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If you ask any financial advisor about what their top tips are for retirement planning, you’ll probably 
hear a lot of them say that you should save as much as you can as early as you can. The reasoning 
is pretty simple - when you save early and often, you set yourself up for success by taking full 
advantage of compound interest. 

When we start to think about retirement savings, most of us think of a 401(k) or an IRA as the 
primary vehicle that we will use to achieve our retirement goals, but there’s another even better 
account that not enough people are taking advantage of: Health Savings Accounts (HSA). The 
advice to save early and often applies to HSAs as well, but even more so, because, in addition to 
giving you more time to save up for health care costs in retirement, getting ahead on your HSA 
contributions will put you in a position to deal with unexpected medical costs and can significantly 
improve your financial outlook in the long term.
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Lively “Benefits and the Great Resignation: 2022 Wellness and Wealth Report,”  https://livelyme.com/blog/2022-wellness-wealth-report/1

With an HSA, you can set aside money specifically for 
health care costs, then deduct those contributions from 
your income on your tax return. The funds in your HSA 
also grow tax-free, and you can use them on a tax-free 
basis to pay for eligible medical expenses. 
. 
The IRS sets annual contribution limits for HSAs, which in 
2022 are $3,850 for individual coverage and $7,750 for 
family coverag.e

If you are 55 years or older, you’re eligible to contribute 
an extra $1,000 per year, which is considered a “catch-up 
contribution.”

Health Savings 
Account (HSA)

An HSA is a tax-exempt financial account that you can use to save 
for and cover the cost of eligible medical expenses. 37% of 
Americans don’t understand how an HSA works according to a 
recent study by Lively, so it’s important to start with the basics. 

1

Overview
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To qualify for an HSA you must have a High-Deductible Health Plan (HDHP). The criteria for these 
health plans is set each year by the IRS. For 2022 these plans: 

- must have a minimum deductible of $1,400 for individual coverage, and $2,800 for family 
coverage, and 
- out-of-pocket maximums cannot exceed $7,050 for individual coverage and $14,100 for 
family coverage

Most of these plans cover preventive care like a physical exam with zero out-of-pocket costs, but 
you might have to pay in full for other doctor visits, prescription drugs, and more. Beyond that, an 
HSA-eligible health plan is much like a traditional health care plan.

The other qualifications for an HSA are: 
- You can’t be concurrently enrolled in any other non-HSA qualified health insurance plan
- You can’t have or use a general purpose Flexible Spending Account (FSA), however, you are 
allowed to simultaneously have a limited-purpose FSA for dental, vision, and/or dependent 
care if your HDHP doesn’t cover those services.
- You can’t be claimed as a dependent on someone else’s tax return
- You can’t be enrolled in Medicare (Part A and Part B) or Medicaid

2022 Contribution Limits

$3,650 For an individual
$7,300 For a family

2023 Contribution Limits

$3,850 For an individual
$7,750 For a family

55+ (Catch Up 
Contributions)
+1,000



Overview (continued)
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If you have an HDHP through your employer, you may be able to open an HSA through an employer-
chosen partner. Some employers even offer to help contribute to employees’ HSAs as a benefit, 
similar to a 401(k).

HSAs are portable accounts, which means that you don’t have to worry about losing your money 
when you switch jobs like you would with a Flexible Spending Account (FSA). You can also have an 
HSA through your employer and separate one that you open on your own. With its tax-advantages, 
easy access to savings, and growth potential, as well as lack of income limits, an HSA is an effective 
savings vehicle that provides benefits today and in the future.
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401(k)s often come with employer matching contributions that provide a strong incentive to save 
in these accounts, but once you’ve contributed enough to take full advantage of any employer 
matching contributions, the optimal move would be to direct any additional savings to an HSA due 
to their superior tax treatment.
  
With an HSA, you have the option to invest your savings, just like you would with a 401(k), and, just 
like a 401(k), neither HSA contributions nor earnings on investments are taxed. The real advantage 
of HSAs comes in retirement once you start withdrawing funds. Your 401(k) funds will be taxed at 
whatever your applicable tax rate is at the time, but HSA withdrawals that you use to pay for 
qualified medical expenses can be withdrawn tax free.

