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* Health Savings Accounts (HSAs) are investment
vehicles that offer a unique triple tax advantage and
allow you to keep funds invested over many years.

e HSA assets can be used (free of income tax) for several
healthcare costs in retirement, even some not covered
by Medicare, such as qualified long-term care costs.

* Even though HSAs have low annual contribution
limits, maximizing HSA contributions each year (and
investing in a growth-oriented strategy) might give
many families enough to cover the bulk of their out-
of-pocket healthcare expenses in retirement.

Healthcare costs are rising rapidly, which means it's
becoming increasingly important to build healthcare costs
into your retirement plan. Based on data in our report,
"Healthcare in retirement," we estimate that most retirees
will need to save between USD 300,000 and USD 600,000
at the age of 65 to cover their lifetime healthcare expenses.
In addition to these healthcare costs, retirees must account
for the potential of requiring long-term care (LTC) in the
future, which can be incredibly costly in some instances.

Thankfully, there's a savings vehicle with powerful features
that can make it easier to save for future health-related
expenses: Health Savings Accounts (HSAs). These accounts
are available to individuals or families covered by qualified
high deductible health plans (HDHPs), and typically provide
investment options similar to a 401(k).

These accounts are one of the most tax-friendly investment
vehicles available to investors because they are triple
tax-advantaged: no tax on contributions, growth, or
distributions (as long as these funds are spent on qualified
medical costs). Removing this tax drag can mean thousands
of dollars of tax savings on healthcare costs.

HSAs offer a triple tax advantage:

1. Pre-tax contributions, similar to a Traditional IRA or
401(k) contribution.

2. Tax-free investment earnings.

3. Tax-free distributions when they are used to cover
qualified medical expenses.

Near-term spending or tax-free
growth?

Most Americans are spending more than they are saving in
their HSAs. Only 24% of assets contributed to HSAs in 2019
were carried forward into 2020. While individuals do have
the option of using HSA dollars during their working years,
similar to Flexible Spending Accounts (FSAs), HSA savings
are not subject to a "use it or lose it" time horizon. FSA
dollars must be earmarked for near-term spending, whereas
unspent dollars in an HSA can be carried forward for many
years. That's an important feature because the benefits of
tax-free growth compound over time.

In addition to leaving your savings in your HSA until
the funds are needed in retirement, we also recommend
utilizing the investment feature in order to reap the full
benefits of your HSA. As of 30 June 2020, only 5% of
accounts invested a portion of their HSA dollars. That
means 95% of HSAs were held entirely in cash or the
account's money market fund. That could be a huge missed
opportunity, because the cumulative effect of HSA's triple
tax advantage is remarkable.

This report has been prepared by UBS Financial Services Inc. (UBS FS). Please see important disclaimers and

disclosures at the end of the document.
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For example, let's look at the scenario illustrated in Fig.
1 where an individual invests USD 100 of her salary in
different investment vehicles at age 25, assuming a 5%
annual growth rate.

» After-tax dollars in a taxable account. Assuming
an income tax rate of 24% at age 25—and that it's
possible to minimize ordinary income and short-term
capital gains taxes as the capital grows—USD 100 of her
salary invested at age 25 would grow to pay for around
USD 431 of medical expenses (or any other spending)
in her first year of retirement at age 65.

* Pre-tax IRA contribution. Although not taxed when
the contribution is made, the distribution is taxed as
ordinary income. Assuming a 37% income tax rate on
distributions, USD 100 of her salary invested at age
25 could pay for approximately USD 444 of medical
expenses (or any other spending) in her first year of
retirement at age 65.

» After-tax Roth IRA contribution. Qualified
distributions are tax-free, but contributions are taxed at
ordinary income tax rates. Assuming an income tax rate
of 24%, the USD 100 contribution of her salary at age
25 would pay for USD 535 of medical expenses (or
any other spending) during her first year of retirement
at age 65.

* HSA contribution. With tax-free contributions, growth,
and distributions, USD 100 of her salary contributed at
age 25 would be able to pay for USD 704 of qualified
medical expenses during her first year of retirement at
age 65.

Even ignoring state and local income taxes, she'd have to
save USD 32 more of her salary in the Roth IRA, USD 59 more
in the pre-tax IRA, or USD 63 more in the taxable account,
just to get the same purchasing power at age 65 as she
would with the HSA. Put simply, the unique and powerful
features of HSAs make it easier to save for the increasingly
expensive costs of healthcare in retirement.

Fig. 1: The triple tax advantage makes it easier

to save for retirement healthcare costs

Hypothetical illustration, USD 100 of salary saved in various account
types, 5% annual growth, and spent on qualified medical expenses.
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Source: UBS. Assumes 24% tax on contributions, 37% tax on
distributions, and 23.8% tax on capital gains, where applicable.

