Nationwide
Retirement InstituteSM
Health Care

The Affordable Care Act
How the law could impact health care costs and potentially
create retirement planning opportunities

Nationwide ® is committed to
helping people prepare for and
live in retirement with guidance
from financial advisors.
As part of this commitment, the Nationwide Retirement InstituteSM breaks down and
simplifies complex topics related to clients’ financial well-being, such as the cost of
retirement health care. This helps advisors access relevant insights to use and share
with clients, while fueling meaningful and productive conversations.
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The Affordable Care Act
The Patient Protection and Affordable Care Act (ACA), also known as “Obamacare,” passed in
2010. Its provisions gradually have been going into effect since then. Despite disagreements
about the law, it’s likely to have a significant impact on how Americans approach their
retirement years, since one of the biggest expenses individuals face during retirement is the
cost of health care.

Health care costs are a significant piece of the retirement planning puzzle.
In this paper, we present key details of the ACA that are relevant to retirement expense
planning and help explain how the law might help some older Americans retire early.
This summary guide is based on current information available and is subject to change in the
future. It is not intended to be a comprehensive overview of all sections and/or provisions of
the ACA, but only outline key features. Please refer to your tax advisor or benefits specialist
for more details.
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Key health care coverage
provisions of the ACA
The ACA features notable changes, such as:
Access to health care
• Requires most individuals to have health insurance beginning in 2014
• Creates the public Health Insurance Marketplace (health insurance exchanges) to help consumers
comparison shop providers
• Makes coverage more affordable for those who qualify through premium and cost-sharing credits
for plans purchased on the exchanges for those who don’t have access to public coverage or
affordable employer coverage
• Allows young adults to remain on their parents insurance until age 26
New consumer protections
• Prohibits health insurers from denying coverage to people for any reason, including health status
and preexisting conditions
• Prevents health insurers from charging higher premiums based on gender and health status (other
than smoking)
• Prohibits health insurers from imposing lifetime limits on coverage or rescinding coverage (except
in cases of fraud)
Improving quality and lowering costs
• Requires insurers to provide comprehensive coverage that includes a minimum set of services and
caps annual out-of-pocket spending
• Requires plans to cover certain preventive services with no cost sharing
• Creates prescription discounts for seniors in the Medicare Part D “doughnut hole”
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The individual mandate
The individual requirement to obtain health insurance has received a lot of attention, but not all
Americans must obtain coverage. Here are some exceptions and how the penalties are calculated.
Coverage must meet the requirements for minimum essential coverage under the ACA.

Some exceptions to the individual mandate
• Low income individuals who don’t file tax returns
• Any individual who would spend more than 8% of their income on health insurance annually
• Undocumented immigrants
• Individuals with coverage gaps of less than 3 months
• Medicare recipients are considered covered and have satisfied the mandate

Employer-based health insurance
Individuals with employer-based insurance are considered covered. They may shop the marketplace
for coverage, but their employer would not be required to contribute to that cost.

Penalties for those without coverage

Penalty is the
greater of1

2014

2015

2016

After 2016

Per person
penalty2

$95

$325

$695

Maximum
per family

$285

$975

$2,085

Annual
cost-of-living
adjustment

Percentage of taxable
income

1.0%

2.0%

2.5%

2.5%

Dollar
amount

Overall cap: a household’s penalty is capped at a dollar figure based on the cost of a bronze-level health insurance policy. The penalty
cannot be greater than the national average premium for bronze coverage in an exchange.
2
Per person for up to three adults. The penalty for children younger than 18 is 50% of the adult penalty ($47.50 in 2014).
1
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Considering early retirement
By potentially making health insurance more available to some older Americans, certain aspects of the
ACA could help facilitate early retirement opportunities.

1.
2.
3.
4.

Guaranteed coverage (cannot be denied for preexisting conditions)
Access to multiple insurers through health insurance exchanges
Potentially lower health care expenses for older Americans
Potential tax benefits for some individuals and families

1. Guaranteed coverage
The ACA prohibits exclusions for preexisting conditions. Rates now can be based only on family size,
geographic area, age and tobacco usage.3 So, an older American with a preexisting condition can’t be
denied coverage, and they won’t pay higher premiums based on preexisting conditions.

