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Everyone should have an emergency 
fund. Regardless of your current 
income, you need to set aside some 

cash in a savings account or other liq-
uid, low-risk investment. This fund can 
provide protection in the event of job 
loss, health problems, emergency home 
repairs, and other sudden fluctuations in 
income or expenses. With this cash on 
hand, you’re less likely to turn to high-
interest credit cards or to sell assets that 
are hard to unload and that may trigger 
capital gains tax. Here’s how to deter-
mine how much you need to save and 
how to reach your goal.

Focus on expenses, not income
You’ve probably heard that you need to save 
enough to cover three to six months of living 
costs. But this rule isn’t as straightforward as 
it may sound. Some experts say you need to 
save enough to cover three to six months of 
expenses, while others believe you should save 
three to six months of take-home pay. And, 
depending on your family’s financial and other 
circumstances, you may need to save three 
months’ (or less) worth or aim for the  
six-months’ target. 

Even though emergency fund savings targets 
are sometimes expressed in terms of take-
home pay, most people are better off focus-
ing on expenses, particularly nondiscretionary 
expenses. During an emergency — such as loss 
of a job — you can eliminate most discretion-
ary spending on vacation travel, entertainment, 
dining out and nonessential shopping. Your 
emergency fund should be sufficient to cover 
nondiscretionary expenses, such as your mort-
gage and property taxes or rent, utility bills, car 
payments, food, health care, insurance, and 
credit card or other debt payments.

Set a goal
Determine the target size of your emergency 
fund by totaling nondiscretionary expenses over 
the time period you anticipate it would take to 
find a new job. Be sure to subtract any other 
income sources, such as your spouse’s salary 
or rental property income over the same period. 
It’s also a good idea to build some cushion into 
your fund to cover additional time or emergen-
cies other than job loss, such as unexpected 
medical expenses or home repairs following a 
severe storm.

Build an emergency fund  
to weather any storm
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Build some cushion into your 
fund to cover additional time or 
emergencies other than job loss, 
such as unexpected medical 
expenses or home repairs  
following a severe storm.



Keep in mind that reasonably fore-
seeable expenses aren’t emergen-
cies and should be saved for sepa-
rately. For example, you may know 
you’ll need to replace your roof in 
two years at a cost of $15,000. 
Or you may be planning an elec-
tive medical procedure in the near 
future. Don’t dip into emergency 
funds for these planned events.

Avoid overfunding
It’s important to have an emergency 
cushion — even to be conservative 
in estimating your financial require-
ments. However, avoid saving too 
much. If you save substantially 
more than you’ll reasonably need in 
a low-interest savings account, you 
may actually lose money to infla-
tion over time. Plus, you might miss 
out on opportunities to invest those 
funds in tax-advantaged retirement accounts or 
in other assets.

Rather than blindly following a rule of thumb, 
tailor your emergency savings to your particular 
financial situation. A smaller emergency fund 
may suffice if, for example, your spouse has a 
secure job, you have relatives who can provide 
financial assistance in an emergency or you 
have reason to believe that you would be able 
to find other work quickly should you lose your 
job. Conversely, if you’re the sole breadwinner 
or you simply have a low tolerance for risk, a 
bigger emergency fund may be called for.

Depending on your circumstances, you may find 
that substantially less than three to six months 
of take-home pay will suffice. According to an 
October 2019 study by J.P. Morgan Chase, on 
average “families need roughly six weeks of take-
home income in liquid assets to weather a simul-
taneous income dip and expenditure spike.” 
Chase based its conclusion on an analysis of 
millions of its customers’ checking accounts.

Start saving now
If you don’t have an emergency fund, you’re 
not alone. According to the Chase study, 65% 
of families don’t have enough cash to cover 
six weeks of take-home pay. Start building 
your fund by determining how much you need, 
choosing a target date for reaching that amount 
and setting aside a portion of your income each 
month designed to achieve that goal. 

You might also consider strategies for building 
your fund more quickly, such as reducing cer-
tain expenses temporarily or “rightsizing” your 
tax withholdings. (See “Are you withholding too 
much tax?” above.)

Evaluate your finances
Your financial advisor can help evaluate  
your situation and map a savings plan.  
This usually starts with a budget, because, 
unless you know your actual income and 
expenses, you can’t accurately assess the 
impact of an emergency. n
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ARE YOU WITHHOLDING TOO MUCH TAX?

If you normally receive large federal and state tax 
refunds every spring, consider “rightsizing” your with-
holdings — that is, reducing them so that you send 
the government just enough to cover your expected 
tax liability. This can help you kill two birds with one 
stone: You can avoid making an interest-free loan to 
the government and you can automatically transfer 
excess withholdings to a savings account earmarked 
for emergencies.

