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A n a l y s i s ,  I n s i g h t s  a n d  a  d i f f e r e n t  p e r s p e c t i v e  

 It’s Tax Time 

Tax Planning Strategies 

How you invest your money can have a measurable 

effect on the taxes you are required to pay. To ensure 

you are not paying more taxes than is necessary, you 

should consult with a trusted tax expert who knows the 

law and, when appropriate, capitalize on opportunities 

to reduce, eliminate or defer your tax liability. Tax law is 

complex and can be confusing. But, if you recognize 

the important tax saving opportunities available, you 

can expect to be rewarded in the long run. Remember, 

your investment returns are not based on how much 

you earn but rather how much you keep. This report 

suggests some basic tax-saving strategies to consider.   

Millions of Americans fail to take advantage of opportu-

nities to save on taxes.  In this issue of Investment In-

sights, we describe our favorite planning strategies that 

investors can employ to lower their investment-related 

tax burden. 

  1 Yr 3 Yr 5 Yr 10 Yr 

U.S. Large Stocks 17.0 10.3 13.4 7.3 

U.S. Small Stocks 24.4 5.5 11.9 6.7 
U.S. Bonds 1.2 2.7 2.4 4.2 

Intl Markets Stocks 13.0 1.5 4.3 1.3 

Intl Emerging Mkts Stocks 19.2 3.2 1.0 2.9 

U.S. Inflation (CPI) 2.1 1.0 1.2 1.7 

Source: Morningstar. Annualized returns for periods ended 
March 23, 2017. U.S. large stocks is the S&P 500 Index, U.S. 
small stocks is the Russell 2000 Index, U.S. Bonds is the Bar-
clays US Aggregate Bond Index, Intl Developed Markets is the 
MSCI All Country World Index Ex-US, International Emerging 
Markets is the MSCI Emerging Markets Index.  Returns include 
dividends and interest. Past performance is not an indication of 
future results.  All indices are unmanaged and may not be in-
vested into directly. The Indices mentioned in this report are 
unmanaged, may not be invested into directly and do not reflect 
expenses or fees.  

Key Points 

• Abundant opportunities for tax-advantaged saving 

exist, including the traditional IRA, Roth IRA, 401

(k), higher education and health savings accounts.   

• Municipal bonds can be an attractive investment 

because the interest paid is usually exempt from 

federal (and sometimes state) taxes.
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• In addition to their higher potential return, equities 

can also offer significant tax breaks. While short-

term capital gains are currently taxed as ordinary 

income, long-term capital gains for assets held for 

more than one year are taxed at a lower rate.   

• The tax-efficient portfolios within the Model Wealth 

Program offer potential options for investors who 

want to lower their investment-related tax burden. 



 

 

 

Tax-Efficient Trading 

The benefits of a professionally-managed, diversified 

portfolio of common stocks can be jeopardized if the 

person managing the portfolio trades too much. While 

long-term capital gains receive favorable tax treatment, 

investors in the highest tax bracket can currently expect 

to pay 39.6 percent on short-term gains. Predicting 

short-term swings in the market can be pretty challeng-

ing. Paying nearly 40 percent of your profits to the gov-

ernment can make it even harder to build wealth over 

time.
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Asset Location 

If you have investments that create a lot of current in-

come or short-term capital gains, consider placing 

those investments in a tax-advantaged account, such 

as an IRA.
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Rebalance Carefully 

Regularly rebalancing your portfolio back to your target-

ed asset allocation is an important feature of the Model 

Wealth Program, and can be an important strategy for 

helping to manage your risk.
5
 Rebalancing without re-

gard for the potential tax impact may unwittingly lower 

your investment returns.  However, careful planning 

can increase the odds of rebalancing without incurring 

unreasonable costs. The first step is to stop reinvesting 

dividends because they are taxable when paid, wheth-

er they are reinvested or not. By not reinvesting, this 

cash flow can be used to rebalance the portfolio with-

out having to sell other investments. Second, consider 

rebalancing tax-advantaged accounts first, where 

trades may not trigger a tax liability. Finally, consider 

adding new money to rebalance your portfolio, which 

will lower the number of taxable sales.
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Save as much as you can in tax-advantaged ac-