64%

Of those workers who plan
to retire later, 64% aged
50 and older cite keeping
their health care coverage
as their reason for waiting4

76%

76% of those delaying
retirement base their
retirement date on their
Medicare eligibility5

Health Insurance Market Reforms: Rate Restrictions, Kaiser Family Foundation (June 2012).
Retirement Planning In a Post-Crisis Economy. Towers Watson (January 2012).
5
Ibid.
3

4
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2. Health insurance exchanges
The ACA establishes state/federal health insurance exchanges and sets criteria for public
exchanges. Exchanges are intended to increase competition, provide transparency and assist
individuals and families in finding an appropriate insurance plan.
• Everyone will have access to either a state or federal exchange, collectively referred to as the
Health Insurance Marketplace, from which they may purchase insurance
• Exchanges, which are run by either the state, federal government or both together, are intended to
cover Americans of all ages; because the costs are shared by a larger group, some older Americans
could experience lower costs
• All plans offered through the marketplace offer the same essential health care benefits, such as
ambulatory and emergency services, hospitalization, prescription drugs, rehabilitative services,
laboratory services, and preventive and wellness services, among others
• Out-of-pocket maximums (not including premiums) for all plan levels for 2014 are $6,350 for
individuals and $12,700 for families

Exchanges have four plan categories with varying types of coverage
Lowest deductibles
and coinsurance rates

Platinum
Cover 90% of
standard expenses

Gold
Cover 80% of
standard expenses

Lowest
premiums

Silver
Cover 70% of
standard expenses

Bronze
Cover 60% of
standard expenses

Highest deductibles
and coinsurance rates

8

Highest
premiums

3. Potentially lower health care expenses for older Americans
Fewer underwriting requirements
Limited medical underwriting requirements — aside from geographic location, family
coverage, age and tobacco usage — mean those with preexisting conditions who might
have paid more for premiums in the past, could find that their premiums have become
more affordable.

Preventive care 100% covered
Under the ACA, preventative care must be covered by plans, so those direct costs
will cease.

3:1
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3-to-1 ratio
Because the ACA limits the premium cost difference allowed between the oldest and
youngest insured individuals to a 3-to-1 ratio, premiums for some older Americans
potentially could decrease.6 Previously, the ratio was typically 5-to-1. Research suggests
this 3-to-1 could result in a savings of around 10% for adults older than 57, versus the
old ratio.7

The young are the restless: Demographic changes under health reform, Milliman (2011).
Why the ACA’s Limits on Age-Rating Will Not Cause Rate Shock: Distributional Implications of Limited Age Bands in Nongroup
Health Insurance, Robert Wood Johnson Foundation and the Urban Institute (March 2013).
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4. Potential tax benefits for some individuals and families
Individuals and families whose modified adjusted gross income (MAGI) falls below 400% of the
federal poverty level could be eligible for a subsidy under the ACA. For a married couple, that
would be equal to a modified adjusted gross income of $62,040. These tax credits can be paid
directly to an insurance carrier to lower an individual’s premium costs or claimed when filing taxes.

54%

of households consisting of individuals
aged 55 to 64 have income levels below
400% of federal poverty level.8

39%

In 2011, 39% of uninsured individuals younger
than age 65 earned between 139% and 400%
of the federal poverty level.9

8
9
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Current Population Survey, 2013 Annual Social and Economic Supplement, Table POV01; U.S. Census Bureau (2013).
The Uninsured: as a Share of the Nonelderly Population by Poverty Levels and Family Type, Kaiser Family Foundation (2011).

Premium subsidies might benefit early retirees based
on their modified adjusted gross income (MAGI)
ACA 2014 annual premiums and subsidies10 (assumed age 60, U.S. cost average, silver plan)
400% federal
poverty level (FPL)

Max premium at
400% of FPL
(9.5% of income)

Total expected
policy premium

The difference =
potential annual
subsidy

Single

$45,960

$4,366

$6,880

$2,514

Married couple

$62,040

$5,894

$13,761

$7,867

Married couple
+1 child

$78,120

$7,421

$15,371

$7,949

Planning Opportunities
Financial activities that impact modified adjusted gross income11

AGI*

+

Non-taxable Social
Security benefits
+

Increase MAGI
• Social Security benefits —
count as income
• Withdrawals from taxable
retirement accounts
• Capital gains
• Interest from municipal bonds

Tax-exempt interest

+

Decrease MAGI
• Contributions to traditional
401(k), 403(b) or 457 plan
• Capital losses

Foreign-earned income

=

MAGI

No Impact on MAGI
• Roth IRA distributions
• Roth retirement plan
distributions
• Loans from life insurance policies

* Line 4, if you filed a Form 1040EZ; Line 21, if you filed a Form 1040A; Line 37, if you filed a Form 1040.
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Congressional Research Service, Kaiser Family Foundation, interactive subsidy calculator (January 2014).
Modified adjusted gross income under the Affordable Care Act Center for Labor Research and Education, University of
California, Berkeley (November 2013).
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Current Medicare recipients
Medicare isn’t part of the exchanges, so individuals don’t have to replace Medicare coverage with
marketplace coverage. But, aspects of the ACA do impact Medicare recipients.

Closing the gap: Medicare Part D “doughnut hole”
As of 2014, once an individual and their insurance plan have spent $2,850 on covered prescription drugs
(combined amount, plus deductible), that individual is in a “coverage gap,” during which time the
individual must pay a significant portion of additional costs out of pocket, until the catastrophic coverage
level is reached ($6,765).
From 2014 until 2020, the coverage gap gradually is reduced under the ACA. So, by 2020, individuals
will pay only 25% of the cost for covered brand-name and generic drugs during the gap.

