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The Real Costs of Retiree Health Care
Historically, health care costs in retirement have been a scary subject and a challenging 
financial puzzle. People fear not being able to afford quality health care. Adding to the 
fear is the consistent message that health care costs in retirement are enormous. Many 
preretirees believe that they’ll need a large lump sum at retirement to cover these costs. 

However, our research shows that health care costs can be effectively planned for and 
the conversation about health care costs need not be as scary as previously thought. 
Lost in the retiree health care discussion are key facts that bring the challenge down 
to size.

The Program provides:
	— An overview of the health care landscape, including a high-level 
overview of health care costs in retirement and Medicare. 

	— A breakdown of costs into fixed—primarily Medicare premiums 
that can be budgeted for, and variable—out‑of‑pocket and 
unexpected costs.

	— Several strategies to help plan for health care costs in 
retirement, including Pretax and Roth accounts, Health Savings 
Accounts (HSA), and Variable Annuities. 

	— Additional content to dive deeper into the research, Medicare, 
HSAs, and Variable Annuities.

Benefits include:
	— The understanding that health care costs can be effectively 
planned for, thereby helping to alleviate previous fears and 
misperceptions.

	— Health care costs can now be part of an overall retirement 
strategy, encouraging a holistic approach for retirement.

	— An enhanced knowledge of health care costs can help 
employers design plans for their employees including flexible 
withdrawal options or a Roth or HSA option, for example.

1 �Source: T. Rowe Price estimates based on projected 2024 Medicare premiums and data from the Health and Retirement Study (HRS). All costs are 
rounded to the nearest hundred.​

of retirement health 
care expenses are 
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is the median total health care cost 
for retirees.1
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The Real Costs of
Retiree Health Care

The Real Costs of Retiree Health 
Care presentation

	— Presentation to help understand 
the real costs of health care in 
retirement and steps to prepare. 
Versions available for all audiences.

Key Takeaways handout
	— Offers easy-to-digest highlights 
from the presentation and suggests 
actions based on life stage.

TO LEARN MORE 
Talk with your T. Rowe Price representative to learn more about the health 
care program.

A new way to 
calculate retirement 
health care costs

Sudipto Banerjee, Ph.D.
Vice President, Retirement 
Thought Leadership

	— Viewing retirement health care costs as an annual expense, instead of as a lump 
sum, makes it easier for retirees to plan for and pay for them.

	— Health insurance premiums are usually fixed and can be budgeted for monthly, while 
out‑of‑pocket expenses can vary and could be paid from savings and other sources.

	— Retirement health care costs can vary widely, depending on the type of insurance a 
retiree chooses. Useful estimates should focus on the type of insurance coverage.

Key Insights

From the Field
February 2024

Health care costs are top of mind for 
every retiree or anyone who is nearing 
retirement. According to T. Rowe Price’s 
Retirement Savings and Spending Study 
(2023), the top two spending concerns 
of retirees are (in order of importance) 
paying for long‑term care services and 
out‑of‑pocket health care expenses.1

The projected health care costs in 
retirement provided by some of the leading 
experts sound alarming. In its latest (2024) 
projection, the Employee Benefit Research 
Institute (EBRI) estimates that to have a 

1 The Retirement Savings and Spending (RSS) Study is a nationally representative annual survey of 401(k) plan participants and retirees. The survey has 
been fielded annually since 2014. The 2023 survey was conducted between July 24 and August 13, 2023. It included 3,041 401(k) participants, full time 
or part time workers who never retired, currently age 18 or older, and either contributing to a 401(k) plan or eligible to contribute and have a balance of 
$1,000+. The survey also included 1,176 retirees who have retired with a Rollover IRA or 401(k) plan balance.

2 Fronstin, Paul and Jake Spiegel. “Projected Savings Medicare Beneficiaries Need for Health Expenses Increased Again in 2023,” EBRI Issue Brief, no. 549 
(January 18, 2024). 

90% chance of covering all their health 
insurance premiums and out‑of‑pocket 
costs, a 65‑year‑old couple will need 
$351,000.2 This number does not include 
long‑term care costs, which could be 
catastrophic in some cases. 

