
It’s been said the only certainties in life are death and taxes, to which Will Rogers famously quipped 

that “death doesn’t get worse every time Congress meets.”

Changes in tax rules, much like the stock market, can be unpredictable. But tax diversification may 

help counter the ever-changing tax environment and provide flexibility in retirement.

Achieving Tax Diversification: An Account Perspective
To achieve tax diversification, we generally believe investors should 
have balance and contribute to both traditional and Roth IRAs. That 
said, where you focus your contributions may change, depending on 
your life stage and tax situation:

• Younger investors and those in low tax brackets – Since your 
current tax rate is likely low, the tax deduction from a traditional 
IRA or pretax deferral into an employer plan may be less important, 
making a Roth IRA potentially more beneficial.

• Investors with the majority in traditional IRAs/401(k) accounts –  
If you are able to forgo the current tax deduction, consider  
shifting your contributions to Roth accounts. If you have fewer 
years remaining to contribute to these accounts, converting 
a portion of your retirement assets to a Roth may provide tax   
diversification and more flexibility in retirement (but will also  
cause a current taxable event).

Tax Diversification:
Providing Flexibility in Retirement

Roth or Traditional?

Roth IRA/401(k)  
Tends to be more beneficial if:

Traditional IRA/401(k)  
Tends to be more beneficial if: 

You expect tax rates to be higher in retirement than they are today (or at the time 
of contribution).

You expect tax rates to be lower in 
retirement than they are today (or at the 
time of contribution).

You are able to forgo the tax deduction today for the prospect of tax-free income 
in retirement.

You are in a high tax bracket today and 
would prefer the immediate tax savings  
of a deduction or a pretax contribution.

You do not plan to spend these assets in retirement but would rather pass them on  
to heirs. A Roth IRA does not have a Required Minimum Distribution (RMD) during 
the owner’s lifetime, and distributions may be income tax-free to heirs.

You expect higher income from taxable sources and would benefit from the Roth’s 
tax-free income to help manage whether you move to a higher tax bracket or how 
much Social Security benefits are subject to income tax. Roth distributions are not 
considered when determining the potential taxation of Social Security benefits.

Source: Edward Jones.

We recommend working with a tax professional in addition to your Edward Jones financial advisor when evaluating the tax benefits of a Roth versus a 
Traditional IRA and/or making any decisions to convert.

Please see the full company research reports for important disclosures on the companies 
mentioned in this report. You can also contact a local Edward Jones financial advisor, or 
write the Research Department, Edward Jones, 12555 Manchester Road, St. Louis, MO 
63131, to receive a complete company opinion.
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Report Highlights:

Investing in accounts with different tax 
treatments can provide you with flexibility 
(and potentially higher after-tax income)  
in retirement.

The order in which you withdraw income 
from different types of accounts in retire-
ment can have an effect on your taxes.

You may want to consider other tax- 
advantaged ideas, such as municipal 
bonds, dividend-paying stocks and  
tax-loss harvesting, based on your  
specific situation.
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Benefits of Tax Diversification on Retirement Income
Placing money in tax-deferred accounts can provide you with tax deductions now. Contributing to tax-free 
accounts can provide you with tax-free income in retirement. Each provides benefits that could prove 
more valuable, depending on future tax rates. But while your situation and the tax code may be anything 
but constant, one thing is certain: An important benefit of having money in different types of accounts 
(i.e., tax diversification) is flexibility.

James (Diversified) vs. Robert (Non-diversified)

Tax Diversification Benefits

(Income needed)

Total Withdrawal 
$54,350

Annual withdrawal rate:
4.53%

 

$45,000

$35,000

$25,000

 $15,000

          $0 

 

$45,000

$35,000

$25,000

$15,000

$0 

James Robert 

Total Withdrawal 
$50,200

Annual withdrawal rate:
4.18%

Traditional 
IRA 

$54,350

Traditional 
IRA 

$37,650 

 Roth IRA 
$12,550

Taxes $8,424

Taxes $5,200

Taxes $4,681

Taxes $9,350

Source: Edward Jones. Chart for illustrative purposes only. Dollar amounts rounded to 
the nearest 50. 

