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What is an umbrella or excess liability
insurance policy and do I need one? An
umbrella policy protects you and your family
when your auto or homeowner insurance
policies have reached their limits or do not
cover a particular liability. For example,
getting sued for an injury you caused on a
rented jet ski during a vacation may not be
covered by your auto policy. Likewise, your
legal defense for any home or auto related
incident can often exceed your auto or
homeowner insurance liability coverage.
Umbrella policies can cover these excess
legal fees and settlements as well.
Typically offered in million dollar increments,
most umbrella policies are part of a
coordinated package through your auto and
home owner insurance carrier with annual
premiums running about $250 per million
dollars of coverage. Some companies also
offer stand-alone umbrella policies. Contact
your auto or homeowner insurance agent for
more information.
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April 16, 2019 was an
important day for many of
us. But do you know
why? It was Tax Freedom
Day — the day when the
average American
theoretically earned
enough to pay his or her
tax obligations for the
year. According to the Tax Foundation,
Americans will pay $3.4 trillion in federal taxes
in 2019, more than they spend on food,
clothing, and housing combined.* But it wasn't
always this way. In fact, income taxes are a
fairly new development in the overall history of
America. So how did we get to this point?

The 16th Amendment

Wars played a big part in the history of taxation
in this country. To fund the War of 1812,
Congress taxed sales of gold, silverware,
jewelry, and watches. In 1817, tariffs on
imported goods provided the main source of
revenue to run the government.

not to mention state and local taxes. To quote
Will Rogers, "The difference between death and
taxes is death doesn't get worse every time
Congress meets."

However, it was not until 1913 with the adoption
of the 16th Amendment to the Constitution, that
the income tax became a permanent fixture in
the American tax system. Congress now had
the authority to tax income of both individuals
and corporations. It didn't take the IRS long to
start inundating us with forms, beginning in
1914 with the introduction of the first income tax
form, the dreaded Form 1040. Enactment of the
Revenue Act of 1916 introduced tax rates and
income scales.

Tax rates

Here's a sobering fact: In 1913, the top federal
income tax bracket was 7% on all income over
$500,000, and the lowest tax bracket was 1%.
In the beginning...
During the Great Depression, Congress raised
The United States was founded, in part, on the
the highest tax bracket to 63%. Wars can be
premise that colonists didn't want to pay taxes
expensive, as evidenced by the jump in the
without representation, which led to the famous
highest tax rate to 94% during World War II. In
tossing of tea into the Boston Harbor and the
2018, the highest income tax rate was lowered
American Revolution. However, not long after
to 37%.
the colonies gained their freedom from
Trying to get it right
England, Congress passed the Stamp Act of
1797, which essentially was our nation's first
Over the years, there have been frequent
estate tax. Otherwise, from the early 1790s to
attempts to reform the tax law in some manner.
1802, the U.S. government was supported by
We've seen the adoption of the alternative
taxes on such items as spirits (alcohol, not the minimum tax, Social Security tax, taxes on
ghostly kind), sugar, tobacco, and corporate
cigarettes and alcohol, gasoline taxes, aviation
bonds.
taxes, property taxes, telecommunication taxes,

Tax laws are always changing and will likely
remain a political hot potato. Only time will tell
what changes are ahead, but there is no doubt
that through taxation, what the government
giveth, it inevitably taketh back again.

With the onset of the Civil War, Congress
enacted the nation's first income tax law, the
Revenue Act of 1861, which included a flat tax
of 3% on annual incomes exceeding $800 to
*Tax Freedom Day 2019 was April 16, as calculated
help pay for the costs of the war. That tax law
by the Tax Foundation, taxfoundation.org.
was repealed and replaced by the Revenue Act
of 1862, which established the Office of the
Commissioner of Internal Revenue (forerunner
to the Internal Revenue Service), levied excise
taxes on most goods and services, and
replaced the flat tax with a progressive tax.
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Real Estate Investing 101
Historically low mortgage interest rates and
rising home values are just a couple of reasons
why investors may be drawn to real estate
investing. Not only does real estate have the
potential to provide a steady income stream,
but it can help diversify an investment portfolio
and act as a hedge against inflation.
If you are new to investing in real estate, there
are a number of questions you should ask
yourself to choose the best real estate
investments for your needs.

Do you want to be an active or passive
owner?

property that has the potential to increase in
value over time, but your ability to use the
property yourself will be limited if you want to
enjoy a rental's tax benefits. Ranking your
priorities can be useful.

Are you looking for a quick return or a
long-term investment?
Real estate speculators have been known to
earn high profits from buying distressed
property, fixing it up, and reselling it at a profit,
especially in a buyers' market. However, the
real estate market is notoriously cyclical, and
there are no guarantees. If you're speculating,
hoping for a quick return on your capital, the
liquidity of a real estate investment will be
important to you; so will making sure you don't
overpay to begin with. If you have a longer time
frame, you may have a wider range of investing
options.

