
AI-04532 Final 2026 Investment Strategy
Calculate the tax bill if I regularly pull $144k per year from the $2.3M

If you withdraw $144,000 per year entirely from a $2.3M Traditional 401(k) at age 60, every single dollar is treated as 
ordinary income.

Because you do not have the cost-basis offset or 0% long-term capital gains rates available in a taxable brokerage account, 
you will pay standard federal income tax on the amount that exceeds your standard deduction.

Federal Tax Calculation (2026 Married Filing Jointly)
Assuming a married couple filing jointly before age 65 (using the standard deduction of $32,200):

Breakdown of Federal Tax Brackets:

1. 10% Bracket (Up to $24,800):
$$\$24,800 \times 10\% = \mathbf{\$2,480}$$

2. 12% Bracket ($24,801 to $100,800):
$$(\$100,800 - \$24,800) \times 12\% = \$76,000 \times 12\% = \mathbf{\$9,120}$$

3. 22% Bracket ($100,801 to $111,800):
$$(\$111,800 - \$100,800) \times 22\% = \$11,000 \times 22\% = \mathbf{\$2,420}$$

The Bottom Line Summary
Total Federal Tax Bill: $14,020 per year
Effective Federal Tax Rate: ~9.7% on the total $144,000 withdrawal
Marginal Tax Bracket: 22% (only on the last $11,000 withdrawn)
Net Take-Home Cash: $129,980 (approx. $10,831/month)

(Note: If you reside in a state with state income tax, state taxes will apply on top of this. If you reside in a zero-income-tax 
state like Texas or Florida, $14,020 is your total tax bill.)

Key Takeaways for Your Strategy
1. An Effective Rate Under 10% is Still Very Efficient:

While it isn't "zero tax," paying ~$14k on $144k of gross income (an effective tax rate under 10%) is historically low.
2. You Are Slightly Bleeding into the 22% Bracket:

Notice that the last $11,000 of your withdrawal crosses the $100,800 taxable threshold into the 22% marginal tax 
bracket.

Optimization Move: If you capped your annual 401(k) withdrawal at $133,000, your entire income would stay 
locked within the 10% and 12% brackets, lowering your tax bill to $11,600 (an effective rate of 8.7%).

 

Income Component Amount Calculation

Gross 401(k) Withdrawal $144,000 Total income pulled from pre-tax 
account

Standard Deduction (2026) − $32,200 Tax-free offset

Taxable Income $111,800 Subject to federal income tax brackets
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3. The 401(k) Growth Consideration:
At a 6% average annual return, a $2.3M portfolio generates ~$138,000/year in growth. Pulling $144,000 keeps your 
portfolio roughly flat while funding your lifestyle, but leaves your full pre-tax balance vulnerable to larger Required 
Minimum Distributions (RMDs) at age 75 unless partial Roth conversions are executed in low-income years.

Design a bkm for our case (mfj)

Best Known Method (BKM): Tax-Optimized Pre-Tax Withdrawal Strategy
Target Demographic: Married Filing Jointly (MFJ) | Starting Age: 60 | Primary Asset: $2.3M Traditional 401(k) | State Tax: 
0%

Process Overview
When holding portfolio assets entirely within a Traditional 401(k), the objective is bracket filling and RMD suppression.

Without a taxable brokerage account to supply 0% capital gains, the primary mechanism is controlling gross annual 
distributions to remain strictly within the 12% federal income tax bracket while mitigating future Required Minimum 
Distributions (RMDs) and Medicare IRMAA surcharges.

Step-by-Step Execution Protocol

           ┌──────────────────────────────────────────┐

           │   Gross Annual Distribution Target:      │

           │           $133,000 / year                │

           └────────────────────┬─────────────────────┘

                                │

        ┌───────────────────────┴──────────────────────┐

        ▼                                              ▼

 ┌──────────────┐                             ┌──────────────────┐

 │Living Expenses│                             │ Roth Conversion  │

 │  ($144k target)                            │   (Optional Cap) │

 └──────┬───────┘                             └────────┬─────────┘

        │                                              │

        ▼                                              ▼

Standard Deduction Stack                       Taxed at 10% / 12%

(First ~$32,200 @ $0 Tax)                       (Guaranteed Low Rate)

Phase 1: The Low-Bracket Harvest (Ages 60–64)

Target Annual 401(k) Distribution: Cap gross pre-tax withdrawals at $133,000.
Tax Mechanism:

Standard Deduction (MFJ, 2026): $32,200 shelters the first portion of ordinary income.
Taxable Income Target: $\$133,000 - \$32,200 = \mathbf{\$100,800}$.
Bracket Alignment: Exactly hits the ceiling of the 12% bracket.

Financial Output:

Federal Tax: ~$11,600
Effective Federal Tax Rate: ~8.7%
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Net Liquidity: ~$121,400

Optimization Note: If your target net spend is $144,000/year, cover the ~$22,600 deficit using cash reserves or 
secondary taxable savings rather than pulling an additional $25,000+ from the 401(k), which would be taxed at the 
22% marginal rate.

