
information in this ma-
terial is not intended as 
tax or legal advice. It 
may not be used for the 
purpose of avoiding any 
federal tax penalties. 
Please consult a profes-
sional with legal or tax 
expertise regarding your 
situation.  
 
Periodically rebalancing 
your portfolio to match 
your desired risk toler-
ance is a sound practice 
regardless of the market 
conditions. One ap-
proach is to set a specif-
ic time each year to 
schedule an appoint-
ment to review your 
portfolio and determine 
if adjustments are ap-
propriate. 
 
Citations. 
1 - kiplinger.com/article/
investing/T023-C000-S002-
rebalancing-your-portfolio-to
-reduce-risk.html [10/3/18] 

Everyone loves a win-
ner. If an investment is 
successful, most people 
naturally want to stick 
with it. But is that the 
best approach? 
 
It may sound counter-
intuitive, but it may be 
possible to have too 
much of a good thing. 
Over time, the perfor-
mance of different in-
vestments can shift a 
portfolio’s intent as 
well as its risk profile. 
It’s a phenomenon 
sometimes referred to 
as “risk creep,” and it 
happens when a portfo-
lio’s risk profile shifts 
over time. 
 
Balancing. When de-
ciding how to allocate 
investments, many 
begin by considering 
their time horizon, risk 
tolerance, and specific 
goals. Next, individual 
investments are select-
ed that pursue the 
overall objective. If all 
the investments select-
ed had the same re-
turn, that balance – 
that allocation – would 
remain steady for a 
time. But if the invest-
ments have varying re-
turns, over time, the 
portfolio may bear little 

resemblance to its origi-
nal allocation.1 
 
 
How Rebalancing 
Works. Rebalancing is 
the process of restoring 
a portfolio to its original 
risk profile. There are 
two ways to rebalance a 
portfolio. 
 
The first is to use new 
money. When adding 
money to a portfolio, 
allocate these new funds 
to those assets or asset 
classes that have fall-
en.1  
 
The second way of re-
balancing is to sell 
enough of the “winners” 
to buy more underper-
forming assets. Ironical-
ly, this type of rebalanc-
ing forces you to buy 
low and sell high. 
 
As you consider the 
pros and cons of re-
balancing, here are a 
couple of key concepts 
to consider. First, asset 
allocation is an invest-
ment principle designed 
to manage risk. It does 
not guarantee against 
investment losses. Sec-
ond, the process of re-
balancing may create a 
taxable event. And the 
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Annual Financial To-Do List 
Things you can do for your future as the year unfolds. 

What financial, business, or life priorities do 
you need to address for the coming year? 
Now is a good time to think about the in-
vesting, saving, or budgeting methods you 
could employ toward specific objectives, 
from building your retirement fund to man-
aging your taxes. You have plenty of choic-
es. Here are a few ideas to consider: 
   
Can you contribute more to your retirement 
plans this year? In 2020, the contribution 
limit for a Roth or traditional individual 
retirement account (IRA) remains at $6,000 
($7,000 for those making “catch-up” contri-
butions). Your modified adjusted gross 
income (MAGI) may affect how much you 
can put into a Roth IRA: singles and heads 
of household with MAGI above $139,000 
and joint filers with MAGI above $206,000 
cannot make 2020 Roth contributions.1  
 
Before making any changes, remember that 
withdrawals from traditional IRAs are taxed 
as ordinary income, and if taken before age 
59½, may be subject to a 10% federal in-
come tax penalty. To qualify for the tax-free 
and penalty-free withdrawal of earnings, 
Roth IRA distributions must meet a five-
year holding requirement and occur after 
age 59½. 
 
Make a charitable gift. You can claim the 
deduction on your tax return, provided you 
itemize your deductions with Schedule A. 
The paper trail is important here. If you give 
cash, you need to document it. Even small 
contributions need to be demonstrated by a 
bank record, payroll deduction record, 
credit card statement, or written communi-
cation from the charity with the date and 
amount. Incidentally, the Internal Revenue 
Service (I.R.S.) does not equate a pledge 
with a donation. If you pledge $2,000 to a 
charity this year, but only end up gifting 
$500, you can only deduct $500.1 
 
These are hypothetical examples and are not 
a replacement for real-life advice. Make 
certain to consult your tax, legal, or ac-
counting professional before modifying your 
strategy.  