counts 

Abundant opportunities for tax-advantaged saving ex-

ist, including the traditional IRA, Roth IRA, 401(k), high-

er education and health savings accounts. A number of 

these accounts, including traditional IRAs and a 401(k), 

offer a double tax advantage – tax-deductible or pre-tax 

contributions and tax-deferred growth.
2 
 Other tax-

advantaged accounts, such as Roth IRAs and 529 col-

lege savings plans, provide tax-deferred growth and tax

-free withdrawals for qualified distributions.
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 A health 

savings account offers a triple tax advantage – tax-

deductible contributions, tax-deferred growth, and tax-

free withdrawals for qualified health-care expenses.
4
  

Millions of Americans fail to take advantage of these 

opportunities either because of the wide variety of op-

tions, their complexity, or just lack of awareness. How-

ever, saving money on a tax-advantaged basis can 

result in significant savings over the long-term.    

Municipal Bonds 

Municipal bonds can be an attractive investment be-

cause the interest paid is usually exempt from federal 

(and sometimes state) taxes. Municipal securities may 

be subject to the alternative minimum tax; state and 

local taxes may also apply.1 

Equities 

The stock market can fluctuate wildly in the short-term 

but over longer periods, equities have historically pro-

vided higher rates of return to compensate for the addi-

tional risk. In addition to their higher potential return, 

equities can also offer significant tax breaks. While 

short-term capital gains are currently taxed as ordinary 

income, long-term capital gains for assets held for more 

than one year are taxed at a lower rate.   

 

1 If municipal bonds are sold prior to maturity, capital gains tax could apply. 

2 You may be able to deduct some or all of your traditional IRA contributions. The deductible amount could be reduced or elim-

inated if you or your spouse is already covered by a retirement plan at work. Withdrawals are subject to income taxes, and if 

made prior to age 59 1/2, a 10% penalty tax could apply. 

3 The availability of tax or other benefits may be contingent on meeting other requirements. Withdrawals from a Roth IRA are 

tax-free if you are over age 59½ and have held the account for at least five years; withdrawals taken prior to age 59½ or five 

years may be subject to ordinary income tax or a 10% federal penalty tax, or both. Earnings on nonqualified withdrawals in a 

529 college savings plan may be subject to federal income tax and a 10% federal penalty tax, as well as state and local in-

come taxes. 

4  Withdrawals from a healthcare savings account (HSA) for non-qualified expenses are subject to income taxes, and if made 

prior to age 65, a 20% penalty may apply. 

 

5 Rebalancing investments may cause investors to incur transaction costs and, when rebalancing a non-retirement account, 

taxable events will be created that may increase your tax liability.  Rebalancing a portfolio cannot assure a profit or protect 

against a loss in any given market environment. 

 
6 Source IRS. Based on existing law and could be altered. Asset allocation does not ensure a profit or protect against a loss.  

 

 



 Insurance Options 

Tax advantages might be available using permanent or 

cash value life insurance to help save for retirement. 

The primary advantages are that you pay no current 

income tax on interest or other earnings credited to 

cash value. In addition, your beneficiaries receive 

death benefits completely free of income taxation. You 

may also avoid potential estate taxes and probate 

costs on policy proceeds, as long as the beneficiary 

designations and policy ownership are arranged in ac-

cordance with current law. Universal life insurance and 

whole life insurance are permanent policies that can be 

used to save for retirement. 

Withdrawal Sequence 

In retirement, the sequence of drawing money from 

your accounts is critical. Be mindful of where you draw 

funds from first. If you are age 70½ and required to 

take minimum distributions (RMDs) from your IRA or 

401(k), you must take them or pay tax and a penalty 

equal to 50% of what you should have taken out but 

did not.  

Next, take money from taxable accounts because you 

want to reduce the tax you owe on current income and 

capital gains. Next in line would be a traditional 401(k) 

or IRA, where you do not pay taxes year-to-year but do 

have to pay taxes on withdrawals.  

