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The Brutal Facts

• Medicare does not cover all expenses –
deductibles & coinsurance, no out-of-
pocket maximum

• Medicare Part B premium

• Medigap plans have premiums

• Medicare drug plans have deductibles and 
coinsurance

• Medicare Advantage plans often have 
premiums and cost sharing

• Fewer employers offering retiree health 
benefits

• Fewer retirees eligible for retiree health 
benefits

5



© Employee Benefit Research Institute 2021

Needed Savings for Health Care Expenses in Retirement Depend on 

Various Factors

• Retirement age.

• Age at time of death. 

• Availability of insurance to supplement 
Medicare.

– Source of supplemental coverage

– Premium for supplemental coverage

– Annual premium increases.

• Health status.

• Out-of-pocket expenses.

• Rate of return on savings.

• Premiums for supplemental insurance.
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EBRI's Retiree Health Savings Model

• Monte Carlo simulation model

• Simulated 100,000 observations 

• Allows for uncertainty related to individual mortality and rate of return in retirement

• Observations used to determine asset targets for having adequate savings 50%, 75% and 90% 

of the time.

• Separate estimates for men and women.

• Joint estimates for married couple.

• Estimates for persons with Medigap Plan F & Medicare Part D.
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Savings Needed for Medigap Premiums, Part B Premiums, Part D Premiums, 

and Out-of-Pocket Drug Expenses for Retirement at Age 65 in 2020
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Savings Needed for Medigap Premiums, Part B Premiums, Part D Premiums, 

and Out-of-Pocket Drug Expenses for Retirement at Age 65 in 2020
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Savings Needed for Married Couple, 2011-2020
90% Chance of Having Enough Savings: 90th Percentile Drug Expenses
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HSAs as a Retirement Savings Vehicle

• Triple tax advantage – contributions, growth and distributions all tax-free

• Pre- tax contributions limited to $3,600 per individual/$7,200 per family in 2021

• Must enroll in HSA-eligible health plan (HDHP) to make contribution to HSA

• Deductibles can not be lower than $1,400 employee-only coverage/$2,800 family coverage

• $1,000 “Catch-up” contribution allowed for individuals 55+

• No “use-it-or-lose-it” rule
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Potential Accumulated Savings in HSA, by Years Saved and Potential 

Rate of Return  (assuming no distributions)
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Agenda ▪ 2

1) Annualized view of health care expenses

2) Prioritizing savings

3) Account type matters



|Rising health care costs in retirement 31



On the BenchGTR   |Variation in Medicare Advantage costs

S
p

e
n

d
in

g



On the BenchGTR   |Agenda ▪ 2

1) Annualized view of health care expenses

2) Prioritizing savings

3) Account type matters



|Prioritizing long-term retirement savings 45



On the BenchGTR   |Agenda

1) Annualized view of health care expenses

2) Prioritizing savings

3) Account type matters



|Tax implications for retirement savings by account type

Federal taxes; states may differ. This is not intended to be individual tax advice. Consult your tax professional.
1Income and other restrictions may apply to contributions. Tax penalties usually apply for early withdrawals. Qualified withdrawals are generally 
those taken over age 59½; qualification requirements for amounts converted to a Roth from a traditional account may differ; for some account types, 
such as Roth accounts, contributions that are withdrawn may be qualified. See IRS Publications 590 and 560 for more information.
2Withdrawals from after-tax 401(k) and non-deductible IRAs must be taken on a pro-rata basis including contributions and earnings growth. For non-
deductible IRAs, all Traditional IRAs must be aggregated when calculating the amount of pro-rata contributions and earnings growth.
3There are eligibility requirements. Qualified medical expenses include items such as prescriptions, teeth cleaning and eyeglasses and contacts for a 
medical reason. Cosmetic procedures, such as teeth whitening, and general health improvement, such as gym memberships and vitamins, are not 
qualified expenses. A 20% tax penalty applies on non-qualified distributions prior to age 65. After age 65, taxes must be paid on non-qualified 
distributions. See IRS Publication 502 for details.
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D
C

Retirement accounts: 