Taxes Paid

Income
Received
$45,000

On the other hand, James diversified 
his accounts. He withdraws from 
his traditional IRA only up to the 
maximum income amount for the 15% 
tax bracket. Then he switches to his 
Roth IRA for the remaining amount, 
taking tax-free withdrawals. This 
helps prevent him from moving into 
the 25% tax bracket. Because James 
was able to withdraw from accounts 
that have different tax treatments, he 
received the same $45,000 in income 
while paying $4,150 less in taxes than 
Robert. James also withdrew about 
$50,000 from his accounts, versus 
the more than $54,000 Robert had to 
withdraw to achieve the same income. 
This highlights another benefit of 
tax diversification: James is able to 
receive the same amount of after-tax 
income as Robert, but by taking less 
out of his investments.

Since the amount you withdraw from 
your portfolio helps determine how 
long it can last in retirement, this strat-
egy may help your savings last longer. 
Remember, these are just hypothetical 
examples; any withdrawal strategy 
should be discussed with your finan-
cial advisor and tax professional.

Consider the following hypothetical example: 

Both Robert and James are 68 years old and have saved $1.2 million for retirement. Robert has all of his 
money in a traditional (tax-deferred) IRA. This means all withdrawals will be taxed as ordinary income. 
James has investments in traditional and Roth IRAs, which means he has the option to withdraw money 
from his IRA (which will be taxed) and/or tax-free withdrawals from his Roth.

Let’s assume both Robert and James need $45,000 in after-tax income to supplement retirement  
spending each year. Because Robert’s withdrawals from his traditional IRA are taxed as ordinary income, 
he has to withdraw over $54,000 to cover both his taxes due and meet his $45,000 income requirement. 
As a result, he is pushed into the 25% tax bracket – part of his withdrawal is taxed at 10% and 15%, and the 
rest is taxed at 25%.
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Edward Jones, its employees and financial advisors are not estate planners and cannot provide tax or legal advice. Please consult your estate 
planning attorney or qualified tax advisor regarding your situation.

Diversification does not guarantee a profit or protect against loss.

Your Sequence of Withdrawals 
How much you withdraw from your investments may be 
the most influential factor in how long your money will last. 
Since every dollar you spend on taxes is one less you have to 
spend in retirement, the goal is to increase after-tax income. 
Tax diversification can help you structure withdrawals to 
potentially reduce taxes and increase the amount of your 
after-tax spendable income.

Get Diversified
Tax diversification can help provide flexibility and sustainability for your retirement savings. While the tax 
code may be complex and ever-changing, the solution doesn’t have to be. Talk to your Edward Jones financial 
advisor about how tax diversification can play a part in your long-term retirement goals.

1

2

3

4

5

Generally, we recommend taking withdrawals in  
the following order:

RMDs, if necessary

Dividends/interest from taxable accounts

Taxable accounts (positions with losses first,
if available, then gains)

Tax-deferred accounts (traditional IRA)

Tax-free accounts (Roth IRA)

Tax Diversification:   
An Investment Perspective
While the earlier discussions focused on 
types of accounts, we also recommend 
considering the following regarding your 
investments.

Investment Considerations include:

• Municipal bonds

• Dividend-paying stocks

• Annuities

• Advisory programs that offer tax 
management features

You may also want to consider 
other actions, including:

• Tax-loss harvesting

• Portfolio rebalancing and reducing 
overconcentrated positions

• Increasing contributions to traditional 
or Roth IRAs and employer-provided 
retirement plans

• Converting traditional retirement funds 
to a Roth account

• Using tax-advantaged education 
savings vehicles, such as 529 College 
Savings Plans and Coverdell Education 
Savings Accounts

This sequence is just a guide, since the accounts and  
investments you use for withdrawals may vary from year to 
year depending on tax and investment considerations. For  
example, it may make sense to vary this sequence or take 
from multiple account types from year to year to help reduce 
taxes and prevent moving into a different tax bracket, as  
highlighted in the example on page 2. 

In addition to taxes, you should also consider using invest-
ments where you are overweight that you could sell to rebal-
ance. It’s important to maintain the proper balance between 
stocks and bonds within your portfolio.  

Since where you take withdrawals should depend on your tax 
and financial situation, it’s important to discuss your expected 
income and withdrawals with your financial advisor and tax 
professional each year.  


