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April 16, 2019 was an
important day for many of
us. But do you know
why? It was Tax Freedom
Day — the day when the
average American
theoretically earned
enough to pay his or her
tax obligations for the
year. According to the Tax Foundation,
Americans will pay $3.4 trillion in federal taxes
in 2019, more than they spend on food,
clothing, and housing combined.* But it wasn't
always this way. In fact, income taxes are a
fairly new development in the overall history of
America. So how did we get to this point?

The 16th Amendment

Wars played a big part in the history of taxation
in this country. To fund the War of 1812,
Congress taxed sales of gold, silverware,
jewelry, and watches. In 1817, tariffs on
imported goods provided the main source of
revenue to run the government.

not to mention state and local taxes. To quote
Will Rogers, "The difference between death and
taxes is death doesn't get worse every time
Congress meets."

However, it was not until 1913 with the adoption
of the 16th Amendment to the Constitution, that
the income tax became a permanent fixture in
the American tax system. Congress now had
the authority to tax income of both individuals
and corporations. It didn't take the IRS long to
start inundating us with forms, beginning in
1914 with the introduction of the first income tax
form, the dreaded Form 1040. Enactment of the
Revenue Act of 1916 introduced tax rates and
income scales.

Tax rates

Here's a sobering fact: In 1913, the top federal
income tax bracket was 7% on all income over
$500,000, and the lowest tax bracket was 1%.
In the beginning...
During the Great Depression, Congress raised
The United States was founded, in part, on the
the highest tax bracket to 63%. Wars can be
premise that colonists didn't want to pay taxes
expensive, as evidenced by the jump in the
without representation, which led to the famous
highest tax rate to 94% during World War II. In
tossing of tea into the Boston Harbor and the
2018, the highest income tax rate was lowered
American Revolution. However, not long after
to 37%.
the colonies gained their freedom from
Trying to get it right
England, Congress passed the Stamp Act of
1797, which essentially was our nation's first
Over the years, there have been frequent
estate tax. Otherwise, from the early 1790s to
attempts to reform the tax law in some manner.
1802, the U.S. government was supported by
We've seen the adoption of the alternative
taxes on such items as spirits (alcohol, not the minimum tax, Social Security tax, taxes on
ghostly kind), sugar, tobacco, and corporate
cigarettes and alcohol, gasoline taxes, aviation
bonds.
taxes, property taxes, telecommunication taxes,
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Tax laws are always changing and will likely
remain a political hot potato. Only time will tell
what changes are ahead, but there is no doubt
that through taxation, what the government
giveth, it inevitably taketh back again.

With the onset of the Civil War, Congress
enacted the nation's first income tax law, the
Revenue Act of 1861, which included a flat tax
of 3% on annual incomes exceeding $800 to
*Tax Freedom Day 2019 was April 16, as calculated
help pay for the costs of the war. That tax law
by the Tax Foundation, taxfoundation.org.
was repealed and replaced by the Revenue Act
of 1862, which established the Office of the
Commissioner of Internal Revenue (forerunner
to the Internal Revenue Service), levied excise
taxes on most goods and services, and
replaced the flat tax with a progressive tax.
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Five Times in Your Life When You Might Need Help with Your Finances
As you move through different stages of life,
you will face new and unique financial
situations. Did you just get engaged? Perhaps
you are wondering how you and your partner
are going to manage your money together. Do
you have children? Maybe you are looking for
ways to pay for their college education.
When you navigate through these various life
events, you might seek professional guidance
to help you make sound financial choices.

1. Getting married
The cost and availability of
life insurance depend on
factors such as age, health,
and the type and amount of
insurance purchased.
All investing involves risk,
including the possible loss
of principal, and there can
be no assurance that any
investment strategy will be
successful.
Taxable distributions from
retirement plans and IRAs
prior to age 59½ may be
subject to a 10% penalty tax
unless an exception applies.
Disability premiums are
based on your age, gender,
occupation, and the amount
of potential lost income you
are trying to protect, as well
as the specifics of the
policy and what additional
benefits are added.

4. Paying for college
Paying for college is a major financial
undertaking and usually involves a combination
of strategies to help cover costs — savings,
financial aid, income during the college years,
and potentially other creative cost-cutting
measures. Hopefully, you've been saving
money on a regular basis to amass a healthy
sum when your child is ready for college. But as
college costs continue to rise each year, what
you've saved may not be enough.