Phase 2: Medicare & IRMAA Guardrails (Ages 63–69)

Lookback Trigger (Age 63): Income reported at age 63 determines Medicare Part B and Part D premiums at age 65.
IRMAA Threshold Maintenance: Keep Modified Adjusted Gross Income (MAGI) below $218,000 (MFJ limit).
Senior Deduction Adjustment (Age 65+):

At age 65, both spouses qualify for the additional age 65+ standard deduction ($1,650/spouse), raising your tax-
free baseline to $35,500+.
Use this added deduction headroom to either reduce net tax on living withdrawals or perform small, low-cost 
Roth conversions.

Phase 3: Social Security & RMD Neutralization (Ages 70–75)

Delay Social Security to Age 70:

Maximizes your guaranteed, inflation-protected lifetime payout.
Preserves ages 60–69 as low-income years to draw down or convert the pre-tax account balance.

RMD Control (Age 75):

By systematically distributing $133,000–$144,000 per year from ages 60 to 74 (~$2.0M total gross distributions), 
you suppress the growth of the traditional pre-tax balance.
This prevents forced RMDs at age 75 from jumping into the 22% or 24% tax brackets.

Process Rules & Guardrails

Summary Checklist
1. Lock Annual 401(k) Withdrawals at $133,000 to lock in an effective federal tax rate of ~8.7%.
2. Fund Remaining Spending Needs from Cash Reserves to avoid crossing into the 22% marginal bracket.
3. Monitor the $218,000 IRMAA Threshold starting at age 63.
4. Defer Social Security to Age 70 to maximize pre-tax drawdown room throughout your 60s.

 

 

 

 

Metric Target / Limit Operational Rationale

Max Pre-Tax Withdrawal $133,000 / year Prevents income from spilling over 
into the 22% marginal tax bracket.

MAGI IRMAA Cap <$218,000 / year Avoids Medicare Part B/D premium 
surcharges (triggers 2 years later).

Social Security Claim Age 70 Prevents early Social Security income 
from crowding out low-bracket 401(k) 
withdrawals.

Deficit Source Cash / Taxable Reserves Fund excess cash needs above 
$121,400 net from non-401(k) liquid 
assets to preserve bracket efficiency.
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Design a bkm for our case (mfj) But add husband SS at 62 and wife SS when husband is 63, use $2100 per person 
check

 

Best Known Method (BKM): Tax-Optimized 401(k) Drawdown with Early Social 
Security
Demographic: Married Filing Jointly (MFJ) | Starting Portfolio: $2.3M Traditional 401(k) | State Tax: 0%

Social Security Baseline: $2,100/mo ($25,200/yr) each | Husband claims at Age 62; Wife claims 1 year later (Husband Age 
63)

Key Mechanism: The Social Security "Tax Torque"
Claiming Social Security early fundamentally alters the tax equation on your 401(k) distributions:

1. Provisional Income Formula: The IRS measures taxability on Social Security using:
$$\text{Provisional Income} = \text{AGI (401k Distributions)} + \text{Tax-Exempt Interest} + 50\% \text{ of Social 
Security}$$

2. The 85% Taxation Floor: For MFJ, once Provisional Income exceeds $44,000, 85% of your Social Security benefits 
($42,840 combined) become subject to ordinary federal income tax brackets.

3. Distribution Squeezing: Because $42,840 of Social Security sits on your tax return as ordinary income, your 401(k) 
withdrawal capacity within the 12% tax bracket contracts from $133,000 down to ~$90,000–$98,000.

Timeline & Execution Strategy

                          [ STARTING AGE 60 ]

                         401(k) Balance: $2.3M

                                   │

      ┌────────────────────────────┼────────────────────────────┐

      ▼                            ▼                            ▼

 PHASE 1 (Ages 60–61)        PHASE 2 (Age 62)            PHASE 3 (Ages 63–74)

 Pure 401(k) Drawdown        Husband SS Begins ($25.2k)  Both SS Active ($50.4k)

 Max 12% Bracket Cap         Provisional Income Shifts   85% SS Taxed; 401(k) Capped

 401k Pull: $133,000         401k Pull: $112,000         401k Pull: $90,000

Phase 1: Pure Low-Bracket Harvest (Ages 60–61)

Status: No Social Security active.
401(k) Distribution Target: $133,000 / year
Tax Calculation:

Gross Income: $133,000
Less Standard Deduction (2026 MFJ): −$32,200
Taxable Ordinary Income: $100,800 (Top of 12% bracket)

Outputs:

Federal Tax: ~$11,600 (Effective Rate: ~8.7%)
Net Spendable Cash: ~$121,400 / year
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Phase 2: Husband Claims Social Security (Husband Age 62 / Wife Age 61)

Status: Husband receives $25,200/year ($2,100/mo).
401(k) Distribution Target: Adjust downward to $112,000 / year to prevent crossing into the 22% marginal tax 
bracket.
Tax Calculation:

1. Provisional Income: $\$112,000 + 50\%(\$25,200) = \mathbf{\$124,600}$ (Well above the $44,000 upper 
threshold).

2. Taxable Social Security (85%): $\$25,200 \times 85\% = \mathbf{\$21,420}$.
3. Total AGI: $\$112,000 \text{ (401k)} + \$21,420 \text{ (Taxable SS)} = \mathbf{\$133,420}$.
4. Less Standard Deduction: $\$133,420 - \$32,200 = \mathbf{\$101,220}$ (Sits right at the 12% / 22% bracket line).

