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HSA owners enjoy new HSA benefits on their 65th birthday, but most also lose HSA 
eligibility on the same day. This combination of changes can result in complexity,  
mistakes and missed opportunities.

A
n employee’s 65th birthday is a retirement 
milestone. U.S. workers use their 65th birthday 
as a measure of whether they are retiring on 
schedule, early or late. The age of 65 is linked to 
both psychologically and through government 

policy, as it is when Americans may begin Medicare cover-
age and historically was the “full retirement age” for Social 
Security benefits.

The actual retirement age in the United States likely is later. 
A recent Gallup survey revealed that more employees plan to 
work past the age of 65 than to retire earlier.1 The age to col-
lect full benefits under Social Security is slowly increasing 
for people born after 1938, providing an additional incentive 
for Americans to work longer. With an increasing number of 
Americans likely to work past age 65, along with the high lev-
els of growth of employer-provided health savings accounts 
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(HSAs), an important question for employee benefit profes-
sionals is how turning 65 impacts an employee’s HSA.

HSA law also marks the 65th birthday as a milestone. HSA 
owners enjoy new HSA benefits on their 65th birthday, but 
most also lose HSA eligibility on the same day. This combina-
tion of changes can result in complexity, mistakes and missed 
opportunities. The intersection of age 65 for HSAs, Medicare 
and Social Security further complicates HSAs, especially for 

those who work past 65. This article covers the key questions 
employee benefit professionals and employees should know 
about how a 65th birthday impacts HSAs.

HSA law contains three key changes for HSA owners reach-
ing the age of 65.

 1. Medicare coverage ends HSA eligibility.
 2. Distributions for health insurance premiums. HSA 

owners can use the HSA to pay for some health insur-
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ance premiums free of taxes and 
penalties.

 3. Distributions for general retire-
ment use. HSA owners can take 
HSA distributions for any reason 
without penalty.

Although each of these changes is 
explored in this article, almost all of the 
complexity and mistakes from these 
changes involve Medicare’s impact on 
HSAs. Accordingly, much of the article 
is devoted to analyzing Medicare’s im-
pact.

Medicare Coverage Ends  
HSA Eligibility

Why does Medicare coverage end 
HSA eligibility? To be eligible for an 
HSA, an individual must be covered by a 
high-deductible heath plan (HDHP) and 
no other health plan that is not an HDHP. 
Medicare coverage is another health 
plan, and Medicare is not an HDHP. 
Most Americans will enroll in Medicare 
at age 65 and lose HSA eligibility.

What types of Medicare coverage 
end HSA eligibility? All Medicare plan 
coverage makes an employee ineligible 
for an HSA, including:2

•	 Medicare Part A (hospital insur-
ance)

•	 Medicare Part B (medical insur-
ance)

•	 Medicare Part C (Medicare Ad-
vantage plans—run by Medicare-
approved private plans that re-
place Parts A, B and possibly D)

•	 Medicare Part D (prescription 
drug coverage run by Medicare-
approved private insurance com-
panies)

•	 Medicare supplement insurance 
(medigap—sold by private com-
panies to help cover expenses 
that Medicare does not cover, like 
copayments, coinsurance and de-
ductibles).

Part A is the Medicare plan to focus 
on for HSA eligibility as the other plan 
types generally occur only after an indi-
vidual is entitled to Part A.

Do employees who continue to 
work after the age of 65 remain HSA-
eligible? Employees who continue to 
work after the age of 65 and remain 
covered under an employer-provided 
HDHP do not necessarily remain eli-
gible for an HSA. The employee must 
avoid enrolling in Medicare benefits 
to remain HSA-eligible. An employee 
who does not enroll in Medicare (or is 
not automatically enrolled) and is oth-

erwise HSA-eligible will remain HSA-
eligible past the age of 65.3

What is the distinction between 
being eligible for and enrolling in 
Medicare? HSA rules make a distinc-
tion between being merely “eligible” for 
Medicare, in which case individuals do 
not lose HSA eligibility, and being “en-
titled” to or “enrolled” in Medicare, in 
which case individuals are no longer 
eligible for an HSA. Accordingly, some 
people who reach 65 and become eligible 
for Medicare will maintain their HSA eli-
gibility, potentially for many more years, 
by not enrolling in Medicare.

