Tax-deferred investing: Improving fixed
income return potential without adding risk
Fixed income investors are searching for ways to enhance return without adding incremental risk. A simple solution: take advantage of the
compounding power of tax-deferred investing.

WHAT IS TAX-DEFERRED INVESTING?
In a taxable investment vehicle, any interest earned from fixed income investments is typically taxed as ordinary income1 rather than
the lower capital gains rate paid on dividends.
But in a qualified investment vehicle such as a tax-deferred annuity or a 401(k) account, tax obligations are postponed until an investor
begins taking distributions, typically during retirement.

THE BENEFITS OF POSTPONING TAXES
Over the years, this ability to defer taxes provides fixed income investors with several compelling advantages:
•• Because investment income can be automatically reinvested, investors can benefit from the compounded growth of both income and principal on a
pre-tax basis.
•• D
 istributions from tax-deferred accounts are usually taken during retirement, when an investor is earning less and in a lower
tax bracket. Therefore, the investor’s tax burden is reduced.
•• Even as an investor receives distributions throughout retirement, any remaining funds continue to benefit from the advantages of
compounded growth.
Enhancing long-term growth potential through the power of compounding
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In this hypothetical example, a client who invested
$100,000 would have earned an additional $198,857
over a 30-year period by investing within a tax-deferred
account versus a taxable account.
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Hypothetical example for illustrative purposes only. This illustration shows the hypothetical growth of $100,000 at a rate of 5% inside a tax-deferred account, such as a taxdeferred variable annuity or 401(k) account, for example, versus the same investment within a taxable investment account (such as a retail brokerage account) over the same
period. 5% of the assets are distributed annually and immediately reinvested. Above currently taxable scenario, for years 1-8 applied maximum marginal Federal Rate 37% plus
3.8% Medicare Tax and for years 9-30 applied maximum marginal Federal Rate of 39.6% Medicare Tax. No current taxes are taken during accumulation period in above taxdeferred scenario. The tax-deferred returns do not reflect the taxes investors will be liable for when they begin taking distributions. After-tax returns are treated as ordinary
income calculated using the highest individual federal marginal income tax rates as of January 2019 and do not reflect the impact of state and local taxes. The current maximum
for marginal income and short-term capital gains tax rates are 40.8% and 40.8% respectively. PIMCO does not provide legal or tax advice. Chart is provided for illustrative purposes
and is not indicative of the past or future performance of any PIMCO product.
1 Distributions from qualified vehicles are subject to tax. Distributions prior to Age 59 1/2 are subject to an additional 10% Federal penalty tax.
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Amounts, thresholds and rates are subject to periodic IRS adjustments. Data was obtained from sources believed to be reliable but PIMCO does not guarantee
the accuracy or completeness of the content provided. PIMCO undertakes no obligation to update the information and disclaims any warranties or fitness for a
particular purpose.
PIMCO does not provide legal or tax advice. Please consult your tax and/or legal counsel for specific tax or legal questions and concerns. The discussion herein
is general in nature and is provided for informational purposes only. There is no guarantee as to its accuracy or completeness. Any tax statements contained
herein are not intended or written to be used, and cannot be relied upon or used for the purpose of avoiding penalties imposed by the Internal Revenue Service
or state and local tax authorities. Individuals should consult their own legal and tax counsel as to matters discussed herein and before entering into any estate
planning, trust, investment, retirement, or insurance arrangement.
Past performance is not a guarantee or a reliable indicator of future results. All investments contain risk and may lose value. There is no guarantee that any
investment strategy will work under all market conditions or are suitable for all investors and each investor should evaluate their ability to invest long-term,
especially during periods of downturn in the market. No representation is being made that any account, product, or strategy will or is likely to achieve profits,
losses, or results similar to those shown.
This material has been distributed for informational purposes only and should not be considered as investment advice or a recommendation of any particular
security, strategy or investment product. No part of this material may be reproduced in any form, or referred to in any other publication, without express written
permission. PIMCO is a trademark of Allianz Asset Management of America L.P. in the United States and throughout the world. Pacific Investment Management
Company LLC, 650 Newport Center Drive, Newport Beach, CA 92660, 800.387.4626. | PIMCO Investments LLC, distributor, 1633 Broadway, New York, NY 10019,
is a company of PIMCO. © 2019, PIMCO
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