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• Most Americans have not accounted for healthcare expenses
when planning for retirement.
• Healthcare expenses in retirement include Medicare premiums,
deductibles, copays, and other out-of-pocket expenses.
• Our research indicates that a 65-year-old couple needs to have
saved USD 300,000–600,000 at the start of retirement in order
to cover future healthcare expenses.
• Healthcare costs are separate from long term care expenses and
need to be planned for accordingly.
July 30th marked the 52nd anniversary of the creation of Medicare.
Before Medicare, over half of seniors in the United States didn't
have medical insurance. Today virtually all Americans over the age
of 65 are covered by Medicare, but healthcare in retirement remains
a complex topic. A recent study in The Journal of Retirement1
found that only 12% of Americans have done specific planning
for retirement healthcare expenses. Perhaps that's why UBS's most
recent Investor Watch report, "Retiring old clichés," found that
health is the top concern for retirees.
Our research indicates that a 65-year-old couple needs to have
saved USD 300,000–600,000 at the start of retirement in order
to cover future healthcare expenses.2 Because healthcare costs are
significant in retirement, it's easy to see how a combination of
lack of planning, a misunderstanding of how Medicare works,
and relatively high out-of-pocket costs can make otherwise-healthy
retirement plans infeasible in practice.
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W h at d o e s h e a lt h care co st
in re tire m e n t ?

$

300-600K

Amount a 65-year-old couple
needs to have saved at the
start of retirement to cover
future healthcare expenses.
Based on CIO WM research.

Are Americans planning properly?

12%

The number of Americans that
have done specific planning for
retirement healthcare expenses.
Source: The Journal of Retirement

We believe transparency can bring confidence to healthcare
expenses in retirement. Our intention in this report is to provide the
details necessary to kick-start the healthcare planning process.

W h at f act o rs can im p act co st?

Healthcare spending in retirement
One reason why many Americans fail to properly prepare for
retirement healthcare costs is the assumption that Medicare will
cover their expenses. Medicare participants are responsible for
premiums, deductibles, and copays associated with Medicare
parts A, B, and D, Medicare supplemental insurance, and dental
insurance, as well as other out-of-pocket expenses. (See Appendix
A for a more detailed discussion on the various components of
Medicare.)
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What does it add up to? Expenses will vary based on your state of residence and income level, but today a 65-year-old couple living in a midcost state like North Carolina, with a modified adjusted gross income
of less than USD 170,000, will find that annual costs run roughly USD
12,000 in the first year, reach over USD 20,000 per year by the age
of 75, and climb past USD 27,000 per year by the time the couple
turns 80 (Fig. 1).

How does your state of residence impact your cost
of healthcare?
Healthcare costs vary between states primarily due to higher out-ofpocket expenses for individuals who live in states whose Medigap
policies do not cover prescription drugs (see Appendix A). While Medicare premiums are uniform across the United States, Medigap policies vary and can drastically increase the amount of out-of-pocket
expenses some will face. These increased out-of-pocket expenses are
attributable to those who require certain prescription drugs that are
not covered under Medicare Part D and their Medigap policy, if they
have one.
Generally speaking, those who live in states with higher costs of living
should expect higher retirement healthcare expenses than those who
live in states with lower costs of living. For example, while a couple
in North Carolina may expect annual healthcare expenses at age 65
to be approximately USD 12,000, the same couple living in New York
would expect to pay almost USD 16,000. This difference is attributable
to higher Medigap policy expenses between the states. A state-specific analysis, completed as part of a financial plan, can provide cost
estimates for your state of residence.

Fig. 1: Estimated healthcare expenses by age in
North Carolina
Combined costs of Medicare, Medigap, and out-ofpocket expenses inflated at 5.5% per annum
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How does your income impact your cost of
healthcare?
Medicare premiums fluctuate based on your modified adjusted gross
income (MAGI). Medicare defines MAGI as "one's adjusted gross
income, plus these, if any: untaxed foreign income, non-taxable Social
Security benefits, and tax-exempt interest."
Households with incomes above USD 170,000 will pay higher premiums for Medicare Parts B and D (Fig. 2). For instance, a household with annual income between USD 170,000-214,000 will pay the
monthly USD 134 Part B premium plus an additional surcharge of USD
53.50 per month. Although it is estimated that only 5% of retirees pay
surcharges on their Medicare premiums, all retirees should be aware
of these surcharges when planning how and when they will receive
income during retirement.

Fig. 2: Medicare Parts B and D premiums by MAGI
High income earners will pay higher Medicare premiums
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How much do you need to save for healthcare in
retirement?
We can use a net present value (NPV) analysis to answer the following
question: how much do retirees need to have saved, at the age of
65, in order to pay for their future healthcare expenses? Based on the
data and analysis in this report, most retirees will need to have saved
between USD 300,000 and 600,000 at the age of 65 to cover their
healthcare expenses (Fig. 3).

