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WELCOME TO TAX-SMART INVESTING: 
ESSENTIAL GUIDEBOOK FOR INVESTORS.
This guide has been created to help you understand how taxes 
impact your investments. Whether you’re new to investing or 
experienced, it’s designed to empower you with the knowledge you 
need to make informed decisions. 

From unravelling how investments are taxed to exploring tax-smart 
strategies like tax-loss harvesting, we want this guide to be your 
go-to resource.
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SECTION 1  /  INSIGHTS INTO INVESTMENT TAXATION

UNDERSTANDING THE DIFFERENCES:
Taxable vs. Tax-Deferred Accounts

The first step to understanding how taxes impact your investments is to know what gets taxed. If you are 
like many investors, you probably hold both taxable and tax-deferred accounts. Each has their pros and 
cons, but it’s important for you to understand how they work and how you can use them in combination 
to help you meet your financial goals. 

Taxable accounts, such as individual investing accounts, provide a lot of flexibility and liquidity; but as 
the name suggests, they are subject to being taxed. They are where you would likely put your excess 
savings, such as large influxes of cash from major events. These include events such as the sale of real 
estate or a small business, inheritances and insurance benefits received, as well as equity payouts or 
deferred compensation you may have received from your employer. Long-term and estate planning is 
often more easily done with these types of accounts and assets. But remember, you are likely to pay taxes 
on any income or capital gains they generate.

Tax-deferred accounts, such as IRAs and 401Ks, have widely known benefits. But while these accounts 
allow you to defer taxes while you are in your working years, they can have some drawbacks later: forced 
distributions in retirement, less favorable tax bills while in your retirement years, and limited long-term 
and estate/legacy planning benefits. 

You don’t have to choose one or the other. In combination they provide a lot of benefits, flexibility, and 
can help you plan for your retirement or legacy. 

The chart below lists the key differences:

COMPARISON BETWEEN TAXABLE ACCOUNTS AND TAX-DEFERRED ACCOUNTS

TAXABLE ACCOUNTS TAX-DEFERRED ACCOUNTS

Examples Brokerage & Trading Account, Savings Account, 
Money Market, CDs

Roth IRA, Traditional IRA, 401(k), 403(b), HSA, 
529 College Savings

Tax Treatment Subject to taxes annually Can grow tax-deferred until a later date.

Sources of Assets
Large liquidation and monetization events; 
excess income; taxable savings for retirement 
No contribution limits

Paycheck contribution 
Contribution limits apply

Pre-Retirement Penalties N/A Early withdrawals often incur penalties

Tax on Withdrawals Gains taxed at capital gains rates Withdrawals on retirement assets often taxed as 
income

Flexibility High flexibility in contributions and withdrawals Tax-deferred accounts have specific rules and 
limitations

Long-Term Goals Suited for short, medium, and long-term goals as 
well as estate planning

Ideal for specific types of planning (i.e., college 
savings, supplemental retirement income); 
mostly not suitable for estate planning

Estate Planning Significant estate planning benefits; tax cost can 
be reduced to zero

Limited estate planning options; liquidation 
forced within a tight timeframe upon transfer; 
tax cost can be substantial.

Tax Advantages Potential for preferential capital gains rates Tax-free growth during savings stage

Liquidity High liquidity, easy access to funds Limited liquidity; restrictions on withdrawals

Suitability Versatile for various financial goals and long-
term planning

Best for very specific savings and/or retirement 
goals
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YOUR SIGNIFICANT TAXABLE EVENTS
Several events that could happen in your life can trigger substantial taxes. The table below lists the top 
seven sources of taxable assets.

* Source: Internal Revenue Service

1
The sale of real estate or other assets
The sale of a house generally results in a sizable capital gain from the price paid many years ago. Even after 
the primary home deduction, usually the sale of a long-time residence results in a sizable cash event.

2
Sale of a business
Regardless of the type of business, or whether it’s been sold to employees or to another company, the sale 
of a business is still an asset sale. That means it gets taxed as a capital gain in most cases.

3 Proceeds from stock grants and deferred compensation plans
Stock grants and other forms of equity participation may result in a sizable tax bill.

4 Inheritance
An inheritance could result in a large tax bill unless properly managed.

5 Insurance payouts
Insurance payouts are typically tax free.

6
Trust accounts
Trusts that aren’t pass-through entities—meaning trusts that have their own tax identification number and 
file their own tax return—have a unique tax situation. Once taxable income exceeds $15,200, these trusts 
are most often taxed at the highest tax level possible. Today that rate is 37%, in addition to the 3.8% net 
investment income tax (NIIT), for a total top marginal tax rate of 40.8%*

7
Current taxable assets with an unwanted tax bill
Many investors get into investment products/solutions that are highly tax-inefficient. After-tax returns are 
a primary consideration in taxable accounts. Investors should strongly consider transitioning these assets 
into solutions that are tax-managed.

DID YOU KNOW?

Nearly half of the $22 trillion invested in open-ended 
mutual funds in the U.S. is in taxable accounts. 
Many investors use the same strategies in both 
types of accounts, but strategies that work well tax-
wise in one may not in the other. Ignoring the tax 
impact on your taxable investments could cost you.

Source: 2023 ICI Factbook. Including taxable non-household 
accounts, taxable household accounts, and tax-exempt funds. 

