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Research Questions

What is the optimal withdrawal strategy for multiple

retirement accounts?

Does having multiple types of retirement accounts at

retirement have value?
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Uniform Marginal Tax Rate Model

Initial balances in a traditional IRA and a Roth IRA

Withdrawal grows annually to maintain purchasing power

Three Tax Rate Regimes

Constant High Tax Rate - 33%

Constant Low Tax Rate - 28%

Alternating tax rates
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Three Withdrawal Strategies

Two Naïve Withdrawal Strategies

– Distribute from traditional IRA first until depleted

– Distribute from Roth IRA first until depleted

One Informed Withdrawal Strategy

– Traditional IRA when tax rate low; Roth when tax rate high

Required Minimum Distributions (RMDs)

Uniform Marginal Tax Rate Model
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Uniform Marginal Tax Rate Model

Withdrawal Algorithm for First Naïve Strategy

– Withdraw from Traditional IRA until depleted
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Uniform Marginal Tax Rate Model

Withdrawal Algorithm for Informed Strategy
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Base Case Assumptions

$1,000,000 in traditional IRA

$720,000 in Roth IRA

Spending rate

6%

$103,200

Grows by 3% annually

25-year time horizon

8% return

Terminal tax rate is 28%
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Withdrawal strategy is irrelevant under constant tax rates

Uniform Marginal Tax Rate Model
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Uniform Marginal Tax Rate Model

An Informed Strategy performs better than a naïve strategy
when tax rates change
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The value of an informed strategy increases with returns

Uniform Marginal Tax Rate Model

Return (r)
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Uniform Marginal Tax Rate Model

The value of an informed strategy generally increases with the
withdrawal rate and its growth



Page 13

Progressive Tax Rate Model

Assume tax rate structure for 2006

Brackets grow annually by inflation

Withdrawal strategies

Distribute from traditional IRA first until depleted

Distribute from Roth IRA first until depleted

Informed strategies

– Distribute from traditional IRA up to exemptions and deductions, or a
specified tax bracket

– Remainder of withdrawal comes from Roth IRA
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Progressive Tax Rate Model

Withdrawal Algorithm for Naïve Strategy

– Withdraw from Traditional IRA until depleted
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Progressive Tax Rate Model

Withdrawal Algorithm for Informed Strategy

– Withdraw from Traditional IRA up to bracket j

– Remainder from Roth IRA
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Progressive Tax Rates
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Progressive Tax Rate Model

Traditional then Roth is better of the two naïve strategies

Informed strategies offer substantial improvement
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Progressive Tax Rate Model

Traditional then Roth is better of the two naïve strategies

Informed strategies offer substantial improvement
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Progressive Tax Rate Model
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Progressive Tax Rate Model
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Wealthier Investors

$2 million in Traditional IRA and $1.44 million in Roth

Optimal strategy  Withdrawal up to 25% tax bracket

Corresponds to $140,600 AGI

$4 million in Traditional IRA and $2.88 million in Roth

Optimal strategy  Withdrawal up to 28% tax bracket

Corresponds to $205,350 AGI
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Withdrawal Sequencing with Taxable Accounts

Generally, withdrawal from taxable accounts first

Taxable withdrawals before Roth IRA

– Preserves greater after-tax returns in Roth IRA

Taxable withdrawals before traditional IRA

– As long as effective tax rate on taxable account returns is less
than distribution tax rate

Exceptions

Low basis stock positions

Year in which retiree has exceptionally low tax rate (e.g., medical
expenses)

Higher tax bracket in subsequent years (?)
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Role in a Comprehensive Withdrawal Program

Value of Tax Bracket Framework

Can be used to incorporate other factors

Uniqueness of an individual’s effective tax bands

AMT phase-ins and phase-outs

Social Security Tax Torpedo
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Social Security Tax Bullet

Figure C1. Marginal Tax Rates on Couple's Withdrawals from Tax-deferred
Accounts
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Other Factors to Consider

Cost Basis

Estate Tax

Tax Rate of Beneficiaries

The value of flexibility in the face of uncertainty

Option value

Monte Carlo analysis



Questions?

Stephen M. Horan, Ph.D., CFA

Head, Private Wealth and Investor Education

CFA Institute

Optimal Withdrawal Strategies from Multiple
Tax-Advantaged Accounts


