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An overlooked aspect of financial planning is the cost of health care during retirement.    I find that many families do not even consider health care costs in their future lifestyle expenses, assuming that it will be covered by Medicare and other insurance.  However, Medicare and Medigap policies, as well as private insurance alternatives may no longer be adequate coverage for desired and even life saving health care. 
A recent analysis by Fidelity Investments (http://content.members.fidelity.com/Inside_Fidelity/fullStory/1,,7563,00.html) suggests that an average couple will spend at least $225,000 on health care costs between ages 65 and 80. Since a couple reaching their early 60’s is likely to have at least one spouse live into their 90’s, the health care costs will far exceed the number above.
What has changed? We are in the beginning era in which our national insurance system (public and private) is increasingly trying to cut outlays, while trying to cope with a flurry of incredibly expensive drugs and technology. Our general population is aging, increasing the health care cost burden.  The Boomer generation is quite demanding in terms of second and third opinions and access to the latest and greatest drugs and technology. Even though the behavior of our insurance system violates the very basis of having insurance, it is a harsh reality you must plan for.

Some examples:

You must know that Medicare itself is means tested for the very first time as of 2008 (http://www.socialsecurity.gov/pubs/10161.html).  Retirees with higher incomes will pay a markedly higher price for Part B premiums, with no cap if Medicare costs continue to rise aggressively.
Ominously, many drug insurance plans (both with and without Medicare policies) are not covering even a significant part of the cost of life saving but expensive treatments (http://www.nytimes.com/2008/04/14/us/14drug.html?pagewanted=print).  It is reasonable to expect a flood of these desirable, yet very expensive drugs as biotechnology and nanotechnology continues to advance.  Consider your situation if a drug that has a cost of $50,000 dollars a year (mostly uncovered by insurance) could extend your or a family members quality of life and/or life expectancy.

Additionally, technological advances in diagnostic testing and therapy are increasingly being excluded by Medicare and insurance companies for a variety of reasons.  Some examples include CT scans for lung cancer screening and Cardiac Calcium scans.  Even relatively simple testing like digital mammography was in the local news this year when a large carrier refused to cover the costs.
What to do:

First, budget for health care costs as part of retirement expense planning.  Plan on spending even more for health care costs than you do currently.  If you are wrong, it will be a pleasant surprise.  If you don’t plan, the results will be grim.

Besides a general increase in savings for your health care costs in retirement, consider a Health Savings Account.  These accounts are now available for anyone with a high deductible health insurance policy, and allow money so saved to never be taxed (if used for health expenses).

Consider Long Term Care insurance (http://www.aarp.org/money/financial_planning/sessionfive/longterm_care_insurance.html) in order to cover the extremely expensive home or nursing home care associated with a major illness.  Make sure that you have adequate disability insurance as well.
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