
© 2012 Nest Builder Financial Advisors, Ltd. 3rd Quarter 2012 Vol026 
www.NestBuilderFinancial.com  

All rights reserved. 

Visit our blog for more frequent updates and 
handy tips about investing, tax strategies, etc. 
 

http://nestbuilderfinancial.wordpress.com/ 
 

 
“News from the Nest” 

 
Welcome to our quarterly newsletter.  We 
want to make this meaningful for you, so 
please call 847-245-7483 or email us at: 
Mary@NestBuilderFinancial.com with your 
suggestions or comments. 
 
Recently 
We have attended several educational 
workshops including a 2-day iConference 
sponsored by Forbes and the National 
Association of Personal Financial Advisors 
(NAPFA).  The wide range of topics included 
taxes, investments, and estate planning. 
Featured speakers included Bill Gross of 
PIMCO, Steve Forbes and industry thought-
leader Michael Kitces. 
 
Common Cents  
You may be familiar with the concept of 
“harvesting losses”, the act of selling losing 
investments to offset gains or income.  It’s a 
well-known strategy to help reduce your tax 
bill, especially for investments you planned 
to dispense of.  This year there is a new twist 
to harvesting – harvesting gains.  The idea is 
to realize gains on long-term investments and 
pay the 15% long-term capital gains rate 
rather than the 20% rate that goes in effect in 
2013 and beyond.  But beware – like in 2010, 
the current rate may be extended again.  This 
is an option that you should review with your 
advisor before making any decisions.   
 
Handy Tip  
Kiplinger has a “Retiree Tax Map” that can 
show Kiplinger’s list of the 10 best and worst 
states for retirees, tax-wise.  You can also 
click on a state to get specific information.  
Illinois does not tax retirement income like 
pensions, 401(k) distributions or Social 
Security benefits but the state sales tax is  
 

 
6.5% and local taxes can bring that up to 
10.5% (like in Chicago).   
 
While taxes are just one issue when 
considering relocation, it makes good sense 
to know what you’re getting into. Go to: 
http://www.kiplinger.com/tools/retiree_map/ 
 
 
Dear Mary,  
Is it true that half of Americans don’t pay any 
taxes?  If so, how can I get into that group – 
my taxes are outrageous!   Taxed-out Tammy  
 
Dear Taxed-out Tammy, 
Hold your horses – the U.S. tax system is 
very complex and while it’s true that roughly 
half of households don’t pay federal income 
tax, they pay other taxes such as sales tax, 
state income tax, and/or  property tax.   
 
Lower incomes are a prerequisite for not 
paying federal income taxes.  Remember 
those 1040 tax return items called exemptions 
and standard deductions?  If your income is 
low those items can wipe out your tax owed.  
But wait, you might say, what about the 
regular payroll deductions for federal taxes?  
Well in these low income situations that 
money gets returned at tax time.  The Tax 
Policy Center gives an example of a family of 
four with income of less than $26,400.  Their 
deduction and exemptions leave them with no 
tax liability for the year. 
 
About 30% of those that do not pay federal 
income taxes actually get money back from 
the federal government by way of 
“refundable” credits which are paid even 
when there is $0 tax liability   These 
refundable credits work like a subsidy to 
reward and encourage work (even for a 
minimal wage) over welfare for low-income 
households. 
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The Tax Pyramid 
 

If you consider that you start paying taxes when you start working and will probably continue to 
pay tax for the rest of your life, you’ll likely find that taxes are your biggest lifetime expense.  So 
what are these taxes and what are we getting for them?  Here is a visual of broad tax categories: 

 

         

About ½ of households pay 

 
 
 
              All households pay 
 
Sales and property taxes go to state and local government. Most of our sales taxes go to the state 
with a smaller amount to local government.  Property owners pay tax on their home and business 
properties and, indirectly renters do too, because they pay rent to the building owner who must 
cover his/her costs.  Property tax revenue funds local services such as schools, municipalities, fire 
and police protection, parks, libraries, etc.    
 

Income, investment and inheritance taxes are revenue for the federal government and to some 
extent, state governments.  It’s the federal income, investment and inheritance taxes the 
presidential and congressional candidates are talking about and they have quite different visions.  
Keep in mind that only about half of households pay income tax and fewer pay investment or 
inheritance taxes while virtually everyone pay sales and property taxes.  If federal spending and 
borrowing continues to grossly outpace revenue, look for a new “Value-Added Tax” like Europe 
imposes to help fund the government.  In practice, a VAT works like a super-sized sales tax and 
affects all.   
 

 
 

We appreciate that your time is valuable.  If you do not want to receive newsletters in the future, 
please let us know.  We will promptly remove you from our newsletter mailing list. 
 

OR 
 

If you’d prefer to view future newsletters online, please send us your email address.   
We do not share your contact information with others. 

 
 

“I am proud to be paying taxes in the United States.  The only thing is  
I could be just as proud for half of the money.” 

 
Arthur Godfrey 

 
Nest Builder Financial Advisors, Ltd.  is a fee-only firm that offers financial planning 
services and objective investment advice.  We are not affiliated with mutual fund or 

insurance companies and do not receive commissions to promote their products. 
 

Mary Erl, CFP® 
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