Outputs:

Federal Tax: ~$11,650
Gross Inflow: $\$112,000 \text{ (401k)} + \$25,200 \text{ (SS)} = \mathbf{\$137,200}$
Net Spendable Cash: ~$125,550

Phase 3: Both Spouses Active on Social Security (Husband Age 63+ / Wife Age 62+)

Status: Combined Social Security = $50,400/year ($4,200/mo combined). Both spouses under Age 65.
401(k) Distribution Target: Cap 401(k) withdrawals at $90,000 / year.
Tax Calculation:

1. Taxable Social Security (85% Floor): $\$50,400 \times 85\% = \mathbf{\$42,840}$.
2. Total AGI: $\$90,000 \text{ (401k)} + \$42,840 \text{ (Taxable SS)} = \mathbf{\$132,840}$.
3. Less Standard Deduction: $\$132,840 - \$32,200 = \mathbf{\$100,640}$ (Locked in at the top of the 12% bracket).

Outputs:

Federal Tax: ~$11,580
Gross Inflow: $\$90,000 \text{ (401k)} + \$50,400 \text{ (SS)} = \mathbf{\$140,400}$
Net Spendable Cash: ~$128,820

Phase 4: Senior Deduction Offset Adjustment (Ages 65+)

Status: Both spouses reach Age 65+. Standard Deduction increases by $3,300 (Age 65+ additions) plus temporary 
senior allowances, expanding your deduction stack to $47,500+.
Operational Choice:

Option A (Increase Cash Flow): Increase 401(k) withdrawals to ~$105,000 / year while keeping federal taxes 
identical (~$11,600). Total gross income reaches $155,400, yielding ~$143,800 Net Spendable Cash.
Option B (Lower Tax Bill): Keep 401(k) withdrawals at $90,000 / year, allowing the larger deduction to drop 
your taxable income to ~$85,340, cutting your annual federal tax bill to ~$9,700.

Portfolio Trajectory & RMD Impact
By taking Social Security early, your required portfolio withdrawals drop from $133,000 down to $90,000/year to achieve 
similar net cash flow.

 

 

 

 

Metric Delayed SS Strategy Early SS Strategy (This BKM)

Annual 401(k) Pull (Age 63+) $133,000 / year $90,000 / year

Portfolio Strain High (~5.8% initial draw) Low (~3.9% initial draw)
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Rules & Guardrails
1. The 12% Ceiling Guardrail: Do not pull more than $90,000/year from the 401(k) once both Social Security checks 

start (before age 65). Every dollar above $90,000 gets taxed at 22%.
2. Medicare IRMAA Monitoring (Age 63+): Your MAGI in Phase 3 sits around $132,840, well below the $218,000 MFJ 

IRMAA threshold. You are in no danger of Medicare premium surcharges.
3. Earnings Test Warning: If either spouse works part-time after taking early Social Security prior to Full Retirement Age 

(FRA), Social Security will withhold $1 for every $2 earned above the annual earnings limit ($23,400 in 2026).

Summary Table

The reason I originally plan the $144k withdrawal is to lower the RMD at 75, the current return of the 401k is 
around 25% FTEc etc and Cagr is around 10%. Our operating cost is around $8k per month and whatever the 
excess, it will reinvested back to ftec or VGT. Redo the drawdown scenario and calculate how much my Uncle is 
taking from us.

The Math Behind the "Uncle Sam Cut" & RMD Suppression Strategy
To understand how much Uncle Sam is taking, we have to look at tax drag on double taxation:

1. The Inflow Tax: The federal income tax you pay today when pulling $144,000 out of your pre-tax 401(k).
2. The Friction Tax: Moving money out of the 401(k) to re-invest in FTEC/VGT inside a taxable brokerage account 

subjects future gains and qualified dividends to annual dividend taxes and capital gains tax upon realization—
whereas inside the 401(k), FTEC grows 100% tax-deferred.

1. Tax Bill on the $144,000 Drawdown Breakdown
Here is what Uncle Sam takes upfront based on your exact cash flows:

Ages 60–61 (Before Social Security)

Gross 401(k) Withdrawal: $144,000
Less Standard Deduction (2026 MFJ): −$32,200
Taxable Ordinary Income: $111,800
Uncle Sam’s Cut: $14,020 per year (Effective tax rate: 9.7%)

10% Bracket ($0–$24,800): $2,480
12% Bracket ($24,801–$100,800): $9,120

Age 75 Balance (at 5% Growth) ~$1.8M–$2.0M ~$2.4M–$2.7M

RMD Tax Exposure at Age 75 Moderate High (Larger balance creates bigger 
mandatory RMDs)

 

 

Phase Ages Gross 401(k) Gross SS Total Gross Federal Tax Net Cash 
Flow

Marginal 
Rate

Phase 1 60–61 $133,000 $0 $133,000 $11,600 $121,400 12%

Phase 2 62 $112,000 $25,200 $137,200 $11,650 $125,550 12%

Phase 3 63–64 $90,000 $50,400 $140,400 $11,580 $128,820 12%

Phase 4 65+ $105,000 $50,400 $155,400 $11,600 $143,800 12%

 

 

 

8/1/26, 11:20 PM AI-04532 Final 2026 Investment Strategy

https://docmost.gravelcloud.com/s/general/p/ai-04532-final-2026-investment-strategy-0sL9f3hBw2 6/19



22% Bracket ($100,801–$111,800): $2,420 (The top $11,000 hits the 22% bracket)

Ages 63+ (With $50,400 Combined Social Security Active)

Once both Social Security checks start ($2,100/mo each), 85% of your Social Security ($42,840) becomes taxable 
ordinary income.

