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Thank you for taking a few minutes to read our newsletter. We've hand-picked the following articles in response to questions that we have been
hearing from our clients and radio listeners over recent months; we hope you find them valuable!
With government spending at an all time high, and the potential for a rise in income tax rates to boost revenue, we are exploring strategies for
reducing taxable income. Additionally, this year's market volatility has highlighted some investors' concerns for managing short-term goals amid
uncertainty.
Be sure to tune in to AM790, weeknights at 5PM, to hear Don, Steven, Donna and Nathan discuss the topics that matter to you on the MoneyTalk
radio program. Missed tonight's show? Listen in to the MoneyTalk Podcast at sowafinancial.com/moneytalkradio, or by searching "DON SOWA'S
MONEYTALK" wherever you get your podcasts!

Sandwich Generation Caregivers Face Many Challenges
Individuals in the "sandwich generation" have the dual responsibility of providing care for an adult — often a parent
— while also raising children. Caring for others can be very rewarding, but the day-to-day demands of supporting
multiple generations can take a financial, emotional, and physical toll on sandwiched caregivers.

Source: National Alliance for Caregiving, 2019
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Is It Time to Think About Tax-Free Income?
Federal and state governments have spent
extraordinary sums in response to the economic toll
inflicted by the COVID-19 pandemic. 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
time to think about ways to help reduce your taxable
income. Here are three potential sources of tax-free
income to consider.

Roth IRA
Contributions to a Roth IRA are made with after-tax
dollars — you don't receive a tax deduction for money
you put into a Roth IRA. Not only does the Roth IRA
offer tax-deferred growth, but qualified Roth
distributions including earnings are not subject to
income taxation. And the tax-free treatment of
distributions 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 projects. 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
interest on bonds issued by other states.

Health Savings Accounts
A health savings account (HSA) lets you set aside
tax-deductible 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 until retirement then reimburse
yourself for all the medical expenses you paid over the
years with tax-free HSA distributions — 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 uncertainties
associated with any fixed income security, including
interest rate risk, credit 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 federal and state alternative minimum tax.
Tax-exempt interest is included in determining if a
portion of any Social Security benefit 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 penalties provided the money is spent on
qualified health-care expenses. Depending upon the
state, HSA contributions 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
deductible health plan (HDHP).
To qualify for the tax-free and penalty-free withdrawal
of earnings, a Roth IRA must meet the five-year
holding requirement and the distribution must take
place after age 59½ or due to the owner's death,
disability, or a first-time home purchase (up to a
$10,000 lifetime maximum).
All investing involves risk, including the possible loss
of principal, and there is no guarantee that any
investment strategy will be successful.
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Printing Money: The Fed's Bond-Buying Program
The Federal Reserve's unprecedented efforts to
support the U.S economy during the COVID-19
pandemic include a commitment by the Federal Open
Market Committee (FOMC) to purchase Treasury
securities and agency mortgage-backed securities "in
the amounts needed to support smooth market
functioning and effective transmission of monetary
policy."1

Big Balance Sheet
The Federal Reserve's assets grew with quantitative easing
during and after the Great Recession. In late 2018, the Fed
began to reverse the process by allowing bonds to mature
without replacing them, only to back off when markets
reacted negatively to the move. The 2020 emergency
measures quickly pushed the balance sheet over $7 trillion.

The Fed buys and sells Treasury securities as part of
its regular operations and added mortgage-backed
securities to its portfolio during the Great Recession,
but the essentially unlimited commitment underscores
the severity of the crisis. The Fed is also entering
uncharted territory by purchasing corporate, state, and
local government bonds and extending other loans to
the private sector.

Increasing Liquidity
The Federal Open Market Committee sets interest
rates and controls the money supply to support the
Fed's dual mandate to promote maximum employment
and stable prices, along with its underlying
responsibility to promote the stability of the U.S.
financial system. By purchasing Treasury securities,
the FOMC increases the supply of money in the
broader economy, while its purchases of
mortgage-backed securities increase supply in the
mortgage market. The key to increasing liquidity —
called quantitative easing — is that the Fed can make
these purchases with funds it creates out of air.
The FOMC purchases the securities through banks
within the Federal Reserve System. Rather than using
money it already holds on deposit, the Fed adds the
appropriate amount to the bank's balance. This
provides the bank with more money to lend to
consumers, businesses, or the government (through
purchasing more government securities). It also
empowers the Treasury or mortgage agency to issue
additional bonds knowing that the Fed is ready to buy
them. The surge of bond buying by the Fed that began
in March helped the Treasury to finance its massive
stimulus program in response to the coronavirus.
By law, the Fed returns its net interest income to the
Treasury, so the Treasury securities are essentially
interest-free loans. The principal must be paid when
the bond matures, and the bonds add to the national
debt. But the Treasury issues new bonds as it pays off
the old ones, thus shifting the ever-growing debt
forward.