This additional tax treatment only applies to qualified expenses, but the list of qualified expenses 
includes many things, some of which can be quite costly, that will eat up your retirement budget. 
This includes most Medicare premiums,  any out-of-pocket costs you incur for your healthcare, 
along with dental, vision, nursing home, and long term care. All of these qualified expenses will add 
up to quite a lot in retirement, so you might as well prepare for them by saving in the account that 
gives you the best tax advantages around.

2
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So why is an HSA even better retirement vehicle 
than a 401(k)?

Premiums for Medigap policies are not tax-exempt, qualified expenses.2



But what if you think that you won’t actually need to spend all that money on qualified medical expenses? No 
problem! HSA funds that you use for non-qualified expenses after you reach age 65 are taxed at your income tax rate, 
just like a 401(k) withdrawal.  Even in this case where the HSA and 401(k) withdrawals are taxed at the same rate, an 
HSA is still better because HSAs don’t have required minimum distributions.   This means that, all else equal, money in 
your HSA gives you more flexibility with regard to tax planning than a 401(k).  

The bottom line is, the tax advantages you get from an HSA will never be worse than they are in other retirement 
accounts, so, all else equal, you are going to be better off putting your money in an HSA.

401(k) vs. IRA vs. HSA
Comparing Retirement Accounts

HSA vs. 401(k) vs. IRA

Disclaimer: the content presented in this article are for informational purposes only, and is not, and must not be considered tax, 
investment, legal, accounting or financial planning advice, nor a recommendation as to a specific course of action. Investors should 
consult all available information, including fund prospectuses, and consult with appropriate tax, investment, accounting, legal, and 
accounting professionals, as appropriate, before making any investment or utilizing any financial planning strategy.

2022 Maximun Contributions
$3,650 for an individual
$7,300 for a family

$20,500 $6,000

page 9

Withdrawals for non-qualified expenses before you reach age 65 or become disabled are subject to an additional 20% penalty on top of 
the income tax rate.  See, https://www.irs.gov/publications/p969#en_US_2021_publink1000204083

3

See, https://www.fool.com/retirement/plans/hsa/rules/4
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As with a 401(k), the earlier you start saving, the more you will be able to take advantage of 
compound interest to help you meet your retirement goals, and when it comes to your HSA, you 
should plan on saving up enough to at least cover your healthcare costs in retirement. Fidelity 
recently estimated that a 65 year old couple retiring this year would need $315,000 to cover 
health care costs in retirement, with individual estimates of $150,000 for men and $165,000 for 
women.  That’s a pretty big number, and that’s for someone who is retiring right now. If you are 
planning for retirement, you are going to need to consider how inflation is going to change that 
goal, and, historically, the rate of inflation for medical costs exceeds general inflation rates.  This 
means that, depending on how old you are, the amount that you might need to cover your 
retirement costs may be substantially higher. For example, let’s take a look at Laura, a 25 year old 
woman who plans on working until she turns 67. If we apply a 3% inflation rate to Fidelity’s 
estimates, which is lower than the long term average health care inflation rate, Laura would need 
$571,000 to cover her medical costs in retirement, and the Fidelity estimates don’t even consider 
costs like long term care or nursing home care.  This is a big goal for Laura, but, fortunately, it’s 
achievable if she starts early.  Let’s look at this a couple of different ways.  

First, let’s take a look at just how much she could accumulate if she maximizes her HSA 
contributions each year. Furthermore, let’s suppose she only uses her HSA contributions to save 
for retirement, so she never withdraws funds to cover any ongoing medical costs. The current 
individual contribution limit for an HSA is $3,650, and if you are 55 or older, you are allowed to 
make additional catch-up contributions of $1,000. 

Before looking at just how much Laura can save up, let’s take a quick look at how much she would 
need to withhold from her paycheck to hit the annual contribution limits. Laura lives in 
Pennsylvania and has an income of $70,000 per year, so she is in the 22% federal income tax 
bracket, but she also pays 3.07% in state income taxes along with 7.65% in Social Security and 
Medicare taxes.  Since HSA contributions are tax exempt, if Laura makes the maximum 
contribution of $3,650 to her HSA, it will only reduce her take home pay by $2,455 Laura gets paid 
on a bi-weekly basis, so this translates to $94 per paycheck.  For a lot of people, $94 per 
paycheck is still a lot of money, but there is a big payoff to these contributions. 

