Health Insurance 101

Overview
Health insurance is a highly complex topic and selecting the most appropriate coverage is very situation specific.
The information in this briefing will help you estimate the costs of health insurance as part of your overall financial
planning. We highlight important considerations for maintaining continuity of health insurance coverage
through life transitions.
In January 2019, Congress eliminated the federal insurance mandate established as part of the Affordable Care
Act, but residents of California, Massachusetts, New Jersey, and Vermont still have state mandates. While there
is no longer a federal tax consequence for not having health insurance, there could be enormous financial
consequences if you need care and aren’t covered. For example, without insurance, an emergency room visit
costs $2,000 on average, and surgery following a heart attack can cost over $200,000.1 The vast majority of
people should not seek to “self-insure” these costs.
The following chart illustrates annual health insurance costs for a family of four through an employer-provided
plan. In 2019, the national average for total family health insurance costs was $20,576—with the employer
covering $14,561 (71%), and the employee responsible for $6,015 (29%). Over the last decade, premiums have
increased 54%—well above the overall inflation rate—and the worker share has inched up from 26% to 29%.

Rising costs
Your total health care costs are the sum of the premiums you pay and your out-of-pocket expenses—copays,
deductibles, and coinsurance. “Platinum” plans, which offer the most comprehensive insurance along with
low out-of-pocket expenses, typically have premiums twice as expensive as “bronze” plans, which are the least
comprehensive.2
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Health Insurance 101

Page 2

Without employer subsidies, health insurance is very expensive. For private insurance plans purchased in 2019,
the total combined annual premiums plus deductible for a four-person family topped $25,000.3 Older individuals
who have not yet turned 65 and therefore don’t qualify for Medicare face higher premiums due to their age
and associated increased risk for many diseases. On average, policyholders between the ages of 55 and 64 pay
186% more in premiums than those between the ages of 18 and 24.4 The following chart illustrates the annual
cost of health insurance coverage for individuals, sorted by age bracket.
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Employer’s role
Over half of American adults receive employer-based insurance.
The remainder either purchase individual insurance, qualify for
government programs such as Medicare and Medicaid, or remain
uninsured.5 Some employers don’t offer group insurance, but they
may provide employees with health care allowances or reimbursement for individual insurance plans.
The Affordable Care Act requires companies with more than 50
employees to offer medical insurance plans to their full-time workers
with employee contributions that are no more than 10% of their
family income. The act does not require employers to offer medical
benefits to part-time workers, defined as those who work fewer
than 30 hours per week. However, companies may do so voluntarily.
According to the Bureau of Labor Statistics, 22% of part-time workers
have access to employer-sponsored medical benefits.

Insurance brokers and agents

Planning for inflation
Health care costs have been
rising at a rate of 5% annually,
twice the base inflation rate for
most other goods and services.
You have to plan not only for
a rise in insurance costs as you
age but the increasing costs of
health care generally.



Health insurance brokers help individuals and businesses navigate the complexities of purchasing health care
coverage. Insurance companies pay brokers a commission for each plan they sell, so these services are free to
buyers. Brokers can provide personalized recommendations, explain terminology, and help you compare policies
3
4
5

“Health Insurance Index Report for the 2019 Open Enrollment Period,” eHealth (eHealthInsurance Services, Inc., July 2019).
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Edward R. Berchick, Jessica C. Barnett, and Rachel D. Upton, “Health Insurance Coverage in the United States: 2018,” census.gov (United States Census Bureau,
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that address your specific needs. Insurance agents typically offer policies only from their insurance company
employer. The following table provides some basic information to help guide you as you shop for health insurance.
Individual Plan

Key Considerations

Group Plan

• High-deductible health plans qualify
enrollees for tax-advantaged Health
Savings Accounts

• Premiums increase annually based on
the previous year’s group costs

• Government premium subsidies available

• Employer chooses network and doctors

• Tax incentives for small businesses

• Healthcare.gov

Key Resources

• Find a local insurance broker at localhelp.healthcare.gov

Insurance costs by state
Each state has distinct policies that affect health insurance costs for its residents, and costs can vary significantly
between states. For example, Wyoming has the highest average marketplace premium at almost $10,600 per
year—almost three times the $3,700 average cost in Minnesota.
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Source: “Marketplace Average Benchmark Premiums,” Kaiser Family Foundation, October 2019.

Enrollment timing
Your personal situation will play a major role in how you enroll in a health insurance plan. The following list covers
some of the most common scenarios for individuals who don’t have the option of an employer-sponsored plan.

Self-employed
The open enrollment period established under the Affordable Care Act occurs annually between November 1
and December 15 for coverage beginning on January 1 of the following year. To enroll in an individual plan
outside of these dates, you must have a qualifying life event, such as losing your job, having a baby, or moving.
This qualifies you for a special enrollment period that extends for 60 days before and after the event. If you
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don’t have a qualifying life event, you may need to purchase a short-term plan for coverage until the end of
the year. However, short-term plans often offer significantly less coverage than annual plans.

Small business owner
You can apply for small business health insurance, which lets you add or remove employees from the plan at
any time. You can make changes to your current benefits with the same insurer once per year. To qualify for
small business health insurance, you must have at least two non-related employees whose income is reported
on IRS Form W-2. Additionally, you must also enroll at least 70% of your uninsured, full-time employees.
Recent employment loss
COBRA allows eligible employees and their dependents to continue their health insurance coverage for 18 to
36 months when they lose their job or experience a reduction of work hours. For extended coverage under
COBRA,6 you must pay the plan’s full premium. Without your employer’s subsidy, continuing a plan under
COBRA might be more expensive than purchasing a new individual plan.
Medicare
The Medicare enrollment period begins three months before your 65th birthday and continues for seven months.
Failure to enroll during this period can result in a late-enrollment financial penalty and other consequences.
See our Medicare 101 briefing for more information.

Family plans
Plans covering multiple family members are often more economical and convenient than individual plans.
While the monthly premium increases with each additional person on the plan, the annual deductible simply
doubles, regardless of family size.7 Thus, for a family of four, the overall family deductible would be lower
than the sum of the individual deductibles. Additionally, if you have more than three children under the age
of 21, you only pay for the oldest three. Unless they have disabilities, children cannot stay on their parents’
insurance plan after the age of 26. The Affordable Care Act requires companies with more than 50 employees
to cover their employees’ dependents under the age of 26.

Mental health
One in five Americans experiences some form of mental illness, but mental health care can be prohibitively
expensive.8 The Affordable Care Act requires that insurance plans cover mental health treatment to the same
extent they cover other medical expenses. However, you must pay out of pocket for therapy sessions until you
reach your deductible. After that, you will owe copays for each visit. Furthermore, just over half of therapists
accept insurance, so those who do often have crowded schedules.9
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Consolidated Omnibus Budget Reconciliation Act, a federal law passed in 1985.
“How Does the Size of My Family Impact My Insurance Cost?” (Blue Cross Blue Shield of Michigan).
“Key Substance Use and Mental Health Indicators in the United States: Results from the 2018 National Survey on Drug Use and Health” (Substance Abuse and Mental
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