Life, Liberty, and Tax-Advantaged Opportunities
Americans are passionate about taxes. We have reason to be. In recent years,
Americans have spent more on taxes than on food, clothing, and housing combined.1
The Tax Foundation estimates Americans will pay $3.4 trillion to the federal government
and $1.8 trillion to state and local governments in 2019.2
If you believe you’re paying too much tax, selecting investment vehicles that emphasize
tax-advantaged opportunities could help reduce the amount of taxes you owe. There
are tax-free and tax-advantaged options available. Here are a few to consider:
•

Municipal bonds, also known as munis, help provide funding for schools,
hospitals, utilities, and other projects. The interest paid by municipal bonds is free
of federal income tax. Some bonds may pay interest that also is exempt from
state income tax. Generally, this is true if you reside in the state issuing the
bond.3
At first glance, munis may seem less attractive than corporate bonds or
Treasuries because municipal bonds generally offer lower yields than taxable
bonds of similar maturity and quality. For instance, a muni yielding 3.3 percent
may not be as enticing as a taxable bond yielding 4.8 percent, until you take
taxes into account.4
Imagine: an investor in the 35 percent tax bracket has a choice between
investing in a federally tax-free municipal bond yielding 3.3 percent or a taxable
bond yielding 4.8 percent. Which will provide more income after taxes?4
In this example, the tax-free bond provides more income. Because the investor is
in a higher tax bracket, he is able to benefit from owing no federal taxes on the
muni bond. As a result, the lower yielding bond delivers more income to the
investor than the taxable bond.5
In this case, the investor would need to find a taxable bond of the same maturity
and quality yielding 5.08 percent to earn as much income as a muni bond would
deliver.*5

•

Roth Individual Retirement Accounts (IRAs) are tax-advantaged accounts.
Owners pay taxes on contributions made to Roth IRAs but the account earnings
grow tax-free, and every penny earned can be withdrawn tax-free, as long as
certain conditions are met.**6

When investors start saving early, Roth IRAs have the potential to offer
substantial tax-free income later in life. If a 27-year-old saved $100 a month until
full retirement age (67), and earned 6 percent a year on average, the account
would be worth more than $198,000 ($48,000 saved and $150,000 in earnings).
All of it could be withdrawn tax-free.6
Another Roth IRA advantage is investors don’t have to take required minimum
distributions (RMDs) from a Roth IRA at age 70½. As long as an owner has held
an account for five or more years, the beneficiary who inherits the Roth can take
tax-free distributions, too. (Beneficiaries are subject to RMDs.)6
•

Roth retirement plan contributions are an option in some workplace retirement
plans. Talk with your company’s human resources group to find out whether Roth
contributions are allowed. Contributions to Roth plan accounts are made with
after-tax dollars, but any earnings grow tax-free and distributions are tax-free,
just as they are for Roth IRAs. An important difference is RMDs must be taken
from Roth plan accounts at age 70½.7
Health Savings Accounts, or HSAs, offer Americans a way to save for current
and future healthcare expenses in tax-advantaged accounts. You can open an
HSA as long as you participate in a high-deductible health plan (HDHP). It’s a
choice worth considering because HSAs have a triple tax advantage:8
o HSA contributions are tax-deductible
o Any interest and earnings in the account grow tax-free
o Distributions are tax-free when taken for qualifying medical costs
HSAs are different than Flexible Spending Accounts (FSAs). You own the HSA
and, if you don’t spend the money in the account, you keep it until you need it.
The account is yours, even when you change employers. Employers own FSAs
and unspent funds are often forfeited at year-end.8
Fidelity estimated the average 65-year-old couple, retiring in 2019, would need
about $285,000 for medical expenses during retirement, excluding long-term
care. The estimate assumes the couple does not have employer-provided retiree
healthcare coverage and does qualify for Medicare.9

•

529 College Savings Plans are a tax-advantage way to save for education.
States and educational institutions sponsor 529 plans. Some offer prepaid tuition
plans and others offer education savings plans. Contributions are considered to
be gifts for tax purposes, so a couple could contribute up to $30,000 for each
child each year.10, 11
Anyone can open and contribute to a 529 College Savings Plan, including
parents, grandparents, or friends. Contributions are not federally tax deductible,

but earnings grow tax-free and withdrawals used to pay qualified school
expenses are tax-free.12
Account holders can withdraw up to $10,000 in tuition expenses for private,
public, or religious elementary and secondary schools per year, per beneficiary.12
In addition to the options described here, there are many investment strategies and
opportunities that deliver tax advantages to investors. If one of your goals is to pay as
little as possible in taxes, there are a variety of ways to do it. Give us a call to see how
we can help.
* Tax equivalent yields are found by dividing the tax-free yield by 1 minus tax bracket. In
this case 3.3 percent / 1-35 percent = 5.08 percent.5
** As long as you have owned the Roth account for five years and you're age 59½ or
older, you can take distributions anytime you want without owing federal taxes.6
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This material was prepared by Carson Coaching. Carson Coaching is not affiliated with the named
Registered investment Adviser.
All examples given are hypothetical and for illustrative purposes only. No example is representative of
any specific situation. Your results will vary. The hypothetical rates of return used do not reflect the
deduction of fees and charges inherent to investing.
The opinions voiced in this material are for general information only and are not intended to provide
specific advice or recommendations for any individual. To determine which investment(s) may be
appropriate for you, consult your financial advisor prior to investing.
This is not intended to be a substitute for specific individualized tax advice. We suggest you discuss your
specific tax issues with a qualified tax advisor.

Municipal bonds are federally tax-free but other state and local taxes may apply. Interest income may be
subject to the alternative minimum tax.
Prior to investing in a 529 Plan, investors should consider whether the investor’s or designated
beneficiary’s home state offers any state tax or other state benefits such as financial aid, scholarship
funds, and protection from creditors that are only available for investments in such state’s qualified tuition
program. Withdrawals used for qualified expenses are federally tax-free. Tax treatment at the state level
may vary. Please consult with your tax advisor before investing.