Coincidentally, according to a March 2019 study  
by J.P. Morgan Chase, most families receive tax 
refunds averaging around six weeks’ income. This is 
the same amount the financial services company  
says most families need to save to protect themselves 
from a simultaneous decrease in income and increase 
in expenses.



As investing in Bitcoin and other cryptocur-
rencies becomes increasingly popular, 
investors need to understand the potential 

tax ramifications. Unlike traditional currency, the 
IRS views cryptocurrency as property for federal 
income tax purposes. This means that many 
transactions involving cryptocurrency — such as 
purchases of goods or services — become tax-
able events where the purchase is also consid-
ered a sale. In addition, certain changes to the 
blockchain (the distributed digital “ledger” on 
which cryptocurrency transactions are typically 
recorded) can trigger taxable income. Here’s 
what you need to know.

Capital gains and losses
Because cryptocurrency is property, investors 
recognize a capital gain or loss when they sell 
it in exchange for traditional currency. As with 
other capital assets, the amount of gain or loss 
is the difference between the adjusted basis in 
the cryptocurrency (usually, the amount paid  
to acquire it) and the amount for which it’s 
sold. And, as with other capital 
assets, gain or loss may be short term 
or long term, depending on whether 
an investor held the cryptocurrency 
for more than one year. If cryptocur-
rency is sold at a loss, there may be 
limitations on the deductibility of the 
capital losses.

Cryptocurrency owners often are sur-
prised to discover that using crypto-
currency to pay for goods or services 
can also trigger a capital gain or loss. 
Let’s say you purchased 10 units 
of cryptocurrency 10 years ago for 
$1,000 each, or a total of $10,000. 
This year, when the cryptocurrency’s 
price has climbed to $5,000 per 

unit, you use it to purchase a $50,000 car. 
Assuming your adjusted basis in the cryptocur-
rency is $10,000, you’ll recognize a $40,000 
long-term capital gain. Generally, your gain or 
loss is the difference between your adjusted 
basis in the cryptocurrency and the fair market 
value of the goods or services you receive in 
exchange for it.

Fork in the road
In some cases, a cryptocurrency owner may 
recognize taxable income as a result of certain 
blockchain events. Taxable income may be trig-
gered even if you don’t conduct transactions or 
take any other actions with the cryptocurrency. 

Recent IRS Revenue Ruling 2019-24 
addressed the tax implications of two types of 
blockchain events: “hard forks” and “airdrops.” 
A hard fork occurs “when a cryptocurrency on a 
distributed ledger undergoes a protocol change 
resulting in a permanent diversion from the 
legacy or existing distributed ledger.” Put much 
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more simply, it’s when a single cryptocurrency 
is split in two.

A hard fork may or may not be followed by an 
airdrop, which the IRS describes as “a means 
of distributing units of a cryptocurrency to 
the distributed ledger addresses of multiple 
taxpayers.” According to the ruling, when an 
airdrop follows a hard fork, it “results in the 
distribution of units of the new cryptocurrency 
to addresses containing the legacy crypto-
currency.” In simpler terms, it’s when “free 
coins” representing the new cryptocurrency are 
dropped into the existing cryptocurrency wallets 
of the owners of the legacy cryptocurrency.

If the new cryptocurrency isn’t airdropped or 
otherwise transferred to an account of the leg-
acy cryptocurrency’s owner, a hard fork doesn’t 
trigger taxable income. On the other hand, if 

a hard fork is followed by an airdrop (which 
enables owners to immediately dispose of the 
new cryptocurrency), the owner recognizes ordi-
nary income in the year the new cryptocurrency 
is received.

Stay current
Remember that buying and selling cryptocur-
rency involves significant risk, including the 
risk that you could lose part or all of the  
money you’ve invested. Tax treatment of  
cryptocurrency is also subject to change.  
The IRS is expected to provide additional  
guidance in the coming months and years on 
the unique tax issues cryptocurrency presents. 
Your professional advisors can help keep you 
current on these developments and work with 
you to avoid unnecessary risk and unpleasant 
tax surprises. n

According to a University of Pennsylvania 
report, approximately 37% of Americans 
have “advance directives,” which include 

living wills and power-of-attorney designations. 
These documents specify what should occur 
and who should make medical decisions should 
someone become seriously ill and unable to 
make these decisions for him- or herself. 

If you belong to the other 63% or so of 
Americans who haven’t made such arrange-
ments, put it at the top of your to-do list. Your 
peace of mind — and that of your family — 
depend on it.

Differentiate between documents
Many people confuse a living will with a last 
will and testament, but they aren’t the same. 
These separate documents serve different, but 
vital, purposes. 

