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4 LETTER 
WORD
Given one word to describe the biggest problem with our country right 
now, you might suggest something like: debt, wars, or immigration. But 
truly, the biggest problem is much simpler (yet much more complicated) 
than all of that. 

Believe it or not, the biggest problem in America today is math.  

This is the message shared by David Walker, the former comptroller of 
the US (equivalent to the CPA and chief auditor for the US Government) in 
2011. Serving under both Bush and Clinton, he knew better than anyone 
the inner workings of the financial situation of the US government.  
Fed up with the bureaucracy and deceit, he resigned in 2008.  He 
immediately went on a campaign to let everyone know the extent of the 
trouble America currently faces.

Like a slow moving ship, it is hard to turn and change direction of an 
entire country that is putting more and more confidence into hollow 
government promises. Most people choose to tune out and blindly put 
money into investment vehicles that will likely have drastically different 
outcomes than they anticipated. 

YOU ARE DIFFERENT BECAUSE YOU ARE 
READING RIGHT NOW.

MATH PROBLEMS
The math problems outlined by David Walker affect you. They affect us. 
They affect every single American citizen. They have the potential to ruin 
your retirement if you don’t educate yourself about them. 

Believe it 
or not, the 
biggest 
problem 
in America 
today is 
math.
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SOCIAL SECURITY: WORKERS TO RETIREES
THE PONZI SCHEME
Ponzi Scheme: A fraudulent investment scam that generates returns for older 
investors by acquiring new investors. This scam yields the promised returns 
to earlier investors, as long as there are more new investors. These schemes 
collapse upon themselves when the new investments stop.
Carlo “Charles” Ponzi was born in Italy in 1882 and immigrated to the United States in his early twenties.  In 1919, 
Charles Ponzi came up with what sounded like a brilliant investment idea.  He advertised a business that would 
exploit the valuation differences of postal stamps in various countries.  No one knew exactly how the differences 
were known to Ponzi, but his promise to double his clients’ money within the first 90 days was enough to lure 
investors, so the money came flowing in. 

At the peak of the scam, Ponzi was collecting more than $1 million per week.  And that was almost 100 years ago. 
Today, that would be the equivalent of more than $14 million per week.

Is isn’t hard to guess how this scam ended: The “business plan” was more than flawed, it never really existed. No 
postal stamp arbitrage was ever exploited.  Old investors were simply paid out from new investors’ money.  While 
the business was expanding, there was plenty of money to pay off older investors. But by the mid 1920s, the news 
started to spread that something was suspicious with the business.  Just weeks after newspapers, auditors, and 
banks started asking questions, investors became nervous and the house of cards came down.

CHAPTER ONE
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IDA MAY’S 1100% ANNUAL RETURN
A photograph of Ida May Fuller used to hang in social security offices across the country.  She developed a modest amount of fame when 
she became the first retiree to claim social security. Her picture is no longer displayed, and her story isn’t repeated.  

Why?

While working as a legal secretary in Vermont, Ida May paid a total of $25 in Social Security taxes.  Throughout her retirement years, she 
collected total benefits of $22,889 - a return of 1100% per year.

Today, the average return on a worker’s 
Social Security taxes is below 2% – and 
falling.  It’s projected that, in the near 
future, workers will end up with a 
negative return (a loss) on their so called 
investment in the program.

How did the program with amazing early 
success take such a turn for the worst?  
The truth is, just like Ponzi’s plan, Social 
Security has never been financially 
sound.  It relied on an ever growing 
number of workers contributing to the 
plan. 
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AMERICA’S GIGANTIC MATH PROBLEM
SOCIAL SECURITY’S MATH PROBLEM
Though everyone knows that social security is an inefficient system and on its way to complete bankruptcy, few 
can articulate why. It’s the giant, unsolvable math problem in America! 

It starts with this simple demographic change.  At its inception, there were 42 workers contributing to the plan for 
every recipient.  That number sharply fell to 5 workers for every retiree within just 15 years.   Today, there are less 
than 3 workers contributing for every recipient.  

As baby boomers continue to retire and medical technology allows us to live longer and longer, this problem will 
only get worse. 

Citing a government report of pending depletion, high energy prices along with a slowly rebounding economy are 
shortening the life of the trust funds that support Social Security.  As it stands now these funds are predicted to be 
completely depleted by 2033 ( http://www.ssa.cov/history/ratios.html ).  If these funds are exhausted and there are 
not enough workers to continue to fund the system how will this impact your retirement plans?

Here’s the bottom line: Social Security wasn’t supposed to act as a pension that would last 30 years as people 
aged through retirement.  When Social Security was first passed into law in 1935 the math behind it actually 
worked. In 1935 the eligibility age for Social Security benefits was set at 65, however, the average life expectancy 
was only 62.  The program’s administrators didn’t anticipate that the average American would live long enough to 
ever draw on Social Security. 

CHAPTER TWO
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Today, average life expectancy is approaching 85. 

Social Security was never intended to be a retirement program; it was merely insurance in case 
someone lived too long. 

But today it has become a vital part of many people’s well-being in retirement. According to the 
Social Security Administration for many retirees today, Social Security represents their single 
largest retirement asset.  Today, two-thirds of all retirees rely on Social Security for 50% of their 
retirement income. Even more alarmingly is that one-third rely on Social Security for at least 
90% of their income.  

 

MEDICARE AND MEDICAID: THE $42 AND $120 
TRILLION TICKING TIME BOMBS
These meager little numbers are the “unfunded liabilities” of Medicare and Medicaid.  Our 
government has made some giant promises to millions of people.  The problem with these 
promises is that they no longer have the money to fulfill them. 

Let’s put this into perspective: How much is $42,000,000,000,000 and $120,000,000,000,000?  

If laid end to end, one trillion dollars would stretch to the moon and back – not once, not twice, 
but 200 times!  At the rate of $1 per second, it would take 11.5 days to repay one million 
dollars.  After 32 years you could repay one billion dollars.  How about a trillion?  An amazing 
31,688 years!

For those of you more visually inclined, here are some images to put it into perspective. 
( all images courtesy of www.demonocracy.info )

Let’s start with a crisp $100 bill.  It takes two pinched fingers to hold one of these. 

Few of us have held a stack of 100 at one time, but 
$10,000 would easily fit in your jacket pocket

One million dollars is surprisingly more compact than 
one would think; it would likely fit in your carry-on 
luggage.

And one billion?  You’d need some helping hands and 
a moving truck but not as much as you might have 
thought.

SOCIAL SECURITY 
WAS NEVER 

INTENDED TO BE 
A RETIREMENT 

PROGRAM; IT WAS 
MERELY INSURANCE 
IN CASE SOMEONE 
LIVED TOO LONG. 
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And how about one trillion dollars? Here is one trillion dollars in 
$100 bills stacked next to a football field, a 747 jet, and the white 
house.  

So what does our 120 trillion dollars of unfunded liabilities look like?  
You would need more than 30 stacks, each taller than the statue of 
liberty, the empire state building, even the twin towers. 

But America’s gigantic Math Problem problem does not stop at social security, Medicare and Medicaid. Our government is making bigger and 
bigger promises – all of which are costly – each election cycle, so we keep adding more zeros to the end of those already massive numbers.

Remember, these numbers are all increasing every day.  If you want to see these statistics in real time, check out this website 
www.usdebtclock.org.  It shows real time what these and many other debt numbers are doing.

WARNING: Viewer discretion is advised as the images may be disturbing.
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A COMBINED PROBLEM
Currently, our government allocates 76% of every tax dollar to be spent on the following four items: 

By 2020, that 76% is projected to increase to 92%.

By 2020, if 92% of your tax dollars are spent on Social Security, Medicare, Medicaid, 
and the interest on the National Debt, that leaves merely 8% of every tax dollar for EVERYTHING else. 

To put this into perspective, the remaining .08 cents of every tax dollar collected would be all that is left for the government to cover 
every other program, including:  

 � Child Nutrition Programs

 � Home Land Security

 � Food Safety and Inspection Service

 � U.S. Forest Service

 � DEA

 � Public housing Program

 � Animal and Plant Health Inspection Service

 � Bureau of Indian Affairs

 � Army

 � National Endowment for the Arts

 � Air Force

 � Rural Development

 � Coast Guard

 � Supplemental Nutrition Assistance Program 
(aka Food Stamps)

 � National Park Service

 � Department of Family Services

 � U.S. Geological Survey

 � Environmental Protection Agency,

 � CDC

 � Immigration and Customs Enforcement

 � Secret Service

 � Supportive Housing for the Elderly Program

 � Federal Railroad Administration,

 � Navy

 � Bureau of Land Management

 � Peace Corps

 � State Department

 � National Science Foundation,

 � Congress

 � Fish and Wildlife Service,

 � White House

 � Smithsonian Institute

 � Small Business Administration

 � Federal Highway Administration

 � Disaster Relief

 � Federal Courts

 � Federal Student Loans

 � Federal Pensions

 � Income Assistance

 � IRS

 � NASA

 � FEMA

 � FAA

 � FCC

 � SEC

 � FBI

Sadly, the list goes on and on. 

David Walker foresees a few minor budget problems in the future, (to put it gently,) and we have to agree with him.