Avoiding Medicare coverage is not 
necessarily easy or intuitive so this is 
an area to focus employee education. 
Medicare coverage and enrollment can 
happen automatically in some circum-
stances, as examples in the next two 
questions illustrate.

Why would an employee choose 
not to enroll in Medicare? Medicare is 
a good value for eligible Americans and 
most will enroll for the benefits at age 
65. The option to decline or not enroll 
in Medicare becomes more attractive 
to an employee who continues to work 
and remains eligible for employer-
sponsored health insurance.

Employees in this situation enjoy 
three choices: (1) Enroll in Medicare 
and drop the employer-sponsored 
health insurance, (2) enroll in Medicare 
and continue the employer-sponsored 
insurance (have double coverage) and 
(3) continue the employer-sponsored 
health coverage and avoid enrollment 
in Medicare. The first two choices mean 
losing HSA eligibility.

Dropping employer-sponsored health 
insurance for Medicare is attractive to 
employees to save the employee-paid 
portion of the health insurance pre-
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takeaways >>
•   When a person is covered by Medicare, he or she can no longer contribute to an HSA.

•   An employee who does not enroll in Medicare (or is not automatically enrolled) and is 
otherwise HSA-eligible will remain HSA-eligible past the age of 65—But employees 
may need education on avoiding Medicare enrollment.

•   After the age of 65, a person can use HSA funds to pay for some health insurance premi-
ums free of taxes or penalties.

•   Those 65 or older can use HSA funds for any purpose without paying a penalty, but a 
distribution for a nonmedical purpose is taxable.

•   Employers cannot direct a non-HSA-eligible employee’s HSA payroll deferral and any 
employer HSA contribution into a still-eligible spouse’s HSA.
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mium. Keeping the employer-sponsored health insurance 
and also enrolling in Medicare is also attractive, especially 
if the employer pays a large portion of the premium, as hav-
ing double health coverage can be valuable and is comfort-
ing. The employer plan may complement Medicare coverage, 
which does not provide full coverage.

Delaying Medicare enrollment is not common but has 
the benefit of allowing an employee to retain HSA eligibility. 
The option of delaying Medicare enrollment is available only 
to employees who work for employers with 20 or more em-
ployees. Medicare is assumed to be the primary provider for 
employers with fewer than 20 employees. An employee who 
works for such an employer and fails to enroll in Medicare 
would not have adequate health insurance coverage.

Employees who work for larger employers can decline 
Medicare without losing health insurance coverage because 
Medicare serves as secondary coverage if adopted. Accord-
ingly, an individual over the age of 65 who works for an 
employer with 20 or more employees that provides a group 
HDHP could remain HSA-eligible by not enrolling in Medi-
care or applying for Social Security benefits.

How does Social Security impact HSA eligibility? 
When individuals apply for Social Security benefits, the So-
cial Security Administration automatically enrolls them in 
Medicare Part A when they turn 65. This automatic enroll-
ment can cause HSA owners to have HSA excess contribu-
tions because they wrongly assume they remain eligible for 
an HSA.

How would an employee know if he or she was auto-
matically enrolled in Medicare? Anyone receiving Social 
Security payments who is over age 65 is almost certainly 
enrolled in Medicare Part A because of the Social Security 
Administration policy of automatically enrolling individu-
als. Medicare also sends new enrollees a Medicare card three 
months before their 65th birthday, so enrolled individuals 
should know they are enrolled.

