DC Perspectives

Are HSAs the Next Retirement Account?

A Health Savings Account (HSA) is a type of savings account
that allows an individual to set aside pre-tax money to pay for
qualified medical expenses, such as doctors, dentists, vision
care, and prescriptions. Individuals are eligible to contribute
to an HSA if they are covered under a High Deductible Health
Plan (HDHP), most often offered by an employer.

As shown in Exhibit 1 below, assets within HSAs grew to an estimated $98 billion
last year,! with continued growth expected in the years ahead. Within HSA
accounts, investment assets rose to an estimated $34 billion at the end of 2021.
While HSA assets have grown at an annualized rate of 15% over the last five years,
investment assets within HSA accounts have grown at a rate of 44%, to 35% of
total HSA assets as of 2021 from less than 10% 10 years ago.
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Exhibit 1: Within the growing HSA market, investments are growing as

a percentage of assets, projected to reach nearly 40% of HSA
funds by 2024
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Source: Devenir Research as of December 31, 2021
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https://www.devenir.com/wp-content/uploads/2021-Year-End-Devenir-HSA-Research-Report-Executive-Summary.pdf
https://www.marquetteassociates.com/people/matt-nowak-aif/

HOW DOES AN HSA WORK?

In addition to the impact of market gains, a driving force behind this asset growth has been the triple tax
benefits that HSA plans provide. Specifically, HSA participants can:

= Contribute assets to their plans on a tax-free basis,
= Grow assets within their plans on a tax-free basis, and

= \Withdraw assets from their plans for medical expenses on a tax-free basis

Unlike Flexible Spending Accounts (FSAs), where assets must be used for medical expenses within the
plan year — often referred to as “use it or lose it” — HSA plan assets are allowed to remain in the account
and be carried over year to year. HSA participants can use their accounts either as a source of funds
for current medical expenses or as a savings vehicle in preparation for payment of longer-term qualified
medical expenses in retirement.

In a standard HSA plan, participant assets are  cONTRIBUTIONS
invested in a cash account. Depending on the
provider, once a participant reaches a minimum

The IRS limits the amount that individuals or families
can contribute to HSA and 401(k) plans in a calendar
investment threshold — typically a minimum year. Most recently, the annual inflation-adjusted
asset balance of $1,000-$2,000 — the individual limits were announced for 2023: HSA contribution

becomes  eligible to allocate to investment limits increased by $200-450 and 401(k) contribution
options, which may include equity and fixed | its increased by $2,000.
income mutual funds. I

Unlike other retirement vehicles such as 401(k)s | HSA Contribution Limits

or Individual Retirement Accounts (IRAS), 2023 2022 2021 2020 2019
HSA plans do not have a required minimum o

istributi i i Individual = g3 850 3,650 $3,600 $3,550 $3,500
distribution (RMD). The benefits of not having  Coverage : . . : .
an RMD allow participants to leave assets within = pamily
the account for a longer period of time and,  Coverage
if invested, compound gains in the market. (Caatecg-sus $1000 $1,000 $1.000 $1,000 $1,000
After an individual reaches age 65, in addition 9
to tax-free withdrawals for medical expenses,
participants are allowed to withdraw their HSA
funds fornon-medical expenses without penalty, 2023 2022 2021 2020 2019
though non-medical withdrawals will be taxed i
as ordinary income. If HSA funds are withdrawn  Deferrals
for non-medical expenses before the age of 65, éatgg'é‘s $7,500 $6,500 $6,500 $6,500 $6,000
the IRS will require payment of income tax plus s
a 20% penalty on assets withdrawn.

$7,750 $7,300 $7,200 $7100 $7,000

401(k) Contribution Limits

$22,500 $20,500 $19,500 $19,500 $19,000

Source: Internal Revenue Service (IRS) as of October 21, 2022
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CONSOLIDATING RETIREMENT ASSETS Exhibit 3: Holistic view of a participant’s retirement

A recent trend in defined contribution
(DQC) is the technological enhancements
of retirement plan recordkeepers and
their ability to offer HSA plan integration
with certain plan providers or offer
their own proprietary solution. This
provides participants with single sign-on
capabilities and the ability to view their
accounts on a single screen, creating a
holistic view of their retirement assets.

assets

Outside . Defined

Accounts . Benefit

Moreover, employers that offer both a
DC plan and HSA plan are beginning to )
offer the same investment lineup under " IRA
both plans, providing consistency to
participants.

Exhibit 4 below shows a general DC plan investment lineup for a 401(k) plan offering. Investments include
the Tier 1 Option — Target Date Funds — for the “do it for me” investors, as well as Tier 2 and 3 Options,
which include a mix of equity and fixed income funds for the “do it myself” investors. To help participants
avoid confusion, plans are beginning to mirror the same investment lineup for both their DC plan and HSA
plan, with the intent to improve the experience and outcome for employees.

