THE COMPASS CHRONICLE

May 2011 ‘ Vol 1No. 5 ‘ Wealth Management Update

401k Contributions and Tax Savings

cOMPAgy
e
AR

Wealth
Management

MAORNINGGTAR

A commonly-overlooked benefit of 401k investing is
that contributions can be made pre-tax, so that even a
small contribution can go a long way. In this situation,
401k contributions are not taxed until you retire.
Therefore, the more you contribute to your retirement
account, the smaller your taxable income becomes, and
the more federal taxes you are able to defer.

The image presents the tax savings (reduction in tax
liability) achieved by a 401k contribution of $100 for six
marginal tax rates. For example, if you are subject to a
35% marginal tax rate and you choose not to contribute,
you will pay $35 in taxes and only have $65 available to
invest in another account. If, however, you invest pre-
tax in your 401k, you will have $100 that is yours and
can grow tax-deferred until you retire.
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This is for illustrative purposes only and should not be viewed as tax advice.
Be sure to consult with a financial advisor or tax professional for the latest rules

and regulations.
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COMPASS Wealth Management,
LLC is a client-focused wealth
management firm dedicated to
providing superior advice to
individuals, families, and
corporate retirement plans.

Our wealth management services
include investment management,
retirement and gift planning,
education funding, and other
advisory services.
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