
While there are a variety of ways to hold or own investments, investment accounts 
can be grouped into two main categories: taxable accounts and non-taxable 
accounts.

TYPES OF 
INVESTMENT ACCOUNTS

TAXABLE INVESTMENT ACCOUNTS
Investments held in a taxable account are subject to different types of taxes. If the investments pay dividends 
or interest, that income will be subject to federal and sometimes state tax. If your investments generate capital 
gains by selling an investment, such as stock shares sold for more than the cost basis or the original purchase 
price of the shares, that income is also subject to tax. Generally taxable investment accounts offer more flexibility 
and fewer restrictions than non-taxable accounts. They are also usually better suited for a shorter investing time 
frame or riskier investments. However, they can create immediate tax liabilities which an investor must report and 
account for.

NON-TAXABLE INVESTMENT ACCOUNTS
Investments held in non-taxable accounts benefit from 
special rules regarding their taxability, such as tax free 
or tax deferred earnings. However, don’t confuse the 
term “non-taxable” with “never taxable.” Often holdings 
in non-taxable investment accounts are taxable, but the 
taxes are deferred or delayed until a later date, usually 
when a person reaches retirement age. Non-taxable 
investment accounts are sometimes referred to as 
restricted investment accounts because the investments 
are less liquid. Non-taxable investment accounts are 
usually used for retirement savings and designed 
for longer time frames and lower risk. An employer 
sponsored 401k plan or an Individual Retirement 
Account (IRA) are two examples of non-taxable 
investment accounts.

INVESTMENT ACCOUNT HOLDINGS
It’s important to understand that the same types 
of investment products, such as stocks, bonds, and 
mutual funds, can be held inside both taxable and 
non-taxable accounts. It’s a matter of choosing the 
type of account that best suits an investor’s needs. 
However, there are some investment products 
that make more sense in one type of account over 
the other. For example municipal bonds are rarely 
placed in non-taxable investment accounts. That’s 
because the interest earned by municipal bonds is 
automatically exempt from federal income tax and, 
if you live in the state where the bonds are issued, 
exempt from state income tax. Better instead to put 
municipal bonds into a taxable account with fewer 
restrictions.
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INVESTMENT ACCOUNT TYPES AND FEATURES

Type of Investment 
Account Description Features Taxable Non-Taxable

Traditional IRA Used for retirement savings

In most cases a person 
cannot make penalty 
free withdrawals of 

contributions or earnings 
until age 59 and 1/2

Tax deferred contributions 
and earnings

Roth IRA
Used for retirement savings 

and funded with post tax 
contributions

A person can make 
penalty free withdrawals 
of contributions but will 
owe a penalty on early 

withdrawals of earnings 
before age 59 and 1/2

No tax on earnings of post 
tax contributions

Individual Account
(non-retirement)

Owned by a single 
individual 

Can make penalty free 
withdrawals of both 

contributions and earnings 
at any time

Investment earnings taxed 
at the federal, state, and 

sometimes local levels. The 
tax rate depends on your 

income and how long you 
hold the investment

Joint Account
(non-retirement)

Owned by multiple 
individuals (often married 

couples)

Can make penalty free 
withdrawals of both 

contributions and earnings 
at any time

Investment earnings taxed 
at the federal, state, and 

sometimes local levels. The 
tax rate depends on your 

income and how long you 
hold the investment

401k, SIMPLE IRA, SEP 
IRA

For profit employer 
sponsored retirement 

account often featuring 
an employer contribution 

match

In most cases a person 
cannot make penalty 
free withdrawals of 

contributions or earnings 
until age 59 and 1/2

Tax deferred contributions 
and earnings

529 College Savings Plan Education savings account Must be used for qualified 
education expenses

Tax deferred contributions 
and earnings

403b

Non-profit employer 
sponsored retirement 

account often featuring 
an employer contribution 

match

In most cases a person 
cannot make penalty 
free withdrawals of 

contributions or earnings 
until age 59 and 1/2

Tax deferred contributions 
and earnings
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TAXES AND INVESTMENTS
Understanding how taxes impact investments can be a complex issue that requires considerable expertise. 
In fact taxes play a huge role in how well an investment or portfolio of investments ultimately perform. Many 
times an investor will hire either a financial advisor or attorney to develop an investment tax strategy. When 
designed properly, choosing the right type of investment account can make all the difference. Here’s an 
example that compares how a 20 year $5,000 investment performs when placed in fully taxable, tax deferred, 
and tax free accounts.

Note: chart generated using Investment Growth Calculator at CalcXML.com

Summary Fully-Taxable Tax-Deferred Tax-Free

Current investment balance $5,000 $5,000 $5,000

Annual contributions $1,200 $1,200 $1,200

Number of years to invest 20 20 20

Before-tax return 9.8% 9.8% 9.8%

Marginal tax bracket 25% 25% 25%

After-tax return 7.4% 9.8% 9.8%

Future account value $71,770 $99,624 $99,624

Future account value (after-tax) $71,770 $81,968 $99,624

For more information on investing topics visit 
https://www.firstnations.org/our-programs/
achieving-native-financial-empowerment/

TERMS
Cost Basis: the original value of an investment or asset used to calculate a capital gain or loss after it has 
been sold.

IRA: individual retirement account

Municipal bond: a bond issued by a city, county, or local municipality
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