Exhibit 4: HSAs have the ability to offer similar investments to a DC plan

DC Plan HSA Plan Same Funds?
Tier 1: Lifecycle / Dynamic Asset Allocation Funds
Target Date Funds v v Yes

Tier 2: Core Options

U.S. Large-Cap v v Yes
U.S. Mid-Cap v v Yes
U.S. Small-Cap v v Yes
Non-U.S. v v Yes
Bonds v v Yes
Cash Preservation v v Yes
Tier 3: Specialty Options
Diversified Inflation Protection v v Yes

With a number of benefits to participants, HSA plans can serve as a powerful tool for individuals planning for
retirement. Marquette will continue to monitor the evolving dynamics and regulations affecting retirement
account assets and provide updates to clients accordingly. »
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CONFIDENTIALITY NOTICE: This communication, including attachments, is for the exclusive use of the addressee and
contains proprietary, confidential and/or privileged information; any use, copying, disclosure, dissemination or distribution
is strictly prohibited. Marquette Associates, Inc. retains all proprietary rights they may have in the information.

Marquette Associates, Inc. (“Marquette”) has prepared this document for the exclusive use by the client or third party
for which it was prepared. The information herein was obtained from various sources, including but not limited to third
party investment managers, the client’s custodian(s) accounting statements, commercially available databases, and other
economic and financial market data sources.

The sources of information used in this document are believed to be reliable. Marquette has not independently verified all
of the information in this document and its accuracy cannot be guaranteed. Marquette accepts no liability for any direct
or consequential losses arising from its use. The information provided herein is as of the date appearing in this material
only and is subject to change without prior notice. Thus, all such information is subject to independent verification and
we urge clients to compare the information set forth in this statement with the statements you receive directly from the
custodian in order to ensure accuracy of all account information. Past performance does not guarantee future results and
investing involves risk of loss. No graph, chart, or formula can, in and of itself, be used to determine which securities or
investments to buy or sell.

Forward-looking statements, including without limitation any statement or prediction about a future event contained
in this presentation, are based on a variety of estimates and assumptions by Marquette, including, but not limited to,
estimates of future operating results, the value of assets, and market conditions. These estimates and assumptions,
including the risk assessments and projections referenced, are inherently uncertain and are subject to numerous business,
industry, market, regulatory, geopolitical, competitive, and financial risks that are outside of Marquette’s control. There
can be no assurance that the assumptions made in connection with any forward looking statement will prove accurate,
and actual results may differ materially.

The inclusion of any forward-looking statement herein should not be regarded as an indication that Marquette considers
forward-looking statements to be a reliable prediction of future events. The views contained herein are those of Marquette
and should not be taken as financial advice or a recommendation to buy or sell any security. Any forecasts, figures,
opinions or investment techniques and strategies described are intended for informational purposes only. They are based
on certain assumptions and current market conditions, and although accurate at the time of writing, are subject to change
without prior notice. Opinions, estimates, projections, and comments on financial market trends constitute our judgment
and are subject to change without notice. Marquette expressly disclaims all liability in respect to actions taken based on
any or all of the information included or referenced in this document. The information is being provided based on the
understanding that each recipient has sufficient knowledge and experience to evaluate the merits and risks of investing.

This presentation does not constitute an offer to sell, or a solicitation of an offer to buy, any interest in any investment
vehicle, and should not be relied on as such. Targets, ranges, and expectations set forth in this presentation are
approximations; actual results may differ. The information and opinions expressed herein are as of the date appearing
in this material only, are subject to change without prior notice, and do not contain material information regarding the
Marquette Model Portfolio, including specific information relating to portfolio investments and related important risk
disclosures. The descriptions herein of Marquette’s investment objectives or criteria, the characteristics of its investments,
investment process, or investment strategies and styles may not be fully indicative of any present or future investments,
are not intended to reflect performance and may be changed in the discretion of Marquette. While the data contained
herein has been prepared from information that Marquette believes to be reliable, Marquette does not warrant the
accuracy or completeness of such information. Client account holdings may differ significantly from the securities in the
indices and the volatility of the index may be materially different from client account performance. You cannot invest
directly in an index.

About Marquette Associates

Marquette was founded in 1986 with the sole objective of providing investment consulting at the highest
caliber of service. Our expertise is grounded in our commitment to client service — our team aims to be a
trusted partner and as fiduciaries, our clients’ interests and objectives are at the center of everything we do.
Our approach brings together the real-world experience of our people and our dedication to creativity and
critical thinking in order to empower our clients to meet their goals. Marquette is an independent investment
adviser registered under the Investment Advisers Act of 1940, as amended. Registration does not imply a
certain level of skill or training. More information about Marquette including our investment strategies, fees
and objectives can be found in our ADV Part 2, which is available upon request and on our website. For more
information, please visit www.MarquetteAssociates.com.
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