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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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Life Insurance with Long-Term Care Benefits
If you are concerned about the high costs of
long-term care but don't want to purchase
traditional long-term care (LTC) insurance, you
might consider two strategies that combine
permanent life insurance coverage with
long-term care benefits.

Benefits under a hybrid policy typically begin
when the policyholder needs help with two or
more activities of daily living such as eating,
bathing, and dressing.

With an optional continuation-of-benefits rider,
payouts for covered LTC expenses could
Keep in mind that any payouts for covered LTC continue for a specified period or your lifetime,
expenses reduce (and are usually limited to)
even if they exceed the death benefit.
the life insurance death benefit that would go to
Financial flexibility
your heirs, and benefits can be much less than
Another advantage of these strategies is that
those of a traditional long-term care policy.
policyholders can tap into the cash value of the
Accelerated death benefit (ADB) rider
permanent life policy during retirement if money
An ADB rider attached to a permanent life
is needed for income or emergencies. Loans
insurance policy allows the insured to begin
and withdrawals will reduce the policy's cash
receiving benefits while he or she is still living,
value and death benefit.
under specific circumstances.

Other considerations

In the past, ADB riders only paid when a
policyholder was diagnosed with a terminal
illness. However, more insurers now offer riders
that start paying when a policyholder is
diagnosed with a chronic illness, is permanently
disabled, or needs to enter a nursing home.
Although some policies may include an ADB
rider at little or no cost, ADB riders are
generally optional and will increase the
premium.

Hybrid life—LTC policy

It would be wise to explore your LTC options
while you are healthy. If you consider a a life
insurance policy with an ADB rider or a hybrid
life-LTC policy, you should have a need for life
insurance and evaluate the policy on its merits
as life insurance.
The cost and availability of life insurance
depend on factors such as age, health, and the
type and amount of insurance purchased. In
addition to the life insurance premiums, other
costs include mortality and expense charges. If
a policy is surrendered prematurely, there may
be surrender charges and income tax
implications.

This type of policy combines permanent life
insurance and long-term care coverage. Many
such policies require a substantial up-front
premium, but buyers don't have to worry about Any guarantees are contingent on the financial
future rate increases or the issuer canceling the strength and claims-paying ability of the issuing
policy.
insurance company. Riders are subject to the
For the same premium, a hybrid policy typically contractual terms, conditions, and limitations
outlined in the policy, and may not benefit all
has a smaller death benefit than a life policy
with an ADB rider. However, the LTC coverage individuals.
is more generous than an ADB rider.
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Five Retirement Lessons from Today's Retirees
Each year for its Retirement Confidence
Survey, the Employee Benefit Research
Institute (EBRI) surveys 1,000 workers and
1,000 retirees to assess how confident they are
in their ability to afford a comfortable retirement.
Once again, in 2019, retirees expressed
stronger confidence than workers: 82% of
retirees reported feeling "very" or "somewhat"
confident, compared with 67% of workers. A
closer look at some of the survey results
reveals various lessons today's workers can
learn from current retirees.
EBRI consistently finds that
setting a savings goal
increases the level of
confidence among today's
workers. Despite that fact,
just 42% of survey
respondents have tried to
determine a total retirement
savings goal, and less than
one-third have tried to
calculate how much they
may need for medical
expenses. Of those who
have calculated a total
savings goal, 34% have
found they will need $1
million or more to retire
comfortably.
Source: 2019 Retirement
Confidence Survey, EBRI

Current sources of retiree income
Let's start with a breakdown of the percentage
of retirees who said the following resources
provide at least a minor source of income:
•
•
•
•
•
•

Social Security: 88%
Personal savings and investments: 69%
Defined benefit/traditional pension plan: 64%
Individual retirement account: 61%
Workplace retirement savings plan: 54%
Product that guarantees monthly income:
33%
• Work for pay: 25%

Estimating retirement age is one area where
workers may want to hope for the best but
prepare for the worst.

Lesson 3: Income is largely a result of
individual savings efforts
Even though 64% of current retirees have
defined benefit or pension plans, an even larger
percentage say they rely on current savings
and investments, and more than half rely on
income from IRAs and/or workplace plans.
Current workers are much less likely to have
defined benefit or pension plans, so it is even
more important that they focus on their own
savings efforts.
Fortunately, workers appear to be recognizing
this fact, as 82% said they expect their
workplace retirement savings plan to be a
source of income in retirement, with more than
half saying they expect employer plans to play
a "major" role.

