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Asset Location: Where You Invest Matters

When building an investment portfolio, most people focus on what they own and
how much should be invested in stocks, bonds, cash, or other asset classes. This is
known as asset allocation, and it plays an important role in managing risk and
supporting long-term financial goals.

However, another important part of portfolio construction often receives less attention: asset location, which refers to
where investments are held. The same investment may produce a different after-tax result depending on where it is held.
In other words, asset allocation focuses on what you own, while asset location focuses on where you hold it.

HOW DIFFERENT ACCOUNTS ARE TAXED

Different accounts receive different tax treatments. In a taxable brokerage account, interest, dividends, and realized
capital gains may create a current tax obligation. Traditional retirement accounts, such as IRAs and 401(k)s, generally
allow investments to grow tax-deferred, but withdrawals are typically taxed as ordinary income. Roth accounts are
funded with after-tax dollars, and qualified withdrawals may be tax-free.

Because each account is taxed differently, the placement of investments can affect how much of a portfolio’s return is
ultimately available to support future goals. Two investors could own the same investments and still experience different
after-tax outcomes based on where those investments are held.

WHERE DIFFERENT INVESTMENTS MAY FIT

Some investments are generally considered more tax-efficient than others. Broad-market index funds and exchange-
traded funds often generate relatively low turnover. When held for longer periods, much of their return may come from
price appreciation and qualified dividends, which may receive more favorable tax treatment than ordinary income.

These characteristics can make certain stock funds reasonable candidates for taxable accounts.

Other investments may regularly produce income or gains that are taxed less favorably or create a more frequent tax
obligation, such as taxable bonds, high-yield bonds, real estate investment trusts, and strategies with higher portfolio
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turnover. Holding these investments in a tax-deferred account may help reduce the yearly tax impact because the
income is generally not taxed until it is withdrawn. However, these are not strict rules, and the most appropriate location
depends on the investor’s full financial situation.

THE ROLE OF ROTH ACCOUNTS

Roth accounts can be especially valuable because qualified Roth withdrawals generally are not included in taxable
income. For this reason, investors sometimes place assets with greater expected long-term growth in Roth accounts,
where qualified earnings and withdrawals may benefit from tax-free treatment.

However, this does not mean every Roth account should automatically hold the most aggressive investments available.
Risk tolerance, time horizon, liquidity needs, and the overall portfolio still matter. Also, a Roth account should not be
managed in isolation, but rather it should support the household’s broader goals and overall investment strategy.

LOOKING ACROSS THE ENTIRE HOUSEHOLD

Asset location is often most effective when all household accounts are viewed together. A family may have several types
of accounts, including:

-+ Workplace retirement plans
- Traditional IRAs
+ Roth IRAs
- Joint or individual brokerage accounts
- Health savings accounts
+ Trust accounts
Each account does not need to hold the same combination of stocks and bonds. For example, a household might hold

more taxable bonds in a traditional IRA while placing tax-efficient stock funds in a brokerage account. The individual
accounts may look different, but the household’s overall investment mix can remain the same.

REBALANCING AND TAX MANAGEMENT

Asset location may also make portfolio rebalancing, involving buying and selling investments to bring a portfolio back
toward its intended allocation, more efficient.

Inside a retirement account, these transactions generally do not create an immediate taxable capital gain. In a taxable
account, selling an appreciated investment may create a taxable gain. As a result, it may sometimes be more efficient to
complete part of the rebalancing process inside retirement accounts.

Taxable accounts can also provide additional planning opportunities, including tax-loss harvesting, gifting appreciated
securities to charity, and strategically realizing gains during lower-income years. These decisions should be coordinated
carefully. A transaction that makes sense from an investment perspective may also have broader tax consequences.
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RETIREMENT PLANNING

Asset location remains important after retirement begins. During retirement, asset location may affect withdrawal
decisions, required minimum distributions, Roth conversions, Medicare premiums, Social Security taxation, and the assets
eventually transferred to heirs.

