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Types of Investment Accounts 

I. Module Introduction 

a. Understanding the different investment accounts available to you, is an important part of 

financial planning 

b. The key difference in these different accounts, is how they are treated for tax purposes 

c. For all intents and purposes, an investment account is nothing more than a holding place for your 

investments and the determining factor for how your investments are taxes 

 

II. Module Outline 

a. The module will be split into 4 sections: 

1. Pre-Tax Accounts 

2. Tax-Free Accounts 

3. Taxable Accounts 

4. Contribution and Participation Limits 

ii. Learning Objectives 

 

III. Section 5.1 Pre-Tax Accounts 

a. The broad term for investment accounts where taxes are deferred until funds are withdrawn 

from the account 

b. In a pre-tax investment account, all investments are made prior to your contributions being 

taxed.  

c. You are free to buy and sell within the account without being faced with taxes on any gains at the 

time 

d. However, when you withdraw funds from your account, you will be taxed on both your 

contributions as well as your gains 

e. Common examples of pre-tax investment accounts are Individual Retirement Accounts (IRA) and 

company 401(k) plans. 

f. In these types of accounts, your withdrawals may be subject to a 10% penalty in addition to 

paying taxes if the withdrawal is made before you reach age 59 and a half.  

g. One potential benefit of a pre-tax account is that you are likely to be in a lower ordinary income 

tax bracket in retirement than when you were actively contributing. Therefore, the taxes you 

owe on your account withdrawals could be less than the taxes you would have owed when you 

originally contributed. On the flip side, it could be a potential burden to pay taxes on your 

account when you need it for retirement income. 

 

IV. Section 5.2 Tax-Free Accounts 

a. The broad term for investment accounts where contributions are made with money that has 

already been taxed 

b. In a tax-free account, all contributions are invested after taxes, typically directly from a bank 

account or by check 

c. As with a pre-tax accounts, you have the freedom to make changes to your investments without 

incurring taxes or penalties as long as you do not make a withdrawal 

d. A common example of a tax-free investment account is a Roth IRA or Roth contributions to a 

company 401(k) plan 

e. In a tax-free account, your contributions are never taxed or penalized regardless of when you 

withdraw them.  
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f. Your gains are also tax free if you withdraw them after 

retirement age (59 and a half) but could be taxed and penalized if withdrawn before retirement 

age (although there are exceptions to this rule) 

g. The main benefit of a tax-free account is the ability to withdraw funds from your account in 

retirement without the added burden of paying taxes. 

 

V. Section 5.3 Taxable Accounts 

a. Taxable accounts are about as simple as it gets: If you sell an investment for a gain, you pay 

capital gains tax on that gain.  

b. There are no penalties or taxes for withdrawing from a taxable account 

c. You are only ever taxed when you realize a gain or receive a dividend that cannot be offset by 

losses 

d. Also referred to as a Non-Qualified account (as opposed to pre-tax and tax-free accounts, which 

are often referred to as “Qualified” accounts due to the tax benefits that they provide). 

e. While taxable accounts do not have any limitations on withdrawals, they also do not carry the tax 

deferral benefits of a pre-tax account or the after tax gains of a tax-free account. 

VI. Contribution and Participation Limits 

a. Retirement accounts have annual contribution limits 

i. IRA/Roth IRA: $6,000/$1,000 catch up 

ii. 401(k)/403(b): $19,500 

iii. SEP IRA: The lesser of 25% compensation or $58,000 

iv. SIMPLE IRA: $13,500/$3,000 catch up 

b. Your ability to contribute to a retirement account is limited based on your annual income 

i. Ability to contribute to an Roth IRA phases out between $198,000-$208,000 in annual 

income if you are married filing jointly 

ii. If you are married and filing jointly, your ability to deduct contributions to a pre-tax 

account (IRA) phases out between $105,000-$125,000 when you are covered by a 

company retirement plan 

iii. Complete list of income limitations for the current tax year can be found on the IRS 

website. 

 

VII. Conclusion 

a. You should now have a general understanding of the different types of investment accounts and 

the impact that they could have to your finances 

b. Now we will move on to our next module, “The Place of Insurance in your Financial Plan” 


