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HOW TAX DIVERSIFICATION SUPPORTS
A HEALTHY RETIREMENT PLAN

FRESH ADVICE FROM THE PITON WEALTH TEAM

When people think about investing, they often focus on picking the right mix of stocks, bonds, or funds, a mix known as 
“diversification.” Sometimes people even diversify the institutions where funds are held. There is another type of diver-
sification, however, that can be just as important: tax diversification. Simply put, tax diversification means spreading 
money across different types of accounts that are taxed in different ways. This can create more flexibility when it comes 
to the distribution phase of retirement and potentially save significant money over a lifetime.

First let’s look at common types of taxation and which accounts align with that taxation. 

• TAX DEFERRED BUCKET: accounts like a traditional 
401(k) or Individual Retirement Account (IRA), where 
there is a tax break when you put money in but pay 
ordinary income tax when you take it out later (after 
age 59½ to avoid a penalty). 

• TAXABLE BUCKET: (sometimes referred to as 
“tax efficient”): This type of account takes previous-
ly-taxed dollars and then allows you to invest or save 
those dollars while being taxed only on the gain. Bro-
kerage accounts or bank accounts would typically 
facilitate this. This tax liability is typically generated 
by dividends, interest, or selling investments for a 
gain (“realized gain”). 

• TAX-FREE BUCKET: Accounts like a Roth IRA or Roth 
401(k), where you pay taxes up front, but withdrawals 
in retirement can be completely tax-free, within spe-
cific parameters (a qualified distribution meets both 
the 59½ age requirement and the five-year rule). 

So what can be the benefits of tax diversification? First, 
many people select pre-tax options for their 401(k) 
paperwork and then contribute for decades without 

COMMON TYPES OF TAXATION

questioning whether there are more efficient options. 
Also, with educational links, articles and videos more 
readily available, as a financial advisor I have seen a 
push towards Roth IRA’s and Roth 401(k)’s in recent 
years. From experience, our team believes that prop-
er financial planning and analysis should play a role 
in determining the best type of taxation that fits your 
unique situation. This planning factors in taxation 
now, in retirement, and even for beneficiaries. If the 
goal is true tax efficiency, the plan should consider 
all sources of taxation with consideration for certain 
incentive structures built into the tax code. After deliv-
ering thousands of financial plans, our team has found 
that the best plans often have tax diversification, in the 
form of a healthy mix of all three “buckets” above.

WHY IS TAX DIVERSIFICATION

IMPORTANT

Total tax liability over a lifetime, not a single year, 
should be the focus of tax diversification and plan-
ning. Compare how a novice chess player tends to 
focus on capturing a single piece in a game, a chess 
master, by contrast, plans many moves ahead, 
sometimes sacrificing a piece to gain a far more sig-



2 | pitonwealth.com

Disclosures: Investment advisory services offered through Thrivent Advisor Network, LLC., a registered investment adviser and a subsidiary of Thrivent. 
Advisory persons of Thrivent provide advisory services under a “doing business as” name or may have their own legal business entities. However, advi-
sory services are engaged exclusively through Thrivent Advisor Network, LLC, a registered investment adviser. Piton Wealth and Thrivent Advisor Network, 
LLC are not affiliated companies. Information in this message is for the intended recipient[s] only. Please visit our website pitonwealth.com for important 
disclosures.
Thrivent Advisor Network and its advisory persons do not provide legal advice, accounting or tax advice. The information provided is intended to be dis-
cussed and reviewed with your professional tax advisor. The information displayed is NOT intended nor designed to assist you in completing tax forms 
or provide tax advice. This material is intended to assist in considering hypothetical scenarios, which may impact federal income tax. This material is 
intended for education and is not designed for precision.

If you are interested in Piton Wealth’s 
services, call (509) 582-0570 or visit 
pitonwealth.com/request-an-appointment/

Visit pitonwealth.com/learning for 
videos and more free information

A piton is a tool which mountain climbers use to secure a hold and climb higher than they could 
have otherwise. That is why we are Piton Wealth, to advise clients so they climb to ever higher goals. 
Comprehensive financial planning is the dedicated tool that the Piton team uses for clients to achieve 
those goals. The ultimate goal is a fulfilling and generous life. The Piton team hopes to see you as part 
of that life at one of Piton’s community events, or any of the many life-affirming events in our commu-
nities, and we would love to talk to you about a plan, so please reach out to us when you want to find 
out about a potential Navigated Journey for you and your loved ones. 

We hope to hear from you!

CAN YOU FIND the HIDDEN PITON?

ANSWER: You can see the piton on page 1 
“Tax Free Bucket” paragraph

Thank you!
The Piton team will be back with more Fresh Advice in 
November with the Piton perspective on a new topic!

FRESH ADVICE FROM THE PITON WEALTH TEAM

THE STRATEGY

nificant advantage later in the game. The same can 
be true for taxes. Tax diversification can generate op-
portunities by utilizing tax timing. “Is my tax rate going 
be more or less in retirement?” is a familiar question, 
and while the answer will matter, the question does 
not account for the reality that for a lot of people, 
pre-retirement and post-retirement tax years will dif-
fer. Changing jobs, receiving a bonus, getting mar-
ried or divorced are all examples of life changes that 
change the tax structure involved. With this in mind, 
our team believes that a strong approach to retire-
ment includes proper tax diversification. Having only 
a single type of taxation asset is like having one tool 
at hand: it may be the perfect tool for one job, but not 
for the next. 

HOW TAX DIVERSIFICATION SUPPORTS
A HEALTHY RETIREMENT PLAN

Lastly, it is important to add that, in response to a rec-
ommendation to diversify, there can be a tendency 
to jump into action and convert all 401(k) contribu-
tions to a Roth or open a brokerage account and start 

saving after-tax funds. A well-designed tax diversifi-
cation strategy, however, should encompass a stra-
tegic and disciplined approach to funding. The goal 
is to identify when is the correct time to contribute to 
each bucket. For example, if someone were in-be-
tween jobs for a significant amount of time, it could 
be a good time to consider Roth or after-tax funds, 
since tax liability in the current year is likely to be low-
er than in other years. As another example, a taxable 
inheritance can make it worth contributing as much 
as possible into a pre-tax account to reduce tax lia-
bilities in the year of the unexpected income. No sin-
gle prescription for tax diversification is best.  

THE BOTTOM LINE

Tax diversification is not about guessing future tax 
rates—it’s about creating choices. By spreading 
money across the three buckets, you create flexibility 
to handle whatever the future brings. That way, when 
retirement comes, you will have more control over in-
come and your tax bill.