 � Social Security

 � Medicare

 � Medicaid

 � Interest on the national debt  

76% 92%

Description: % of every tax dollar spent on...
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MATH AND YOUR RETIREMENT
How does all this affect your retirement?  Well, our government made these problems, and they are going to try and 
pay for them.  How does the government pay for anything that it does?  

TAXES  
There is no other way. Too often when we refer to the Government we use words like “them” and “they.”  These terms 
blind us to the fact that the Government is intended to be a representation of you and me. 

Many people talk about what the government will have to do take make good on these outstanding, unfunded 
promises, but – in reality – the burden of correcting it will actually fall on you and me.  Bottom line, that means you 
and I will have to fork over more of our hard-earned dollars to solve the giant math problem that America is dealing with.

Many people today complain that taxes are higher than they’ve ever been. It’s hard to fathom that they could increase 
even more, but David Walker asserts that: Yes, they can, in fact, go higher.  

According to the Congressional Budget Office, in order to fulfill on all the promises made surrounding social security, 
Medicare and Medicaid, the lowest tax bracket of 10% would have to increase to 25%.  The 25% tax bracket would need 
to increase to 63%. And the top marginal tax bracket, currently 39.6%, would have to rise to 88%! 

Is this even possible?  Will the public stand for it? Not only is it possible, but the scary part is that the US has done it before. 

CHAPTER THREE
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As the above chart shows, the average maximum tax rate in the US over the last 100 years has been 58.4%.  This 
is long before Social Security was in trouble and Medicare and Medicaid were added to the equation.  The highest 
bracket in history was 92%.  

What about the lower tax brackets?  As you can see, the lowest average bracket has been close to what it is now.  
Again, that is without a soaring national debt.  The lowest brackets have historically seen rates approaching 25%.

LESSON LEARNED
We learn from this that it is enevitable that tax rates will go up.  There will be no other option.  And there is the 
precedence, and a voting block with the mindset to do it.  Today might actually represent the lowest taxes you’ll 
see for the rest of your life. 

All this means that relatively speaking, taxes are on sale right now. Strangely, many CPA’s today are poorly advising 
their clients to DEFER taxes.  Don’t pay them now (when they are effectively on sale) only to pay them later when 
they are inevitably going to go up. 

This kind of short sighted thinking undermines the very reason that you are saving to begin with: retirement. The 
dream of retirement is that one day you will be able to convert your accumulated savings into an income stream, 
which buys your time back.  If maximizing income from your assets is truly the goal, then why would you defer 
what is arguably your biggest liability, (taxes,) to the time when you can least afford to have it? 

Deferred retirement accounts are a bet that tax rates are going down. Taking a tax deduction today is only a tax 
benefit if taxes are either the same or lower when you decide to settle up on the deferred tax. 
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FINDING THE 0% TAX BRACKET
CREATING A PLAN  
“If you fail to plan, then you plan to fail.” - Benjamin Franklin 

When we first sat down with a CPA that understood the risks of deferring taxes he told us this, “there is one thing 
that causes clients to pay more in taxes than any other factor; if our clients could do just one, relatively simple 
thing, it could reduce taxes anywhere from 10% to as much as 50%.”

No, these savings don’t result from short sighted strategies like buying a bigger house or maxing out qualified 
plans. It is, however, 100% legal – and simple enough that anybody can do it. 

Put simply, it’s planning.

Reducing taxes doesn’t happen by accident or wishful thinking; you must understand what taxes are and how they 
are calculated.  The key is that you must change the nature of the income you earn and voila! You’ll be in a lower 
tax bracket; you could even be in the 0% tax bracket for your entire retirement.

If you’re thinking that there is no way you will ever understand the tangled, incoherent, complicated mess that is 
our tax code, don’t worry; you don’t have to. Just keep reading. 

We have worked with some of the top tax planning CPAs around the country who have spent decades researching, 
learning, and processing the tax code (as crazy as it sounds, it’s actually fun for them!) We are about to share with 
you a simple formula that, once mastered, can ensure that you are able to enjoy the 0% tax bracket in retirement.

CHAPTER FOUR

1111



QUALIFIED RETIREMENT PLANS: YOUR 
UNINTENDED RETIREMENT BUSINESS PARTNER.
What if I were to come to you with a business partnership proposition? 

I would use alluring words like “tax advantages,” and convince you to agree to be my business 
partner.  But, like many people often do, you fail to read the fine print of our contract.  

As our business becomes more and more successful, the terms of our partnership begin to be 
more important for you to understand.  As you look at the fine print, you find that our business 
partnership was quite different than what you anticipated.  

In fact, our partnership has some very disturbing provisions:

1.   You have to put in all of the money.

2.   You have to do all of the work. You research and choose every decision the partnership 
makes.  You painstakingly analyze each risk and spend countless hours each month and 
year researching and meeting with professionals for advice.

3.   You will have to keep your money tied up for an extended period of time.  In fact, if you 
decide to take money out of our business pre-maturely I will charge you a sizable fee.

4.   Lastly, our partnership is set up with a clause that will keep my ownership percentage 
intentionally vague.   You can calculate what the business is worth today, but you don’t 
yet know how much will be yours to keep.  At some future point in time when we decide 
to start taking a profit from our business I will disclose to you the percentage of our 
business that I own.  Before you can cash out from our business I will take my cut first.  

If you had read and understood all of these details of our proposed partnership, would you have 
agreed to it in the beginning? 

Unfortunately, this is exactly the partnership tens of millions have entered into with their single 
largest retirement asset, their qualified retirement plan. 

Here is what happens when you contribute to qualified retirement plans: The government gives 
you an immediate tax incentive, in exchange for an ownership stake in your total retirement 
assets. Yet, you still owe taxes on the entire account balance. Thus, the government still owns a 
portion of your retirement assets – until you finally withdraw them and pay off Uncle Sam.  

Here is what happens when you contribute to qualified retirement plans: The government gives 
you a tax incentive as you put money in the plan. The IRS allows you to defer the tax you owe 
until you retire.  But when you retire, you don’t just owe the taxes you would have paid upon 
your contributions; you still owe taxes on the entire account balance.  

It’s like the government allowed you to defer your taxes now in exchange for an ownership 
stake in your total retirement assets – until you finally withdraw your funds and pay off Uncle 
Sam.  

Also, the rate at which you will be taxed is not determined when you put the money in, but 
rather when it comes time to take it out.  

IT’S LIKE THE 

GOVERNMENT ALLOWED 

YOU TO DEFER YOUR TAXES 

NOW IN EXCHANGE FOR 

AN OWNERSHIP STAKE IN 

YOUR TOTAL RETIREMENT 

ASSETS – UNTIL YOU 

FINALLY WITHDRAW YOUR 

FUNDS AND PAY OFF 

UNCLE SAM. 
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That means that you could contribute now, and defer, say, 25% in income taxes.  If David Walker is right, you will 
likely take that money out at a rate as high as 63% or more.

How will that benefit the IRS?  Consider some of these statistics.

• 79% of eligible workers are contributing to their company sponsored Qualified plan

• Americans hold over $14 Trillion in Qualified money. (All of which has yet to be taxed)

WE HAVE THE BLUEPRINT FOR A 0% TAX BRACKET

Fortunately, the information in this eBook will empower you to set up your retirement assets such that you can be 
in the 0% tax bracket.  The strategies are 100% legal, using the IRS’s own tax code as the blueprint for doing so. 

THE THREE BUCKETS OF ASSETS
The simplest way to think about how your money will be taxed is to think of your assets as being stored in one of 
three buckets.  The income you receive is like a stream of water coming from a spigot at the bottom of each bucket 
(because remember, in retirement your paycheck comes from your assets – not your job.) 

The taxes you pay will be determined by how much water you take from each bucket each year.  There are pros and 
cons to each bucket, but with the right planning, you can fill each bucket to its optimal level getting all the pros of 
each while avoiding that huge negative of income taxes.

TAX BRACKETS EXPLAINED
Before we dive headfirst into the buckets and discuss where your investments should be held, it’s important to 
understand how the income tax system works (or doesn’t work) in the United States. 

Our system is a progressive tax system; as you make more money, you are progressively taxed at higher and 
higher rates.  This is where the concept of getting bumped into a higher tax bracket or trying to lower one’s tax 
bracket comes from.  While tax brackets are critical to managing your taxes they are often misunderstood and 
misrepresented, and unfortunately CPAs are often the worst culprits.

Starting with the chart below, let’s consider the taxation on a person (we will call him Frank.) Frank earns $200,000 
per year.  To make it simple for now, we are going to leave out all the deductions, exemptions, and credits Frank 
might have.  As you can see in the shaded areas in the graphic, Frank is not in one tax bracket, as we sometimes 
imagine, but he is simultaneously in four different tax brackets.  

You will be surprised by how simple the techniques 
are. No complicated foreign trusts located in a remote 
Caribbean Island.  Simple. Effective. Powerful.
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Let’s talk through each one.  

1. The first tax bracket of 10% is levied on the first $18,451 that Frank earns, and it’s the same for everyone.  The 
first $18,451 that Frank, or you or I, or even Bill Gates earns is always taxed at 10%.  (The only difference between 
us and Bill Gates is he earns $18,000 in about 20 minutes.)  

