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Some people LOVE checklists. They love the simplicity of 
the format, the tangible objectives, the endorphin rush that comes 
from checking an item off the list. 

Suppose there was a checklist that consisted of the ideal 
elements in personal finance, a checklist that would give you 
the greatest chance for financial security, in good times and 
bad? Would you be able to check ALL THE BOXES – or just 
some of them? 

There isn’t one list that rules them all. Personal finance 
doesn’t have a periodic table with every known element on it. 
But if you read across a range of commentary, some standards of 
excellence emerge. You may not be able to achieve these ideal 
benchmarks, at least right away. But knowing them, and working 
toward them, can be a clearly defined path to a better financial 
life, one that’s both profitable and secure. 

 

See how many you can check off. 
 

 
 

 

The Starting Point 
� Money. Whether it’s in the form of income or accumulated assets, money is 

the Number 1 item on the list. By definition, “money management” requires 
money to be managed. A significant percentage of American households can’t 
check this box. They have no assets to manage, no income to save. 

 

Foundational Activities 
� Saving. The recommendations from experts vary, but an ideal target is saving  

20 percent of Gross Annual Income. Consistently hitting this target greatly 
increases your chances of maintaining your current standard of living and 
accumulating enough for a comfortable retirement. 

� Systematic Debt Reduction. Another ideal goal in personal finance is to 
be debt-free as soon as possible – while maintaining your saving habits. The 
typical progression:  

� Less debt than the previous year. 
� No unsecured debt, like credit cards or personal loans.  
� No secured debt on depreciating assets, such as a car. 
� No mortgage, completely debt-free. 

  

Accumulation Milestones 
� Cash Reserves. Experts have a variety of opinions, but a strong cash reserve 

position ranges from: 
� 6 months of current income to… 
� 12 months 

 (Continued on Page 2)
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� Long-term Saving/Investing. After substantial cash 
reserves are accumulated, savings can be allocated to 
financial instruments that have long time horizons. 
Ideally, these assets will only be liquidated either in 
retirement, or to acquire other long-term assets.  

 
Essential Asset Protection 

An integral part of personal management is protecting existing 
assets from unforeseen calamity. Insurance is a cost-effective way 
to accomplish this objective. Here are some ideal insurance 
benchmarks: 

� Life insurance benefits equal to your Lifetime 
Economic Value. This number reflects the present 
value of your estimated earning potential. It is not a 
need-based number - a minimum amount that would 
keep a spouse or dependents out of poverty. Rather, it’s 
an estimate of your maximum financial value.  

Ideally, some, if not all, life insurance should be 
permanent, i.e., intended to remain in force for one’s 
entire life. A guaranteed death benefit can be a 
significant asset in retirement and estate planning.*  

� Disability income replacement insurance equal 
to 70 percent of gross income, with an own 
occupation definition of disability. It is true that Social 
Security includes disability benefits, and you may be 
eligible for Workers Compensation if a disabling 
incident occurs on the job. But these partial protections 
leave many households under-insured against disability, 
even if they buy group coverage from their employers.  

Disability in many ways is more costly than a 
premature death, because the ongoing loss of income and 
increased medical expenses often lead to slow but 
inevitable financial exhaustion.    

� Personal and professional liability insurance. A 
civil suit seeking financial compensation can implode 
your personal finances. The relatively low cost of 
insurance far outweighs the risk of losing everything.   

� Property insurance on personal and business 
assets. The ideal is full-value protection on homes, 
autos, buildings, equipment, etc. State governments and 
financial institutions make some insurance mandatory, 
but these requirements may or may not provide 
maximum replacement value.  

   
Necessary Legal Documents 

� A Will. An essential document that a huge segment of 
the population never gets around to completing. Once 
written, it should be kept current, particularly regarding 
the designation of guardians for children and executors 
of the estate. 

� A Trust. Used to delineate the distribution of assets after 
you die, a trust can reduce estate and gift taxes, and 
efficiently distribute assets to heirs without the cost, 
delay and publicity of probate court. 

� Articles of Organization. Documentation of 
incidents of ownership, partnerships, buy-sell 
agreements, the establishment of limited liability 
companies, articles of incorporation. 

 

� Private Financial Agreements. For business, tax 
and estate reasons, intra-family loans, promissory notes, 
etc. should not be hand-shake agreements.   

 
The Simple Annual Check-up 

� The Income Test. Even if you can check all the boxes 
today, there’s still the matter of staying current, assessing 
your progress, and making adjustments. A simple, yet 
very relevant, assessment is a projection of present 
income under three different circumstances.  

In your current financial condition, how much 
income would there be tomorrow… 

� if you voluntarily stopped working? 
� if you had to stop working because of a 

disability? 
� (for your heirs) if you died? 
 
 

At various points in life, these answers can be wildly 
divergent. A 40-year-old could check all the boxes, but not have 
much income if he/she voluntarily stopped working simply 
because he/she hasn’t been saving long enough to amass a 
substantial retirement fund. But should a tragedy occur, such as a 
disability or death, the household would remain financially intact, 
because the insurance could replace much of the lost income. This 
might prompt the cliché of “I’m worth more dead than alive,” but 
it just proves the value of insurance.  

If you check all of the boxes on this list, a tip of the cap. Most 
financial professionals would consider your personal finances to 
be in good order. This list could easily add additional categories, 
for things like investment diversification or tax planning, but 
those items are beyond the basics. A lot of households haven’t 
completed this list.   

  
*  Life insurance guarantees are based on payment of all required premiums and the claims 
paying ability of the issuing insurance company. 

 
 
 

 
  

 
 

So… 
 
 

How many boxes  
did you check? 
 
What about the 
ones still open?  
  