To get the most out of your HSA, we suggest funding your
pre-retirement healthcare expenses with other assets. Most
investors, who will have significant healthcare spending in
retirement, should consider funding their taxable savings
accounts to cover their pre-retirement healthcare expenses
and avoid interrupting the compound growth potential of
their tax-exempt HSAs.

If you do not have after-tax resources to tap for near-
term healthcare spending, we recommend keeping enough
money in your HSA's money market fund to cover your
current year's deductible and invest the excess assets in
something with greater growth potential. Tapping your HSA
isn't a last resort (we'd recommend doing so before, for
example, taking on credit card debt), but it's a very costly
option when you consider the foregone growth potential of
each dollar taken out.

02



Modern retirement monthly

Should | be saving in my 401(k) or
my HSA?

Try to avoid picking one account over the other. Your
retirement accounts like 401(k)s and IRAs can, and should,
be used simultaneously with your HSA—think of them as
supplements to one another.

Fig. 2: The "savings waterfall"

A framework for prioritizing savings and investing accounts by after-tax
growth potential.
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Source: UBS. For illustration purposes only.

Ideally, investors should max out contributions to all
applicable tax-advantaged vehicles in order to generate
the greatest after-tax wealth. However, that isn't always
feasible. So, if you're trying to determine where you should
put your next dollar to work for you, we've identified the
investment vehicles with the greatest impact based on after-
tax return potential in our "savings waterfall."

The obvious starting point is allocating to your 401(k) to
take advantage of your company's matching contribution
(if there is one), since this is like getting an immediate
100% return (in a tax-advantaged account) on the matched
dollars. But if your employer doesn't offer a 401(k) match,
consider maxing out your HSA first since its features provide
a greater after-tax return potential, all else being equal.

This rule of thumb won't work for everyone, but the savings
waterfall illustration can be used as a guide. And, as you
make and save more money, you will be able to allocate your
savings further down the waterfall as it makes sense for your
personal situation.

How much is too much?

As mentioned previously, we estimate that most retirees will
need to save between USD 300,000 and USD 600,000 at the
age of 65 to cover their healthcare expenses. For wealthier
and healthier families, that number could be much higher
(especially when accounting for the potential of needing
LTC), but it's a good starting point. If your HSA balance is on
pace to grow to more than that amount by the time you're
65, it may be getting toward the "fully funded" side. But,
with a 2021 contribution limit of USD 3,600 for individuals,
USD 7,200 for families, and a catch-up limit of USD 1,000
per individual age 55 and older, overfunding won't be a
problem for most people.

Even still, it's important to note that HSAs differ from
other qualified accounts. Unlike IRAs, HSAs do not have a
Required Minimum Distribution (RMD), which is beneficial
because it lets you keep the funds growing until you
need them. However, HSAs only retain their tax-advantaged
status when passing to the surviving spouse. That's why
it's important for you to make sure your spouse is the
beneficiary of your HSA. And then, when both partners
pass away, the account beneficiary receives the fair market
value of the HSA balance as taxable income—so these
tax treatments for beneficiaries should be taken into
consideration when deciding which accounts to pull from in
retirement. This will help make sure the remaining wealth
that will be passed on to your heirs can be transferred in a
tax-efficient manner.
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How should | invest my HSA?

As always, investment-related decisions should be made
within the context of your overall situation. Our Liquidity.
Longevity. Legacy. (3L) framework* can help guide you
through this process by using your goals and objectives as
the primary driving factor behind all financial decisions in
your life.

Your wealth

8 0

Longevity.

Liquidity.

To help improve your
lifestyle

To help improve the
lives of others

To help maintain your
lifestyle

*Timeframes may vary. Strategies are subject to individual client goals,
objectives and suitability. This approach is not a promise or a guarantee
that wealth, or any financial results, can or will be achieved.

One of the key advantages of this framework is that it
acknowledges the link between risk and time horizon.
Assets earmarked to be spent in the next few years can't
"wait out" short-term volatility, so they need to be invested
conservatively. Such assets, like cash, are well suited to meet
short-term cash flow needs, but they typically offer low
expected returns and lose purchasing power over the long
term.

By contrast, those assets designated to meet spending goals
that won't occur for decades have the inherent "patience”
to wait out temporary market losses, so they can be invested
more aggressively. Such investments, like stocks, might
be volatile in the short term, but they provide long-term
growth potential that's necessary to surpass inflation and to
maintain purchasing power.

