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How to manage taxes using a
“spending watertall”

7 July 2025, 17:58 UTC, written by UBS Editorial Team

When raising funds for your retirement spending, it can be a challenge to decide which accounts to tap, and
in which order, to raise cash without triggering higher taxes. The “Spending Waterfall” approach helps to
streamline this process, empowering you to spread taxable income over time, smoothing out their tax burden
throughout retirement. This approach can improve the after-tax growth potential and the longevity of your
retirement plan.

A common approach retirees take to funding retirement spending is to defer taxable income as long as possible. This
strategy aims to maximize tax-advantaged growth and preserve tax-free assets for heirs. Unfortunately, deferring taxes
tends to create "tax torpedoes" for later retirement years, forcing families into higher tax brackets and reducing after-
tax growth potential.

To help solve the challenge of tax-efficiently funding retirement spending, CIO has created a “Spending Waterfall”
framework. This approach aims to streamline the decision-making process of withdrawing from different account types,
with the goal of smoothing taxable income throughout retirement and thus improving after-tax growth potential. Using
the spending waterfall, retirees aim to fill up lower tax brackets during low-tax years and stay out of higher tax brackets
in high-tax years.

The optimal withdrawal sequence will vary for each retiree depending on spending needs, tax bracket, and the mix of
taxable, tax-deferred, and tax-exempt assets. Below is a guide for implementation.



;a ; UB S For UBS Marketing purposes

Implementing the spending waterfall

Your withdrawal choices affect both your retirement spending and the after-tax wealth you pass on to future generations.
Therefore, it's important to align your withdrawal decisions with your financial goals, whether that's covering near-term
expenses, ensuring long-term financial security, or leaving a legacy.

The Liquidity. Longevity. Legacy. framework can be a useful approach for balancing these different priorities and
customizing the approach for your personal circumstances.

Here is a step-by-step process for implementing the spending waterfall. We recommend following these steps every year
as you refill your Liquidity strategy (cash flow for short-term expenses).

1. Compare your planned spending to your expected income.
When refilling your Liquidity strategy each year, consider your cash flow needs for the next 3-5 years, including expected
taxes, and compare these needs to your current Liquidity strategy funding.

Next, assess your expected income for the coming year. Start by totaling your guaranteed income sources such as Social
Security, pensions, and annuities. To this figure, add the income you'll receive from required minimum distributions (RMDs)
as well as interest and dividends in your taxable accounts. These cash flow sources are taxed whether you spend them or
not, so they are a priority for covering your spending needs.

Take the amount of cash that you need to refill your Liquidity strategy and subtract the amount of your expected income.
The difference will tell you how much cash you will need to raise from other sources, such as IRA withdrawals or selling
taxable account investments.

2. Identify your “target” tax bracket

With your financial and tax advisors, estimate your taxable income in each of your remaining retirement years. Using this
information, determine a target marginal income tax bracket that will help you spread your taxable income evenly over
time. You may also want to factor in the risk that tax rates may increase in the future.

A financial plan can help guide this process and allow you to assess the potential value of different strategies such as
partial Roth conversions to target this tax bracket each year.

Filling up your target tax bracket each year (and keeping taxable income out of the higher-than-target tax brackets) can
help you smooth your tax liability and avoid costly spikes and “tax torpedoes”

3. Determine which assets to draw from next

If your spending needs are below your target income tax bracket, follow this list of priorities when meeting your spending
needs while simultaneously filling up your target income tax bracket:

o First, take distributions from tax-deferred IRA and 401(k) accounts to fill up lower brackets.

» Next, look to tap into assets held in taxable accounts, prioritizing assets that can be sold without realizing gains.

« If you must realize gains, weigh the tax cost against the costs and risks of borrowing instead. When possible, avoid
realizing short-term capital gains.

« If you still have room in your target bracket after covering spending, consider increasing your taxable income by
implementing a partial Roth conversion.

If your spending needs are above your target tax bracket, consider these strategies to help avoid moving into higher
brackets:
» Use tax-free Roth distributions to fund spending without pushing yourself into higher tax brackets.

o Use tax-free HSA distributions to cover qualified medical expenses.
* When selling taxable assets, avoid realizing short term capital gains, which are taxed as ordinary income.

o Harvest capital losses to offset gains; if losses exceed gains, up to $3,000 of the remaining losses can offset ordinary
income if married filing jointly.
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o Use qualified charitable distributions (QCDs) from your IRA to satisfy all or a portion of your RMDs without
generating taxable income; no itemization required.

4. Review and adjust annually

Revisit your financial plan each year, especially if your spending needs or tax laws change.

There are many moving parts in the spending waterfall framework, but remember: The goal is not to optimize every dollar,
just to smooth your income and tax rates over time. You do not need to fill your target tax bracket with precision each
and every year. Don't let the pursuit of perfection get in the way of an effective, flexible strategy.

Conclusion

Being strategic about how you fund your retirement expenses can have a meaningful impact on your tax burden
throughout retirement. Implementing a spending waterfall could help minimize your average marginal tax rate throughout
retirement and therefore boost your after-tax growth potential. We recommend following these steps every year as you
refill your short-term retirement funding strategy.

