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We experienced another high volatility quarter with markets continuing 
the recovery from the COVID-19 lows of March/April with Technology 
leading the way. September saw the worst month since the pandemic 
began, but the overall U.S. and International indices were positive for 
the quarter. Year to date only the S&P 500 is positive.

THIRD QUARTER MARKET & ECONOMIC COMMENTARY

By Richard A. Hewitt

Heading into the final quarter of the year we expect greater 
volatility due to the uncertainty of the Presidential election. Many 
market participants are acknowledging that we will likely have a 
similar experience to Gore versus Bush in 2000—the market won’t 
know for sure who won and it dislikes uncertainty. (continued on pg. 4)
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Although there is no immediate tax benefit from a nondeductible IRA 
contribution, the growth and tax deferral can be significant. It may 
ultimately make the contribution worthwhile, especially if you expect 
to have a lower tax rate after you retire. When you take your standard 
IRA distributions during retirement, you pay taxes on the growth, but 
any nondeductible IRA contributions are treated as cost basis, and 
you won’t have to pay tax on those dollars again later. Here are the 
critical points to understand: 

1. Low Limits for Deductible Contributions. The phaseouts 
for 2020 are low so most of our clients are not eligible to deduct 
traditional IRA contributions. For 2020 the phaseouts are as 
follows: $65,000 to $75,000 for a single taxpayer covered by a 
retirement plan at work; $104,000 to $124,000 for a married 
couple filing jointly (if the person making the IRA contribution IS 
covered by a retirement plan at work); $196,000 to $206,000 for 
a married couple filing jointly (if the person making the contribution 
IS NOT covered by a retirement plan at work). If no one on the tax 
return is covered by a retirement plan at work, then these phaseout 
limits do not apply. 

2. Tracking Nondeductible IRA Contributions. There are many 
good reasons to make nondeductible IRA contributions, but it is 
critical to track the contributions closely. While nondeductible IRA 
contributions don’t impact current year taxes, they can have a big 
impact when the IRA owner starts taking distributions in the future. 
The default assumption for distributions from a traditional IRA is 
that the whole distribution is taxable. However, if that person has 
cost basis in any of their traditional IRAs, then a pro-rata portion 
of their total IRA distributions will be a return of basis, and thus 
excluded from taxable income. The IRS expects taxpayers to track 
IRA basis themselves by filing a Form 8606, Nondeductible IRAs, 
when nondeductible contributions are made to a traditional IRA. 
This same form is also used to calculate the taxable portions of 
traditional IRA distributions when the taxpayer has basis. Even 
though contributions don’t impact taxes in the current year, it 
will impact clients taking distributions from traditional IRAs in the 
future. If clients don’t have cost basis tracked properly, they may 
end up paying too much tax. 

3. Remedies to Correct Tracking of Nondeductible IRA 
Contributions. If a client hasn’t filed a Form 8606 for prior years, 
it can still be filed on a standalone basis (and even past the usual 
three-year limit for requesting a refund). There may be a penalty for 
failing to file the Form 8606 when it was required, but it’s possible 
to have the penalty waived for reasonable cause. Since this isn’t 
changing taxable income, no 1040X is required. The stance of the 
IRS has long been that without any history of filing a Form 8606, 
there’s no basis. However, a few recent court cases have forced the 
IRS to take a broader approach and to accept other evidence from 
a taxpayer. This might be a prior year tax return that doesn’t show a 
deduction for an IRA contribution, combined with an IRA statement 
that shows a contribution was made. If a client inherits an IRA, it’s a 
good idea to request prior year tax returns for the decedent to see if 
a Form 8606 was ever filed. It may also be a good idea to ask for IRA 
statements that show contributions. Filing a Form 8606 might seem 
like an unnecessary task when it doesn’t impact taxable income in the 
current year, but the future impact of not filing it can be significant. 

