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Tax Planning and Retirement
T here are numerous benefits to 

tax planning in your golden 
years. Taxes are often the furthest 
thing from people’s minds when it 
comes to retirement, but the truth is, 
even when you’re no longer ac-
countable to a boss or clients, you 
still have to answer to the IRS.  

Payroll taxes may be a thing of 
the past, but the money you plan to 
support yourself with, such as retire-
ment and investment accounts, sav-
ings accounts, pension payouts, and 
potentially even Social Security ben-
efits, could be taxed. In fact, depend-
ing on how much you’ve saved and 
how much you withdraw annually, 
you could be in a higher tax bracket 
than you may have anticipated.  

Couple that with the possibility 
of higher future tax rates, and you 
could find yourself with less retire-
ment income than you had planned. 
However, with sound tax planning, 
you can protect your golden years 
from becoming tarnished by unnec-
essary taxes, regardless of whether 
you’re planning to retire 30 years 
from now or you’ve already done so.  
If You’re Thinking Ahead to  
Retirement… 
Consider Investing in a Roth 
IRA/Roth 401(k)  

When it comes to taxes and re-
tirement, if you want to maximize 
what you’ve worked so hard to save 

throughout the years, it’s critical to 
strategize how you invest your 
money. Anticipating how much you 
need to save is just the first step; 
planning on where you will allocate 
these savings is a critical component 
if you want to make the most of 
your retirement funds. Many people 
assume that contributing solely to a 
tax-deferred employer-sponsored 
plan translates to a comfortable re-
tirement. After all, what could be 
better than sheltering a portion of 
your pre-retirement income from 
taxes while taking advantage of  
employer-matching incentives?  

However, when many people 
retire, they’re surprised to learn that 
their tax-deferred account with-

drawals are not only taxed, but 
quite possibly at a higher rate than 
they may have anticipated. Diversi-
fying your retirement-savings plan 
by contributing to a Roth IRA or 
Roth 401(k) could give you more 
flexibility when it comes to tax sav-
ings during retirement. While you 
can’t take advantage of tax-savings 
benefits now, withdrawals from 
Roth accounts are tax free, allowing 
for more latitude in retirement.  In 
addition to future tax-savings bene-
fits, Roth IRA accounts also provide 
the flexibility of penalty-free with-
drawals of your contributions 
should you need access to monies 
for an unexpected situation prior to 

Continued on page 2

Tax-Deferred Compounding

M ost people would agree that 
more wealth makes retirement 

more enjoyable. So when consider-
ing your retirement, it’s good to re-
member there are two keys to 
creating more wealth from the same 
starting point and the same amount 
of resources. One, compounding, is 
a gift of the laws of mathematics. 
The other is a gift from the govern-
ment: tax-deferred compounding. 

You compound your investment 
returns when you reinvest them in-
stead of spending them. If you earn 

Financial Briefs

5% a year on $10,000, that’s $500. 
Over 10 years, you’ve made $5,000. 
If you spend it all, you will be no 
better positioned for retirement. 
Your account balance would still be 
the same. 

But reinvesting those earnings 
makes a big difference. Let’s say that 
in the example above, you’re gener-
ating income in a taxable account 
and your tax rate is 24%. This means 
that out of your earnings of $500 a 
year, you net $380 after taxes, and 
Continued on page 3
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Tax Planning
Learning Income Tax Basics

retirement. 
Don’t Forget about Other Taxable 
Investments 

Unless you have funds that 
aren’t tax deferred, safeguarding 
your retirement money from taxes 
could prove challenging. Like a Roth 
IRA or Roth 401(k), brokerage 
and/or mutual fund accounts can be 
valuable tax-free income sources in 
retirement. Unless you want to pay 
taxes on every withdrawal you 
make during your retirement years, 
you’ll likely want income sources 
that aren’t subject to taxes down the 
road. A diversified plan that in-
cludes non-retirement accounts can 
protect you from higher tax brackets 
and maximize your income through-
out your retirement years.  
At Retirement Age… 
Have a Withdrawal Strategy 

Just as you had a retirement sav-
ings plan, you’ll now need a strate-
gic withdrawal plan to shelter as 
much of your retirement income as 
possible from taxes. The more diver-
sified your investments are, the 
more options you’ll have available 
when it comes to tax savings. Both 
the timing and sequence of the ac-
counts you draw from can signifi-
cantly impact what you owe. For 
example, if you have taxable invest-
ments you’ve held for longer than a 
year, it may be more prudent to tap 
into these first, since the maximum 
20% long-term capital gains tax 
could be less than the income tax 
rate you’ll pay once you begin with-
drawing from your tax-deferred re-
tirement accounts.  

