 1st.

www.manning-napier.com
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Medigap Policies

In addition to the four Medicare Parts above, Medigap insurance is
offered by private companies to reimburse individuals for out-of-pocket
medical costs resulting from gaps left by traditional Medicare benefits,
such as copayments, coinsurance, and deductibles.

Medigap policies do not provide additional coverage but rather
supplement costs of original Medicare benefits.

Medigap policies don’t work with Medicare Advantage Plans (Part
C). If you decide to have Part A and B coverage, determine if you
need Part D, and then consider a Medigap policy. If you decide

to gain coverage through a Medicare Advantage Plan, a Medigap
policy is unnecessary.

Effective as of 2020, Medigap plans which cover the Part B deductible
(i.e., Plans C and F) are no longer allowed and are unavailable to those
first eligible for Medicare on or after January 1, 2020. The Plans remain
available to those already eligible for Medicare prior to 2020.

Must follow federal and state laws and, in most states, are limited to
“standardized” policies.

In order to determine if a Medicap Policy is the right fit, contact
your State Health Insurance Assistance Program. Medicare.gov
can also be a resource to point you in the right direction.

Medicare Enrollment & Election Periods*

7-month period beginning 3 months prior
to the month you turn 65 and ending 3
months after the month you turn 65

Initial Enroliment Period:

Coverage Begins:
Part A

1st day of your birthday month

Varies depending on what month

Part B & Part D
you enroll

General Part A &

Part B Enroliment: January 1st to March 31st

General Part D Enrollment:  April 1st to June 30th

Annual Election/

October 15th to December 7th
Open Enrollment:

*Individuals already collecting Social Security as of 3 months prior
to turning 65 will be automatically enrolled in Part A and Part B at
65 unless waived. You still must manually enroll in Part D.

If an individual misses the Initial Enrollment Period then they can enroll
during General Enrollment, but late enroliment penalties may apply
which vary for Part A, Part B, and Part D. Under certain circumstances
individuals may be eligible for a delayed Special Enroliment Period with
no penalties.

Changes to existing Part A, Part B, and Part D Medicare can be made
annually during the Annual Election/Open Enrollment Period. Individuals
have the option to switch between Part C coverage and original
Medicare coverage between January 1st to March 31st of each year.

SMA-CAG-OVO10-A (1/21)

Planning Considerations

and the Need to Prepare:

Health costs are the 4th largest expense for individuals between 65 - 74
years old after housing, transportation, and food. They are the second
largest expense for those over 75, after housing.

Traditional Medicare covers only about 60% of medical costs in
retirement, with the rest being covered by out-of-pocket spending and
private insurance.

Estimated retirement health care costs for a couple (Medicare Part
B and Part D premiums, Medigap premiums, and out-of-pocket
drug expenses) starting at age 65 in 2020.*

Assuming Median Prescription Drug
Expenses Throughout Retirement*

50% Chance of Personal Savings

Meeting Total Expenses $168,000

90% Chance of Personal Savings

Meeting Total Expenses $270,000

*Couples with expenses in the 90th percentile would require personal
savings of $325,000 if they want a 90% chance of meeting total
expenses.

Source: Employee Benefit Research Institute

It's important to consider other factors when planning such as
increasing life expectancies, personal health variables, and the
impact of inflation. Also, Part D, Medicare Advantage Plans, and
Medigap policies can vary widely based on state, so it's important
to contact a specialist in your area if you have questions.

For more information about Medicare, you can go to medicare.gov or
call 800-633-4227 (800-MEDICARE).

www.manning-napier.com
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Long-term care (LTC) planning is a significant concern for many
people across a broad range of demographics. The personal
nature of health care, the inability to predict how much care

will be needed in the future or how the care will be delivered,

and longer life expectancies can make for a challenging and
sometimes uncomfortable planning topic. Furthermore, costs

for custodial care are not covered by Medicare or traditional
health care insurance. As such, early planning and an effort to
coordinate the issue with other important financial planning areas
is vital. In an effort to simplify some of the key considerations, this
reference guide provides a summary and key statistics, median
LTC costs across the country, and common funding options.