2. The next $56,450 that Frank, you and I, or Bill Gates earns is always taxed at 15%.  As soon as Frank earns more 
than $18,451 he is "bumped" into the next tax bracket of 15%.  However, moving tax brackets does not affect that 
taxation of all the money Frank earned in the lower bracket.  The first $18,451 that he earned is still always taxed 
at 10%.

3. Continuing upward, the next $76,300 Frank makes after the combined $74,901 earned in the first two brackets 
will be taxed at 25%.  Just like the bump from 10% to 15%, the bump to 25% does not affect the money he earned in 
the prior two tax brackets.  

This is important to understand because many have the mistaken notion that if they make more money and 
are bumped to a higher bracket, they will pay more taxes on the money they already earned. This is false.  
Understanding what tax bracket you are in, (called your marginal tax bracket) is important – not for calculating 
what you will pay in taxes on the money you already made, but for calculating what you pay on the next dollar you 
will make (your marginal dollar.)  Parallel to that, your marginal tax bracket also tells you how much a deduction 
will save you in income taxes and thus illuminates how valuable the deductions are to you.

Let’s look at the chart on next page.
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Let’s assume Frank is eligible for $50,000.00 of reductions on his tax return. By adding $60,000 in deductions, we 
see that the first $48,799 in deductions would reduce all of the income Frank was taxed in the 28% tax bracket 
thus saving $0.28 for every dollar of deduction.  The next $11,201 in deductions would come out of the 25% tax 
bracket, saving him only $0.25 for every dollar of deduction.
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THINKING ON THE MARGINS
How does knowing about marginal tax brackets help us with retirement income planning?  To make is simple, let's stick to 
the example of Frank in order to help you visualize the money being stacked on top of the other income he earned during the year.  

Let's assume Frank is selling some shares of stock on during the year.  This decision to sell his stock is a “marginal decision,” 
because Frank has control over selling and, therefore, in the timeline of tax planning, should be considered last.  Whether he 
sells in January or December, we can safely assume that what he makes in salary from his job or from other income sources 
will stay relatively level. The decision to sell stock will simply add income to the salary he was on track to earn anyway. 

If Frank were to sell a block of stock he owns and makes a profit of $15,000, then the chart below will illustrate how it would 
show up on Frank's tax return.

Because it was factored in last, the first $11,201 of that gain is taxed at 25%. The remaining $3,799 is taxed at 28%.  This 
sale bumped Frank to the next tax bracket, but it only affected the $3,799 that was over the limit of the 25% bracket.

Before deciding whether or not to sell, it is important for Frank to look at his potential income:  He will only keep $0.72 for 
each dollar of income that is pushed into the 28% bracket.

This thinking is called "marginal analysis." Our understanding of it will be important as we analyze how we "stack" 
our income in retirement and how distributions from other buckets are impacted with income already coming in from 
pensions and social security.  

Hopefully you’re now an expert on marginal tax brackets.  If we did a good enough job, maybe you can explain it to your 
CPA and teach him a thing or two.  Let's now try to understand a very obscure tax law that directly affects up to 85% of 
your social security income.  
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THE HORRORS OF PROVISIONAL INCOME
If your CPA can’t accurately understand or explain marginal tax brackets, then imagine the blank expression when 
you ask him or her what provisional income is and how it’s calculated. Average CPAs are so focused on keeping 
you as a client this year that they will rarely ever be thinking of the impact their advice will have come retirement.  
This is one key reason to get the right CPA and one who will tax plan with you.  Unfortunately, many CPAs fail to 
forecast with their clients, and thus, they fail to educate their clients about provisional income.   

Unless the bulk of their client base is made up of the residents of the local nursing home, most CPAs have not 
dealt with this concept much.  In fact, it is not even taught to many Masters level students in our nation’s highest 
ranking accounting programs. In fact, one of our founders, Brad, received a Masters at one of the nation’s highest 
ranking accounting programs, and this concept isn’t taught there. It’s an obscure part of the tax code that only 
expert, forward thinking CPAs will plan for. 

In short: Provisional income is a calculation to determine what percentage of your social security income will be 
taxed in retirement.  

If it feels like having to pay taxes on social security income (which was a tax in the first place) is being taxed twice, 
your feelings are spot on.  But for now, the tax law is what it is.  Our goal is to use it to our advantage rather than 
waste our breath trying to change it.

The law that made social security income taxable originated in the1980s, when Congress first recognized that 
Social Security would eventually become insolvent and would need to be rescued.  The goal of the law change was 
to increase the program’s viability.

CHAPTER FIVE
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As a result of this law change, if you stack too much income from other buckets on top of your 
social security income, your once tax-free social security income will switch from a tax-free 
source to a taxable source.  

How much is the jump? Bailing out Social Security was no small feat, so the IRS needed to make 
drastic changes.  Ergo, once your Social Security income is taxable, the change is not gradual.  
Currently, if you exceed the IRS threshold that we will explain below, the starting amount of 
your social security that will be taxed is 50%.  If you cross the second threshold, 85% of your 
once tax-free income will be taxed.

  

PROVISIONAL INCOME DEFINED
The current definition of provisional income is your gross taxable income (including any tax-
free, fringe benefits), plus any tax free interest (more on this later,) plus 50% of your social 
security benefits, minus any deductions you are entitled to.  

This number is what will determine how much of your social security will be taxed in retirement.  
If it is too high, then a zero percent retirement is out of the question. 

As you will see, Congress did not feel that only the wealthy or those enjoying lavish retirements 
should pitch in to save Social Security.  Remember, it’s a massive problem and will require 
unprecedented efforts to fix.   

Currently the PROVISIONAL INCOME threshold for a married couple is only $32,000; once 
reached, 50% of your social security will taxed at your MARGINAL rate.  If your provisional 
income is over $44,000, then 85% of your social security income is taxable.  

What this means is that you would only have to collect about $36,000.00 per year from a 
retirement account or a pension for your social security to be at risk of being taxed. For the 
average retiree, this will result in 20% less income from Social Security.  Whether Frank is able 
to avoid the pitfalls of provisional income depends on which buckets he grows and stores 
his assets leading up to and in retirement. With the right planning, Frank can still build his 
retirement income to the same $200,000 level and enjoy a lucrative retirement free of income 
taxes. 

This is only possible if the majority of his income is coming from sources not included in his 
provisional income (from spigots from the right buckets). Not all income is treated equal and not 
all income is included in the calculation of provisional income. Let’s look at how this is done.

PROVISIONAL INCOME 
is derived by adding 

the individual’s gross 

income, tax-free interest, 

fifty percent of Social 

Security benefits and any 

other tax-free benefits, 

and subtracting any 

adjustments to income. If 

your social security is taxed, 

it could mean 20% less 

retirement income.

MARGINAL RATE 
Under a marginal tax rate, 

payers are most often 

divided into tax brackets or 

ranges, which determine 

which rate taxable income 

is taxed at. As income 

increases, what is earned 

will be taxed at a higher 

rate than your first dollar 

earned.
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BUCKET #1: THE TAXABLE BUCKET
The taxable bucket is essentially your default bucket.  Everything that you do not intentionally put into either of the 
other two buckets will land here.  Into this bucket flows anything left over after Uncle Sam takes out his portion 
from your earned income and your living expenses. 

These savings can accumulate in any number of accounts and investments.  Common examples are checking 
accounts, savings accounts and brokerage accounts.  Common examples of actual investments made in the 
taxable buckets are CDs, stocks, bonds, mutual funds, and annuities.  Even assets such as real estate, businesses, 
collectibles, and precious metals are often held within this bucket.

These taxable accounts and investments will require you to pay taxes on the growth each year. If you are unsure if 
an account or investment you have in this account is taxable, the telltale sign is whether or not you receive a 1099 
at the end of each year.

PROS OF THE TAXABLE BUCKET
So, if these accounts expose you to the certain increase in income taxes over the coming years, why have them at all?

Each of these accounts has pros, and each has cons.  The advantage of the taxable bucket is liquidity.  This is the 
money that you can write a check against, use to pay your monthly bills, and hide under your mattress if you feel 
the need. 

CHAPTER SIX
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CONS OF THE TAXABLE BUCKET
If it wasn’t obvious already, the con is that the income is taxable.  The 
risk here is that your spendable income (the money you actually get to 
keep from the income your assets produce in retirement) is dependent 
entirely on what congress does with tax rates.

Here is an example to illustrate the impact.  If you have $100,000 in 
a CD bearing 5%, then you can expect $5,000 of income each year.  
Let’s say your marginal tax bracket is 25% the year you retire.  This 
means Uncle Sam takes $1,250 of your $5,000 income, leaving you 
with $3,750 of spendable income.  If tax rates double as we previously 
discussed, Uncle Sam’s take increases to $2,500 and your spendable 
income falls to $2,500.  That’s a pay cut of 33%! 

But that’s not all: 100% of your income from this bucket contributes to 
your provisional income limits, along with 50% of your social security 
income. So having too much income from this bucket will make it 
impossible to be in the 0% bracket and will require you to pay taxes on 
income that otherwise would not have been taxable.

