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tax Planning anD retirement

W

hether you’re newly retired, about to retire, or
thinking ahead, there are
numerous benefits to tax planning in
your golden years. Taxes are often
the furthest thing from people’s
minds when it comes to retirement,
but the truth is, even when you’re no
longer accountable to a boss or
clients, you still have to answer to

the IRS. Payroll taxes may be a thing
of the past, but the money you plan
to support yourself with, such as retirement and investment accounts,
savings accounts, pension payouts,
and potentially even Social Security
benefits, could be taxed.

withdraw annually, you could be in
a higher tax bracket than you may
have anticipated. Couple that with
the possibility of higher future tax
rates, and you could find yourself
with less retirement income than
you had planned.

In fact, depending on how much
you’ve saved and how much you

However, with sound tax planning, you can protect your golden
years from becoming tarnished by
unnecessary taxes, regardless of
whether you’re planning to retire 30
years from now or you’ve already
done so.

How to Set SavingS goalS

S

etting clear, specific savings
goals is one of the best ways to
achieve your financial objectives, but it’s a task that many people struggle with. Unfortunately,
establishing savings goals is a bit
more complex than simply picking a
number out of the sky and hoping
you can eventually set aside that
much cash. Below is a simple sevenstep plan that you can use to set —
and reach — your savings goals.

1. Select goalS
Before you start saving, it helps
to know what you are saving for,
since most of us find it easier to save
money if we know it will eventually
be used for a specific purpose. Common savings goals are creating an
emergency fund with at least six

months of living expenses or saving
for retirement, a child’s college education, a down payment, or a vacation. Your goals will be as unique as
you are; what’s most important is
that you select them and make them
as specific as possible.

if You’re tHinking
aHeaD to retirement…
conSiDer inveSting in a
rotH ira/rotH 401(k)

How much money do you need
to accomplish your goal? For example, you may want to have $5,000
saved for your dream vacation,
$30,000 for a down payment on your
first home, or $1 million for retirement. Don’t just pick a random
number — research how much
you’ll actually need so you can be
confident your savings will get you

When it comes to taxes and retirement, if you want to maximize
what you’ve worked so hard to save
throughout the years, it’s critical to
strategize how you invest your
money. Anticipating how much you
need to save is just the first step;
planning on where you will allocate
these savings is a critical component
if you want to make the most of your
retirement funds. Many people assume that contributing solely to a
tax-deferred employer-sponsored

Continued on page 3

Continued on page 2

2. Determine How mucH You
neeD to Save
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plan translates to a comfortable retirement. After all, what could be better than sheltering a portion of your
pre-retirement income from taxes
while taking advantage of employermatching incentives?
However, when many people retire, they’re surprised to learn that
their tax-deferred account withdrawals are not only taxed, but quite
possibly at a higher rate than they
may have anticipated. Diversifying
your retirement-savings plan by contributing to a Roth IRA or Roth
401(k) could give you more flexibility
when it comes to tax savings during
retirement.
While you can’t take advantage
of tax-savings benefits now, withdrawals from Roth accounts are tax
free, allowing for more latitude in retirement. In addition to future taxsavings benefits, Roth IRA accounts
also provide the flexibility of
penalty-free withdrawals of your
contributions should you need access
to monies for an unexpected situation prior to retirement.

Don’t forget about otHer
taxable inveStmentS
Unless you have funds that
aren’t tax deferred, safeguarding
your retirement money from taxes
could prove challenging. Like a Roth
IRA or Roth 401(k), brokerage
and/or mutual fund accounts can be
valuable tax-free income sources in
retirement.
Unless you want to pay taxes on
every withdrawal you make during
your retirement years, you’ll likely
want income sources that aren’t
subject to taxes down the road. A diversified plan that includes nonretirement accounts can protect you
from higher tax brackets and maximize your income throughout your
retirement years.

ings plan, you’ll now need a strategic
withdrawal plan to shelter as much
of your retirement income as possible from taxes. The good news is, the
more diversified your investments
are, the more options you’ll have
available when it comes to tax savings. Both the timing and sequence of
the accounts you draw from can significantly impact what you owe the
IRS each year. For example, if you
have taxable investments you’ve
held for longer than a year, it may be
more prudent to tap into these first,
since the maximum 20% long-term
capital gains tax could be less than
the income tax rate you’ll pay once
you begin withdrawing from your
tax-deferred retirement accounts. In
fact, you might not pay capital gains
tax at all, depending on your income
bracket.
If you’re over 72, don’t forget
about your minimum required distributions; though there are exceptions,
failure to take these distributions can
invoke a penalty as high as half of the
amount you neglected to withdraw.

