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I’m frequently asked about how one should withdraw money during retirement.  The issue comes up as many retirees have a combination of retirement accounts and IRAs on which no tax has yet been paid, as well as after tax accounts.  In addition, they may have income flows from Social Security and other pension accounts (in some instances).
Between ages 59 ½ and 70 ½, withdrawals from workplace retirement plans and Traditional IRAs are optional (without any penalties), but not mandatory. Money held in workplace retirement plans and Traditional IRAs must usually begin regular withdrawals (required minimum distributions) at age 70 ½.  However, if you continue to work after this age and do not need the money, you can postpone withdrawals (as long as you do not own more than 5% of the employer).  In fact, if you have enough assets and income to live on after age 70 ½, you can roll your IRAs into many workplace 401k plans and avoid withdrawals on this money also until true retirement as well.

Optimally, up until age 70 ½, it pays to leave your pre-tax retirement plan and IRA money alone to continue growing without taxation.  After the age of mandatory withdrawals, it might not pay to take more than the minimum distribution if you have sufficient after tax funds and income.  This is a complex issue, also tied to how taxable your social security benefits are.
Another common question relates as to when Social Security benefits should first be taken.  Taking benefits before age 66 if you have any earned income is a mistake.  Any income you earn during that time markedly reduces your benefits.  If you are not making an earned income, taking benefits early (before age 66) carries the cost of lower monthly benefits for life.  If you are in good health, most calculations show that by about your late 70’s, you would have been better off waiting till age 66 (or longer) to take benefits.  One must balance this information with your personal belief on the long term sustainability of the promised benefits.  I have some clients who have elected to take the “benefits while they exist.”  It is hard to argue with that.
Another idea is to convert a large Traditional IRA to a Roth.  By paying income tax on the conversion, you are left with a smaller Roth IRA account, which reduces your estate tax burden (up to 45%).  For example, take someone with poor health, with a definitely taxable estate that contains a 1 million dollar IRA.  Converting might carry a tax “cost”  of 30-35%, or 300,000-$350,000 dollars.  But this also means almost 150,000-165,000 dollars less in estate taxes, making the tax “cost” of a large conversion around 15-18%.  The resulting Roth IRA has a number of benefits including no required minimum distributions (which might mean less of your Social Security benefits are taxed) and the ability of your heirs to take tax free distributions over their lifetimes.

It is important to periodically review your investments to make sure that you do not have those that are illiquid or at risk of default.  Periodic rebalancing and re-evaluation of your asset allocation is also very important. Proper asset allocation is a complex topic and strongly based on adequacy of funds, cash flows, and life expectancy.