YOUR IDEAL TAXABLE BUCKET 
Many put way too much into these accounts, thus sabotaging their 
chances of ever being in the 0% tax bracket and exposing large 
amounts of their retirement income to rising tax rates.

How much is the right amount to keep in your taxable bucket?  The 
question is answered by determining how much liquidity you need.  
This can range anywhere from three to twelve months of your average 
living expenses. 

A good starting point is to build to a reserve of six months of your 
average monthly living expenses.  Too little and you will have to either 
bridge the gap through expensive credit (credit cards or unsecured 
loans), or you’ll be required to tap into liquid investments and suffer 
the effects of penalties, taxes, or of selling an asset at an inopportune 
time and incurring a loss.

CD:

A certificate of deposit is 

a time deposit, a financial 

product commonly sold 

in the United States and 

elsewhere by banks, thrift 

institutions, and credit 

unions. CDs are similar to 

savings accounts in that 

they are insured and thus 

virtually risk free; they are 

“money in the bank
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BUCKET #2: THE TAX DEFERRED BUCKET
The Tax Deferred Bucket bucket is the poster child for Wall Street and the government.  This bucket is the bucket 
that “can do no wrong.”  Many assume that every dollar we put in it is the best place that dollar can go.  If asked 
how much should be contributed to this bucket, almost every financial advisor, Wall Street pundit, and average Joe 
all reply the same -- as much as you possibly can.  

The problem is, if you simply pour everything you are saving for retirement into this bucket, you guarantee that you 
will never be able to enjoy a zero percent retirement.  

The most common tax-deferred accounts are employer sponsored 401(k) accounts, traditional IRA accounts, as 
well as 403(b), 457 and Keogh plans.  

There are undoubtedly advantages to these accounts, but there are some myths out there that mislead many to 
over use them, often to their own detriment.  Let’s look quickly at the advantages, and then work on debunking the 
main myths surrounding these vehicles.

CHAPTER SEVEN
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PRES. RONALD REAGAN 

SAID THE MOST 
TERRIFYING WORDS 

IN THE ENGLISH 
LANGUAGE ARE 
“I’M FROM THE 

GOVERNMENT,” AND 
“I’M HERE TO HELP.” 

BENEFITS
Benefit #1: Employer Match - This is also one of the most prevalent myths 
that we will debunk below, but money going into your plan that does not 
come from you own pocket is an unquestionable benefit.  
If you are fortunate enough to work for a company that matches your contribution, that should 
be weighed in your decision to contribute or not. Those close to retirement may especially want 
to take advantage of this opportunity. 

Benefit #2: Forced Savings Plan - as much as we all like to believe we are 
disciplined, human beings always need all the help they can get.  If our savings 
can be automated, studies have proven that we will save more.  
And that about sums it up.  If you’ve been promised additional benefits than what we have 
outlined here, check the myth list below to see if you’ve been misled.

MYTHS
MYTH #1: THE GOVERNMENT CREATED THESE 
PLANS TO HELP ME WITH RETIREMENT PLANNING.  
President Ronald Reagan said the most terrifying words in the English language are “I’m from 
the government,” and “I’m here to help.”  

Every time you put a dollar into your tax deferred bucket, you are entering into a partnership 
with the government.  Remember: You put in all the money, you take all the investment risk, 
you spend all the time worrying and managing that money.  Then at the end, the government 
gets to decide how much of your retirement account they own. Also remember, the middle 
name of the IRS is REVENUE. And revenue for them is taxes from your pocket. Anything the IRS 
is charged to do is increase the taxes they collected.

  

MYTH #2: YOU SAVE TAXES WHEN YOU 
CONTRIBUTE TO YOUR RETIREMENT PLAN. 
Most people mistakenly believe that when they contribute to their plan, they are “saving” taxes.  
If you have thought this, it’s probably not your fault.  The main culprit in spreading this lie is 
probably your tax preparer or CPA.  And, the way they present it, it is hard to see it as anything 
but a savings.  

When your CPA prepares your tax return he shows you at the bottom what you owe in taxes.  
Then he’ll say, if you take and put X into your retirement plan, your taxes will decrease from Y to 
Z.  It sure seems like a savings.  

The trouble is, all your CPA has done is postpone that tax into the future.  Kicking the perverbial 
can down the road. The savings are all a mirage.  When you want to use the money in 
retirement, all of the money you take out of the account is taxable.  You have not saved any 
taxes, you have simply deferred your payment of taxes into the future. 
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Your tax preparer is able to get away with this for the most part because: A) he is the expert and who are you to 
second guess him, and B) he most likely isn’t going to be preparing your taxes in retirement to show you paying the 
taxes you deferred.  Here again is why tax planning, not simply preparation, is so vital to your financial well being.

Also, just to set the record straight, there is no special lower tax bracket that you enter when you retire.  We have 
had clients who were told they will be in a lower tax bracket when they retire so many times that they actually 
thought there was a special, lower tax bracket just for retirees.  

There are at least two things that will almost guarantee you will be in the same or higher tax bracket when you 
retire, (apart from the evidence we have given that rates themselves are going up in the future.)  The first is the 
loss of your deductions, and the second is inflation.

LOST DEDUCTIONS
One major factor in determining your tax bracket today is your itemized deductions.  Remember the impact of the 
$60,000 of deductions Frank had in the earlier examples?  

Deductions are things that you spend money on for which the government rewards you with lower taxes.  The four 
largest are usually mortgage interest, children, retirement plan contributions, and charity.  Let’s think about these 
all for a moment.  Which of these deductions do you hope are still available to you when you retire? 

If you are like most, you plan to have the mortgage paid off when you enter retirement, so there goes the 
mortgage interest deduction.  Similarly, if you’ve done everything right, you don’t plan on having your kids still 
living with you as dependents.  Since the goal of a retirement account is to stuff it full of cash while working, you 
will not be adding more once you retire.  

And finally if you are charitable now, you will likely stay charitable in retirement, though the form that you give in 
might change.  When you are living on a fixed budget in retirement, but have five days a week free that you didn’t 
have before, it’s likely that you will make your contributions in time volunteering as opposed to writing a check.

INICIATION
The second force that all but guarantees you will be in a higher tax bracket at retirement is inflation.  We explained 
the increasing pressure on governments to make good on their future promises. This can be relieved by raising 
taxes as we have discussed, but it can also be alleviated through printing more money.  

The more they print, the more prices for everyday things like food, gas, and green fees go up.  For you, that means 
you have to make more money when you enter retirement than you are right now just to maintain your lifestyle.  
Even if you are planning on taking a step down in lifestyle after you retire, it may not be much of a step down in 
how many dollars you need each year for even a modest standard of living.  

And remember our discussion of marginal tax brackets?  The more you earn, the more you pay.  To be fair, tax 
brackets have risen over time to appear to move with inflation.  However, an easy way to collect more in taxes with 
few taking notice is to allow inflation to outpace how quickly brackets are moved up.  It’s a rate hike without all the 
negative political repercussions. 

If your advisor is telling you to max out your tax deferred contributions because you will be in a lower tax bracket in 
retirement, it might be time to get a new advisor. 
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There are only two ways you can ever be in a lower tax bracket.  

One, if you are earning less money from your retirement assets, pension and social 
security than you are currently earning in income, while factoring in the above 
mentioned loss of your deductions.  In a nutshell, you have to retire poorer than you 
are now.  Not an ideal scenario in our opinion.  

Two, proper planning based on a clear understanding of provisional income and how to 
achieve the ideal balance in all three buckets can lower your tax bracket all the way to 
zero while in retirement.  

MYTH #3 - INVESTING IN MY QUALIFIED RETIREMENT PLAN 
GIVES ME THE BEST SET OF INVESTING OPTIONS.  
Back in the 1970s and 1980s when retirement plans began gaining popularity, one benefit of the plan was that it 
was the only way for most investors to participate in the market.  Back then, you couldn’t get a broker to talk to 
you unless you had enough money to make it worth his time.  

Today, you can open a brokerage account and lose your money with as little as $20.  And most retirement plans are 
teamed up with mutual funds who have struck deals with plan providers to only offer a select number of funds to 
plan participants.  

There have been countless studies on the negative impacts of excessive fees and expenses charged in these 
company sponsored plans as well.  These studies show that the total fees you pay over the lifetime of your plan 
can add up to more than 50% of your total investment balance.  

MYTH #4 - THE MATCH IS FREE MONEY AND A 100% RATE OF 
RETURN, SO I’D BE A FOOL TO NOT CONTRIBUTE AT LEAST 
ENOUGH TO GET THE MATCH.  

There are a few misconceptions behind this particular myth. 

It Isn’t Free Money

Somehow, Wall Street, employers, and the government have us convinced that they have given us, for the first 
time in history, a “free lunch.”  

The idea of free money is something we would look at with skepticism under any other circumstance.  Think about 
it this way, if you were on a nice date walking through downtown on your way to a restaurant and a bum were to 
stick his head out from behind a dumpster and said, “Hey! Psst, Mac! Come over here, I gots some free money for 
ya!”  Would you hurry over there saying to yourself, “Man, I’d be a fool to give up free money!?” 

