CONSIDERATIONS FOR RETIREMENT PLAN WITHDRAWALS
How should you go about deciding whether to withdraw from qualified
retirement accounts or non-qualified sources?

At age 59½, individuals are able to begin taking withdrawals from qualified
retirement plans without incurring a 10% federal income tax penalty. This is true
for IRAs as well as employer-sponsored plans, such as 401(k) and 403(b) plans.
Distributions from traditional IRAs, 401(k) plans,
and other employer-sponsored retirement plans
are taxed as ordinary income. Withdrawals from
other types of accounts, such as bank accounts
and non-retirement investment accounts, are
often subject to lower levels of taxation. And still
other accounts, such as Roth IRAs, are exempt
from taxation altogether. So, from a tax planning
perspective, how should you go about deciding
whether to withdraw from qualified retirement
accounts or non-qualified sources?
First, consider the different types of accounts
you have available to fund living expenses. Just
as there are benefits to investing in a diversified
manner, there are benefits to having various
accounts to provide tax diversification. In terms
of tax treatment, there are several different broad
categories of income, including:
1.

Tax-free – Roth IRAs, municipal bonds, or return
of basis

2. Fully taxable – Withdrawals from Traditional
IRAs, 401(k) and 403(b) accounts
3.

money across a variety of investment vehicles.
By doing so, you will provide a hedge against the
inevitable changes to future tax laws.
If you have successfully spread out your investments
across these different tax buckets, you have an
opportunity to be more proactive in your withdrawal
strategy, thereby allowing you more control over
your tax bracket in retirement. The objective is to
monitor the source of your withdrawals so that you
can understand the effect on your tax rate and avoid
creeping into a higher tax bracket.
The following chart provides a visual representation
of this strategy.
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Partially taxable – Social Security

4. Tax-favored – Long-term capital gains,
qualified dividends
5. Other Income – earned income, rental income,
monthly pension

Think of these as different “buckets” of money.
Prior to drawing down your assets, you spread

GOAL: MAXIMIZE LOWER TAX BRACKET

There are four basic steps that allow you to
proactively manage your taxes in retirement:
Step 1: Identify your expected gross income,
living expenses and income gap (the difference
between gross income and expenses) for the
upcoming tax year before considering any
withdrawals from your investment accounts.
Then, determine your expected level of
deductions and exemptions, and subtract them
from your gross income, arriving at an estimate
of your taxable income before withdrawals from
investment accounts.
Step 2: Choose a marginal tax rate you’d like
to target in the coming tax year. A reasonable
place to start is the marginal rate associated
with the taxable income estimate you identified
in Step 1. For example, if you expect $50,000 in
taxable income before tapping your investment
accounts, you could target a marginal rate of 15%,
because $50,000 of taxable income is subject to
a marginal rate of 15% for joint filers in 2016.
Step 3: Identify and withdraw the amount of
additional taxable income (above the level
determined in Step 1) you can recognize without
affecting your target marginal tax rate. Assuming
you need at least this amount in addition to your
non-investment income to cover your expenses,
withdraw it from a tax-deferred account. For
example, if you’re married and file jointly, taxable
income up to $75,300 is taxed at 15%. So, if

you expect $50,000 in taxable income from noninvestment sources, you could afford to generate an
additional $25,300 through withdrawals from taxdeferred accounts without pushing yourself into the
next tax bracket.
Step 4: Withdraw the additional amount needed to
fund your expenses and cover your tax liability from
a taxable or Roth account. If using a taxable account,
try to avoid liquidating securities at a gain because
this can generate additional tax liability. If using a
Roth account, be sure you’ve met the requirements
for qualified distributions or you may face additional
taxes and penalties.
This strategy may help you generate the cash flow
you need to help meet expenses, while potentially
minimizing your tax rate.
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