
Medigap 
Medigap refers to a group of supplemental insurance plans that 
work in conjunction with your regular Medicare benefits. They 
cover many expenses not covered under Original Medicare such 
as additional hospital days or international travel.  Also Medigap 
plans often cover expensive deductibles or copayments that are 
charged to Medicare patients without Medigap. These cost can 
add up to hundreds of thousands of dollars should you have a 
major illness or accident.

The benefits of Medigap plans are standardized by the 
federal government, meaning that plans sold by different 
insurance companies all offer the same benefits. The most 
popular Medigap Plan is called Plan F. Medigap does not cover 
prescription benefits so most people purchase additional Rx 
coverage through Medicare Part D.

Medicare Advantage 
In contrast, Medicare Advantage plans replaces Original 
Medicare. Medicare Advantage plans are run by private 
companies and must provide the same coverage as Medicare A 
and B, but vary beyond this minimum set of benefits. Medicare 
Advantage can still leave open the gaps that Original Medicare 
leaves in case of major medical issue. Some Medicare Advantage 
plans offer dental, vision or prescription coverage. Most 
Medicare Advantage plans are HMOs, therefore have a smaller 
network of doctors than those that accept Original Medicare.

Medicare Advantage plans are usually cheaper than Medigap 
plans. So, if you’re willing to deal with the restricted network 
(i.e., you don’t plan on traveling the country) and your funds 
are limited, the Medicare Advantage plan may be the best 
choice for you. 

One nice thing about Medicare Advantage is that each year 
there is an Annual Enrollment Period (AEP) where you can 
switch companies. 

Making the Choice of Medigap vs Medicare Advantage 
At the end of the day, only you can determine which is the 
correct type of plan for you. We like to say that the decision 
comes down to “pay now or pay later.”

Pay Now Medigap plans are usually more expensive each 
month but will save you a significant amount money if you need 
extensive medical services.  If you budget can afford a Medigap 
plan, they will usually be the best way at protect your wealth.

Pay Later Medicare Advantage will almost always be less 
expensive in the short run because their monthly premiums 
are usually lower than Medigap.  Out-of-pocket costs for many 
services such as hospital stays, however, are often much more 
expensive with Advantage plans than they are with Medigap 
plans. Seniors considering a Medicare Advantage plan should be 
aware that their annual out of pocket maximum could be a high 
as $6700.  You should also contact your physicians to ensure you 
can keep seeing them if you go with Medigap Advantage.

Medigap vs Medicare Advantage: 
Which is the Best Medicare Supplement?
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The first thing that most 

seniors considering health 

care ask us is, “Which is 

best: Medigap vs Medicare 

Advantage.” Before we can 

answer the question, however, 

we want to discuss how each 

product works because they 

are drastically different.

What is Medigap and What is Medicare Advantage?



1. No Strict Contribution Limits 
In 2015, the maximum allowable contribution for a person age 49 
and younger to a 401(k), 403(b) and most 457 plans is $18,000, 
with an additional $6,000 allowed for those aged 50 or older. 
The combined allowed contribution to both Traditional and Roth 
IRA plans is $5,500 for a person age 49 and younger, with an 
additional $1,000 allowed for those aged 50 or older. These limits 
do not exist for cash value life insurance plans; however, you’ll 
need to advise your clients on how to avoid using the policy in a 
manner that the government may interpret as tax sheltering.

2. Variety of Options 
One of the most attractive benefits of using cash value life 
insurance policies is the variety of options. You can find a 
policy that conforms to your client’s goals, financial situation, 
and appetite for risk. Whole life insurance policies provide 
steady returns for clients who want guaranteed income with 
no volatility. Indexed universal life offers clients the ability to 
get returns based on major stock market indices such as the 
S&P 500. This product will allow your clients the limited upside 
potential of the market while limiting the downside risk.

3. Greater Access to the Money 
When your clients need access to their money, there are a lot 
less obstacles to overcome in cash value life insurance policies 
versus a 403(b), for example. Trying to get access to money tied 
up in a traditional retirement plan can be like pulling teeth. Even 
if you do get permission for the withdrawals, there is still the 
possibility you may get hit with substantial penalties and taxes. 
None of these restrictions apply when you need access to your 
cash value. Whether it is being used for retirement as intended 
or for an unanticipated emergency expense, you have access to 
your money when you need it.

Clients have two options they can utilize for accessing their 
money in a cash value life insurance policy. The first is through a 
straight withdrawal and the second is by securing a loan.

Withdrawals from a cash value life insurance company are tax-
free up to the amount invested into the policy (i.e. up to basis). If 
your client contributed $50,000 to a policy over time, they could 
take out $50,000 without paying taxes or penalties. However, 
every dollar they withdraw beyond that point is taxed.

Clients also have the ability to use the cash value as collateral 
and secure a loan from their insurance provider. The amount 
they receive from a loan is not subject to tax; if they need 
$20,000, they can get a loan for $20,000. They can pay back 
the loan when they can, or some policies allow them to simply 
deduct it from the amount of their death benefit. 

It is clear that a cash value life insurance policy has direct 
advantages over a more traditional retirement savings plan, but 
it also has benefits above and beyond those already mentioned. 
By definition, a policy comes with a guaranteed death benefit. 
This can help protect a family in the event of an untimely death 
during a client’s working years or secure a legacy for a client in 
their retirement years. 

4. Social Security Benefit 
Another useful income planning option that life insurance 
provides is the ability to defer Social Security benefits. The 
withdrawals from the cash value account can be used to replace 
Social Security income from age 62-70. By delaying in this way, 
your clients can maximize their Social Security benefit level. For 
married couples, this strategy can also maximize the survivor 
benefit, which will provide added financial security after one 
spouse passes away. Your clients could end up with tens of 
thousands in additional benefits.

Life Insurance: 
A Powerful Option for Retirement Income
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It is becoming increasingly difficult 
today to find a reliable and financially 
viable source of retirement income. 
Traditional retirement savings plans, such 
as 401(k)s and IRAs, are exposed to the 
risks of the stock market. Social Security 
may not be enough for most people to 
live on, especially if they claim it early. 
Additionally, pensions seem to be going 
the way of the horse and buggy.

Given this reality, clients need to start 
thinking beyond the traditional sources 
of retirement income. Fortunately, we 
do not need to venture too far as our 
industry provides a solution. One of the 
most powerful but underused retirement 
income opportunities available today has 
long been in the retirement planning tool 
box: life insurance. Specifically, cash value 
life insurance policies.

Most people know that when you 
pay a premium towards a cash value life 
insurance policy, part of the premium goes 
towards funding the death benefit and 
the rest goes into a tax-deferred, interest-
bearing account known as the cash value 
of the policy. So far, this must sound a 
lot like a traditional savings account such 
as a 401k, but there are some important 
advantages to owning life insurance.