When you save and invest over time, you get to take advantage of time and compound interest, 
and the earlier you start saving, the more time you give yourself to take advantage of these 
powerful forces.

6
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OK, I get it, HSAs have great tax treatment. Tell me 
more about why I need to start saving early.

See, https://fidelityinvestments2020news.q4web.com/press-releases/news-details/2022/Fidelity-Releases-2022-Retiree-Health-Care-
Cost-Estimate-65-Year-Old-Couple-Retiring-Today-Will-Need-an-Average-of-315000-for-Medical-Expenses/default.aspx3
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 For these scenarios, we’ll assume that the HSA contribution limit grows by $50 each year, but the catchup contributions never change. 
We’ll also assume that the HSA requires a minimum savings balance of $2,000, and any HSA funds above that balance are invested and 
earn a 6% return.
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The green line in Figure 1 traces out Laura’s HSA balance over time when she starts saving when 
she is 25. She is able to achieve her savings goal, which is indicated by the light purple line, when 
she is 55 years old, and by the time she retires she’ll have $733,314 in her HSA. This is more than 
twice as much as she’ll need, but she can still make tax free withdrawals from her HSA to help 
cover costs for long term care or nursing home care she might need, and if she wants to spend 
that extra money on something else, she’s no worse off than if she had put that money in her 
401(k).  The purple line traces out projected HSA balances if Laura starts saving at age 35. At this 
starting age, Laura will have saved up $423,872 by the time she retires, which still gives her 
everything she needs plus some cushion. The yellow and red lines trace out how much she could 
accumulate if she starts saving at ages 45 and 55, respectively, and, while she can still save up a 
decent amount, it will not be enough to cover all of her health care costs in retirement.

Because of the tax benefits of HSA savings, these shortfalls can be costly. If you don’t have 
sufficient HSA funds to cover your medical expenses in retirement, there’s a very good chance 
you’ll end up paying for your medical bills with taxable funds, such as 401(k) withdrawals or Social 
Security income. 
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Now let’s take a look at this from another perspective. Suppose Laura can’t afford to make the 
maximum contribution to her HSA, but she wants to save and invest just enough to reach her 
retirement savings goal. How much will she need to contribute to an HSA each paycheck? If we 
apply the same set of assumptions here, the savings that Laura will need to put into her HSA will 
only reduce her take home pay by $49.34 per paycheck.  If she waits until she is 30, the 
contributions required to meet her retirement goal will reduce her take home pay by $67.98 per 
paycheck, and if she waits until she is 35, that amount grows to $95.19.

By starting now, Laura is able to meet her savings goal without making a big dent in her day-to-
day budget, but if she waits 10 years, she’ll need to nearly double her contribution to meet her 
goal. Most obviously, she’ll need to save more because she’s missed out on 10 years worth of 
contributions, but she is also missing out on compound interest. If she waits an additional 10 years, 
she’s allocating less money to work for her, and she’s giving that money less time to do that work.

Here’s another strategy that Laura can consider. Let’s say that Laura wants to maximize her HSA 
contributions, but then stop once she hits her goal.  How long does she need to save if she starts 
right away, at age 25, as opposed to waiting until she is 35? By taking this strategy, Laura is putting 
even more money to work earlier, so she can achieve even more of her retirement goal through 
compound interest. If Laura starts making the maximum contributions at age 25 she only needs to 
save until she is 36. At that point, she will have only made $42,142 in total HSA contributions, but 
the market will take care of the rest for her. Laura will have met her goal in just over 10 years, and 
compound interest will account for almost 88% of her retirement goal!  If, instead, Laura waits until 
she is 35, she will have enough to hit her goal if she makes the maximum contribution until she 
turns 56. At that point, she will have made $94,533 in total contributions.  By waiting 10 years, 
Laura needs to contribute more than twice as much, and it will take twice as long.
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Any way you look at it, it pays to start saving early.  The story here is pretty similar to what you 
might hear about a 401(k): meeting a retirement plan requires time and money, so if you give 
yourself more time, you won’t need as much money. As each of the scenarios we walked through 
above show, the earlier you save and the more you save, the less you will need to pay in the long 
run.
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True, you do have to enroll in a qualified high deductible health plan if you want to contribute to an 
HSA, but, even though most people would prefer to avoid high deductibles, this shouldn’t really be 
viewed as a “catch”. Yes, when you have a high deductible plan you will pay more when you see 
the doctor, and if you enroll in an HDHP, you should have a plan to pay for those expenses. 
Fortunately, HSAs are specifically designed to help you achieve that plan. While HSAs are amazing 
retirement planning accounts, we shouldn’t lose sight of the fact that they are designed, primarily, 
to help people cover more immediate medical expenses. 

