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summeR 2019

tax Planning anD RetiRement

W hen people think about 
their retirement, the men-
tal picture they summon 

tends to focus more on beaches and 
hobbies and less on income taxes. 
However, the taxes you’ll have to 
pay on your retirement income will 
have a large impact on how much 
you’ll really need in retirement. 
While your tax burden will most 
likely be lower in your retirement 
than in your highest-earning years, 
you’ll still have to deal with income 
taxes. This means that a part of your 

retirement planning must include 
planning for taxes in retirement as 
well. The good news is that being 
smart about how you invest and 
making strategic decisions about 
where you draw your income from 
in retirement will better prepare you 
for a secure future. 

how much of YouR Benefit 
is YouRs to KeeP? 

One of the biggest surprises that 
retirees encounter is that Social Se-
curity, a cornerstone of retirement 

income for many, is taxable. Howev-
er, the portion of your Social Securi-
ty benefit that is subject to tax  
depends on your total income for 
the year. If you rely solely on income 
from Social Security, you will likely 
not have to pay taxes on those bene-
fits. But many people use Social Se-
curity as a supplement to what they 
withdraw from their retirement ac-
counts. For those people, if their  
adjusted gross income, nontaxable 
interest received, and half of their 
annual Social Security benefits add 
up to a number between $32,000 and 
$44,000 (and they are married), they 
may have to pay taxes on up to half 
of their benefit. For single people, 
that amount would have to be be-
tween $25,000 and $34,000. If the 
amount is higher than those figures, 
up to 85% of the benefits could be 
taxable. 

Downtown living =  
Downtown taxes 

Another tax-related aspect of re-
tirement many people don’t realize 
has a large impact on their finances 
is where they plan to live. While it’s 
tempting to move in down the street 
from the grandkids or downsize to  
a condo in a walkable city, it’s  
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A t least annually, you should 
review your portfolio’s per-
formance, comparing it to 

relevant benchmarks and determin-
ing whether you are making 
progress toward accomplishing your 
financial goals.  Consider these steps 
in the process: 

1.  measuRe the PeRfoRmance of 
each investment in YouR PoRtfolio.  
Many investments and investment 
managers will provide you with pe-
riodic performance information.  
When reviewing this information, 
keep in mind the following points: 

m Often, an investment’s return is 
reported on a time-weighted 

basis, which does not consider 
when you invested. 

m Information that reports your 
portfolio’s return is generally ex-
pressed on a dollar-weighted 
basis, which measures the invest-
ment return based on when cash 
inflows and outflows occurred.  
While this is a more relevant 
measure when evaluating your 
portfolio, time-weighted returns 
can make it easier to compare the 
returns of different investments. 

m Investments often report cumula-
tive annualized returns over a  
period of time, representing the 
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important to make sure you under-
stand the tax situation of the locale 
before you pack up and resettle. 
Some U.S. states, like Nevada and 
Florida, have no personal income tax. 
That, combined with the warm 
weather, makes both states popular 
landing spots for retirees. If you want 
to live a bit more adventurously, try 
Alaska, which has no income or sales 
tax. States like Georgia offer special 
perks to draw retirees by not taxing 
Social Security income or up to 
$65,000 of retirement income for peo-
ple over 65. Other states have higher 
tax burdens, which can have an out-
sized effect on your nest egg. You 
will need to carefully weigh the ad-
vantages and disadvantages of any 
new place to live and budget accord-
ingly. 

mix it uP with  
tax-DiveRsifieD investments 

It’s common for people saving 
for retirement to place an emphasis 
on tax-deferred accounts like 401(k) 
plans. This way, they save on taxes 
now in their higher-earning years, 
and then pay taxes when they draw 
on the funds in retirement and in a 
potentially lower tax bracket. While 
there is nothing wrong with this 
strategy, it’s also a good idea to have 
some accounts to draw on that will 
not incur any taxes, like a Roth IRA. 
This gives retirees more of a choice 
about what they will draw on and if 
they will have to pay taxes on those 
funds. You can also keep some of 
your investments in regular taxable 
accounts, which provide income that 
is taxed at a lower capital gains rate.  

If you are not currently con-
tributing to a Roth IRA, you may 
want to consider a rollover from a 
tax-deferred account into a tax-free 
account. Of course, you will have to 
pay any taxes owed when the 
rollover occurs, but you will also 
have more options for income to 
draw on in retirement. Because this is 
not a good choice for everyone, you 
should speak with a financial advisor 

to make sure it is appropriate for 
you. 