Although LTC can refer to a wide variety of services, the focus
of this guide is on custodial care, as most LTC falls under this
category. Custodial care provides assistance with the following
Activities of Daily Living (ADL): bathing, dressing, eating,
toileting, continence, and transferring, or when an individual

has memory problems. Typically, when individuals are unable to
perform a certain number of the above-mentioned daily activities
(typically two), or have memory problems, they are likely to be
candidates for LTC.

Key LTC Statistics

e 70%: People turning 65 who will need some type of LTC
during their lifetimes.

* 48%: People turning 65 who will need some type of paid LTC
during their lifetimes.

e 2.2 years: The average number of years men will need LTC.

e 3.7 years: The average number of years women will need
LTC.

* 24%: People who will need LTC for longer than two years.

¢ The median annual cost for an assisted-living facility is
$51,600.

¢ The median annual cost for a private room in a nursing home
is $105,850.

¢ 3.01%: The five-year annual inflation rate in nursing-home
costs for a private room.

Sources: Morningstar, Inc.; Genworth Financial, Inc.

Categories of Care

¢ Home Care: Home health aides offer services to people who
need more extensive care. It's “hands-on” personal care, but
not medical care.

¢ Assisted Living: Residential arrangements providing
personal care and health services. The level of care may not
be as extensive as that of a nursing home. Assisted living is
often an alternative to a nursing home, or intermediate level
of LTC.

¢ Nursing Home: These facilities often provide a higher level
of supervision and care than assisted living facilities. They
offer residents personal care assistance, room and board,
supervision, medication, therapies and rehabilitation, and
on-site nursing care 24 hours a day.

www.manning-napier.com

Cost of LTC in 2020*

Location Home A§§isted Nursing
Care Living Home
National $54,912 $51,600 $105,850
Alabama $41,184 $37,800 $82,932
Alaska $64,156 $79,590 $436,540
Arizona $59,488 $46,800 $98,550
Arkansas $45,760 $42,000 $78,475
California $66,352 $60,000 $137,240
Colorado $64,064 $54,900 $116,800
Connecticut $57,200 $75,600 $167,900
Delaware $57,200 $80,280 $152,388
D.C. $59,785 N/A $172,280
Florida $51,480 $44,400 $117,804
Georgia $49,192 $42,000 $86,082
Hawaii $68,640 $60,000 $165,619
Idaho $53,768 $44,100 $109,500
lllinois $58,344 $54,900 $84,315
Indiana $54,912 $52,584 $101,835
lowa $59,488 $48,870 $85,775
Kansas $50,336 $61,080 $84,315
Kentucky $49,764 $44,385 $95,265
Louisiana $38,896 $43,665 $70,080
Maine $65,483 $71,298 $127,385
Maryland $57,200 $60,000 $127,750
Massachusetts $67,793 $73,020 $162,425
Michigan $57,200 $50,400 $116,800
Minnesota $75,504 $51,390 $144,303
Mississippi $42,328 $44,550 $85,775
Missouri $52,624 $36,000 $68,985
Montana $61,662 $50,550 $99,280
Nebraska $59,488 $50,250 $95,174
Nevada $57,200 $43,140 $127,020
New Hampshire ~ $66,924 $79,800 $135,780
New Jersey $59,488 $79,800 $142,350
New Mexico $52,624 $48,600 $99,645
New York $59,488 $57,600 $155,125
North Carolina $48,048 $45,600 $96,725
North Dakota $66,352 $49,149 $153,172
Ohio $54,798 $52,200 $98,550
Oklahoma $54,798 $45,000 $69,350
Oregon $66,352 $55,905 $134,138
Pennsylvania $54,912 $47,457 $129,940
Rhode Island $70,928 $59,400 $122,640
South Carolina $50,336 $47,850 $94,327
South Dakota $66,352 $43,650 $90,246
Tennessee $48,048 $48,465 $91,433
Texas $50,336 $47,970 $76,650
Utah $59,488 $40,800 $100,375
Vermont $66,352 $63,720 $123,735
Virginia $52,624 $58,200 $105,850
Washington $72,369 $69,000 $131,400
West Virginia $42,328 $48,000 $145,635
Wisconsin $59,488 $52,800 $113,150
Wyoming $66,627 $50,100 $104,573
*Based on median costs in each state. 2020 Genworth Cost of Care Survey.
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LTC Funding Options

