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State Income Tax Across the Map

Seven states have no state income tax. Of the 43 states with a state income tax (and the District of Columbia),
the top marginal income tax rate ranges from 2.5% to 13.3%. Most states (and D.C.) with an income tax have
multiple tax brackets with graduated rates; 14 states have only a single tax rate. New Hampshire only taxes
interest and dividends, and Washington only taxes capital gains.

State individual income tax: top marginal rate

g No income tax

g 2.5% to 5%

9 More than 5% to 7%
More than 7% to 9%

9 More than 9% to 13.3%

Source: Tax Foundation, February 2024
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It's Complicated: Inheriting IRAs and Retirement Plans

The SECURE Act of 2019 dramatically changed the
rules governing how IRA and retirement plan assets
are distributed to beneficiaries. The new rules, which
took effect for account owner deaths occurring in 2020
or later, are an alphabet soup of complicated
requirements that could result in big tax bills for many
beneficiaries.

RMDs and RBDs

IRA owners and, in most cases, retirement plan
participants must start taking annual required minimum
distributions (RMDs) from their non-Roth accounts by
April 1 following the year in which they reach RMD age
(see table). This is known as their required beginning
date (RBD).

Likewise, beneficiaries must take RMDs from inherited
accounts (including, in most cases, Roth accounts).
The timing and amount of an individual beneficiary's
RMDs depend on several factors, including the
relationship of the beneficiary to the original account
owner and whether the original owner had reached the
RBD.

Three key points apply to both owners and
beneficiaries: (1) individuals must pay income taxes on
the taxable portion of any distribution, (2) the larger the
RMD, the higher the potential tax burden, and (3)
failing to take the required amount generally results in
an additional excise tax.1

Date of birth RMD age

Before July 1, 1949 70/2
July 1, 1949, through 1950 72
19510 1959 73
1960 or later 75

The age that determines an account owner's RBD depends
on the account owner's date of birth.

Spouse as sole beneficiary

Spouses who are sole beneficiaries have the most
options for managing inherited accounts. By default, a
surviving spouse beneficiary is treated as what's
known as an eligible designated beneficiary (EDB)
with certain advantages (see next section, "EDBs and
DBs"). And if the deceased spouse died before the
RBD, a surviving spouse EDB who is the sole owner
can wait until the year the deceased would have
reached RMD age to begin distributions.

Alternatively, a surviving spouse who is the sole owner
can generally roll over the inherited account to their
own account or elect to be treated as the account
owner (rather than as an EDB). In these cases, the
rules for account owners would apply. However, there
is a potential drawback to this move: if the surviving
spouse is younger than 59%, a 10% early distribution
penalty may apply to subsequent withdrawals unless
an exception applies.

EDBs and DBs

The SECURE Act separated other individual
beneficiaries into two groups: EDBs and designated
beneficiaries (DBs). EDBs are spouses and minor
children of the deceased, those who are not more than
10 years younger than the deceased, and disabled
and chronically ill individuals. DBs are essentially
everyone else, including adult children and
grandchildren.

EDBs have certain advantages over DBs. If the
account owner dies before the RBD, an EDB is able to
spread distributions over their own life expectancy. If
the account owner dies on or after the RBD, an EDB
may spread distributions over either their own life
expectancy or that of the original account owner,
whichever is more beneficial.2

By contrast, DBs are required to liquidate inherited
assets within 10 years, which could result in
unanticipated and hefty tax bills. If the account owner
dies before the RBD, the beneficiary can leave the
account intact until year 10. If the owner dies on or
after the RBD, a DB must generally take annual RMDs
based on their own life expectancy in years one
through nine, then liquidate the account in year 10.

Other considerations

Work-sponsored retirement plans are not required to
offer all distribution options; for example, an EDB may
be required to follow the 10-year rule. However, both
EDBs and DBs may roll eligible retirement plan assets
into an inherited IRA, which may offer more options for
managing RMDs.

This is just a broad overview of the complicated new
rules as they apply to individual beneficiaries. If an
account has multiple designated beneficiaries, or if a
beneficiary is an entity such as a trust, charity, or
estate, other rules apply. Beneficiaries should seek the
assistance of an estate-planning attorney before
making any decisions.

1) The IRS has waived this tax as it applies to the DB 10-year rule through
2024.

2) An inherited account must be liquidated 10 years after an EDB dies or a
minor child EDB reaches age 21.
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Thinking of Selling Your Home? Don't Be Surprised by Capital Gains Taxes

The Taxpayer Relief Act of 1997 provided
homeowners who sell their principal residence an
exclusion from capital gains taxes of $250,000 for
single filers and $500,000 for joint filers. At that time,
the average price of a new home was about $145,000,
so this exclusion seemed generous and allowed more
Americans to move freely from one home to another.1
Unfortunately, the exclusion was not indexed to
inflation, and what seemed generous in 1997 can be
restrictive in 2024.

Capital gains taxes apply to the profit from selling a
home, so they may be of special concern — and
potential surprise — for older homeowners who bought
their homes many years ago and might yield well over
$500,000 in profits if they sell. In some areas of the
country, a home bought for $100,000 in the 1980s
could sell for $1 million or more today.2 At a federal
tax rate of 15% or 20% (depending on income) plus
state taxes in some states, capital gains taxes can
take a big bite out of profits when selling a home.
Fortunately, there are some things you can do to help
reduce the taxes.

