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Retirement Distribution Planning: Keep More of What You Earned

For those in or nearing retirement, having a distribution strategy can minimize your : 7@\
taxable income. Itis essential to consider how distributions from retirement s
accounts like 401(k)s and IRAs can affect not only your taxable income but also
other crucial aspects of your financial life. Understanding these interactions and
planning strategically can make a significant difference in maintaining financial
stability during your retirement years.

The Tax Trap

Some income sources, such as Social Security benefits and capital gains, are taxed at different rates
based upon your total taxable income. Careful planning of these sources is essential in allowing you to
keep more of your hard-earned dollars. Taxable retirement distributions can potentially increase the tax
rate of these sources as your total taxable income increases.

Another important consequence of increased taxable income to consider is its effect on health insurance
premiums, particularly for those who are not yet eligible for Medicare and rely on health insurance
through the Marketplace (often referred to as Obamacare). Marketplace health insurance premiums are
often subsidized based on yourincome level. If your retirement distributions raise your income above
certain thresholds, you could lose these subsidies, significantly increasing your out-of-pocket premium
costs. Those on Medicare would be affected similarly, with higher premiums on Part B and D for those
with higher total taxable income.

The Importance of Planning

Given the potential for retirement distributions to impact your taxable income and health insurance
premiums, planning is essential. Here are some strategies to consider:

1. Roth IRA Conversions: Converting traditional retirement accounts to Roth accounts can be beneficial.
While the conversion itself is a taxable event, future withdrawals from a Roth IRA are tax-free, which can
help keep your taxable income lower. In some cases it is best to plan for conversions before retirement.

2. Tax-Efficient Withdrawal Strategies: By strategically withdrawing funds from different types of
accounts—taxable, tax-deferred, and tax-free—you can optimize your tax situation.

3. Qualified Charitable Distributions (QCDs): If you are 70 2 or older, you can make a tax-free charitable
donation directly from your traditional IRA, up to the IRS limit. These distributions satisfy your required
minimum distributions (RMDs) but are not taxed.
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4. Manage Required Minimum Distributions (RMDs): If possible, start withdrawing smaller amounts early
or convert to a Roth IRA to reduce future RMDs and lower your future taxable income.

5. Leverage Long-Term Capital Gains: Harvest capital gains strategically to keep taxable income low. Take
advantage of long-term capital gains tax rates, which may be lower than ordinary income tax rates.

Retirement distributions are a key source of income in retirement, but without careful planning, they can
have unintended consequences on your overall tax situation. By understanding these potential impacts
and employing strategies to manage your income effectively, you can protect your financial well-being
and ensure a more secure and enjoyable retirement. Planning today can make all the difference in how
comfortable and stress-free your retirement years will be.

Find Other Helpful Topics

Securities offered through Avantax Investment Services®™, Member FINRA, SIPC.
Investment advisory services offered through Avantax Advisory Services™.
Insurance services offered through an Avantax affiliated insurance agency.
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