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Many people assume Medicare will cover most of their
health care costs when they retire, and that Medicaid,
the health care program for the poor, will cover them if
they need nursing home care. However, neither program
guarantees a low-cost ride through retirement.
Research has shown that seniors can
expect Medicare to cover only about
half of their medical expenses, on average. According to Fidelity Investments, the average senior retiring at
age 65 this year will need $240,000 to
pay the out-of-pocket costs of health
care for the rest of his or her life.
Seniors and Out-of-Pocket
Expenses. Seniors spend more per
capita on out-of-pocket health care
expenses than any other age group.
The 2004 National Health Expenditure Survey found that:
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n Seniors age 65 and over spent
an average of $4,888 per
capita annually out of pocket
for deductibles, copayments,
premiums and other health
care expenses not covered by
insurance.
n Their spending is more than twice
as high as the average nonelderly
adult.
n The largest expenditures occurred
among those 85 and older, who
spent an average of $8,304,
compared to $5,066 for seniors
ages 75 to 84, and $3,851 for those
65 to 74. [See Figure I.]
Seniors and Medicare. There are
three potential cost components to the
Medicare program for seniors. Part A,
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which covers inpatient hospital stays
and rehabilitation, is paid for through
all employees’ payroll taxes, but seniors still face copays and deductibles. Part B mainly covers physician services and is partially paid for
through premiums deducted from seniors’ Social Security benefits checks.
Part D, the prescription drug benefit enacted in 2006, is provided by
private insurance plans approved by
Medicare. Premiums vary by plan
and geographic area, but the monthly
average is about $24 and the average
out-of-pocket deductible for 2009 is
$295. However, there is a so-called
“donut hole” in Part D plan benefits.
Once seniors have used $2,700 in
drug benefits, they pay the full cost
of drugs until they spend a total of
$4,350 out of pocket. [See Figure II.]
In addition, there are potentially
expensive “Medigap” plans available
to fill the coverage gaps in Parts A
and B. Many lower-income seniors
turn to Medicare Advantage plans offered by private insurers. The coverage is more comprehensive than traditional Medicare, but enrollees pay
only a single, government-subsidized
premium.
Seniors and Medicaid. Since
Medicare does not cover long-term
nursing home care, many seniors depend on Medicaid. In fact, Medicaid
picks up the tab for about 42 percent
of aggregate nursing home costs.
However, seniors must meet income
and asset requirements, which vary
by state. Many seniors deplete their
assets to qualify. For instance:
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ance, it still averages over $4,500 a
year.
Seniors should look for ways to
reduce their health care expenses.
Many seniors can avoid the Part D
coverage gap. Medicare.gov is a Web
site seniors can use to estimate their
monthly costs for drugs and premiums under different Part D plans. It
also offers suggestions for therapeutic substitutes that may cost less than
prescription drugs.
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