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Why It May Pay to Delay



The potential benefits of tax deferral  
just grew more compelling
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What is tax deferral  
and why is it important?
Tax deferral—when an investor succeeds in delaying the payment of taxes to some period 
in the future—can, in our view, be one of the most important tools in the accumulation and 
preservation of wealth. The power of tax deferral is straightforward: postponing taxes on 
any earnings generated within your investment portfolio can allow more of your investment 
returns to compound over time, resulting in potentially higher long-term returns. 

As the hypothetical comparison below shows, a $200,000 initial investment would gain over 
$415,000 more over a 25-year holding period ($1.024 million versus $609,000) when owned 
in a tax-advantaged vehicle versus a taxable account. 
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Source: GSAM based on hypothetical assumptions (see below). 

Assumptions

• �These examples are for illustrative purposes only and are not actual results. If any assumptions used do not prove to be true, 
results may vary substantially. 

• $200,000 invested with no withdrawals made 

• Assumes an 8% return that is net of fees for both accounts and net of taxes for the taxable account 

• Fees are 1.25% for the tax-advantaged vehicle and 1% for the taxable account

• �Taxes on gains for the taxable account are 60% Long-term Capital Gains tax (23.8%) and 40% Ordinary income tax 
rate (40.8%). Ordinary income tax rate of 40.8% includes 3.8% of Medicare Surtax. Calculations exclude the impact of 
state taxes.

• The net returns are 6.75% for the tax-advantaged vehicle and 4.55% for the taxable account

• �GROWTH OF $200,000: A graphical measurement of a portfolio’s gross return that simulates the performance of an initial 
investment of $200,000 over the given time period. The example provided does not reflect the deduction of investment 
advisory fees and expenses which would reduce an investor’s return. 

Past performance does not guarantee future results, which may vary.

Hypothetical Comparison of a Tax-Advantaged Vehicle Versus a Taxable Account
Growth of $200,000 account under certain assumptions 
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Implementing tax deferral:  
the potential for more
While tax deferral can help you accumulate more wealth over time by postponing when you pay 
taxes, the potential benefits grow larger when you harness tax deferral’s power even after you 
retire. When you continue to use a tax-deferred account through the distribution stage of one’s 
retirement, you have the opportunity to potentially have more: Income, Money Remaining, 

and Portfolio Longevity. 

Source: GSAM based on hypothetical assumptions (see below). These examples are for illustrative purposes only and are not actual results. If any assumptions used do not prove to be true, results may 
vary substantially. Past performance does not guarantee future results, which may vary. 
• �This analysis is a continuation of the chart and assumptions on the previous page except annual withdrawals are being made now for 25 years. The Tax-Advantaged Vehicle and the Taxable Account are each 

taking withdrawals of $40,000 year one and increasing the withdrawal amount annually by 2% to account for inflation.

• �Withdrawals are taxed at 100% Ordinary income tax rate (40.8%) for the Tax-Advantaged Vehicle. For the taxable account, withdrawals are taxed at 60% Long-term Capital Gains tax (23.8%) and 40% 
Ordinary income tax rate (40.8%) for an Effective Tax Rate of 31%. Ordinary income tax rate of 40.8% includes 3.8% of Medicare Surtax. Calculations exclude the impact of state taxes. 

Withdrawals before the age of 59 ½ are considered early distributions  from most qualified investment vehicles that qualify for tax-deferral and are usually subject to an additional 10 percent tax. Risk 
Considerations: Potential implications of tax-advantaged investing. Tax decisions may negatively affect alpha generation and pre-tax returns. Large redemptions could potentially force gains 
realization, negatively affecting the tax efficiency. Deferral of gains may cause new investors to increase the risk of receiving future capital gains distributions. Past performance does not guarantee 
future results, which may vary. 

1. Income
The Tax-Advantaged Vehicle can enjoy 33% more total income over 25 years despite both accounts 
withdrawing $40,000 in year one and increasing that by 2% annually for inflation. This is ultimately 
because the taxable account ran out of money by the 19th year. 

2. Money Remaining
Even after paying more than $1.28 million in income over 25 years, the Tax-Advantaged Vehicle still has 
$292,991 remaining whereas the Taxable Account balance was exhausted by year 19. 

3. Portfolio Longevity
If income is needed beyond 25 years, the Tax-Advantaged Vehicle can also offer greater portfolio 
longevity again because it’s starting with a higher amount and able to last 27 years in this scenario.

Total Income Distributed (after 25 Years)

Tax-Advantaged Vehicle
$1,281,212  Taxable Account

$963,260  

Potential Benefit
$317,952 (+33%)
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Asset location:  
a map to help guide investors to the 
potential benefits of tax deferral
In today’s environment, the concept of “asset location” is becoming more relevant. Asset 
location is a tax-aware approach to investing in which investors seek to place tax-generating 
assets in tax-advantaged vehicles, while placing relatively tax-efficient assets in taxable accounts.