For this reason, many families supplement their
savings at college time with federal or college
financial aid. Federal aid can include student
and parent loans (need-based and
non-need-based), grants and work-study (both
need-based), while college aid consists
primarily of grants and scholarships
(need-based and merit-based). In fact, college
You'll want to discuss your financial goals and
grants and scholarships can make up a
determine which are most important to both of
significant portion of the college funding puzzle,
you. You should also prepare a budget to make so exploring the availability of college aid is
sure you are spending less than you earn.
probably the single biggest thing you can do
Other issues to consider as a couple include
after saving regularly to optimize your bottom
combining financial accounts, integrating
line. In addition to financial aid, you might take
insurance coverage, and increasing retirement out a private college loan or borrow against
plan contributions.
your home equity. Or you might pay college
expenses using your current income or other
2. Buying a home
savings or investments.
Buying a home can be stressful, especially for
5. Saving for retirement
first-time homebuyers. Since most people
finance their home purchases, buying a house You know that saving for retirement is
usually means getting a mortgage. As a result, important. However, sometimes it's easy to
you'll need to determine how large a mortgage delay saving while you're still young and
you can afford by taking into account your
retirement seems too far off in the future.
gross monthly income, housing expenses, and Proper planning is important, and the sooner
long-term debt.
you get started, the easier it will be to meet
And if you haven't already done so, you'll need your retirement income needs. Depending on
your desired retirement lifestyle, experts
to save for a down payment. Traditionally,
lenders have required a 20% down payment on suggest that you may need 80% to 100% of
the purchase of a home, however many lenders your pre-retirement income to maintain your
standard of living. However, this is only a
now offer loans with lower down payments.
general guideline. To determine your specific
3. Starting a family
needs, you'll need to estimate all your potential
sources of retirement income and retirement
Starting a family is an important — and
expensive — commitment. As your family grows, expenses, taking taxes and inflation into
account.
you will likely need to reassess and make
changes to your budget. Many of your living
Once you've estimated how much money you'll
expenses will increase (e.g., grocery,
need for retirement, your next goal is to save
health-care, and housing costs). In addition,
that amount. Employer-sponsored retirement
you'll need to account for new expenses such
plans like 401(k)s and 403(b)s are powerful
as child care and building a college fund.
savings tools because you can make pre-tax
Having a family also means you should review contributions (reducing your current taxable
your insurance coverage needs. Life insurance income), and any investment earnings grow tax
deferred until withdrawn, when they are taxed
can help protect your family from financial
uncertainty if you die, while disability insurance as ordinary income. You may be able to
enhance your savings even more if your
will help replace your income if you become
employer matches contributions. IRAs also
injured or sick.
offer tax-deferred growth of earnings.
Getting married is an exciting time in one's life,
but it also brings about many challenges. One
challenge that you and your spouse will face is
how to merge your finances. Careful planning
and communication are important, since the
financial decisions you make now can have a
lasting impact on your future.
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Social Security: Shoring Up America's Safety Net

Future projections
In 2019, the trustees of Social
Security reported that the
Old-Age and Survivors
Insurance (OASI) trust fund is
projected to run out in 2034. At
that time, payroll tax revenue
alone would be sufficient to pay
77% of scheduled benefits.

Ever since a legal secretary named Ida May
long-range revenue shortfall (16.05% if the
Fuller received the first Social Security
increase started in 2035)
retirement check in 1940, Americans have been • Raising or eliminating the ceiling on wages
counting on Social Security to provide muchcurrently subject to Social Security payroll
needed retirement income. For many older
taxes ($132,900 in 2019)
Americans, Social Security is their main source
•
Raising the full retirement age beyond the
of guaranteed retirement income — income that
currently scheduled age of 67 (for anyone
continues throughout their lifetimes and is
born in 1960 or later)
indexed for inflation every year (in 2019, the
•
Reducing future benefits — to address the
cost-of-living adjustment, or COLA, was 2.8%).
long-term revenue shortfall, the trustees have
Social Security provides more than just
noted that scheduled benefits would have to
retirement income, though. It also provides
be immediately and permanently reduced by
disability and survivor insurance benefits. About
about 17% for all current and future
62 million people — more than one in six U.S.
beneficiaries, or by approximately 20% if
residents — collected some type of Social
reductions were applied only to those who
Security benefit in 2018, with approximately
initially become eligible for benefits in 2019 or
80% of these recipients receiving Social
later
1
Security retirement or survivor benefits.
• Changing the formula that is used to calculate
How Social Security works
benefits
Social Security is a pay-as-you-go system,
• Changing the formula that is used to calculate
which means that payments from current
the annual cost-of-living adjustment for
workers (in the form of payroll taxes) fund
benefits
benefits for current beneficiaries. The payroll
tax rate for Social Security is 12.4%, with 6.2% Understand your retirement benefits
paid by the employee and 6.2% paid by the
The amount you'll receive from Social Security
employer (self-employed individuals pay the
is based on the number of years you've worked,
entire 12.4%). These payroll taxes are
the amount you've earned over your lifetime,
deposited into the Old-Age and Survivors
and the age when you file for benefits. Your
Insurance (OASI) trust fund (for retirement and benefit is calculated using a formula that takes
survivor benefits) and the Disability Insurance
into account your 35 highest earnings years,
(DI) trust fund (for disability payments).
but you don't need to work for that long to
Because of demographic and economic factors, qualify for retirement benefits. Generally, you
including higher retirement rates and lower birth need to have earned a minimum of 40 work
credits, which is about 10 years of work in a job
rates, there will be fewer workers per
covered by Social Security. If you haven't
beneficiary over the long term, worsening the
strain on the trust funds. This year, the trustees worked long enough to qualify on your own, you
may qualify for spousal benefits based on your
of Social Security reported that the OASI trust
spouse's work record. A spousal benefit
fund is projected to run out in 2034. After that,
payroll tax revenue alone would be sufficient to claimed at your full retirement age is generally
equal to 50% of the primary worker's full
pay 77% of scheduled benefits.
benefit.