Fig. 3: Net present value of retirement healthcare
expenses for a 65-year-old couple in NC and NY
Net present value of retirement healthcare expenses by
MAGI level
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In Modern Retirement Monthly: Social Security: a longevity free lunch,
6 July 2017, we pointed out that Social Security is worth upwards of
USD 1mn for a retiring couple, which means Social Security should
fully fund their healthcare expenses for current retirees. However,
retirees have to account for those expenses in their overall plan, or
they might not have as much discretionary income in retirement as
originally expected.
It is also important to note that if you are not receiving Social Security
at least four months prior to turning age 65, you will need to sign
up with Social Security to enroll in Medicare Parts A and B. The lateenrollment penalty for Medicare Part A is 10% of one's monthly premium, and the penalty persists for twice the number of years a beneficiary could have been signed up for the program but failed to do so.

Healthcare cost inflation will likely remain elevated
A report by HealthView Services3, a firm that specializes in healthcare
cost projections, estimates healthcare cost inflation will average 5.5%
per year (Fig. 4) over the next 7 years. The 5.5% overall estimate can
be broken down as 3.57% for Medicare Part B, 8% for Medicare Part
D, and 3.8% for supplemental insurance between 2018 and 2025.
We expect broad-based inflation to average 2.4%, so retirees should
expect their overall healthcare costs to increase twice as fast as other
costs in retirement.
There are two inflation-based implications for planning. First, current
retirees will likely see an increasing percentage of their Social Security benefits go toward medical expenses as they move through retirement, which means an ever-increasing portion of living expenses will
have to come from other sources. Second, it's possible that 45- to
55-year-olds will find healthcare costs eat up most, if not all, of their
Social Security benefits by the time they retire.
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Retirees should
expect their overall
healthcare costs to
increase twice as
fast as other costs in
retirement.

Fig. 4: HealthView Services healthcare cost inflation
Predicted inflation from 2018 to 2025
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Don't forget about long-term care
Healthcare and long-term care (LTC) need to be handled separately in
the planning process. LTC services assist the elderly with personal and
medical care. While many recipients of LTC receive medical support,
not all LTC is medical in nature. Most LTC services help individuals with
the basic tasks of everyday living.

D o n 't f o rg e t
lo n g -te rm care
LTC should also be
incorporated into the
retirement planning process.

Medicare doesn't cover the vast majority of LTC expenses. Medicare
covers nursing home care if skilled nursing care (i.e., care that can only
be provided by a registered nurse or doctor) is needed and then only
for a limited time and with certain restrictions. For instance, Medicare
covers up to 100 days of skilled nursing care if the patient enters the
nursing facility within 30 days of a hospital stay that lasted at least
three days. However, 100% coverage is only provided for the first 20
days, at which point the patient is responsible for a copay (USD 161
in 2016) that might be covered by a Medigap policy.
Our report, "Long-term care: What to do now," provides a
good starting point for long-term care planning. You can find
it at https://www.ubs.com/us/en/wealth/research/your-wealth-andlife.html or through your financial advisor.
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Appendix A: Medicare basics
Medicare Part A covers stays in nursing facilities and hospitals beginning at age 65 and is free if the retiree paid the Federal Insurance
Contributions Act (FICA) tax for 40 quarters. While premiums are free,
retirees are responsible for copays and deductibles. The first 60 days
of a hospital stay are fully reimbursed after a USD 1,316 deductible;
the next 30 days have USD 329 copays per day, and a USD 658 charge
is levied for "lifetime reserve day" after day 90. All in, a three-month
stay in a nursing facility or hospital can cost USD 11,844 in out-ofpocket expenses for those enrolled in Medicare Part A.
Medicare Part B covers 80% of outpatient care costs, such as doctor
visits and diagnostic tests. Part B premiums are income-based, and
vary between USD 134 and USD 428.60 per month. The late-enrollment penalty for Medicare Part B is added to one's monthly premium,
and can increase by as much as 10% per annum for every year the
beneficiary could have been signed up for Part B but failed to do so.
Likewise, Medicare Part D covers prescription drugs and can be
obtained by purchasing a Medicare prescription drug plan or by getting a Medicare Advantage Plan through a health maintenance organization (HMO) or preferred provider organization (PPO) that offers
prescription drug coverage. Medicare Part D has premiums that vary
based on the plan one chooses and the state they live in.
Additionally, Part D has a maximum deductible of USD 400 which
includes copayments or coinsurance based on the type of Part D plan
one purchases. The late-enrollment penalty for Medicare Part D is calculated by multiplying 1% of the "national base beneficiary premium" by the number of months one was eligible to enroll in Part D,
but failed to do so. The national base beneficiary premium fluctuates
each year, so the late-enrollment penalty may also change each year.
Outside of the Medicare program, Medigap policies are supplemental insurance policies sold by private companies and help pay for
expenses not covered by Medicare, such as copayments and coinsurance.
__________________________________________________________
1

