
In 2020, 74% of workers said they expected to work for pay a�er re�ring from their 
regular jobs, but only 27% of re�rees said they had actually done so. This large gap 
between expecta�on and reality has been fairly consistent in surveys over the past 20 
years, and there is no reason to expect it will change. So it may be unwise to place too 
much emphasis on income from work in your re�rement strategy.  

Most re�rees who worked for pay reported posi�ve reasons for doing so; however, 
there were nega�ve reasons as well. 
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As we press on through the year 
2020 , we hope you and your family 
are doing well.  Now that fall is here 
it is a good reminder that there isn’t 
much �me le� in the year.  It may be 
�me to asses your financial goals 
and think about se�ng new goals 
for 2021.  We would love to 
help.  Thank you for being a reader 
of Direc�ons!  
 

DIRECTIONS FOR LIFE 
 

Keep my commands and you will 
live; guard my teachings as the apple 
of your eye.   
 

Proverbs 7:2 
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Source: Employee Benefit Research Ins�tute, 2020 (2019 data used for chart, mul�ple responses 
allowed)  
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Federal and state governments have spent extraordinary sums 
in response to the economic toll inflicted by the COVID-19 pan-
demic. At some point it is likely that governments will look for 
ways to increase revenue to compensate for this spending and 
increase income taxes as a result. That's why it might be a good 
�me to think about ways to help reduce your taxable income. 
Here are three poten�al sources of tax-free income to consid-
er.  
 

Roth IRA  
Contribu�ons to a Roth IRA are made with a�er-tax dollars — 
you don't receive a tax deduc�on for money you put into a 
Roth IRA. Not only does the Roth IRA offer tax-deferred growth, 
but qualified Roth distribu�ons including earnings are not sub-
ject to income taxa�on. And the tax-free treatment of distribu-
�ons applies to beneficiaries who may inherit your Roth IRA.  
 

Municipal Bonds  
Municipal, or tax-exempt, bonds are issued by state and local 
governments to supplement tax revenues and to finance pro-
jects. Interest from municipal bonds is usually exempt from 
federal income tax. Also, municipal bond interest from a given 
state generally isn't taxed by governmental bodies within that 
state, though state and local governments typically do tax in-
terest on bonds issued by other states.  
 

Health Savings Accounts  
A health savings account (HSA) lets you set aside tax-deduc�ble 
or pre-tax dollars to cover health-care and medical costs that 
your insurance doesn't pay. HSA funds accumulate tax-
deferred, and qualified withdrawals are tax-free. While an HSA 
is intended to pay for current medical and related expenses, 
you don't necessarily have to seek reimbursement now. You 
can hold your HSA un�l re�rement then reimburse yourself for 
all the medical expenses you paid over the years with tax-free 
HSA distribu�ons — money you can use any way you'd like. Be 
sure to keep receipts for medical expenses you incurred.   
 
 

Sources: Congressional Budget Office, April 28, 2020; U.S. Department of the 
Treasury, May 2020  

 
 

Municipal bonds are subject to the uncertain�es associated 
with any fixed income security, including interest rate risk, cred-
it risk, and reinvestment risk. Bonds redeemed prior to maturity 
may be worth more or less than their original cost. Investments 
seeking to achieve higher yields also involve a higher degree of 
risk. Some municipal bond interest could be subject to the fed-
eral and state alterna�ve minimum tax. Tax-exempt interest is 
included in determining if a por�on of any Social Security bene-
fit you receive is taxable. Because municipal bonds tend to have 
lower yields than other bonds, the tax benefits tend to accrue to 
individuals with the highest tax burdens.  
 

HSA funds can be withdrawn free of federal income tax and 
penal�es provided the money is spent on qualified health-care 
expenses. Depending upon the state, HSA contribu�ons and 
earnings may or may not be subject to state taxes. You cannot 
establish or contribute to an HSA unless you are enrolled in a 
high deduc�ble health plan (HDHP).  
 