OPEN-ENDED 
MUTUAL FUND 
ASSETS BY 
TAX STATUS
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russellinvestments.com

Income tax brackets

MARRIED, FILING JOINTLY (MFJ) SINGLE MARRIED, FILING SEPARATELY (MFS) HEAD OF HOUSEHOLD (HOH)

$0 - $23,200 10% $0 - $11,600 10% $0 - $11,600 10% $0 - $16,550 10%

$23,201 - $94,300 12% $11,601 - $47,150 12% $11,601 - $47,150 12% $16,551 - $63,100 12%

$94,301 - $201,050 22% $47,151 - $100,525 22% $47,151 - $100,525 22% $63,101 - $100,500 22%

$201,051 - $383,900 24% $100,526 - $191,950 24% $100,526 - $191,950 24% $100,501 - $191,950 24%

$383,901 - $487,450 32% $191,951 - $243,725 32% $191,951 - $243,725 32% $191,951 - $243,700 32%

$487,451 - $731,200 35% $243,726 - $609,350 35% $243,726 - $365,600 35% $243,701 - $609,350 35%

Over $731,200 37% Over $609,350 37% Over $365,600 37% Over $609,350 37%

Self-employment, kids & education

SELF-EMPLOYMENT TAXES

Income Social Security Medicare FICA-HI6

Up to $168,600 12.4% 2.90% N/A

$0 - $200,000 single or $250,000 MFJ N/A 2.90% N/A

Over $200,000 single or $250,000 MFJ N/A 2.90% 0.90%

529 PLANS

Per Individual Per Couple

Contributions per 
year before gift tax $18,000 $36,000

Accelerate 5 years 
of gifting into 1 year $90,000 $180,000

Primary school distributions per year: up to $10,000

The named beneficiary on the 529 plan and each sibling can each 
withdraw up to $10,000 to repay student loans (lifetime limit).

KIDDIE TAX STUDENT LOAN INTEREST

Kiddie tax exemption $2,500 Deduction limit $2,500 

SECURE Act change: The child’s parent’s marginal income tax rate (not 
taxable trust tax rate) applies to unearned income of a child over $2,500.

Phaseout—single $80,000 - $95,000 MAGI3

Phaseout—MFJ $165,000 - $195,000 MAGI3

Long-term capital gains/qualified dividend rates
Standard 

deduction1
3.8% NIIT 
thresholds2

Capital loss  
limit4 0% 15% 20%

MFJ $29,200 $250,000 $3,000 $0 - $94,050 $94,051 - $583,750 Over $583,750

SINGLE $14,600 $200,000 $3,000 $0 - $47,025 $47,026 - $518,900 Over $518,900

MFS $14,600 $125,000 $1,500 $0 - $47,025 $47,026 - $291,850 Over $291,850

HOH $21,900 $200,000 $3,000 $0 - $63,000 $63,001 - $551,350 Over $551,350

1 Blind, or age 65 or older: +$1,550 (Married); +$1,950 (Single or Head of Household)
2 Net investment income tax
3 Modified adjusted gross income (MAGI)
4 Maximum capital loss that can be deducted in a tax year, if your capital loss exceeds your capital gains.
5 Rates are per person, unless filing jointly.
6 Federal Insurance Contributions Act-Hospital Insurance

Estate tax per person5

Transfer tax rate 
(maximum) 40.00%

Estate tax exemption $13,610,000

Gift tax exemption $13,610,000

Generation-skipping 
transfer exemption $13,610,000

NOT A DEPOSIT • NOT FDIC INSURED • MAY LOSE VALUE • NOT BANK GUARANTEED •  
NOT INSURED BY ANY FEDERAL GOVERNMENT AGENCY

2024 tax facts & figures

NOT ALL INVESTMENT INCOME IS 
EQUAL IN THE PRESENCE OF TAXES
The next step to understanding investment taxes is to know what type of income you will receive from 
your investments and how that income is taxed. Most investments generate distributions: these include 
capital gains, dividends, and interest income. Each receives a different tax treatment as the graph 
below demonstrates. When you strategically select investments based on their tax implications, you can 
optimize your after-tax returns and enhance your portfolio’s overall performance.

Applies to federal taxes only. Source: Internal Revenue Service. Tax rates as reported by Internal Revenue Service in 2023. *Assumes 
addition of 3.8% Net Investment Income Tax. **Generally for municipal bonds, only interest from bonds issued within the state is exempt 
from that state’s income taxes. Municipal bond interest income may impact taxation of Social Security benefits.

EXPLORE FURTHER
Tax Facts & Figures

Click QR code if 
viewing digitally

https://russellinvestments.com/Publications/US/Document/Tax_Facts_Figures.pdf
https://russellinvestments.com/Publications/US/Document/Tax_Facts_Figures.pdf
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CAPITAL GAINS
As noted earlier, long-term capital gains are usually subject to a lower tax rate than short-term capital 
gains. To qualify as “long-term”, you need to retain your investment for more than one year. If you sell a 
security within a year of the initial purchase, it will be taxed at the same rate as ordinary income.

For instance, if you are in the highest Federal income tax bracket of 40.8%, you might benefit from the 
23.8% tax rate on securities held for longer than a year. The difference in tax bills could be over 70% 
more! It pays to be long-term focused. Also remember, both long-term and short-term gains are subject 
to the 3.8% Net Investment Income Tax (NIIT).

The chart below illustrates how significantly the duration of holding investments affects their tax 
implications. It’s important to understand and strategically manage capital gains taxes to maximize 
investment returns.

CAPITAL GAINS TAX AND HOLDING PERIOD

CAPITAL GAINS TAX IMPACT COMPARISON BASED ON HOLDING PERIOD 
$100,000 CAPITAL GAIN

For illustrative purposes only. Based on maximum tax rates for Married Filing Jointly, including 3.8% Net Investment Income Tax. 
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DIVIDENDS
Some waves are bigger than others

Qualified vs. Non-Qualified Dividends: What You Need to Know: 

Dividend income falls into two categories: qualified and non-qualified. Understanding their differences is 
vital for effective tax planning. 

Qualified Dividends: Most dividends from common equity holdings enjoy lower tax rates than ordinary 
income (the long-term capital gains tax rate applies). Knowing which dividends qualify for these lower 
rates is key. 

Non-Qualified Dividends: Dividends that come from other holdings which are often characterized as 
“partnerships” and “trusts” are taxed differently—in most cases the individual’s ordinary income tax 
rate applies. 

Understanding the type of dividends you receive can be a game-changer in managing your tax obligations.

