
How Taxable is your Retirement? 

 

With just over 60 days before the 2011 in-

come tax filing deadline, many people are 

now evaluating their retirement plans and 

how much to contribute.  There are many 

considerations one should evaluate with 

respect to a retirement plan.  First of all, 

the immediate tax impact weighs heavily 

on the decision how to save for your re-

tirement.  Contributions to a traditional 

Individual Retirement Account are gener-

ally tax deductible, while contributions to 

a company retirement plan such as a 401

(k) will reduce the employee’s taxable in-

come by the amount of contribution.  

These tax advantages provide an incentive 

towards making such contributions.   

 

There is, however, one additional consid-

eration that many people overlook.  Tradi-

tional retirement products, like the tradi-

tional IRA and 401(k) will be taxable at 

the time of withdrawal at whatever the tax 

rate is for the individual at that time.  For 

example, a retiree in the 25% federal mar-

ginal tax rate would need to withdraw 

about $1,333 from their retirement ac-

count in order to have a net-after-tax in-

come of $1,000, assuming no other offset-

ting deductions.  This “tax erosion” could 

be more significant if Congress were to 

increase tax rates as many experts believe 

will happen in the future, especially in 

light of the monumental Federal Debt. 

 

What can a person do if they are con-

cerned about their retirement tax future?  

The first and simplest answer is a Roth 

IRA or Roth account in a 401(k).  A Roth 

contribution does not provide any imme-

diate tax benefits, such as a tax deduction 

or taxable salary reduction but if held for 

five years and to age 59 ½, the withdraw-

als from a Roth are tax free.  In addition 

to a Roth IRA or Roth 401(k) account, a 

number of other investments like a well-

designed life insurance program offer 

similar “Roth-like” benefits that allow a 

person to save and to obtain tax-

advantaged retirement income.   

 

Universal Life insurance, both interest-

based and variable universal life, can be 

structured so that a premium purchases 

minimal amounts of death benefit, to a 

certain threshold established by the IRS in 

order for the policy to be considered life 

insurance.  Withdrawals are made in the 

future by means of policy loans and with-

drawal of original premium, which are ex-

empt from income tax under current laws 

in most cases.  This can be a valuable al-

ternate use for a product most everyone 

has a need for, and it self-completes in the 

event of death by paying a tax free benefit 

to the owner’s beneficiary.  Consult an ex-

pert before beginning this kind of plan to 

make sure of the costs and provisions of 

the policy you wish to use.  

 

Planning is the key to a successful retire-

ment strategy.  A person should not only 

plan for the amount they will need at re-

tirement, but should also plan for the ef-

fect taxes will have on their retirement in-

come.  A qualified planner can help, and 

there are many resources on the internet.   
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All information provided here is derived 

from publicly available information and is 

intended to be general information.  It is 

not to be construed as tax advice.  Please 

consult your own tax or financial advisor 

regarding your personal circumstances be-

fore taking any action that may have tax 

consequences.   

 

 