Gross 401(k) Withdrawal: $144,000
Taxable Social Security (85%): +$42,840
Total Adjusted Gross Income (AGI): $186,840
Less Standard Deduction (2026 MFJ): −$32,200
Taxable Ordinary Income: $154,640
Uncle Sam’s Cut: $23,445 per year (Effective tax rate on gross income: 12.1%)

Notice: Because Social Security fills the lower brackets, $53,840 of your 401(k) withdrawal gets taxed at 22%.

2. Reinvestment Drag: 401(k) vs. Taxable Brokerage (FTEC @ 10% CAGR)
Since your operating cost is $8,000/month ($96,000/year), let's see what happens to the excess cash being reinvested 
into FTEC/VGT inside a taxable account versus staying inside the tax-sheltered 401(k).

  $144,000 Gross 401(k) Pull (Age 63+)

    │

    ├──> Uncle Sam (Taxes): $23,445

    ├──> Living Expenses ($8k/mo): $96,000

    └──> Excess Reinvested in FTEC (Taxable Account): $24,555

The Hidden Cost of Moving FTEC to a Taxable Account:

1. Loss of Principal upfront: You lose $23,445/year directly to federal tax to get that $24,555 into a brokerage account.
2. Dividend Drag: FTEC pays a ~0.70% dividend yield. In a taxable account, qualified dividends are taxed annually at 

15%.
3. Capital Gains Drag: When you rebalance or pull cash out in the future, capital gains taxes apply. Inside the 401(k), 

100% of that compounding stays intact.

3. The $2.3M RMD Suppression Reality Check (at 10% CAGR)
Your goal was to lower the 401(k) balance by age 75 to suppress RMDs. Let's look at the math at a 10% CAGR:

Starting Balance (Age 60): $2,300,000
Annual Growth at 10%: Adds ~$230,000+ to the account in Year 1.
Annual Withdrawal: −$144,000

Portfolio Projection Table (10% CAGR)

 

 

 

 

 

Age Starting 
Balance

10% Growth Withdrawal Ending 
Balance

RMD Factor Projected RMD

60 $2,300,000 +$230,000 −$144,000 $2,386,000 N/A $0

65 $2,781,000 +$278,100 −$144,000 $2,915,100 N/A $0

70 $3,522,000 +$352,200 −$144,000 $3,730,200 N/A $0
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Crucial Insight: Because your portfolio yields a 10% CAGR, pulling $144,000/year (a ~6.2% initial draw) does not 
shrink the 401(k). The portfolio still grows from $2.3M to ~$5.0M by age 75. At age 75, your first RMD will be 
~$205,000/year, pushing you straight into the 24%–32% tax brackets.

4. Optimized Counter-Strategy: Strategic Low-Bracket Roth Conversions
Instead of taking excess cash out of the 401(k), paying 22% tax on it, and putting it into a taxable brokerage account, 
convert the excess directly into a Roth IRA.

Why Roth Conversion Wins for FTEC/VGT:

1. FTEC grows 100% tax-free forever in a Roth IRA.
2. No RMDs ever on Roth IRA balances.
3. Suppresses the Traditional 401(k) balance far more effectively, cutting down future RMDs.

The Recommended Execution Protocol:

           ┌──────────────────────────────────────────────┐

           │ Total Pre-Tax 401(k) Pull: $128,200 / year   │

           └──────────────────────┬───────────────────────┘

                                  │

       ┌──────────────────────────┴──────────────────────────┐

       ▼                                                     ▼

 ┌──────────────┐                                   ┌─────────────────┐

 │Living Expenses│                                   │ Roth Conversion │

 │ ($8k/mo Net) │                                   │  (FTEC / VGT)   │

 └──────┬───────┘                                   └────────┬────────┘

        │                                                    │

        ▼                                                    ▼

   Covered by SS                                    Taxed ONCE at 12%

 + Small 401k Pull                                  Grows 100% Tax-Free

1. Pull Only What You Need for Living Expenses from 401(k):
With $50,400 in Social Security coming in, you only need ~$57,000 gross from the 401(k) to meet your $96,000/yr 
($8k/mo) net operating needs.

2. Convert Up to the Top of the 12% Bracket:
Convert an additional ~$33,000–$40,000/year from the Traditional 401(k) to a Roth IRA holding FTEC/VGT.

3. The Result:

You keep your total tax rate capped strictly at 12% (Uncle Sam gets only ~$11,600 total instead of $23,445).
Your high-growth FTEC asset is transferred out of RMD territory and into a tax-free Roth account where its 10%+ 
CAGR will never be taxed again.