When you enroll in an HSA-eligible option, you are taking on some more risk, but you are also 
saving a lot of money on premiums and being given access to a tax-advantaged account that you 
can put some of those premium savings into. For the vast majority of people, these premium 
savings far outweigh the increased out-of-pocket costs associated with HDHPs, and that can lead 
to substantial savings over time.
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There’s gotta be a catch though. Don’t I have to 
choose a high deductible plan to get an HSA? 
Won’t that increase my costs and eat up a lot of 
the savings that we just talked about?



Let’s take a look at an average scenario to see just how much these savings can add up over time. 
For simplicity, we’ll just focus on someone who is purchasing an individual health insurance policy, 
so let’s go back to Laura. It’s open enrollment period, and Laura’s employer is offering her two 
different health insurance plans. She can choose between a consumer-directed health plan and a 
PPO. The table below provides some more details for Laura’s two options:

Laura immediately sees that she can save about $1,800 per year in premiums if she picks the 
HDHP instead of the PPO, and, while she is a little nervous about facing that $2,000 deductible, she 
sees that her employer will make a $500 contribution to her HSA that will help cover some 
medical bills. Laura is pretty healthy, and the routine healthcare that she does get every year 
doesn’t add up to that much, so she takes the plunge and enrolls in the HDHP. She’s pretty sure it 
will save her a lot of money this year, but she doesn’t realize just how much picking a HDHP can 
save her in the long run. 

Let’s take a look at how this decision can impact Laura’s long-term finances if she sticks with the 
HDHP throughout her career.  First, we’ll need to start with some assumptions about how much 
health care Laura will use over the course of her working years. For this example, we’ll assume that 
each year, her medical spending is about average.  In addition to this assumption, we’ll assume 
that Laura will have two kids: one when she is 32 and another when she is 36, so she can expect to 
see very high costs in these years.  Figure 4 shows the levels of medical spending that we will use 
for this scenario.  We can see that Laura’s annual medical bills steadily increase as she ages, with 
spikes when she is 32 and 36.

7 
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I want details. How much are we talking here?

 This actually turns out to be a pretty aggressive assumption.  In health care spending the “average” level of spending is actually quite 
a bit more than the typical level of spending. This is because the average is heavily dominated by a small number of high cost cases. 
In most years, about three-quarters of people end up spending less than the average, so, if anything, this example is underselling the 
savings to Laura from sticking with the HDHP over time. 

7



Next, we apply those spending levels to each of the two plans that she has available. In all 
likelihood the two plans that Laura has available will change over time due to both general and 
health care specific inflation. Premiums will go up each year, deductibles and OOP maximums will 
change, and her employer’s HSA contributions will change. For this scenario, we assume that 
premiums rise 3% each year for both plans, the employer HSA contribution increases 2% each 
year, the OOP maximums for both plans increase by $50 each year, the deductible for the CDHP 
increases by $50 each year and the deductible stays fixed at $0. If anything, these assumptions 
tilt things in favor of the PPO. Even so, the HDHP still wins and wins big. 

Figure 5 shows what we get when we calculate the total annual cost to Laura under each plan in 
the scenario that we just described. The purple dots indicate what her total costs would be in the 
PPO and the green dots indicate what her total costs would be in the HDHP. We can see that the 
HDHP saves Laura money every year, even those high cost years when she has kids and racks up 
large hospital bills for labor and delivery. 
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In this scenario, we see that Laura will save a lot over the course of her career if she sticks with the 
HDHP, but what if she takes those savings and invests as much as she can in an HSA?  Figure 6 
tracks the value of Laura’s savings over time, broken out by where that value comes from.  In some 
years, her savings will exceed the amount that she is allowed to contribute to an HSA, so we 
assume that she just treats those savings as free cash.  Her savings will have resulted in $8,382 in 
extra cash and $32,320 in extra HSA contributions that will have generated $56,740 in earnings by 
the time she retires, and her total HSA balance will be $89,060!

