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What is Tax Diversification?

The concept behind tax diversification is to manage wealth accumulation in such a way as to create the most
tax-efficient cash flow in retirement as possible. This requires understanding the income tax implications of the
various ways to save for retirement in order to potentially spread tax exposure among different retirement
savings vehicles.  At its most basic, tax diversification planning answers the question…Do I want to pay taxes
now or later when I’m retired? The most widely used sources of retirement income include:

 Investment Accounts   into which you invest funds on which you’ve already paid income tax.
Investment earnings may be subject to taxation, including taxes on interest, dividends, and realized
capital gains. The tax treatment of investments varies based on the type of investment, holding period,
and individual circumstances. The capital gains tax rates may be lower than your income tax rates.

 Tax-deferred qualified retirement accounts into which you (and/or your employer)
make contributions on which no income tax is paid (i.e., pre-tax contributions). Examples include
401(k) plans, governmental plans such as 403(b) plans and IRAs. The funds in these plans grow free of
income tax. When you retire, however, and draw funds from these plans to provide a retirement
income, distributions from the plans are generally fully subject to income tax as received.

 After-tax qualified retirement accounts into which you make contributions on which you’ve already
paid income tax. Examples include Roth 401(k) plans and Roth IRAs. The funds in these plans grow free
of income tax. When you retire and draw funds from these plans to provide a retirement income,
distributions from the plans are generally received income tax free.

Why is Tax Diversification Important?

 Tax bracket planning. Withdrawals can be made from tax-deferred and after-tax retirement accounts in 
amounts designed to minimize the effective income tax rate paid.

 Social Security taxation. It may be possible to minimize or even eliminate the taxation of Social Security 
benefits by using some combination of withdrawals from tax-deferred and after-tax retirement accounts.

 Medicare Part B premiums. Higher-income Medicare beneficiaries pay higher premiums for Medicare Part
B. You may be able to alleviate this outcome through carefully planning the sources of your retirement 
income...tax-free or taxable.

 Flexibility. Having retirement assets with different tax characteristics may provide additional flexibility when 
addressing retirement income needs and potential tax consequences.
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Bottom Line on Tax Diversification

No one can predict how tax laws will change down the road when retirement comes knocking. Investors should 
think sensibly about possible taxation scenarios they might encounter in retirement before making long-term 
decisions on the types of accounts to invest in presently. For example, think to yourself “what are the chances of 
being in a higher tax bracket or a lower tax bracket in retirement” and then invest appropriately.  If you still don’t 
have an idea of what your tax bracket may be in retirement, it might be a wise choice to have assets spread 
across different account types, such as tax-deferred, after-tax and investment accounts.

Whatever the final type of accounts you spread your assets across, individuals who have not had the time or do 
not have the knowledge necessary to consider tax diversification may consider conferring with a qualified 
professional and/or a tax advisor. Tax diversification may escape some, but in today’s investment landscape, it is a 
critical step in helping people further unlock the value of their financial plans.

Investment advisory services are offered through IAMS Wealth Management, an SEC-registered investment adviser. The firm only transacts business in states where it is 
properly registered, or is excluded or exempted from registration requirements. SEC registration is not an endorsement of the firm by the commission and does not mean 
that the advisor has attained a specific level of skill or ability. Insurance products and services are not offered through IAMS Wealth Management and are offered separately 
through individually licensed and appointed insurance agents. IAMS Wealth Management and Decision 1 Financial are independent of each other. The firm is not engaged in 
the practice of law or accounting. Content should not be viewed as an offer to buy or sell any of the securities mentioned or as legal or tax advice. Please consult a legal or 
tax professional with questions. All investments have the potential for profit or loss. Investment strategies involve risk, including the possible loss of principal, and there is no 
assurance that any investment strategy will achieve its objectives. Different types of investments involve higher and lower levels of risk. There is no guarantee that a specific 
investment or strategy will be suitable or profitable for an investor’s portfolio. Any references to protection benefits or steady and reliable income streams in this document 
refer only to insurance products. They do not refer, in any way, to securities or investment advisory products. Insurance guarantees are backed by the financial strength and 
claims-paying ability of the issuing insurance company. Insurance products that may be subject to fees, surrender charges and holding periods which vary by insurance 
company.  Insurance products are subject to eligibility requirements, underwriting, policy terms, conditions, limitations and exclusions. The information regarding Social 
Security benefits is based on current laws and regulations, which are subject to change. This material is provided for general informational and educational purposes only and 
should not be construed as individualized investment, tax, legal, insurance or retirement planning advice. Individual eligibility and benefit amounts vary. For information 
regarding your specific Social Security benefits and eligibility, contact the Social Security Administration. Information regarding Social Security, Medicare, taxes and other 
governmental programs is based on laws, regulations and program provisions that are subject to change. Individuals should consult the applicable governmental agency and 
their qualified tax or legal professionals regarding their specific circumstances.