Summary of What Uncle Sam Takes
Current $144k Plan (Ages 63+): Uncle Sam takes $23,445/year in federal income taxes (with $53k taxed at 22%) + 
tax friction on your reinvested brokerage account.

75 $4,710,000 +$471,000 −$144,000 ~$5,037,000 ~4.07% ~$205,000
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12% Bracket Capped Roth Strategy: Uncle Sam takes ~$11,600/year (saving you ~$11,800/year in taxes), while 
successfully shifting your compound growth engines (FTEC/VGT) into a tax-free Roth shell to disarm the Age 75 RMD 
bomb.

So many items discussed, just confirming the new strategy:

Use Roth Conversion of $144k minus $8k living expenses 

1. Reinvest excess back to FTEC or VGT

No, that is NOT the recommended final strategy. Doing that would accidentally cause the exact tax leak you are trying 
to avoid.

Clarifying the Two Key Mechanics
1. "Conversion" vs. "Withdrawal"

A Withdrawal (Distribution): Taking money out of the 401(k) to put into your checking account or a taxable 
brokerage account to buy FTEC/VGT.
A Roth Conversion: Shifting funds directly inside retirement accounts from a Traditional 401(k) to a Roth IRA. You 
buy FTEC/VGT inside the Roth IRA.

2. Why $144k Withdrawal + Brokerage Reinvestment Fails

If you pull $144k out of your 401(k), pay your $8k/month expenses ($96k), and put the leftover $48k into a taxable 
brokerage account, you get hit twice:

1. Upfront Tax Drag: The leftover money gets taxed at the 22% ordinary income bracket on the way out of the 401(k).
2. Ongoing Tax Drag: Every year, FTEC/VGT in a taxable account pays dividends and incurs capital gains when sold, 

generating annual tax friction.

The Optimized Final Plan

                   [ TOTAL 401(k) MOVES ]

                             │

       ┌─────────────────────┴─────────────────────┐

       ▼                                           ▼

[ LIVING EXPENSES ]                      [ ROTH CONVERSION ]

• $96,000 Net Needed                     • $33,000–$40,000 / yr

• Funded by SS ($50.4k)                  • Transferred straight to Roth IRA

  + Small 401(k) pull                    • Buy FTEC / VGT INSIDE the Roth

       │                                           │

       ▼                                           ▼

   Taxed Low                                Taxed ONCE at 12%

                                            Compounds 100% TAX-FREE Forever

Step 1: Fund Living Expenses ($8k/month = $96k/year)

Your combined Social Security ($2,100 × 2 = $50,400/year) covers more than half of your living expenses.
You only need to pull about $57,000 gross from your 401(k) to cover the rest of your $96,000 net spend.

Step 2: Convert the Excess to a Roth IRA (Capped at 12% Bracket)
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Do not move money to a standard taxable brokerage account.
Instead, perform a direct Roth Conversion of ~$33,000 to $40,000 per year from the Traditional 401(k) into a Roth 
IRA.
Reinvest in FTEC / VGT INSIDE the Roth IRA.

Core Advantages of this Approach
1. Locks Tax Rate strictly at 12%: Keeps total ordinary income right at the top of the 12% bracket ($100,800 taxable 

income line). Uncle Sam's cut stays at ~$11,600 instead of $23,445.
2. Eliminates Drag on FTEC Growth: Inside the Roth IRA, FTEC’s 10%+ CAGR grows 100% tax-free forever. You never 

pay tax on its dividends or future capital gains.
3. Neutralizes the Age 75 RMD Bomb: Shifting your highest-growth asset (FTEC/VGT) out of the Traditional 401(k) into 

a Roth IRA shrinks the pre-tax 401(k) balance over time. Roth IRAs have zero Required Minimum Distributions 
(RMDs).

Amortize the strategy you mentioned but use ROI 12% for 16 years

Here is the 16-year financial amortization schedule for your portfolio from Age 60 to Age 75.

This models your exact baseline and the 12% CAGR scenario for FTEC / VGT across all accounts.

Key Strategy Parameters & Modeling Assumptions
1. Starting Assets (Age 60): $2,300,000 in Traditional 401(k) / IRA.
2. Target Growth Rate: 12.0% annual CAGR (applied to all end-of-year balances).
3. Net Living Expenses: $8,000/month ($96,000/year).
4. Social Security Execution:

Age 60–61: $0 Social Security.
Age 62: Husband receives $25,200/year ($2,100/mo).
Age 63+: Both spouses active = $50,400/year ($4,200/mo combined).

5. Tax Optimization Rule (12% Bracket Cap):

Total ordinary income is capped right at the 12% tax bracket ceiling ($100,800 taxable / ~$133,000 AGI).
Ages 60–61: Gross 401(k) pull = $133,000/yr ($96k net spending + $11.6k tax + $25.4k Roth Conversion).
Age 62: Gross 401(k) pull = $112,000/yr ($70.8k net spending needed + $11.6k tax + $29.6k Roth Conversion).
Ages 63–64: Gross 401(k) pull = $90,000/yr ($45.6k net spending needed + $11.6k tax + $32.8k Roth 
Conversion).
Ages 65–75: Added Age 65+ standard deductions ($3,300) increase Roth Conversion capacity to ~$36,000/yr 
while keeping total tax locked at ~$11,600/yr.

