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Most retirees will have access to Medicare at age 65, but many planning for retirement do not
have a clear understanding of what Medicare covers, what additional options are available, or,
most importantly, what savings they'll need to cover their cost of healthcare in retirement.

Retiree Health Cost Index: The 2025 cost of healthcare in
retirement

Milliman's Retiree Health Cost Index (RHCI) is the amount of savings (net of taxes) needed at age 65 to pay for a retiree’s
remaining lifetime healthcare costs, assuming an investment return of 3.0% per year. The RHCI was established in 2022,
with the goal of providing a market-leading, useful benchmark for recent and future retirees and their retirement
planners.

A healthy (average cost) 65-year-old retiring in 2025 is projected to spend a substantial amount for healthcare over the
course of their remaining lifetime. Figure 1 shows the expected costs, including both premium and out-of-pocket costs,
for both a male and female retiree under two typical coverage options.

Figure 1: Projected remaining lifetime healthcare expenses for a healthy 65-year-old retiring in 2025*
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* These figures are not intended to illustrate a preference for one approach to Medicare coverage over another.
Healthcare costs may vary substantially between individuals, and the best option for each beneficiary should
consider more than just the overall cost, as discussed throughout this paper.

** This is the amount of savings (net of taxes) needed at age 65 to pay a retiree’'s remaining lifetime “total spend”,
assuming an investment return of 3.0% per year.

*** Higher female costs are largely a result of a longer life expectancy compared to males.

For retirees, it is important to keep in mind that just how much you will pay in retirement may vary substantially from the
average amounts in Figure 1 and is dependent on your individual circumstances. There are factors you can control, such
as when you retire, where you live during retirement, or what benefit plan you choose. You will have less control over
factors such as your health status or how long you will live, both of which are primary drivers of how much your
healthcare will cost. The costs for the average retiree presented in Figure 1 are a helpful starting point, but you must
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consider all these factors and more to ensure you are financially prepared to address your healthcare needs during

retirement.

How have healthcare costs for retirees changed in 20257

Figure 2 compares the savings needed for a 65-year-old couplel retiring in 2025 to our estimates from the previous three
years. Relative to our 2024 estimates, we project our hypothetical couple retiring in 2025 will need to save approximately
$7,000 less if they have Original Medicare plus Medigap and Part D coverage, and $1,000 more if they have Medicare
Advantage plus Part D coverage, all else being equal.

Figure 2: Savings needed for a healthy 65-year-old couple retiring, by year
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Drivers of change

Figures 3 and 4 show the change in overall savings to fund healthcare costs relative to our 2024 estimates, broken down

by various components.

Figure 3: 2024 to 2025 changes by component - Original Medicare plus Medigap Plan G plus Part D

CHANGE IN SAVINGS NEEDED

MEDIGAP PREMIUM . 0.3%

PART D PREMIUM -1.8% _

PART B PREMIUM _ 2.0%
OOP EXPENSES . 0.3%

PROJECTED FUTURE INFLATION -2.5%

In particular, we observed the following:

Medigap premium. The premium increase reflects an overall cost trend in the Medicare population, including changes in
Original Medicare cost sharing covered by Medicare Supplement carriers offering Plan G, which is largely offset by a
decrease in the assumed administrative costs as a percentage of premium.

Medicare Part D premium and out-of-pocket (OOP) expenses. In light of the significant changes to the Medicare Part D
program from the Inflation Reduction Act (IRA), CMS is conducting a voluntary premium stabilization demonstration for
years 2025-20272, which limits premium increases while providing additional risk protection for carriers. A key
component of the demonstration is a uniform reduction of $15 to the base beneficiary monthly premium. While the lower
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cost sharing provisions of the IRA likely resulted in higher required premiums, average premiums from 2024 to 2025
have actually decreased given that 99% of beneficiaries are enrolled in individual Part D plans that are participating in
the demonstration,2 and many beneficiaries moved to lower premium plans.

Projected Part D OOP expenses are lower, driven by the maximum spend being reduced to $2,000, effective in 2025.

Medicare Part B premium and OOP expenses. The Medicare Part B premium and deductible are higher, mainly due to
projected price changes and assumed utilization increases that are consistent with historical experience, per the
Centers for Medicare and Medicaid Services (CMS).2

Projected future inflation. Short-term projected healthcare trends have decreased from last year. This is offset slightly
by increases in medium-term trends.

