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Do Taxes in Retirement Matter? Tax Guide 

With a defined amount of income, most retirees would prefer to keep their dollars rather than 

give them to Uncle Sam. Even those with an unlimited source of funds don’t want to pay more 

taxes than necessary. Luckily, there are some ways to decrease your tax burden. 

Once you’ve done the obvious work of ensuring you’ve taken all the deductions and credits to 

which you’re entitled when you file your taxes, you can avail yourself of a number of tax 

efficient strategies to help you reduce taxes in retirement, sometimes to as little as 0%. 

Additionally, when you deploy the right tax efficient income plan in retirement, you can extend 

the life of your portfolio by a decade or more.

Webster’s defines efficient as: performing or functioning in the best possible manner with the least 

waste of time and effort; having and using requisite knowledge, skill, and industry; competent; 

capable. Performing in the best possible manner with the least waste of time and effort is a critical 

component to retirement income planning and making sure your plan is as “efficient” as possible.  

The Tax Smart Network’s CFPs have a unique tax planning approach that is is dedicated to being 

efficient in every sense of the term. The approach includes a powerful combination of Multi-

Discipline Retirement Strategies (MDRS) and tax planning software. With the approach our CFPs build 

some of the world’s most optimized, tax efficient income plans. Tax and income planning is pretty 

complex and requires some extensive know how to get it right. Most advisors or accountants aren’t 

up to the task. Tax Smart Network has the expertise and the approach you can count on to make sure 

your retirement plan is tax optimized. Don’t pack up your stuff just yet and move to an income-tax-

free-state...we may be able to save you the trip. On the pages that follow we’ll provide an overview 

of key tax myths and challenges, and how we’re addressing them with our MDRS. Following this 

section, we’ve provided a helpful list of the Most Overlooked Tax Breaks for the Newly Retired. Let’s 

get tax smart… 
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Retirement Tax Myths 

Many people believe in several retirement tax myths. Let’s dispel some of these: 

 

Myth #1: No taxes are paid when in retirement 

Contrary to popular belief, taxes are still a reality in retirement and payable to the Federal Government, 

depending on your income level. 

 > Social Security is taxed if your provisional income sources are above $32,000 (married filing  

     jointly) 

 > Withdrawals from 401(k)s and IRAs are considered income and are taxable 

 > Required minimum distributions (RMDs) are required at age 70 1/2 

 

Myth #2: Taxes will be lower in retirement 

YES… If you’re impoverished and living on Social Security income alone and minimal additional       income. 

NO… if you’ve planned properly and expect to live a similar standard prior to retirement. You may actually be 

in a higher bracket in retirement because you lose: 

 > Retirement plan contributions 

 > Student loan interest 

 > Flex accounts or HSA contributions 

 > Child exemptions 

 > Mortgage interest deductions, etc. 

 

Myth #3: Tax rates are going down in the future 

With a $19 trillion plus deficit and millions of baby boomers beginning to take income from their 401(k)s, it’s 

not likely that tax rates will go down. If anything, they will go up.   

 > US Government Debt to GDP is increasing* 

   > 2008 = 76% 

   > 2015 = 104.17% 

 > 10,000 baby boomers retiring every day over the next 12 years  

   * WWW.TRADINGECONOMICS.COM/UNITED-STATES/GOVERNMENT-DEBT-TOGDP 
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Myth #4: The Safe Withdrawal Rate in Retirement is 5-6% 

“Low Bond Yields and Safe Withdrawal Rates” research report* indicates the following safe 

withdrawal rates, suggesting that they are closer to 2.5% vs. 5-6%. Rates have been lowered due to 

low bond yields and stock market projections. Safe withdrawal is the amount of money that can be 

safely withdrawn out of a portfolio over a designated time period. 

30 Years in Retirement with a 90% probability of success: 

 > 20% Allocation to Equities = 2.7% Safe withdrawal rate  

 > 40% Allocation to Equities = 2.8% Safe withdrawal rate 

 > 60% Allocation to Equities = 2.7% Safe withdrawal rate 

 > 80% Allocation to Equities = 2.6% Safe withdrawal rate 
*Report written by: Wade Pfau, PhD, The American College of Financial Planning, David Blanchette, Head of Retirement Research at Morningstar and 

Michael Finke, PhD @ Texas Tech University 

 

3 Things You Can Do to Extend the Life of Your Portfolio by 10 or More Years and 

Avoid Paying Taxes 

Utilizing proper tax efficiency planning strategies can reduce taxes in retirement and extend the life 

of a retirement portfolio considerably.  

