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Taxes! 

It comes around this time every year: Tax Season. In this month’s educational volume, it will be 

helpful to observe the relationships between income tax, tax deferral, and high savers. 

A traditional way of viewing income and strategies regarding income tax is to assume that income 

will be lower in retirement, so the idea is to defer taxes (traditional 401k, IRA, SEP IRA, etc.) until 

retirement so that your overall tax burden will be lower.  

There can be disadvantages to that assumption: why would anyone plan to be worse off in the 

future than they are now? Additionally, tax rates in the future are uncertain, so deferring taxes into 

the future can end up costing one more even if their income is lower in the future. 

If one is a good saver, it is quite possible that deferring taxes may not benefit them in the future, 

and then by deferring taxes they are introducing unnecessary risk into their financial plan. In some 

cases, it may be prudent to pay tax now, so that the tax benefits can potentially be reaped in the 

future. 

CASE STUDY 

Ex.) A worker in 1988 is in 30% income tax bracket and has a pretax gross income of $100,000. 

This worker defers the tax of his savings by putting it in a 401k. The worker saves 20% of his 

income every year and is able to retire and generate $100,000 of pretax income from his savings 

and retirement accounts. The worker retires in 2015. The worker could have paid $30,000 of 

income tax in 1988, but by deferring the tax and being a great saver, the worker is in the newly 

legislated 40% tax bracket. The worker now pays $40,000 per year. 

 

(Source: Living Balance Sheet) 
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SUMMARY AND BEST PRACTICES: 

• Income taxes are always due: either now or later. 

• When taxes are paid should be evaluated based on how well one saves and what their 

income profile is expected to be in the future. 

• If it is prudent to pay taxes now, there are numerous strategies to grow the money, and 

potentially reap the tax benefits later.  
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