While these numbers offer a good idea 
of how expensive retirement health care 
could be over several decades, they are 
not very helpful for individual financial 
planning. Here’s why:

1. Lump‑sum estimates of health care 
costs covering the entire duration of 
retirement are not useful for budgeting 
and planning purposes because health 
care expenses are not incurred as 
lump sums. Individuals have to make 
their health care decisions based on 
their financial resources at any given 
point in time.

2. There are embedded health insurance 
coverage assumptions in most of 
these calculations. Health insurance 
coverage varies significantly for retired 

1
Sudipto Banerjee, Ph.D.
Vice President, 
Retirement Thought 
Leadership

	— Given that health care costs are incurred over time, it makes more sense to view 
them as an ongoing regular budget item instead of a lump sum needed at the start 
of retirement.

	— Health insurance premiums account for between 73% and 81% of retirees’ annual 
health care expenses and, for the most part, are predictable and can be paid from 
monthly income. However, out‑of‑pocket expenses can vary and should be paid 
from savings.

	— Traditional financial planning principles and basic budgeting can help address 
many of the financial unknowns about health care costs in retirement.

Key Insights

Breaking down 
health care expenses 
in retirement

From the Field
February 2024

A recent survey1 from T. Rowe Price 
finds that health care costs are the 

top spending concern of retirees. This 
comes as no surprise as some studies 
predict that a 65‑year‑old couple may need 
up to $351,0002 to cover health care costs 
in retirement. But these estimates don’t 
provide an accurate picture of what most 
retirees will encounter.

Such daunting numbers give an impression 
that it will be difficult for most retirees to 
afford health care in retirement. We believe 

1 Source: T. Rowe Price Retirement Savings and Spending Study (RSS), 2023.
2 Fronstin, Paul and Jake Spiegel, “Projected Savings Medicare Beneficiaries Need for Health 

Expenses Increased Again in 2023,” EBRI Issue Brief, no. 549 (January 18, 2024).

that planning for health care costs in 
retirement can be made simpler by using 
the available assets and income that 
retirees have. But we need to approach 
calculating health care costs differently.

When trying to plan for future health care 
expenses in retirement, consider these 
three things:

1. Health care is not a one‑time, bulk 
expense. In our view, approaching 
health care costs as an annual expense 

1

1

T. ROWE PRICE INSIGHTS
ON RETIREMENT

KEY INSIGHTS
	■ Health savings accounts (HSAs) are rightfully viewed by financial planners as a 

powerful retirement savings tool with unmatched tax benefits—if used properly.

	■ Savers should consider a range of short- and long-term strategies with HSAs  
and avoid situations where they can be suboptimal or even harmful. 

	■ Eligibility for an HSA requires a high-deductible health plan, so individuals need 
to evaluate health coverage factors before seeking the tax benefits of an HSA. 

How to Best Use Your 
Health Savings Account
Investing in an HSA has great tax benefits—if the insurance 
coverage makes sense.

Since 2004, individuals enrolled 
in high-deductible health plans 
(HDHPs) have been able to 

fund health savings accounts (HSAs). 
A Mercer survey showed that over 
80% of large employers nationally 
offered HSA-eligible health plans in 
2022.1 As more employers offer these 
plans, HSA usage has grown steadily 
to approximately 36 million accounts 
and $116 billion in assets.2 We expect 

that HSAs will be a growing part of the 
health care landscape.

In an HDHP, the insured is responsible 
for a significant portion of health 
expenses up front before the insurance 
company pays. However, HDHPs must 
also include a limit on participants’ out-
of-pocket expenses. Premiums on these 
plans are generally lower than more 
traditional, lower-deductible policies.  
See Figure 1 for current IRS parameters 
on HDHPs and HSAs.

Roger Young, CFP®

Thought Leadership Director

(Fig. 1) Key HSA facts (2024)3

Individual Family

Eligibility Under 65 and enrolled in HDHP

Minimum deductible for HDHP $1,600 $3,200

Maximum out-of-pocket expense for HDHP $8,050 $16,100

HSA annual contribution limits $4,150 $8,300

HSA per-person catch-up contribution limit (age 55) $1,000 $1,000

1  Mercer National Survey of Employer-Sponsored Health Plans, 2022. Includes employers with 500 or more employees.
2  https://www.devenir.com/research/2023-midyear-devenir-hsa-research-report/
3 IRS Revenue Procedure 2022–24.
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White papers
	— Explore the topic of retirement 
health care costs with in-depth 
white papers covering essential 
themes.