As the preceding statistics indicate, LTC is a service that many
people may need at some point in their lifetimes. It is important to
consider how one is prepared to pay for this service, especially
with the rising costs of care. Also, the cost of care can vary
significantly by location. LTC insurance is one tool in the financial
planning process that may allow individuals to protect their
assets and relieve the burden of paying for care from their family.
In contrast, many individuals feel that, if their net worth would
allow them to pay for their coverage out-of-pocket, they need

not consider a LTC insurance policy. However, even if that is the
case, there are significant reasons to consider such a policy,
such as peace of mind and potentially preserving the assets you
would have used to pay for your care.

LTC Insurance

LTC insurance is private insurance specifically designed to cover
some or all of the custodial care expenses typically incurred
while at home, in assisted living facilities, or in nursing homes.
LTC insurance comes in several policy types. Indemnity and
Expense Incurred are the two most common.

¢$3,050: Average annual premium for LTC policy purchased
by a couple age 55, at coverage start date. (Policy provides
a daily benefit of $150, three years of coverage in home and
institutional settings with a 90-day waiting period, 100% home
care benefit, and 3% automatic compound inflation protection.)

*22%: The percentage of applicants ages 50-59 who were
denied long-term care coverage due to health issues.

*37%: The percentage of applicants ages 65-69 who were
denied long-term care coverage due to health issues.

Sources: Morningstar, Inc.; www.aaltci.org

Pros:
*With proper coverage, the financial risk of LTC is reduced and
preserves investments for heirs.
*Premiums might be tax deductible.

Cons:
* Potential premium increases (after already paying premiums).
Higher premiums if you wait.
« Difficult to predict the amount of coverage needed and there
may be out-of-pockets expenses anyway.
* Policy might lapse if premium payments are missed.
e |f unused, premiums might be viewed as a waste of money.

Hybrid Insurance Products

Hybrid insurance products that combine LTC insurance with other
forms of insurance are becoming increasingly more common.
There are many ways to obtain LTC insurance through a hybrid
product. One of the most common vehicles is a life insurance/
LTC policy. Typically a rider is added to a life insurance policy
which allows the client to access the death benefit to pay for LTC
needs if necessary.

SMA-CAG-OV011-A (2/21)
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Pros:

e Larger initial premium can eliminate the potential for future
premium increases and policy lapses that are possible with
traditional LTC insurance.

¢ Death benefit is available if LTC insurance isn’t used (receive
something in return).

*Generally fewer underwriting requirements. Some might qualify
for a hybrid policy when they otherwise wouldn’t under a
traditional LTC insurance policy.

Cons:
eLarge initial premium removes assets from your investment
portfolio.
e Limited access to cash value if you want the policy to maintain
the same level of LTC coverage.

Self Funding

Some people are able to save an adequate amount over their
working years to fund retirement needs and potential future LTC
expenses. Therefore, rather than purchasing LTC insurance or
a hybrid policy, these people choose to use their investment
portfolio/savings to fund LTC.

Pros:
*No cost if LTC isn’'t needed.
*Money saved on the insurance can be invested or used to fulfill
other planning goals.

Cons:

*Any LTC expenses must be met by withdrawing assets from
investment accounts (investment and tax implications).

*Costs and length of care is difficult to predict or budget.

¢ Additional stress on family in order to manage and organize
financial needs.

*LTC expenses can reduce assets that would otherwise go to
family as inheritance.

If insurance is considered to be too expensive and self-funding
likely isn’t a possibility, Medicaid can cover LTC needs if
necessary.

Pros:
*Provides an option for people with very little savings.
*Can be a backup plan if personal assets are exhausted.

Cons:
*Requires relative poverty in order to qualify.
¢ Medicaid recipients may receive a lower quality of care, due to
lower reimbursements to facilities.
¢ Medicaid planning can be complex (look back periods, reduced
access to assets) in order to qualify.
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Social Security encompasses retirement benefits, disability
benefits, and is intertwined with Medicare benefits. This guide
focuses on Social Security retirement benefits, the most common
association of the term Social Security. Currently, there are over
55 million people receiving Social Security retirement benefits
(i.e., Old Age and Survivor Insurance or OASI).