Protecting Against Inflation

Source: Federal Reserve, 2020

Low interest rates and "money printing" led to high
inflation after World War II and during the 1970s, but
the current situation is different.2 Inflation has been
low for more than a decade, and the economic crisis
has severely curtailed consumer spending, making
inflation unlikely in the near term.
The longer-term potential for inflation remains,
however, and the Fed does not want to increase the
money supply more than necessary to meet the crisis.
From a peak of $75 billion in daily Treasury purchases
during the second half of March, the FOMC began to
gradually reduce the purchase pace in early April. By
mid-June, it was down to an average of $4 billion per
day and scheduled to continue at that pace through
mid-August, with further adjustments as necessary in
response to economic conditions.3
U.S. Treasury securities are backed by the full faith
and credit of the U.S. government as to the timely
payment of principal and interest. The principal value
of Treasury securities fluctuates with market
conditions. If not held to maturity, they could be worth
more or less than the original amount paid.
1) Federal Reserve, March 23, 2020
2) The Wall Street Journal, April 27, 2020
3) Federal Reserve Bank of New York, 2020

Considering the seemingly endless need for
government spending and private lending, you may
wonder why the Fed doesn't just create an endless
supply of money. The controlling factor is the potential
for inflation if there is too much money in the economy.
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Accumulating Funds for Short-Term Goals
Stock market volatility in 2020 has clearly reinforced at
least one important investing principle: Short-term
goals typically require a conservative investment
approach. If your portfolio loses 20% of its value due
to a temporary event, it would require a 25% gain just
to regain that loss. This could take months or even
years to achieve.

concerned would you feel? Would you be able to make
up that loss from another source without risking other
financial goals? Or might you be able to delay buying
your new home until you could recoup your loss?
These are the types of questions you should consider
before you decide where to put those short-term
dollars. If your time frame is not flexible or you would
not be able to make up a loss, an appropriate choice
may be lower-risk, conservative vehicles. Examples
include standard savings accounts, certificates of
deposit, and conservative mutual funds. Although
these vehicles typically earn lower returns than
higher-risk investments, a disciplined (and automated)
saving habit combined with a realistic goal and time
horizon can help you stay on course.

So how should you strive to accumulate funds for a
short-term goal, such as a wedding or a down
payment on a home? First, you'll need to define "short
term," and then select appropriate vehicles for your
money.
Investing time periods are usually expressed in
general terms. Long term is typically considered 15
years or longer; mid term is between five and 15
years; and short term is generally five or fewer years.
The basic guidelines of investing apply to short-term
goals just as they do for longer-term goals. When
determining your investment mix, three factors come
into play — your goals, time horizon, and risk tolerance.
While all three factors are important, your risk
tolerance — or ability to withstand losses while pursuing
your goals — may warrant careful consideration.
Example: Say you're trying to save $50,000 for a
down payment on your first home. You'd like to
achieve that goal in three years. As you're
approaching your target, the market suddenly drops
and your portfolio loses 10% of its value. How

The FDIC insures CDs and savings accounts, which
generally provide a fixed rate of return, up to $250,000
per depositor, per insured institution.
All investments are subject to market fluctuation, risk,
and loss of principal. When sold, investments may be
worth more or less than their original cost.
Mutual funds are sold by prospectus. Please consider
the investment objectives, risks, charges, and
expenses carefully before investing. The prospectus,
which contains this and other information about the
investment company, can be obtained from your
financial professional. Be sure to read the prospectus
carefully before deciding whether to invest.

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 you specific investment needs, please discuss your individual
circumstances with your representative. Neither Commonwealth nor Sowa Financial Group, Inc. provide tax or legal advice, and nothing in
the accompanying pages should be construed as specific tax or legal advice. Securities offered through Commonwealth Financial
Network, Member FINRA/SIPC, a Registered Investment Adviser. Sowa Financial Group, Inc. is a Registered Investment Adviser.
Investment advisory services and fixed insurance offered by Sowa Financial Group, Inc. are separate and unrelated to Commonwealth.
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