Can an employee stop Medicare Part A coverage and re-
claim HSA eligibility? Yes. The Medicare-enrolled employee 
who now wants to decline coverage can do so by contacting 
the Social Security Administration. Assuming the employee 
has not begun receiving Social Security payments, this action 
will reestablish HSA eligibility.

If the employee has already begun receiving Social Se-
curity payments, the employee cannot opt out of Medicare 
Part A without paying the government back all of the money 

received from Social Security payments plus reimbursing 
the government for any money Medicare spent on the indi-
vidual’s medical claims. This action will also stop future So-
cial Security payments (the employee can reapply for Social 
Security, which will cause this issue to start anew).

The inability to opt out of Medicare Part A without los-
ing Social Security payments has caused enough frustration 
that Congress considered a bill to change the law. The bill 
did not pass. Former Congressman Dick Armey and others 
also sued the federal government to opt out of Medicare but 
keep Social Security benefits.4 They lost. The loss is surpris-
ing given that the main thrust of the lawsuit was a demand 
that the government stop spending money on the plaintiffs’ 
Medicare benefits.

When does an individual lose HSA eligibility because 
of Medicare coverage? An individual loses eligibility as of 
the first day of the month he or she turns 65 and enrolls in 
Medicare.5 Employees can misunderstand how the dates 
work. The following illustrates the rule.

Example: If an employee turns 65 on July 21 and en-
rolls in Medicare, that employee is no longer eligible for 
an HSA as of July 1. The employee’s maximum contri-
bution for that year would be 6/12 (the employee was 
eligible the first six months of the year) times the ap-
plicable federal limit.
Is the catch-up contribution amount available to eli-

gible individuals over age 65? Yes. Although most people 
lose eligibility for an HSA at age 65, it is possible to retain 
eligibility.

Those who do are entitled to contribute the catch-up 
amount of $1,000.6 An employee who enrolls in Medicare 
will be entitled to a pro-rata amount of the catch-up contri-
bution in the year he or she loses HSA eligibility.

hsas

learn more >>
Education
Health Care Management Conference 
April 13-15, Santa Monica, California
Visit www.ifebp.org/healthcare for more information.

From the Bookstore
Health Insurance Answer Book, 12th Edition
John C. Garner, CEBS. Aspen/Wolters Kluwer. 2015.
Visit www.ifebp.org/books.asp?9020 for more details.
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Do employees who enroll in Medi-
care have until April 15 to make their 
pro-rata HSA contribution? Yes. En-
rolling in Medicare ends HSA eligibil-
ity as of that month; however, the em-
ployee still has until his or her tax filing 
deadline (April 15 of the following year 
for most taxpayers) to make an HSA 
contribution. This answer—that they 
can still make an HSA contribution af-
ter they no longer are eligible—seems 
counterintuitive to a lot of employees, 
making this point important to com-
municate.

Example: Jim turned 65 on July 
15, 2014, enrolled in Medicare and 
is no longer eligible for an HSA. 
Jim was eligible for an HSA under 
self-only HDHP coverage from 
January through June 2014 but 
did not make any HSA contribu-
tions and never opened an HSA. 
Assume that early in 2015, Jim’s 
accountant suggests that he maxi-
mize his HSA contribution for the 
prior year. Jim can still open and 
make an HSA contribution, and he 
has until April 15, 2015 to do so. 
The amount Jim can contribute for 
2014 is reduced because he was not 
eligible for the full year.