* Must meet additional IRS rules i.e., Minimum 60 day holding period

QUALIFIED DIVIDENDS* NON-QUALIFIED DIVIDENDS

Taxed as Long-Term Capital Gains Taxed as Ordinary Income

•	 US Common Equity Dividends

•	 Foreign Equity Dividends (Country has qualifying tax treaty)

•	 Trust income (i.e., REITs)

•	 Partnership income (i.e., MLPs)

•	 BDCs (Business Development Corporations)

•	 Money Market Fund Dividends

•	 From a Mutual Fund (Found on the 1099 From)

•	 Short-Term Capital Gains

•	 Taxable Bond Interest

•	 Foreign Company Dividends (w/o qualifying tax treaty)

•	 PFICs (Passive Foreign Investment Companies)
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INTEREST INCOME
Only Tax-Exempt Interest is…Tax Exempt

A significant amount of your interest income could be disappearing in the form of taxes. Choose wisely. 
Interest income, whether from taxable bonds or time deposits, is typically taxed as ordinary income. 
While current yields might look enticing, it’s essential to assess available options carefully.

Certificates of Deposit (CDs) and Money Market Funds can be popular choices when financial markets 
are volatile. But are they the right choice? First of all, they are short-term time deposits; not investments. 
Secondly, it’s important to consider the impact of taxes and inflation on these instruments. While a CD 
offering 5% might seem appealing, the “real” yield may be quite a bit lower. Take a look at the chart 
below to see how inflation and taxes can erode returns from these fixed interest investments. That yield 
doesn’t look as juicy once those factors are priced in. 

What’s a better after-tax option? Consider Tax-Free Municipal Bonds: These can be an attractive 
alternative for many investors as they offer income generation with minimal tax implications.

Understanding how interest income affects your overall tax liability is vital for making informed 
financial decisions.

WHAT IS THE REAL RETURN OF A 5% CD?

For illustrative purposes only. Certificates of deposit (CDs) offer a fixed rate of return, and the interest and principal on CDs will generally 
be insured by the FDIC up to $250,000.

*Based on maximum tax rate of 40.8% for Married Filing Jointly, including 3.8% Net Investment Income Tax.
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NAVIGATING STATE-SPECIFIC TAX IMPLICATIONS
Let’s Not Ignore the Impact of State Taxes

When planning your investment strategy, make sure to take into account how the state you live in taxes 
investment income.

Key Points:

•	 State tax laws vary and can affect your tax liability, especially for individuals in high-tax states or those earning 
income across multiple states.

•	 States may have separate gift, estate, and inheritance taxes, potentially adding to federal tax obligations.

•	 Planning for state taxes is crucial if you are considering relocating in retirement. While a move might reduce 
income taxes, other taxes in the new state could create unexpected burden.

•	 State tax laws interact in complex ways, making planning challenging. We recommend consulting a local tax 
advisor for detailed state tax planning.

HOW HIGH ARE INCOME TAX RATES IN YOUR STATE? 
TOP MARGINAL STATE INDIVIDUAL INCOME TAX RATES (AS OF JANUARY 1, 2024)

Note: Map shows top marginal rates: the maximum statutory rate in each state. This map does not show effective marginal rates, which 
would include the effects of phase-outs of various tax preferences. Local income taxes are not included. *State has a flat income tax. 

**State only taxes interest and dividend income. †State only taxes capital gains income. Source: Tax Foundation; state tax statutes, forms 
and instructions; Bloomberg Tax.

DID YOU KNOW?

Seven States with No Income Tax

•	 Alaska
•	 Florida
•	 Nevada
•	 South Dakota

States with Limited Taxation

•	 New Hampshire: only taxes 
interest and dividend income

•	 Washington: only taxes capital 
gains income

•	 Tennessee
•	 Texas
•	 Wyoming
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UNDERSTANDING THE TAX IMPACT ON YOUR PORTFOLIO
Maximizing After-Tax Wealth: 

Understanding the tax impact on your portfolios is critical. Let’s illustrate the significance of taxes using 
a hypothetical scenario:

Let’s say you invested $1,000,000 for 10 years and received an average return of 7.5% annually. In a fully 
tax-aware or tax-deferred strategy, where gains are deferred or minimized through tax management, this 
investment could have grown to $2,061,000 by the end of the period. However, if you had paid the 23.8% 
tax on your long-term gains, the ending value would only be around $1,743,000. Now, let’s look at what 
would have happened if you had realized short-term gains, which are taxed at the top marginal rate of 
40.8%. That would leave you with only $1,543,000.

The Importance of Tax Efficiency:

These examples highlight how taxes can significantly affect your investment outcomes. Strategic tax 
planning is key for investors aiming to maximize wealth over the long term.

* Long-term cap gain rate of 20% + 3.8% net investment income tax (NIIT) ** 40.8% tax rate: Top marginal rate of 37% + 3.8% NIIT.

This example does not reflect the deduction of state income taxes. If it had, returns would have been lower. This is a hypothetical 
illustration and not meant to represent an actual investment strategy. Taxes may be due at some point in the future and tax rates may be 
different when they are.

HYPOTHETICAL IMPACT OF TAXES ON GROWTH OF $1,000,000 OVER 10 YEARS

Fully tax-aware Long-term gains Short-term gains
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HOW DISTRIBUTIONS ARE TAXED — EVEN IF YOU DON’T SELL
Here’s another important thing to know about capital gains taxes. You may have to pay them even if 
you only recently purchased a mutual fund or ETF and even if you reinvested the distributions received. 
Trading activity in funds occurs throughout the year, and all gains are summed up and netted against 
losses, then distributed, typically at the end of the year. These realized gains within a fund are subject to 
taxation. So even if you bought the fund in the last few weeks of the year and didn’t participate in most of 
the gains, you would still pay taxes on them.

Additionally, it’s crucial to note that capital gains distributions can occur even if a fund experiences a 
negative return for the year. Capital gains are generated from trading activity, whether the trades occur 
because the manager is fulfilling the investment process, or if the fund faces selling pressure from other 
investors or changes its investment approach. Realized gains are distributed to shareholder and are taxable. 