Outlandish as it seems, that scenario is a pretty good depiction of the concept behind this “free money” situation.  
While someone is giving you money, the money comes with strings attached. And those strings have a cost.  
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If you are 25 and making that contribution, the money you are putting in that account is locked 
up for the next 40 years.  We call this financial purgatory.  So is the matched dollar you get from 
your employer.  

The statistics behind the number of people who take early distributions from their plans are 
staggering.  Most end up paying more in taxes, penalties, and fees than the dollar amount of 
the free match they were so excited about to begin with.   

According to U.S News and World Report, Americans paid over $600 Million in early withdrawal 
penalties from qualified accounts between 2012-2013. 

Matching Programs Can Disappear Without Warning

Another thing to keep in mind is that just because your employer gave you “free” money 
this year does not necessarily obligate him or her to do so next year.  During 2008, one story 
that went largely unreported was the number of employers who reduced or eliminated their 
company matching program.  By the end of the recession of 2007-08, about 1 in 3 companies 
had reduced or eliminated their match, and they were not all mom and pop shops either.  
Among the companies to cut were FedEx and UPS. If your match is cut, all the money that you 
had already put into the plan with the expectation of the matching continuing is still stuck.  

The Match’s Impact Diminishes Over Time

One last misconception is that the match is a 100% rate of return on your money. If you are like 
most, you have heard your local HR rep., your accountant, and a dozen talking heads say that 
you are foolish to give up the certain 100% rate of return on your money.  

At first glance, this seems accurate.  If you are contributing $5,000 to your 401(k) and your 
employer matches additional $5,000, then at the end of the year, it certainly feels like you 
earned 100%.  

The error comes when we extrapolate year one of the plan across all years.  Many otherwise 
very smart accountants and advisors make the error that because your contribution is matched 
dollar for dollar, you are therefore earning a 100% rate of return. 

Unfortunately for you and all other 401(k) plan participants, this is FALSE.  This over 
simplification leaves out two important components.  One is that while the sum of your 
contribution grows, your match remains level throughout the passage of time.  

Your rate of return for a single period is calculated by using this equation: 

For example, if you start with an investment value of $5,000 and after one year you have 
$10,000, your rate of return is ($10,000 - $5,000)/$5,000 = 100%.  In the world of finances, 
this is referred to as the return on investment.  

The error comes in when it’s assumed that return on investment is the same as a rate of return.  
But when you factor in time and the effect of compounding, the calculation becomes much 
more complicated.  The formula looks like this:

BY THE END OF 
THE RECESSION OF 
2007-08, ABOUT 1 
IN 3 COMPANIES 

HAD REDUCED OR 
ELIMINATED THEIR 
MATCH, AND THEY 

WERE NOT ALL MOM 
AND POP SHOPS 

EITHER.  AMONG THE 
COMPANIES TO CUT 

WERE FEDEX AND UPS.

where: 

= final value, including dividends and interest

= initial value
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We know it all sounds really complicated but basically what changes is because your investment has time to 
compound for you, the reinvestment of the earnings has to be taken into consideration.  It looks something like this.  

Considering just the money you and your employer contribute to the account, if you contribute $5,000 per year and 
your employer contributes $5,000 per year, over a 40 year working career your account would have $400,000.  

You contributed only $200,000 so at first glance you feel like you received a 100% return on your investment, and 
in fact you did. But you did not receive a 100% rate of return on your investment because it took you 40 years to 
double your money.  

Think about it this way: Each year you contribute, the impact of your match on the entire account balance 
decreases.  Remember, the amount of money you receive as a match is based off your contribution, not your total 
account balance. While your balance is steadily increasing as you put more money in, your match stays level; thus 

the match has a diminished impact each year you add to the plan.  

 Calculating a true rate of return, this amounts to 3.13%.  That’s a long way from a 100% rate of return like you 
were told.  Basically in exchange for your 40 years of dutifully making your contributions, giving up control of your 
money to Wall Street, having Uncle Sam as your silent partner, riding the market roller coaster and losing sleep 
anytime you wondered if you were ever going to retire, you get a measly 3.13% head start.  

Still not convinced?  Consider it from this angle. If you were to invest $5,000 per year in an investment earning a 
100% annual rate of return, after 40 years you would have $10,995,116,277,750,234.  Yeah, that’s ten quadrillion 
and change.  If that’s what everyone contributing to a 401(k) was on pace for, writing this ebook would be futile.
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We could go on, but hopefully we have debunked the deferred retirement plan myths enough here to make our 
point.  Our viewpoint is that there are much better places you can invest your money that your company sponsored 
401(k). Places where you don’t have to play the Wall Street casino or risk having your income slashed in retirement 
due to rising income taxes.  A place you can have guaranteed returns, income tax free growth, and maybe for the 
first time ever, piece of mind.  

However, if a deferred retirement plan still makes sense for you – and it can for some people – or if you already 
have significant savings in one of these plans, the question is: how much is too much?  

To Recap: 
As we have laid out up to this point, the idea that you are giving up on your (supposed) “tax savings” if you 
don’t max out these accounts out is a myth.  

Yes, you may pay more in taxes in the current year if you don’t add more to these accounts, but the thing 
you must keep in mind is that it probably won’t be a bad thing.  

Remember: Taxes are on sale today because they will only go up from here.  When you add in the fact that 
inflation (as well as the loss of deductions) will be pushing you into higher brackets, it’s almost a certainty 
that you won’t be realizing any tax savings on your contributions.

ONE WAY TO BENEFIT
There is one way, however, that you can benefit from a tax perspective using a traditional retirement plan – a 
perfectly legal way to put money in tax free and take it out tax free.  But, as you can imagine, this strategy will be 
very limited.  The IRS is good at what it does and they are not in the business of helping you pay fewer taxes.

You Win Twice

Here is the strategy in a nutshell.  We have established that, once you enter retirement, you will lose many tax 
deductions, but not all of them.  Even if you lose all of your itemized deductions, the IRS has historically given 
individuals and couples a standard deduction along with personal exemptions, all of which reduce your taxes.  
Currently, this amounts to roughly $20,000 for the average married couple. 

What does this amount mean for you and your zero percent retirement?  As long as you don’t withdraw more than 
$20,000 per year from your qualified retirement plan, you pay zero in income taxes on those distributions because 
your standard deductions will wipe out the taxes. 

An important consideration here is if you have too much in your account, the IRS could force you to take out 
more than $20,000 per year.  How will the IRS force you to take too much out?  Through the Required Minimum 
Distribution (RMD) which begins at age 70 1/2.  

You see, your silent partner has been waiting patiently all this time to tell you what their percentage of your 
retirement account they are entitled to.  But, not many years into retirement, if you are not taking out as much as 
they would like, they force you to take out more.  Why?  So they can begin collecting their fair share.  

And if you don’t?  You will pay a 50% penalty on everything you should have taken out.  If that RMD puts your 
provisional income calculation over the threshold, you’ll now also owe income tax on your social security income as well.
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How much money in your qualified account would require an RMD of $20,000? Currently, for a 70-year-old about 
to be subject to RMDs, a balance of more than roughly $500,000 will require you to begin taking out more than 
$20,000 per year. 

Thus, a $500,000 balance at age 70 would be the most you should have if you want to enjoy a zero percent 
retirement.  Keep in mind that your money remains locked up in your qualified plan for the entirety of your 
retirement continually exposing you to fees, expenses, and the whims of the market.  

There is a strategy that is out of the scope of this eBook where we help clients follow a plan 
that will deliver the same $20,000 income stream for life using only $250,000 to $300,000 
of assets.  This strategy would effectively free up $200,00 to $250,000 that you can store in 
another bucket to generate income that will not be taxed in retirement. 

It’s true that the IRS has slowly increased the amount of deductions and personal exemptions that retirees will 
be able to take.  So, as they do, your ceiling will also rise with how much they allow you to take yearly without 
increasing your taxes.

Any amount more than this will severely restrict, if not make impossible, your ability to enjoy a zero percent 
retirement. 

Side Note: 

Remember that shady law congress passed in the 1980s we told you about earlier provisional income?  Here is 
where the failure to take laws like provisional income into consideration will come back to haunt you.  

If you are taking $20,000 per year from your qualified retirement plan, the income you received from other sources 
(e.g. the taxable bucket) will then be fully exposed to taxes.  

If you are receiving income from other sources such as a pension, real estate, or other investments from your 
taxable bucket, you’ll have to factor in the impact of those other sources of income on your entire tax situation. 
These income sources, along with 50% of your Social Security income is also counting toward your provisional 
income threshold, which threatens to make your social security income taxable. 
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BUCKET #3: THE ZERO PERCENT BUCKET
Before you think to yourself, “tax-free is too good to be true,” you should know that we agree with you.  In most 
instances, what most advisors will teach you about tax-free investing turns out not to be tax-free. 

Also, please understand that the IRS is very good at its job.  The letters IRS stand for Internal Revenue Service; 
their middle name is literally “Revenue,” which comes from taxes collected from us.  Their job is to make it difficult 
to qualify for a truly tax-free investment.  But it is possible.