We believe a thoughtful asset location strategy can potentially help investors respond to both 
the changing tax environment and the tax liabilities generated by the recent years of market 
appreciation.

The potential for price appreciation is an obvious and an often-considered factor, but long-term 
capital gains already receive some degree of consideration via the significantly lower rate at 
which they are taxed. We believe investors should also consider the effects of other drivers of 
taxable events. Two potentially useful indicators include yield, a signal of income distributions, 
and turnover, indicating the potential for short-term capital gains distributions. These forms of 
distributions are both taxed at ordinary income rates, and considering them in tandem may be 
particularly helpful in demonstrating the power of asset location.

Alternatives
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International Equity
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High Yield Bonds
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Source: GSAM, Morningstar. ©2018 Morningstar, Inc. All Rights Reserved. The yields and turnovers shown are calculated by GSAM as the asset-weighted average of mutual funds (lowest fee share class)
in the Morningstar categories. Data as of January 2015 - December 2017. Satellites are long-only asset classes that have attractive return potential and historically lower correlations to traditional or core 
equity and bonds. Asset classes are represented by US mutual funds (lowest fee share class) in the corresponding Morningstar Categories, all US categories unless otherwise noted: US Large Cap Growth 
= US Large Growth; US Large Cap Value = US Large Value; US Mid Cap = US Mid Cap Blend; US Small Cap = US Small Cap Blend; International Equity = Foreign Large Blend; Emerging Markets Equity = 
Diversified Emerging Markets, India Equity, China Region, Latin America Stock; Emerging Market Debt = Emerging Markets Bond; High Yield Bond = High Yield Bond (includes Global and US); Leveraged 
Loans = Bank Loan; International Small Cap = Foreign Small/Mid Blend; International Real Estate = Global Real Estate; US Real Estate = Real Estate; Commodities = Commodities Broad Basket; Global 
Infrastructure and MLPs = Energy Limited Partnership, Infrastructure; Alternatives = Multialternative, Long/Short Equity, Long/Short Credit, Bear Market, Managed Futures, Trading, Multicurrency, Market 
Neutral.  For illustrative purposes only. Mutual funds’ net realized capital gains must be distributed annually, and average turnover is shown as a proxy for the potential for those capital gains to be short-
term in nature. In an effort to distinguish funds by what they own, as well as by their prospectus objectives and styles, Morningstar developed the Morningstar Categories. While the prospectus objective 
identifies a fund’s investment goals based on the wording in the fund prospectus, the Morningstar Category identifies funds based on their actual investment styles as measured by their underlying 
portfolio holdings and other statistics over the past three years. Goldman Sachs does not provide accounting, tax or legal advice. Past performance does not guarantee future results, which  
may vary.

In Our View, Investments Well-Suited for Tax-Advantaged Vehicles Have Historically Had 
Higher Yield, Higher Turnover
Some non-traditional asset classes, including “satellites” (or diversifiers), have historically had  
higher yield and turnover than traditional asset classes, which may make them well suited for  
tax-advantaged vehicles.
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Risk Considerations

Equity investments are subject to market risk, which means that the value of the securities 
in which it invests may go up or down in response to the prospects of individual companies, 
particular sectors and/or general economic conditions. 

Equity securities are more volatile than bonds and subject to greater risks. Small and 
mid-sized company stocks involve greater risks than those customarily associated with larger 
companies. 

Bonds are subject to interest rate, price and credit risks. Prices tend to be inversely affected 
by changes in interest rates. 

Investments in fixed income securities are subject to the risks associated with debt 
securities generally, including credit, liquidity, interest rate, call and extension risk. 

Investments in foreign securities entail special risks such as currency, political, economic, and 
market risks. These risks are heightened in emerging markets. 

An investment in real estate securities is subject to greater price volatility and the special 
risks associated with direct ownership of real estate. 

Investments in commodities may be affected by changes in overall market movements, 
commodity index volatility, changes in interest rates or factors affecting a particular industry 
or commodity. 

Emerging markets securities may be less liquid and more volatile and are subject to a 
number of additional risks, including, but not limited to, currency fluctuations and political 
instability. 

High-yield, lower-rated securities involve greater price volatility and present greater 
credit risks than higher-rated fixed income securities. 

Income from municipal securities is generally free from federal and state taxes for 
residents of the issuing state. While the interest income is tax-free, capital gains, if any, 
will be subject to taxes. Income for some investors may be subject to the federal Alternative 
Minimum Tax (AMT). 

