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What are my health-care options if I retire early?
If you're eligible for an
early-retirement package from
your employer, determine
whether post-retirement
medical coverage is included.

These packages sometimes provide medical
coverage until you reach age 65 and become
eligible for Medicare. Given the high cost of
medical care, you might find it hard to turn
down an early-retirement package that includes
such coverage.

If your package doesn't include post-retirement
medical coverage, or you're not eligible for an
early-retirement package at all, you'll need to
look into alternative sources of health
insurance, such as COBRA continuation
coverage or an individual health insurance
policy, to carry you through to Medicare
eligibility.

Under the Consolidated Omnibus Budget
Reconciliation Act (COBRA), most
employer-provided health plans (typically
employers with 20 or more employees) must
offer temporary continuation coverage for
employees (and their dependents) upon
termination of employment. Coverage can last
for up to 18 months, or 36 months in some

cases. You'll generally have to pay the full cost
of coverage--employers aren't required to
continue their contribution toward coverage,
and most do not. Employers can also charge an
additional 2% administrative fee.

Individual health insurance is available directly
from various insurance carriers or, as a result of
the Affordable Care Act, through state-based or
federal health insurance marketplaces. One
advantage of purchasing coverage through a
marketplace plan is that you may be entitled to
a premium tax credit if your post-retirement
income falls between 100% and 400% of the
federal poverty level (additional income-based
subsidies may also be available).

Some factors to consider when comparing
various health options are (1) the total cost of
coverage, taking into account premiums,
deductibles, copayments, out-of-pocket
maximums, and (for marketplace plans) tax
credits and subsidies; (2) the ability to continue
using your existing health-care providers (and
whether those providers will be in-network or
out-of-network); and (3) the benefits provided
under each option and whether you're likely to
need and use those benefits.

Should I accept my employer's early-retirement offer?
The right answer for you will
depend on your situation. First
of all, don't underestimate the
psychological impact of early
retirement. The adjustment

from full-time work to a more leisurely pace
may be difficult. So consider whether you're
ready to retire yet. Next, look at what you're
being offered. Most early-retirement offers
share certain basic features that need to be
evaluated. To determine whether your
employer's offer is worth taking, you'll want to
break it down.

Does the offer include a severance package? If
so, how does the package compare with your
projected job earnings (including future salary
increases and bonuses) if you remain
employed? Can you live on that amount (and
for how long) without tapping into your
retirement savings? If not, is your retirement
fund large enough that you can start drawing it
down early? Will you be penalized for
withdrawing from your retirement savings?

Does the offer include post-retirement medical
insurance? If so, make sure it's affordable and
provides adequate coverage. Also, since
Medicare doesn't start until you're 65, make

sure your employer's coverage lasts until you
reach that age. If your employer's offer doesn't
include medical insurance , you may have to
look into COBRA or a private individual policy.

How will accepting the offer affect your
retirement plan benefits? If your employer has a
traditional pension plan, leaving the company
before normal retirement age (usually 65) may
greatly reduce the final payout you receive from
the plan. If you participate in a 401(k) plan,
what price will you pay for retiring early? You
could end up forfeiting employer contributions if
you're not fully vested. You'll also be missing
out on the opportunity to make additional
contributions to the plan.

Finally, will you need to start Social Security
benefits early if you accept the offer? For
example, at age 62 each monthly benefit check
will be 25% to 30% less than it would be at full
retirement age (66 to 67 , depending on your
year of birth). Conversely, you receive a higher
payout by delaying the start of benefits past
your full retirement age--your benefit would
increase by about 8% for each year you delay
benefits, up to age 70.

Page 4 of 4