If you’re over 72 (73 if you 
reached age 72 after December 31, 
2022), don’t forget about your mini-
mum required distributions; though 
there are exceptions, failure to take 
these distributions can invoke a 
penalty as high as half of the 
amount you neglected to withdraw.  
Plan Ahead: Targeted Tax Brackets 

You might also consider meeting 
with your financial and/or tax advi-
sor to plan ahead. You can precalcu-
late taxable income, living expenses, 
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V ery few people like to think 
about income taxes. But that 

lack of consideration often leads to 
a lack of understanding, even 
when it comes to the most basic as-
pects of income tax. Once you start 
to understand it better, the more 
you realize you have more control 
over how much you pay. 

Much of your control depends 
on the type of strategy that you use. 
For instance, contributing to your 
company’s 401(k) plan or an IRA 
will reduce your current year in-
come taxes. Familiarizing yourself 
with federal and local deductions 
and credits, then planning accord-
ingly, can save you thousands come 
tax season. If you discuss your tax 
situation with a professional, 
he/she can help you find any areas 
in which you could be missing out 
on potential savings.  

Sometimes your tax strategy 
can boil down to smart timing. 
When it comes to major financial 
transactions, like selling a home or 
investment, your tax bill is largely 
affected by the circumstance. For 
instance, if you purchased a home 
and lived in it for less than two of 
the last five years, you will have to 

pay capital gains tax on your prof-
its from the sale. This tax can be 
avoided if you stay in the house for 
a full two years. Knowing this be-
forehand and planning out life 
changes in advance (as much as 
possible) can help you plan out 
and time these transactions wisely. 

Maintaining good tax records 
is not only essential when it comes 
to backing up your claims, but also 
reminds you of what resources 
you’ve expended over the past 
year. Not everything is deductible, 
but the more records you keep, the 
better prepared you are to claim 
and support deductions. 

It is important to remember 
that the decisions you make in life 
should not be made solely for tax 
reasons. Of course, you want to 
minimize the amount you have to 
pay in income taxes, but any trans-
action has to be ultimately benefi-
cial for you and your family. Just 
because one situation is better for 
your tax bill doesn’t mean it is bet-
ter for you — but understanding 
the true tax ramifications of your 
transactions will help you make 
more informed decisions for your 
circumstances.     zxxx
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and deductions before deciding how 
much you’ll need to withdraw from 
your investment accounts.  
Consider Delaying Social Security 
Benefits  

This strategy actually provides 
you with multiple money-saving op-
tions. By delaying your Social Secu-
rity benefits, you’ll avoid a higher 
tax bracket while beefing up your 
distributions. Anyone who reaches 
his/her full-benefit age receives an 
annual 8% increase for each year dis-
tributions are delayed until age 70. 
While not everyone can afford to 
postpone Social Security benefits, 
you may decide that delaying these 
benefits as long as possible is finan-
cially advantageous.  
Move to an Income-Tax-Free State  

Many retirees don’t just move to 

states like Arizona for the scenery. 
The tax-saving incentives can be just 
as appealing. Willing to embrace the 
cold? Alaska has no state income or 
sales tax, and once you establish per-
manent residency, you’ll even re-
ceive an annual dividend check from 
the state’s oil wealth savings ac-
count. If you had plans involving 
temperatures of a warmer sort, con-
sider moving to an income-tax-free 
state such as Nevada or Florida. You 
might also consider states that offer 
tax immunity solely to retirees, ex-
empting Social Security benefits and 
even qualified retirement accounts 
from state income tax. 

Please call if you’d like to dis-
cuss these strategies in more detail.     
zxxx 



Tax-Deferred

let’s say you reinvest it all. After 10 
years, your account value will have 
grown to nearly $14,520, which is a 
total return of 45.2%. 