See if you can take a home office deduction for 
your small business. If you are a small-
business owner, you may want to investigate 
this. You may be able to legitimately write off 
expenses linked to the portion of your home 
used to exclusively conduct your business. 
Using your home office as a business expense 
involves a complex set of tax rules and regula-
tions. Before moving forward, consider work-
ing with a professional who is familiar with 
homebased businesses.3 
   
Open an HSA. A Health Savings Account 
(HSA) works a bit like your workplace retire-
ment account. There are also some HSA rules 
and limitations to consider. You are limited to a 
$3,550 contribution for 2020, if you are single; 
$7,100, if you have a spouse or family. Those 
limits jump by a $1,000 “catch-up” limit for 
each person in the household over age 55.4 
 
If you spend your HSA funds for non-medical 
expenses before age 65, you may be required to 
pay ordinary income tax as well as a 20% pen-
alty. After age 65, you may be required to pay 
ordinary income taxes on HSA funds used for 
nonmedical expenses. HSA contributions are 
exempt from federal income tax; however, they 
are not exempt from state taxes in certain 
states. 
 
Pay attention to asset location. Tax-efficient 
asset location is an ignored fundamental of 
investing. Broadly speaking, your least tax-
efficient securities should go in pretax ac-
counts, and your most tax-efficient securities 
should be held in taxable accounts. 
 
Asset allocation is an approach to help manage 
investment risk. Asset allocation does not 
guarantee against investment loss. Before 
adjusting your asset allocation, consider work-
ing with an investment professional who is 
familiar with tax rules and regulations.  
 
Review your withholding status. Should it be 
adjusted due to any of the following factors? 
   
* You tend to pay a great deal of income tax 
each year. 
* You tend to get a big federal tax refund each 
year.  
* You recently married or divorced. 
* A family member recently passed away. 
* You have a new job and you are earning 
much more than you previously did.  
* You started a business venture or became self
-employed.  
 
These are general guidelines and are not a 
replacement for real-life advice. So, make cer-
tain to speak with a professional who under-
stands your situation before making any 
changes. 
 
Are you marrying in 2020? If so, why not 
review the beneficiaries of your retirement 
accounts and other assets? When considering 
your marriage, you may want to make changes 
to the relevant beneficiary forms. The same 

goes for your insurance coverage. If you 
will have a new last name in 2020, you will 
need a new Social Security card. Addition-
ally, the two of you may have retirement 
accounts and investment strategies. Will 
they need to be revised or adjusted with 
marriage? 
  
Are you coming home from active duty? If 
so, go ahead and check the status of your 
credit and the state of any tax and legal 
proceedings that might have been preempt-
ed by your orders. Make sure any employee 
health insurance is still there and revoke 
any power of attorney you may have grant-
ed to another person. 
  
Consider the tax impact of any upcoming 
transactions. Are you planning to sell any 
real estate this year? Are you starting a 
business? Do you think you might exercise 
a stock option? Might any large commis-
sions or bonuses come your way in 2020? 
Do you anticipate selling an investment 
that is held outside of a tax-deferred ac-
count?  
    
If you are retired and older than 70½, 
remember your year-end RMD. Retirees 
over age 70½ must begin taking Required 
Minimum Distributions from traditional 
IRAs and 401(k), 403(b), and profit-
sharing plans by December 31 of each year. 
The I.R.S. penalty for failing to take an 
RMD can be as much as 50% of the RMD 
amount that is not withdrawn.5 
   
Lastly, should you make 13 mortgage pay-
ments this year? If your house is underwa-
ter, this makes no sense – and you could 
argue that those dollars might be better off 
invested or put in your emergency fund. 
Those factors aside, however, there may be 
some merit to making a January 2020 
mortgage payment in December 2019. If 
you have a fixed-rate loan, a lump-sum 
payment can reduce the principal and the 
total interest paid on it by that much more.  
 