If Laura picks the HDHP instead of the PPO and then invests the savings in an HSA, she’s making a 
move that not only increases her ongoing cash flow, but it also allows her to knock out 26% of the 
amount that she’ll need for health care costs in retirement. 

page 17



This concern is all too common, and it’s one of the main factors that keep people away from 
HDHPs. Deductibles north of $2,000 for an individual HDHP are common. When choosing health 
plans, many people think about the risk of incurring large medical bills under their deductible 
before they have time to save up an emergency fund in their HSA. While these scenarios are very 
unlikely, our research at Picwell indicates that concerns over how you would pay for such medical 
bills is well founded. When we recommend plans to people, we account for your capacity to pay 
for unexpected medical bills, and we find that more than 70% of people could not afford a surprise 
medical bill of $2,000 or more, 54% of people could not afford a surprise medical bill of $1,000 or 
more, and 34% of people indicated that the most they could afford is less than $500.
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Wow! That’s a lot of savings, but I’m still skeptical. 
I’m still worried about that high deductible. I get 
that you can save money at the end of the year, 
but it’s how you get there that matters. If I get a 
$2,000 medical bill in January, that’s going to be 
really tough for me.



Tight budgets are a reality for many, many people, and the prospect of high, unexpected medical 
bills that you might have to face in a HDHP can be terrifying.  But does this mean that you should 
avoid them altogether if you couldn’t afford a surprise medical bill of $500 or less?  Not 
necessarily.  While you should certainly be willing to pay more in premiums to help minimize the 
financial risk you face, sometimes the extra premium required to purchase a low deductible plan 
are so much that the value just isn’t there, despite your financial situation.  In fact, if you find that 
you don’t have a lot of free cash flow, that’s all the more reason to switch to a HDHP and start 
saving aggressively in an HSA when you are young. For most people, your health risk is lower when 
you are younger, so more of your HSA contributions can go towards savings, instead of paying 
medical bills, and this means that you can pretty quickly save up enough to “self-insure” yourself 
against the extra risk that you take on when you pick a HDHP.  

To help illustrate this point, let’s go back to Laura. She picked a HDHP with a $2,000 deductible, 
and in the scenarios we considered above, we assumed she would spend about $2,000 in OOP 
costs during her first year in the plan, and that amount will get even larger over time.  This is a lot 
for Laura to pay for, but it’s nothing that she can’t achieve without planning. Besides, between the 
$500 HSA contribution that she gets from her employer and the $1,812 that she saves in premiums, 
she can basically cover those costs with “found money.” Furthermore, if Laura commits to making 
the maximum HSA contributions allowed each year, she’ll have enough HSA balances saved up to 
cover her deductible in just her second year in the plan, and during her third year, she’ll have 
enough saved up to cover her out-of-pocket maximum.  For every year after that, Laura will never 
encounter a surprise medical bill that she isn’t prepared for.

To see how this plays out, let’s take a look at another scenario for Laura.  Now, instead of assuming 
that Laura’s expenses are equal to the average for people her age, let’s assume that she has 
spending that places her rate in the middle, at the median, for people her age, she still has two kids 
at the same ages as the prior scenario that we considered, but at the age of 45 she experiences a 
health shock that raises her medical bills substantially. When Laura is 45 she is diagnosed with 
rheumatoid arthritis (RA). The resulting prescription costs and additional doctors visits have her 
hitting her OOP maximum every year. 

This is exactly the kind of health shock that scares many people away from a HDHP. The 
prescriptions for RA are incredibly expensive, so when people with this condition enroll in a HDHP, 
they are guaranteeing that they will face a bill that is at least as large as their entire deductible in 
January. This type of financial shock is more than most people are prepared to pay for, and 
without proper planning can have serious consequences, including bankruptcy and skipping 
medications, which can lead to poor health outcomes. However, as we’ll see in this example, if you 
plan ahead, you can take these costs in stride.
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If Laura contributes as much as she is allowed to her HSA each year, her savings will add up fast. 
Just like the previous scenario, she will have enough saved up to cover her deductible in year 2 
and enough to cover her OOP maximum in year 3, but things really start to get interesting when we 
look at what happens to the HSA savings that Laura invests. The green dots in Figure 8 plot the 
annual OOP costs that she would incur, and the purple dots plot the earnings that Laura’s HSA 
investments earn each year. 