It’s important to closely monitor both the size and frequency of distributions from your investments.

For illustrative purposes only. Assumes long term capital gains tax rate of 23.8% (20% + 3.8% Net Investment Income Tax).
†Using 2023 average capital gains distribution % of Morningstar broad category ‘US Equity’ which includes mutual funds and ETFs.

$5,950 
Tax
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ARE YOU COST SENSITIVE? 
REMEMBER, TAXES ARE ESSENTIALLY A HIDDEN FEE
When you think about your mutual funds, do you consider the fees you pay on them? Many investors look 
at expense ratios as a measure of the cost associated with their investments. But did you know that taxes 
can be a more substantial expense? The impact of taxes on investment returns is often underestimated, 
overshadowed by the attention given to fund expense ratios. 

The chart illustrates a compelling comparison between the average tax “drag” and expense ratios across 
different asset classes. In all cases, the tax impact proves to be more significant than the expense ratio. 
When you prioritize tax efficiency in your investment strategy, you can potentially mitigate the impact of 
taxes, and that could help give you an improved overall after-tax outcome.

For three years ending December 2023. Source: Morningstar. U.S. Large Cap: Morningstar U.S. Large Blend category average, U.S. 
Small Cap: Morningstar U.S. Small Blend category average, Fixed Income: Morningstar Taxable Bond category average. Tax Drag: 
Morningstar Tax Cost Ratio. See appendix for methodology. Morningstar’s tax cost ratio assumes the highest possible applicable tax 
rates, including the 3.8% net investment income tax. Many investors are not subject to the highest rates. Note that tax drag calculations 
only apply to taxable accounts.

TAX IMPACT SURPASSES EXPENSE RATIOS: UNVEILING THE COST REALITY
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A TALE OF TWO INVESTORS:
Who is Smarter About Taxes?

To better illustrate how taxes can impact investments, let’s compare two case studies: one representing a 
traditional investor and the other a tax-smart investor. Traditional investors prioritize investment returns 
without a specific focus on tax efficiency. This type of approach often leads to a higher tax burden, 
hurting overall after-tax returns. Meanwhile, tax-smart investors adopt a strategic long-term approach, 
considering the tax implications of various investment decisions. By employing tax-managed investment 
strategies, tax-smart taxpayers aim to optimize their after-tax returns. 

The comparison highlights the importance of considering the impact of taxes when you make an 
investment decision.

This is for illustrative purposes only and does not represent any actual investment strategy.

*4.9% capital gains distribution: Represents 2023 average capital gains distribution % of Morningstar broad category ‘US Equity’ which 
includes mutual funds and ETFs. **1.5% dividend yield: the yield on the S&P 500® Index as of 12/31/2023. †4.5% interest income: 
Represents the yield of the Bloomberg U.S. Aggregate Bond Index as of 12/31/2023. ††0.7% Yield: Represents 50% of the yield on the S&P 
500® Index as of 12/31/2023. §3.2% Yield: Represents the yield of the Bloomberg U.S. Municipal Bond Index as of 12/31/2023. §§Based on 
maximum tax rates for Married Filing Jointly, including 3.8% Net Investment Income Tax. Assumes long-term capital gains.

Index returns represent past performance, are not a guarantee of future performance, and are not indicative of any specific investment. 
Indexes are unmanaged and cannot be invested in directly.

Joe & Joan
Traditional Taxpayer

Sam & Betsy
Tax-Aware Taxpayer

$1,000,000

$833

$999,167

-0.1%

$833
$0

$0

$1,000,000

$16,796

$983,204

-1.7%

$1,785
$9,180

$5,831
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A BETTER “TAX” WAY FORWARD
Choosing the Right Board

So now that you know how your investments are taxed, what can you do about it? You can improve the 
tax efficiency of your portfolio and lower your overall tax cost by incorporating active tax-management 
approaches such as tax-loss harvesting and wash sales minimization. Investors can utilize products 
explicitly designed to integrate these approaches, aiming to minimize tax liabilities and maximize after-
tax returns. 

The chart below highlights key strategies that may help improve the tax efficiency of investment 
portfolios. It is crucial for investors to utilize these approaches for long-term financial success.

ESSENTIAL APPROACHES FOR TAX-MANAGED INVESTING

HOW RUSSELL INVESTMENTS MANAGES TAXES

PRINCIPLES OF ACTIVE TAX MANAGEMENT 
IN INVESTMENT PORTFOLIOS

Dynamic investment strategies designed to maximize after-tax returns

When you invest what you earn, you want to keep as much of your return as you can. That’s why, at 
Russell Investments we’re never satisfied with good enough when it comes to managing taxes for 
your portfolio. We employ a truly active tax management approach that identifies and addresses tax 
inefficiencies strategically, maximizing after-tax returns. This approach is applied across our range of 
tax-managed investment solutions, including tax-managed mutual funds, multi-asset portfolios, and 
separately managed accounts. Tax-sensitive investors can select from these solutions based on their 
individual needs and preferences.

Explore the core principles guiding our efforts to reduce the impact of taxes on investment portfolios.

Total tax management in action—Implementing active tax management with a 
full year focus

Russell Investments / Principles of Active Tax Management in investment portfolios /  1  

OPPORTUNISTIC 
AND SYSTEMATIC 
IMPLEMENTATION

ACTIVE TAX 
MANAGEMENT

CENTRALIZED 
TRADING & 

IMPLEMENTATION

Tax Loss 
Harvesting

Tax-Smart 
Turnover

Optimal 
Tax Lot 

Selection

Yield 
Management

Transition 
Management

Holding 
Period 

Management

Wash
Sale 

Minimization

Click QR code if 
viewing digitally

EXPLORE FURTHER

Principles of active tax management 
in investment portfolios

https://russellinvestments.com/Publications/US/Document/Principles_Of_After_TaxEquity_Porfolio_Management.pdf
https://russellinvestments.com/Publications/US/Document/Principles_Of_After_TaxEquity_Porfolio_Management.pdf
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TAX ASSET CREATION — SAVE MORE, KEEP MORE
Tax-Loss Harvesting Helps Reduce Current Tax Liabilities

Let’s be honest, it’s fun to watch investments go up! Investing for the long-term is a major form of wealth 
creation for investors. But just like driving down a busy road, winter weather patterns or a plane journey 
through a storm, there is volatility. And volatility creates opportunity for the tax-smart investor. This 
opportunity is through an activity called tax-loss harvesting. How?