If you’re considering making 13 payments, 
consider working with a tax, legal, or ac-
counting professional who is familiar with 
your situation.3 
     
Vow to focus on being healthy and wealthy 
in 2020. And don’t be afraid to ask for help 
from professionals who understand your 
individual situation.  
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MARKET PERFORMANCE 

01/01/2019 to 09/30/2019 

 

DJIA ^DJI Up 15.39%  

S&P 500 ^GSPC Up 18.74%   

NASDAQ ^IXIC Up 20.56% 

Russell 2000 ^RUT Up 12.96%  

 

* Index performance does NOT 

include  any fees (Gross of fees)  

 

Source: http//finance.yahoo.com 
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When you reach age 70½, the Internal 

Revenue Service instructs you to start 

making withdrawals from your tradi-

tional IRA(s). These withdrawals are 

also called Required Minimum Distri-

butions (RMDs). You will make them, 

annually, from now on.1 

     

If you fail to take your annual RMD or 

take out less than the required 

amount, the I.R.S. will notice. You will 

not only owe income taxes on the 

amount not withdrawn, you will owe 

50% more. (The 50% penalty can be 

waived if you can show the I.R.S. that 

the shortfall resulted from a 

“reasonable error” instead of negli-

gence.)1 

     

Many IRA owners have questions 

about the rules related to their initial 

RMDs, so let’s answer a few. 

     

How does the I.R.S. define age 70½? 

Its definition is pretty straightforward. 

If your 70th birthday occurs in the first 

half of a year, you turn 70½ within that 

calendar year. If your 70th birthday 

occurs in the second half of a year, you 

turn 70½ during the subsequent calen-

dar year.2  

   

Your initial RMD has to be taken by 

April 1 of the year after you turn 70½. 

All the RMDs you take in subsequent 

years must be taken by December 31 

of each year.1 

   

So, if you turned 70 during the first six 

months of 2020, then you will be 70½ 

by the end of 2020, and you must take 

your first RMD by April 1, 2021. If you 

turn 70 in the second half of 2020, then 

you will be 70½ in 2021, and you won’t 

need to take that initial RMD until April 

1, 2022.1 

   

Is waiting until April 1 of the follow-

ing year to take my first RMD a bad 

idea? The I.R.S. allows you three 

extra months to take your first RMD, 

but it isn’t necessarily doing you a 

favor. Your initial RMD is taxable in 

the year that it is taken. If you post-

pone it into the following year, then 

the taxable portions of both your first 

RMD and your second RMD must be 

reported as income on your federal 

tax return for that following year.2   

   

An example: James and his wife Steph-

anie file jointly, and they earn $78,950 

in 2019 (the upper limit of the 22% 

federal tax bracket). James turns 70½ 

in 2019, but he decides to put off his 

first RMD until April 1, 2020. Bad idea: 

this means that he will have to take two 

RMDs before 2020 ends. So, his taxa-

ble income jumps in 2020 as a result of 

the dual RMDs, and it pushes the pair 

into a higher tax bracket for 2020 as 

well. The lesson: if you will be 70½ by 

the time 2019 ends, take your initial 

RMD by the end of 2019 – it might save 

you thousands in taxes to do so.3 

   

How do I calculate my first RMD? 

I.R.S. Publication 590 is your resource. 

You calculate it using I.R.S. life expec-

tancy tables and your IRA balance on 

December 31 of the previous year. For 

that matter, if you Google “how to cal-

culate your RMD,” you will see links to 

RMD worksheets at irs.gov and a host 

of other free online RMD calculators.1,4 

   

If your spouse is more than 10 years 

younger than you and happens to be 

designated as the sole beneficiary for 

one or more of the traditional IRAs that 

you own, you should use the I.R.S. IRA 

Minimum Distribution Worksheet 

(downloadable as a PDF online) to 

help calculate your RMD.5 

      

If your IRA is held at one of the big 

investment firms, that firm may calcu-

late your RMD for you and offer to 

route the amount into another account 

of your choice. It will give you and the 

I.R.S. a 1099-R form recording the in-

come distribution and the amount of 

the distribution that is taxable.6  

      

 

When I take my RMD, do I have to 

withdraw the whole amount? No. 