Plan aHeaD: targeteD tax
bracketS
You might also consider meeting
with your financial and/or tax advisor to plan ahead for the following
tax year with a specific marginal tax
rate in mind. You can precalculate
taxable income, living expenses, and
deductions before deciding how
much you’ll need to withdraw from
your investment accounts in order to
stay within your targeted marginal
tax rate.

conSiDer DelaYing Social
SecuritY benefitS
This strategy actually provides
you with multiple money-saving options. By delaying your Social Security benefits, you’ll avoid a higher tax
bracket while beefing up your distributions. This isn’t just applicable to
younger retirees: anyone who reaches his/her full-benefit age receives an
annual 8% increase for each year distributions are delayed until age 70.
While not everyone can afford to
postpone Social Security benefits,
you may decide that delaying these
benefits as long as possible is financially advantageous in the long run.

move to an income-tax-free
State
Many retirees don’t just move to
states like Arizona for the scenery.
The tax-saving incentives can be just
as appealing, particularly if you currently reside in a high-tax state. Willing to embrace the cold? Alaska has
no state income or sales tax, and once
you establish permanent residency,
you’ll even receive an annual dividend check from the state’s oil
wealth savings account. If you had
plans involving temperatures of a
warmer sort, consider moving to an
income-tax-free state such as Nevada
and Florida. You might also consider
states that offer tax immunity solely
to retirees, exempting Social Security
benefits and even qualified retirement accounts from state income tax.
Please call if you’d like to discuss
these strategies in more detail.
mmm

at retirement age…
Have a witHDrawal StrategY
Just as you had a retirement savFR2021-0310-0005
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to where you want to be.

3. conSiDer Your timeline
Savings goals can generally be
divided into three broad categories:
short-term (those that you hope to
reach in a year or less), mid-term
(those that are roughly one to five
years away), and long-term (goals
you hope to achieve in five years or
more). It’s important to know your
timeline, since it will have a direct
impact on how aggressively you
need to save to hit that target and
where you put your money.

4. Determine How mucH to
Set aSiDe eacH week or
montH
For short-term goals, this step is
fairly simple. Say you plan to get
married in a year, and you want to
have $10,000 saved toward that goal
before your big day. To meet that
goal, you’ll need to save roughly
$833 per month for the next year, or
$10,000 divided by 12.
Determining how much you
need to save to hit your long- and
mid-term goals can be a bit more
complicated, as you’ll need to take
into account the growth of your investments.
Whatever the timeframe for
your goals, making these calculations is important, because it allows
you to adjust your savings as your
budget allows. For example, if you
can’t afford to save the over $800 a
month you need for the wedding,
you have two options: You can either
adjust your timeline or opt to keep it
the same and save less.

5. automate Your SavingS if
PoSSible
Once you know how much you
need to save, you’ll likely find it easier to stick to your plan if you can
automate your savings. Adopt the
pay-yourself-first principle and set
up automatic transfers to your savings or investment accounts. The key
is to save the money before you ever
FR2021-0310-0005

reaSonS to review Your eState Plan

W

hile experts agree you
should review your estate plan every two to
three years, there are numerous
events that may trigger a need to
review your estate plan sooner:
m DiD You juSt get marrieD? You
and your spouse should develop your first estate plan or revise existing plans.

m Do

You Have a new DomeStic

PartnerSHiP or common law
marriage? You will want to
make sure you specify your
partner in your will.

m DiD

You Have a new babY or

aDoPt a cHilD?

Make sure you
include all biological and adopted children in your plan.
m Have

You gone tHrougH a Di-

vorce?