TAX-FREE DEFINED
Before we talk strategy, we need to clarify our definition of “tax-free.”  To us, tax-free has to 
be tax-free in all cases, from all types of tax, in all jurisdictions.  

To be truly tax-free, it cannot be tax-free for one investment but trigger a tax somewhere else.  While this sounds 
like a self-evident definition, since we basically just defined a word with itself, you’ll soon find that there are many 
“tax-free” options that don’t make the cut. 

CHAPTER EIGHT
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TAX-FREE FAIL – MUNICIPAL BONDS
The first place most investors seek tax sanctuary is in municipal bonds.  Many advisors recommend them as great 
solutions to those in need of reducing taxes.  However, they don’t align with the above definition.

They are not free of all types of tax in all jurisdictions.  

Let’s start with jurisdiction. If you happen to live in New York and you buy a municipal bond issued by a municipality 
in New York, then you are likely OK.  But what if you buy a bond issued by New Jersey?  Then, you will almost 
certainly pay the state tax required of you by the state of New York.  So, in order to avoid local taxes, you often 
have to buy local bonds.  

Your investment must also be free of all types of tax, not just income tax.  When investors buy bonds, they often 
don’t realize how much of their return comes in the form of capital gains.  Capital gains occurs when you buy an 
asset at one price, then sell the asset at a later date for a higher price.  Capital gains tax will be charged on the 
difference, municipal bonds included. 

Most investors don’t buy a bond, collect the coupon payments, then received the face value at maturity.  If that 
three step process is new to you, don’t worry.  Like other investors, you are used to buying into a bond fund.  That 
is something similar to a mutual fund for bonds.  Income realized in these accounts often have a large portion that 
is the result of the face value of the bonds changing in value.  This change is taxed as capital gains which therefore 
fails our tax-free test.

It’s still factored into your provisional income. 

Even if it isn’t taxed because it is in the right jurisdiction, the income still fails the tax-free bucket test because it 
is factored into your provisional income.  Too much income from municipal bonds may contribute to your social 
security income becoming taxable.  As we have always explained, your money is a system with every piece linked 
to and affecting all other pieces.  

Does this mean that you never should buy municipal bonds?  Of course not. Just be aware that they are not as tax 
friendly as advertised.  We personally don’t waste our time with municipal bonds for two main reasons: 

1. We feel that there is significant amounts of risk with municipalities.  With pension 
obligations rising as city and county workers begin retiring in droves, the financial 
stress on municipalities will continue to grow.  Reduced tax collections as the economy 
and job market continue to languish, the pressure will increase even more.  And, unlike 
the federal government, local governments cannot print their own money to make 
good on the obligations. 

2. Second, there a much safer, truly tax-free option that produces historical returns above 
what municipal bonds have historically paid, which we will address shortly.
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ROTH IRA: A CLOSE SECOND...
By far the most popular tax-free solution that we see advertised is the Roth IRA (or any of its 
cousins like Roth 401(k)s, etc).  Strictly speaking, Roth accounts meet both definitions we gave 
of tax-free investments.  Income from the investments are 100% tax free no matter what kind 
of income they produce (ordinary, dividend, capital gains, etc.) and income from this 
account does not contribute toward your provisional income and therefore won’t jeopardize 
your potential to enjoy a zero percent retirement.  

So why is it in second place?  And if it is in second place, what is the best tax-free option?

RED TAPE AND YOUR SILENT PARTNER
We teach our clients that, to increase your returns, you have to increase your control.  The best 
risk mitigation tool is not diversification or dollar cost averaging, it’s a solid financial education, 
a plan, and control of your investments. 

Control is the main reason that the Roth accounts fall into second place.  Remember when we 
discussed your silent partner as we talked about qualified retirement plans earlier in the book?  
The nature of the partnership is different within a Roth account, but the partnership still exists 
nonetheless.  

The IRS can’t come in after the fact and tell you how much they want from you in taxes with a 
Roth account, so you did get that monkey off your back.  

Still, the IRS is there to look over your shoulder, restrict what you can do with the money, tell 
you when you can access it, and penalize you if you take a wrong step.  Oh, and they hold all the 
cards and change those rules at a whim.  

The relationship is still better than a traditional retirement account, but still not a business 
partner I want to have.  Especially when you consider the fact that you can obtain the same tax-
free growth without being shackled to the IRS’s rules and regulations in the tax-free bucket we 
will teach you about shortly.  

But first, here are just a few of the limitations that come along with the Roth IRA.  

YOUR ROTH IRA IS NOT AN INVESTMENT
This almost always comes as a shock when we share this with clients.  Everywhere you turn 
you hear people and investment advisors say the words “invest in an IRA.”  So how can we be 
telling you that it’s not an investment?  

To make it simple, consider your ordinary checking account.  When you deposit money in a 
checking account, you would never say that you are “investing” in your checking account, right?  
Of course not.

What you are doing is using the checking account as a storage facility for your money until 
you need it.  And for short-term needs, a checking account is a great place to do just that.  But 
remember, your objective is not to have cash in the bank; your objective is to purchase things 
with that cash.

ORDINARY INCOME: 
EARNED FROM 

PROVIDING SERVICES 
OR THE SALE OF 

GOODS. IT INCLUDES 
INTEREST, WAGES, 
RENTS, ROYALTIES 

AND SIMILAR INCOME 
STREAMS.

DIVIDEND: 
A SUM OF MONEY PAID 
REGULARLY (TYPICALLY 

QUARTERLY) BY A 
COMPANY TO ITS 

SHAREHOLDERS OUT 
OF ITS PROFITS (OR 

RESERVES).

CAPITAL GAINS:  
A PROFIT FROM THE 

SALE OF PROPERTY OR 
OF AN INVESTMENT.
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This same thought process applies to your Roth IRA.  Your Roth IRA is simply a bank account with special rules 
attached.  Those rules come from a few sections of the IRS code (it all started with the Taxpayer Relief Act of 
1997). So, just as it would sound silly to say you are investing in a checking account, if you feel you are investing in 
a Roth IRA, you might as well say that you are investing in a section of the tax code.  

The truth is, you are contributing money to a very specific account, and then using that account (and its special 
rules) to then make your investments. The thing you really want from your checking account is actually all the 
things you will ultimately use the cash for – groceries, airline tickets to Spain, or even a down payment on a rental 
property. The same desires are true once you contribute to a Roth IRA; you now have to figure out what you are 
going to actually invest in.

Most people choose to invest in stocks, 
bonds, and mutual funds.  And this is not by 
accident.  Wall Street, our government, and 
financial advisors love qualified retirement 
accounts.  These accounts give each of 
these three parties significant control and a 
captive audience.  

The reason Wall Street loves the accounts 
is that, since the advent of qualified 
retirement accounts, money has flowed 
into the stock market at unprecedented 
rates. Qualified Accounts provide Wall 
Street financiers more money to lose (ahem, 
manage) for you. 

Advisors love these accounts to because 
they provide job security. Lacking a financial 
education and with his entire life savings 

tied up in these accounts, the average person relies heavily on the advice of financial advisors.

You and I trust that when we talk to an advisor we are getting unbiased advice that is best for us. But the reality 
is that, most of the time, we are just talking to mutual fund salesmen touting the same middle-class mentality of 
wealth and money that has been around for decades.  Most have received all of their education directly from Wall 
Street firms.  Few have a true understanding what financial independence is, and their advice shows it.  99% of the 
advisors out there are teaching you that you need to save, invest for the long-run, and try to amass a certain dollar 
figure in your retirement accounts.   Because of this mentality, the qualified retirement plans appear to be great 
vehicles to accomplish that.  

But for us, financial independence is measured in time, not net worth.  Once the cash flow from 
your assets exceeds your living expenses, you are financially free.  To help you most effectively 
accomplish this goal, qualified retirement accounts are a terrible solution.  Here’s why.
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THE REAL RESTRICTIONS OF IRA ACCOUNTS
Most of us know about the restrictions of these accounts–contribution limits, liquidity limits, income limits, etc.–
but few realize the investment limitations that exist with them. 

Some advisors teach strategies to use Roth IRAs to secure tax-free growth while eschewing the flawed Wall Street 
products.  This is often done using a self-directed IRA.  Below we will discuss three reasons why the very nature of 
the Roth IRA, self-directed or not, will impede you on your path to financial independence.

  

LEVERAGE
In our discussion of the 4 pillars of investing, we teach that leverage is the most powerful financial tool.  No one 
has achieved financial independence before the age of 70 without it.  It is at the heart of any truly successful 
investor or entrepreneur.  

Your Roth IRA will significantly limit your ability to use leverage in your investing.  Is it possible to use leverage 
while investing your Roth IRA funds? Yes.  But is it practical? Not for most.  

Consider an example of buying investment real estate.  If you are going to buy a piece of investment real estate, 
putting 20% down and then borrowing 80% from a bank is a fairly straightforward process. Have you ever 
considered why the bank is willing to lend you four times what you put into the deal?  

CHAPTER NINE
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Yes, banks use the home as collateral and know that the renter will be helping pay the 
mortgage.  But there is more than that. Most residential real estate loans are recourse loans.  
That means that if you default on the note, the bank can come after more than just the 
property.  They can damage your credit and force you into bankruptcy.  When you take out that 
loan, you are in actuality pledging more than the value of the property, you are also pledging 
your personal credit.   

