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AND HOW YOU CAN AVOID THEM

Investing is complex and the impact of taxes can make a big difference in your investment returns over time.
With investing, it’s not what you earn but what you keep that’s important. Because taxes can take a big bite out
of your investment returns, you should ask yourself:

“

”

How tax efficient
are my investments?

Research on the long-term impact of expenses and taxes on investment returns shows that, while asset
allocation and investment selection are still the most important factors affecting your returns, taxes can have
a significant effect on what you take home. Tax efficient planning is essential to maximizing your returns over
1

time, but the complexity of investing and tax law means that many investors don’t understand how to manage
their portfolio to minimize the effects of taxes.

This special report identifies five of the most critical mistakes commonly made by investors and gives you the
information you need to avoid making them.

Net Sale After Tax:

$2,550

Advantage of Wait:

$2,850
11.76%

Short-Term Gains

Long-Term Gains

Purchase Price:
Sales Price:

$2,000
$3,000

$2,000
$3,000

Federal Tax Rate:
State Tax Rate:
Total Tax Due:
Net Sale After Tax:

35%
10%
$450
$2,550

15%
0%
$150
$2,850
11.76%

Advantage of Wait:

This hypothetical example is for illustration only and is not intended to reflect the return of any actual
investment. This illustration does not include transaction costs or fees.

MISTAKE 1

and zero percent, respectively. They purchase 100
Ignoring the Difference Between
Short-Term & Long-Term Capital Gains shares of Acme Co. on February 1, 2013 for $20 per
The profits generated from the sale of an appreciated
investment are known as capital gains. The taxes on
gains realized from securities that have been held
for one year or more qualify for favorable federal
tax treatment. Currently, tax rates on long-term

share. This means that their cost-basis (the original
amount they paid) for those shares is $2,000. If they
sell those shares 11.5 months later for $30 per share
($3,000 total proceeds), they will owe taxes on $1,000
of realized capital gains.

capital gains are significantly lower than the tax rates

The table above summarizes the difference between

on short-term gains for most investors. Holding a

holding the shares for six months versus one year.

security for even one extra day or week can make a

By holding onto those shares for another couple of

huge difference in the taxes you pay.2

weeks, they could have pocketed another $300 and

Short-term gains don’t benefit from any special tax

increased their return by nearly 12 percent. Obviously,

treatment and are taxed at your ordinary income tax

this is a very simplistic example that doesn’t include the

rate. Depending on your income tax rate, that could

effects of transaction fees and stock price fluctuations,

make a significant difference in your investment returns.

but it serves to illustrate the importance of tax efficient

Let’s look at a simple hypothetical example:

investment management. Taxes are just one part of

Don and Mary are in the 35 percent federal income tax
bracket and the 10 percent state income tax bracket.
Their long-term capital gains tax rates are 15 percent

the overall financial picture and it’s critical to take into
account all factors when making investment decisions.
You should consult a qualified financial professional
before making any investment decisions.

MISTAKE 2

Misunderstanding the Tax Treatment of
Gold & Silver
Many investors have flocked to precious metals like gold
and silver to hedge themselves against market declines
or to speculate on recent bull markets in precious
metals. While precious metals may have a place in a
well-diversified portfolio, we don’t advocate too great an
exposure because of the highly volatile nature of these
investments.

MISTAKE 3
Failing to Consider a Roth IRA
Conversion

Many Americans keep retirement assets in traditional
IRAs, choosing to pay taxes on withdrawals during
retirement years when they expect their tax bracket
to be lower. With a Roth IRA, you put money in after
tax – getting no deduction on your tax return and it
grows tax-free from that point on.
When a traditional (pre-tax) IRA is converted to a Roth
(post-tax) IRA, tax is due on the converted amount in
the year of conversion, after which it will continue to
grow tax free. Roth conversions are a great option to
consider in a year during which you may have lower
income; this way, you would be able to convert the

It’s important to understand what you’re getting into

account and settle the tax bill at a significantly lower

when investing in precious metals. Physical gold and

tax rate than you might otherwise expect in the future.

silver are treated as collectibles for tax purposes and

It’s important to consider all the factors when

therefore are not eligible for capital gains treatment.

determining whether a Roth conversion is right

The federal tax rate for long-term gains on collectibles

for you. Consider the tax costs of converting the

is the lower of your income tax rate or 28 percent in

traditional IRA and determine whether prepaying the

2013. Short-term gains on collectibles are taxed at

tax now is less costly than later on. Your calculations

your ordinary income tax rate. These collectible rates

should include the effects of Social Security benefits

also apply to many exchange-traded funds that own

and required minimum distributions and other factors

gold and silver. This tax treatment can take a big bite

on your taxable income. It’s wise to consult a tax

out of your returns when held in a taxable account.

professional and financial advisor before making any

If you believe that precious metals may be a good

investment decisions as they can help you decide if a

investment for your needs, it’s important to talk to a

Roth conversion is right for you.
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financial professional who can help you explore all of
the implications.

MISTAKE 4
Failing to Realize Capital Gains &
Harvest Losses

A low-income year can also provide an opportunity
to lock in the profits of long-term winners. Selling
appreciated investments and realizing those capital
gains in a year in which you expect to earn less can be
an opportunity to lower your tax burden. Taxpayers in
the 15 percent income (or below) do not have to pay
taxes on their long-term capital gains.

