
Smart Tax‑Efficient Strategies for
Investing Your Tax Return

When your income places you in a higher tax bracket, every financial decision has a greater impact on your
overall tax burden. One of the simplest opportunities to improve tax efficiency is using your tax return
intentionally rather than letting it sit idle. By directing your refund into tax‑advantaged accounts or other
strategic investments, you can reduce current and future taxes while accelerating long‑term wealth building.
Thoughtful planning ensures more of your money works for you instead of being lost to unnecessary taxes,
setting the stage for the tax‑efficient strategies discussed throughout this guide.

1. Build Your Retirement Accounts

You might lower your taxable income significantly by investing in a retirement account, such as a 401(k) or
an IRA  If you are a high-earner, your income helps you make the highest allowed contributions to these tax-
deferred accounts.

.
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401(k)

You have a maximum 401(k) contribution in 2024 of $23,000 if you're under 50 and $30,500 if you're over 50
(thanks to catch-up contributions). This money comes from your pay before taxes to lower your current tax
bill. If your employer offers matching funds for your 401(k) plan, that is free money for you. This program
encourages you to contribute the amount necessary to get the most matching funds you may receive.

IRA or Roth IRA

Depending on your income and filing status, you may contribute to a traditional investment retirement
account (IRA) or a Roth IRA. You are allowed to take a tax deduction for your contributions to a traditional
IRA--up to $7,000 in 2024 if you are under 50, depending on your Modified Adjusted Gross Income (MAGI)--
and have potential tax-free growth in a Roth IRA (since the contributions are not tax-deductible).2

SEP IRA or Solo 401(k) for the Self-Employed

If you have a side hustle or are self-employed, get a SEP IRA or Solo 401(k). They have higher contribution
limits, with the Solo 401(k) allowing up to $66,000 in 2024, based on your income. The more you contribute,
the less tax you pay today and the more you benefit in the future.

2. Leverage Health Savings Accounts

A health savings account (HSA) creates a potential tax break  if you have a high-deductible health plan
(HDHP). The money you put in an HSA is tax-deductible, and increases in the account are tax-free. Then,
when you use the money for qualified medical expenses, it’s also non-taxable.
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An HSA contribution limit is $4,150 for individuals and $8,300 for families in 2024. You may add an extra
$1,000 as a catch-up if you’re over 55. HSAs might seem like a good idea for today’s medical costs, but the
true tax advantage comes when you save the money and use it as a qualified retirement plan.



3. Explore Tax-Deferred Growth Options

You might aim to accumulate as much money as possible while paying the least amount of taxes. Tax-
advantaged investment accounts let you invest your funds in a way that defers or eliminates taxes on gains.

4. Consider Tax-Efficient Investment Strategies

If you’re not fully funding your retirement accounts, you might want to consider tax-efficient investing
strategies in your brokerage accounts. While these strategies don’t provide the immediate tax breaks that
retirement accounts do, they help manage the taxes you pay on your investment income.

Capital Gains Tax Planning

Long-term capital gains (gains on assets held for more than a year) create less taxes than ordinary income.
By holding investments for over a year, you may benefit from lower tax rates on gains depending on your
income level).

Tax-Loss Harvesting

This strategy involves selling losing investments to offset gains in other parts of your portfolio, reducing your
taxable income. While this strategy is time-consuming to implement, it’s one way to manage the tax impact
of a portfolio with appreciated value.

Remember, the goal is more than just managing taxes. You want to work with a financial plan for future
success. The earlier you start tax planning for your retirement accounts, the more effective compounding
might be for your wealth.

Important Disclosures:

This material was created for educational and informational purposes only and is not intended as ERISA, tax, legal or investment advice. If you are seeking tax, legal or
investment advice specific to your needs, such advice services must be obtained on your own separate from this educational material.

The tax-loss harvesting and other tax strategies discussed should not be interpreted as tax advice and there is no representation that such strategies will result in any
particular tax consequence. Clients should consult with their personal tax advisors regarding the tax consequences of investing.

All information is believed to be from reliable sources; however, LPL Financial makes no representation as to its completeness or accuracy.

This article was prepared by WriterAccess.
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