Tax deferral makes it even bet-
ter. Individual retirement accounts 
and 401(k) plans were designed to 
encourage Americans to save their 
own money for retirement. The in-
centives were two-fold. The first was 
granting people an income tax de-
duction for their contributions. But 
the second was the most powerful 
by putting off taxes on investment 
earnings and capital gains until the 
money is withdrawn in retirement. 

Returning to our example, let’s 
say your money is in a tax-deferred 
retirement account, like a 401(k) or 
an IRA, still earning 5% a year.  The 
tax-deferral feature of these accounts 
means you can reinvest the entire 
$500 your portfolio earns every year. 
Now, after 10 years, your account is 
worth $16,470, 13% more than the 
$14,520 that built up in the taxable 
account at the same pre-tax rate of 
return. The difference can be even 
more dramatic when you’re making 
monthly contributions and achiev-
ing higher rates of return in your ac-
count.  

So here are some ways to get the 
maximum benefit out of tax- 
deferred accounts: 
• Start early. Time favors savers. 

Even small amounts contributed 
on a monthly basis can grow to 
substantial amounts when you 
start at an early age. If you’re 25 
and you contribute just $25 a 
month to an IRA or 401(k) that 
earns an average of 8% a year, by 
the time you’re 65, your balance 
could equal more than $351,000. 
That’s over $55,000 more than 
you’d build up if you contribute 
$500 a month — 20 times as much 
— but waited to start until you 
were 45.  

• Put away as much as you can. 
Maximum contributions to IRAs 
are $7,000 if you’re under 50 
years of age, and $8,000 if you’re 
50 or older. For 401(k) plans, the 

Continued from page 1
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Where Should You Hold Investments?
H ow earnings are taxed on in-

vestments depends on whether 
the investments are held in a tax-
able or tax-deferred retirement ac-
count. 

Earnings in tax-deferred retire-
ment vehicles, such as 401(k) plans 
and traditional individual retirement 
accounts (IRAs), grow tax deferred 
until withdrawn.  When the funds 
are withdrawn, all income is taxed at 
ordinary income tax rates, even in-
come attributable to long-term capi-
tal gains and dividend income. 

In taxable accounts, the long-
term capital gains tax rate is 15% to 
20% (0% for taxpayers under certain 
income limits), while short-term cap-
ital gains are taxed at ordinary in-
come tax rates (10%, 12%, 22%, 24%, 
32%, 35%, or 37%).  Dividend income 
received by individual taxpayers 
from a domestic or qualified foreign 
corporation is also taxed at the same 
rate as long-term capital gains. 

Thus, the difference between 
the maximum ordinary income tax 
rate (37%) and the rate on long-term 
capital gains and dividend income 
(15% to 20%) is 17% to 22%.  This is 
a significant difference that could 
impact your decisions regarding 
how to invest your savings.  Thus, 
consider the following strategies: 
• Stocks that generate dividend in-

come may best be held in taxable 
accounts.  While you will have to 
pay income taxes as the dividend 
income is received, you will only 
pay tax of 15% to 20%.  If the 
stocks are held in a tax-deferred 
account, you will pay ordinary 
income taxes on the dividend in-
come when withdrawn. 

• Consider holding growth stocks 
in your taxable account.  Again, 
any long-term capital gains are 
taxed at 15% to 20%.  If the 
stocks are held in a tax-deferred 
account, ordinary income taxes 
will be paid on the long-term 
gains when the funds are with-
drawn.  However, if your hold-
ing period is long enough, the 
deferral of taxes over many 
years may more than offset the 
higher tax rate. 

• Investments generating ordinary 
income, such as bonds, should 
be considered for your tax-de-
ferred account.  Since ordinary 
income taxes will be paid 
whether the investment is held 
in a taxable or tax-deferred ac-
count, you delay the payment of 
those taxes by holding the in-
vestment in a tax-deferred ac-
count. 

• The lower income tax rates for 
long-term capital gains and divi-
dend income will reduce your 
tax bill in your taxable account, 
but you shouldn’t quit contribut-
ing to your 401(k) plan or tradi-
tional deductible IRA. Cont- 
ributions to those accounts are 
made from pre-tax dollars.  
Money invested in a taxable ac-
count is made with after-tax 
funds, so you’ll only be invest-
ing 65 or 75 cents instead of the 
dollar that would be going into 
your 401(k) plan or IRA.  That 
difference makes a tax-deferred 
account tough to beat over the 
long term. 