When Laura makes the maximum HSA contributions each year and invests as much as she can, 
she is harnessing the power of compound interest early. When her health care costs take off at 
age 45, her investment earnings nearly match her high OOP costs, and because she has built up 
such a big cushion in her HSA investment account, even her new, high cost reality isn’t enough to 
slow down her HSA savings.  Her investments continue to grow and when she is 47, interest on her 
investments actually exceed her OOP costs.

Moreover, because Laura has built up so much HSA savings, not only can she feel financially secure 
in her HDHP when her health care costs increase, but she will also be set up for retirement.  Under 
this scenario, Laura will have accumulated $273,910 in HSA savings, which is enough to cover 79% 
of her retirement goal for healthcare savings.  Even though Laura has very high medical costs later 
in life, she actually ends up with more savings at retirement than she did in the earlier scenario.  
The reason for this is that, by picking an HDHP early in her career, contributing aggressively to her 
HSA when she is young and healthy, she is putting more of her money to work and giving less of it 
to an insurance company.  That head start allows her to accomplish two goals that would seem to 
be at odds with one another: She is both able to manage high medical costs later in life and save 
for retirement.  
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Overall,  HSAs can be a powerful tool that people can use to save money and prepare for 
retirement. In order to take full advantage of HSAs, you need to plan ahead so that you are ready 
for high medical bills and don’t let those knock you off track. 

Nationwide, only about 20% of people are enrolled in an HDHP with an HSA option and even fewer 
people actively contribute to their HSAs, even though most people would save both in the near 
term and the long term in an HSA-eligible option. Fear of the unknown is a major factor that 
prevents people from taking advantage of HDHPs. They think to themselves that they can’t afford 
a high deductible, when they should really be thinking that they can’t afford to miss out on an HSA. 
At Picwell, we get it, though. Deductibles are scary and the information that you need to come up 
with a plan around your HSA is complex. It’s not enough to just think about market returns on your 
investment. Because HSAs are tied to your health insurance plan, your own health care spending 
adds another dimension of volatility that you need to account for. Fortunately, we have planning 
tools that you can use to take full advantage of your HSA, both as a tool to manage your health 
care costs in the near term and as a long term savings and investment vehicle. In addition, Lively 
offers a user-friendly HSA that makes it simple to save, spend, and invest your HSA money so you 
can make planning for your future an easy part of your today. 

Conclusion
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About Lively, Inc. 
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https://livelyme.com

Lively is the benefit solutions provider that gets it right.

 We designed our solutions to take the guesswork out of 
managing benefits. And our innovative features are 
grounded in your everyday needs and circumstances. 
That's why our experience is optimized to put you in 
control at every step. Managing your wellness and 
wealth takes more than a series of transactions. By 
combining robust features with unparalleled service, we 
make benefits effortless, even when your time and 
energy are limited. With Lively, maximizing your benefits 
is as simple as it should be.

Lively is headquartered in San Francisco, CA with 
additional offices in Boise, ID. For more information, 
please visit livelyme.com or contact us at 
sales@livelyme.com.

https://livelyme.com/?utm_medium=content&utm_source=reference&utm_campaign=picwellpartnership


About Picwell. 
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Picwell is a healthcare technology company that helps 
employees make smarter benefits decisions. Our 
flagship offering, Picwell DX, is a SaaS-based decision 
support solution that uses artificial intelligence (AI) and 
data-driven analytics to match individuals to the right 
healthcare benefits during enrollment periods by 
predicting future care considerations, estimating out-of-
pocket expenses, and accounting for individual 
preferences. With Picwell DX, employees receive 
personalized benefits guidance in just a few minutes - 
anytime, anywhere, and on any device.

Choosing Benefits is Hard. Picwell Makes it Easy. Visit 
picwell.com to learn more.

https://www.picwell.com/