When choosing a real estate investment, you
first need to decide how much you want to be
involved. Are you interested in investing in a
single-family dwelling, multi-unit property, or
vacation property for rental income? Buying
rental property and managing it yourself will
involve time and effort unless you hire someone Is real estate investing going to be a
to manage it for you. If you've never been a
full-time job for you or a hobby?
landlord, be sure to talk with other landlords to
get a sense of the potential rewards and pitfalls. Some real estate investors find that what they
intended as a hobby or retirement diversion
Other real estate investments, such as real
quickly becomes more than they can handle.
estate limited partnerships and raw/unimproved Think about how much time and capital you're
land, demand less day-to-day involvement. If
prepared to devote to your real estate
you're investing simply to diversify an
investments, and how much of a cushion you
investment portfolio, these types of real estate have in case things don't work out as you
investments may satisfy your needs without the expected.
challenges of managing a property.

Diversification is a method used to help manage
investment risk; it does not guarantee a profit or
protect against investment loss. There are inherent
There are a number of tax benefits associated risks associated with real estate investments and the
with investing in certain types of real estate. For real estate industry that could have an adverse effect
example, operating expenses for a rental
on the financial performance and value of a real
property are typically tax deductible, and you
estate investment. Some of these risks include: a
may be entitled to deductions for depreciation. deterioration in national, regional, and local
economies; tenant defaults; local real estate
In addition, any profit from the sale of real
conditions, such as an oversupply of, or a reduction in
estate is generally taxed at favorable capital
gains rates. You may also be able to postpone demand for, rental space; property mismanagement;
changes in operating costs and expenses, including
your tax liability with other tax planning
increasing insurance costs, energy prices, real estate
strategies, depending on the type of real estate taxes, and the costs of compliance with laws,
investment.
regulations, and government policies. Real estate
investments may not be appropriate for all investors.
If tax benefits are your primary reason for

Are you investing for tax benefits?

investing in real estate, be sure to consult a tax
professional to see what specific tax benefits
you may be entitled to based on the real estate
investment you choose.

Are you investing for income, capital
appreciation, personal use, or a
combination?
Real estate investments offer the potential for
all three, but there is often a trade-off among
them. For example, raw land may have
development potential, but it likely will not
provide any return until it is fully developed.
You may be able to earn income from rental

Limited partnerships are subject to special risks such
as illiquidity and the risks inherent in the underlying
investments. There are no assurances that the stated
investment objectives will be reached. At redemption,
the investor may receive back less than the original
investment. Individuals must meet specific income
and net worth suitability standards, which vary by
state. These standards, along with the risks and other
information concerning the partnership, are set forth
in the prospectus, which can be obtained from your
financial professional.
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Balancing 401(k) and HSA Contributions

For more information on
qualified medical expenses,
review IRS Publication 502.
For help with your specific
situation, consult a tax
professional.
Asset allocation is a method
used to help manage
investment risk; it does not
guarantee a profit or protect
against investment loss.
All investing involves risk,
including the possible loss
of principal, and there is no
guarantee that any
investment strategy will be
successful.
1

Survey of Adults with
Employer-Sponsored
Insurance, Kaiser Family
Foundation/LA Times, May
2, 2019
2 2019 HSA Survey, Plan
Sponsor Council of America,
June 4, 2019

If you have the opportunity to contribute to both
the account before you can invest beyond
a 401(k) and a health savings account (HSA),
cash alternatives.2 )
you may wonder how best to take advantage of • HSAs don't impose required minimum
them. Determining how much to contribute to
distributions at age 70½, unlike 401(k)s.
each type of plan will require some careful
• You can use your HSA money to pay for
thought and strategic planning.
certain health insurance costs in retirement,
Understand the tax benefits
including Medicare premiums and copays, as
well as long-term care insurance premiums
A traditional, non-Roth 401(k) allows you to
(subject to certain limits).
save for retirement on a pre-tax basis, which
means the money is deducted from your
• Prior to age 65, withdrawals used for
paycheck before taxes are assessed. The
nonqualified expenses are subject to income
account then grows on a tax-deferred basis;
tax and a 20% penalty tax; however, after
you don't pay taxes on any contributions or
age 65, money used for nonqualified
earnings until you withdraw the money.
expenses will not be subject to the penalty
Withdrawals are subject to ordinary income tax
[i.e., HSA dollars used for nonqualified
and a possible 10% penalty tax if made before
expenses after age 65 receive the same tax
you reach age 59½, unless an exception
treatment as traditional 401(k) withdrawals].
applies.
The bottom line is that if you don't need all of
You can open and contribute to an HSA only if
you are enrolled in a qualifying high-deductible
health plan (HDHP), are not covered by
someone else's plan, and cannot be claimed as
a dependent by someone else. Although HDHP
premiums are generally lower than other types
of health insurance, the out-of-pocket costs
could be much higher (until you reach the
deductible). That's where HSAs come in.
Similar to 401(k)s, they allow you to set aside
money on a pre-tax or tax-deductible basis, and
the money grows tax deferred.

your HSA money to cover immediate
health-care costs, it may provide an ideal
opportunity to build a separate nest egg for
your retirement health-care expenses. (It might
be wise to keep any money needed to cover
immediate or short-term medical expenses in
relatively conservative investments.)