Figure 4: 2024 to 2025 changes by component — Medicare Advantage plus Part D (MAPD)

CHANGE IN SAVINGS NEEDED

MAPD PREMIUM ~0.6% -

PART B PREMIUM _ 2.5%

OOP EXPENSES

PROJECTED FUTURE INFLATION —2.6%—

MAPD premium and OOP expenses. About a quarter of states saw an average premium increase, although the highest

1.2%

increases were generally in states with smaller markets. The remaining states saw average premium decreases, including
most of the larger markets, leading to an overall decrease nationwide. Continued market competition remains a main
driver of premium decreases.

The new $2,000 out-of-pocket limit for Part D plans in 2025 significantly reduced member cost sharing. In response to
this and other revenue pressures, many plans responded by adjusting other parts of the plan design (e.g., increased
deductibles and coinsurance for higher cost drugs). Plans also made their medical benefits leaner through a variety of
mechanisms — higher out-of-pocket maximums, higher cost sharing, and less rich supplemental benefits. The result was
an expected overall increase to projected OOP costs in 2025, which is a notable shift after several years of decreases.

Changes in Medicare Part B premiums and projected future inflation under the MAPD pathway are similar to those
previously described under the Medigap pathway.

What coverage options do Medicare-eligible retirees have?

Most retirees are eligible for Medicare at age 65 (or earlier, in some cases). Figure 5 gives a brief overview of the medical
and prescription drug coverage options available to retirees through Medicare.
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Figure 5: Medicare coverage options and costs for retirees in 2025

ORIGINAL MEDICARE
PART A U, PART B .Uy PARTC
Hospital Insurance ° Medical Insurance ’ Medicare Advantage
Inpatient hospital Medically necessary and » Replaces Original Medicare
services, skilled nursing, preventive services and (covers same benefits)
and hospice supplies not covered . Offered by private insurers
under Part A _
» Plans often include
supplemental benefits
Costs °© Costs & Costs
* No premium for most « $185 monthly * Monthly premiums range
. $1676 deductible premium (more for from $0 to $100+
: hioh i . _
- Coinsurance for stays 'S |ncome§) Part B premium
over 60 days ) $2§’7 de_ductlble, then » Cost sharing (variable plan
|| | 20% coinsurance a design), with max spend

AN\ MEDIGAP PART D
Supplemental Plan Prescription Drugs
+ “Wraparound” insurance that covers a portion of cost * Add-on to Original
sharing under Original Medicare M_edlcare or Integrated
« Standardized plans identified in most states by letters ° with Part C _ _
« Purchased separately from Original Medicare » Offered by private insurers
« Offered by private insurers
Costs
Costs (Plan G) * Monthly premiums range
from $0 to $200 (more for
« Nationwide average monthly premium of $174 high incomes)
* No cost sharing other than Part B deductible « Deductible of $0-$590
» Cost sharing (variable plan
For other lettered Medigap plans (A-N), premiums are generally design), with max spend of
lower and cost sharing is generally higher than Plan G. $2,000

Figure 5 sources: See references 5,6,78,9.

Medicare coverage options and costs

We review costs under the two most common pathways taken by Medicare-eligible retirees on the individual market:

1. Original Medicare plus Medigap plus Part D (Medigap)
e We assume Medigap Plan G, as it is the most popular plan for new enrollees.

e We assume the 2025 Part D standard benefit design.19
2. Medicare Advantage plus Part D (MAPD)
e We assume an enrollment-weighted average premium and OOP cost across all MAPD plansil (i.e., not limited

to a specific plan design).

Although the majority of Medicare beneficiaries obtain healthcare coverage under either Medigap or Medicare
Advantage,l2 we acknowledge retirees may have other coverage, such as employer-sponsored coverage, Medicaid, or
Veterans Affairs healthcare that would likely reduce their exposure to healthcare costs during retirement. Retirees may
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also choose not to add any supplemental coverage to Original Medicare, which may increase or decrease overall
healthcare spending, depending on utilization.

Original Medicare plus Medigap (Plan G) plus Part D (standard benefit)

A healthy 65-year-old male retiring in 2025 is projected to spend approximately $275,000 on healthcare expenses

during his retirement. The retiree is assumed to have a life span of 88 years. To cover these future healthcare expenses in
today’s dollars, he needs $185,000 in savings in 2025.

