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Dear Friends:
It's the season of giving, and this
quarter's newsletter includes a great
article on the best way to make
charitable gifts: Qualified Charitable
Distributions. If you are charitably
inclined, own an IRA, and are age 70
½ or older, we should be taking
advantage of this opportunity. Enjoy
the article, and give me a call if you
have any questions.
Merry Christmas, and happy New
Year!
Jesse

December 2019
Balancing 401(k) and HSA Contributions
FIRE: Four Things You Need to Know
About This Hot Retirement Movement
Protecting Yourself Against Identity Theft

The Tax Cuts and
Jobs Act roughly
doubled the
standard deduction
($12,200 for single
filers and $24,400
for married
taxpayers filing
jointly in 2019) and
indexed it for
inflation through
2025. As a result, far fewer taxpayers will
itemize deductions on their tax returns, and
some people may be disappointed that they no
longer benefit from writing off their donations.
If you are 70½ or older, you can use a qualified
charitable distribution (QCD) to donate from
your IRA and get a tax break, whether you
itemize or not. Not coincidentally, this is the
same age you must begin taking annual
required minimum distributions (RMDs), which
are normally taxed as ordinary income, or face
a 50% penalty on the amount that should have
been withdrawn.
QCDs satisfy all or part of any RMDs that you
would otherwise have to take from your IRA.
Better yet, QCDs are excluded from your
income, so they help lower your adjusted gross
income (AGI) as well.

How QCDs work
The IRA custodian must issue a check made
out to a qualified public charity (not a private
foundation, donor-advised fund, or supporting
organization). In some cases, the IRA
custodian may provide a checkbook from which
you can write checks to chosen charities. Be
aware that any check you write will count as a
QCD for the year in which it is cashed by the
charity, whereas a check from the custodian
counts for the year in which it is issued.

from his or her IRA. You cannot deduct a QCD
as a charitable contribution on your federal
income tax return — that would be
double-dipping.
A QCD must be an otherwise taxable
distribution from your IRA. If you've made
nondeductible contributions, then each
distribution normally carries with it a pro-rata
amount of taxable and nontaxable dollars. With
QCDs, the pro-rata rule is ignored, and taxable
dollars are treated as distributed first.

Tax perks for givers
If you no longer itemize, you could reduce your
tax bill by donating with QCDs from your IRA
instead of writing checks from your standard
checking account. And if you still itemize, QCDs
might prove more valuable than tax deductions.
That's because they can help address tax
issues that might be triggered by income from
RMDs.
For example, an itemized deduction reduces
your taxable income by the amount of the
charitable gift, but it does not reduce your
adjusted gross income. This is a key distinction
because the 3.8% tax on net investment
income, Medicare premium costs, taxes on
Social Security benefits, and some tax credits
are based on AGI.
Also, charitable giving can typically be
deducted only if it is less than 60% of your
adjusted gross income. But with QCDs, you
may be able to give more than 60% of your AGI
and exclude the entire amount (up to the
$100,000 cap) from your taxable income.

Time for a rollover?

Qualified charitable distributions are available
from traditional IRAs, Roth IRAs (with taxable
amounts), and inactive SIMPLE or SEP IRAs,
but they are not allowed from employer
You can take an RMD any time during the year retirement plans such as 401(k)s and 403(b)s.
you turn 70½, but you must wait until after you Thus, you might consider rolling funds from an
are 70½ to make a QCD. The QCD exclusion is employer plan to an IRA if you want to take
limited to $100,000 per year. If you're married, advantage of a giving strategy that involves
your spouse can also contribute up to $100,000 QCDs.

Peace on earth
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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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FIRE: Four Things You Need to Know About This Hot Retirement
Movement
Many workers look forward to the day they can
finally retire, and for some, an early retirement
would be a dream come true. Others are
turning this dream into a reality by retiring in
their 30s or 40s. But how are they able to do it?

All investing involves risk,
including the possible loss
of principal, and there is no
guarantee that any
investment strategy will be
successful.
Although there is no
assurance that working with
a financial professional will
improve investment results,
doing so can help you focus
on your overall financial
objectives, identify sound
strategies, and consider
opportunities that could
have a substantial effect on
your long-term financial
situation.

