
8437 Northern Avenue • Rockford, Illinois 61107
RETURN SERVICE REQUESTED

PRSRT STD
U.S. POSTAGE

PAID
ROCKFORD, IL

PERMIT NO. 885

George E. Bates
George D. Bates
Mark Jones
(815) 332-4020
(800) 223-2137

8437 Northern Avenue
Rockford, IL 61107

Beckie Ethell

(217) 525-8833

901 South Second Street
Springfield, IL 62704

This newsletter is a publication of Bates Financial
Advisors, Inc. This newsletter is not an offer to buy or sell
securities or insurance. Any results shown here are not
guaranteed and may, in the future, be better or worse than
indicated. Many mutual funds or other investments
include sales charges or have operating expenses. For
more information on such charges, consult a prospectus.
Information and sources referred to are believed to be
accurate. If you have any questions or comments, contact
Bates Financial Advisors, Inc., 8437 Northern Avenue,
Rockford, IL 61107. (815) 332-4020 or (800) 223-2137.

BATES
Financial Advisors, Inc.

– 4 –

There are strategies we can implement to offset
your income to help alleviate taxation on Social
Security benefits:

Change investments: To lower a tax bill, you may
want to consider altering your investment strategies.

Gauge gains: You should be careful about recog-
nizing capital gains. The actual tax can be much
greater than 15% if the capital gain causes Social

Security to be taxed. Harvesting capital losses can
help hold down taxable capital gains.

Fund retirement accounts: Some tax-deductible
contributions can keep combined income in check.
Earned income up to $14,000 can be fully sheltered
from taxes this year with a retirement account/plan.

Tax Planning is one of the many services offered by
Bates Financial Advisors, Inc.

Taxes and your Social Security…
(continued from page 3)
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from George’s Desk

• Business Succession Planning
• College Expense Planning
• 529 Plans
• Estate Planning
• Financial Planning
• Income Tax Planning
• Income Tax Preparation
• Insurance

Life
Health
Long-Term Care
Medicare Supplement

• Retirement Plans
IRA/SEP-IRA Plans
403(b) Plans
Keogh Plans
401(k) Plans
Pension and
Profit Sharing Plans

• Stock Brokerage
Stocks and Bonds
Mutual Funds
Annuities
Treasury Bills, Notes
and Bonds

Call us at
815-332-4020 or
1-800-223-2137
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The beginning of a new year is
always a challenge for me. I reflect
on the past year and think, “How is
this new year going to differ?”

This New Year, I believe, will be
one of the most important years in
our country’s history. For one, both
politics and financial subjects are at
a critical stage. However, before I
go further, I wish to add a disclaimer:
I am constantly reminded when I
write this column, of a response I
received from a reader years ago;
he wanted financial advice and
information from Bates, not
“political opinions”.

My response to that is:
1) Fortunately or unfortunately,
politics greatly influences financial
consequences; 2) I blame both
parties for the financial problems
we face – both parties are guilty of
excessive spending and expansion
of government, and therein lies
some of our most urgent challenges,
in my opinion.

Let me elaborate. Though most
retired people could not survive
financially without Social Security
and Medicare, those two entitlements
have contributed to approximately
$50 trillion of unfunded promises
that future generations are going to

have to pay, unless there are major
changes in the benefits or unac-
ceptable levels of taxation. You
can check the government web-
sites for those two programs if
you want more proof.

In addition, the expansion of gov-
ernment, through enormous new
departments, e.g., the Departments
of Education and Energy, and new
laws, is choking the development
and survival of businesses
throughout our country. I will cite
one example: last August I
received a 500 page document of
rule changes and policy changes,
which my companies had to incor-
porate largely due to the new law
commonly referred to as the
Dodd-Frank financial regulation
bill. That new law is reported to
establish 253 new rules and regu-
lations on financial institutions. It
also required the U.S. Securities
and Exchange Commission to
conduct 59 studies and report back
to congress on what additional
new legislation should be done.
I have recently learned that the
highest in-demand position for
new jobs is compliance officers,
for financial services companies.

Now to what I really wanted to
address: I am generally optimistic

(continued on page 2)

that 2012 will be better in some
ways than 2011. The economy
will continue to recover, progress
will be made by the European
Union to solve the financial prob-
lems several of its members face,
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unemployment will continue to
decline (though not nearly as
much as it needs to), and corpo-
rate profits will continue to grow.

My outlook for the financial mar-
kets is that interest rates will stay
relatively low, the stock markets
will do OK the first half of the
year (then the election process
will cause the financial markets to
“shift into neutral”), the real estate
prices will bottom out and in some
areas begin to improve slowly, the
bond market will earn its premium
(the interest that it yields), com-
modities will be influenced by
both weather and world demand
for improving diets, energy prices
will be about the same, and precious
metals will be flat to negative.
That is my outlook, subject to
change at any time.