1. Portfolio re-allocation which includes optimal Social Security claiming 

With the proper portfolio re-allocation in tax advantaged investments and insurance products, you 

can be even more tax efficient. Our software is also able to optimize your Social Security claiming 

strategy so that you pay as little taxes on this benefit as possible. 

2. Mitigate risks 

Retirement brings with it a myriad of risks, including longevity, volatility, sequence of return, long 

term care, and inflation to name a few. By properly planning for and around these risks, you can 

extend the life of your portfolio. 

3. Unconventional income withdrawal strategy 

Conventional wisdom says that a retiree should withdraw all funds from the taxable accounts until 

exhausted, then from tax deferred accounts (TDAs) until exhausted, and then from tax-exempt 

accounts (TEAs). The idea is to withdraw funds from the least tax-favored account first, followed by 

the TDAs next, preserving until last the funds in the most tax-favored TEAs. That is, the conventional 

wisdom is based on the idea that funds growing tax-deferred in a TDA are not as tax-advantaged as 

funds growing tax-exempt in a TEA. 
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But this idea is wrong. The largest financial services firms and most financial planning software rely on 

(and promote) the conventional wisdom. Conventional wisdom is never the optimal withdrawal 

strategy. Our software is able to provide an unconventional and much more tax efficient “draw 

down” strategy which has proven to extend the life of a portfolio by 10 or more years. 

The good news is that our MDRS and tax software adds substantial value to your retirement plan. 

Due to the complexities of the tax code and the need to integrate these complexities into the 

analysis, we believe proper planning requires specialized advice. Other software in the industry has 

only the standard rules of thumb and conventional-wisdom withdrawal sequences that won’t get you 

the results that our Retirement Solved approach can. 

 

Case Study 

Meet Mike and Jen. Both are age 62 and ready to retire. It’s time to make important decisions. When 

should they start Social Security? Can they afford to retire right away? How will they create income 

from their savings? Did they save enough? Mike and Jen’s Plan answered all of their questions – and 

more. 

______________________________________________________________________________ 

Financial Facts 

  •$1,000,000 in 401(k)s through their employers 

  •$500,000 in taxable savings such as brokerage accounts or bank accounts 

  Total assets: $1,500,000 

Anticipated spending in retirement: $107,800 annually after taxes, with 25% less after one of them 

passes away. 

______________________________________________________________________________ 

In completing Mike and Jen’s MDRS Plan, we compared two strategies side-by-side: 

Strategy 1: What if they begin taking Social Security benefits now but spend their 401(k) first, 

followed by the taxable accounts?  

Strategy 2: What if they coordinate the date at which they start Social Security with the distribution 

of their savings in a tax-efficient way? Each year they would withdraw funds from both accounts tax-

efficiently and use a partial Roth conversion when appropriate.  
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The graph below shows Mike and Jen’s savings longevity given each of the strategies we compared. In 

Strategy 1 Mike and Jen spend their 401(k) first — a common recommendation for retirees — and 

you can see that their portfolio will exhaust their savings in about 39 years.  

But look at Strategy 2. We’ve optimized when Mike and Jen should begin their Social Security and 

directed them to strategically withdraw from each account in a tax-efficient manner. Their portfolio 

now runs out of money in about 46 years. 

 

By coordinating their Social Security with managing the location and timing of asset withdrawal, their 

portfolio lasted about seven years longer. 

 

Why an MDRS Plan? 

Like Mike and Jen, you’ve worked hard to accumulate savings for retirement. Whether you’ve saved a 

lot or a little, you can get the most out of your assets by developing a smart, personalized investment 

and withdrawal plan.  

 

Our Multi-Discipline Retirement Plan (MDRS) is:  

> Tax Savvy – different savings plans are taxed at different rates. We can help you plan your  

    withdrawals from accounts in a way that reduces your taxes. 

> Flexible – as you move through retirement, your needs will change. Your MDRS Plan can      

   change with your needs. 