A hot retirement trend called Financial
Independence, Retire Early (FIRE) has gained
momentum among younger workers who are
taking steps to leave traditional career paths
and enjoy an early retirement. While an early
retirement sounds ideal, it requires careful
planning, savvy saving and investing habits,
and potentially big sacrifices.

1. FIRE means implementing an
aggressive retirement plan
The goal of FIRE is to save and invest
aggressively so that retirement is possible at a
younger age — even decades earlier than the
traditional retirement age. Individuals who
pursue FIRE aim to increase their income as
well as keep expenses extremely low. The
higher an individual's income is and the lower
his or her expenses are, the faster that person
may be able to accomplish FIRE. Typically, the
following steps are part of the process.
• Calculating estimated retirement
expenses. A general guideline of FIRE is to
save 25 times the annual amount the
individual will spend in retirement. This
number comes from the 4% rule, which
suggests an annual withdrawal rate of 4%
from an individual's savings. It sounds simple,
but this formula doesn't account for a number
of different factors, such as existing debt and
inflation.
• Cutting expenses. This often means making
major lifestyle changes. Some FIRE followers
give up owning a car or move to an area with
a lower cost of living. Others practice a
number of frugal habits, such as cooking at
home instead of dining out, shopping at
discount stores, and cutting cable and mobile
phone services.
• Saving and investing wisely. FIRE
followers carefully monitor their portfolios and
update them periodically. They might also
increase savings by maximizing contributions
to applicable retirement plans.
• Boosting income. Selling
unneeded/unwanted items and pursuing a
side hustle/additional part-time work are
some ways FIRE followers might try to
increase monthly income.

2. It has fervent supporters...
The main ideas behind the FIRE movement
originated in the 1992 book Your Money or
Your Life by Vicki Robin and Joe Dominguez,
as well as the 2010 book Early Retirement
Extreme by Jacob Lund Fisker. In the years
since, many blogs, podcasts, and online forums
have cropped up to share information about
FIRE and popularize the concept as a whole.
Many FIRE supporters are attracted to the
movement because they dislike their jobs or
feel that they work too much. Those who follow
FIRE believe that it encourages a more
meaningful life because it provides freedom to
pursue true passions. FIRE creates flexibility in
retirement because people can still work and/or
earn a passive income, but with the luxury of
determining what type of work to do, when it's
done, and for how long.

3. ...as well as outspoken critics
Many vocal critics have expressed doubts
about the FIRE movement. Some believe it's an
unrealistic approach to retirement because it's
impossible to know how an individual's financial
needs will change over time. Life (and the
markets) can be unpredictable, and critics
argue against embracing the unknown.
Other critics maintain that FIRE simply isn't
attainable for the average worker. Those who
don't earn a large enough income may struggle
to save so aggressively, particularly if they are
caring for one or multiple dependents.

4. There's more than one way to
practice FIRE
There are multiple approaches to FIRE. Some
may choose to abide by Fat FIRE rules, which
means living a more traditional lifestyle but
saving more than the average retirement
investor. Conversely, others stick to minimalist
living and extreme saving, resulting in a much
more restricted lifestyle in a practice known as
Lean FIRE. Other styles include Barista FIRE
(quitting a traditional 9-to-5 job in favor of
part-time work to help boost income as well as
obtain health insurance or other benefits) and
Coast FIRE (working part-time to cover
expenses after having saved enough to fund
retirement).
No matter how FIRE is practiced, it requires a
long-term commitment that might not be
suitable for everyone. A financial professional
can help you review all your options for
pursuing an early retirement.
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The accompanying pages have
been developed by an independent
third party. Commonwealth
Financial Network is not
responsible for their content and
does not guarantee their accuracy
or completeness, and they should
not be relied upon as such. These
materials are general in nature and
do not address your specific
situation. For your specific
investment needs, please discuss
your individual circumstances with
your representative.
Commonwealth does not provide
tax or legal advice, and nothing in
the accompanying pages should be
construed as specific tax or legal
advice. Advisory services offered
through Commonwealth Financial
Network, a registered investment
adviser.
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