To qualify for the tax-free and penalty-free withdrawal of earn-
ings, a Roth IRA must meet the five-year holding requirement 
and the distribu�on must take place a�er age 59½ or due to the 
owner's death, disability, or a first-�me home purchase (up to a 
$10,000 life�me maximum).  
 

All inves�ng involves risk, including the possible loss of princi-
pal, and there is no guarantee that any investment strategy will 
be successful.  

Is It Time to Think About Tax-Free Income? 

Page 2 of 4 
See disclaimer  on final page 



Market turbulence in 2020 may have wreaked havoc on your 
investment goals for the year. It probably also highlighted the 
importance of periodically reviewing your investment por�olio 
to determine whether adjustments are needed to keep it on 
track. Now is a good �me to take on these five year-end invest-
ment tasks.  
 

1. Evaluate Your Investment Por�olio  
To iden�fy poten�al changes to your investment strategy, con-
sider the following ques�ons when reviewing your por�olio:  

 How did your investments perform during the year? Did 
they outperform, match, or underperform your expecta-
�ons?  

 What factor(s) caused your por�olio to perform the way it 
did?  

  Were there any consistencies or anomalies compared to 
past performance?  

 Does money need to be redirected in order to pursue your 
short-term and long-term goals?  

  Is your por�olio adequately diversified, and does your 
exis�ng asset alloca�on s�ll make sense?  

 

2. Take Stock of Your Emergency Fund  
When you are confronted with an unexpected expense or loss 
of income, your emergency fund can serve as a financial safety 
net and help prevent you from withdrawing from your invest-
ment accounts or being forced to pause your contribu�ons.  
 

If you haven't established a cash reserve, or if the one you have 
is inadequate, consider how you might build up your cash re-
serves. A good way to fund your account is to earmark a per-
centage of your paycheck each pay period. You could also save 
more by reducing your discre�onary spending or direc�ng in-
vestment earnings to your emergency account.  
 

3. Consider Rebalancing  
A year-end review of your overall por�olio can help you deter-
mine whether your asset alloca�on is balanced and in line with 
your �me horizon and goals. If one type of investment per-
formed well during the year, it could represent a greater per-
centage of your por�olio than you ini�ally wanted. As a result, 
you might consider selling some of it and using that money to 
buy other types of investments to rebalance your por�olio. The 
process of rebalancing typically involves buying and selling se-
curi�es to restore your por�olio to your targeted asset alloca-
�on based on your risk tolerance, investment objec�ves, and 
�me frame. For example, you might sell some securi�es in an 
overweighted asset class and use the proceeds to purchase 
assets in an underweighted asset class; of course, this could 
result in a tax liability.  

 

 

Year-End Investment Checklist  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

Remember that asset alloca�on and diversifica�on do not guar-
antee a profit or protect against loss; they are methods to help 
manage investment risk. All inves�ng involves risk, including 
the possible loss of principal, and there is no guarantee that 
any investment strategy will be successful.  
 

4. Use Losses to Help Offset Gains  
If you have taxable investments that have lost money and that 
you want to sell for strategic reasons, consider selling shares 
before the end of the year to recognize a tax loss on your re-
turn. Tax losses, in turn, could be used to offset any tax gains. If 
you have a net loss a�er offse�ng any tax gains, you can de-
duct up to $3,000 of losses ($1,500 if married filing separately). 
If your loss exceeds the $3,000/$1,500 limit, it can be carried 
over to later tax years.  
 

When a�emp�ng to realize a tax loss, remember the wash-sale 
rule, which applies when you sell a security at a loss and repur-
chase the same security within 30 days of the sale. When this 
happens, the loss is disallowed for tax purposes.  
 

5. Set Goals for the New Year  
A�er your year-end investment review, you might resolve to 
increase contribu�ons to an IRA, an employer-sponsored re�re-
ment plan, or a college fund in 2021. With a fresh perspec�ve 
on where you stand, you may be able to make choices next 
year that could poten�ally benefit your investment por�olio 
over the long term.  