A healthy 65-year-old female retiring in 2025 is projected to spend approximately $313,000 on healthcare expenses

during her retirement. The retiree is assumed to have a life span of 90 years. To cover these future healthcare expenses
in today’s dollars, she needs $203,000 in savings in 2025.

If the female retiree lives the same number of years as the male (to age 88), she is projected to spend approximately
$271,000 ($4,000 less than the male). She needs $183,000 in savings in 2025 to cover these future healthcare
expenses in today's dollars.

Medicare Advantage plus Part D

A healthy 65-year-old male retiring in 2025 is projected to spend approximately $128,000 on healthcare expenses

during his retirement. The retiree is assumed to have a life span of 88 years. To cover these future healthcare expenses in
today'’s dollars, he needs $87,000 in savings in 2025.

A healthy 65-year-old female retiring in 2025 is projected to spend approximately $148,000 on healthcare expenses

during her retirement. The retiree is assumed to have a life span of 90 years. To cover these future healthcare expenses
in today'’s dollars, she needs $96,000 in savings in 2025.

If the female retiree lives the same number of years as the male (to age 88), her costs are projected to be about the
same as the male retiree.

Comparing Medigap and Medicare Advantage
Figure 6 highlights some of the key differences between a typical Medigap and Medicare Advantage plan.

Figure 6: Medigap vs. Medicare Advantage

Same as Original Medicare. Often also
Services offered Same as Original Medicare. includes other supplemental benefits (dental,
vision, hearing, etc.).
Relationship to Original “Wraps around” Original Medicare to provide o ]
. Replaces Original Medicare.
Medicare coverage for out-of-pocket (OOP) costs.
Part D prescription Not included. Would need to be purchased _ , . .
Typically included, referred to as “MAPD" plan.
coverage separately.
. . . Typically more limited than Original
Provider network Same as Original Medicare. . 13
Medicare==.
Prior Generally no prior authorization or referral May require prior authorization and/or a
authorization/referrals required. referral.
Premium level Varies widely based on age, geography, and plan Varies widely based on geography and plan
design. Generally higher than MA. design. Generally lower than Medigap.
Limited cost sharing provides greater protection Varies widely, with potentially high limits and a
Out-of-pocket costs against unexpected OOP costs at the expense of risk of substantial additional costs. Includes a
higher monthly premiums. maximum OOP cost limit.

While retirees cannot be enrolled in both Medigap and Medicare Advantage at the same time, you may switch between
plan types during annual open enrollment periods. Medigap premiums are often “issue-age” and may cost more at ages
after 65 if enrolling late or switching from MA. Medigap insurers may also charge more or not offer coverage at all if you
are applying for Medigap coverage after an initial six-month enrollment period (starting the first month you have
Medicare Part B and are 65 or older), based on a review of your health conditions. MA plans cannot consider your health
conditions in determining eligibility to purchase a plan or to charge different premiums.
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Choosing which coverage option is right for you will depend on your individual situation. A healthier retiree who values
lower premiums over freedom to choose any healthcare provider may prefer Medicare Advantage. A retiree with higher
expected healthcare utilization either currently or expected in the future may prefer Medigap. Whatever your situation, it is
important to understand the options available to you and their differences so you can make the best decision for both your
health and your finances.

Financial impact of retiring earlier or later than age 65

Financial impact of retiring earlier

Most people cannot apply for Medicare until age 65. If you retire before then, your healthcare costs will generally be
much higher. For example, if you retire five years earlier, at age 60, you can expect to pay approximately the following
over your remaining lifetime:

e 56% more for healthcare expenses than if you wait until age 65 and enroll in Original Medicare plus Medigap (Plan
G) plus Part D (standard benefit)

e 90% more for healthcare expenses than if you wait until age 65 and enroll in an MAPD plan

Note that the healthcare costs prior to age 65 are the same in each scenario and reflect premium and OOP costs for a
nationwide average public exchange bronze plan!2 with no assumed Premium Tax Credits.12 The relative increase is
higher for the MAPD plan because the projected costs after age 65 are lower than under the Medigap pathway.