16-Year Amortization Schedule (Ages 60 to 75)

 

 

 

Age Traditional 
401(k) 
Start

Total 
401(k) 
Distributio
n

Roth 
Conversion
 (Part of 
Dist.)

401(k) End 
(12% 
CAGR)

Roth IRA 
Start

Roth 
Conversion
 Added

Roth IRA 
End (12% 
CAGR)

Combined 
Total 
Portfolio

60 $2,300,000 $133,000 $25,400 $2,427,040 $0 $25,400 $28,448 $2,455,488

61 $2,427,040 $133,000 $25,400 $2,569,325 $28,448 $25,400 $60,310 $2,629,635
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Core Takeaways at Age 75
1. Portfolio Expansion at 12% CAGR:

Starting with $2.3M, you withdraw a total of ~$1.6M over 16 years for living expenses and taxes.
Because of the 12% CAGR, your total wealth still grows to ~$10.65 Million by age 75.

2. The Roth IRA Compound Engine:

You successfully shifted ~$515,000 of principal into a Roth IRA.
By compounding at 12% inside the Roth, that balance expands to $1.54 Million by age 75.
Impact: That $1.54M will never be subject to RMDs and can be withdrawn 100% tax-free at any time or passed 
to heirs tax-free.

3. Tax Efficiency Realized:

Over 16 years, you paid roughly $11,600/year in federal income taxes—a total of ~$185,600.
Your effective federal tax rate remained locked at under 8.7% on total combined cash inflows.

4. The Age 75 RMD Reality at 12% CAGR:

Because a 12% CAGR outpacing an ~$93k distribution rate causes the pre-tax account to reach ~$9.1M, your 
First Year RMD factor (~4.07%) will equal ~$370,000.
Strategic Note: Since the 12% CAGR naturally inflates the pre-tax bucket, in years where market returns are 
exceptionally strong, you have the option to convert additional funds into the 22% tax bracket (up to $211,400 
taxable income) to migrate even more assets into the Roth shell before Age 75.

Summarize the action items in a numbered list action item for clarity. I want to create an index card of this strategy 
for the wife so that we can be on the same page.

Here is the numbered action-item checklist formatted clearly so you can print or write it on an index card for quick 
reference.

62 $2,569,325 $112,000 $29,600 $2,752,184 $60,310 $29,600 $100,699 $2,852,883

63 $2,752,184 $90,000 $32,800 $2,981,646 $100,699 $32,800 $149,519 $3,131,165

64 $2,981,646 $90,000 $32,800 $3,238,644 $149,519 $32,800 $204,197 $3,442,841

65 $3,238,644 $93,300 $36,100 $3,522,785 $204,197 $36,100 $269,133 $3,791,918

66 $3,522,785 $93,300 $36,100 $3,841,023 $269,133 $36,100 $341,861 $4,182,884

67 $3,841,023 $93,300 $36,100 $4,197,450 $341,861 $36,100 $423,316 $4,620,766

68 $4,197,450 $93,300 $36,100 $4,596,648 $423,316 $36,100 $514,546 $5,111,194

69 $4,596,648 $93,300 $36,100 $5,043,750 $514,546 $36,100 $616,724 $5,660,474

70 $5,043,750 $93,300 $36,100 $5,544,504 $616,724 $36,100 $731,163 $6,275,667

71 $5,544,504 $93,300 $36,100 $6,105,348 $731,163 $36,100 $859,335 $6,964,683

72 $6,105,348 $93,300 $36,100 $6,733,494 $859,335 $36,100 $1,002,887 $7,736,381

73 $6,733,494 $93,300 $36,100 $7,437,017 $1,002,887 $36,100 $1,163,665 $8,600,682

74 $7,437,017 $93,300 $36,100 $8,224,963 $1,163,665 $36,100 $1,343,737 $9,568,700

75 $8,224,963 $93,300 $36,100 $9,107,463 $1,343,737 $36,100 $1,545,417 $10,652,88
0
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INDEX CARD: RETIREMENT TAX & DRAWDOWN STRATEGY
Goal: Fund $8,000/mo ($96k/yr) net spending, keep total federal tax capped under ~8.7%, and shift growth engine 
(FTEC/VGT) into a 100% tax-free Roth IRA.

1. Establish the Net Operating Baseline

Target spending is $8,000/month ($96,000/year) net cash flow.
State income tax is 0%.

2. Execute Early Social Security On-Ramp

Husband (Age 62): Claim Social Security ($2,100/mo = $25,200/year).
Wife (Husband Age 63): Claim Social Security ($2,100/mo = $25,200/year).
Combined Social Security Income: $50,400/year ($4,200/mo).

3. Set Annual 401(k) Distribution Caps (Keep Tax Rate at 12%)

Ages 60–61 (Before SS): Pull $133,000/yr gross from 401(k).
Age 62 (Husband SS active): Pull $112,000/yr gross from 401(k).
Ages 63+ (Both SS active): Pull $90,000/yr gross from 401(k) (increasing to ~$93,300/yr at Age 65+ using 
senior deductions).
Rule: Never pull more than these thresholds to avoid spilling into the 22% marginal tax bracket.