MISTAKE 5

Mistake #5: Ignoring the Effects of
State and Local Tax Laws

The state you live in can have a big effect on your
tax burden. For example, the IRS allows investment
losses in one year to offset gains in future years.

Another way to potentially reduce the capital gains

However, in some states, investors cannot carry

in your portfolio is to consider selling your losers

capital losses forward to future tax years, meaning

in order to offset them against taxable gains. For

they cannot use past losses to offset future capital

example, a loss in the value of Investment A could be

gains. Other states have high capital gains taxes –

sold to offset the increase in value of Investment B,

as high as 13.3 percent in California (for a combined

thus reducing or eliminating the capital gains taxes

hit of 33% on the wealthiest taxpayers,) making tax

you owe. Tax loss harvesting is a powerful tool for

efficient planning more important than ever.5

reducing your taxes now and in the future. While it
cannot prevent investment losses, it can certainly
soften the blow. If you think that you may have a
heavy capital gains burden this year, talk to your tax
professional and financial advisor about whether loss
harvesting may be a good strategy for you.

It’s also wise to understand the tax treatment of the
various tax-exempt or tax-free investments available
to investors. For example, many states and cities
issue bonds or debentures that are state or local taxexempt; however, if you move to another state or city,
they they may become taxable. A financial planner
who is well versed in local tax issues can help you
understand the tax treatment of the investments
in your portfolio and help you decide whether taxadvantaged investments are right for you.

How Can A

FINANCIAL

Representative Help?

You might be worrying about the effect taxes might

financial strategy. Please discuss your tax situation

be having on your investment returns; the good news

with your financial advisor before making important

is that there are some sophisticated strategies that

investment decisions.

may help reduce your tax burden.

We understand that investing for your financial future

As an investor, you have a lot of options when it

is a complex endeavor and we take pride in making

comes to maximizing your after-tax wealth. By

it a comfortable, hassle-free process for our clients.

avoiding some of these critical errors, you may help

Our clients trust us to worry about these issues so

reduce your tax burden; however, keep in mind that

they don’t have to.

there are many other factors that go into creating a

If you would like to learn more about how we can

successful long-term investment strategy. A solid
financial plan should evaluate your personal financial
circumstances, goals, and needs as well as the overall
economic environment, characteristics of individual
investments, market risks, and many other factors –

help you, please contact us at (615) 826-5749 for a
no-obligation portfolio review. We can assist you in
understanding where you are financially and offer
some suggestions.

including tax planning.

We hope that you’ve found this report informative and

One of the major benefits of working with a financial

that it has helped you put into perspective many of

advisor is that we have access to the latest industry

the complex issues facing today’s investors. If you

tools and have experience helping investors like you

have any questions about how tax planning or other

leverage tax efficient planning techniques to keep

issues may affect your investments, please contact

more of what they earn. Depending on your financial

us for a free, no-obligation consultation.

circumstances, goals, and other important factors, a
financial advisor can help you structure your portfolio
so that the right investments are held in your taxable
and qualified retirement plan accounts. A financial
advisor can also help you create a sophisticated
investment strategy that will help grow your wealth
while reducing your taxable distributions.
It’s important to remember that the strategies
we’ve outlined in this report may not be suitable
for all investors. Although tax planning is extremely
important, it should form only part of your overall

You can reach us at: (615) 826-5749

Footnotes, disclosures and sources:

named representative, Broker dealer or Investment

Securities offered through WFG Investments, Inc.

Advisor, and should not be construed as investment

Member FINRA & SIPC. Investment advisory services
offered through WFG Advisors, LP. Tax services
offered through Wood Financial Group, LLC. WFG
Investments, Inc. does not provide tax advice.
Opinions, estimates, forecasts and statements of
financial market trends that are based on current
market conditions constitute our judgment and are
subject to change without notice.
This material is for information purposes only and is
not intended as an offer or solicitation with respect to
the purchase or sale of any security.
Investing involves risk including the potential loss of
principal. No investment strategy can guarantee a profit
or protect against loss in periods of declining values.

advice. Neither the named representative nor the
named Broker dealer or Investment Advisor gives tax
or legal advice. All information is believed to be from
reliable sources; however, we make no representation
as to its completeness or accuracy. Please consult
your financial advisor for further information.
By clicking on these links, you will leave our server,
as they are located on another server. We have
not independently verified the information available
through this link. The link is provided to you as a
matter of interest. Please click on the links below to
leave and proceed to the selected site.
http://www.schwab.com/public/schwab/resource_
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center/expert_insight/personal_finance/tax/tax_
efficient_investing_is_more_important_than_ever.

Opinions expressed are not intended as investment

html

advice or to predict future performance.
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http://www.irs.gov/taxtopics/tc409.html

Past performance does not guarantee future results.
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ht tp://f inance.zacks.com /ta x-sale-precious-

Consult your financial professional before making any

metals-2121.html

investment decision.
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Opinions expressed are subject to change without
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notice and are not intended as investment advice or
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to predict future performance.

highest-capital-gains-tax-rate-world

All information is believed to be from reliable sources;
however, we make no representation as to its
completeness or accuracy. Please consult your
financial advisor for further information.
These are the views of Platinum Advisor Marketing
Strategies, LLC, and not necessarily those of the

http://www.investmentnews.com/article/20100307/
http://cnsnews.com/news/article/california-second-

(615) 826-5749
WoodFinancialGroup.net
Wesley Wood and Danny Prestage, CFP