Perhaps they  
should be topics  
for discussion the  
next time you  
meet with your  
financial  
professionals. 
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 At the time this issue was prepared, Congress was 
considering two bills to change the taxation of inherited non-
spousal IRAs. Neither bill (one is in the House of Representatives, 
the other in the Senate) had been passed. And even if a bill is 
passed, it could be an amended version. However, the possibility 
of changes in the tax treatment of IRAs gives insight into the 
realities of tax deferral. 
 
The End of the Stretch IRA? 
 

Under current tax law, a non-spousal 
beneficiary of an IRA (typically a child or 
grandchild), must make a full distribution from 
the account within five years, with the 
distributions as taxable income, or elect to make 
annual required minimum distributions based on 
the beneficiary’s current age. This “stretch” 
provision allows the distributions – and the 
resulting taxes – to be spread over the 
beneficiary’s lifetime, which in most cases, will 
increase the total distributions (because the 
undistributed balance can remain invested and 
generate additional earnings for a longer period) and decrease 
taxation (since smaller annual distributions may result in a lower 
marginal tax bracket). 

For retirees who have significant IRA balances, the stretch 
provision can be an attractive tax strategy to allow heirs to receive 
more of the unspent IRAs. However, many legislators want to 
eliminate this distribution option.  

The House version of the bill would do away with the stretch 
provision and mandate that non-spousal IRAs must be fully 
distributed (and taxed) within 10 years, while the Senate plan 
allows a stretch on the first $400,000 of aggregated IRAs, with 
any excess to be distributed within 5 years. (Both bills have 
exceptions for distributions to minor children, disabled or 
chronically-ill beneficiaries, and beneficiaries not more than 10 
years younger than the deceased IRA owner.) 

In a September 28, 2019, Wall Street Journal article, Texas 
representative Kevin Brady explained the rationale behind the 
proposed changes: “IRAs are for retirement security. They are 
not wealth succession management tools, and I think we’ve 
now got the policy right.”   

Many IRA account holders would beg to differ. The WSJ 
article referenced a 72-year-old retiree who had planned to name 
his four grandchildren as beneficiaries to IRAs worth more than 

$4 million: “All my life I’ve carefully saved for my family and 
my grandchildren,” he said. “Now the government is breaking its 
promise to me. They should only change the rules going forward, 
not retroactively.” 

Ed Slott, a New York CPA and IRA retirement specialist, 
concurs: “This is not a fair way to conduct retirement policy, 
changing the rules near the end of a long game. People will think 
they can’t trust Congress to keep its word about retirement rules.”  

A cynical view is these changes are not intended to get policy 
right on retirement, but simply a ploy to increase tax revenues. As 
one tax advisor put it, “Eliminating the stretch is a tax 
accelerator.” Most expert commentary posits that the elimination 
of the stretch provision will not only speed up tax payments, but 
often push beneficiaries into higher tax brackets. 

 
“Every deduction…is allowed as a matter of legislative 
grace.” 

 

In light of these comments, you can certainly understand the 
frustration. For three or four decades, savers made contributions 
based on the expectation their IRAs would receive a certain type 
of tax treatment. Then, at the end, the rules may change, and not 
in their favor.  

But this perspective overlooks a very 
important truth about tax deductions: Taxpayers 
are not entitled to them; they are government 
favors that can be revoked at any time.  

In a 1938 ruling, (White v. United States, 305 
U.S. 281), the Supreme Court said: 

 

“Every deduction from gross income 
is allowed as a matter of legislative 
grace, and only as there is clear provision 
therefore can any particular deduction be 
allowed, and a taxpayer seeking 
a deduction must be able to point to an 
applicable statute and show that he comes 
within its terms.” (emphasis added) 

 

In other words, deductions are not a promise to the taxpayer. 
Congress can change the rules whenever it wants. And it does. 
Two similar incidents: 

 

• Prior to the Tax Reform Act of 1986, interest on credit 
cards and other personal loans had been deductible on 
income taxes for several decades. But Congress 
eliminated those deductions – completely – with the new 
rules. 

• Investors in limited partnerships used to be able to deduct 
losses incurred by the partnership from other income, 
such as business income or income from investments. 
Since investors could deduct more than what they 
invested, they were considered true tax shelters, and 
many were purchased exclusively for the tax savings. In 
1987, this deduction was eliminated, leaving some 
investors with worthless investments and no tax 
advantage.  

 

In both instances, consumers often made long-term financial 
decisions with the tax deduction in mind – and the expectation 
that the deduction would remain the same for the future. IRA 
account holders made similar assumptions and may experience 
similar disruptions. 
 

 

IRA’S AND THE 
UNKNOWN 
FUTURE 
TAXATION? 
 

 

“Every deduction… 
is allowed as a matter  
of legislative grace.” 
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IRAs Have Taxes Due 
 

The dilemma with IRAs and other qualified retirement plans 
that hold pre-tax deposits is the transaction includes a deferred tax 
obligation; a portion of the account belongs to the US Treasury. 
With the current Stretch IRA provisions, it can easily be forty to 
seventy years before the government recoups the deduction that 
was granted at the time of deposit. That’s a long time. The 
legislative rationale for eliminating the Stretch provision is that 
taxes owed by retirees should be paid during their lifetimes, not 
deferred again to beneficiaries at a lower rate. And Congress has 
the authority to enact this change.   

   
Which leads to this question… 
 

Are you comfortable using a qualified retirement plan, with 
its up-front deductions and deferred tax obligation, as your 
primary vehicle for retirement accumulation? Remember, those 
deferrals are a “matter of legislative grace;” the terms can change 
at any time.    

 
 
 
 

 
 

 

 
 
 
The more successful you are at saving, 
the more you may want to diversify where 
those savings are deposited.   
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