Security values fluctuate somewhat randomly over short periods of time, while ideally trending upwards 
over the long run. During these random fluctuations, selling a position that drops below its cost basis 
creates a loss that can be carried forward. This loss can be used to offset gains elsewhere or at another 
time. As long as the overall composition of the portfolio is materially unchanged, harvesting losses can 
improve after-tax performance.

To maximize the value tax-loss harvesting can create, you need to be both opportunistic and active in 
harvesting losses frequently.

THE MECHANISM OF TAX LOSS HARVESTING: KEEPING YOUR PORTFOLIO FULLY INVESTED

Reinvest Proceeds Harvest Losses

Create Tax Assets

DID YOU KNOW?

Wash Sale Rule: Wash sale rule is a tax regulation that 
prevents investors from claiming a tax deduction on the 
sale of a security if they repurchase the same or substantially 
identical security within a short period, typically 30 days, 
before or after the sale. Understanding these rules helps 
avoid unintended tax consequences.
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SEEKING TO MAXIMIZE RETURNS AND MINIMIZE TAXES: 
A Deeper Dive

Different types of investments have varying tax implications. Below is a rundown of popular investment 
choices, comparing how tax efficient they are along with their risks and potential returns. Ultimately, 
deciding which option is best depends on your personal preferences, financial goals and the tax 
strategies each option offers. You should weigh these factors carefully and seek advice from a financial 
advisor if needed to ensure you choose investments that align with your individual situation.

This illustration is provided for informational purposes only and should not be considered as investment advice. Investors are strongly 
encouraged to consult with their financial advisor or tax professional before making any investment decisions. Investing involves risks, 
including the potential loss of principal, and investors should carefully consider their risk tolerance and investment objectives before making 
any decisions. Tax considerations are also important, and investors should be aware of the tax implications of their investment choices.
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SECTION 3  /  STRATEGIES FOR TAX-EFFICIENT INVESTING

DECODING TAX FORMS TO IDENTIFY POTENTIAL 
OPPORTUNITIES FOR FUTURE TAX PLANNING
Every year, American taxpayers like you receive two documents in the mail during tax season. These 
forms provide valuable information about the taxes you are paying on your investments. Form 1099 
lists the sources of your investment income, and Form 1040 serves as the comprehensive document for 
reporting all your income, including from investments, when filing your annual tax return. They may help 
you identify potential opportunities for future tax planning. 

Here’s how they work together to help you understand and report investment income on your tax return:

Form 1099:

Financial institutions, such as banks and 
investment firms, issue a Form 1099 to 
investors who receive distributions from 
their investments.

Details Included: The form provides 
details on the type and amount 
of income you received from your 
investments during the tax year. This 
may include ordinary dividends, 
qualified dividends, and capital gains 
distributions.

Taxable Income: Different types of 
income are taxed at varying rates, and 
Form 1099 helps you identify how much 
of your investment income is taxable 
and at what rate.

     

Form 1099-DIV 

(Rev. January 2022)

Dividends and 
Distributions 

Copy B 
For Recipient 

Department of the Treasury - Internal Revenue Service

This is important tax 
information and is 
being furnished to 
the IRS. If you are 

required to file a 
return, a negligence 

penalty or other 
sanction may be 

imposed on you if 
 this income is taxable 

and the IRS 
determines that it has 

not been reported. 

OMB No. 1545-0110 

For calendar year

20

CORRECTED (if checked)
PAYER’S name, street address, city or town, state or province, country, ZIP 
or foreign postal code, and telephone no. 

PAYER’S TIN RECIPIENT’S TIN

RECIPIENT’S name 

Street address (including apt. no.) 

City or town, state or province, country, and ZIP or foreign postal code

Account number (see instructions) 

1a  Total ordinary dividends 

$ 
1b  Qualified dividends

$ 
2a  Total capital gain distr.

$ 
2b  Unrecap. Sec. 1250 gain 

$ 
2c  Section 1202 gain 

$ 
2d  Collectibles (28%) gain 

$ 
2e  Section 897 ordinary dividends

$ 
2f  Section 897 capital gain 

$ 
3    Nondividend distributions 

$ 
4    Federal income tax withheld 

$ 
5    Section 199A dividends

$ 
6    Investment expenses 

$ 
7    Foreign tax paid 

$ 

8    Foreign country or U.S. possession

9    Cash liquidation distributions

$ 
10   Noncash liquidation distributions 

$ 
11  FATCA filing 

requirement
12  Exempt-interest dividends

$ 

13  Specified private activity 
bond interest dividends

$ 
14  State 15  State identification no. 16  State tax withheld

$ 
$ 

Form 1099-DIV (Rev. 1-2022) (keep for your records) www.irs.gov/Form1099DIV

Mutual Fund Company

Joe & Joan Traditional Taxpayer

24,500

7,500

30,000

Summary of taxes
(A) Tax on dividends:
(B) Tax on interest income:
(C) Tax on capital gains: 

$1,785
$9,180
$5,831

Marginal Tax Rate on Unearned Income: 
40.8% (37% + 3.8% NIIT*)

Long-Term Capital Gain/Qualified
Dividend Tax Rate: 23.8%  (20% + 3.8% NIIT*)

Filing Status: Married filing jointly

Investments:†

• Equity Mutual Fund
$500,000 Balance
1.5% Dividend yield
4.9% Capital gains distribution

• Taxable Bond Mutual Fund
$500,000 Balance
4.5% Interest income

$16,796
-1.7%

Not a Deposit • Not FDIC Insured • May Lose Value • Not Bank Guaranteed • Not Insured by any Federal Government Agency

Taking a closer look at your Form 1099-DIV can be eye-opening. Your 
financial professional or CPA can help you connect the dots between 
your December 31 investment statement and your April 15 tax bill. 
Form 1099-DIV is one of many IRS tax forms and is used to record 
investment-related income. This simple guide walks you through 
what to look for along with insights, implications, and actions you 
may want to take to improve the tax efficiency of your investments.

