
Retirement Plan

Update
Frequently asked retirement income questions
A scannable list of frequently asked questions about retirement income planning with  
plain-English answers

When should I begin thinking 
about tapping my retirement 
assets and how should I go about 
doing so?
The answer to this question depends 
on when you expect to retire. Assuming 
you expect to retire between the ages 
of 62 and 67, you may want to begin 
the planning process in your mid-to-
late 50s. A series of meetings with a 
financial advisor may help you make 
important decisions such as how your 
portfolio should be invested, when you 
can afford to retire, and how much you 
will be able to withdraw annually for 
living expenses. If you anticipate retiring 
earlier, or enjoying a longer working life, 
you may need to alter your planning 
threshold accordingly.

How much annual income  
am I likely to need?
Financial advisors typically suggest 
that many people are likely to need 
between 60% and 80% of their final 
working year’s income to maintain 
their lifestyle after retiring. But low-
income and wealthy retirees may need 
closer to 90%. Because of the declining 
availability of traditional pensions and 
increasing financial stresses on Social 
Security, future retirees may have to rely 
more on income generated by personal 
investments than today’s retirees.
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How much can I afford to 
withdraw from my assets for 
annual living expenses?
As you age, your financial affairs won’t 
remain static: changes in inflation, 
investment returns, your desired 
lifestyle and your life expectancy are 
important contributing factors. You 
may want to err on the side of caution 
and choose an annual withdrawal rate 
somewhat below 5%; of course, this 
depends on how much you have in your 
overall portfolio and how much you will 
need on a regular basis. The best way to 
target a withdrawal rate is to meet one-
on-one with a qualified financial advisor 
and review your personal situation.

When planning portfolio 
withdrawals, is there a preferred 
strategy for which accounts are 
tapped first?

You may want to consider tapping 
taxable accounts first to maintain 
the tax benefits of your tax-deferred 
retirement accounts. If your expected 
dividends and interest payments from 
taxable accounts are not enough to 
meet your cash flow needs, you may 
want to consider liquidating certain 
assets. Selling losing positions in taxable 
accounts may allow you to offset current 
or future gains for tax purposes. Also, to 

maintain your target asset allocation, 
consider whether you should liquidate 
overweighted asset classes. Another 
potential strategy may be to consider 
withdrawing assets from tax-deferred 
accounts to which nondeductible 
contributions have been made, such as 
after-tax contributions to a 401(k) plan.

If you maintain a traditional IRA, a 
401(k), 403(b), or 457 plan, in most 
cases, you must begin required 
minimum distributions (RMDs) after 
age 72.1 The amount of the annual 
distribution is determined by your 
life expectancy. RMDs don’t apply to 
Roth IRAs.

Are there other ways of getting 
income from investments besides 
liquidating assets?
One such strategy that uses fixed-
income investments is bond laddering. 
A bond ladder is a portfolio of bonds 
with maturity dates that are evenly 
staggered so that a constant proportion 
of the bonds can potentially be 
redeemed at par value each year. As a 
portfolio management strategy, bond 
laddering may help you maintain a 
relatively consistent stream of income 
while managing your exposure to risk.2

In addition, many of today’s annuities 
offer optional living benefits that 
may help an investor capitalize on 
the market’s upside potential while 
protecting investment principal from 
market declines and/or providing 
minimum future income. Keep in mind, 
however, that riders vary widely, have 
restrictions, and that additional fees 
may apply. Your financial advisor can 
help you determine whether an annuity 
is appropriate for your situation.3

When crafting a retirement portfolio, 
you need to make sure it is positioned 
to generate enough growth to prevent 
running out of money during your later 
years. You may want to maintain an 
investment mix with the goal of earning 
returns that exceed the rate of inflation. 
Dividing your portfolio among stocks, 
bonds, and cash investments may 
provide adequate exposure to some 
growth potential while trying to manage 
possible market setbacks.

1 This age was increased from 70½, effective 
January 1, 2020. Account holders who turned 70½ 
before that date are subject to the old rules
2 Bonds are subject to market and interest rate risk 
if sold prior to maturity. Bond values will decline as 
interest rates rise. Bonds are subject to availability 
and change in price.
3 Annuity protections and guarantees are based on 
the claims-paying ability of the issuing insurance 
company.

Leaks can deflate your retirement hopes
Plan loans and hardship withdrawals are plan leaks that can wreak havoc on your retirement savings.

What’s your vision of the ideal 
retirement? Endless days by the ocean? 
Spending time with family and friends? 
Pursuing a new interest or hobby? 
Whatever your retirement dreams, you 
know that it will be largely up to you to 
fund them.

You are already on the right track if you 
are maximizing contributions to an 
employer-provided retirement plan. 
However, you may stand a far better 
chance of achieving a financially secure 
retirement if you avoid tapping into your 
retirement savings by taking loans or 

hardship withdrawals. These are known 
as plan leaks. They can impede the 
growth of the assets in your retirement 
plan and leave you with a smaller sum 
available for your retirement than you 
might anticipate.
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Plan loans can be costly
There’s little doubt that plan loans are 
a tempting way to handle a temporary 
need for cash. You’ll repay yourself at a 
reasonable interest rate, without taxes 
or penalties. However, plan loans can be 
far more costly than they seem. Think 
about the following before you take a 
loan from your plan:

No tax advantage. Unlike pretax plan 
contributions, loan repayments are 
not tax deferred. You will have to repay 
the loan with money that’s already 
been taxed. Then, when the money is 
distributed to you at retirement, you’ll 
pay taxes on it again.

The loss of potential earnings. When 
you take money out of your plan for 
a loan, you reduce your plan account 
balance. Essentially, you will have less 
money working for you and will lose out 
on future potential earnings. That lost 
potential could be significant if you take 
a loan at a time when the markets are in 
a strong growth pattern.

The temptation to reduce 
contributions. Could you comfortably 
repay your plan loan and continue 
making your regular plan contributions? 
There is always the possibility that 
you could find it hard to do both and 
decide to reduce or stop making regular 
contributions to your plan. Reducing or 
stopping contributions while repaying 
your loan would further reduce your 
account’s growth potential.

Repayment difficulty. If you leave your 
employer before the loan is repaid, 
you will either have to repay the entire 

outstanding amount or allow the loan to 
become a distribution. In plain English, 
a distribution means that you will be 
required to pay regular income taxes on 
the loan balance and quite possibly an 
additional 10% early withdrawal penalty 
if you are under age 59½.

Hardship withdrawals can  
also be problematic
Some plans permit withdrawals from 
your retirement plan before you reach 
age 59½ for what’s referred to as a 
“financial hardship.” For example, 
you might be permitted to withdraw 
money to buy a principal residence, pay 
medical expenses, or pay college tuition 
and room and board expenses.

You will have to pay federal income 
taxes on the amount in the year you 
receive the money from the hardship 

withdrawal. And you may have to pay 
a 10% early withdrawal penalty as well. 
Most importantly, taking a hardship 
withdrawal means you will have less 
money invested for your future. You will 
lose the potential earnings that money 
could make over time.

Consider alternatives
Having an emergency fund of three-to-
six-months’ worth of living expenses 
gives you a substantial cushion for 
those times when you might face a 
large, unexpected expense and could 
help you avoid the need to tap into your 
retirement plan. If you are considering 
applying for a plan loan or hardship 
withdrawal, however, make sure you 
first explore other options and talk to 
your financial and tax advisors about 
your situation.
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