Amid all the issues to
deal with during a divorce, remember to add your estate plan
to the list.
m HaS

beneficiaries on accounts and insurance policies.
m Have

You become a blenDeD

familY?

If you want to provide
for stepchildren, you’ll need to
specify them in your will. Unlike biological children, they
will not automatically become
beneficiaries.
m Have You moveD to a new
State? State laws for estate plans
vary, so you will need to see if
changes are required to your
plan to comply with your new
state.
m Have

You

HaD

anY

HealtH

cHangeS?

Review your healthcare directives to make sure they
still reflect your wishes.
m Have

You receiveD an inHeri-

tance?

If you receive additional
assets, you will want to update
your plan to include them.

m Do

You want a new truStee,

tHe guarDian You origi-

Power of attorneY, or HealtH-

nallY nameD for Your cHilD

care aDvocate? Update your
plan to ensure the people you
appointed are still appropriate
to carry out your wishes.

become unable to Serve?

As
time passes, you’ll want to make
sure the guardian you selected
is still the best person to care for
your child.

m Do

You want to cHange or

aDD beneficiarieS?

Make sure
you update your will if you
want to make changes to the
people who receive your assets
or if a beneficiary has predeceased you. In addition to your
will, you should also change the

have a chance to spend it.

6. cHooSe tHe rigHt waY to
Save
Depending on your goals and
timeline, you have different options
for savings. Traditional savings accounts are a good option for shortterm goals, since your money will be
safe, while investment accounts and
retirement accounts, like a 401(k)
plan or IRA, are good options for

m Have

You recentlY StarteD a

buSineSS or Have a current
one? You will want to develop a
succession plan to name someone to run your business.

m are

tHere

cHangeS

in

tax

lawS? Tax laws change frequent-

ly, so you will want to review
your plan to make any necessary changes. mmm
longer-term goals, since you’ll earn
money as you save.

7. watcH Your moneY grow
Once you have your savings
plan in place, keep an eye on how it
is doing. You will need to periodically review your results and make adjustments as necessary.
Please call if you’d like to discuss your savings goals in more detail. mmm
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4-YEAR SUMMARY OF DOW JONES
INDUSTRIAL AVERAGE, 3-MONTH T-BILL &
20-YEAR TREASURY BOND YIELD

FINANCIAL DATA

# — 4th, 1st, 2nd quarter @ — May, Jun, Jul Sources: Barron’s, Wall Street Journal
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% Change
Indicator
Jun-21 Jul-21 Aug-21 YTD 12 Mon.
Dow Jones Industrials 34502.51 34935.47 35360.73 15.5% 24.4%
Standard & Poor’s 500 4297.50 4395.26 4522.68 20.4% 29.2%
Nasdaq Composite
14503.95 14672.68 15259.24 18.4% 29.6%
Gold
1763.15 1825.75 1814.85 -3.9% -7.9%
Consumer price index@ 269.20 271.70 273.00 4.9%
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Past performance is not a guarantee of future results.

newS anD announcementS
calculating Your inveStment baSiS
Your capital gain or loss on the sale of an investment
equals the proceeds from the sale less your basis. When
you purchase an investment, your basis equals the price
you paid plus any fees or commissions. While the calculation is fairly straightforward, other factors can affect
your basis calculations:
m Reinvested dividends are added to your basis at full
market value plus any fees or commissions.
m The basis of any investment received as a gift is the
donor’s original basis plus any gift tax paid by the
donor. However, if you then sell the investment at a
loss, your basis is equal to the lesser of the donor’s
basis or the investment’s fair market value on the date
of the gift.
m For inherited investments, the basis is the market
value on the date you inherited the investment, typi-

cally the date of the donor’s death.
m Your basis in stock that has been split is the same as
your basis before the stock split. Your per share basis,
however, will now equal your total basis divided by
the number of shares you own after the split.
m When you exercise a stock option, your basis equals
the price you paid for the shares plus any fees or commissions, which may be lower than market value.
Shares must be retained for at least one year after purchase and for two years after receipt of the option, or
any gains will be taxed as ordinary income.
Please call if you’d like help calculating your basis in
an investment. mmm
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