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Investing involves risk including possible loss of principal. Information is current as of the date of this material. 

Any opinions expressed herein are from a third party and are given in good faith, are subject to change without notice, and are considered 
correct as of the stated date of their issue. 

Merrill Lynch, Pierce, Fenner & Smith Incorporated is not a tax or legal advisor. Clients should consult a personal tax or legal advisor prior 
to making any tax or legal related investment decisions. 

Bank of America Corporation (“Bank of America”) is a financial holding company that, through its subsidiaries and affiliated companies, 
provides banking and investment products and other financial services . 

Merrill Lynch, Pierce, Fenner & Smith Incorporated (also referred to as “MLPF&S” or “Merrill”) makes available certain investment products 
sponsored, managed, distributed or provided by companies that are affiliates of Bank of America Corporation (“BofA Corp.”). MLPF&S is a 
registered broker-dealer, registered investment adviser, Member SIPC and a wholly owned subsidiary of BofA Corp. Merrill Lynch Life Agency 
Inc. (“MLLA”) is a licensed insurance agency and a wholly owned subsidiary of BofA Corp.  

This material does not take into account a client’s particular investment objectives, financial situations, or needs and is not intended as a 
recommendation, offer or solicitation for the purchase or sale of any security or investment strategy. Merrill offers a broad range of 
brokerage, investment advisory (including financial planning) and other services. There are important differences between brokerage and 
investment advisory services, including the type of advice and assistance provided, the fees charged, and the rights and obligations of the 
parties. It is important to understand the differences, particularly when determining which service or services to select. For more 
information about these services and their differences, speak with your Merrill financial advisor.

Nothing discussed or suggested in these materials should be construed as permission to supersede or circumvent any Bank of America, 
Merrill Lynch, Pierce, Fenner & Smith Incorporated policies, procedures, rules, and guidelines. 

Investment products offered through MLPF&S and insurance and annuity products offered through Merrill Lynch Life Agency Inc.: 

Are Not FDIC Insured May Lose Value Are Not Bank Guaranteed 

Are Not Insured by Any Federal 
Government Agency Are Not Deposits Are Not a Condition to Any 

Banking Service or Activity 
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Keeping more with tax-advantaged investing 

The average American will pay over 
$480,000 in taxes throughout their 
lifetime—an average of 34.49% of all 
lifetime earnings1

You can seek to avoid paying more 
taxes than necessary

The government allows certain 
investments that provide tax 
advantages

1 Life of Tax: What Americans Will Pay in Taxes Over a Lifetime, Self Financial, Inc., 2022.
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Savings comparison 

Tax-deferred investing can really pay off

Past performance is no guarantee of future results.

This example assumes a hypothetical 6% rate of return 
which is not guaranteed, is for illustrative purpose only and 
is not indicative of the past or the future performance of any 
particular investment. Actual returns and principal value 
may fluctuate. This illustration does not assume ordinary 
income taxes or possible penalties that would be applicable 
to the tax-deferred investment upon withdrawal 
(withdrawals before age 59½ may be subject to a 10% 
penalty). The graph compares $3,000 annual investments 
for a person in the 24% marginal tax bracket. Lower 
maximum tax rate on capital gains and dividends could 
make the taxable investments more favorable, thereby 
reducing the performance difference shown. An investor 
should consider his or her current and anticipated 
investment horizon and income tax bracket when making 
investment decisions, as the illustration may not reflect 
these factors. Changes in the tax rates and the tax 
treatment earnings may impact comparative results. 
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Tax-advantaged investments

401(k)s/403(b)s

IRAs 

Annuities

Municipal bonds and municipal 
bond mutual funds

529 plans



Saving for retirement
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401(k) retirement plan account

Contributions are made using pre-tax 
dollars, so you do not pay federal income 
taxes on your contributions

You are not taxed on your earnings or 
growth

Tax payments are deferred until you start 
to withdraw funds at retirement age

Many 401(k) plans offer a matching 
contribution from your employer.
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Types of 401(k) plans

Traditional 401(k)
Contributions excludable from gross income
Taxes paid on contributions and earnings when 
withdrawn
Required minimum withdrawals begin at age 72 

Roth 401(k)
Contributions includable in gross income
Tax-free qualified withdrawals
No required minimum withdrawals if account rolled 
over to a Roth IRA

Withdrawals prior to age 59½ may be 
subject to a 10% penalty tax. In addition, for 
Roth 401(k) withdrawals, the “growth” 
earnings portion of the withdrawals may be 
taxed as ordinary income if the account has 
been established for less than five years or 
withdrawals are made prior to age 59½.
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IRA – Individual Retirement Account

Contributions to an IRA range from fully or 
partially tax-deductible to non-deductible

Generally, taxes are not due until you 
begin withdrawing funds from the account

Unqualified withdrawals are subject to a 
10% tax penalty in addition to ordinary 
income tax

IRAs require that you take minimum 
distributions beginning at age 72 
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Traditional vs. Roth IRA