The amounts you should retain longest are any Roth 

assets (Roth IRAs or Roth 401(k)s) because the bene-

fits to your heirs are the greatest and you do not have 

to take RMDs from those accounts. 

As you can see, there are many ways to minimize your 

tax burden. A well thought out investment plan in-

cludes tax planning, with an eye towards maximizing 

your after-tax return. 

What if the tax law changes? 

Tax laws change all the time, that’s why we believe the 

most appropriate strategy for most investors is tax di-

versification – spreading your money out in a variety of 

different types of accounts to protect yourself from fu-

ture changes in the tax law.   

Despite the complexity and different attractiveness pre-

sented by so many different options, we should not 

lose sight of the fact that tax-advantaged investing, in 

many cases, offers investors an important opportunity 

to keep more of what you make.   We suggest sitting 

down with your Cornerstone Wealth Management fi-

nancial advisor to help you sort out the different op-

tions, and discuss what strategies might be most ap-

propriate for you. 

Remember, it’s not what you make, it’s what you keep 

that matters. 

Tax-Efficient Portfolios 

The tax-efficient portfolios within the Model Wealth Pro-

gram offer a potential strategy for investors who want to 

lower their investment-related tax burden.  Each theme 

(listed below) can be tailored to a client’s specific risk 

objective.   The fixed-income portion of each of these 

portfolios is invested primarily in municipal bonds, to 

help reduce the tax liability of the investor.  

Tax-Efficient Income: Tax-Efficient Income portfolios 

not only endeavor to generate above-average income 

relative to their respective benchmarks, but also seek 

to meet a secondary goal of maximizing returns while 

minimizing risk.  

Tax-Efficient Benchmark: Tax-Efficient Benchmark 

portfolios seek to provide competitive returns by invest-

ing primarily in lower-cost, passive investment strate-

gies. 

Tax-Efficient Select: Tax-Efficient Select portfolios will 

only include investments that do not incur additional 

transaction charges should a change in the portfolio be 

warranted. 

Tax-Efficient Prestige: Tax-Efficient Prestige portfolios 

seek to invest with managers who offer the potential to 

outperform their peers and their respective benchmarks 

over a long period of time (or through various market 

cycles).  These portfolios generally have a larger num-

ber of managers, so they may be appropriate for ac-

counts larger than $250,000. 

 

Alan F. Skrainka, CFA 

Chief Investment Officer 

 

www.mycwmusa.com     



Important Disclosures: 

 
The information contained in this report is as of March 23, 

2017 and was taken from sources believed to be reliable.  It is 

intended only for personal use.   To obtain additional infor-

mation, contact Cornerstone Wealth Management.  This re-

port was prepared by Cornerstone Wealth Management. The 

opinions voiced in this material are for general information 

only and are not intended to provide specific advice or recom-

mendations for any individual.  To determine which investment

(s) may be appropriate for you, consult your financial advisor 

prior to investing.  Content in this report is for general infor-

mation only and not intended to provide specific tax advice or 

recommendations for any individual. Tax laws and provisions 

are subject to change. 

Investing involves risk including the potential loss of principal.  

No strategy can assure success or protection against loss.  

Past performance is no guarantee of future results.  

Municipal bonds are subject to availability and change in 

price.  They are subject to market and interest rate risk if sold 

prior to maturity.  Bond values will decline as interest rates 

rise.  Municipal bond interest income may be subject to alter-

native minimum tax.  Municipal bonds are federally tax-free 

but other state and local taxes may apply.  

Please note that rebalancing investments may cause inves-

tors to incur transaction costs and, when rebalancing a non-

retirement account, taxable events will be created that may 

increase your tax liability.  

Advisory fees are in addition to the internal expenses charged 

by an investment company, and if you hold such a security, 

these should be included when evaluating the costs of a fee 

based account.  Clients should periodically re-evaluate wheth-

er a fee based account continues to be appropriate for their 

needs compared to other alternatives.  

Investment advice offered through Cornerstone Wealth Man-

agement, a registered investment advisor and separate entity 

from LPL Financial.  

Securities offered through LPL Financial, Member 
FINRA/SIPC. 


