
I f  you use  an indiv idual  broker  account  to  buy and se l l  s tocks ,  chances  are
you are  los ing  thousands  of  dol lars  over  your  l i fe t ime.  Though you might
not  be  aware  of  i t ,  the  tax  man could  be  taking from you twice .

You can’t  be  bui ld ing  weal th  i f  someone i s  a lways  taking from you.  The
tax  man i s  a lways  taking from you,  espec ia l ly  when you are  making more
money.

In  the  invest ing  world ,  we  know of  these  taxes  as  capi ta l  ga ins .  There  are
two types  of  capi ta l  ga ins  taxes:  short  term capi ta l  ga ins  and long term
capita l  ga ins .

Short  term capi ta l  ga ins  are  appl ied  to  any s tock investment  that  i s  so ld
after  be ing  he ld  for  less  than a  year .  The  goal  of  th is  tax  i s  to  l imit  day
trading,  but  the  smart  traders  and investors  know how to  work around
this  tax .  The  impl icat ions  of  th is  tax  are  substant ia l ;  the  gains  have
his tor ica l ly  been taxed at  your  income tax  rate .

Long term capi ta l  ga ins  are  for  any s tocks  that  are  he ld  for  a  year  or
greater .  But  even th is  tax  can do  a  lot  to  h inder  the  growth of  your
capi ta l .  Long term capi ta l  ga ins  are  taxed depending on your  income tax
bracket ,  h is tor ica l ly  ranging anywhere  from 0% -  20%. Where  you fa l l
wi thin  that  range  depends  on your  income.  Yet  even th is  tax  can be
inte l l igent ly  avoided.

A typical  investment  port fo l io  can eas i ly  contain  6  to  7  f igures  throughout
the  l i fe t ime of  the  investor .

With  these  k inds  of  amounts ,  a  tax  can eas i ly  take  away thousands  to  tens
of  thousands  of  dol lars .

Learning to  avoid  these  taxes  can make a  b ig  d i f ference  to  your  net  worth .   
There’s  a  s imple  way to  avoid  the  capi ta l  ga ins  taxes  i f  you trade  with  an
indiv idual  broker  account .  Here’s  how.
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T a x  A d v a n t a g e d  A c c o u n t s

One of  the  best  ways  to  avoid  double  taxat ion with  invest ing  i s  wi th  a  401k
or  IRA.

An IRA has  two types:  tradi t ional  and Roth.  Both accounts  wi l l  save  you a
layer  of  tax .  Instead of  be ing  taxed twice ,  you wi l l  only  be  taxed once .

A tradi t ional  IRA is  tax  deferred.  That  means  the  money you put  into  i t  i s
not  taxed;  i t  avoids  federal  income tax .  Instead,  the  money i s  taxed when
you withdraw.  Any capi ta l  ga ins  taxes  that  were  accrued during th is  t ime
don’t  have  to  be  paid  unt i l  the  t ime of  wi thdrawal .

The Roth IRA works  d i f ferent ly .  The  money depos i ted  into  a  Roth IRA is
taxed for  federal  income,  but  then avoids  any tax  thereafter .  As  in  the
case  with  the  tradi t ional  IRA,  capi ta l  ga ins  taxes  are  avoided.  

The Roth IRA helps  you compound your  money tax- free .  This  i s  a  huge
advantage  for  investors .

Over  a  l i fe t ime,  th is  can add to  savings  of  thousands  of  dol lars .  The  401k
accounts  work the  same as  IRAs,  wi th  the  "tradi t ional"  or  "Roth" opt ion.

However ,  most  401ks  don’t  come with  the  f lex ibi l i ty  of  an  IRA.  With  an
IRA,  you can buy indiv idual  s tocks  and bonds .  With  most  401ks ,  you have
to  choose  between a  predetermined se lect ion of  mutual  or  index funds .
Depending on the  ski l l  o f  the  investor ,  th is  could  be  a  d isadvantage .

Whi le  I ’m not  a  tax  profess ional  and can’t  legal ly  g ive  you personal ized
advice ,  I  do  th ink you should  take  advantage  of  the  401k as  much as  you
can.  What  I  used to  do  when I  worked for  an employer  was  maximize  my
401k match,  and then put  the  rest  into  a  Roth IRA.  I f  there’s  any le f t  over
after  that ,  then I ’d  increase  my 401k contr ibut ions .  

What  th is  d id  was  a l low me to  capi ta l ize  on the  free  money from an
employer ,  and a lso  obtain  the  f lex ibi l i ty  and chance  for  h igher  returns  in
the  Roth IRA.  This  money wi l l  a l so  compound faster  be ing  in  a  Roth
account .

I f  employers  g ive  you the  opt ion of  a  Roth 401k,  th ink about  taking
advantage  of  i t .  
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E x a m p l e :  T a x  D i f f e r e n c e s

Consider  th is  example  of  two investors  with  s imi lar  income and age .  They
both make $50,000 and are  25  years  o ld .

One investor ,  Bob,  invests  in  a  Roth IRA.  The other  investor ,  Jerry ,  just
invests  in  a  regular  broker  account .

Assuming they  both  make annual  returns  of  10%, how much would
each have  at  age  65?

According to  2014 capi ta l  ga ins  law,  Jerry’s  long term capi ta l  ga ins  would
be  taxed at  15%. Jerry  would  make $2 ,434 ,221.75  from his  investments
minus  at  least  $365,133.26  to  taxes  (assuming 1  se l l  order) .

Bob would  make $2 ,434 ,221.75  and be  able  to  keep i t  a l l .  
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T o p  B r o k e r s  f o r  O p e n i n g  a n  I R A

What's  great  about  today's  environment  i s  that  you can open an account
and pay zero  dol lars  in  fees  and zero  dol lars  in  commiss ions .

There 's  a  wide  range  of  reputable  brokers  to  open an account  with ,  and
there 's  nothing to  say  you can' t  open more  than one  account .  Just  make
sure  you don' t  contr ibute  more  than the  IRA annual  l imit  when you look
across  a l l  o f  your  accounts .  

Personal ly ,  I  have  brokerage  accounts  with  Al ly ,  F ide l i ty ,  Schwab,  and
Merri l l  Edge .  They have  a l l  worked wel l  enough for  me.

As  of  2021,  both  Fidel i ty  and Schwab a l low you to  buy part ia l  shares  of
companies ,  and a lso  DRIP those  shares .

With  that ,  you can buy any s tock with  as  l i t t le  as  $5 .

I 've  s tarted us ing  Fidel i ty 's  fract ional  shares  for  the  Roth IRA of  the  Real
Money Portfo l io  for  The Sather  Research eLetter ,  whi le  a l so  keeping my
orig inal  Al ly  Roth IRA intact  too .  I t ' s  so  easy  to  get  these  accounts  funded
these  days ,  so  there  are  no  excuses  le f t  a t  th is  point .
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