By Joseph P. Clark

NONDEDUCTIBLE IRA CONTRIBUTIONS

“ THERE ARE MANY GOOD REASONS TO MAKE 
NONDEDUCTIBLE IRA CONTRIBUTIONS, BUT IT IS 
CRITICAL TO TRACK THE CONTRIBUTIONS CLOSELY. 
WHILE NONDEDUCTIBLE IRA CONTRIBUTIONS DON’T 
IMPACT CURRENT YEAR TAXES, THEY CAN HAVE A 
BIG IMPACT WHEN THE IRA OWNER STARTS TAKING 
DISTRIBUTIONS IN THE FUTURE.
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As we enter the homestretch of the 2020 election season, 
COVID-19 continues to influence daily life. For the moment, we  
live in a world of masks, testing, bubbles, and quarantines while 
we wait for a viable and effective vaccine. We mourn the loss of  
life and simultaneously celebrate all the people who are working  
to end the pandemic and mitigate its effects on our economy  
and communities.

So many events have been cancelled, postponed, or modified. 
Our elections on November 3rd have not. The presidential election 
should be another close one and it is possible the winner may 
not be known on election night. The House will almost certainly 
remain controlled by the Democrats. The most interesting 
elections will likely be in the Senate and the results there may 
ultimately be the biggest determinant of the legislative agenda 
for the next four years. Thirty-five seats in the Senate are being 
contested. Twenty-three of those are currently held by Republicans 
and 12 by Democrats. For Democrats to take control of the 
Senate, they need to flip four seats as the Republicans currently 
hold 53. Incumbent Republicans Martha McSally (Arizona), Cory 
Gardner (Colorado), Thom Tillis (North Carolina) and Susan Collins 
(Maine) are most at risk of losing their seats. The Democrats 
could lose one of their incumbent seats as Doug Jones faces 
a tough re-election challenge in Alabama. A 50-50 split in the 
Senate is certainly possible which would highlight the power of the 
vice-president to cast tie-breaking votes.

The Biden-Harris ticket has proposed several significant 
changes to tax and fiscal policy which are more likely to be 
implemented in the event the Democrats win the Senate outright, 
hold the House of Representatives, and win the presidency. Here 
are some of the highlights:

1. 401(k) Plans. Contributions made to Traditional 401(k) 
plans are currently made with pre-tax dollars which reduces 
your taxable income. Taxes are deferred until you take a 
distribution which is then taxed as ordinary income. The tax 
benefit of making Traditional 401(k) contributions depends on 
your marginal tax bracket. Lower income workers have less 
of a current tax benefit than higher income workers. Biden is 
proposing to replace the current system with a tax credit for 
contributions estimated at 26% in the spirit of “equalizing” the 
tax benefit of making Traditional 401(k) contributions. If such 
a proposal were to become law, it would make Roth 401(k) 
contributions relatively more attractive, especially for higher 
income workers.

2. Raise Marginal and Capital Gains Tax Rates. The Tax Cuts 
and Jobs Act of 2017 reduced the top federal marginal tax rate 
from 39.6% to 37%, which in 2020 begins at $518,400 of taxable 
income for singles and $622,050 for married couples filing a joint 
return (MFJ). Biden proposes to raise the highest tax rate back 
to 39.6%. He also proposes to tax long-term capital gains and 
qualified dividends (for assets held more than one year) at ordinary 
income rates for those with incomes over $1,000,000. Currently, 
the highest long-term capital gains and qualified dividend tax rate 
is 20% for those with taxable incomes of more than $441,451 
(singles) and $496,601 (MFJ). There is also an additional 3.8% Net 
Investment Income Tax on investment income for those making 
more than $200,000 (singles) or $250,000 (MFJ).

3. Increase Social Security Payroll Taxes. Workers currently pay 
6.2% in payroll taxes for Social Security on earned income up to 
$137,700. The earnings cap increases each year with wage growth. 
Employers pay the other 6.2%. Self-employed individuals pay the 
full 12.4% as part of their self-employment tax. Biden proposes 
to also apply the payroll tax on earned income above $400,000. 
Earned income between $137,700 and $400,000 would not be 
subject to payroll tax. This gap is important because Biden has 
pledged that he will not raise taxes on those making less than 
$400,000.