Don’t foRget aBout  
RequiReD minimum  
DistRiButions (RmDs) 

Many people are not in the envi-
able position of being well-off 
enough to leave funds untouched 
through their 60s. But for those who 
are in that situation, they must keep 
in mind that by the time they turn 
age 70½, they are required to start 
making withdrawals from their 
401(k), Roth 401(k), IRA, or other 
similar account. Whether they need 
the money or not, they have to start 

taking the RMDs…and that added 
income could bump them into a 
higher tax bracket. The best course of 
action is entirely dependent on your 
specific situation, but one strategy is 
to begin making withdrawals before 
70½ as long as you remain in a lower 
tax bracket, and reinvesting the un-
needed amount elsewhere. There is 
also the option to rollover the funds 
into a Roth IRA, which is the only 
type of retirement account not  
subject to RMDs. Speaking with a fi-
nancial advisor can give you a clear 
picture of what strategies work best 
for you — the most important step is 
to have a plan.     mmm
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YouR PaRents’ estate Plans

E state planning can be a diffi-
cult subject to discuss with 
your parents.  You don’t want 

to seem concerned about how 
much money they may eventually 
leave you, while they may fear you 
are interfering with their finances.  
But to help ensure their estate is 
settled quickly according to their 
wishes, family members should 
have some basic information.  You 
don’t need to know the specifics, 
but you should find out: 

m wheRe imPoRtant estate Plan-
ning Documents aRe locateD.  
Don’t ask for specifics, just make 
sure documents are in place so 
their wishes will be carried out.  
Find out if they have a durable 
power of attorney and a health-
care proxy.  With a durable 
power of attorney, they desig-
nate someone to control their  
financial affairs if they become 
incapacitated.  If your parents 
are concerned this person may 
assume control prematurely, 
suggest leaving the document 
with their attorney, who can de-
liver it to the appropriate person 
when necessary.  A healthcare 
proxy delegates healthcare deci-
sions to a third person when 
your parent is unable to make 
those decisions.  Usually, this 

document also outlines proce-
dures to be used to prolong life. 

m how to contact theiR aDvi-
soRs.  Ask for a list of names, ad-
dresses, and phone numbers of 
lawyers, accountants, and finan-
cial advisors. 

m theiR Rationale foR DistRiBut-
ing theiR estate.  Often, when 
heirs understand why an estate 
is being distributed in a particu-
lar manner, it can prevent prob-
lems among those heirs.  If your 
parents are reluctant to discuss 
these things now, suggest they 
leave a personal letter with their 
estate-planning documents ex-
plaining their rationale for dis-
tributions.  This is a good place 
to explain unequal bequests or 
large charitable contributions. 

m PRefeRences foR the futuRe.  
Find out where your parents 
would like to live if they’re not 
physically able to live in their 
current home.  Do they want to 
move in with relatives or live in 
an assisted-living facility?  Dis-
cuss in detail what procedures 
they want performed to prolong 
life in the event of a terminal ill-
ness.  Determine their prefer-
ences for funeral arrangements.     
mmm 



changes shoulD Be maDe.  This an-
nual review is a good time to com-
pare your actual allocation to your 
desired allocation.  You may find you 
need to make changes for a variety of 
reasons.  If certain portions of your 
portfolio have performed well, you 
may find they make up a larger per-
centage of your portfolio than origi-
nally planned.  You may find you 
need to sell certain investments that 
are not performing well.  You may 
also need to refine your asset alloca-
tion percentages, since your strategy 
will change over time. 

You should review your portfo-
lio’s performance annually to ensure 

your investment strategy is on track.  
Please call if you’d like help with this 
analysis.     mmm
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average annual performance over 
that time.  Since returns can fluc-
tuate significantly on a year-to-
year basis, this annualized return 
can help you evaluate the long-
term performance of an invest-
ment. 

If you invest in individual stocks 
and bonds, you may need to calcu-
late those returns yourself.  Concep-
tually, your total return on an invest-
ment equals the change in market 
value plus any dividends, interest, or 
capital gains, divided by the begin-
ning market value.  Total return can 
be difficult to calculate, especially if 
you make additional investments or 
withdrawals during the year.  You 
may need the help of a computer 
program to calculate your total re-
turn precisely. 