A last will and testament is what you probably 
think of when you hear the term “will.” This 
document details how your assets will be dis-
tributed when you die. A living will (or health 
care directive) details how life-sustaining medi-
cal treatment decisions would be made if you 
were to become incapacitated and unable to 
communicate them yourself.
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The thought of becoming 
terminally ill or entering 
a coma isn’t pleasant, 
which is one reason many 
people put off creating a 
living will. However, it’s 
important to think through 
what you’d like to happen 
should this ever occur. A 
living will can help ensure 
your wishes are carried 
out and provide guidance 
and reassurance to family 
members at a time they’re 
likely to be emotionally 
distressed.

Say, for example, you’re in a permanent  
vegetative state as a result of an auto accident 
and have no medical chance of coming out 
of the coma. Would you want your life to be 
artificially prolonged by machines and feeding 
tubes? You are the one who should make this 
decision, not your grief-stricken spouse,  
parents or other loved ones who may not be 
sure what your wishes would be — or who 
might not abide by them. 

Provide power of attorney
Often, a living will is drafted in conjunction 
with two other documents: a durable power of 
attorney for property and a health care power  
of attorney. 

The durable power of attorney identifies  
someone who can handle your financial  
affairs, such as paying bills and undertaking 
other routine tasks, should you become  

incapacitated. The health care power of attor-
ney becomes effective if you’re incapacitated,  
but not terminal or in a vegetative state.  
Your designee can make medical decisions on  
your behalf — for example, agreeing to a  
surgical procedure recommended by your  
physician — if you’re unable to do so. But 
this person can’t officially make life-sustaining 
choices. That requires a living will.

Enlist expert help
As tempting as do-it-yourself legal document 
kits may seem, it’s much better to work  
with an attorney when drafting a living will, 
durable power of attorney and power of  
attorney for health care. These documents  
are too important to get wrong. Another tip: 
Discuss the details of your living will and  
other directives with your loved ones so they’ll 
know what to expect should they ever be 
required to act.

Finally, remember that these documents aren’t 
cast in stone. Revisit them if you’ve changed 
your mind about how you’d like life-sustaining 
decisions to be made or if your life circum-
stances (for example, you got married or your 
parents died) have changed. n
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Whether you’re in the process of making 
a retirement or estate plan, or intend 
to donate property to charity, you’ll 

need to know the value of your assets. Values of 
publicly traded securities are readily available, 
but for hard-to-value assets — such as closely 
held business interests, real estate, art or col-
lectibles — an appraisal may be necessary. 

Situations that call for an appraisal include:

Retirement planning. To enjoy a comfortable 
retirement, you’ll need to calculate the income 
that can support your lifestyle when you reach 
your desired retirement age. This means under-
standing the assets you have and appraising 
their value. Once you have this information, you 
may decide to move your retirement date up — 
or back.

Estate planning. Knowing the value of your 
assets is the only way to tell whether you’re 
potentially subject to estate or gift taxes and to 
identify appropriate estate planning strategies 
for minimizing or eliminating those taxes. In 
addition, understanding the value of your assets 
enables you to distribute your wealth fairly. For 
example, suppose you wish to divide your over-
all property equally among your children, but 
with different items going to each. That’s nearly 
impossible to do without appraisals of hard-to-
value assets.

Appraisals may also be necessary to avoid 
running afoul of tax basis consistency rules. 
According to these rules, the income tax basis 
of inherited property equals the property’s fair 
market value as finally determined for estate 
tax purposes. The rules are intended to pre-
vent your heirs from arguing that your estate 

undervalued the property, thus entitling them to 
claim a higher basis for income tax purposes. 
Appraisals can help ensure that your heirs 
receive the basis they deserve.

Gift disclosures. Generally, the IRS has an 
unlimited amount of time to challenge the 
value of gifts for gift and estate tax purposes, 
unless they’re “adequately disclosed.” If they’re 
adequately disclosed, the IRS is bound by a 
three-year statute of limitations. The best way 
to disclose the value of a gift is to include a 
qualified professional appraisal with a timely 
filed gift tax return.

Charitable donations. Charitable gifts of prop-
erty valued at more than $5,000 (other than 
publicly traded securities) must be substanti-
ated with a qualified appraisal by a qualified 
appraiser. This means that the appraiser meets 
certain education and experience requirements.

Without appraisals of your hard-to-value assets, 
it’s difficult to develop a realistic financial plan, 
treat your heirs fairly and avoid unwelcome tax 
liabilities. Asset values can fluctuate dramati-
cally over time, so make sure you get updated 
appraisals periodically. n

Making financial plans?  
Get your assets appraised