> Smart – our sophisticated technology leverages both tax expertise and sound investment  

    management principles to make the most of your money. 
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What do you get with an MDRS Plan? 

✓ Step-by-step instructions to optimize your Social Security benefits. 

✓ Advice on how to allocate and locate your assets to reduce taxes and other costs. 

✓ Comparisons showing estimates of how long your portfolio will last based on factors you can      

      control. 

✓ Outline of how to strategically withdraw money from your accounts 

 Strategies to reduce portfolio volatility to increase portfolio survivability 

 How to use home equity in retirement to optimize income? 
 

Assumptions for this case study: 

They maintain a 50% stocks-50% bonds after-tax asset allocation with stocks earning 9% per year including 2% dividend yield and bonds 

earning 3% interest per year. For the stocks, 20% of capital gains are realized each year with all gains being long term. The original cost 

basis of assets held in the taxable account is set at the market value. His Primary Insurance Amount for Social Security is $2,500 a 

month and hers is $1,500 a month. They both have Full Retirement Ages of 66, begin Social Security benefits at 66, and receive their 

Primary Insurance Amounts. We assume one partner dies in 16 years at age 78 and the survivor lives on 75% of the real amount they 

lived on when both were alive. Both Strategies locate stocks and bonds in the accounts (i.e., taxable account and 401(k)s) in a tax-

efficient manner, while maintaining the 50% stocks-50% bonds after-tax asset allocation. We can help clients with this asset-location 

decision, which may further extend the portfolio’s longevity. Based on today’s Tax Code, they will usually be in the 25% tax bracket in 

retirement. They take the standard deduction each year. Inflation is 3% per year with all tax brackets, standard deduction, over 65 tax 

exemption, and personal exemption amount rising with inflation. This information is provided for general informational purposes. The 

securities and strategies referred to in the information may not be suitable for you; therefore, it is important that you consider the 

information in the context of your own investment needs and objectives, including risk tolerance, investment goals and time horizon. 

This information is not intended to be a substitute for specific individualized investment planning advice. 

 

Top Questions about Retirement Planning 

We approach retirement tax planning differently by better understanding your retirement goals and 

dreams, making the most of your savings, and significantly increasing the longevity of your portfolio. 

As you begin to embark on this exciting new adventure that is retirement, we know you’ll have 

questions - related to finances and more. We are here to help you answer those questions. To get the 

conversation started, we’ve compiled the most common questions we hear. 

1. How Can You Help Me Realize My Retirement Goals? 

Whether you’ve saved a lot or a little, you need to get the most out of your assets by developing a 

smart, personalized plan for creating income from your retirement savings. Our goal is to create a 
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plan that makes your savings last as long as possible and allows you to realize your retirement 

dreams. We do this by: 

• Keeping more of your savings. – Different kinds of savings plans are taxed at different rates. We 

help you get more from your savings by managing the tax rates on your accounts in a way that 

reduces your taxes. 

• Being ready for curve balls. – As you move through retirement, your needs will change. We help you 

manage the factors of retirement you can control and prepare for those you can’t. 

• Making the most of your money. – We use tools that leverage tax knowledge, Social Security 

expertise, and sound investment management principles to make the most of your money. 

 

2. If I Choose to Work with You to Create My Plan, What Will I Receive? 

Our holistic approach to retirement planning includes: 

✓ Step-by-step instructions to optimize your Social Security benefits considering tax implications. 

✓ Outline of how to strategically withdraw money from your accounts while getting taxes as close to     

      zero as possible. 

✓ Guidance on how to allocate and locate your assets to reduce taxes and other costs. 

 

Other CFP services: 

✓ Comparisons showing how long your portfolio will last based on factors you can control. 

✓ Simple schedules of how to create income from your savings. 

 

3. How Will I Work with You to Create a Plan? 

While we don’t want you to feel like you’re going back to school, creating a holistic retirement tax 

plan requires a little bit of homework on your part. We will provide you with a list of the things we’ll 

need from you, and we’ll also ask you to complete some questionnaires about your retirement plans 

and hopes. We’ll take care of the rest from there. 