Taxes generally apply 

to contributions or 

withdrawals. Most 

withdrawals must 

be qualified to avoid 

tax penalties.2

Pre-tax 401(k) / 

Traditional IRA

Roth 401(k) / 

Roth IRA

Health Savings 

Account (HSA)3

After-tax 401(k) / 

non-deductible 

Traditional IRA

(Taxed as ordinary income)

(For qualified health 

care expenses)

(Investment returns taxed 

as ordinary income)

(For qualified withdrawals)

Preferential tax treatment Subject to taxes

Contributions1 Investment growth Withdrawals

If not used for qualified 

health care expenses, 

withdrawals after age 65 will 

be taxed as ordinary income  

(without penalty).
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Diversified sources of retirement funding



|Evaluate a Roth at different life stages 20



J.P. Morgan Asset Management – Index definitions & disclosures



What Happens to 401(k) Contributions When Workers 

Open an HSA?
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Study Overview

• This study uses data from the EBRI/ICI Participant-Directed Retirement Plan Data Collection 

Project and EBRI’s HSA Database to examine the impact of initial health savings account (HSA) 

contributions on employee 401(k) contributions.

• Data from 45,132 employees, 19 and older, with both a 401(k) and an HSA are included. The 

sample was constructed by examining workers who:

o Could be followed over a two-year study period.

o Made their first HSA contribution in the second year of the two-year study period

• Key outcomes include:

o Probability of reducing employee 401(k) contributions in the first year that the employee began making HSA 

contributions. 

o Change in employee contributions to 401(k) plan the year that HSA contributions begin.

o Rate of crowding out between 401(k) employee contributions and HSA employee contributions as a function of various 

factors.

25
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Key Findings

The results show evidence that workers substituted 401(k) contributions with HSA 

contributions

• After opening an HSA, 401(k) contribution changes ranged from large decreases to large increases

• Overall, 56 percent of 401(k) participants reduced their 401(k) contributions in the first year that they made 

HSA contributions.

• However, at the median, the decrease in 401(k) contributions was small: only $34, or about a 1% reduction

• 401(k) contribution reductions were highest for those who made larger 401(k) contributions

• Similarly, 401(k) contribution reductions were highest for those who made larger HSA contributions

26
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Lower- and Higher-Income Workers Most Likely to Reduce 401(k) Contributions
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Little Variability in Reduced 401(k) Contributions by Age
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Those With Highest 401(k) Contributions in Year 1 Most Likely to Reduce 401(k) 

Contributions in Year 2
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Those With the Highest HSA Contributions Are Most Likely to Reduce 401(k) 

Contributions in Year 2
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The Median Reduction in 401(k) Contributions was $34, but Ranged From Large 

Reductions to Large Increases
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Those Making Large 401(k) Contributions Tended to Have Larger 401(k) Contribution 

Reductions Upon Contributing to an HSA

32

10th 20th 30th 40th Median 60th 70th 80th 90th

$1,700 or less -$763 -$251 -$84 -$27 $0 $37 $142 $327 $600

$1,701 to $3,800 -$2,143 -$596 -$188 -$53 $1 $61 $210 $457 $892

$3,801 to $8,500 -$5,524 -$3,600 -$784 -$193 -$13 $83 $366 $798 $1,499

$8,501 or more -$12,887 -$7,668 -$2,242 -$1,000 -$540 -$281 $1 $643 $2,002

-$14,000

-$12,000

-$10,000

-$8,000

-$6,000

-$4,000

-$2,000

$0

$2,000

$4,000

Distribution of Dollar Change in Participant 401(k) Contributions in First Year of HSA Contributions, by 401(k) Contributions in Year 

1

Less

More



© Employee Benefit Research Institute 2021

401(k) Contributions Decreased as HSA Contributions Increased
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Upcoming Events

Wednesday, June 23 — 2021 Retirement 

Confidence Survey: A Closer Look at Black 

and Hispanic Americans Webinar

Wednesday, September 22 — Financial 

Wellbeing Symposium*
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*To Join Our Financial Wellbeing Research Center Contact Betsy Jaffe at 

jaffe@ebri.org

mailto:jaffe@ebri.org
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Engage With EBRI

Check out our website – www.ebri.org

Support our Research Centers

Sponsor our events and webinars

Sign up for EBRInsights

Join EBRI as a Member. Membership questions? Contact Betsy Jaffe at 

jaffe@ebri.org
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