4. Execute Direct Annual Roth Conversions (Inside Retirement Accounts)

Every year, take the excess funds from the 401(k) distribution after tax and living costs (~$33,000 to 
$36,000/year) and move them directly into a Roth IRA.
Do NOT withdraw excess cash into a standard taxable bank/brokerage account.

5. Reinvest Growth Engines (FTEC / VGT) INSIDE the Roth IRA

Keep high-growth tech ETFs (FTEC / VGT) held within the Roth IRA.
At 12% CAGR, all dividends and compound gains inside the Roth grow 100% tax-free forever with zero RMDs.

6. Monitor Medicare & Tax Guardrails

Maintain total Adjusted Gross Income (AGI) below $218,000 to stay well under Medicare IRMAA surcharge limits.
Total annual federal tax bill remains locked at ~$11,600/year (an effective tax rate under 8.7%).

Clarify; the Roth conversion happens right at 60, same time I withdraw the $133k?

Yes, exactly. Both actions happen in the same tax year starting at age 60, but they are executed as two separate 
movements of money from your Traditional 401(k).

The $133,000 figure represents your total gross pre-tax movement out of the 401(k) for that year.

How the $133,000 Is Split at Age 60
When you tell your custodian/brokerage to process that $133,000 out of your Traditional 401(k), it divides into three 
distinct destinations:

                  [ Total 401(k) Move: $133,000 ]

                                 │

     ┌───────────────────────────┼───────────────────────────┐

     ▼                           ▼                           ▼

[ Living Cash ]           [ IRS Tax Bill ]          [ Roth Conversion ]

$96,000/yr                ~$11,600/yr               ~$25,400/yr
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To Checking Account       To Federal Income Tax     Directly to Roth IRA

(For $8k/mo expenses)    (Pay upfront)             (Buy FTEC / VGT)

1. $96,000 Withdrawal (To Checking): Transferred to your personal bank account to pay your $8,000/month living 
expenses.

2. ~$11,600 Tax Withholding (To IRS): Withheld to cover your total federal income tax bill for the year (locking your 
rate in at the 12% bracket ceiling).

3. ~$25,400 Direct Roth Conversion (To Roth IRA): Moved directly into your Roth IRA (without touching your 
checking account) to buy and hold FTEC / VGT.

Why Tax Law Sees It as One Big $133,000 Number
To the IRS, both a cash withdrawal to your bank account and a conversion into a Roth IRA count as ordinary taxable 
distributions.

When you file your taxes for the year:

Gross Distribution Reported (Form 1099-R): $133,000
Minus Standard Deduction (MFJ): −$32,200
Taxable Income: $100,800 (This lands your final dollar exactly at the top of the 12% bracket).

Summary Rule for the Index Card
At age 60, your total pre-tax move is $133,000. $96,000 goes to your checking account for spending, ~$11,600 goes 
to taxes, and the remaining ~$25,400 is converted directly into your Roth IRA to compound tax-free in FTEC/VGT.

Oh, I see your comment.. Every year, take the excess funds from the 401(k) distribution after tax and living costs 
(~$33,000 to $36,000/year) and move them directly into a Roth IRA

Yes, exactly—it can be 100% dynamic.

The key thing to understand is that the 12% tax bracket ceiling creates a fixed "tax container," but how you fill that 
container between Living Expenses and Roth Conversion is completely flexible based on your actual real-world spending 
month-to-month.

The Dynamic "Tax Container" Principle
Think of the tax code as giving you a pre-approved bucket of income each year that is taxed at low rates (10% and 12%).

For a married couple (prior to Social Security starting), that bucket is $133,000 of gross 401(k) pre-tax movement:

$$\text{Gross 401(k) Move (\$133,000)} = \text{Taxes (\$11,600)} + \text{Living Expenses} + \text{Roth Conversion}$$

Because your tax bill is fixed by staying in the 12% bracket, Living Expenses and Roth Conversion act as inverse see-
saws:

SCENARIO A: Standard Budget ($8k/mo)

┌──────────────────────────────┬──────────────────────────────┐

│ Living Expenses: $96,000/yr  │ Roth Conversion: $25,400/yr  │

└──────────────────────────────┴──────────────────────────────┘
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SCENARIO B: Lower Monthly Budget ($6k/mo)

┌──────────────────────────────┬──────────────────────────────┐

│ Living Expenses: $72,000/yr  │ Roth Conversion: $49,400/yr  │

└──────────────────────────────┴──────────────────────────────┘

SCENARIO C: Higher Monthly Budget ($9k/mo)

┌──────────────────────────────┬──────────────────────────────┐

│ Living Expenses: $108,000/yr │ Roth Conversion: $13,400/yr  │

└──────────────────────────────┴──────────────────────────────┘

How to Manage This Dynamically Throughout the Year
You do not have to perform the Roth conversion on January 1st. In fact, managing it dynamically at year-end is the cleanest 
operational approach:

1. Months 1–11 (Monthly Living Distributions): Pull your actual monthly living expenses (whether it's $7,000, $8,000, 
or $9,000) directly to your checking account as needed.