Health Savings Accounts (HSAs)
	— Summary highlights the 
importance of incorporating 
HSAs into a holistic retirement 
strategy. Version available for 
plan sponsors.  

Variable Annuities
	— Presentation and handout 
provide an overview of the 
health care landscape and 
highlight how Variable Annuities 
can be used for health care 
expenses in retirement.  

Medicare
	— Learn more about Medicare 
coverage, enrollment, and the 
impact of Medicare expenses 
on retirement income.

Medicare

Medicare Coverages
(refer to medicare.gov for a complete list of coverages)

Medicare offers different options to obtain health care coverage for people age 65 or older or people (any age) receiving Social Security 
Disability Insurance for at least two years. Learn more about the different parts of Medicare coverage and the steps to enroll.

*In general, Medicare coverage is not unlimited, and there are typically copayments and deductibles that can vary by plan. (over, please)

PART A Hospital Insurance*
	■ Inpatient care in hospitals.
	■ Medical care in a skilled nursing facility  

(not custodial care).
	■ Hospice care.
	■ Certain home health care expenses.
	■ Premium-free for most people.

PART B Medical Insurance*
	■ Medically necessary services (such as doctors  

and labs) to diagnose and treat conditions.
	■ Outpatient care.
	■ Certain home health care expenses.
	■ Durable medical equipment.
	■ Many preventive services.
	■ Premiums can be deducted from Social Security benefits.

  PART C Medicare Advantage HMO or PPO
	■ Medicare Advantage plans are offered by private 

companies approved by Medicare, and Medicare pays 
the companies to cover your Medicare benefits, thereby 
providing a way to reduce out-of-pocket expenses.

	■ Medicare Advantage plans must cover all the services 
that original Medicare (Parts A and B) covers.

	■ Most offer extra coverages, like vision, hearing,  
and dental.

	■ Usually includes Medicare prescription drug coverage 
(Part D).

	■ Plans have a yearly limit on out-of-pocket costs.
	■ Cannot have Medigap with Medicare Advantage.

 PART D Prescription Drug Coverage
	■ Helps cover the cost of prescription drugs.
	■ Run by private insurance companies following Medicare rules.
	■ May help lower prescription drug costs.
	■ Participants can enroll in or leave the plan each year. 

(Individuals should review the insurance company’s drug 
formulary since coverage can change each year.) Coverage is 
not government mandated, so it can differ between carriers.

Medigap Supplemental Insurance
	■ Medigap plans have standardized sets of benefits (each 

carrier offers the same government-mandated basic 
benefits for each type of plan).

	■ Can help pay coinsurance and deductibles.
	■ Must have Medicare Parts A and B to enroll  

in Medigap.
	■ There is a monthly premium.
	■ Cannot have double drug coverage in both Medigap and 

Medicare Part D.
	■ Best time to buy Medigap is within six months of age 65 or 

older and if enrolled in Medicare Part B. Insurability is not 
guaranteed after the initial enrollment period.

 Common Items Not Covered Under Medicare
	■ Most dental care.
	■ Eye examinations for glasses.
	■ Dentures.
	■ Hearing aids.
	■ Long-term care, also called custodial care. Help with daily 

activities such as bathing and dressing are not considered 
medical care.

 Health Savings Account (HSA) and Medicare
	■ HSA funds can be used tax-free for Medicare premiums and 

out-of-pocket costs (but not for Medigap premiums).
	■ You cannot contribute to an HSA when covered by Medicare.

USING HEALTH SAVINGS ACCOUNTS 

How to strategically address  
health care with employers
Health care costs are a significant concern for employees and employers. Historically, health care 
and retirement savings have largely been kept separate, but health care expenses are now seen 
as a critical component of a holistic retirement savings strategy. Enter Health Savings Accounts 
(HSAs), which have increased in popularity at both the employer and employee level.
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HSA use by employers
Among firms offering health benefits, percentage 
offering High Deductible Health Plan (HDHP) with HSA

Source: Employer Health Benefits 2023 Annual Survey, KFF, https://files.kff.org/
attachment/Employer-Health-Benefits-Survey-2023-Annual-Survey.pdf
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Growth of HSA assets
Total HSA assets (billions)

