Saving Your Portfolio from Unnecessary Taxes – May 4, 2017
Agenda
Ian Castille, CFP® - Principal and Senior Financial Advisor
Introductions and Welcome
Where to Hold Growth Assets and Where to Hold Income Assets
What Type of Investment Vehicles Should You Be Choosing?

How to Use Your Portfolio to Generate Tax Write-Offs
Planning for Changes to the Tax Code
Q&A

Portfolio Composition
Roth IRA/
Roth 401k =

To Maximize Tax Efficiency:
Diversify Your Portfolio
If you only have one type of
account, you are not diversified
in terms of the tax treatment
for your portfolio, and this will
make it more difficult to avoid
unnecessary taxation on your assets.

TAX-FREE
ASSETS
IRA/401k/
403B =

TAXDEFERRED
ASSETS

Individual/Joint
Trust Accounts =

TAXABLE
ASSETS

Step #1:
Spread your investments across at least two
different types of accounts.

Portfolio Composition
Every portfolio should ideally have a mix of both growth-oriented assets and
income-oriented assets.

Long-Term Capital Gains and Qualified Dividends

Source: http://retireby40.org/pay-no-tax-dividend-income/

Where to Hold Growth Assets

TaxDeferred
Account

Step #2:
Hold your growth assets
(equities/stocks) inside your
Taxable investment account(s).

Taxable
Investment
Account

Tax-Free
Account
*Long Term Capital
Gains/Qualified Dividends

*Equities
(Stocks)

Where to Hold Income Assets
Step #3:
Hold your income assets
(bonds) inside your
Tax-Deferred investment
account(s).

•

•

TaxDeferred
Account

Taxable
Investment
Account

*Fixed Income
(Bonds)
Holding bonds in your Taxable
investment accounts creates some of
the most unfavorable tax treatments for
income, especially when you do not need
the income payments to support spending
needs.

Tax-Free
Account

It is better to hold your income assets inside a
Tax-Deferred investment account (like your IRA or 401k),
so the investments and income payments can accumulate free of taxation.

A Note on Roth IRAs

Roth IRAs grow tax-free…
and distributions aren’t taxed either.
Maximize the value of your ROTH by:
•

Investing aggressively in this
account. (i.e. aggressive growth
vehicles)

•

Leaving this account invested for as
long as possible. (last bucket to pull
from during retirement)

KEEP YOUR ROTH IRA GROWING

What Type of Investment Vehicles Are Available?

More Personal Control
Tough to Diversify

Individual
Equities
and Fixed
Income

Broadly Diversified
Passively Managed

Broadly Diversified
Actively Managed

ETFs

Mutual
Funds

(ExchangeTraded Funds)

* Tax-free municipal securities should only be held in taxable accounts.

Consider Where Investments are Located to Help Enhance
Taxable Returns
Tax treatment of
expected returns

Taxable

Exempt

Tax-free municipal securities and municipal
mutual funds

Taxed at longterm capital
gain rates

Equity securities held long-term for growth

Equity index funds/ETFs

Taxed at
ordinary
income rates

Mutual funds
Taxable bonds and bond funds

Tax-Deferred

Tax-Free

Avoiding Mistakes

Avoid Fund Distributions
Avoid Buying Mutual Fund Distributions

How to Use Your Portfolio to Generate Tax Write-Offs
Tax Loss Harvesting
•
•
•

Losses to offset gains
Up to $3,000 write-off against Ordinary Income
Use ETFs and Indexes to avoid Wash Sale Rules

Charitable Contributions
Creating a Tax Loss Carryforward

Tax-Sensitive Investment Management
50/50 Stock versus Bond Allocation
Each Account Diversified (Inefficient)
Account
Type

Asset
Class

Balance

Annualized
Return

Annual
Gain

Tax
Treatment

Applicable
Tax

Investment
Tax Due

IRA

Stocks

$250,000,000

7%

$17,500

Tax Deferred

28%

$4,900*

IRA

Bonds

$250,000,000

4%

$10,500

Tax Deferred

28%

$2,800*

Individual

Stocks

$250,000,000

7%

$17,500

Long Term
Capital Gains

15%

$2,625

Individual

Bonds

$250,000,000

4%

$17,500

Ordinary
Income

28%

$2,800

Total Tax on Investments: $13,125

Efficient Asset Location
Account
Type

Asset
Class

Balance

Annualized
Return

Annual
Gain

Tax
Treatment

Applicable
Tax

Investment
Tax Due

IRA

Bonds

$500,000,000

4%

$20,000

Tax Deferred

28%

$5,600*

Individual

Stocks

$500,000,000

7%

$35,000

Long Term
Capital Gains

15%

$5,250

Total Tax on Investments: $10,850

Annual Tax Savings: $2,275
* Due upon IRA distribution
These results are hypothetical and do not represent actual value added to client accounts, and do not reflect the potential impact of account liquidation. Returns for individual clients will vary.
Performance shown represents past performance, which is not a guarantee of future results. Investment returns and principal value will fluctuate, and you may lose money.

Questions?

Important: Disclosure Information

Past performance may not be indicative of future results. Different types of investments involve varying degrees of risk. Therefore, it
should not be assumed that future performance of any specific investment or investment strategy (including the investments and/or
investment strategies recommended and/or undertaken by Capital Advantage, Inc.), or any non-investment related services, will be
profitable, equal any historical performance level(s), be suitable for your portfolio or individual situation, or prove successful. Capital
Advantage, Inc. is neither a law firm nor accounting firm, and no portion of its services should be construed as legal or accounting
advice. Please remember that it remains your responsibility to advise Capital Advantage, Inc., in writing, if there are any changes in
your personal/financial situation or investment objectives for the purpose of reviewing/evaluating/revising our previous
recommendations and/or services, or if you would like to impose, add, or to modify any reasonable restrictions to our investment
advisory services. A copy of our current written disclosure statement discussing our advisory services and fees is available upon
request. Please Note: The scope of the services to be provided depends upon the terms of the engagement. Please Also Note: Fixed
income markets are currently at historically low interest rates. Although bonds have historically presented less principal risk than
stocks, a rise in interest rates from the current historic lows, will have an adverse impact on bond principal. The scope of the services
to be provided depends upon the needs of the client and the terms of the engagement.