"Health State and the Savings Required for a Sustainable Retirement," Journal of Retirement, 2017

2

Our cost estimates in this report were taken from the Financial Goal Analysis (FGA) planning tool. Cost estimates

in FGA are determined by Jester Financial using the following sources: Centers for Medicare Services, Weiss Ratings,
LLC, and the Bureau of Labor Statistics.
3

HealthView Services 2017 Retirement Health Care Costs Data Report http://www.hvsfinancial.com/2017-retire-

ment-health-care-costs-data-report/
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Appendix
Disclaimer
Research publications from Chief Investment Office Americas, Wealth Management, formerly known as CIO Wealth
Management Research, are published by UBS Wealth Management and UBS Wealth Management Americas, Business
Divisions of UBS AG or an affiliate thereof (collectively, UBS). In certain countries UBS AG is referred to as UBS SA. This
publication is for your information only and is not intended as an offer, or a solicitation of an offer, to buy or sell any
investment or other specific product. The analysis contained herein does not constitute a personal recommendation or
take into account the particular investment objectives, investment strategies, financial situation and needs of any specific
recipient. It is based on numerous assumptions. Different assumptions could result in materially different results. We
recommend that you obtain financial and/or tax advice as to the implications (including tax) of investing in the manner
described or in any of the products mentioned herein. Certain services and products are subject to legal restrictions and
cannot be offered worldwide on an unrestricted basis and/or may not be eligible for sale to all investors. All information
and opinions expressed in this document were obtained from sources believed to be reliable and in good faith, but no
representation or warranty, express or implied, is made as to its accuracy or completeness (other than disclosures relating
to UBS). All information and opinions as well as any prices indicated are current only as of the dateof this report, and are
subject to change without notice. Opinions expressed herein may differ or be contrary to thoseexpressed by other business
areas or divisions of UBS as a result of using different assumptions and/or criteria. At any time, investment decisions
(including whether to buy, sell or hold securities) made by UBS and its employees may differ from or be contrary to the
opinions expressed in UBS research publications. Some investments may not be readily realizable since the market in the
securities is illiquid and therefore valuing the investment and identifying the risk to which you are exposed may be difficult
to quantify. UBS relies on information barriers to control the flow of information contained in one or more areas within
UBS, into other areas, units, divisions or affiliates of UBS. Futures and options trading is considered risky. Past performance
of an investment is no guarantee for its future performance. Some investments may be subject to sudden and large falls
in value and on realization you may receive back less than you invested or may be required to pay more. Changes in FX
rates may have an adverse effect on the price, value or income of an investment. This report is for distribution only under
such circumstances as may be permitted by applicable law.
Distributed to US persons by UBS Financial Services Inc. or UBS Securities LLC, subsidiaries of UBS AG. UBS Switzerland
AG, UBS Deutschland AG, UBS Bank, S.A., UBS Brasil Administradora de Valores Mobiliarios Ltda, UBS Asesores Mexico,
S.A. de C.V., UBS Securities Japan Co., Ltd, UBS Wealth Management Israel Ltd and UBS Menkul Degerler AS are affiliates
of UBS AG. UBS Financial Services Incorporated of Puerto Rico is a subsidiary of UBS Financial Services Inc. UBS Financial
Services Inc. accepts responsibility for the content of a report prepared by a non-US affiliate when it distributes reports
to US persons. All transactions by a US person in the securities mentioned in this report should be effected through a
US-registered broker dealer affiliated with UBS, and not through a non-US affiliate. The contents of this report have not
been and will not be approved by any securities or investment authority in the United States or elsewhere. UBS Financial
Services Inc. is not acting as a municipal advisor to any municipal entity or obligated person within the meaning of Section
15B of the Securities Exchange Act (the "Municipal Advisor Rule") and the opinions or views contained herein are not
intended to be, and do not constitute, advice within the meaning of the Municipal Advisor Rule. UBS specifically prohibits
the redistribution or reproduction of this material in whole or in part without the prior written permission of UBS and
UBS accepts no liability whatsoever for the actions of third parties in this respect.
Version as per May 2017.
© UBS 2017. The key symbol and UBS are among the registered and unregistered trademarks of UBS. All rights reserved.
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