In the case of HSAs, due to their triple tax advantage
and extremely long time horizon, these accounts are better
aligned with the Longevity strategy—assets earmarked
for retirement spending. Assuming an investor has the
resources in their Liquidity strategy to fund planned near-
term health spending and any unexpected healthcare costs,
HSAs should be invested in a way that aligns with how the
rest of the Longevity portfolio is allocated.

Bottom line

HSAs can be used to cover future healthcare costs in
retirement. Their triple tax benefit makes it easier to save for
healthcare costs in comparison to other retirement savings
accounts. But, they should not be the primary source of
funding for healthcare spending in retirement. Instead,
HSAs should be used as a part of your overall retirement
savings strategy.

If you're currently maxing out your 401(k) contributions, do
the same to your HSA. If you aren't able to max out your
401(k) or HSA, contribute at least enough to your 401(k) to
receive your entire employer match (if applicable) and then
direct additional savings toward your HSA.

And, when feasible, fund pre-retirement healthcare
expenses with after-tax dollars. This will allow the assets in
your HSA to benefit from long-term tax-free growth and tax-
free distributions on qualified expenses.

For details regarding what medical expenses are qualified for HSA
distributions, along with other HSA-related information, please see IRS
Publication 969.
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Appendix

UBS Chief Investment Office's ("CIO") investment views are prepared and published by the Global Wealth Management business of UBS
Switzerland AG (regulated by FINMA in Switzerland) or its affiliates ("UBS").

The investment views have been prepared in accordance with legal requirements designed to promote the independence of investment
research.

Generic investment research - Risk information:

This publication is for your information only and is not intended as an offer, or a solicitation of an offer, to buy or sell any investment or
other specific product. The analysis contained herein does not constitute a personal recommendation or take into account the particular
investment objectives, investment strategies, financial situation and needs of any specific recipient. It is based on numerous assumptions.
Different assumptions could result in materially different results. Certain services and products are subject to legal restrictions and cannot be
offered worldwide on an unrestricted basis and/or may not be eligible for sale to all investors. All information and opinions expressed in this
document were obtained from sources believed to be reliable and in good faith, but no representation or warranty, express or implied, is made
as to its accuracy or completeness (other than disclosures relating to UBS). All information and opinions as well as any forecasts, estimates and
market prices indicated are current as of the date of this report, and are subject to change without notice. Opinions expressed herein may differ
or be contrary to those expressed by other business areas or divisions of UBS as a result of using different assumptions and/or criteria.

In no circumstances may this document or any of the information (including any forecast, value, index or other calculated amount (" Values"))

be used for any of the following purposes (i) valuation or accounting purposes; (ii) to determine the amounts due or payable, the price or

the value of any financial instrument or financial contract; or (iii) to measure the performance of any financial instrument including, without
limitation, for the purpose of tracking the return or performance of any Value or of defining the asset allocation of portfolio or of computing
performance fees. By receiving this document and the information you will be deemed to represent and warrant to UBS that you will not use this
document or otherwise rely on any of the information for any of the above purposes. UBS and any of its directors or employees may be entitled
at any time to hold long or short positions in investment instruments referred to herein, carry out transactions involving relevant investment
instruments in the capacity of principal or agent, or provide any other services or have officers, who serve as directors, either to/for the issuer,
the investment instrument itself or to/for any company commercially or financially affiliated to such issuers. At any time, investment decisions
(including whether to buy, sell or hold securities) made by UBS and its employees may differ from or be contrary to the opinions expressed in
UBS research publications. Some investments may not be readily realizable since the market in the securities is illiquid and therefore valuing the
investment and identifying the risk to which you are exposed may be difficult to quantify. UBS relies on information barriers to control the flow
of information contained in one or more areas within UBS, into other areas, units, divisions or affiliates of UBS. Futures and options trading is
not suitable for every investor as there is a substantial risk of loss, and losses in excess of an initial investment may occur. Past performance of

an investment is no guarantee for its future performance. Additional information will be made available upon request. Some investments may
be subject to sudden and large falls in value and on realization you may receive back less than you invested or may be required to pay more.
Changes in foreign exchange rates may have an adverse effect on the price, value or income of an investment. The analyst(s) responsible for

the preparation of this report may interact with trading desk personnel, sales personnel and other constituencies for the purpose of gathering,
synthesizing and interpreting market information.

Tax treatment depends on the individual circumstances and may be subject to change in the future. UBS does not provide legal or tax advice and
makes no representations as to the tax treatment of assets or the investment returns thereon both in general or with reference to specific client's
circumstances and needs. We are of necessity unable to take into account the particular investment objectives, financial situation and needs of
our individual clients and we would recommend that you take financial and/or tax advice as to the implications (including tax) of investing in any
of the products mentioned herein.