Jim can contribute up to 6/12 
3 $3,300 (2014 self-only limit) 5 
$1,650. Jim can also contribute a 
prorated amount of the catch-up 
contribution, 6/12 3 $1,000 (2014 
catch-up limit) 5 $500. Com-
bined, these amounts total $2,150 
for 2014. He has until April 15, 
2015 to do so.
Can an employee enrolling in 

Medicare switch employer HSA con-
tributions to a spouse? Employees 
may request employers to direct their 
HSA payroll deferral and any em-

ployer-made HSA contribution into a 
still-eligible spouse’s HSA. Employers 
cannot grant this request. Any pretax 
employer contribution must go into the 
employee’s HSA and not the spouse’s 
(assuming the spouse is not also an em-
ployee of the same employer).7

Technically, HSA rules allow anyone 
to make an HSA contribution for any 
eligible person; however, an employer 
would not likely make an HSA con-
tribution for a nonemployee given the 
tax consequences. An HSA contribu-
tion for a nonemployee would not be 
deductible by the employer as either an 
employer HSA contribution or an em-
ployee pretax HSA payroll deferral.

Example: Big Boats Inc. offers 
its employees a family HDHP, a 
pretax HSA payroll deferral option 
and an employer HSA contribu-
tion of $50 per month for eligible 
employees. Samantha, an em-
ployee of Big Boats, is over 65 and 
enrolled in Medicare. Samantha’s 
husband is under 65 and eligible 
for an HSA because he is also cov-
ered by Big Boats’ family HDHP 
and is otherwise HSA-eligible. 
Samantha requests that Big Boats 
take money out of her pay pretax 
and contribute it to her husband’s 
HSA. Big Boats cannot accommo-
date her request on a pretax basis 
and could do so only by reporting 
the contribution amount as in-
come to Samantha (negating any 
tax benefit for her). Samantha re-
quests that the employer contrib-
ute the $50 monthly to her spouse. 
This also is not allowed.
Although the employer cannot 

make pretax HSA contributions to em-
ployees’ spouses, an employee can fund 
a spouse’s HSA directly. This works well 

if the employer-sponsored health in-
surance provides a family HDHP that 
covers the employee’s spouse and the 
spouse is otherwise eligible for an HSA.

Example: Using the same facts 
as above, but now that Samantha 
understands how HSA law works, 
she decides to fund her husband’s 
HSA herself with after-tax dollars. 
Calculating her husband’s maxi-
mum HSA contribution in the year 
Samantha loses HSA eligibility is a 
bit tricky because Samantha and 
her husband must coordinate their 
contributions not to exceed the 
federal HSA limit between both 
HSAs. For 2014, let’s assume Sa-
mantha turned 65 on April 6, 2014 
and enrolled in Medicare right 
away. She loses HSA eligibility as 
of April 1, 2014 so she can contrib-
ute a pro-rata amount of 3/12 (she 
was eligible for three of 12 months) 
3 $6,550 (2014 family HSA limit) 
5 $1,637.50. Plus, she can contrib-
ute 3/12 of the catch-up contribu-
tion, or $250 (3/12 3 $1,000), for 
a total contribution of $1,887.50 
($1,637.50 1 $250). She wants to 
maximize her HSA contributions 
so she contributes $1,887.50. This 
leaves her husband with a con-
tribution of $4,912.50 ($6,550 2 
$1,637.50) plus his catch-up of 
$1,000 for a total contribution of 
$5,912.50.

The math gets easier the next 
year. Her husband continues 
to have family HDHP coverage 
through Samantha’s HDHP and 
Samantha has no months of HSA 
eligibility in 2015. Samantha can 
make an HSA contribution to 
her husband’s HSA of up to the 
maximum family limit ($6,650 for 

hsas
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2015) plus a catch-up if he is over the age of 55 ($1,000). 
This solution achieves many of Samantha’s goals. She 
can contribute essentially the same amount as before: 
the full family limit plus one catch-up contribution (she 
loses her catch-up contribution). She will get the same 
income tax deduction by claiming her husband’s HSA 
contribution on her joint tax return. Plus, the money 
contributed to her husband’s HSA can be used for both 
his and her medical expenses.