Ideas for reform

You can get an estimate of your future Social
Security retirement benefits by visiting the
Social Security website at ssa.gov and using
the Retirement Estimator tool or by viewing
your Social Security Statement. Your
personalized statement contains a detailed
record of your earnings history, as well as
estimates of the retirement, survivor, and
disability benefits you can expect at different
ages. To view your statement online, you'll first
need to register. If you haven't registered
Some Social Security reform proposals on the
online, you'll receive your Social Security
table include:
Statement in the mail every year if you are age
• Raising the current Social Security payroll tax 60 or older and not yet receiving benefits.
rate — according to the 2019 trustees report,
1 Top Ten Facts About Social Security, Center on
an immediate and permanent payroll tax
Budget and Policy Priorities, August 14, 2018
increase to 15.1% (up from the current
12.4%) would be necessary to address the
There has been little national consensus by
policymakers on how to deal with Social
Security's looming demographic challenges.
Meaningful reform will require broad bipartisan
support, and the trustees have urged Congress
to address Social Security's challenges sooner
rather than later, so that solutions will be less
drastic and can be implemented gradually,
lessening the impact on the public.
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Original Medicare — Part A
hospital insurance and Part B
medical insurance — offers
broad coverage, but many
services are not covered.
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Securities and Advisory Services
offered through Commonwealth
Financial Network® , member
FINRA/SIPC, a Registered
Investment Adviser. Fixed
insurance products and services
offered through CES Insurance
Agency.
Commonwealth does not provide
legal or tax advice. Please consult
with a legal or tax professional
regarding your individual situation.

Some may be fully or partially covered by a
Part C Medicare Advantage Plan, which
replaces Original Medicare, or a Medigap
policy, which supplements Original Medicare.
Both are offered by Medicare-approved private
insurers. (You cannot have both a Medicare
Advantage Plan and a Medigap policy.)

Dental and vision care. Original Medicare
does not cover routine dental or vision care.
Some Medicare Advantage and Medigap plans
may offer coverage for either or both of these
needs. You might also consider private dental
and/or vision insurance.
Hearing care and hearing aids. Some
Medicare Advantage plans may cover hearing
aids and exams.

Medical care outside the United States.
Original Medicare does not offer coverage
outside the United States. Some Medicare
Whether you are looking forward to Medicare in Advantage and Medigap plans offer coverage
the future or are already enrolled, you should
for emergency care abroad. You can also
consider these potential expenses.
purchase a private travel insurance policy.
Deductibles, copays, and coinsurance.
Costs for covered services can add up, and —
unlike most private insurance — there is no
annual out-of-pocket maximum. Medicare
Advantage and Medigap plans may pay all or a
percentage of these costs and may include an
out-of-pocket maximum.

Long-term care. Medicare does not cover
"custodial care" in a nursing home or home
health care. You may be able to purchase
long-term care (LTC) insurance from private
insurers.

A complete statement of coverage, including
exclusions, exceptions, and limitations, is found
Prescription drugs. For coverage, you need to only in the LTC insurance policy. It should be
enroll in a Part D prescription drug plan or a
noted that LTC insurance carriers have the
Medicare Advantage plan that includes drug
discretion to raise their rates and remove their
coverage.
products from the marketplace.

How much will health care cost?
Retirement health-care costs will vary depending on your health and longevity, but it may help to
have a guideline. These are the estimated savings required for an individual or couple who
turned 65 in 2019 to have a 90% chance of meeting expenses for Medicare Part B health
insurance, Part D prescription drug coverage, Medigap Plan F, and out-of-pocket drug costs,
assuming median prescription drug expenses.* These estimates do not include services not
covered by Medicare or Medigap.

*Medigap Plan F is used for these estimates because it is the most comprehensive coverage
available and simplifies the calculation. However, this plan may not be available for new
beneficiaries after January 1, 2020. Current enrollees may keep Plan F, and most other plans will
remain available for new enrollees.
Source: Employee Benefit Research Institute, 2019
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