Box 1b: Qualified Dividends
$7,500 X 23.8% = $1,785 in federal taxes (A)

Box 12: Exempt-Interest Dividends
Interest income from municipal bond funds.  
Generally, tax-free at the federal level.
Joe & Joan had $0 in municipal bonds.

Box 1a – Box 1b =Non-Qualified Dividends**
$30,000 – $7,500 = $22,500
$22,500 X 40.8% = $9,180 in federal taxes (B)

Box 2a: Total Capital Gains Distribution
$24,500 X 23.8% = $5,831 in federal taxes (C)

$7,500
$22,500
$30,000

Box 1a: Total Ordinary Dividends:
Dividend from mutual fund:
Interest income from mutual fund:     
Total Ordinary Dividends:

Joe & Joan 
Traditional Taxpayer

How much might the IRS take from Joe & Joan 
Traditional Taxpayer?

Their year-end investment statement stood at $1,000,000, BUT after paying 
taxes to the IRS, it went down to $983,204.

Taxes reduced their investment return by 1.7% and this assumes no active 
trading during the year. 

Take a closer look at their 1099-DIV to see how this can happen.

A hypothetical illustration.  *Net Investment Income Tax. 
**Any non-qualified dividends are taxed as ordinary income.
† Using 2023 average capital gains distribution % of Morningstar 
broad category ‘US Equity’ which includes mutual funds and ETFs.

The dividend yield is represented by the yield on the S&P 500® Index 
and interest is based on the yield of the Bloomberg U.S. Aggregate 
Bond Index as of 12/31/2023.

Total Federal Tax Due:
Percent lost to taxes:

1099-DIV: Four boxes to review

Box 1a: Total Ordinary Dividends
- Includes qualified dividends
- Includes non-qualified dividends
- Includes net short-term capital gains 

distribution from mutual funds and/or 
real estate investment trusts (REITs)

- Includes taxable interest income from 
mutual funds (not just dividends)

Box 1b: Qualified Dividends
- Dividends paid by a U.S. company or 

qualifying foreign company 

- Not all foreign dividends are qualified
- Generally, lower tax rate for qualified 

dividends

Box 1a – Box 1b = Non-Qualified Dividends
- Includes interest income
- Includes dividends from REITs
- Taxed as ordinary income and often a
  higher corresponding tax rate

 Box 2a: Total Capital Gains Distribution
- Net long-term capital gains distribution 

from mutual funds or REITs

Four boxes to review

A TALE OF TWO INVESTORS
A REVIEW OF THEIR 1099 TAX FORMS

Form 1040:

Form 1040 is the standard individual 
income tax return form used by 
taxpayers to report their annual income 
and calculate their tax liability.

You use Form 1040 to report the 
investment income provided on Form 
1099. Sections such as Schedule B 
are specifically dedicated to reporting 
interest and dividend income.

Form 1040 calculates your total 
taxable income, including income 
from investments. It takes into account 
various deductions and credits that may 
apply to your situation, arriving at your 
final tax liability or refund.

AFTER-TAX WEALTH CHECKUP
FINDING CLUES IN YOUR FORM 1040

Fo
rm1040 2022U.S. Individual Income Tax Return 

Department of the Treasury—Internal Revenue Service 

OMB No. 1545-0074 IRS Use Only—Do not write or staple in this space. 

Filing Status  
Check only 
one box.

Single Married filing jointly Married filing separately (MFS) Head of household (HOH) Qualifying surviving 
spouse (QSS)

If you checked the MFS box, enter the name of your spouse. If you checked the HOH or QSS box, enter the child’s name if the qualifying 
person is a child but not your dependent: 

Your first name and middle initial Last name Your social security number 

If joint return, spouse’s first name and middle initial Last name Spouse’s social security number

Home address (number and street). If you have a P.O. box, see instructions. Apt. no. 

City, town, or post office. If you have a foreign address, also complete spaces below. State ZIP code

Foreign country name                                        Foreign province/state/county                        Foreign postal code  

Presidential Election Campaign
Check here if you, or your 
spouse if filing jointly, want $3 
to go to this fund. Checking a 
box below will not change 
your tax or refund. 

You Spouse 

Digital 
Assets

At any time during 2022, did you: (a) receive (as a reward, award, or payment for property or services); or (b) sell, 
exchange, gift, or otherwise dispose of a digital asset (or a financial interest in a digital asset)? (See instructions.) Yes No

Standard 
Deduction

Someone can claim: You as a dependent Your spouse as a dependent

Spouse itemizes on a separate return or you were a dual-status alien

Age/Blindness You: Were born before January 2, 1958 Are blind Spouse: Was born before January 2, 1958 Is blind

Dependents (see instructions):

If more 
than four 
dependents, 
see instructions 
and check 
here . .

(2) Social security 
number

(3) Relationship 
to you

(4) Check the box if qualifies for (see instructions):

(1) First name   Last name Child tax credit Credit for other dependents

Income 
Attach Form(s) 
W-2 here. Also 
attach Forms 
W-2G and 
1099-R if tax 
was withheld.  

If you did not 
get a Form 
W-2, see 
instructions.