Social Security Employment Tax

While you are working, you and your employer each pay 6.2%
(7.65% each including Medicare). Social Security taxes are paid
on the first $142,800 of income (2021).

Minimum Eligibility Requirements

In order to qualify for Social Security retirement benefits on

your own record, you need to earn a minimum of 40 credits,
equivalent to ten years of Social Security-eligible work history.
You accrue one credit for each $1,470 in earnings (2021), up to a
maximum of 4 credits per year.

How Benefits Are Calculated

Your Social Security benefit at Full Retirement Age (FRA) is
calculated based upon indexed (inflation-adjusted) earnings

of your highest 35 years, subject to annual income caps (e.g.,
$142,800 in 2021). The estimated average monthly Social
Security benefit of a retired worker in January 2021 is $1,543
($18,516/year) after a 1.3% Cost of Living Adjustment (COLA).
The average total for couples who are both receiving benefits
is $2,596 ($31,152/year). The maximum Social Security benefit
for a worker retiring at Full Retirement Age in 2021 is $3,148
($37,776/year).

How to Find Out Your Own Benefit Information

While the Social Security Administration has stopped physically
mailing Social Security statements to all individuals, the Social
Security website allows you to obtain your Social Security
statement online by signing up for a mySocial Security account
or estimate benefits using one of several tools.
MySocialSecurity: https://www.ssa.gov/myaccount/

Tools: https://www.ssa.gov/planners/calculators/

Taxes on Benefits

Depending on your income in retirement, a portion of your Social
Security benefit payment may be subject to taxes. The table
below shows the percentage of your Social Security benefit that
could be subject to taxation, depending on income.

Income Range

% of Social
$0 - $25,000 $0 — $32,000 0%
$25,000 - $34,000 $32,000 - $44,000  50%
$34,000+ $44,000+ 85%

Full Retirement Age

Your Full Retirement Age (i.e., the age that you qualify to receive
full benefits), depends on the year you were born. The chart
below shows the full retirement ages by year of birth.

66 &10 Age67
66 &8 months
66 &6 months
66 & 4 months

66 &2 months

months
Age 66
m B
1943-54 1955 1956 1957 1958 1959 1960 or

Later

Birth Year

Early or Delayed Social Security Benefits

You can choose to begin benefits prior to your Full Retirement
Age (as early as age 62) and receive a reduced Social Security
benefit amount. You can also choose to delay the start of benefits
in exchange for a higher benefit amount. For example, taking
benefits at age 62 results in monthly benefit payments that

are 25% - 30% lower than what they would have been at Full
Retirement Age, but allows you to receive benefits 4-5 years
sooner. Likewise, waiting until age 70 to file for benefits results in
payments that are 76% - 77% higher than at age 62 and 24% -
32% higher than at Full Retirement Age. Of course, the drawback
of delaying Social Security is that it means forgoing benefit
payments in the interim. The following table shows the impact of
taking benefits early or late for people with a Full Retirement Age
of 66 or 67.

Percent of Full Retirement Age Benefit

Full Retirement Full Retirement

Age Age of 66 Age of 67
62 75% 70%

63 80% 75%

64 86.7% 80%

65 93.3% 86.7%

66 100% (FRA) 93.3%

67 108% 100% (FRA)
68 116% 108%

69 124% 116%

70 132% 124%

Taking Early Benefits While Continuing to Work

If you take benefits prior to Full Retirement Age and continue to
work, your benefits may be reduced. For example, benefits are
reduced by $1 for every $2 in earnings above $18,960 in 2021.
Alternatively, in the year you reach Full Retirement Age, benefits
are reduced by $1 for every $3 you earn over $50,520 (in

2021), until the month you reach FRA. Benefits are not reduced
beginning the month you reach FRA.
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Spousal Benefits

If you have never worked, or if you have worked but your own
benefit amounts to less than half of your spouse’s Full Retirement
Age benefit, you can receive a spousal benefit. Spousal benefits
are equivalent to one-half of your spouse’s Full Retirement Age
benefit at your own FRA, or less if taken prior to your own FRA
(e.g., as early as age 62). Spousal benefits do not go up or down
based on when the primary Social Security recipient files for
benefits, but the primary recipient must file for benefits in order
for the spouse to receive a spousal benefit. Spousal benefits do
not continue to increase after you reach Full Retirement Age. The
table below shows the spousal benefit by percentage, depending
on when benefits are taken.

