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Clients and Friends:

2019 provided a great year for investments.
Virtually every investment category was up in
2019, from cash equivalents, earning 2.28%,
to large cap equities (such as the S&P 500),
earning 31.49%. That said, while we enjoyed
those returns in 2019, it is unreasonable to
expect that will repeat in 2020. We should all
lower our expectations for future returns.

This newsletter starts with an article about
three regrets of retirees, which is aimed at
providing some advice for those who have not
yet retired. The second article discusses
balancing 401(k)/403B contributions and HSA
(health savings account) contributions. The
third article summarizes key retirement and
tax numbers for 2020. Page four has an
article discussing new HRA options that you
may see in the future if you have employer
health coverage, and an article about
surviving a "no spend" month. Perhaps not a
realistic goal, but provides some food for
thought.

Please let me know if you have any
questions.

Eric

A recent survey found
that more than half of
retirees have
retirement planning
regrets. Unfortunately,
many of these retirees
had to cut back on
their lifestyles to
compensate for
financial shortfalls.1

Considering their most common regrets may
help you avoid making the same mistakes.

Not saving enough
More than one-third of retirees wish they had
saved more.2 How much is enough? The
amount you need depends on your other
sources of income and your anticipated
retirement lifestyle.

It might be helpful to consider the 4% rule, a
traditional guideline for the percentage of
savings that you may be able to withdraw each
year without depleting your nest egg over a
30-year retirement. For example, $100,000 in
savings would provide only $4,000 in annual
income. If you will need $20,000 from your
savings each year, you should have $500,000
socked away by the time you retire.
Withdrawing $40,000 annually might require $1
million in savings.

The longer you have before retirement, the
more time you have to take advantage of
long-term savings and compounding of
potential returns.

If you have a workplace plan, you might start by
saving enough to receive any employer match
and then increase your savings percentage by
1% each year until you reach 15% or more.
You may need to target a higher percentage if
you get a late start. Even if retirement is coming
soon, you might be surprised by how much you
can save if you focus on that goal.

Relying too much on Social Security
Social Security was never meant to meet all
your retirement income needs. The average
2019 monthly benefit of $1,461 for a retired
worker and $2,448 for a couple would hardly
provide a comfortable retirement. The 2019
maximum worker benefit of $2,861 at full
retirement age would be better, but that would
require maximum taxable Social Security
earnings for at least 35 years. If you postpone
claiming Social Security after reaching full
retirement age, your benefit increases by 8%
annually. For example, if you were born in 1960
or later, your full retirement age will be 67 under
current law, so working until age 70 would
increase your benefit by 24%.3

According to the most recent trustees report,
Social Security may be able to pay out only
77% of scheduled retirement benefits beginning
in 2034, unless Congress takes action to
strengthen the program.4 Considering the
importance of Social Security, it seems unlikely
that benefits will be reduced to that level, but
this is another reason not to count too much on
Social Security benefits for retirement income.

Not paying off debts
Carrying heavy debt can be a strain at any
stage of life, but it can be especially difficult for
retirees living on a fixed income. Paying off
your home before you retire not only reduces
your monthly expenses but also provides equity
that could be tapped if necessary for future
needs. Before paying off your mortgage,
however, it might be wise to pay off credit cards
and other high-interest loans.

The road to retirement can be challenging, but
avoiding the mistakes made by those who have
traveled before you may help you reach your
destination with fewer regrets.
1-2 National Association of Plan Advisors, December
8, 2018

3-4 Social Security Administration, 2019
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Balancing 401(k) and HSA Contributions
If you have the opportunity to contribute to both
a 401(k) and a health savings account (HSA),
you may wonder how best to take advantage of
them. Determining how much to contribute to
each type of plan will require some careful
thought and strategic planning.

Understand the tax benefits
A traditional, non-Roth 401(k) allows you to
save for retirement on a pre-tax basis, which
means the money is deducted from your
paycheck before taxes are assessed. The
account then grows on a tax-deferred basis;
you don't pay taxes on any contributions or
earnings until you withdraw the money.
Withdrawals are subject to ordinary income tax
and a possible 10% penalty tax if made before
you reach age 59½, unless an exception
applies.

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.