If you want to use a Roth IRA to buy the same rental property, by definition, YOU are not buying 
the home.  Your Roth IRA is.  YOU don’t own the property; your Roth IRA owns the property. The 
Roth account is a separate entity from you.  Because of this, when a bank lends on a property you 
are funding with money from your Roth IRA, the bank is technically lending to your Roth IRA. 

Ask yourself these questions.  

• Does your Roth IRA have a credit score?  

• Does it have a job?  

• Does it earn a salary?  

No.  Because of this, the bank has to accept a non-recourse loan against the property.  It cannot 
come after anything else but the property.  

If you were the bank, would you feel differently about lending to a person versus lending to a 
Roth IRA?  (Of course you would.)  What this translates into for most investors is that, while 
on paper there are few restrictions to getting loans for investment purposes within your Roth 
IRA, few banks are willing to actually make those loans.  For most, these restrictions make it 
practically impossible to obtain financing on real estate purchased within a Roth IRA. 

This means that if you are going to use your Roth IRA to make investments, you are likely 
going to be paying in cash.  This will dramatically reduce your overall return on your investment 
as well as your eventual cash flow in retirement.  For most, leverage means the difference 
between reaching their retirement goals and having to work well into their 70’s. It can also 
mean the difference between reaching financial independence when you are still young enough 
to enjoy it.  Most people that follow tradition advice never have the chance to seek what true 
contribution they can give to the world and will resign themselves to working in a career and 
retiring at the age our government and Wall Street has told us we can retire. What will you 
resolve to do?

TIME
We all know there are contribution limits to these accounts, but few have calculated the impact 
these limitations will have on their investments.  Currently, the contribution limit for a Roth IRA 
is $5,500 (unless you are over 50 then it is $6,500).  So, if the Roth IRA is your ticket to financial 
freedom, you are going to get there one very slow step at a time.  

If your goal is to acquire a $100,000 rental property, doing so in the IRA will require you to save 
for 20 years before you can make that purchase; twenty years of lost opportunity cost! By the 
time you have accumulated enough for your first property, the purchase price is likely to have 
gone up as well.  

FOR MOST, LEVERAGE 
MEANS THE DIFFERENCE 

BETWEEN REACHING 
THEIR RETIREMENT 

GOALS AND HAVING TO 
WORK WELL INTO 
THEIR 70’S. IT CAN 

ALSO MEAN THE 
DIFFERENCE BETWEEN 
REACHING FINANCIAL 

INDEPENDENCE WHEN 
YOU ARE 

STILL YOUNG ENOUGH TO 
ENJOY IT. MOST PEOPLE 

THAT FOLLOW TRADITION 
ADVICE NEVER HAVE THE 
CHANCE TO SEEK WHAT 

TRUE 
CONTRIBUTION THEY 

CAN GIVE TO THE 
WORLD AND WILL 

RESIGN THEMSELVES TO 
WORKING IN A CAREER 
AND RETIRING AT THE 

AGE OUR 
GOVERNMENT AND WALL 
STREET HAS TOLD US WE 
CAN RETIRE. WHAT WILL 

YOU RESOLVE TO DO?
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So what do investors do with the funds in their IRA in the meantime?  They do whatever they can to speed up the 
process of growing their IRA balance; they start looking to compound their money somewhere until they have 
enough to buy their rental property.  Even if investors begin with the goal of investing elsewhere, most investors 
end up giving their hard earned savings to Wall Street to look after until they have accumulated enough to make the 
investment the are really after.  Wall Street is happy because they get your money for the 20 years you are waiting.  

Almost daily, we encounter investors stuck on this conveyor belt.  They are saving as much as they can into these 
accounts but don’t feel like they are making any progress.  They want to be making cash flow investments but feel 
forced to play by Wall Street’s rules.  

Consider this: If you instead save in cash, you could have saved a $20,000 down payment in a mere 
four years instead of waiting 20 years to save the entire $100,000 purchase price.  Or, you could 
have purchased five rental properties before the average investor ever acquires their first.

INCOME
We believe that financial independence is not reserved only for those who have reached the age of 59 1/2.  But the 
IRS disagrees with us.  All qualified retirement accounts, including Roth IRAs, do not allow you to access earnings 
in the accounts without taxes and penalties until you reach the age of 59 ½.

Even if you are able to amass enough money in these accounts or find a way to use leverage to make some 
investments in cash flowing assets, whose cash flow is it?  Hint:  It’s not yours. Remember, you as an individual 
do not own the investments, your Roth IRA does.  And even if you were in your 40s and had thousands of dollars 
of passive income flowing into the account each month, you are not one step closer to financial independence 
because you cannot touch the cash flow until age 59 1/2.  

Again, this is an example of where middle-class thinking leads to bad advice.  Most people don’t believe 
that financial independence is possible before age 60, so they ignore the age restriction on these 
accounts.  If you don’t want to be free before age 59 ½, then the Roth IRA may be a useful vehicle for 
you.  But if you can envision yourself in control of your investments with complete freedom of time, then there is a 
better vehicle than the Roth IRA you need to know about. 

You should be working toward the goal of being able to wake up every day and pursue your dream, 
to work on what drives and motivates you.  You deserve to choose how to spend your time, whom to 
spend it with, where you want to spend it, and when you want to spend it.

PITFALLS OF THE ROTH CONVERSION
“Ah ha!” You might be saying.  “My super smart advisor told me about a stealth strategy to cram my Roth IRA full 
of cash using a Roth conversion!”  Yes, you can use loopholes referred to as a Roth Conversions to contribute more 
than the $5,500 maximum.  But our question back to you is why?  Strategies like Roth conversions, solo retirement 
accounts, and using your own company to match your funds are ways to get around the contribution restrictions of 
these accounts but once the money is there you are still saddled with severe restrictions.

Hopefully the above discussion gave you some clarity as to whether you really want your hard-earned savings 
sitting in financial purgatory until you reach the decreed age of retirement.  Again, a qualified retirement 
account is not a step closer to true financial independence.  
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THE NEED FOR A BETTER BUCKET
We have hopefully established that income taxes are potentially the largest risk to your current retirement 
strategy.  They are the 600 lb. gorilla in the room that few financial advisors are willing to deal with.  

We’ve taught you that, if you don’t plan correctly, you will likely find yourself paying more in income taxes than 
when you are working. You could unknowingly cause as much as 85% of your social security income to be taxed.  

The dual threat of increasing taxes and the pitfall of provisional income could spell disaster for your retirement 
income.  In order to have the same spendable income in retirement as a person who has achieved a zero percent 
retirement, those required to pay taxes on social security income and on the distributions from traditional qualified 
plan need to withdraw at least 20% more than expected per year from their retirement assets.   That 20% for the 
average retiree is the difference between a low-stress, worry-free retirement and constantly worrying whether 
your money will last.

It’s important to know that there are solutions that do not involve complex trusts hidden in 
overseas tax havens.  These solutions are also not just reserved for the ultra wealthy who 
can afford sophisticated tax attorneys.  However, the solution is not going to come from our 
government or Wall Street.  Your average financial advisor also will likely not have the solution, either, 
because – if your advisor is not fully aware of the problem – how could they ever provide you with the answer?  

An old joke comes to mind that illustrates perfectly for us why the solution to your retirement tax problems won’t 
be found with traditional advisors.

CHAPTER TEN
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One day there were two young fish swimming along who happen upon an older fish swimming the other direction. 
The older fish nods as he swims by and says “Mornin’ boys, how’s the water?”  The two young fish swim on for a 
bit before one turns to the other and says, “What the heck is water?”

Your financial advisor, along with virtually all financial advisors have lived their entire financial lives in the goldfish 
bowl of Wall Street.  So when you ask the question “What solutions are available to my problem?” they only see 
the water they have been swimming in for their whole lives.  Most have no concept of alternative solutions.  They 
become like the carpenter who only carries around a hammer. Pretty soon, everything starts looking like a nail.

THE AGE OLD SOLUTION TO OUR MODERN DAY PROBLEM
So where can we find an investment vehicle that gives us the returns we need to reliably grow our retirement 
account portfolio while protecting us from the inevitable rise in tax rates in the future?  

The answer is found in an unlikely place:  life insurance.  Life insurance is the only financial product that has all of 
the benefits people seek in a retirement and brokerage account, without any of the painful restrictions (income 
limitations and liquidity restrictions). Furthermore, life insurance does not contribute to your provisional income, 
and it is not subject to income tax. 

However, not all life insurance is created equal.  Just like most financial advisors are unaware of the ticking time 
bomb within your retirement plan, most life insurance agents have no idea how to set up a life insurance policy to 
diffuse the threat.  The type of life insurance policy we are after is not about the life insurance at all.  It’s about the 
wrapper.  We want to “wrap” our investment portfolio in the tax-free benefits life insurance provides.  

Life insurance designed to be a retirement income source is not the retail version most 
agents or advisors sell. Wholesale or investment grade life insurance specifically designed to 
minimize the insurance component and maximize the investment component is required.  