Full Retirement Full Retirement

Age  ageof66 Age of 67
62 35% 32.5%

63 37.5% 35%

64 41.7% 37.5%

65 45.8% 41.7%

66 50% (FRA) 45.8%

67 50% 50% (FRA)

Spousal Benefits for Divorcees

You may qualify for a spousal benefit from a previous spouse.

In order to qualify, you must have been married for 10 or more
years, currently be unmarried, and age 62 or older. The percent
of the spousal benefit is the same as for married spouses (see
table above). As long as you have been divorced for at least
two years, you can receive spousal benefits if your ex-spouse

is eligible to receive benefits (regardless of whether they have
actually filed for benefits or not).

Survivor Benefits

Surviving spouses, surviving ex-spouses, and other family
members may qualify for varying levels of Social Security
survivor benefits when the primary recipient dies. Most notably,
among married spouses, the higher of the two Social Security
benefits lives on when one spouse passes away.

Cost of Living Adjustment (COLA)

Social Security payments go up over time in order to keep

up with inflation. COLAs are determined annually based on
increases in the Consumer Price Index for Urban Wage Earners
and Clerical Workers (CPI-W). The following table shows the
Social Security cost-of-living adjustment for each of the last 15
years.

2007 — 3.3% 2012 — 3.6% 2017 — 0.3%
2008 —2.3% 2013 -1.7% 2018 —2.0%
2009 - 5.8% 2014 - 1.5% 2019 - 2.8%
2010 - 0.0% 2015 -1.7% 2020 - 1.6%
2011 - 0.0% 2016 — 0.0% 2021 — 1.3%

Recent Legislation

The Bipartisan Budget Act of 2015 put an end to “File and
Suspend” and “Deemed Filing” strategies. The closure of the
“Deemed Filing” loophole only affects individuals who reached
age 62 after January 1, 2016. Therefore, those who reached

age 66 on or before January 1, 2020 can still take advantage of
the deemed filing loophole (i.e., filing for spousal benefits after
reaching age 66 while allowing benefits on your own work record
to continue to grow). Deemed filing rules do not apply to those
applying for survivor or dependent benefits.

Potential Future Legislation

According to the Congressional Budget Office (CBO), payments
have exceeded revenues each year, beginning in 2010. Based on
the current trajectory, the balance of the retirement portion of the
Social Security trust fund, which is used to cover any shortfall, is
projected to be exhausted in 2034. Eventual change is inevitable
to ensure the continuation of Social Security benefits. Future
changes to Social Security could include pushing back the
retirement age, reducing benefits/benefit caps, raising taxes,
increasing eligibility requirements, means testing, and others.

When to Take Social Security

While the Bipartisan Budget Act of 2015 closed glaring Social
Security loopholes, there are still ways to thoughtfully strategize
about how and when to take Social Security benefits. For
example, given the trade-off that exists in waiting, most advisors
suggest waiting until Full Retirement Age to take benefits. If
nothing else, waiting provides “longevity insurance” in the event
you live beyond life expectancy. For married couples, given that
the higher benefit lives on when one spouse passes away, many
couples choose to have one spouse take benefits earlier, while
the second delays benefits. This way the couple receives some
benefits at an early age, while locking in a higher benefit that will
carry through their joint life expectancy.

How to Apply

You can apply online, by phone, or in person at your local Social
Security office (appointments available). In order to prepare,
gather the following information: date and place of birth, marriage
and divorce record (names, dates of birth, Social Security
numbers, dates/places of marriage), names and dates of birth
for minor or disabled children, US military service record, recent
employment history, and direct deposit banking information.

The information in this paper is not intended as legal or tax advice. Consult with an attorney or a tax or financial advisor regarding your specific legal, tax, estate planning, or

financial situation.
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