To learn more, read the latest Modern retirement monthly: Managing taxes with a “spending waterfall”

Also listen to this podcast: Top of the Morning: A “Spending waterfall” to fund your retirement lifestyle

Note: UBS Wealth Way is an approach incorporating Liquidity. Longevity. Legacy. strategies that UBS Financial Services Inc.
and our Financial Advisors can use to assist clients in exploring and pursuing their wealth management needs and goals
over different time frames. This approach is not a promise or guarantee that wealth, or any financial results, can or will
be achieved. All investments involve the risk of loss, including the risk of loss of the entire investment. Time frames may
vary. Strategies are subject to individual client goals, objectives and suitability.


https://secure.ubs.com/public/api/v2/investment-content/documents/meXaAJP1qf7zCrHfJeHKsQ?apikey=1AS8wxGGWLjxy6J92ees52Uz5ZrWmy6m
https://podcasts.apple.com/us/podcast/top-of-the-morning-a-spending-waterfall-to/id1447407862?i=1000713427629

Disclaimer

Hong Kong / Singapore: For Global Wealth Management clients of UBS AG Singapore / Hong Kong branch, please refer to
the HK/SG Marketing Material Disclaimer .

This document is prepared and published by the Global Wealth Management business of UBS Switzerland AG (regulated by
FINMA in Switzerland), its subsidiaries or its affiliates ("UBS"), part of UBS Group AG ("UBS Group"). UBS Group includes former
Credit Suisse AG, its subsidiaries, branches and affiliates. In the USA, UBS Financial Services Inc. is a subsidiary of UBS AG and a
member of FINRA/SIPC. Additional Disclaimer relevant to Credit Suisse Wealth Management follows at the end of this section.
This document and the information contained herein are provided solely for your information and UBS marketing
purposes. Nothing in this document constitutes investment research, investment advice, a sales prospectus, or an offer or
solicitation to engage in any investment activities. This document is not a recommendation to buy or sell any security, investment
instrument, or product, and does not recommend any specific investment program or service.

Information contained in this document has not been tailored to the specific investment objectives, personal and financial
circumstances, or particular needs of any individual client. Certain investments referred to in this document may not be suitable
or appropriate for all investors. In addition, certain services and products referred to in the document may be subject to legal
restrictions and/or license or permission requirements and cannot therefore be offered worldwide on an unrestricted basis. No
offer of any product will be made in any jurisdiction in which the offer, solicitation, or sale is not permitted, or to any person
to whom it is unlawful to make such offer, solicitation, or sale.

Although all information and opinions expressed in this document were obtained in good faith from sources believed to be
reliable, no representation or warranty, express or implied, is made as to the document’s accuracy, sufficiency, completeness or
reliability. All information and opinions expressed in this document are subject to change without notice and may differ from
opinions expressed by other business areas or divisions of UBS Group. UBS is under no obligation to update or keep current the
information contained herein. The views and opinions expressed in this material by third parties are not those of UBS.
Accordingly, UBS does not accept any liability over the content shared by third parties or any claims, losses or damages arising
from the use or reliance of all or any part thereof.

All pictures or images ("images") herein are for illustrative, informative or documentary purposes only and may depict objects or
elements which are protected by third party copyright, trademarks and other intellectual property rights. Unless expressly stated,
no relationship, association, sponsorship or endorsement is suggested or implied between UBS and these third parties.

Any charts and scenarios contained in the document are for illustrative purposes only. Some charts and/or performance figures
may not be based on complete 12-month periods which may reduce their comparability and significance. Historical performance
is no guarantee for, and is not an indication of future performance.

Nothing in this document constitutes legal or tax advice. UBS and its employees do not provide legal or tax advice. This document
may not be redistributed or reproduced in whole or in part without the prior written permission of UBS. To the extent permitted
by the law, neither UBS, nor any of it its directors, officers, employees or agents accepts or assumes any liability, responsibility or
duty of care for any consequences, including any loss or damage, of you or anyone else acting, or refraining to act, in reliance
on the information contained in this document or for any decision based on it.

Additional Disclaimer relevant to Credit Suisse Wealth Management: Except as otherwise specified herein and/or
depending on the local entity from which you are receiving this document, this document is distributed by UBS Switzerland AG,
authorised and regulated by the Swiss Financial Market Supervisory Authority (FINMA). Your personal data will be processed
in accordance with the Credit Suisse privacy statement accessible at your domicile through the official Credit Suisse website
https://www.credit-suisse.com. In order to provide you with marketing materials concerning our products and services, UBS
Group AG and its subsidiaries may process your basic personal data (i.e. contact details such as name, e-mail address) until you
notify us that you no longer wish to receive them. You can optout from receiving these materials at any time by informing your
Relationship Manager.

Please visit https://www.ubs.com/global/en/wealth-management/insights/chief-investment-office/marketing-material-
disclaimer.html to read the full legal disclaimer applicable to this document.

© UBS 2025. The key symbol and UBS are among the registered and unregistered trademarks of UBS. All rights reserved.
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