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D e c u m u l a t i o n

After saving for 40 years, an individual could have $360,000 if 
the realized rate of return were 2.5%, $600,000 if it were 5% and 
nearly $1.1 million if it were 7.5%.

HSAs can be viewed as a supplement to retirement plans. It 
has also been demonstrated that HSAs can provide more val-
ue over time than a 401(k) when accounting for taxes.2 Some 
advisors would go so far as to say that “using one to save for 
retirement medical expenses is a better strategy than using re-
tirement accounts.”3 Much is known about account balances, 
employee and employer contributions, and distributions.4 Yet, 
unlike what is known about decumulation from defined con-
tribution plans,5 there is no literature on decumulation from 
HSAs, other than some summary statistics on distributions. In 
this article, Employee Benefit Research Institute (EBRI) data 
from the EBRI HSA Database is used to examine distributions 
from HSAs to better understand how HSA owners may be us-
ing their HSAs and/or spending them down.

About the EBRI HSA Database
The EBRI HSA Database is a representative repository of 

information about individual HSAs. The database is unique 
because it includes data provided by a wide variety of account 
recordkeepers and, therefore, represents the characteristics and 
activity of a broad range of HSA owners.6

As of December 31, 2016, the EBRI HSA Database includes 

The Role of Health Savings 
Accounts in Retirement 
Decumulation Strategies: 
Implications for Financial 
Well-Being
by Paul Fronstin, Ph.D. | Employee Benefit Research Institute

In 2003, the Medicare Prescription Drug, Improvement, and 
Modernization Act (MMA) included a provision that cre-
ated health savings accounts (HSAs) and HSA-eligible 

health plans. The provision allows individuals enrolled in high-
deductible health plans meeting certain requirements to open 
and fund a health savings account (HSA), a tax-exempt trust or 
custodial account that is funded with contributions and assets 
that an individual can use to pay for health care expenses. Indi-
viduals can contribute to an HSA only if they are enrolled in an 
HSA-eligible health plan. Unlike contributions to a 401(k) plan 
or an individual retirement account (IRA), HSAs benefit from 
a triple tax advantage: Employee contributions to the account 
are deductible from taxable income, any interest or other capi-
tal earnings on assets in the account build up tax-free, and dis-
tributions for qualified medical expenses from the HSA are 
excluded from taxable income to the employee.

In 2018, contributions to HSAs were limited to $3,450 for 
persons with individual health insurance coverage and $6,900 
for those with family coverage. Individuals who have reached 
the age of 55 and are not yet enrolled in Medicare may make 
an additional $1,000 catch-up contribution. An individual 
who saves in an HSA for ten years could accumulate between 
$53,000 and $68,000, depending on the rate of return realized 
and on the contribution rates assumed, while those saving for 
20 years could wind up with between $118,000 and $193,000.1 
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5.5 million HSAs and $11.3 billion in 
assets. The 2016 data covers 27% of the 
universe of HSAs and 31% of HSA as-
sets.7 Most HSAs in the EBRI HSA Da-
tabase were opened within the past few 
years. Overall, 77% of the accounts were 
opened between 2013 and 2016.

Aggregate Distributions
About two-thirds (63%) of HSA own-

ers took a distribution in 2016, with the 
average distribution being $1,766. Dis-
tributions greatly impacted end-of-year 
balances, and a high percentage of HSA 
contributions were distributed. In the 
EBRI HSA Database, account owners 
took $6.1 billion in distributions in 2016, 
which accounted for more than half 
(54%) of the assets in HSAs at the end 
of 2017. In other words, had there been 
no distributions in 2016, end-of-year 
balances would have been 54% higher 
on average. In the EBRI HSA Database, 
individual and employer contributions 
totaled $7.8 billion. Thus, 79% of contri-
butions were distributed in 2016.

Distributions, Decumulation  
and Financial Well-Being

Distributions were examined by a 
number of variables to better understand 
decumulation from HSAs and whether 
account owners are taking advantage of 
account features in order to maximize 
their financial well-being. One outstand-
ing question is how many account own-
ers use the HSA as a long-term savings 
vehicle. We found that account owners 
with higher contributions were less likely 
than those with lower contributions to 
take a distribution from the account. 
More specifically, 80% of accounts with 

contributions of more than $3,000 took 
a distribution in 2016, whereas 90% of 
accounts with contributions of $3,000 or 
less took a distribution (Figure 1).8 Fur-
thermore, among accounts that took a 
distribution, those with larger contribu-
tions took lower distribution amounts, 
on average, compared with accounts 
with smaller contributions. Specifically, 
among accounts with a distribution, the 
average distribution was $1,553 among 
accounts with contributions of more 
than $3,000, compared with an average 
distribution of $4,075 among accounts 
with contributions of $3,000 or less. 

