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How to Cash Out in Retirement
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How long
might a $2 million
portfolio last?

If withdrawals start at
age 65 and rise 3% a
year, here are the ages
at which T. Rowe Price
Group figures there'sa
significant chance the
portfolio will run dry.
First-year Danger
withdrawal Zone’ (Age)
$30,000 (4%) ....97

$120,000......... 82

--------

* Based on 10,000 market: scenarios,
these are the ages at which therd's a
1-ji=10 chance of having na money left,
Assiimes an nvestment mix of 60k
stocks,and 401 bonds.
Souece: T. Rowe Price Graup

Faced with the question of spending in retiremerany financial advisers fall back on "the 4% ruM/th this
approach, investors withdraw 4% of their retiremgalince in the first year of retirement, or $40,6@m a $1
million portfolio.

As a general rule, many advisers suggest tappkabta accounts first, then tax-deferred and findily Roth
accounts. That sequence allows tax-favored invegsrie accumulate longer.
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Fortunately, most investors understand the bendditived from portfolio diversification — a strayelgased on
multiple baskets with multiple eggs is less rishgrt owning only a few eggs. Unfortunately, mosestors
are either unaware or do not implement tax divieedibn — a strategy based on tax deferred, taardged
and tax free accounts. Implement a tax divergiboastrategy now so you can avoid and/or mitigeter taxes
in retirement.



As recently as 1980, the top federal marginal inedax rate (TFMITR) was 70%. While you may beligoair
income tax rate will be lower in retirement thatynpeiove to be a very conservative assumption. @axdeems
to shift like the wind. Unprecedented federaltesend municipal deficits almost insure windier slajpead — in
the form of tax increases.

Withdrawals (including Required Minimum Distributig) of pre-tax assets from your traditional IRA or
traditional 401(k) account are taxable as inconmith &35% TFMITR (through 2012). Since withdrawais
taxed at 35%, you must withdraw over 6% beforegsdresimply wind up with 4% after taxes. Of coyrtes
ignores any state or municipal taxes.

Importantly, there are estate and financial planning strategiesto avoid Required Minimum Distributions
(RMDs) entirely. Avoiding RMDs can save $700,000 of taxes on a $#om pre-tax 401(k) account, based on
the current 35% TFMITR. The tax savings would lgmgicantly greater if the assets experienced any
appreciation, income or dividends. The tax savimgsld be even greater if the TFMITR increased shjgh

The tax savings would double if the 35% TFMITR mted to the 70% rate of 1980.

When you withdraw assets from your taxable accotim@@mount withdrawn can be tax advantaged, based
how the assets are managed. Think of a taxabtaiattike a turnpike with tolls, where you pay asiygo.
Qualified dividends on stocks in a taxable accauwatsubject to a maximum 15% federal tax rate. |IR8r
guidelines, “You must have held the stock for mitign 60 days during the 121-day period that begfndays
before the ex-dividend date.” Gains on investméetd over one year are subject to a maximum 15% lo
term capital gains federal tax rate.

When you withdraw assets from your tax free accgwuch as a Roth IRA or Roth 401(k), you do ngt pa
taxes.

Implementing a tax diversification strategy gives flexibility to withdraw assets based on evernghag tax
rates and tax laws. It also provides flexibiliydetermining what assets and tax responsibilyiesleave your
heirs when you pass away.
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