However, HSAs offer an extra tax advantage:
Funds used to pay qualified medical expenses
can be withdrawn from the account tax-free.
And you don't have to wait until a certain age to
do so. That may be one reason why 68% of
individuals in one survey viewed HSAs as a
way to pay current medical bills rather than
save for the future.1 However, a closer look at
HSAs reveals why they can add a new
dimension to your retirement strategy.

HSAs: A deeper dive
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

the account before you can invest beyond
cash alternatives.2 )

• HSAs don't impose required minimum
distributions at age 70½, unlike 401(k)s.

• You can use your HSA money to pay for
certain health insurance costs in retirement,
including Medicare premiums and copays, as
well as long-term care insurance premiums
(subject to certain limits).

• Prior to age 65, withdrawals used for
nonqualified expenses are subject to income
tax and a 20% penalty tax; however, after
age 65, money used for nonqualified
expenses will not be subject to the penalty
[i.e., HSA dollars used for nonqualified
expenses after age 65 receive the same tax
treatment as traditional 401(k) withdrawals].

The bottom line is that if you don't need all of
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.)

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
$6,000 if you're 50 or older) in your 401(k) plan;
$3,500 for individual coverage (or $7,000 for
families, plus an additional $1,000 if you're 55
or older) in your HSA. Realistically, however,
those amounts may be unattainable. So here
are some important points to consider.

1) Estimate how much you spend out of pocket
on your family's health care annually and set
aside at least that much in your HSA.

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.

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.

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
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Key Retirement and Tax Numbers for 2020
Every year, the Internal Revenue Service
announces cost-of-living adjustments that affect
contribution limits for retirement plans and
various tax deduction, exclusion, exemption,
and threshold amounts. Here are a few of the
key adjustments for 2020.

Employer retirement plans
• Employees who participate in 401(k), 403(b),

and most 457 plans can defer up to $19,500
in compensation in 2020 (up from $19,000 in
2019); employees age 50 and older can defer
up to an additional $6,500 in 2020 (up from
$6,000 in 2019).

• Employees participating in a SIMPLE
retirement plan can defer up to $13,500 in
2020 (up from $13,000 in 2019), and
employees age 50 and older can defer up to
an additional $3,000 in 2020 (the same as in
2019).

IRAs
The combined annual limit on contributions to
traditional and Roth IRAs is $6,000 in 2020 (the
same as in 2019), with individuals age 50 and
older able to contribute an additional $1,000.
For individuals who are covered by a workplace
retirement plan, the deduction for contributions
to a traditional IRA phases out for the following
modified adjusted gross income (MAGI) ranges:

2019 2020

Single/head
of household
(HOH)

$64,000 -
$74,000

$65,000 -
$75,000

Married filing
jointly (MFJ)

$103,000 -
$123,000

$104,000 -
$124,000

Married filing
separately
(MFS)

$0 - $10,000 $0 - $10,000

Note: The 2020 phaseout range is $196,000 -
$206,000 (up from $193,000 - $203,000 in
2019) when the individual making the IRA
contribution is not covered by a workplace
retirement plan but is filing jointly with a spouse
who is covered.

The modified adjusted gross income phaseout
ranges for individuals to make contributions to a
Roth IRA are:

2019 2020

Single/HOH $122,000 -
$137,000

$124,000 -
$139,000

MFJ $193,000 -
$203,000

$196,000 -
$206,000

MFS $0 - $10,000 $0 - $10,000

Estate and gift tax
• The annual gift tax exclusion for 2020 is

$15,000, the same as in 2019.
• The gift and estate tax basic exclusion

amount for 2020 is $11,580,000, up from
$11,400,000 in 2019.

Standard deduction

2019 2020

Single $12,200 $12,400

HOH $18,350 $18,650

MFJ $24,400 $24,800

MFS $12,200 $12,400

Note: The additional standard deduction
amount for the blind or aged (age 65 or older)
in 2020 is $1,650 (the same as in 2019) for
single/HOH or $1,300 (the same as in 2019) for
all other filing statuses. Special rules apply if
you can be claimed as a dependent by another
taxpayer.