A couple of final thoughts…I just
read in the editorial of Investment
News about New Year’s resolu-
tions and their request was that the
President and Congress “resolve
to get serious about reducing gov-
ernment spending, balancing the
federal deficit and begin paying
down the country’s enormous
debt.” That publication pointed
out that our current debt to GDP
(gross domestic product) ratio is
100%. To put that in context,
Italy’s is 118% and Greece is
144%. Four years ago that ratio
for the U.S. was 62% and ten
years ago it was 33%.

The turmoil in the financial mar-
kets has caused many people to
focus on short-term results regard-
ing their financial well-being. I
understand, and going forward
will put more emphasis on having

From George’s Desk…
(continued from page 1)

Recently I stopped at a service station to buy fuel for my
truck on my way to Kentucky. On my return trip, I stopped at
the same station. I was shocked that the price had jumped .20
cents per gallon from 9:00 a.m. to 9:30 p.m. When I said
something to the cashier, he responded that it made him
angry that prices could jump so much in a day.

During a brief conversation he mentioned that he was unhappy
that people like Mitt Romney only paid 15% in income tax,
while the working people like himself had to pay that much
or more. I then asked him if he realized that someone with
Romney’s income could only be paying 15% because his
income came from qualified dividends. However, the compa-
nies that he received those dividends from had to pay 35% of
their profits in federal taxes and out of the remainder they paid
the dividends which results in an effective tax rate of 45%.

He then said, “Well what about GE which earned $14 billion
dollars and paid no U.S. Government taxes”? I then
explained that a substantial part of those profits were earned
overseas and were subject to the tax laws of those countries.
The portion that was earned in the U.S. was not taxed
because GE had substantial losses on their financial ser-
vices division in 2008 and 2009 that allowed them to offset
those profits in 2010. This fellow responded by asking
“Why doesn’t the news media in our country tell us that”?
I responded to him that the news media does not always tell
the whole truth and nothing but the truth.

WHAT IS THE TRUTH?
By George E. Bates

cash reserves to meet living expenses for at least a couple of years.
However, with people living longer and the prospects of much higher
inflation rates in the future, I think one must be careful not to get too
fixed on short-term results.

As my friend, Joe Hargrove from Fort Worth, Texas, regularly says in
his newsletter, “That’s my opinion; I’d like to hear yours”.
P.S. – It has been a few weeks since I first wrote this column, and I
am already wrong on the energy prices.

Be on the lookout for our new website
www.batesfinancialgroup.com

Coming Soon!�



1 Adjusted gross income $24,000
2 Plus: All tax-exempt interest 6,000
3 Modified adjusted gross income 30,000
4 Plus: One-half of social security

benefits 3,600
5 Provisional income 33,600
6 Less: Base amount 32,000
7 Excess above base amount 1,600
8 One-half of excess above base

amount 800
9 One-half of social security

benefits 3,600
10 Amount includible in gross

income (lesser of #8 or #9) 800

*Note:
Your adjusted gross income
+ Nontaxable interest
+ 1/2 of your Social Security benefits

= Your "combined income"

Some people have to pay federal income taxes on their
Social Security benefits. This usually happens if you have
other substantial income (such as wages, self-employ-
ment, interest, dividends and other taxable income that
must be reported on your tax return) in addition to your
benefits.

Based on Internal Revenue Service (IRS) rules, if you:
• File a federal tax return as an "individual" and your
combined income* is
– Between $25,000 and $34,000, you may have to
pay income tax on up to 50% of your benefits.

– More than $34,000, up to 85% of your benefits may
be taxable.

• File a joint return, and you and your spouse have a
combined income* that is
– Between $32,000 and $44,000, you may have to
pay income tax on up to 50 percent of your benefits

– More than $44,000, up to 85 percent of your benefits
may be taxable.

• Are married and file a separate tax return, you will
probably pay taxes on your benefits.

If your combined income is less than $25,000
(or $32,000 on a joint return), Social Security benefits
won't be taxed. If this is the case, you should call us
because this means you may be able to withdraw
money from an IRA or annuity without paying taxes.

The column to the right shows two illustrations
demonstrating how taxation is calculated:

EXAMPLE 1

EXAMPLE 2

John and Jane Mapes have an adjusted
gross income of $24,000 for 2011. John,
who is retired, receives social security ben-
efits of $7,200 per year. The couple also
receives $6,000 a year from a mutual fund
that invests solely in tax-exempt municipal
bonds. On their joint return in 2011, the
Mapes’ would make the following compu-
tation to determine how much, if any, of
John’s social security benefits must be
included in their gross income:

Assume the same facts as in Example 1
above, except that the Mapes’ provisional
income is increased from $33,600 to
$53,600. The includable amount is deter-
mined as follows:
1 Provisional income $53,600
2 Adjusted base amount 44,000
3 Excess of #1 over #2 9,600
4 85% of amount in #3 8,160
5 Amount otherwise includible

(1/2 of benefits in the
Mapes’ case) 3,600

6 Base amount for joint filers 6,000
7 Lesser of #5 or #6 3,600
8 Sum of amounts in #4 and #7 11,760
9 85% of social security benefits 6,120
10 Amount includible in gross

income (lesser of #8 or #9) 6,120

(continued on page 4)
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TAXES AND YOUR
SOCIAL SECURITY BENEFITS