Qualifying for exclusion

In order to qualify for the full exclusion, you or your
spouse must own the home for at least two years
during the five-year period prior to the home sale. You
AND your spouse (if filing jointly) must live in the home
for at least two years during the same period. The
exclusion can only be claimed once every two years.
There are a number of exceptions, including rules
related to divorce, death, and military service. If you do
not qualify for the full exclusion, you may qualify for a
partial exclusion if the main reason for the home sale
was a change in workplace location, a health issue, or
an unforeseeable event.

Increasing basis for lower taxes

The capital gain (or loss) in selling a home is
determined through a two-part calculation. First, the
selling price is reduced by direct selling costs,
including certain fees and closing costs, real estate
commissions, and certain costs that the seller pays for
the buyer. (The amount of any mortgage pay-off is not
relevant for determining capital gains.) This yields the
amount realized, which is then reduced by the
adjusted basis.

The basis of your home is the amount you paid for it,
including certain costs related to the purchase, plus
the costs of improvements that are still part of your
home at the date of sale. In general, qualified
improvements include new construction or remodeling,
such as a room addition or major kitchen remodel, as
well as repair-type work that is done as part of a larger
project. For example, replacing a broken window
would not increase your basis, but replacing the
window as part of a project that includes replacing all

windows in your house would be eligible. This basis is
adjusted by adding certain payments, deductions, and
credits such as tax deductions and insurance
payments for casualty losses, tax credits for energy
improvements, and depreciation for business use of
the home. (See hypothetical example.)

Hypothetical Example

Pete and Joanne purchased their home for $100,000 in
1985 and sold it for $800,000 in 2024. This is how their
capital gains might be calculated.

Capital gains _Basis |

$800,000 sales price $100,000 purchase price

- $50,000 direct selling costs +  $8,000 purchase costs
$750,000 amount realized +_$52,000 improvements

- $150,000 adjusted basis $160,000 total basis
$600,000 capital gain - $10,000 solar energy credit

- $500,000 capital gains exclusion $150,000 adjusted basis
$100,000 taxable gains

At a 15% rate — which applies to most taxpayers —
this would cost $15,000 in federal capital gains taxes.

This hypothetical example of mathematical principles is for illustration
purposes only. Actual results will vary.

Inheriting a home

Upon the death of a homeowner, the basis of the
home is stepped up (increased) to the value at the
time of death, which means that the heirs will only be
liable for future gains. In community property states,
this usually also applies to a surviving spouse. In other
states, the basis for the surviving spouse is typically
increased by half the value at the time of death (i.e.,
the value of the deceased spouse's share).

Determining the capital gain on a home sale is
complex, so be sure to consult your tax professional.
For more information, see IRS Publication 523 Selling
Your Home.

1) U.S. Census Bureau, retrieved from FRED, Federal Reserve Bank of St.
Louis, 2024

2) CNN, January 29, 2024
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Can You Put the Brakes on Rising Auto Insurance Premiums?

When your auto insurance policy renews, chances are
that your premium will be going up, possibly by a lot.
Rates vary by state and location, but nationwide,
premiums increased more than 20% between May
2023 and May 2024.1

Higher vehicle prices and repair costs (including parts
and labor), more accidents, a rising number of fraud
cases and lawsuits, and severe weather events have
affected the bottom line of insurers, leading to
across-the-board rate hikes. That's not good news for
your wallet, but there are still steps you can take to
help make your premium more affordable.

Review your coverage. A good time to review your
auto policy is before it renews, but you can make
coverage changes or shop for new insurance at any
point. Auto insurance rates vary greatly from company
to company, so shop around. While price is important,
you'll also want to select a financially sound company
that offers great customer service. If you're happy with
your current insurer, call the company or your agent to
explore additional ways to save money.

Try to avoid downgrading to the minimum coverage
required by your state. That could leave you financially
vulnerable if you have an accident. If your vehicle is
leased or financed, you'll likely be required to maintain
a certain level of insurance.

Look into discounts. These vary by state and insurer
but may include discounts for low annual mileage,

insuring multiple vehicles or bundling policies with the
same company, installing anti-theft or other safety
devices, completing driver training courses, and
having a safe driving record. Some insurers offer
discounts for participating in a usage-based
(telematics) program that uses driving statistics
uploaded from an app or tracking device to adjust
rates based on driving habits.

Raise your deductible. You may be able to save
money by choosing the highest deductible you can
afford. Your deductible is the dollar amount you agree
to pay out of pocket if you have an accident that is
your fault. According to the Insurance Information
Institute, raising your deductible from $200 to $500
could save you 15% to 30% on collision and
comprehensive coverages, while raising it to $1,000
could save you 40% or more.2

Get quotes when car shopping. Before deciding on
a vehicle, find out how much it will cost to insure —
certain makes and models will be more expensive. For
example, premiums for electric vehicles may be
substantially more than for gas-powered vehicles, in
part because repair costs are higher. The vehicle's
value, age, safety record and features, and where it
will be located may also affect your premium.

1) U.S. Bureau of Labor Statistics, 2024

2) Insurance Information Institute, 2024

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 your specific investment needs, please discuss your individual
circumstances with your representative. Commonwealth does not provide tax or legal advice, and nothing in the accompanying pages
should be construed as specific tax or legal advice. Securities and advisory services offered through Commonwealth Financial Network,

Member FINRA/SIPC, a Registered Investment Advisor.
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