Traditional IRA Roth IRA
Tax advantages Tax-deductible 

contributions possible

Tax-deferred asset 
growth potential

No tax on potential asset 
growth

Tax-free qualified 
distributions

Eligibility Anyone with earned 
income

Anyone with earned income 
(subject to income 
limitations)

Distributions Required by April 1 of 
year after IRA owner 
reaches age 72 and by 
December 31 each year 
thereafter

Only required after owner’s 
death

Withdrawals prior to age 59½ may be subject to a 10% penalty tax, in addition to the federal and state income taxes applicable 
to traditional IRA withdrawals. For Roth IRA withdrawals, the “growth” earnings portion of the withdrawals may be taxed as 
ordinary income if the account has been established for less than five years or withdrawals are made prior to age 59½.
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Annuities

Financial instruments that pay income on 
a regular, periodic basis for a set amount 
of time

Amount you contribute to an annuity is 
not taxed when it is withdrawn, but your 
earnings are taxed at your income tax rate 
when you make withdrawals

Withdrawals made before age 59½ may 
also be subject to an additional 10% early 
withdrawal penalty from the IRS
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Types of annuities

Fixed annuities
Fixed rate of return
Guarantee your options for taking income

Variable annuities
Potentially higher returns
Don’t guarantee your principal or earnings

Variable annuities are subject to certain charges, including mortality expense fees and may be subject to surrender charges. Investing 
in securities is subject to risk, including fluctuation in value. Withdrawals prior to age 59½ will be subject to ordinary income taxes 
and may also be subject to an additional 10% tax penalty. Guarantee is based on the claims-paying ability of the insurer.



Earning for today
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Municipal bonds

Municipal bonds finance the building of 
highways, schools and other public projects

Income generated by municipal bonds is 
exempt from ordinary federal income tax

In most states, the income from these bonds is 
also free from state tax for residents of the 
state that issues the bond

Income from municipality-issued bonds is often 
free from local income tax for residents of that 
municipality
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Tax-exempt and taxable bond comparison

24.0% 32.0% 35.0% 37.0%

Tax-exempt yield Taxable yield equivalents

3.0% 3.95% 4.41% 4.62% 4.76%

3.5% 4.61% 5.15% 5.38% 5.56%

4.0% 5.26% 5.88% 6.15% 6.35%

4.5% 5.92% 6.62% 6.92% 7.14%

5.0% 6.58% 7.35% 7.69% 7.94%

5.5% 7.24% 8.09% 8.46% 8.73%

6.0% 7.89% 8.82% 9.23% 9.52%

7.0% 9.21% 10.29% 10.77% 11.11%
Yields quoted are for illustrative purposes only and are not indicative of the past or future performance of any particular 
investment. The maximum marginal tax rate for each bracket was used in calculating the taxable yield equivalent. These tax 
rates do not take into account the 3.8% tax on net investment income. Furthermore, additional state and local taxes paid on 
comparable taxable investments were not used to increase federal deductions.
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Municipal bond mutual funds

Offer the same classic advantage that 
almost every mutual fund offers

Allow you to invest in an affordable, 
professionally-managed form

Offer diversification, liquidity and 
professional management

Income may be subject to the federal alternative 
minimum tax and state and local taxes. 



Saving for college
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The benefits of 529 plans

Sponsored by states, state agencies or 
educational institutions
Allow account holder to establish an 
account for a student beneficiary in 
order to pay for the beneficiary’s 
eligible elementary, secondary and 
college expenses
Offer significant tax advantages while 
benefiting the next generation



Protecting your earnings
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Mutual funds are subject to risks and fluctuate in value. 

Federated Hermes, Inc. does not provide investment, tax or legal advice. The information presented here is not specific to any individual's personal 
circumstances. To the extent that this material concerns tax matters, it is not intended or written to be used, and cannot be used, by a taxpayer for the purpose 
of avoiding penalties that may be imposed by law. Each taxpayer should seek independent advice from a tax professional based on his or her individual 
circumstances. These materials are provided for general information and educational purposes based upon publicly available information from sources believed to 
be reliable—we cannot assure the accuracy or completeness of these materials. The information in these materials may change at any time and without notice.

Investors should carefully consider the fund's investment objectives, risks, charges and expenses before investing. To obtain a summary 
prospectus or prospectus containing this and other information, contact us or visit FederatedInvestors.com. Please carefully read the summary 
prospectus or prospectus before investing.

Federated Securities Corp.

G33393-05 (4/23)  
© 2023 Federated Hermes, Inc.


	Tax-advantaged investing
	Slide Number 2
	Slide Number 3
	Slide Number 4
	Slide Number 5
	Slide Number 6
	Slide Number 7
	Slide Number 8
	Slide Number 9
	Slide Number 10
	Slide Number 11
	Slide Number 12
	Slide Number 13
	Slide Number 14
	Slide Number 15
	Slide Number 16
	Slide Number 17
	Slide Number 18
	Slide Number 19