Financial impact of retiring later

Conversely, delaying retirement allows retirees to boost retirement savings and continue earning income and employer-
sponsored benefits, including healthcare. This can also mean significant healthcare cost savings. For example, if you
retire five years after turning age 65 (at age 70), you can expect to pay approximately the following over your remaining
lifetime:

e 29% less for healthcare expenses than if you retired at age 65 and are enrolled in Original Medicare plus Medigap
(Plan G) plus Part D (standard benefit)

e 29% less for healthcare expenses than if you retired at age 65 and enrolled in an MAPD plan

Taking your health into consideration

OOP costs for healthcare are an important part of retirement planning, and how much you will spend depends on a
variety of health factors:

1. Your current health status, including heart problems, arthritis, and other chronic or recurring ailments
2. Risk factors that could affect your future health status, such as tobacco use or high blood pressure

3. The level of financial risk that you are willing to take on (or withstand) by trading off lower premiums for higher
deductibles and OOP costs

Retirees with above-average health
Healthier retirees (representing the average of the lowest-cost third of Medicare beneficiaries) can expect to spend

approximately the following over their remaining lifetime:

* 10% less on healthcare costs for Original Medicare plus Medigap (Plan G) plus Part D (standard benefit)

e 23% less on healthcare costs for an MAPD plan

Retirees with below-average health

Retirees with below-average health (representing the average of the highest-cost third of Medicare beneficiaries) can
expect to spend approximately the following over their remaining lifetime:

* 15% more on healthcare costs for Original Medicare plus Medigap (Plan G) plus Part D (standard benefit)

e 34% more on healthcare costs for an MAPD plan

Even if you don't have any current health issues, it is important to consider that your health status can change rapidly.
There is great potential for considerable healthcare spending in the later years of life, especially if you have a chronic
condition or an acute episode, such as a heart attack or stroke. If you have health issues or are at risk for developing
health issues, consider addressing this potential risk by budgeting for a below-average health status in retirement.
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Life span considerations

While you can’t control your life span, you should plan for it. A range of plus or minus five years in life span can increase
or lower retirement healthcare costs significantly. Under either plan option:

¢ Living five years longer increases the projected amount you may spend by approximately 41%.

e Living five years less reduces the projected amount you may spend by approximately 32%.

Cost variation by state

When it comes to the amount you will pay for healthcare in retirement, where you live can also be a significant factor.
Although Original Medicare has standardized costs that are the same in each state, the cost of Medicare Advantage,
Medigap, and Part D plans can vary greatly by state. The maps in Figures 7 and 8 show which states have higher, lower,
and average costs for each pathway: for Original Medicare plus Medigap plus Part D and for Medicare Advantage plus
Part D, respectively.

Figure 7: Total spend by state — Original Medicare plus Medigap Plan G plus Part D
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$320,000

$300,000
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$260,000

— $240,000

— $220,000

Dollar amounts reflect projected remaining lifetime healthcare expenses for a healthy 65-year-old retiring in 2025
with a life span of 88 years.
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Figure 8: Total spend by state — Medicare Advantage plus Part D (MAPD)
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Dollar amounts reflect projected remaining lifetime healthcare expenses for a healthy 65-year-old retiring in 2025
with a life span of 88 years.

Trend variation

There is extensive research supporting the trend model used to develop these projections. However, this is a long-term
projection, and a lot can change over the course of 25 years. Variation in medical trend of just plus or minus 1% per year
can increase or lower retirement healthcare costs significantly.

e Higher trend of +1% per year increases the projected amount you may spend by approximately 15%.

e Lower trend of -1% per year decreases the projected amount you may spend by approximately 13%.

Summary

Healthcare expenses are an important, and sometimes overlooked, component of overall retirement planning. Start by
asking yourself the following questions, and even discuss some of them with your healthcare and financial advisors:

e What is my health status (average, above average, or below average), and will that health status change over time?
What can | do to affect my health status now and in the future?

e At what age am | going to retire?
e At what age am | going to enroll in Medicare, and what other types of coverage will | need?

¢ Do my healthcare providers participate in Medicare Advantage plans? If not, am | willing to switch providers to
access reduced premiums with Medicare Advantage?

¢ Do | want to pay higher premiums for the freedom to see any healthcare provider | choose, or am | willing to limit
my choices to in-network providers to pay lower premiums?

e Do I want to spend less money on my retirement healthcare plan monthly premiums and take on more risk for OOP
expenses?

e Where will | live in my retirement years, and how will it affect my health costs?

¢ How should | change my retirement savings strategy to pay for the retirement healthcare plan of my choice?

By taking a realistic look at your health status and healthcare expenses as part of your overall retirement plan, and
budgeting accordingly, you position yourself to enjoy a less stressful, financially healthier retirement.

