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Welcome to the fourth article in the 
series “The Tax Man Cometh.”  Our 
focus this year, has been on the im-
pact of taxes on investment returns as 
well as strategies to reduce taxation 
on earnings.  Income taxes have more 
than a deflating effect on our minds, 
knowing that 3-4 months of our hard 
work essentially serve to pay our an-
nual income tax bill.  This depress-
ing fact became even more relevant 
with the additional layer of tax, the 
Net Investment Income Tax (NIIT), 
which was introduced in 2013 under 
the Affordable Care Act.  Investment 
income and returns may again be un-
der siege with several presidential candidates proposing a more hostile 
and tax onerous environment.  Although the (NIIT) put forth a painful 
message for more tax awareness in investment strategies it will impact 
only certain individuals, estates and trusts with net investment income 
and modified adjust gross income over applicable thresholds.   

While our previous articles may have appealed to certain niches, today 
we will focus on more general strategy and tips to seek a reduction in 
taxation through a commitment to tax-efficient investment strategy.  In 
approaching this goal, it is important to note that not all investments or 
account types are equal.  In an article that I wrote more than 10 years ago, 
I articulated this by writing about “3-D Diversification”.  I wrote that the 
first dimension in 3-D Diversification is the use of various asset classes 
such as stocks, bonds and cash.  The second dimension involves variet-
ies in size, style, issuer, maturity, etc.  The third dimension involves the 
treatment of taxation on various investments and accounts.  Let’s focus on 
this third dimension and how to leverage tax-efficiency in our personal 
financial strategy.  

Varieties of taxation from investments include: interest from bonds 
which are taxed as ordinary income, tax-exempt interest from municipal 
securities, and dividends which maybe qualified for favorable taxation.  
Income from limited partnerships which may be tax-friendly or be noted 
as a return of principal.  Appreciation, which, if sold and realized, may 
result in either short or long-term gains or, if not sold in non-taxable, 
unrealized gains.  

Consider that various accounts also represent different elements of taxa-

tion.  Non-retirement accounts are sub-
ject to taxation on all distributions based 
on the above, tax-deferred, retirement, 
accounts are subject to ordinary income 
tax once withdrawals are made.  Roth 
accounts may eliminate taxes on distri-
butions under specific guidelines.  How-
ever, there are choices that may be made 
that give the investor some level of con-
trol.  Certainly, a choice of investments 
has a huge impact on taxation.  Incorpo-
rating municipal securities will eliminate 
federal and possibly state income tax.  
Adding growth stocks that bear no to lit-
tle dividends will focus on appreciation 
and taxes will apply only upon a sale as 

a short or long-term capital gain.  Also, by stipulating which shares are to 
be sold, an investor may vary the level of taxation depending on the cost 
basis of the shares sold.

In this regard, I want to point out that although retirement accounts offer 
tax-deferral and are generally geared toward long-term investing, the fact 
that any losses on positions in these accounts are wasted and not benefi-
cial to the investor should have bearing on the overall investment strategy.  

The use of highly speculative or alternative types of investments in a 
retirement account may make sense from a long-term growth aspect, but 
the opportunity to “write-off” potential losses in the retirement account 
is wasted.  Alternately, looking at investments that do bear income or 
that may produce distributed gains, etc. that would otherwise create tax 
liability in non-retirement accounts may be held in a tax-efficient manner 
in a retirement account.  Note that if this “3-D Diversification” strategy 
resonates and if your current asset allocation is skewed relative to tax ef-
ficiency and account structure, it is possible that in many cases you may 
transfer assets from the non-retirement account to the retirement account 
as an “in-kind” contribution avoiding a sale or capital gains.

Some of these strategies relative to minimizing taxation maybe complex 
in nature.  It is worth having a good team of advisors in both financial 
services as well as accounting to assist you in this task.  

Next issue, I will continue the dialogue regarding minimizing taxes in 
investments through strategies, account structure and the nature of taxa-
tion on specific instruments.  To paraphrase a popular financial quote, 
“It’s not how much money you make, but how much money you keep…”

(***We are not in the business of giving tax 
advice. The information set forth herein was 
obtained from sources which we believe re-
liable but we do not guarantee its accuracy. 
Please check with your tax advisor regarding 
your particular situation.***)