For example, pre-tax retirement accounts that represent an outsized part of household savings may unnecessarily
increase tax rates in the future due to required minimum distribution growth outpacing household income needs.

By contrast, Roth assets may provide more flexibility because qualified withdrawals generally do not increase taxable
income.

Taxable accounts may also offer flexibility because investors can control when gains are realized. Appreciated securities
may be used for charitable gifts, and certain inherited investments may receive a step-up in cost basis under current tax
law.

These considerations show why asset location should not be viewed as a one-time investment decision. It should be
reviewed as tax laws, account values, goals, and income needs change.

WHY ASSET LOCATION IS NOT ONE-SIZE-FITS-ALL

Asset location can be useful, but it is not always as simple as placing all bonds in retirement accounts and all stocks in a
taxable account. The appropriate strategy may depend on:

- Current and future tax rates

- Investment returns and risk

- Retirement and withdrawal needs

- Charitable and estate-planning goals

- Liquidity and available account types

There may also be tradeoffs.

Placing taxable bonds in a traditional IRA may shelter their interest from current taxation. However, it may also leave a
larger share of higher-growth assets in taxable accounts, where future appreciation could eventually create capital-gains
taxes.

Similarly, placing high-growth investments in Roth accounts may increase the value of tax-free growth, but it may also
create more volatility in an account that could be especially valuable later in retirement.

Asset location adds another layer to the planning process that may improve after-tax outcomes over time, in
coordination with overall diversification, appropriate risk management, and thoughtful investment selection.

This article is part of an ongoing series aimed to help build overall financial literacy and was authored by Grimes &
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Company’s 2026 Intern Carter Richardson. While not a comprehensive deep dive into every single topic, it is designed to
provide a helpful overview to key topics within the world of investing and financial planning. Please reach out to
connect with an advisor or expert on the subject to learn more and start planning for your financial future.

IMPORTANT DISCLOSURES:

Please remember that past performance is no guarantee of future results. Different types of investments involve varying degrees of risk, and there can be no assurance that
the future performance of any specific investment, investment strategy, or product (including the investments and/or investment strategies recommended or undertaken by
Grimes & Company Wealth Management, LLC (d/b/a Grimes & Company), or any non-investment related content, made reference to directly or indirectly in this blog will be
profitable, equal any corresponding indicated historical performance level(s), be suitable for your portfolio or individual situation, or prove successful. Due to various factors,
including changing market conditions and/or applicable laws, the content may no longer be reflective of current opinions or positions. Moreover, you should not assume
that any discussion or information contained in this blog serves as the receipt of, or as a substitute for, personalized investment advice from Grimes. To the extent that a
reader has any questions regarding the applicability of any specific issue discussed above to his/her individual situation, he/she is encouraged to consult with the
professional advisor of his/her choosing. No amount of prior experience or success should be construed that a certain level of results or satisfaction will be achieved if
Grimes is engaged, or continues to be engaged, to provide investment advisory services. Grimes is neither a law firm nor a certified public accounting firm and no portion of
the blog content should be construed as legal or accounting advice. A copy of the Grimes’ current written disclosure Brochure discussing our advisory services and fees is
available for review upon request or at https://www.grimesco.com/form-crs-adv/. Please Note: Grimes does not make any representations or warranties as to the accuracy,
timeliness, suitability, completeness, or relevance of any information prepared by any unaffiliated third party, whether linked to Grimes’ web site or blog or incorporated
herein, and takes no responsibility for any such content. All such information is provided solely for convenience purposes only and all users thereof should be guided
accordingly. Please Remember: If you are a Grimes client, please contact Grimes, in writing, if there are any changes in your personal/financial situation or investment
objectives for the purpose of reviewing/evaluating/revising our previous recommendations and/or services, or if you would like to impose, add, or to modify any reasonable
restrictions to our investment advisory services. Unless, and until, you notify us, in writing, to the contrary, we shall continue to provide services as we do currently. Please
Also Remember to advise us if you have not been receiving account statements (at least quarterly) from the account custodian./
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