Investments in master limited partnerships (“MLPs”) are subject to certain risks, including 
risks related to limited control and limited rights to vote, potential conflicts of interest, cash 
flow risks, dilution risks, limited liquidity and risks related to the general partner’s right to 
force sales at undesirable times or prices. 

Leverage increases a fund’s sensitivity to market movements. Funds that use leverage can 
be expected to be more “volatile” than other funds that do not use leverage. This means if 
the investments a fund buys decrease in market value, the value of the fund’s shares will 
decrease by even more. 

Alternative investments may employ more complex strategies, investments, and portfolio 
structures. In doing so, some of these strategies are extremely speculative and may expose 
investors to a high degree of risks, including but not limited to short selling, leverage risk, 
counterparty risk, liquidity risk, commodity price volatility risk, and/or managed futures 
roll yield risk. Such practices may increase the volatility of performance and the risk of 
investment loss, including the loss of the entire amount that is invested.

General Disclosures

Although certain information has been obtained from sources believed to be reliable, we 
do not guarantee its accuracy, completeness or fairness. We have relied upon and assumed 
without independent verification, the accuracy and completeness of all information available 
from public sources.

This information discusses general market activity, industry or sector trends, or other broad-
based economic, market or political conditions and should not be construed as research or 
investment advice. This material has been prepared by GSAM and is not financial research 
nor a product of Goldman Sachs Global Investment Research (GIR). It was not prepared in 
compliance with applicable provisions of law designed to promote the independence of 
financial analysis and is not subject to a prohibition on trading following the distribution 
of financial research. The views and opinions expressed may differ from those of Goldman 
Sachs Global Investment Research or other departments or divisions of Goldman Sachs and 
its affiliates. Investors are urged to consult with their financial advisors before buying or 
selling any securities. This information may not be current and GSAM has no obligation to 
provide any updates or changes. 

The website links provided are for your convenience only and are not an endorsement or 
recommendation by GSAM of any of these websites or the products or services offered. 
GSAM is not responsible for the accuracy and validity of the content of these websites.

Goldman Sachs does not provide accounting, tax, or legal advice. Notwithstanding anything 
in this document to the contrary, and except as required to enable compliance with applicable 
securities law, you may disclose to any person the US federal and state income tax treatment 
and tax structure of the transaction and all material of any kind (including tax opinions and 
other tax analyses) that are provided to you relating to such treatment and tax structure, 
without Goldman Sachs imposing any limitation of any kind. Investors should be aware that 
a determination of the tax consequences to them should take into account their specific 
circumstances and that the tax law is subject to change in the future or retroactively and 
investors are strongly urged to consult with their own tax advisor regarding any potential 
strategy, investment or transaction.

This material is provided for educational purposes only and should not be construed as 
investment advice or an offer or solicitation to buy or sell securities.

Confidentiality

No part of this material may, without GSAM’s prior written consent, be (i) copied, 
photocopied or duplicated in any form, by any means, or (ii) distributed to any person that is 
not an employee, officer, director, or authorized agent of the recipient.

Goldman Sachs & Co. LLC, member FINRA.

© 2018 Goldman Sachs. All rights reserved. 

Date of first use: February 28, 2018.

Compliance Code: 120519-TEMPL-2/2018



A long-term partnership
Seeking to harness the power of tax deferral by deploying  

tax-advantaged vehicles where appropriate, and understanding 

the value of asset location, can deliver potentially significant 

benefits over time. We believe these potential benefits may be 

best realized using an investment manager with strong investment 

capabilities and a long track record of success.

For more information, contact your GSAM sales representative.
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As of December 31, 2017. GSAM leverages the resources of Goldman Sachs & Co. LLC subject to legal, internal and 
regulatory restrictions. Assets Under Supervision (AUS) includes assets under management and other client assets for 
which Goldman Sachs does not have full discretion.

Goldman Sachs Asset Management is 
one of the world’s leading investment 
managers. With more than 2,000 
professionals across 30 offices worldwide, 
GSAM provides institutional and individual 
investors with investment and advisory 
solutions, with strategies spanning asset 
classes, industries and geographies. 
Our investment solutions include fixed 
income, money markets, public equity, 
commodities, hedge funds, private 
equity, and real estate. Our clients access 
these solutions through our proprietary 
strategies, strategic partnerships, and our 
open architecture programs. 

Our investment teams represent over  
700 investment professionals, capitalizing 
on the market insights, risk management 
expertise, and technology of Goldman 
Sachs. We help our clients navigate 
today’s dynamic markets and identify the 
opportunities that shape their portfolios 
and long-term investment goals. We 
extend these global capabilities to the 
world’s leading pension plans, sovereign 
wealth funds, central banks, insurance 
companies, financial institutions, 
endowments, foundations, individuals, 
and family offices, for whom we invest or 
advise on more than $1.2 trillion of assets.
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