2.  finD an aPPRoPRiate Bench-
maRK to comPaRe to each comPo-
nent of YouR PoRtfolio.  A wide  
variety of market indexes now exist, 
covering different segments of the 
market.  Find ones that track invest-
ments similar to each component of 
your portfolio.  Making comparisons 
to a benchmark should help you 
identify portions of your portfolio 
that may need to be changed or that 
you should start monitoring more 
closely. 

3.  calculate YouR oveRall Rate 
of RetuRn, comPaRing it to YouR es-
timateD RetuRn.  When designing 
your investment program, you prob-
ably assumed a certain rate of return, 
which determined how much you 
need to invest to reach your financial 
goals.  Calculating your actual return 
will determine if you are on track.  If 
your actual return is below the return 
you estimated, you may need to  
increase the amount you are saving, 
invest in alternatives with higher re-
turn potential, or settle for less 
money in the future.  Performing this 
analysis annually should allow you 
to make these changes gradually. 

4.  Review YouR oveRall invest-
ment allocation to DeteRmine if 
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is YouR 401(K) Plan enough?

H ere are five questions to 
help you decide whether 
your 401(k) plan is the only 

plan you’ll need for retirement: 

m what KinD of lifestYle Do You 
want to funD in RetiRement?  
General rules of thumb state 
you’ll need anywhere from 70% 
to over 100% of your preretire-
ment income during retirement.  
How much you’ll need depends 
on your individual circum-
stances.  For example, if your 
mortgage will be paid off and 
you plan to stay home and 
watch your grandchildren dur-
ing retirement, 70% of your pre-
retirement income may be suffi-
cient.   

m can You count on social se-
cuRitY?  Social Security benefits 
were never designed as  
the sole source of retirement  
income, but they are still a valu-
able source of income.  Those 
with lower incomes will find 
that Social Security replaces a 
higher percentage of their prere-
tirement income than those with 
higher incomes. 

m how much Does YouR emPloYeR 
contRiBute to YouR 401(K) 
Plan?  The $19,000 maximum 
contribution to your 401(k) plan 
in 2019 does not include em-

ployer contributions.  Employ-
er-matching contributions vary 
by plan, but a typical match is 50 
cents for every dollar con-
tributed up to a maximum of 6% 
of your pay.  If your employer 
offers a match, make sure you 
take full advantage of it.   

m what aRe aveRage RetuRns on 
YouR 401(K) investments?  You 
can only choose from the invest-
ments offered by your 401(k) 
plan.  Within those parameters, 
select investments that match 
the long-term nature of your in-
vestments and will help grow 
your retirement funds over 
time.  

m what otheR souRces of income 
can You count on?  If you al-
ready have other retirement as-
sets, you might not need to 
count as heavily on your 401(k) 
plan.  Other potential sources of 
retirement income might in-
clude a defined-benefit pension 
plan, individual retirement ac-
counts (IRAs), an inheritance, or 
other investments. 

If you contribute the maximum 
amount possible to your 401(k) 
plan and still aren’t sure you’ll 
have enough for retirement, please 
call for a review.     mmm
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                                                    Month-end
Indicator                               May-19    Jun-19     Jul-19     Dec-18    Jul-18
Prime rate                                5.50         5.50          5.50          5.50         5.00
Money market rate                 0.72         0.69          0.66          0.56         0.49
3-month T-bill yield               2.31         2.09          2.07          2.47         2.00
20-year T-bond yield              2.39         2.34          2.37          3.03         2.92
Dow Jones Corp.                     3.63         3.22          3.21          4.40         3.93
30-year fixed mortgage          3.44         3.14          3.35          4.16         4.24
GDP (adj. annual rate)#      +2.20       +3.10       +2.10       +2.20      +4.20
                                                    Month-end                    % Change
Indicator                             May-19     Jun-19     Jul-19 YTD 12-Mon.
Dow Jones Industrials     24815.04  26599.96  26864.27     15.2%       5.7%
Standard & Poor’s 500       2752.06    2941.76    2980.38     18.9%       5.8%
Nasdaq Composite             7453.15    8006.24    8175.42     23.2%       6.6%
Gold                                      1295.55    1409.00    1427.55     11.4%     16.9%
Consumer price index@      255.55      256.09      256.14       1.6%       1.6%
Unemployment rate@              3.60          3.60          3.70       0.0%      -7.5%

# — 4th, 1st, 2nd quarter   @ — Apr, May, Jun  Sources:  Barron’s, Wall Street Journal

Past performance is not a guarantee of future results.