Lesson 4: Some expenses, particularly
health care, may be higher than
expected

While most retirees said their expenses were
"about the same" or "lower than expected,"
approximately a third said their overall
Lesson 1: Don't count on work-related
expenses were higher than anticipated. Nearly
earnings
four out of 10 said health care or dental
Perhaps the most striking percentage is the last expenses were higher.
one, given that 74% of today's workers expect
Workers may want to take heed from this data
work-related earnings to be at least a minor
and calculate a savings goal that accounts
source of income in retirement. Currently, just
specifically for health-care expenses. They may
one in four retirees works for pay.
also want to familiarize themselves with what
Lesson 2: Have realistic expectations
Medicare does and does not cover (e.g., dental
for retirement age
and vision costs are not covered) and think
Building upon Lesson 1, it may benefit workers strategically about a health savings account if
they have the opportunity to utilize one at work.
to proceed with caution when estimating their
retirement age, as the Retirement Confidence
Lesson 5: Keep debt under control
Survey consistently finds a big gap between
Just 26% of retirees indicated that debt is a
workers' expectations and retirees' actual
problem, while 60% of workers said this is the
retirement age.
case for them. Unfortunately, debt can hinder
In 2019, the gap is three years: Workers said
retirement savings success: seven in 10
they expect to retire at the median age of 65,
workers reported that their non-mortgage debt
whereas retirees said they retired at a median
has affected their ability to save for retirement.
age of 62. Three years can make a big
Also consider that 32% of workers with a major
difference when it comes to figuring out how
debt problem were not at all confident about
much workers need to accumulate by their first having enough money to live comfortably in
year of retirement. Moreover, 34% of workers
retirement, compared with just 5% of workers
reported that they plan to retire at age 70 or
who don't have a debt problem.
older (or not at all), while just 6% of current
As part of their overall financial strategy,
retirees fell into this category. In fact, almost
40% of retirees said they retired before age 60. workers may want to develop a plan to pay
The reality is that more than four in 10 retirees down as much debt as possible prior to
retirement.
retired earlier than planned, often due to a
health issue or change in their organizations.
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When should I file the FAFSA?
The FAFSA, which stands for
Free Application for Federal
Student Aid, is the federal
government's financial aid
application. The FAFSA is a
prerequisite for federal student loans, grants,
and work-study. In addition, colleges typically
require the FAFSA before distributing their own
need-based aid and, in some cases,
merit-based aid.

In order to file the form, you'll need to create an
FSA ID if you haven't done so already (be sure
to follow the online instructions). You can save
time and minimize errors on the FAFSA by
using the built-in IRS Data Retrieval Tool, which
electronically imports your tax data.

Even if you don't expect your child to qualify for
need-based aid, you still might consider
submitting the FAFSA. All students attending
college at least half-time are eligible for federal
For the 2020-2021 school year, the FAFSA can unsubsidized Direct Loans regardless of
be filed as early as October 1, 2019. Whether
financial need. So if you want your child to take
you have a senior in high school or a returning out a loan (or your child needs to do so), you'll
college student, it's a good idea to file the
need to file the FAFSA. (Unsubsidized Direct
FAFSA as early as possible to increase your
Loan amounts are capped each year: $5,500
child's chances of getting financial aid, because freshman year, $6,500 sophomore year, and
some aid programs operate on a first-come,
$7,500 junior and senior years.)
first-served basis. (For high school seniors who Keep in mind that you'll need to resubmit the
haven't yet been accepted at a particular
FAFSA each year that you want your child to be
college, you can list all the schools your child
considered for aid. Fortunately, renewal
has applied to on the form.)
FAFSAs take less time to complete.
The 2020-2021 FAFSA relies on your family's
current asset information and two-year-old
income information from your 2018 tax return.
The form is available online at fafsa.ed.gov.

What should I know about investing in collectibles?
Collectible assets such as fine
art, antiques, coins, and gems
are one way to diversify your
investment portfolio. But it can
be difficult to predict if or when
the money you invest will provide a return. Here
are a few things you should know about
collectibles before investing in them.
Not all collectibles are valuable. Some
collectibles are valuable because of the
creator's inherent talent or skills; each item is
unique. Other collectibles are considered
valuable because they're rare or experts and
appraisers have attributed significance to them.
Another type of collectible may have no intrinsic
value, including baseball cards, action figures,
stuffed toys, and vintage wine. These
collectibles are subject to changing tastes and
tend to be valuable only if they're currently in
demand and someone is willing to pay for them,
which makes it hard for collectors to get the
timing right and profit from them.
Different factors help determine a
collectible's value. The age of a given item as
well as its quality, condition, historical value,
and current popularity among collectors are
factors that contribute to determining its worth.

It's easy to fall for a counterfeit. Even the
most experienced appraisers can get duped by
forgeries. And it's possible to overpay for a
collectible because of an imperfection or
inferiority that you didn't realize prior to the
purchase.
Returns may be low. The average returns that
investors earn from collectibles may not keep
pace with inflation, and it may take a long time
for them to appreciate.
The most compelling reason to buy a
collectible is personal enjoyment. If you have
pre-existing knowledge or interest in a
collectible, or desire to learn more about a
particular subject, then that's why you should
buy a collectible — not because you expect a
high investment return. Remember that all
investing involves risk, including the possible
loss of principal, and there is no guarantee that
any investment strategy will be successful.
Diversification is a method used to help
manage investment risk; it does not guarantee
a profit or protect against investment loss.
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