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Financing retirement is all about making  
decisions. How much should you put in your 
401(k) each month? Where should you invest 
that money? Once you retire, you face another 
big decision: How should you begin drawing 
down your retirement accounts?

THE IMPORTANCE OF ORDER
The order in which you make withdrawals 
from your various accounts can have a signifi-
cant impact on how long your retirement 
savings last. Choosing the right withdrawal 
order—often called “retirement withdrawal 
hierarchy”—can help keep income taxes to a 
minimum while taking advantage of the  
potential tax-deferred growth offered by some 
retirement accounts.

On the other hand, making the wrong decisions 
can undo some of the careful work you did to 
build your savings. The whole point is to 
answer, as best as you can, a complicated ques-
tion: Can you make your retirement savings 
last your lifetime?

Individual circumstances vary, of course, and 
your financial planner can help you create a 
retirement income strategy that’s appropriate 
for you. As a general rule, however, tapping 
your accounts in the following order can help 
reduce income taxes and boost your potential 
for tax-advantaged growth in retirement.

1. Required minimum distributions. Generally 
speaking, at age 70½ you’re required to take 
RMDs from IRAs and 401(k)s. Your RMD is 
calculated based on the size of your accounts 
and your estimated life expectancy as of the 
previous year-end.

Even if you don’t need the money, it’s impor-
tant to comply with the RMD requirements. 
The penalty for not withdrawing the proper 
amount is substantial—50% of the amount you 
failed to withdraw. For example, if your  
minimum withdrawal is $10,000 but you take 
only $4,000, you’ll owe a penalty of 50% on  
the remaining $6,000. Because of the heavy 
penalties associated with RMDs, any accounts 
that fall under the rule should be the first place 
you make withdrawals.

2. Taxable accounts. After taking the required 
minimum distributions from tax-advantaged 
accounts, let that money continue benefiting 
from the potential tax-advantaged growth by  
next turning to your taxable accounts—brokerage 
accounts, for example.

When liquidating your taxable accounts, you 
might consider selling depreciated stocks first, 
which could help you lower your tax bill. You 
can apply any realized capital losses against 
available capital gains. The strategy is even 
more effective if you haven’t realized any gains, 
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Efficient spending can make your  
savings last longer  

T he order in which you tap your accounts can have a big impact on the 

amount of taxes you’ll  owe in retirement. 
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in which case you can use the loss to offset up 
to $3,000 a year in taxable income (married 
couples and singles; members of married cou-
ples filing singly can use losses to offset up to 
$1,500 in income). What’s more, you can carry 
over additional losses to subsequent years.

One thing to be careful of when offsetting such 
losses in the IRS’s wash-sale rules, which elimi-
nate the tax benefits of taking a loss if you 
repurchase the same investment within 30 days 
of the sale.

3. Traditional IRAs and 401(k)s. After  
you’ve withdrawn from brokerage accounts, it’s 
time to revisit your traditional retirement sav-
ings vehicles. While most sales in your taxable 

accounts will trigger the long-term capital 
gains tax (currently between 15% and 20%, 
depending on your circumstances), be aware 
that you will also have to pay ordinary income 
tax rates on any withdrawals from traditional 
IRAs or 401(k)s.

4. Roth IRAs. Ideally, this account is the last 
one to be touched. Why? This is, currently, the 
only option available for “tax-free retirement 
income.” Because you pay the taxes on Roth 
IRA contributions at the time you place assets 
in the account, nothing within it is subject to 
income or capital gains taxes—the longer you 
leave the account alone, the greater the benefit. 
But once you do start withdrawing assets, what 
you see is what you get.

Additionally, Roths make a great estate plan-
ning tool. Unlike traditional retirement 
accounts, Roth IRAs don’t require any mini-
mum withdrawals during an owner’s lifetime, 
but they are subject to RMDs after the death of 
the owner. Heirs can take inherited Roth IRA 
RMDs over their lifetimes. For more informa-
tion on using Roths in an estate plan, talk to 
your Lincoln Financial representative.

Again, circumstances vary, and it is crucial that 
you work with a financial planner to create a 
retirement income strategy appropriate for 
your individual situation. But by using the 
above hierarchy as a template, you may allow 

your retirement savings to last longer, helping 
your income stream remain intact deep into 
your retirement years while possibly leaving 
assets for future generations.

Sustainable retirement plan distribution strategies 
depend on variables that are difficult to predict, 
including inflation, market fluctuations, taxes, inter-
est rates, and your own life expectancy and health 
issues. How you meet your spending needs without 
depleting your retirement account too quickly is a 
difficult decision. Starting a retirement plan distri-
bution strategy in a difficult market environment 
may quickly jeopardize any retirement plan strategy. 
When choosing a withdrawal method, have alterna-
tive strategies ready to meet your needs and to help 
weather a difficult investment-related environment.
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TALK TO YOUR FINANCIAL PLANNER ABOUT:

•	 Your required minimum distributions

•	 Managing taxes by taking capital losses

•	 Using a Roth IRA in your estate plan

About Our Practice

Waypoint Partners and Beacon
Financial Group are comprehensive
financial planning organizations
working with individuals, business
owners, professionals and
executives to create, implement,
and manage their financial future.
    www.waypointbeacon.com
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