Source: Devenir Research, 2023 Year-End HSA Market Statistics & Trends 
Executive Summary. Estimates derived from 2023 Year-End Devenir HSA Market 
Survey, press releases, previous market research and market growth rates. Assets 
are rounded to the nearest billion and include both deposits and investments. 
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Planning for Health Care

The impact of 
Medicare expenses  
on retirement 
income

What many retirees don’t know about Medicare may significantly influence 
their ability to preserve investment capital. In order to help you prepare your 
clients for these costs, we have provided an overview of the most important 

rules surrounding Medicare premiums, as well as practical guidance on how these rules 
impact common retirement investment vehicles.

Important Medicare Rules 

1 Medicare is mandatory
  In order to collect Social Security, retirees must acquire 

Medicare when eligible. Failure to do so means forfeiting all 
current, future, and past Social Security benefits.

2 Payments are based on income
  Medicare is means-tested, meaning the more income an 

individual or couple generates in retirement, the more their 
health care payments under Medicare will be.

3  Most expenses are automatically drawn from 
Social Security benefits

  Medicare Part B premiums, along with any surcharges, 
are deducted directly from Social Security. It is currently 
optional for Part D premiums to be deducted directly from 
Social Security benefits, but it is recommended, as missed 
payments can result in penalties.

4 Income is broadly defined by Medicare
  Medicare considers adjusted gross income plus tax-exempt 

interest, or everything on lines 2a and 11 of the IRS Form 
1040, when determining Part B and Part D premiums. 
Carefully structuring retirement income sources with a 
sensitivity toward which investment vehicles are factored 
into Medicare premiums, and which are not, can make all the 
difference in the lives of clients. Here are examples of each:

Considered as income:
	— Social Security benefits 
	— Employee compensation, 
wages
	— Traditional retirement plan 
and IRA distributions

	— Pension income
	— Rental income
	— Capital gains 
	— Dividends
	— Qualified annuities

Not counted as income:
	— Health savings accounts 
(HSAs)
	— Home equity (in certain 
circumstances)

	— Roth accounts
	— Certain life insurance 
policies 
	— Certain annuities

Advantages of account type (relative to the others) shown in blue. All three types grow tax-deferred. These are not the only options when it comes to saving for health care 
and/or medical related expenses in retirement. Note that while HSAs are structured for the individual to save or invest for health costs, this is not the intended primary 
purpose of a defined contribution plan or IRA. Individuals should evaluate their health coverage needs and other factors before seeking tax benefits of an HSA. HSAs are 
only available if you are covered by a high deductible health plan. Chart is for illustrative purposes only. Source: IRS documents.
1Federal income taxes. State laws vary. HSA contributions through an employer may be excluded from FICA taxes. 2Subject to income limitations on participation (Roth IRA) 
or deductibility (Traditional IRA). Amounts do not include catch-up contributions. 3Early distributions from retirement plans or IRAs may be subject to taxes and penalties 
unless an exemption applies. 4Once you reach age 59½ with an account that has been opened for at least five years, you may qualify for tax-free withdrawals of both Roth 
contributions and any accumulated earnings. 5Penalties end at age 65 for HSA and generally at age 59 ½ for Roth and Pretax. Distributions of contributed assets from Roth 
accounts are tax- and penalty-free. HSA distribution penalty is applicable to non-qualified (non-QME) distributions.  6The SECURE 2.0 Act of 2022 was signed into law in late 
December 2022 and changes the Required Minimum Distribution (RMD) age to 73 for individuals who turn 72 on or after January 1, 2023. By April 1 following the year you reach 
age 73, you must begin to withdraw a certain amount of money annually from your retirement account(s). If you are still working with the company that sponsors your plan, you 
may be allowed to delay your first RMD until the April 1 following the year in which you retire. For each year following the year you reach your RMD age (or retire, if later—as 
applicable) the deadline is December 31. The SECURE 2.0 Act of 2022 provides that the RMD age will change again to 75 in 2033.

It’s time to include health care  
in a holistic retirement strategy
Health care costs are a significant concern for employees and employers. Historically, health care and 
retirement savings have largely been kept separate, but health care expenses are now being considered a critical 
component of a holistic retirement savings strategy. As health care is increasingly considered through the lens of 
retirement wellness, employers need to understand the savings options available.