1 a Total amount from Form(s) W-2, box 1 (see instructions) . . . . . . . . . . . . . 1a

b Household employee wages not reported on Form(s) W-2 . . . . . . . . . . . . . 1b

c Tip income not reported on line 1a (see instructions) . . . . . . . . . . . . . . 1c

d Medicaid waiver payments not reported on Form(s) W-2 (see instructions)  . . . . . . . . 1d

e Taxable dependent care benefits from Form 2441, line 26  . . . . . . . . . . . . 1e

f Employer-provided adoption benefits from Form 8839, line 29  . . . . . . . . . . . 1f

g Wages from Form 8919, line 6  . . . . . . . . . . . . . . . . . . . . . 1g

h Other earned income (see instructions)  . . . . . . . . . . . . . . . . . . 1h

i Nontaxable combat pay election (see instructions)  . . . . . . . 1i

z Add lines 1a through 1h  . . . . . . . . . . . . . . . . . . . . . . 1z

Attach Sch. B  
if required.

2a Tax-exempt interest . . . 2a b  Taxable interest  . . . . . 2b 

3a Qualified dividends . . . 3a b  Ordinary dividends . . . . . 3b 

4a IRA distributions . . . . 4a b  Taxable amount . . . . . . 4b 

5a Pensions and annuities . . 5a b  Taxable amount . . . . . . 5b

6a Social security benefits . . 6a b  Taxable amount . . . . . . 6b 

c If you elect to use the lump-sum election method, check here (see instructions)  . . . . .

7 Capital gain or (loss). Attach Schedule D if required. If not required, check here . . . . . 7

8 Other income from Schedule 1, line 10 . . . . . . . . . . . . . . . . . . 8

9 Add lines 1z, 2b, 3b, 4b, 5b, 6b, 7, and 8. This is your total income . . . . . . . . . . 9

10 Adjustments to income from Schedule 1, line 26 . . . . . . . . . . . . . . . 10

11 Subtract line 10 from line 9. This is your adjusted gross income . . . . . . . . . . 11

Standard  
Deduction for—
• Single or 

Married filing 
separately,  
$12,950

• Married filing  
jointly or 
Qualifying 
surviving spouse, 
$25,900

• Head of 
household, 
$19,400

• If you checked 
any box under 
Standard 
Deduction, 
see instructions.

12 Standard deduction or itemized deductions (from Schedule A) . . . . . . . . . . 12

13 Qualified business income deduction from Form 8995 or Form 8995-A . . . . . . . . . 13

14 Add lines 12 and 13 . . . . . . . . . . . . . . . . . . . . . . . . 14
15 Subtract line 14 from line 11. If zero or less, enter -0-. This is your taxable income  . . . . . 15

For Disclosure, Privacy Act, and Paperwork Reduction Act Notice, see separate instructions. Cat. No. 11320B Form 1040 (2022)

Individual investors often pay a sizable amount of taxes on investment income. 
A review of your tax return, alongside your overall financial picture, can help 
determine what, if anything, might be done to improve your after-tax outcome.

Not a Deposit • Not FDIC Insured • May Lose Value • Not Bank Guaranteed • Not Insured by any Federal Government Agency

Other key considerations:

KNOW YOUR TAX RATE 
Your marginal tax rate can be found in the IRS tax tables, 
under your current filing status. To get your effective tax rate, 
consult your Form 1040, and divide Total Tax by Taxable 
Income.

TRADING ACTIVITY
Frequent trading within a taxable portfolio (due to 
reallocations, tactical trading or fund replacements) can result 
in unnecessary taxes when positions with unrealized gains are 
constantly and/or systematically sold. When making changes 
to a taxable portfolio always be sure to consider the tax 
consequences. Smaller and less frequent allocation changes 
may be better for tax-sensitive investors so that benefits from 
portfolio improvements are not outweighed by tax costs.

INVESTMENT INCOME
If you have dividends or other cash distributions that are 
being reinvested, consider turning off that reinvestment, and 
migrating that cash into a tax-managed solution.

YOUR TRANSITION PLAN 
When considering a transition to a tax-managed approach, 
be sure to understand the tax impact, if any, as well as the 
payback period of the transition. 

Russell Investments can work with your financial professional 
to help analyze potential taxes and the payback period for 
portfolio transitions.

Line 7: Capital gain or (loss)

• This line includes short- and long-term gain 
or loss from Schedule D.

• Do capital gain distributions seem high 
compared with the total investment amount?

Lines 4a and 4b: IRA Distributions

• Are Required Minimum Distributions (RMDS) 
being reinvested? If so, where?

Lines 3a and 3b: Dividends

• Do the nonqualified dividends appear too 
high?

Lines 2a and 2b: Interest

• How much is taxable versus tax-exempt?

EXPLORE FURTHER

A Tale of Two Investors: 
A Review of Their 1099 Tax Forms

Click QR code if 
viewing digitally

EXPLORE FURTHER

After-Tax Wealth Checkup: 
Finding Clues in Your Form 1040

Click QR code if 
viewing digitally

https://russellinvestments.com/Publications/US/document/RI_ReviewOf1099TaxForm.pdf
https://russellinvestments.com/-/media/files/_request/US/NA-AIS/Brochures/A-post-tax-day-check-up.pdf
https://russellinvestments.com/Publications/US/document/RI_ReviewOf1099TaxForm.pdf
https://russellinvestments.com/-/media/files/_request/US/NA-AIS/Brochures/A-post-tax-day-check-up.pdf
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ABOUT RUSSELL INVESTMENTS
Russell Investments is a leading global investment partner, providing tailored solutions and services to 
institutions and individuals through financial intermediaries. We are dedicated to improving people’s 
financial security, leveraging over 85 years of client-centric heritage rooted in investment innovation

Our investment approach incorporates rigorous manager research to select some of the world’s leading 
institutional investment managers and strategies, offering the best ideas of each manager within well-
diversified investment solutions. 

Since 1985, Russell Investments has continuously evolved its active tax-managed investment approach, 
helping tax-sensitive investors minimize tax burden and keep more of what they earn.

Visit russellinvestments.com to discover the potential benefits of tax-managed investing.

http://russellinvestments.com


CHECK IN WITH THE PROS
This guide has tried to help you understand how investments 
are taxed, but given the complexity of the U.S. tax code, 
it’s best to seek advice from professionals to ensure your 
investment strategy is structured to help you minimize your 
tax burden. Consult with a financial advisor or tax professional 
to develop a personalized tax-efficient investment strategy 
based on your financial goals and individual circumstances.