4-YEAR SUMMARY OF DOW JONES
INDUSTRIAL AVERAGE, 3-MONTH T-BILL & 

20-YEAR TREASURY BOND YIELD
AUGUST 2015 TO JULY 2019
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summeR vacation? in the u.s., But not gloBallY
We are all living in such a period of prosperity.  I sincerely 

hope you all take time this summer to stare out at the clouds, 
turn off the Twitter, YouTube, the noise, and just reflect. 

The U.S. stock market is reaching new highs, and to put 
that in perspective with other comparative periods of valuation, 
I’ll indulge you with a few facts.  The PE ratio (price to earnings) 
continues to be a stellar barometer and indicator of whether the 
market is indeed cheap or expensive.  The current PE for the 
DJIA is around 19.  In the late 1990’s, before the market correct-
ed sharply (2000-2002), the PE ratio had risen to almost 30.  
Leverage and debt had become horribly mismanaged by corpo-
rations, and new technologies that seemingly had endless 
growth, stalled. 

Since 1802, the average PE ratio of the market is about 16.  
So, we’re relatively close to a long-term average, but should we 
be?  By lowering tax rates on corporations and individuals, 
businesses are relocating back to the U.S., GDP growth rates are 
again approaching 3% (not 1-2%), and unemployment is at a 
record low.  The market and media are extremely cautious 
about most all of these positives, and continue to focus on tar-
iffs, ¼ point interest rate cuts, unfortunate isolated events, and 
the doom of global warming.  As a result, the market values are 
kept in check, and the likelihood of the U.S. bull market contin-
uing at reasonable values is a positive. 

In Europe, about ½ of the countries have negative interest 
rates.  The current deposit rate determined by the ECB (Euro-
pean Central Bank) is -.40%.  You pay the bank for the right of 
giving them your hard-earned dollars.  Their stock markets are 
languishing, tax rates are too high, fiscal policy stinks, and GDP 
growth is non-existent. 

How about China and the tariffs?  As far back as 1999, the 
U.S.-China Bilateral WTO agreement was struck to attempt to get 
China on the track of fair trade.  At that time, they were imposing 
tariffs of: Beef-45%, Grapes-40%, Wine-65%, Cheese-50%, Poul-

try-20%, Pork-20%. China agreed to get these tariffs reduced to an 
average of about 15%. China needed our technology to grow, and 
their economy offered labor rates at 1/10 of that in the U.S. 

 Years later, many tariffs were increased back to 25%, while 
the U.S. imposed none.  Since China’s economy is projected to 
surpass the U.S. GDP in about 15 years, the need for fair trade, 
agreements for currency valuations, and the need for the U.S. to 
be able to be strategically independent holds the key to future 
generations economic success as U.S. citizens.  The posturing of 
what is taking place today will define the U.S. economy in the 
decades to come. 

When, and if, the international governments embrace more 
free trade policies and lower taxation, growth in those 
economies should grow more dramatically than in the U.S.  In 
that scenario, the U.S. could again see +4 % GDP growth rates. 

Volatility? Jeremy Siegel, Professor of Finance at the Whar-
ton School, recently commented on this.  Through July of 2019, 
there had only been 2 days in which the DJIA had closed up or 
down more than 2% in a day.  The historical average of the mar-
ket trading that percentage is 17 days per years.  So, we have 
been in an uncharacteristically benign environment thus far this 
year.  Expect more volatility as the year progresses, but only be-
coming more historically normal. 

As a reminder, I am including a listing of my services I pro-
vide for my wonderful clients that I am privileged to serve. This 
will appear in the email segment that goes out, but there is not 
enough room to print this in the physical newsletter. 

I am incredibly proud to be an American, and of our coun-
try that is a beacon of faith and independence to the rest of the 
world.  Don’t ever underestimate how important you are. 

And when you peruse your latest investment account, IRA 
or 401(k) statement, be thankful for the opportunity to accumu-
late that wealth.  The rest of the world is always trying to catch 
us.  mmm 
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