Pretax and Roth retirement accounts, along with Health Savings Accounts (HSAs), are three common ways that 
many employees can save for health care expenses in retirement. It’s important to consider the advantages of each.

Understand the differences in health care savings options
The chart below reflects Roth and pretax employer-sponsored plans (as opposed to IRAs) unless noted.

ACCOUNT TYPES PRETAX ROTH HSA

Contributions1 Excluded from
taxable income

Not excluded from
taxable income

Excluded from
taxable income

2024 Maximum 
Annual Contributions

$23,000 retirement plan
$7,000 IRA2

$23,000 retirement plan
$7,000 IRA2

$4,150 individual
$8,300 family

Distributions Limited access3 Limited access3 Qualified medical expenses
(QME): No tax or penalty

Taxes on Distributions Ordinary rate Tax-free if qualified4 Tax-free if used to pay QME

Distribution Penalty5 10% on early distributions 10% on early distributions 20% on non-QME distributions

Required Minimum
Distributions (RMDs)

Begin at the later
of age 73 or retirement6 None None

Tax Treatment for
Non-spouse Heirs

Ongoing tax deferral
(subject to RMD requirements)

Ongoing tax-free
(subject to RMD requirements)

Value immediately subject
to ordinary income tax

Advantages 
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Using Variable Annuities 

Overcome Concerns About  
Retirement Health Care Costs

Affording health care costs is a concern for people of all ages. According to our research, two of the top three spending 
concerns for retirees are out-of-pocket health care expenses (63%) and health insurance premiums (55%).1 
Health care costs fall into two categories:

1)  Fixed — Regular costs of Medicare insurance premiums, that can be budgeted for and paid from monthly income sources. 
2)  Variable — Out-of-pocket expenses and/or costs for emergencies and unplanned expenses, that can be paid from 

savings or other investment sources.
Separating fixed and variable expenses can help people better plan for health care expenses in retirement.

Source: 1 T. Rowe Price Retirement Savings and Spending Study (2022). 2 T. Rowe Price estimates based on projected 2024 Medicare premiums and data from the Health and Retirement Study (HRS). 
Health and Retirement Study (HRS) public use dataset. Produced and distributed by the University of Michigan with funding from the National Institute on Aging (grant number NIA U01AG009740). 
Ann Arbor, MI. Costs are for retirees covered by Traditional Medicare (Parts A and B) and a Prescription Drug Plan (Part D) and are rounded to the nearest hundred.

How Health Care Costs are Split2

50th Percentile (Median)

$3,500
90th Percentile

$8,300

Total Annual Health Care Costs (per person)2 

of expenses are fixed  
and go to premium costs73%
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Typical
$3,500

50thPercentile 90th

Extreme
$8,300

Historically, retiree health care costs have been a scary subject and a challenging 
financial puzzle. Our research and analysis helps take the guesswork out of planning. 
The following three-step approach provides a structure for taking action.

1. Understand and plan for the costs
Lost in the retiree health care discussion are key facts that 
bring the challenge down to size.

Costs are predictable: Projections for retiree health 
care expenses are often presented as lump-sum, lifetime 
figures. But actual costs are typically more modest and 
predictable, and best viewed as annual expenses. Half of 
retirees will pay less than $3,500 annually, and only 10% 
will pay more than $8,300 annually.

Total annual health care spending

2. Focus on the typical; be aware of the 
extreme
In addition to total annual health care spending, retirees 
may experience health care “shocks”—an increase in out-
of-pocket health care expenses over a two-year period.  
Understanding what these look like, as well as end-of-life 
expenses (the amount spent over the last two years of  
life at the age of death), can help with planning.

The typical and the extreme

50th 
percentile

90th 
percentile

Health care “shocks” $2,000 >$5,000

End-of-life spending $3,400 $85,200

Source: T. Rowe Price estimates from Health and Retirement Study 
(2012–2018). Expenses are measured in 2022 dollars.

The Real Costs  
of Retiree  
Health Care
Key Takeaways

Source: T. Rowe Price estimates based on 2024 Medicare premiums 
(for Medicare Parts A, B, and D) and data from the Health and 
Retirement Study (2020). All costs are rounded to the nearest hundred.