IMPORTANT RISK DISCLOSURES:

Please remember that all investments carry some 
level of risk, including the potential loss of principal 
invested. They do not typically grow at an even rate 
of return and may experience negative growth. As 
with any type of portfolio structuring, attempting 
to reduce risk and increase return could, at certain 
times, unintentionally reduce returns.

Indices and benchmarks are unmanaged and 
cannot be invested in directly. Returns represent 
past performance, are not a guarantee of future 
performance, and are not indicative of any specific 
investment. Index return information is provided 
by vendors and although deemed reliable, is not 
guaranteed by Russell Investments or its affiliates. 
Due to timing of information, indices may be ad-
justed after the publication of this material.

Nothing contained in this material is intended to 
constitute legal, tax, securities, or investment ad-
vice, nor an opinion regarding the appropriateness 
of any investment, nor a solicitation of any type. 
The general information contained in this publica-
tion should not be acted upon without obtaining 
specific legal, tax, and investment advice from a 
licensed professional.

These views are subject to change at any time 
based upon market or other conditions and are 
current as of the date of first use. The opinions ex-
pressed in this material are not necessarily those 
held by Russell Investments, its affiliates or subsid-
iaries. While all material is deemed to be reliable, 
accuracy and completeness cannot be guaranteed. 
The information, analysis, and opinions expressed 
herein are for general information only and are not 
intended to provide specific advice or recommen-
dations for any individual or entity.

METHODOLOGY FOR TAX DRAG:

Includes all open-ended investment products 
– mutual funds/ETFs that are both active and 
passive. Tax Drag reflects the arithmetic average 
of Morningstar Tax Cost Ratio. Data includes all 
share classes and reflects Morningstar category of 
US Equity and Taxable Bond for equities and fixed 
income respectively.

MORNINGSTAR CATEGORY DEFINITIONS:

Morningstar Categories included: U.S. Large Cap: 
U.S. Fund Large Blend; U.S. Small Cap: U.S. Fund 
Small Blend; Fixed Income: U.S. Fund Taxable 
Bond. The Morningstar categories are as reported 
by Morningstar and have not been modified.

© 2024 Morningstar, Inc. All Rights Reserved. The 
information contained herein: (1) is proprietary to 
Morningstar; (2) may not be copied or distributed; 
and (3) is not warranted to be accurate, complete 
or timely. Neither Morningstar nor its content 
providers are responsible for any damages or loss-
es arising from any use of this information. Past 
performance is no guarantee of future results.

U.S. Fund - Large Blend: Large-blend portfolios 
are fairly representative of the overall U.S. stock 
market in size, growth rates, and price. Stocks in 
the top 70% of the capitalization of the U.S. equity 
market are defined as large cap. The blend style 
is assigned to portfolios where neither growth nor 
value characteristics predominate. These port-
folios tend to invest across the spectrum of U.S. 
industries, and owing to their broad exposure, the 
portfolios’ returns are often similar to those of the 
S&P 500® Index.

U.S. Fund - Small Blend: Small-blend portfolios 
favor U.S. firms at the smaller end of the mar-
ket-capitalization range. Some aim to own an array 
of value and growth stocks while others employ 
a discipline that leads to holdings with valuations 
and growth rates close to the small-cap averages. 
Stocks in the bottom 10% of the capitalization of 
the U.S. equity market are defined as small cap. 
The blend style is assigned to portfolios where nei-
ther growth nor value characteristics predominate.

U.S. Fund - Taxable Bond: A group of simi-
lar funds that invest primarily in fixed-income 
securities. Funds in the following categories are 
assigned to this broad asset class: Long-Term 
Government, Intermediate-Term Government, 
Short-Term Government, Long-Term Bond, Inter-
mediate-Term Bond, Short-Term Bond, Ultrashort 
Bond, International Bond, High Yield Bond, 
Emerging Markets Bond and Multisector Bond.

INDEX DEFINITIONS:

The S&P 500® Index: A free-float capitalization 
weighted index published since 1957 of the prices 
of 500 large-cap common stocks actively traded in 
the United States. The stocks included in the S&P 
500® are those of large publicly held companies 
that trade on either of the two largest American 
stock market exchanges: the New York Stock 
Exchange and the NASDAQ.

Bloomberg U.S. Aggregate Bond Index: An 
index, with income reinvested, generally rep-
resentative of intermediate-term government 
bonds, investment grade corporate debt securities, 

and mortgage-backed securities. (specifically: 
Bloomberg Government/Corporate Bond Index, 
the Asset-Backed Securities Index, and the Mort-
gage-Backed Securities Index).

Bloomberg U.S. Municipal Bond Index: Covers 
the USD-denominated long term tax-exempt bond 
market.

Russell Investments’ ownership is composed 
of a majority stake held by funds managed by 
TA Associates Management, L.P., with a signif-
icant minority stake held by funds managed by 
Reverence Capital Partners, L.P. Certain of Russell 
Investments’ employees and Hamilton Lane 
Advisors, LLC also hold minority, noncontrolling, 
ownership stakes.

Frank Russell Company is the owner of the Russell 
trademarks contained in this material and all 
trademark rights related to the Russell trademarks, 
which the members of the Russell Investments 
group of companies are permitted to use under li-
cense from Frank Russell Company. The members 
of the Russell Investments group of companies 
are not affiliated in any manner with Frank Russell 
Company or any entity operating under the “FTSE 
RUSSELL” brand.

Securities products and services are offered 
through Russell Investments Financial Services, 
LLC, member FINRA, part of Russell Investments.

Copyright © 2024 Russell Investments Group, LLC. 
All rights reserved. This material is proprietary and 
may not be reproduced, transferred, or distributed 
in any form without prior written permission from 
Russell Investments. It is delivered on an “as is” 
basis without warranty.

Date of first use: April 2024  RIFIS-25963

IMPORTANT INFORMATION AND DISCLOSURES