Five Investment Tasks to Tackle by Year-End  

Page 3 of 4 
See disclaimer  on final page 



Going Mobile  
A�er a slow start, mobile payment usage is grow-
ing in the United States. In 2019, an es�mated 64 
million Americans (about 29% of smartphone us-
ers) made a point-of-sale proximity payment with 
their mobile phones at least once in the previous 
six months. Mobile peer-to-peer applica�ons, 
which allow transac�ons between individuals, 
have been even more widely adopted, with 69.2 
million users in 2019.1  
Younger people have been the fastest to adopt 
these new technologies, but mobile payment apps 
offer features that could be helpful for consumers 
of any age.  
 

Proximity Payments  
A proximity payment involves using your mobile 
phone to pay at a point-of-sale terminal, typically 
by scanning a barcode generated on your phone 
or tapping the phone on the terminal (or holding it 
close) using near-field communica�on technology. 
This allows you to use a mobile phone instead of a 
credit card or debit card. The mobile payment 
applica�on is connected to your bank account, a 
credit card, or a balance within the app.  
Proximity payments were originally dominated by 
proprietary applica�ons controlled by mobile 
phone manufacturers, but apps offered by specific 
merchants are now compe�ng with the more gen-
eral apps. Banks and credit-card companies are 
also entering the sector as they face compe��on 
from new technologies.  

 

Peer-to-Peer Payments  
Whereas proximity payments perform a similar 
func�on to a credit card or debit card, peer-to-
peer payments can replace cash or a personal 
check.  
For example, one member of a group might pay 
the bill at a restaurant or one roommate might 
pay the rent, and others can transfer their shares 
of the payment to the payer through a peer-to-
peer applica�on. Such applica�ons are also useful 
for transferring funds to college students. The 
payment app is typically connected to the bank 
accounts of both par�es.  
 

Security Concerns  
More than half of consumers across all age groups 
express concerns about the security of personal 
informa�on when using mobile payment technol-
ogy.2 With proper precau�ons, however, paying 
with your phone could be more secure than pay-
ing with plas�c.  
Most mobile payment apps generate random 
numbers or tokens, so the merchant does not re-
ceive your underlying financial informa�on. 
(Linking to a credit card offers greater protec�on 
from fraud than a debit card or bank account.) 
Strong passwords and fingerprint access or facial 
recogni�on on mobile phones add another layer 
of protec�on. However, it's important to be vigi-
lant against phishing or malware a�acks, just as 
you would with your computer.  
 

1–2) eMarketer, 2019  
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Past performance may not be indica�ve of 
future results.  Different types of invest-
ments involve varying degrees of risk, and 
there can be no assurance that future 
performance of any specific investment, 
investment strategy, or product or any 
non-investment related content made 
reference to directly or indirectly in this 
newsle�er (including investments and/or 
strategies recommended or undertaken by 
Smith Capital), will be profitable, equal any 
corresponding indicated historical perfor-
mance level(s), be suitable for your 
por�olio or individual situa�on, or prove 
successful.  Due to various factors, includ-
ing changing market condi�ons and/or 
applicable laws, the content may no 
longer be reflec�ve of current opinions or 
posi�ons.  You should not assume that any 
discussion or informa�on contained in this 
newsle�er serves as the receipt of, or as a 
subs�tute for, personalized investment 
advice from Smith Capital.  If a reader has 
any ques�ons regarding the applicability 
of any specific issue discussed above to 
his/her individual situa�on, he/she is 
encouraged to consult with a professional 
advisor of his/her choosing.  Smith Capital 
is neither a law firm nor a cer�fied public 
accoun�ng firm and no por�on of the 
newsle�er content should be construed as 
legal or accoun�ng advice.  If you are a 
Smith Capital client, please remember to 
contact Smith Capital, if there are any 
changes in your personal/financial situa-
�on or investment objec�ves. A copy of 
Smith Capital’s current wri�en disclosure 
statement is available upon request. Smith 
Capital is an Investment Advisory Firm 
registered with the SEC. Clients include 
pension and profit sharing plans, endow-
ments, trusts, and individuals. The mini-
mum por�olio size is $500,000. 
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