 

4. What Information Will Be Required from Me? 

• Most recent tax return and other tax plans 

• Financial holdings and a general budget for your retirement years 
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• Social Security statement 

• Risk questions we’ll ask you to determine how you would like to invest during retirement 

• The quality of life you want in retirement and how you would like to live 

 

The Most Overlooked Tax Breaks for the Newly Retired 

You just retired...it’s time to relax and make sure you keep more of your money and give less to Uncle 

Sam. Here’s some tips from Kiplinger. Because federal tax law reaches deep into all aspects of our 

lives, it’s no surprise that the rules that affect us change as our lives change. This can present 

opportunities to save or create costly pitfalls to avoid. Being alert to the rolling changes that come at 

various life stages is the key to holding down your tax bill to the legal minimum. Check out these 

issues that confront the newly retired. 

 

Bigger Standard Deduction 

If you are age 65 or older, you may increase your standard deduction by $1550, but you’ll need to file 

single or head of household. Married and filing jointly? You or your spouse is 65 or older, may 

increase your standard deduction by $1250.  The standard deductions are as follows for 2018: 

Single filers: $12,000 

Head of household: $18,000 

Married filing jointly: $24,000 

 

Spousal IRA Contribution 

Retiring doesn’t necessarily mean an end to the chance to shovel money into an IRA. If you’re 

married and your spouse is still working, he or she can contribute up to $6,500 a year to an IRA that 

you own. (We’re assuming that since you’re reading about breaks for retirees, you’re at least 50 years 

old.) If you use a traditional IRA, spousal contributions are allowed up to the year you reach age 70 ½. 

If you use a Roth IRA, there is no age limit. As long as your spouse has enough earned income to fund 

the contribution to your account (and any deposits to his or her own), this tax shelter door remains 

open.  
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Timing Tax Payments 

Although ours is widely hailed as a “voluntary” tax system, it works best when there is the least 

opportunity not to volunteer. 

So, although we think of April 15 as tax day, taxes are actually due as income is earned, and 

employers have become the country’s primary tax collectors by withholding taxes from our 

paychecks. When you retire, you break out of that system: Now it’s up to you to make sure the IRS 

gets its due when it’s due. If you wait until the following April 15 to send a check, you’re in for a nasty 

surprise in the form of penalties and interest. 

You have two ways to get the job done: 

Withholding. Withholding isn’t only for paychecks. If you receive regular payments from a company 

pension or annuity, the payers will withhold tax. . . unless you tell them not to. The same goes for 

withdrawals from an IRA. That’s right: In retirement, it’s up to you whether part of the money will be 

proactively skimmed off for the IRS. 

With pensions and annuity payments and traditional IRA withdrawals, taxes will be withheld unless 

you file a Form W-4P to put the kibosh on it. When it comes to traditional IRA distributions, 

withholding will be at a flat 10% rate, unless you request a different rate or block withholding all 

together. Things are topsy-turvy with Social Security benefits. There will be no withholding unless you 

specifically ask for it . . . by filing a Form W-4V. Withholding isn’t necessarily a bad thing, as it 

stretches your tax bill over the entire year. It might also make life easier if you would otherwise have 

to make quarterly estimated tax payments. 

Quarterly estimated tax payments. The alternative to withholding is to make quarterly estimated tax 

payments. You need to if you’ll owe more than $1,000 in tax for the year above and beyond what’s 

covered by withholding. Otherwise, you’ll face a penalty for underpayment of taxes. 

  

The RMD Workaround 

Retirees taking required minimum distributions from their traditional IRAs may have an extra option 

for meeting the pay-as-you-go demand. 

If you don’t need the required distribution to live on during the year, wait until December to take the 

money. And, ask your IRA sponsor to hold back a big chunk of it for the IRS—enough to cover your 

estimated tax on both the RMD and your other taxable income as well. 

Although estimated tax payments are considered made when you send the checks, amounts withheld 

from IRA distributions are considered paid throughout the year, even if they are made in a lump sum 
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at year-end. So, if your RMD is more than large enough to cover your tax bill, you can keep your cash 

safely ensconced in its tax shelter most of the year . . . and still avoid the underpayment penalty. 

 

Avoid the Pension Payout Trap 

There’s a menacing exception to the general rule that it’s up to you whether taxes will be withheld 

from payments from pensions, annuities, IRAs and other retirement plans. If you get a lump-sum 

payment from a company plan, you could fall into a pension-payout trap. 

