
TAX SMART RETIREMENT STRATEGIES
Many people are focused on reducing income taxes after they retire, because they 
don’t have as much money coming in each month and they have more free time to 
think of ways to reduce their taxes. Your income tax rate will likely be lower once you 
retire, when you no longer have wage income. In retirement, you are still subject to 
income taxes on your interest and dividend income, capital gains, retirement account 
(IRA, 401K, 403B) withdrawals, Social Security income, etc. The best retirement tax 
strategies can be different for each person, depending on their own unique circum-
stances. The right withdrawal strategy will depend on the mix of your assets among 
the taxable, tax-deferred, and tax exempt accounts, as well as your level of retirement 
taxable income, tax rate, age, the age you start to take Social Security, the amount of 
capital gains you have in taxable accounts, and other factors.

WHAT IS THE BEST SEQUENCE OF ACCOUNTS TO DRAW FROM IN RETIREMENT?  
ADVISORS GENERALLY RECOMMEND THIS ORDER:

1. RMDs. If you are over the age of 70.5, you must take a required minimum distribution (RMD) from your IRA and 401K (tax 
deferred) accounts. Do not forget to take your RMDs, because the penalty is 50% of the amount you were supposed to take.

2. Taxable accounts. By taking from these accounts first, you are letting your tax deferred and tax exempt accounts continue to 
grow tax-free. Minimize your capital gains, when you sell investments to withdraw money from these accounts, by selling assets 
with no gain or small gains first. Long-term capital gains have a significantly lower tax rate than ordinary income.

3. Tax-deferred accounts (IRA, 401K, 403B, Annuities). Withdrawals from these accounts are generally taxed as ordinary income.

4. Tax-exempt accounts (Roth IRA and Roth 401K). These are typically used last, so they can continue to grow tax-free. In addition, 
these accounts are excellent assets to leave to your kids. The money in these accounts can grow tax-free for many years after 
you pass away, and comes out tax-free for them. There are no RMDs for the original owner of a Roth IRA account.

To minimize taxes, it is important to be aware of income tax rates and brackets when you are planning your retirement withdrawal 
strategy. For married couples, income up to $75,300 in 2016 has a marginal income tax rate of just 15%, and a long-term capital 
gains tax rate of 0%. Thus, if your reported taxable income in retirement is below $75,300, it can make sense to take some long-term 
capital gains (with no taxes), and/or pull some money out of your tax-deferred account to get your income up to this level.

The next marginal income tax rate for couples is 25% on income up to $151,900. Sometimes it can be smart to increase your re-
ported income (and taxes) when your income and tax rate are likely lower than they will be in the future. An example would be the 
years of lower taxable income between the year you retire, and the years you start taking social security, pension, annuity income, 
and RMDs. Many wealthy people decide to retire at ages 60-65. At that point their income (and tax rate) drops dramatically for a 
few years, and then it jumps back up at age 70 when they start taking Social Security and must start taking RMDs from their tax-
deferred accounts. These low taxable income years are a good time to take some long-term capital gains, and take some money 
out of your tax-deferred accounts to increase (and smooth out) your reported taxable income. Money taken out of the tax-deferred 
accounts can be used for living expenses, or rolled into a Roth IRA if you don’t need it. Taking money out of your tax-deferred ac-
counts before age 70.5 will reduce your future RMDs and future taxable income. It may also allow some retirees to delay taking 
Social Security, increasing future payments by about 8% for each year you wait. You can manage your reported taxable income up 
and down in retirement to minimize your income taxes over time.
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Wealthy people should be aware of the $250,000 income tax bracket. Income above this 
level for a couple ($200,000 for an individual) is subject to the Medicare surtax of 3.8%. 
The tax is on the portion of your income (MAGI) that exceeds these limits, or your total 
investment income, whichever is larger. Tax-exempt municipal bond income is not subject 
to the 3.8% surtax, so wealthy people close to these income limits may want to consider 
replacing some taxable bonds with municipal bonds in their portfolio.

OTHER RETIREE TAX THOUGHTS:

1. It is nice to have assets in all three account types (taxable, tax-deferred, and tax-exempt) in retirement. We call this tax ac-
count diversification. With all three accounts you can do a much better job of meeting your annual spending/gifting needs in 
retirement while managing or minimizing your income tax. It is also a hedge against future income tax rates. 

2. A simple rule in retirement is to spend first from tax-deferred and taxable accounts if your current tax rate is below your 
future expected tax rate, and to spend first from tax-free accounts if your current tax rate is likely above your future income 
tax rate.

3. Keep in mind the taxation of Social Security income and potentially increased Medicare premiums when managing your 
taxable income levels in retirement.

4. If you have a huge income spike in retirement due to the sale of a business or large investment, consider front-loading many 
years of your normal charitable gifting into a donor-advised fund in the same year.

5. Consider smart asset location to reduce income taxes. This means putting your assets with high income taxes (bond interest, 
REIT dividends, etc.) in tax deferred accounts, and lower taxed and faster growing assets (stocks) in taxable accounts and 
Roth accounts.

6. Reducing your expenses and monthly overhead in retirement can also reduce your income taxes, as you will need to sell 
fewer assets (capital gains), and withdraw less from your tax-deferred accounts to meet your living costs. Paying off all of your 
mortgages and debt before retiring is another wise move. As your income and tax rate drop in retirement, the mortgage tax 
deduction could be worth much less.

7. Use tax-loss harvesting to take losses which can be used to offset capital gains.

8. Some people consider moving to a no income tax state (like Florida) before they sell their company, start taking Social Secu-
rity, or start taking taxable RMDs (age 70.5).

9. You may want to hold on to the investments in your taxable accounts that have huge capital gains, and leave them to your 
children. Upon your death, the cost basis is “stepped up” to the value on the date of your death, and your family avoids the 
capital gains tax on them.

To do a good job of tax planning in retirement, it is very important to have an accurate estimate of your annual spending, and your 
annual taxable income. Working closely with your tax accountant and investment advisor for good tax and financial planning is 
an excellent idea, because it is complicated and each person’s optimal strategy to manage and minimize taxes in retirement will 
be different. 

“Wealthy people should 

be aware of the $250,000 

income tax bracket.”

Legal Disclaimer: These materials do not constitute an offer or recommendation to buy or sell any securities or instruments or to 
participate in any particular investment or trading strategy. They are for informational purposes only. ASA gathers its data from 
sources it considers reliable. However, ASA makes no express or implied warranties regarding the accuracy of this information 
or any opinions expressed by the author and may update or change them without prior notification. 
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