Although this is a good solution for Samantha, it is 
not as good as when the employer made the contribu-
tions. Samantha no longer gets the $50 per month from 
the employer. She will have to pay payroll taxes on the 
amount contributed directly (employer contributions 
and pretax payroll deferral avoid payroll taxes). Saman-
tha and her husband will have to do this on their own 
rather than having Big Boats’ payroll area take care of 
some of the detail. Also, prior to Samantha enrolling in 

Medicare, she and her husband could have each taken 
advantage of the $1,000 catch-up contribution, and now 
she will not be able to contribute that $1,000.

Distributions for Health Insurance Premiums
Can an HSA owner pay for health insurance premiums 

with an HSA after age 65? Yes, HSA owners over age 65 can 
use their HSA tax-free and penalty-free to pay for premiums of 
employer-provided health insurance.8 If an employee is already 
paying his or her portion through a pretax Section 125 plan, 
it may make more sense to use HSA funds for future medical 
expenses.

Can an HSA owner use his or her HSA to pay for Medi-
care premiums? Yes. An HSA owner age 65 or over can use 
HSA assets to pay for Medicare premiums with no taxes or 
penalties. This includes paying for all parts of Medicare ex-
cept medigap insurance premiums (Medicare supplemen-
tal insurance).9 This is a very attractive feature of HSAs for 

hsas
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employees who are able to build up a larger balance before 
enrolling in Medicare. Individuals without HSA balances 
will be forced to pay for Medicare premiums with after-tax 
dollars.

Can an HSA owner use an HSA to pay for Medicare 
premiums of a spouse? Yes—if the HSA owner has obtained 
the age of 65. If the HSA owner is younger, then the HSA 
owner cannot use his or her HSA to pay the spouse’s Medi-
care premiums.10

If an employee’s Medicare premiums are automatically 
deducted from Social Security payments, how can an HSA 
owner use an HSA to pay the premium? The HSA owner can 
reimburse for the premium that is automatically deducted from 
Social Security from the HSA.11 This can be as simple as the 
employee writing herself a check from her HSA each month or 
periodically as desired.

Distributions for General Retirement Use
Does an HSA provide for retirement distributions sim-

ilar to individual retirement accounts (IRAs) and 401(k)s?  
Yes, after age 65, an HSA owner can take money out of 
the HSA and use it for general retirement expenses with-
out the 20% premature distribution penalty.12 This is the 
same treatment as deductible IRAs and traditional 401(k)s 
(Roth accounts work differently), where contributions are 
made pretax or are tax-deductible and enjoy tax-free earn-
ings as long as the money remains in the account. After 

an HSA owner reaches the appropriate retirement age, the 
amount distributed is taxable income for federal income 
tax purposes (generally state income taxes as well).

Unlike IRAs and 401(k)s, HSAs use 65, instead of 59½, 
as the age to avoid premature distribution penalties. An-
other difference is that HSAs are not subject to mandatory 
retirement distributions. A more critical difference is that 
only HSAs allow for tax-free distributions for medical pur-
poses.

Is it a good idea to use an HSA for general retirement 
expenses? Given the ability to take tax-free distributions 
from HSAs for medical expenses, HSA owners are well-ad-
vised to use the HSA first for qualified medical expenses and 
use other funds for general retirement. This is especially true 
because the HSA contribution limits and the relatively recent 
adoption of HSAs mean most Americans have modest HSA 
balances at the age of 65. Just paying for Medicare premiums 
will exhaust many HSAs within a few years, and there are 
a lot of qualified medical expenses that Medicare does not 
cover. As HSA balances grow we could reach a point where 
it is more common for HSA owners to have a larger balance 
in their HSAs than needed for medical expenses after age 65, 
but given the rapid increase in medical spending, that seems 
unlikely for the foreseeable future.

Conclusion
A 65th birthday is a natural time to reflect on benefit and 

retirement plans. Employers and benefit professionals are in a 
position to help by including HSA planning at the age of 65. 
With an awareness of the issues and answers in this article, ben-
efit professionals and employers can better advise employees 
on the impact of a 65th birthday on their HSA.  
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