HSAs: A deeper dive

2) If either your 401(k) or HSA — or both — offers
an employer match, try to contribute at least
enough to take full advantage of it. Not doing so
is turning down free money.

Additional points to consider

If you have the option to save in both a 401(k)
and an HSA, ideally you would set aside the
maximum amount in each type of account: in
2019, the limits are $19,000 (plus an additional
However, HSAs offer an extra tax advantage:
$6,000 if you're 50 or older) in your 401(k) plan;
Funds used to pay qualified medical expenses
$3,500 for individual coverage (or $7,000 for
can be withdrawn from the account tax-free.
families, plus an additional $1,000 if you're 55
And you don't have to wait until a certain age to
or older) in your HSA. Realistically, however,
do so. That may be one reason why 68% of
those amounts may be unattainable. So here
individuals in one survey viewed HSAs as a
are some important points to consider.
way to pay current medical bills rather than
1
save for the future. However, a closer look at 1) Estimate how much you spend out of pocket
on your family's health care annually and set
HSAs reveals why they can add a new
aside at least that much in your HSA.
dimension to your retirement strategy.
Following are some of the reasons an HSA
could be a good long-term, asset-building tool.
• With an HSA, there is no "use it or lose it"
requirement, as there is with a flexible
spending account (FSA); you can carry an
HSA balance from one year to the next,
allowing it to potentially grow over time.
• HSAs are portable. If you leave your
employer for any reason, you can roll the
money into another HSA.
• You typically have the opportunity to invest
your HSA money in a variety of asset
classes, similar to a 401(k) plan. (According
to the Plan Sponsor Council of America, most
HSAs require you to have at least $1,000 in

3) Understand all HSA rules, both now and
down the road. For example, you'll need to
save receipts for all your medical expenses.
And once you're enrolled in Medicare, you can
no longer contribute to an HSA. Nor can you
pay Medigap premiums with HSA dollars.
4) Compare investment options in both types of
accounts. Examine the objectives, risk/return
potential, and fees and expenses of all options
before determining amounts to invest.
5) If your 401(k) offers a Roth account, you may
want to factor its pros and cons into the
equation as well.
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IMPORTANT DISCLOSURES
The information presented here is
not specific to any individual's
personal circumstances.
To the extent that this material
concerns tax matters, it is not
intended or written to be used, and
cannot be used, by a taxpayer for
the purpose of avoiding penalties
that may be imposed by law. Each
taxpayer should seek independent
advice from a tax professional
based on his or her individual
circumstances.
These materials are provided for
general information and
educational purposes based upon
publicly available information from
sources believed to be reliable—we
cannot assure the accuracy or
completeness of these materials.
The information in these materials
may change at any time and
without notice.

Should parents "go for broke" on youth sports?
Many parents encourage their
kids to play organized sports
because they believe the
experience will be good for
their physical and mental
well-being. Athletic participation often provides
an opportunity to instill discipline and develop
social skills that could have a positive impact on
their children's futures.

will become professional athletes, despite the
very long odds against it.

The costs can really add up at more
competitive levels, when payments for
professional instruction, specialty equipment,
and travel kick into high gear. On average,
families with children who competed on elite
teams spent an average of $3,167 per player in
2018, up from $1,976 in 2013.2

there may be some unhealthy side effects.
According to a 2016 research study, young
athletes whose families devoted a large portion
of their household income to sports felt more
pressure to succeed and were less likely to
enjoy the experience.5 And even if their kids
love to play, parents should attempt to keep the
costs in an affordable range so that other
important financial goals (such as saving for
college and retirement) are not neglected.

Parents who assume that investing in athletics
will pay off with college scholarships are also
likely to end up disappointed. Only about 2% of
high school athletes benefit from athletic
awards, and few of them are "full rides."
Coaches often have more roster spots to fill
than available scholarships, so many athletes
But kids play has morphed into big business. In receive partial awards that may cover only a
2018, the size of the U.S. youth sports market
small fraction of tuition costs.4
was estimated to be about $17 billion.1
Although most parents have good intentions,

Lofty hopes and dreams might inspire some
parents to overspend on youth sports. In fact,
surveys suggest that many parents are willing
to make big financial sacrifices to cover athletic
costs, possibly even taking on credit card debt
or delaying retirement.3 Unfortunately, some
parents may have unrealistic expectations,
such as those who are confident their children

1

WinterGreen Research, 2018

2-4
5

The Wall Street Journal, April 21, 2019

Family Relations, April 2016

If you're interested in diversifying your portfolio with collectible investments, such as coins,
stamps, or antiques, you'll want to ask yourself the following questions before doing so.

Remember that all investing involves risk, including the possible loss of principal, and there is no
guarantee that any investment strategy will be successful.
Diversification is a method used to help manage investment risk; it does not guarantee a profit or
protect against investment loss.
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