These findings suggest that those with 
higher contributions are more likely to 
be using the account as long-term sav-
ings vehicles, since they are less likely 
to decumulate their assets. In contrast, 
those making lower contributions ap-
pear to be contributing enough to take a 
distribution, possibly just to cover their 
current health care expenses.9

Contribution levels are just one in-
dicator for whether an account owner 
is a longer term saver. Another indica-
tion of savings behavior is whether the 
account owner is an investor, defined as 
anyone with HSA funds in any type of 
investment vehicle other than cash. We 
find that investors are more likely than 
noninvestors to take distributions and, 
among those that take distributions, 
investors take larger distributions than 
noninvestors. More specifically, 69% of 
investors and 63% of noninvestors took 
a distribution (Figure 2). Among inves-
tors, distributions averaged $2,451, while 
the average was $1,740 among noninves-
tors. Higher average account balances 
among investors may be one driver of 
the distribution behavior. Investors may 
be more likely than noninvestors to take 
a distribution and take higher distribu-
tions because they have the money to do 
so. Furthermore, they may not be in a 
position to pay for any health care ser-

A T  A  G L A N C E

• Much is known about health savings account (HSA) balances and employee and 
employer contributions, but there is almost no information on decumulation in 
terms of HSA usage, investments and spending.

• The author found that account owners with higher contributions to HSAs are 
more likely to be using these accounts as longterm savings vehicles. In contrast, 
those with lower contributions seem to be contributing to HSAs to try to cover 
current health care expenses.

• Only 3% of HSAs studied had account balances invested in anything other than 
cash, and only 13% of account owners contributed the maximum allowable 
amount. This indicates that most account owners are not realizing the full poten
tial value of their HSAs.

• To preserve HSA balances, individuals must be in a financial position to make 
contributions to the HSA and pay for health care services by tapping nonHSA 
monies. Many HSA owners may not be able to do so, which could be a key factor 
in the low percentage of accounts with investments.
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vices with non-HSA monies. Because of 
the finding that investors are more likely 
than noninvestors to take a distribution 
from an HSA, it cannot be concluded 
that investors are using the account 
mainly as a long-term savings vehicle. 

Length of time an individual has had 
an account does not appear to affect the 
likelihood of taking a distribution, with 
one exception: The newest accounts 
were least likely to have a distribution 
and, among accounts with distributions, 
had the lowest distribution amounts. 
Only 43% of accounts opened in 2016 
took distributions, whereas 64-71% of 
accounts opened prior to 2016 took 
distributions in 2016 (Figure 3).10 It is 
not surprising that newer accounts are 
least likely to have a distribution and 
have lower distributions than other ac-
counts. In any given year, most people 
are healthy and do not use a lot of health 
care services. As a result, we should not 
expect most new accounts to have a dis-
tribution, since account owners may not 
be eligible to take a distribution based 
on use of health care services. Similarly, 
the newest accounts have lower distri-
bution amounts for a few reasons. First, 
these accounts have not had the time to 
accumulate an account balance. In ad-
dition, because account owners cannot 
reimburse themselves for health care 
expenses incurred in the past, there are 
fewer opportunities to take a distribution 
for health care expenses. 

Discussion
Most HSA owners are not realizing 

the full potential value of the various 
account features. Only 3% of the HSAs 
in the EBRI HSA Database had account 
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balances invested in anything other than 
cash. And only 13% of account owners 
contributed the maximum amount al-
lowable by law. There are implications 
for financial well-being when account 
owners do not realize the full potential 
of the account. In particular, when ac-
count owners do not invest the monies, 
do not contribute the maximum allowed 
amount and use the account for distribu-
tions, they are not maximizing the value 
of the triple tax advantage. Over time, 
however, it appears that HSA owners 
start to better understand the various 
features of the account. For example, the 
percentage of account owners who in-
vest increases over time. In 2016, 9% of 
accounts opened in 2011 were owned by 

investors, while only 1% of the accounts 
opened in 2016 were owned by inves-
tors.11 While older accounts are more 
likely to take advantage of a feature such 
as investing, there is still room for im-
provement. 

One shortcoming of using an HSA 
as a long-term savings vehicle is the fact 
that in order to contribute to an HSA, an 
individual must be enrolled in an HSA-
eligible health plan. As a result, indi-
viduals trying to use HSAs as long-term 
savings vehicles are subject to high de-
ductibles of at least $1,350 for individual 
coverage and $2,700 for family coverage 
in 2018. In order to preserve account bal-
ances, individuals who use health care 
services must be in a position to make 

contributions to an HSA and be able to 
pay for any health care service utilization 
by tapping non-HSA monies. Many ac-
count owners may not be in a financial 
position to have non-HSA monies avail-
able to pay for health care expenses. Not 
being in a financial position to have non-
HSA monies available to pay for health 
care services may also be a contributing 
factor to the low percentage of accounts 
with investments. Account owners may 
be hesitant to tie up their money in long-
term investment vehicles if they think 
they are going to need it for short-term 
health care expenses. 

Using HSA contributions to pay for 
health care expenses in the short term 
allows account owners to take advan-
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tage of the preferential tax status of HSAs, which is a way to 
maximize financial well-being. Contributions reduce taxable 
income, and distributions for qualified medical expenses are 
excluded from taxable income. However, only account owners 
who preserve the account for the long term also get to take ad-
vantage of the tax-free buildup of the HSA. Over time, we will 
be better able to understand how these longer term investors 
decumulate their HSAs alongside any other retirement savings 
plan assets.  
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