Alternative minimum tax (AMT)

2019 2020

Maximum AMT exemption amount

Single/HOH $71,700 $72,900

MFJ $111,700 $113,400

MFS $55,850 $56,700

Exemption phaseout threshold

Single/HOH $510,300 $518,400

MFJ $1,020,600 $1,036,800

MFS $510,300 $518,400

26% rate on AMTI* up to this amount, 28%
rate on AMTI above this amount

MFS $97,400 $98,950

All others $194,800 $197,900

*Alternative minimum taxable income
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IMPORTANT DISCLOSURES

Broadridge Investor Communication
Solutions, Inc. does not provide
investment, tax, legal, or retirement
advice or recommendations. 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.

Could you survive a no-spend month?
Would you take on a 30-day
challenge to spend money
only on necessities such as
rent, utilities, and groceries?
During a no-spend month,

many common activities — including dining out,
buying movie or concert tickets, and shopping
for clothes — are avoided at all costs.

The idea behind a 30-day challenge is that the
time period is just long enough to help change
bad habits without seeming intolerable. If
frugality isn't normally your forte, closely
scrutinizing your spending could reap hundreds
of dollars in savings. More important, it could
help identify ways you might be wasting money
on a regular basis.

Start by setting a positive goal for the money.
Will you use the extra savings to pay down
credit card debt or build up your emergency
fund?

Here are some other ways to prepare for a
successful challenge.

Time it right. Periods that include major
holidays, planned vacations from work, and
family birthdays are probably not the best for
taking on this type of household experiment.

On the other hand, it could be ideal to begin the
new year with a "fiscal fast."

Establish rules. Take your fixed expenses
(i.e., rent/mortgage, utilities, phone bill,
insurance payments) into account when
planning your no-spend month. Evaluate your
typical monthly discretionary spending to figure
out where you can reduce or eliminate your
spending for the month.

Plan to break patterns. Fill up your freezer
and pantry with groceries and collect ideas for
easy homemade meals. Steer clear of your
personal spending triggers, which could mean
staying off the Internet or waiting until later to
meet up with friends who are big spenders.

Seek out free and fun entertainment. You
don't have to stay home for an entire month.
Spend the day visiting a public park or beach,
or look for free concerts, outdoor movies, art
festivals, workshops, and other special events
hosted by community groups.

Stay focused. When you get tempted to
spend, remember your goal for the money
you've saved. Keep a record of your progress
to have a tangible reminder that your efforts will
pay off.

What are the new HRA options that will be available to
employers in 2020?
Health reimbursement
arrangements (HRAs) are
employer-sponsored accounts
that help employees pay for

health-care expenses on a tax-advantaged
basis. An employer establishes HRA accounts
on behalf of employees and allocates a certain
amount of money to them each year. Funds
accumulate tax-free and are used to reimburse
employees for qualified medical expenses such
as health insurance premiums, routine medical
bills, deductibles, and prescription drugs.
Beginning in January 2020, employers can offer
two new types of HRAs — an Individual
Coverage HRA and an Excepted Benefit HRA.

Individual Coverage HRA (ICHRA).
Employees can use funds allocated by their
employer to buy their own health insurance on
the individual market, subject to certain
conditions. ICHRAs can also satisfy the
Affordable Care Act (ACA) employer mandate
as long as they provide sufficient funding to be
considered "affordable." (Per the ACA,
employers with 50 or more full-time employees
are required to offer affordable health coverage
that meets certain minimum standards.)

ICHRAs may be especially appealing to small
employers that want to offer health coverage
but have found traditional group plans to be
cost-prohibitive. The U.S. Departments of
Health and Human Services, Labor, and the
Treasury, which issued the new rules in June
2019, estimate that approximately 800,000
small businesses will offer ICHRAs to their
employees.

Excepted Benefit HRA (EBHRA). This type of
HRA must be offered in conjunction with a
traditional health plan. It allows employers to
set aside a limited amount of funds ($1,800 per
employee in 2020) to help pay for qualified
medical expenses, including premiums for
vision and dental insurance, COBRA coverage,
and short-term, limited-duration insurance (not
offered in all states). It is available even if the
employee declines to participate in the primary
plan.

Employees cannot be offered both an ICHRA
and an EBHRA. Certain rules (including
nondiscrimination rules), requirements, and
conditions apply. For more information, review
the new rules carefully and visit the FAQ page
on the IRS website.
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