This material may not be reproduced or copies circulated without prior authority of UBS. Unless otherwise agreed in writing UBS expressly
prohibits the distribution and transfer of this material to third parties for any reason. UBS accepts no liability whatsoever for any claims or
lawsuits from any third parties arising from the use or distribution of this material. This report is for distribution only under such circumstances as
may be permitted by applicable law. For information on the ways in which CIO manages conflicts and maintains independence of its investment
views and publication offering, and research and rating methodologies, please visit www.ubs.com/research. Additional information on the
relevant authors of this publication and other CIO publication(s) referenced in this report; and copies of any past reports on this topic; are
available upon request from your client advisor.

Options and futures are not suitable for all investors, and trading in these instruments is considered risky and may be appropriate only

for sophisticated investors. Prior to buying or selling an option, and for the complete risks relating to options, you must receive a copy of
"Characteristics and Risks of Standardized Options". You may read the document at https://www.theocc.com/about/publications/character-
risks.jsp or ask your financial advisor for a copy.

Investing in structured investments involves significant risks. For a detailed discussion of the risks involved in investing in any particular structured
investment, you must read the relevant offering materials for that investment. Structured investments are unsecured obligations of a particular
issuer with returns linked to the performance of an underlying asset. Depending on the terms of the investment, investors could lose all or a
substantial portion of their investment based on the performance of the underlying asset. Investors could also lose their entire investment if the
issuer becomes insolvent. UBS Financial Services Inc. does not guarantee in any way the obligations or the financial condition of any issuer or the
accuracy of any financial information provided by any issuer. Structured investments are not traditional investments and investing in a structured
investment is not equivalent to investing directly in the underlying asset. Structured investments may have limited or no liquidity, and investors
should be prepared to hold their investment to maturity. The return of structured investments may be limited by a maximum gain, participation
rate or other feature. Structured investments may include call features and, if a structured investment is called early, investors would not earn any
further return and may not be able to reinvest in similar investments with similar terms. Structured investments include costs and fees which are
generally embedded in the price of the investment. The tax treatment of a structured investment may be complex and may differ from a direct
investment in the underlying asset. UBS Financial Services Inc. and its employees do not provide tax advice. Investors should consult their own tax
advisor about their own tax situation before investing in any securities.
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Important Information About Sustainable Investing Strategies: Sustainable investing strategies aim to consider and incorporate
environmental, social and governance (ESG) factors into investment process and portfolio construction. Strategies across geographies and styles
approach ESG analysis and incorporate the findings in a variety of ways. Incorporating ESG factors or Sustainable Investing considerations may
inhibit the portfolio manager’s ability to participate in certain investment opportunities that otherwise would be consistent with its investment
objective and other principal investment strategies. The returns on a portfolio consisting primarily of sustainable investments may be lower

or higher than portfolios where ESG factors, exclusions, or other sustainability issues are not considered by the portfolio manager, and the
investment opportunities available to such portfolios may differ. Companies may not necessarily meet high performance standards on all
aspects of ESG or sustainable investing issues; there is also no guarantee that any company will meet expectations in connection with corporate
responsibility, sustainability, and/or impact performance.

Distributed to US persons by UBS Financial Services Inc. or UBS Securities LLC, subsidiaries of UBS AG. UBS Switzerland AG, UBS Europe SE,

UBS Bank, S.A., UBS Brasil Administradora de Valores Mobiliarios Ltda, UBS Asesores Mexico, S.A. de C.V., UBS Securities Japan Co., Ltd, UBS
Wealth Management Israel Ltd and UBS Menkul Degerler AS are affiliates of UBS AG. UBS Financial Services Incorporated of Puerto Rico is
a subsidiary of UBS Financial Services Inc. UBS Financial Services Inc. accepts responsibility for the content of a report prepared by a
non-US affiliate when it distributes reports to US persons. All transactions by a US person in the securities mentioned in this report
should be effected through a US-registered broker dealer affiliated with UBS, and not through a non-US affiliate. The contents of
this report have not been and will not be approved by any securities or investment authority in the United States or elsewhere.
UBS Financial Services Inc. is not acting as a municipal advisor to any municipal entity or obligated person within the meaning

of Section 15B of the Securities Exchange Act (the "Municipal Advisor Rule") and the opinions or views contained herein are not
intended to be, and do not constitute, advice within the meaning of the Municipal Advisor Rule.

External Asset Managers / External Financial Consultants: In case this research or publication is provided to an External Asset Manager

or an External Financial Consultant, UBS expressly prohibits that it is redistributed by the External Asset Manager or the External Financial
Consultant and is made available to their clients and/or third parties.For country disclosures, click here.
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