Please call if you’d like to re-
view strategies for investing.     zxxx

maximum is $23,000 in 2024 and 
you can add another $7,500 if 
you’re 50 or older (if permitted by 
your plan).   

• Maximize any employer match-
ing contributions. Not all 401(k) 
plans feature a matching employ-
er contribution, but if yours does, 
do everything you can to qualify 
for the maximum match. It’s like 

free money, and it’s an instant 
boost to your effective rate of re-
turn. 

You owe it to yourself to take 
full advantage of the opportunity for 
tax-deferred compounding that 
qualified retirement plans offer. 
Please call if you’d like to discuss 
this in more detail.     zxxx 
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News and Announcements
Tax Planning Tips 

Plan Ahead. Strategic tax planning should really 
commence at the beginning of each year — not at the be-
ginning of tax season. Now is a good time to save for 
goals that can benefit you during tax season and beyond, 
such as extra mortgage payments, college savings plans, 
charitable giving, or a boost in contributions to your 
qualified retirement plan.  

Make a List. To serve as an ongoing reminder, make 
a list of applicable tax deductions and consider keeping 
it in plain sight on your refrigerator or office bulletin 
board. Continued awareness of these deductions will not 
only motivate you but also keep you on track for the en-
tire year and help minimize what you owe come tax 
time.  

Stay Organized. Two of the biggest stressors of tax 
planning are remembering what you spent throughout 
the year that may qualify as a deduction and locating the 

                                                                            Month-end 
Indicator                                   Feb-24  Mar-24  Apr-24   Dec-23  Apr-23 
Prime rate                                    8.50        8.50        8.50        8.50       8.00 
3-month T-bill yield                   5.26        5.23        5.25        5.26       5.07  
10-year T-note yield                   4.25        4.20        4.69        3.88       3.44 
20-year T-bond yield                 4.51        4.45        4.90        4.20       3.80 
Dow Jones Corp.                        5.49        5.40        5.84        5.17       5.26 
GDP (adj. annual rate)#          +4.90     +3.40      +1.60     +3.40     +2.20 
                                                             Month-end                 % Change 
Indicator                                Feb-24     Mar-24     Apr-24    YTD  12-Mon. 
Dow Jones Industrials       38996.39  39807.37  37815.92      0.3%   10.9% 
S&P 500                                  5096.27    5254.35    5035.69      5.6%   20.8% 
Nasdaq Composite             16091.92  16379.46  15657.82      4.3%   28.1% 
Gold                                        2048.05    2214.35    2307.00    11.5%   16.4% 
Unemployment rate@                3.70          3.90          3.80     2.7%     8.6% 
Consumer price index@        308.42      310.33      312.33     1.7%     3.5% 
 
 

# — 3rd, 4th, 1st quarter  @ — Jan, Feb, Mar   Sources:  Barron’s, Wall Street Journal  
Past performance is not a guarantee of future results. 

18-Month Summary of Dow Jones 
Industrial Average, 3-Month T-Bill 

& 20-Year Treasury Bond Yield 
November 2022 to April 2024

24000

26000

28000

30000

32000

34000

36000

38000

40000

42000

2

3

4

5

6

7

8

9

10

11

12

N D J F M A M J J A S O N D J F M A

Dow Jones  
Industrial Average

20-Year Treasury Bond

3-Month T-Bill

        2023                                       2024
3-

M
on

th
 &

 2
0-

Ye
ar

 T
re

as
ur

y

D
ow

 Jones Ind
ustrial A

verage
Business Data

receipt. Keep track of deductible expenses, donations, 
and cash gifts in a designated tax deduction basket, file 
folder, or online storage system, where you can place 
everything that may be eligible as a deduction.  

Do a Mid-Year Financial Review. Change is in-
evitable, though unfortunately, it’s not always easy to 
anticipate while you’re trying to plan ahead for tax sea-
son. For this reason, incorporate tax planning as part of 
your mid-year financial review; accounting for income 
changes, unanticipated quarterly bonuses, investment 
gains and losses, or changes in family status can sub-
stantially modify your owed taxes or refund.     

Don’t Go It Alone. Go to a professional who knows 
all the complex technicalities of tax planning; they can 
spot oversights, helping to maximize your refund and 
reduce your risk of audit.      zxxx 
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