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Your Guide to Building Tax-Efficient Retirement Savings 

Saving for retirement is one of the most important financial decisions you can make, and choosing the 
right type of retirement account plays a big role in maximizing your long-term savings. Two of the most 
popular retirement savings vehicles are the Traditional IRA and the Roth IRA. While both accounts offer 
tax advantages, the timing and nature of those benefits differ significantly. 

 

Traditional IRA: Tax Benefits Now 

A Traditional IRA allows you to contribute pre-tax or tax-
deductible dollars (depending on your income and whether 
you or your spouse are covered by a workplace retirement 
plan). The key benefit is tax deferral—you don’t pay taxes on 
the investment growth until you withdraw the money in 
retirement. 

Key features: 

• Contributions may reduce your taxable income in the year they are made 

• Investments grow tax-deferred until withdrawn 

• Withdrawals in retirement are taxed as ordinary income 

• Required minimum distributions (RMDs) begin at a specified age, whether or not you need the 
funds 

This option may be especially beneficial if you're in a higher tax bracket now and anticipate being in a 
lower bracket during retirement. By deferring taxes, you may be able to reduce your overall tax burden 
over time. 

 

Roth IRA: Tax Benefits Later 

The Roth IRA takes a different approach. Contributions are made with after-tax dollars, meaning you don’t 
receive an immediate tax break. However, the big advantage is on the back end: qualified withdrawals in 
retirement are completely tax-free, including all the investment earnings. 

Key features: 

• No tax deduction for contributions 

• Investments grow tax-free 
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• Withdrawals of contributions can be made at any time without penalty or taxes 

• Qualified withdrawals of earnings are tax-free if certain conditions are met 

• No required minimum distributions during the account holder’s lifetime 

A Roth IRA can be especially appealing for younger investors or those who expect their income—and tax 
rate—to increase over time. It also offers more flexibility, as there are no RMDs, allowing the account to 
continue growing if funds aren't needed in retirement. 

 

Roth 401(k) vs. Traditional 401(k): A Workplace Savings Comparison 

Many employers offer retirement plans that include both Traditional 401(k) and Roth 401(k) options. 
These accounts operate similarly to IRAs in terms of tax treatment, but they often allow for higher 
contribution limits and employer matching. 

Traditional 401(k): 

• Funded with pre-tax dollars 

• Contributions lower your taxable income in the year made 

• Taxes are owed on both contributions and earnings at withdrawal 

• RMDs apply starting at a certain age 

Roth 401(k): 

• Funded with after-tax dollars 

• No immediate tax deduction 

• Qualified withdrawals of contributions and earnings are tax-free 

• RMDs do apply, but funds can be rolled over to a Roth IRA to avoid them 

Unlike Roth IRAs, Roth 401(k)s do not have income limits, meaning high earners can still take advantage 
of the tax-free growth potential. 

 

How to Decide: Roth or Traditional? 

The right choice depends on your individual financial situation, including your current and expected 
future income, your tax bracket, and your retirement goals. Here are a few general guidelines: 

• Consider a Traditional IRA or 401(k) if you want to lower your taxable income now and believe 
your tax rate will be lower in retirement. 

• Consider a Roth IRA or Roth 401(k) if you expect your income to rise over time, prefer tax-free 
income in retirement, or value flexibility in how you access funds later in life. 



  
 

• Consider contributing to both if you're unsure about future tax rates. Diversifying your tax 
exposure can provide greater control and flexibility in retirement. 

 

Both Roth and Traditional retirement accounts can play an essential role in a comprehensive retirement 
plan. Understanding how each account works—and how it fits into your broader tax and income 
strategy—can help you make more informed decisions today that benefit you tomorrow. As always, 
consulting with a financial advisor or tax professional can help tailor your strategy to your specific needs 
and long-term goals. 
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Securities offered through Avantax Investment ServicesSM, Member FINRA, SIPC. 
Investment advisory services offered through Avantax Advisory ServicesSM. 
Insurance services offered through an Avantax affiliated insurance agency. 
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