4. Repeal of the State and Local Income Tax (SALT) Deduction 
Cap. The TCJA capped the amount of state and local income taxes 
you can deduct from your income at $10,000. Biden proposes to 
repeal this provision. This change would generally benefit higher 
income workers, especially those in states with relatively high 
state income and property taxes. Repealing SALT would potentially 
offset the impact of some of Biden’s other proposed tax increases. 
However, some of the benefit could be reduced or lost completely 
due to the Alternative Minimum Tax or Biden’s proposed caps on 
itemized deductions.

We can expect the political rhetoric on both sides to increase in 
intensity in the final weeks before Election Day. This will reinforce the 
short-term uncertainty surrounding the identity of our political leaders 
going forward. While we can’t know who will win all the elections, 
we do know that the uncertainty will dissipate as the winners are 
identified. In the meantime, don’t let the elections distract you from 
achieving your financial goals. We will continue to monitor policy and 
legislative changes that can affect your finances. If you have any 
questions or would like to discuss anything specific, feel free to reach 
out to us at any time. 

POLITICAL AND ECONOMIC ENVIRONMENT

By Marc A. Wehmeyer
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“   A committee is a cul-de-sac down 
which ideas are lured and then 
quietly strangled.”  
 —Sir Barnett Cocks 

PRESIDENT'S COMMENTARY
THIRD QUARTER MARKET  
& ECONOMIC COMMENTARY  
(CONTINUED FROM PAGE 1)

CLOSING THOUGHT

Third quarter U.S. Gross Domestic Product will be released  
on October 29th—we anticipate an annualized rate of 31%  
(which will help to regain some of the lost economic output).  
In all likelihood, it will be late 2021 (or even into 2022) before  
the U.S. economy reaches the level of growth and job creation 
experienced before COVID-19.

We expect the Administration and Congress will reach some 
additional stimulus package—in the range of $1.2 to $1.5 Trillion 
(markets will welcome that result). However, the danger is if the 
package is large, but the actual beneficial impact is much less.

Finally, there may be planning opportunities in the month of 
December if it appears the Democratic Party had a good night in 
November and controls both the House and Senate as well as the 
White House (Marc Wehmeyer covers some of the proposals in his 
article on pg. 3). If control is split for the House and Senate, gridlock 
will be the outcome. 

Time to peer into the Crystal Ball and make a few predictions. A few 
states will decide the election (FL, MI, WI, OH and PA—maybe toss 
in AZ also). The big indicator on November 3rd will be Florida—and 
we should know that outcome on election night. If President Trump 
wins the Sunshine State, he has a variety of paths to reelection. If 
Vice President Biden wins, all realistic paths to reelection are closed 
for Trump. Several states won’t know for certain for at least a week 
(ballot counting and then certain legal challenges). If Florida goes 
red, we won’t know who won until mid-December. If Florida goes 
blue, there will be legal challenges but ultimately it won’t matter. 
My prediction: The President wins Florida and we are in court in 
multiple states lasting several weeks (as “Postmarks” replace 
“Hanging Chads” in our national consciousness).

The Democrats will retain control of the House and the 
Republicans will maintain control in the Senate, most likely 51-49 
(with independents who caucus with the Democrats). Buckle up. 

“ FINALLY, THERE MAY BE PLANNING OPPORTUNITIES 
IN THE MONTH OF DECEMBER IF IT APPEARS THE 
DEMOCRATIC PARTY HAD A GOOD NIGHT IN 
NOVEMBER AND CONTROLS BOTH THE HOUSE 
AND SENATE AS WELL AS THE WHITE HOUSE.” 

“ THE DEMOCRATS WILL RETAIN CONTROL OF THE 
HOUSE AND THE REPUBLICANS WILL MAINTAIN 
CONTROL IN THE SENATE, MOST LIKELY 51-49 
(WITH INDEPENDENTS WHO CAUCUS WITH THE 
DEMOCRATS). BUCKLE UP.” 

FIVE YEARS OR FIVE DAYS
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