If you take such a payment, the company is required by law to withhold a flat 20% for the IRS ... even 

if you simply plan to move the money to an IRA via a tax-free rollover. Even if you complete the 

rollover within the 60 days required by law, the IRS will still hold on to the 20% until you file a tax 

return for the year and demand a refund. Worse yet, how can you rollover 100% of the lump sum if 

the IRS is holding on to 20% of it? Failure to come up with the extra money for the IRA would mean 

that amount would be considered a taxable distribution—triggering an immediate tax bill, maybe 

penalties and certainly forever reducing the amount in your IRA tax shelter. 

 

Fortunately, there’s an easy way around that miserable outcome. Simply ask your employer to send 

the money directly to a rollover IRA. As long as the check is made out to your IRA and not to you 

personally, there’s no withholding. 

Even if you intend to spend some of the money right away, your best bet is still to ask your employer 

to make the direct IRA transfer. Then, when you withdraw funds from the IRA, it’s up to you whether 

there will be withholding. 

 

Tax Free Profit from a Vacation Home 

The rules are clear: To qualify for tax free-profit from the sale of a home, the home must be your 

principal residence and you must have owned and lived in it for at least two of the five years leading 

up to the sale. But there is a way to capture tax-free profit from the sale of a former vacation home. 

Let’s say you sell the family homestead and cash in on the break that makes up to $250,000 in profit 

tax-free ($500,000 if you’re married and file jointly). You then move into a vacation home you’ve 

owned for 25 years. As long as you make that house your principal residence for at least two years, 

part of the profit on the sale will be tax-free. 

To determine what portion of the profit qualifies as tax-free, you need to compare the amount of 

time you owned the property before 2009 and after you converted it to your principal residence to 
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the amount of time, starting in 2009, that it was used as a vacation home or rental unit. Assume you 

bought a vacation home in 1998, convert it to your principal residence in 2015 and sell it in 2018. The 

post-2008 vacation-home use is seven of the 20 years you owned the property. So, 35% (7 ÷ 20) of 

the profit would be taxable at capital gains rates; the other 65% would qualify for the 

$250,000/$500,000 exclusion. 

 

Easier Medical Deductions  

Until 2017, taxpayers age 65 and older get a break when it comes to deducting medical expenses. 

Those who itemize get a money-saving deduction to the extent their medical bills exceed 7.5% of 

adjusted gross income. For younger taxpayers, the AGI threshold is 10%. 

 

Deduct Medicare Premiums 

If you become self-employed—say, as a consultant—after you leave your job, you can deduct the 

premiums you pay for Medicare Part B and Part D, plus the cost of supplemental Medicare (Medigap) 

policies or the cost of a Medicare Advantage plan. 

This deduction is available whether or not you itemize and is not subject to the 7.5%-of-AGI test that 

applies to itemized medical expenses for those age 65 and older. One caveat: You can’t claim this 

deduction if you are eligible to be covered under an employer-subsidized health plan offered by 

either your employer (if you have retiree medical coverage, for example) or your spouse’s employer 

(if he or she has a job that offers family medical coverage). 

 

Give Your Money Away 

Few Americans have to worry about the federal estate tax. After all, each of us has a credit large 

enough to permit us to pass up to $5,450,000 to heirs in 2016. Married couples can pass on double 

that amount. 

But, if the estate tax might be in your future, be sure to take advantage of the annual gift-tax 

exclusion. This rule lets you give up to $14,000 annually to any number of people without worrying 

about the gift tax. If you have three married children and each couple has two children, for example, 

you can give the kids and grandkids a total of $168,000 in 2015 without even having to file a gift tax 

return. Money given under the protection of the exclusion can’t be taxed as part of your estate after 

your death. 
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To request a complimentary Tax Efficiency Assessment or for more information, please contact us at: 

info@taxsmartnetwork.com 

 

 

 

30 Great Rd., Suite 204 - Acton, MA 01720 
508.798.5115 - www.taxsmartnetwork.com – info@taxsmartnetwork.com  

mailto:info@taxsmartnetwork.com
http://www.taxsmartnetwork.com/

