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of the payment that represents a return 
of your principal is nontaxable; the rest is 
taxable.

The order in which you draw down 
your assets depends on a number of fac-
tors, including your amount of earned 
income, whether you’re taking Social 
Security, your age and the potential return 
on the various accounts. Many clients 
prefer to defer taxable distributions (and 
thus the tax payment) as long as possible. 
However, there are cases where this is not 
always best, so it is important to work 
with a qualified adviser to determine the 
best course for your particular situation.

Potential taxes on Social Security ben-
efits can be especially complex. Depend-
ing on the amounts of other income 
sources, your benefits may be partially 
taxable – 0%, 50% or 85% of the benefit 
may be counted as taxable depending on 
the income levels. So there may be situa-
tions when lowering your realized income 
may net you more after-tax dollars in your 
pocket.

Business owners are all too familiar 
with the need to be tax-efficient 
in order to maintain their profit 

margins. The same goes for retirement 
income. Nothing is more infuriating than 
setting aside a sizable nest egg, built on 
years of hard work, only to see it chipped 
away by taxes.

Here I want to focus on just one piece 
of the puzzle: managing one’s retirement 
income (or “drawdown”) to be as tax-effi-
cient as possible. Many types of distribu-
tions are taxed – and this can even include 
Social Security. Many retirees aren’t aware 
of those tax implications and fail to plan 
accordingly.

The amount of tax you pay on retire-
ment income depends largely on the in-
vestment vehicle from which the funds are 
distributed. Most will be taxed as ordinary 
income, including qualified retirement 
plan distributions, some types of rental 
income, royalty income, nonqualified divi-
dends and short-term capital gains. If you 
earn any income from self-employment 
(for example, you do some consulting), 
that will also be taxed as ordinary income.

Some investment vehicles allow for in-
come that is not taxed (when the distribu-
tions are properly structured to meet cer-
tain criteria). Roth IRAs and Roth 401(k)
s are the most common tax-free sources 
for distributions taken after age 59½. Life 
insurance also can fit this category when 
a combination of principal and loans is 
distributed, but the policy must not lapse 
for this to work.

Qualified dividends and long-term capi-
tal gains fall somewhere in between. They 
are taxed as income but not at the ordi-
nary rate – they receive special treatment 
as long-term capital gains rates, which 
currently range from 0% to 20% based on 
your tax bracket.  

Annuities may be qualified (IRA) or 
nonqualified, and both have tax implica-
tions. Qualified annuity distributions are 
fully taxable, while nonqualified annuities 
are a bit more complex. Here, the portion 
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The broad range of account types and 
investment vehicles available, along with 
the complexity of the tax law, makes hav-
ing a retirement strategy prudent. Work-
ing with a qualified wealth manager and a 
certified tax professional to find the ideal 
drawdown strategy for your situation can 
be money well-spent. n

Thomas Mengel is a founding partner of MSMF, 
where he advises clients on matters that include 
portfolio management, family wealth planning 
and business succession. He is ready and willing 
to discuss wealth management and investment 
strategy no matter the political climate and can 
be reached at 12213 Big Bend Road, Kirkwood, 
MO 63122 and by phone at 314-677-2550.
 
Securities offered through Cetera Financial Spe-
cialists LLC (doing insurance business in CA 
and CFGFS Insurance Agency), member FIN-
RA/SIPC. Advisory services offered through 
Cetera Investment Advisors, LLC. Cetera enti-
ties are under separate ownership from any other 
named entity.

Strategic Planning for 
Benefits and hR
Recently I participated in a strategic 
planning session with 15 other execu-
tives managing anywhere from 10 to 300 
employees.  the facilitator posed an 
interesting question to the group: “What 
is the primary challenge you’re facing as 
an organization?” the answers were not 
surprising. 

How about your company? Is your leader-
ship team striving to accomplish any of 
the following? 

• Improve employee engagement 
• Develop more streamlined processes 
• Manage industry changes 
• Increase profitability 
• Design and execute succession plans 

Maybe the specific challenges/objectives 
of your company were not listed, but odds 
are your organizational goals include the 
bottom line and your employees.  

Salaries and benefits are in the top three 
to five expenses for a company. When it 
comes to annual benefit planning, many 
employers wait until the 90- to 100-day 
window before renewal to begin planning. 
Unfortunately, this is a reactive model. 
Benefits are more complicated today than 
ever. the workforce is more diverse than 
ever. The Department of Labor collects 
more in fines each year. Many businesses 
are operating on a lean budget and are in 
dire need of predictive modeling tools to 
manage future expenses.  

If a business has a priority to increase 
employee engagement and if benefits 
add an extra 10% to an employee’s wages, 
then doesn’t it make all the sense in the 
world to implement an innovative and 
well-thought-out communication strategy 
that engages and educates employees well 
beyond an announcement letter or a group 
meeting at open enrollment? 

2016 is halfway over. save yourself future 
time and money by carving out a few 
hours this month to identify priorities and 
develop a roadmap for the future. n  
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in group and individual 
insurance.c


