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RARE AIR INSIGHTS 
F I N A N C I A L  W E L L N E S S  F O R  Y O U N G  P R O F E S S I O N A L  
 
Tax Strategy Matters: Navigating Tax Advantaged Retirement Accounts 
As Benjamin Franklin famously said, "In this world, nothing can be said to be certain, except death and taxes." 
Taxes are an inescapable part of financial planning, and how you structure your savings today can have a lasting 
impact on your future. One of the most important aspects of this is understanding tax strategy and making 
intentional choices about how and when to save for retirement. 

Taxes are complex, and as your career progresses, so will your tax situation. The key to effective tax strategy is 
taking an intentional approach to your retirement accounts and investments—choosing between pre-tax and 
after-tax plans based on your current and anticipated future tax situation. 

 

The Basics: Pre-Tax vs. After-Tax Accounts 
When it comes to retirement accounts, there are two main types of tax structures: Pre-Tax and After-Tax. 

 Pre-Tax Accounts: These include traditional retirement accounts like 401(k)s, 403(b)s, and traditional 
IRAs. Contributions to these accounts are tax-deductible in the year they are made, which means you 
lower your taxable income today. Your investments grow tax-deferred, and when you withdraw money in 
retirement, those withdrawals are taxed as ordinary income. 

 After-Tax Accounts: These accounts, such as Roth IRAs, Roth 401(k)s, and Roth 403(b)s, are funded with 
after-tax dollars. You don’t get a tax deduction when you contribute, but the advantage is that your money 
grows tax-deferred, and when you take withdrawals in retirement, those withdrawals are completely 
income tax-free. 

Choosing between these two types of accounts can have a significant impact on your long-term financial 
success. The decision comes down to understanding your current tax situation versus your expected tax 
situation in retirement. 

 

Strategically Allocating Contributions 
While it’s impossible to predict the exact tax environment of your future, you can make educated decisions based 
on your current and anticipated future income levels. For example: 

 If you expect to be in a higher tax bracket in the future: It may be beneficial to prioritize after-tax (Roth) 
accounts now. By paying taxes upfront, you lock in your current tax rate and allow your money to grow 
without further tax liability in retirement, when you might face a higher tax burden. 

 If you expect to be in a lower tax bracket in the future: The opposite strategy may be more beneficial. In 
this case, contributing to pre-tax accounts today would allow you to reduce your taxable income now, and 
when you withdraw the funds in retirement, you may pay taxes at a lower rate. 

Of course, predicting future tax rates, income levels, and changes in tax laws can be difficult. Most young 
professionals can’t be certain of what their future holds, but you can use educated guesses based on your career 
trajectory and the broader tax environment to guide your decisions. 
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The Importance of Flexibility and Diversification 
One of the most powerful tools in planning for future taxes is flexibility. Since you can’t predict exactly what will 
happen in the future, you should aim to diversify your tax positions. This means not putting all your retirement 
savings into one type of tax account. By using a combination of pre-tax and after-tax accounts, you give yourself 
the flexibility to adjust your strategy as your career and life evolve. 

Living through multiple tax cycles while working and in retirement means that your tax situation is likely to 
change over time. A diversified tax strategy allows you to adjust as needed, based on changes in your income, 
tax rates, and even tax laws. 

Final Thoughts 
Tax strategy is an essential part of your financial planning that can have a major impact on your retirement and 
overall wealth-building strategy. While you can’t perfectly predict the future, you can make educated choices 
based on your current tax situation and anticipated future circumstances. Diversifying your tax strategies now 
will give you the flexibility to adapt to future changes, providing more control and better outcomes as you 
accumulate wealth and move toward retirement. 
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