Sources and assumptions

Projected costs have been calculated using the following assumptions:
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e Projected costs are based on the Milliman Health Cost Guidelines™ and premium information obtained from CMS.
Premiums prior to age 65 reflect a weighted average of all individual bronze plans, based on projected 2025
enroliment.18

e Projected costs include both premiums and OOP expenses for the medical and prescription drug plans and
benefits outlined under each option, limited to Medicare-covered medical costs and Part D-covered drug spending.

e Although MAPD OOP spending often includes supplemental benefits—dental, vision, hearing, over-the-counter
(OTC) drugs, etc.—we have excluded the estimated value of these benefits to provide a closer parallel between the
MAPD and Medigap pathways presented.

e The health status of the retiree is assumed to be average for their entire life span. This average is based on a typical
commercially insured population in the Milliman Health Cost Guidelines.

e Expected life span for a current 65-year-old male and female is based on the 50th percentile using the PubG-2016
mortality tablelZ for general populations with mortality improvement scale MP-2021, adjusted for 2024 by the
IRS.18

* To calculate increasing healthcare costs over time, Milliman estimates a future medical trend of 4.7% annually over
the next 25 years. This estimate is derived using long-term economic and medical assumptions based on the
Getzen-SOA trend model2 and Milliman research. Trend estimates do not reflect any reported claims experience
from 2025 or carrier rates for 2026.

e Aging trend is also included, in addition to medical trend, where applicable (i.e., OOP expenses are generally
expected to be higher for older retirees).

e For calculations of present values in today’s dollars (i.e., needed savings net of taxes), an investment return of 3.0%
per year is used.

Limitations and qualifications statement

The information contained in this report has been prepared by Milliman for the purpose of retirement planning. The data
and information presented may not be appropriate for any other purpose.

The illustrations, graphs, charts, and examples used herein are for demonstrative and/or educational purposes only.
None of these illustrations, graphs, charts, and examples represent or reflect any particular investment or retirement
opportunity, are not a guarantee of results of any kind, and are not intended for reliance by anyone for retirement income
or retirement healthcare expense expectations.

Any distribution of the information should be in its entirety. Any user of this report must possess a certain level of
expertise in actuarial science and healthcare modeling so as not to misinterpret the information presented.

The projection of retiree healthcare costs is a complicated exercise, and actual results will vary from projections for a
variety of reasons, including but not limited to changes in the following key factors:

1. Laws, regulations, and rules governing healthcare plans in the United States at the federal and state levels, such as
changes to the Medicare eligibility age and state Medicaid eligibility requirements

2. Market forces that impact healthcare costs and plans that are available to retirees
3. Changes in health status of retirees

4. External shocks, such as epidemics or trends in new diseases

All of these factors may have a material effect on retiree healthcare costs. Thus, it is important to continually monitor all
of the factors influencing healthcare costs and modify projections as needed.

Milliman makes no representations or warranties regarding the contents of this report to parties that receive this report.
Parties are instructed that they are to place no reliance upon this report prepared by Milliman that would result in the
creation of any duty or liability under any theory of law by Milliman or its employees. Parties receiving this report must
rely upon their own experts in drawing conclusions about the premium rates, OOP costs, trend rates, and other
assumptions.

Milliman has developed certain models to estimate the values included in this report. The intent of the models was to
estimate future expected premiums and OOP claims costs. We have reviewed the models, including their inputs,
calculations, and outputs, for consistency, reasonableness, and appropriateness to the intended purpose and in
compliance with generally accepted actuarial practice and relevant actuarial standards of practice (ASOP).
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The models rely on data and information as input to the models. We have relied upon certain data and information (as
described above) for this purpose and accepted it without audit. To the extent that the data and information provided is
not accurate, or is not complete, the values provided in this report may likewise be inaccurate or incomplete.

The models, including all input, calculations, and output, may not be appropriate for any other purpose.

We performed a limited review of the data used directly in our analysis for reasonableness and consistency and have not
found material defects in the data. If there are material defects in the data, it is possible that they would be uncovered by
a detailed, systematic review and comparison of the data to search for data values that are questionable or for
relationships that are materially inconsistent. Such a review was beyond the scope of our assignment.

Guidelines issued by the American Academy of Actuaries require actuaries to include their professional qualifications in
all actuarial communications. The authors of this report, who are credentialed actuaries, are members of the American
Academy of Actuaries and meet the qualification standards for performing the analyses contained herein.
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