This is accomplished by turning traditional life insurance upside down.  Instead of buying as much life insurance 
as possible for the smallest monthly payment, the objective is to buy the least amount of coverage allowed while 
stuffing as much money into the account as possible.  Utilizing this tool alleviates many of the headaches caused 
by Roth IRA accounts. 

TOTAL CONTROL
The most important benefit of this strategy is that you are able to remain in 100% control of your capital.  Properly 
structured policies allow for your money to grow tax-free and be utilized tax-free but unlike a Roth IRA, you can 
utilize the money at any age.  Whether it be principal or growth, whether you use it for retirement income or 
investment capital, the money is yours to use as you see fit when you see fit.  

Unlike Roth IRA accounts, under this method of retirement planning, our tax hungry government is not your silent 
partner.  The strategy relies on a private transaction between you and a private insurance company.  You are not 
required to notify the IRS when you set up one of these accounts and there are no complicated tax forms to fill out 
for contributions and distributions. 

You also don’t h ave to be young enough or healthy enough to qualify for life insurance. It is possible to purchase a 
policy on the life of a spouse, child, or grandchild and still enjoy all the benefits.
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AN EXIT FROM THE CASINO OF WALL STREET
The investment performance of these accounts is also unmatched.  The history of these 
products extend beyond anything Wall Street and your advisor can offer, because these types 
of policies predate Wall Street.  The companies that back up these policies have been around for 
well over 150 years and have remained profitable every single year. 

No other industry and no other company can boast that type of record.  These companies have 
seen bank runs, the great depression, world wars, stagflation, nuclear standoffs, the dot-com 
crash, the bursting of the housing bubble, and everything in between – and have never missed 
a single dividend payment.  They have never needed a bailout and they have never defaulted on 
a single product.

The doubly impressive thing about these products is they also come with a two-fold guarantee:  
They won’t simply ensure that you won’t ever lose your money, they will also guarantee a 
minimum return on your investment.  The only guarantee Wall Street can make is that you can 
lose all your money, and the best that our government can provide is the guarantee that your 
principle will be returned if the bank you put your money with defaults.  

Knowing that your money is increasing each and every year, and that it is on track to providing 
tax-free income in retirement, is an empowering feeling.  It will let you stop worrying about 
all the things you cannot control (additional promises our government makes in entitlement 
spending, devaluations of currencies in foreign countries hurting American exports, hostile 
relations in the Middle East affecting crude oil prices, blah, blah, blah) and let you focus on the 
things you can control.  

You can take all the time and energy you previously spent checking your stock 
portfolio or worrying about the latest headline, and turn it to focus on your 
career, your self-improvement, your community, and your family.  With the 
changed direction, you can be focused on the goals that really matter, and let 
your financial success be a byproduct of planning ahead.

NO CONTRIBUTION LIMITS
As discussed previously, Roth IRA accounts have very restrictive contribution limits.  Even if you 
are circumventing the traditional contribution strategies, you will still ultimately reach a limit 
that you can put into those vehicles.  To shift your primary income source away from a tax-
deferred account requires allocating a fairly large amount of capital to the strategy.  

Funding a life insurance policy also has no income limitations.  You cannot be phased out of 
your ability to fund one of these accounts.  We have worked with countless clients who started 
out funding Roth IRA accounts when they were just starting out on their financial path but 
as they became more successful, they realized they were being punished by no longer being 
allowed to contribute to these accounts.  They found themselves with too little in the tax-free 
bucket to retire on and no ability to remedy the situation.  They felt trapped into putting money 
into taxable and tax-deferred vehicles, until we helped them discover the hidden benefits of an 
investment-grade life insurance policy.

KNOWING THAT YOUR 
MONEY IS INCREASING 
EACH AND EVERY YEAR, 

AND THAT IT IS ON 
TRACK TO PROVIDING 

TAX-FREE INCOME 
IN RETIREMENT, IS 
AN EMPOWERING 

FEELING.

WITH THE CHANGED 
DIRECTION, YOU 

CAN BE FOCUSED 
ON THE GOALS THAT 

REALLY MATTER, 
AND LET YOUR 

FINANCIAL SUCCESS 
BE A BYPRODUCT OF 
PLANNING AHEAD.
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NOT ALL LIFE INSURANCE IS CREATED EQUAL
There are a few things to keep in mind when seeking out a life insurance policy to serve as your tax-free 
alternative. The policy has to be set up correctly.  You are after the least amount of death benefit, not the smallest 
premium. You want to put as much money into the policy as possible. 

There is a very specific way these policies have to be put together in order to achieve the optimal outcome so make 
sure you are working with an agent that is well versed in this type of structure.  You can also contact us to be put 
in touch with some of the top agents in the country that specialize in investment-grade life insurance.  When we 
researched this for the first time, we called the 10 most sucessful life insurance agents in the major city we lived 
in.  After 10 dissappointing meetings, not a single agent knew how to structure the policy property.

You also want to be sure you 
have your policy with the right 
insurance company.  After 
describing the unparalleled 
history of this approach, we 
frequently have clients ask 
with concern about companies 
like AIG that they hear about 
having financial issues in the 
past.  

While there have been 
specific insurance companies 
in the past with less-than-
impeccable records, there is a 

small niche of companies that have performed year in and year out for decades – even centuries – that have gone 
completely unnoticed.  

These companies are called mutual companies.  Unlike a publicly traded company whose fiscal responsibility is to 
its shareholders, a mutual company has no external shareholders.  These companies are privately owned by the 
policyholders themselves.  Thus, all fiscal responsibility the company has is with you: the policy holder and owner 
of the company.  

These companies are not required to make and meet quarterly earnings goals.  They are not pressured into making 
short-term bets on risky investments to meet shareholder expectations of returns.  These companies instead take 
a long-term approach to serving their clients and owners.  

That long-term approach allows these companies not to get sucked into market fads.  They stay the course of tried 
and true investing principles.

And their results speak for themselves.  Many of these companies have paid a dividend, meaning they had 
earnings above and beyond meeting their minimum guaranteed returns for over 150 years in a row.  

These alternatives to traditional investing aren’t well known in the investing world because you cannot purchase 
their shares in your brokerage account. Mutual funds and pensions cannot put them into their portfolios and their 
steady performance does not make for great evening headlines.  But that is the exact performance you want 
anchoring your future retirement income.  
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HOW TO TAKE ACTION AND TRANSFORM YOUR 
RETIREMENT
If you have read this far, then you are surely convinced that you cannot afford to continue to expose your 
retirement assets to the insatiable appetite of our government.  You also realize that Wall Street is working hard 
behind the scenes to ensure they keep a hold of as much of your hard earned retirement savings as possible.  

You now know what can help you avoid a retirement disaster, but before you can take action, you’ll need a game 
plan.  How do the pieces come together to implement these strategies?

BALANCING THE BUCKETS
The first thing you will need to do is meet with a qualified CPA that can help analyze where you currently are 
at.  Tax planning is very different from tax preparation.  Most CPAs are really only tax preparers and have very 
little knowledge about tax planning.  If you hire this kind of CPA, you are really just paying for a high priced tax 
compliance officer.  All they will do is tell you what you owe today.  They will be unable to implement a Zero 
Percent Retirement strategy effectively.  If they do offer any sort of tax-planning it will likely be of the traditional 
variety which will likely only compound your problems in retirement.

A good start is to take this eBook to your tax professional and get their feedback.  If, after a discussion about the 
ideas taught here, you feel confident in their ability to put you on the path to a Zero Percent Retirement, you can 
begin today.  

CHAPTER ELEVEN
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If your tax professional gives push back, if you already know this type of planning is beyond 
the ability of your tax preparer, or you don’t have a trusted CPA at all, then you can contact us 
and we would be happy to refer you to our personal CPA or a number of other CPAs across the 
nation that understand the problems we have outlined here and are able to help you navigate 
implementing a plan. 

Your plan will need to start with where you are at financially.  The analysis needs to be centered 
on your three buckets, calculating the ideal amount you should have in each bucket and what 
you are going to do to ensure you grow each bucket at the right rate to be on track for a Zero 
Percent Retirement.  

This is an admittedly complex process, but you shouldn’t be walking it alone.  Your CPA, or a CPA 
we can put you in contact with, will be able to take you by the hand to initiate your plan, then 
meet with you regularly to ensure you stay on track.   

After creating your initial plan, you will then need the right insurance policy 
to build your tax-free bucket the right way.  This person should pick up where 
your CPA leaves off and implement a policy that fits perfectly into your 
strategy.  Your agent, like your CPA, needs to be well-versed in the issues 
facing your future retirement, not try and sell you retail, death benefit oriented 
life insurance, or fall back on traditional solutions to retirement planning.  

The key is that these two members of your team see the world through the same lens and can 
coordinate efforts. You can work with one of our advisors to ensure your CPA or life insurance 
agent is able to structure your ideal plan, or you can use our team who have created thousands 
of plans to help you ensure you are able to enjoy a Zero Percent Retirement.

You now can choose to stop 
trading time for money and 
you are free. Learn why main 
stream strategies are focused 
on net worth. You need to 
learn how to acquire assets 
aimed at growing your cash 
flow.

LET’S START TODAY
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