Percentage paid by the insured during the coverage gap, or “doughnut hole”
72%

Brand-name drugs
Generic drugs

65%
58%
47.5%

2014

45%

2015

45%

2016

51%
40%

44%
35%

2017

2018

37%
30%

2019

25% 25%

2020

A word about long-term care — the ACA doesn’t cover it.
• Only 28% of affluent boomers realize the ACA doesn’t cover long-term care12
• Medicare covers some long-term care costs, but only up to 100 days (after a
three-consecutive-day stay in a hospital under treatment)13
• Medicaid covers long-term care expenses for individuals with assets of $2,000 or less
(countable assets according to Medicaid regulations; varies by state), and covered
care could be limited to a nursing home11
Consider talking with your advisor about planning for long-term care needs.

12
13

12

Nationwide Health Care and Long-term Care Study (October 2013).
Medicare.gov.

Additional taxes
As advisors and clients consider the impact of the ACA on retirement timing, they should remember
that, starting in 2013, some Americans began to face additional taxes due to the passage of the ACA.

Net Investment Income Tax
• High-income Americans may have to pay an additional 3.8% surtax on their MAGI or net
investment income
• Individuals will owe this additional tax if they have net investment income and also have MAGI
over the following thresholds:
Filing status

Threshold amount*

Married filing jointly

$250,000

Married filing separately

$125,000

Single

$200,000

Head of household (with qualifying person)

$200,000

Qualifying widow(er) with dependent child

$250,000

*These are not indexed for inflation.

What kinds of gains are included in Net Investment Income?
• Gains from the sale of stocks, bonds and mutual funds
• The taxable portion of annuity payments
• Capital gain distributions from mutual funds
• Gain from the sale of investment real estate
• Passive gains from the sale of interests in partnerships and S corporations
• Royalties

Earned Income Medicare Tax
Some Americans also now face the Earned Income Medicare Tax increase.
• A 0.9% surtax on earned income: wages, compensation and self-employment income more
than $250,000 for married couples filing jointly, $125,000 for married individuals filing separately
or $200,000 for unmarried filers
• This raises the Medicare payroll tax from 1.45% to 2.35% on earned income over these thresholds;
earned income below those levels will still be taxed at the 1.45% rate
Please note that Nationwide® does not provide legal, tax or accounting advice. You should consult with
your accounting or tax professional for guidance regarding your specific financial situation.
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Continue the conversation
The Affordable Care Act could offer pre-retirees an opportunity to reassess their retirement plans if they
are working to maintain their health insurance but have the financial means and desire to retire otherwise.

Nationwide can help you continue the conversation and learn more.

Clients
Work with a financial professional to run a Personalized Health Care Cost Assessment.
The Nationwide Personalized Health Care Cost Assessment can help advisors and their
clients estimate expected retirement health care costs, so they can begin planning for these
potential expenses now.
An assessment can help illustrate private health insurance costs for those who are thinking
of retiring prior to age 65. Costs are based on a Silver-level plan in the individual’s state
of residence.

Financial professionals
For more information about helping clients plan for retirement health care costs,
call the Nationwide Income Planning Desk at 1-877-245-0763, or visit
nationwidefinancial.com/healthcare.
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When it comes to planning for health care costs in retirement, the Retirement InstituteSM calls on the
perspective and analysis of experienced retirement income thought leaders, and offers actionable tools
such as our Personalized Health Care Cost Assessment.

Chuck Rolph, JD, MSFS, CLU, ChFC, CEBS, CPC, TGPC
Director, Advanced Consulting Group
Areas of specialty: qualified retirement plans, employee welfare benefit plans and
executive compensation arrangements.
Formerly a private practice ERISA attorney, Chuck specializes in preventing and solving
problems related to qualified retirement plans, employee welfare benefit plans and
executive compensation arrangements. He delivers actionable insights that allow
advisors and their clients to take full advantage of opportunities in the tax code and
ERISA, regarding those plans and arrangements.

Kevin McGarry, CIMA, CRPC, CLTC, CIMC, CBC
Director, Nationwide Retirement InstituteSM
Areas of specialty: retirement income planning, health care and long-term care costs
in retirement, risk management.
Kevin leads the team dedicated to distributing thought leadership for the Nationwide
Retirement Institute. He brings more than 21 years of industry experience to firms and
advisors and has been a keynote speaker on retirement income, health care planning
and Social Security. In addition, Kevin has appeared in The Wall Street Journal,
Kiplinger’s and various trade publications.
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• Not a deposit • Not FDIC or NCUSIF insured • Not guaranteed by the institution • Not insured by any federal government agency • May lose value
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