You can also take it in smaller, succes-

sive withdrawals. Your IRA custodian 

may be able to schedule them for you.7 

           

What if I have more than one tradi-

tional IRA? You then figure out your 

total RMD by calculating the RMD for 

each traditional IRA you own, using the 

IRA balances on the prior December 

31. This total is the basis for the RMD 

calculation. You can take your RMD 

from a single traditional IRA or multi-

ple traditional IRAs.1  

   

What if I have a Roth IRA? If you are 

the original owner of that Roth IRA, you 

don’t have to take any RMDs. Only 

inherited Roth IRAs require RMDs.7  

    

Be proactive when it comes to your 

first RMD. Putting off the initial RMD 

until the first quarter of next year could 

mean higher-than-normal income tax-

es for the year ahead.2  
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We hope you enjoy our newsletter! 
Please e-mail us any topics you would like to see covered  

in future newsletters.  
 

We welcome your referrals and feedback. Please feel free  
to share this newsletter with your family and friends.  



For estates with substantial holdings in 
stocks, the use of the Alternate Valuation 
Date may be an appropriate approach if the 
executor believes stock prices will be lower 
than they were on the date of death. 
 
When heirs inherit assets, such as stocks, 
they may receive a step-up in the cost basis 
if the value of the asset is higher than it was 
when the original owner acquired it. The 
heir’s valuation is reset to either the value 
on the date of the owner's death – or the 
value on the Alternate Valuation Date – 
whichever is chosen by the executor. 
 
Market Moves. Let’s take a look at a hypo-
thetical example. Say Dad bought Out-of-
Date Technologies at $10 per share several 
years ago. At his death, the stock was worth 
$35. The executor used the Alternate Valu-
ation Date and six months later, due to 
market movements, the stock was worth 

$28. 
 
His heir, Julie, will inherit this asset 
and receive a step-up in the cost basis 
to $28, the value declared by the estate. 
Let’s now assume that Julie sells the 
stock a short-time later at $35. 
 
If the estate had used the value on the 
date of death – $35 – she might not 
have owed capital gains tax, since she 
would have been selling the stock at 
the same price as her cost basis. But 

When an individual dies, the executor is 
faced with an important decision that has 
the potential to impact the taxes owed by 
the estate and its heirs. The executor will 
have the option of valuing the estate on the 
date of death, or on the six-month anniver-
sary of death – the “Alternate Valuation 
Date.”1  
 
This situation assumes the deceased has a 
valid will and has named an executor, who 
is responsible for carrying out the direc-
tions of the will. If a person dies intestate, it 
means that a valid will has not been execut-
ed. Without a valid will, a person’s property 
will be distributed to the heirs as defined by 
the state law. 
 
Pick a Date. It may seem like an obvious 
decision and simple choice, but it’s not. 
Here’s why. 

since she received the stock with the low-
er cost basis – $28 – because the executor 
chose the Alternate Valuation Date, capi-
tal gains tax on the $7 per share gain may 
be due. 
 
This is a hypothetical example used for 
illustrative purposes only. It is not repre-
sentative of any specific investment or 
combination of investments. 
In this example, the estate saved money 
by electing the Alternate Valuation Date, 
but the heir was exposed to a lower cost 
basis and the prospect of paying higher 
capital gains tax in the future. 
 
Consider & Balance. As the executor 
thinks through this balancing act, they 
should consider the relative prevailing 
tax rates for the estate and for the heirs 
to ascertain what approach may result in 
the most efficient transfer, net of taxes, 
to the heirs. 
 
Keep in mind the information in this 
article is not intended as tax or legal ad-
vice. It may not be used for the purpose 
of avoiding any federal tax penalties. 
Please consult legal or tax professionals 
for specific information regarding your 
individual situation. 
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Understanding the Alternate Valuation Date 
Is it appropriate for your estate? 