2. Month 12 (December Year-End Calibration):

Tally up your total living withdrawals for the year.
Calculate how much "headroom" is left in your $133,000 pre-tax bracket container.
Convert that exact remaining excess directly from your Traditional 401(k) to your Roth IRA to buy 
FTEC/VGT.

Why This Dynamic Target Works So Well
If spending is low in a given year: You automatically "catch" the unused tax headroom and convert more into your 
Roth IRA, accelerating your tax-free growth in FTEC/VGT.
If spending is high in a given year: You absorb the expense without crossing into the 22% tax bracket; you simply 
convert less into the Roth IRA for that specific year.
No Penalty / No Overfunding Risk: Because you are doing a Roth Conversion (moving pre-tax funds to a Roth IRA), 
it is not subject to annual IRA contribution limits (e.g., $8,600/person). You can convert as much or as little as your 
tax bracket permits.

Updated Line for the Wife's Index Card
Dynamic Rule: Draw living expenses as needed throughout the year. Every December, calculate the remaining room in 
our 12% tax bracket and convert that exact excess straight into our Roth IRA to buy FTEC/VGT.

 

So the excess funds go to RothIRA? So I can make this dynamic or moving target depending on my monthly 
expenses

Yes, exactly—it can be 100% dynamic.

The key thing to understand is that the 12% tax bracket ceiling creates a fixed "tax container," but how you fill that 
container between Living Expenses and Roth Conversion is completely flexible based on your actual real-world spending 
month-to-month.
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The Dynamic "Tax Container" Principle
Think of the tax code as giving you a pre-approved bucket of income each year that is taxed at low rates (10% and 12%).

For a married couple (prior to Social Security starting), that bucket is $133,000 of gross 401(k) pre-tax movement:

$$\text{Gross 401(k) Move (\$133,000)} = \text{Taxes (\$11,600)} + \text{Living Expenses} + \text{Roth Conversion}$$

Because your tax bill is fixed by staying in the 12% bracket, Living Expenses and Roth Conversion act as inverse see-
saws:

SCENARIO A: Standard Budget ($8k/mo)

┌──────────────────────────────┬──────────────────────────────┐

│ Living Expenses: $96,000/yr  │ Roth Conversion: $25,400/yr  │

└──────────────────────────────┴──────────────────────────────┘

SCENARIO B: Lower Monthly Budget ($6k/mo)

┌──────────────────────────────┬──────────────────────────────┐

│ Living Expenses: $72,000/yr  │ Roth Conversion: $49,400/yr  │

└──────────────────────────────┴──────────────────────────────┘

SCENARIO C: Higher Monthly Budget ($9k/mo)

┌──────────────────────────────┬──────────────────────────────┐

│ Living Expenses: $108,000/yr │ Roth Conversion: $13,400/yr  │

└──────────────────────────────┴──────────────────────────────┘

How to Manage This Dynamically Throughout the Year
You do not have to perform the Roth conversion on January 1st. In fact, managing it dynamically at year-end is the cleanest 
operational approach:

1. Months 1–11 (Monthly Living Distributions): Pull your actual monthly living expenses (whether it's $7,000, $8,000, 
or $9,000) directly to your checking account as needed.

2. Month 12 (December Year-End Calibration):

Tally up your total living withdrawals for the year.
Calculate how much "headroom" is left in your $133,000 pre-tax bracket container.
Convert that exact remaining excess directly from your Traditional 401(k) to your Roth IRA to buy 
FTEC/VGT.

Why This Dynamic Target Works So Well
If spending is low in a given year: You automatically "catch" the unused tax headroom and convert more into your 
Roth IRA, accelerating your tax-free growth in FTEC/VGT.
If spending is high in a given year: You absorb the expense without crossing into the 22% tax bracket; you simply 
convert less into the Roth IRA for that specific year.
No Penalty / No Overfunding Risk: Because you are doing a Roth Conversion (moving pre-tax funds to a Roth IRA), 
it is not subject to annual IRA contribution limits (e.g., $8,600/person). You can convert as much or as little as your 
tax bracket permits.

 

 

 

8/1/26, 11:20 PM AI-04532 Final 2026 Investment Strategy

https://docmost.gravelcloud.com/s/general/p/ai-04532-final-2026-investment-strategy-0sL9f3hBw2 15/19



Updated Line for the Wife's Index Card
Dynamic Rule: Draw living expenses as needed throughout the year. Every December, calculate the remaining room in 
our 12% tax bracket and convert that exact excess straight into our Roth IRA to buy FTEC/VGT.

Now the flaw: FTEC is bound for a good tailwind, if I don’t bump up the Roth Conversion, my RMD might be huge 
at year 17 and beyond, so I will keep the strategy dynamic depending on the performance of my FTEC.

Spot on—you have identified the exact compounding paradox of holding high-CAGR assets inside a Traditional 401(k).

If FTEC / VGT tears ahead at a strong 12%–15%+ CAGR inside the pre-tax 401(k), keeping conversions strictly capped at 
the 12% tax bracket means the portfolio growth will far outpace your conversions. The pre-tax bucket will swell, resulting in 
a massive RMD calculation at age 75.

Your realization that Roth conversions must be dynamic based on FTEC’s performance is the key missing piece.

The Two Gear System: Navigating Bracket Shifts
To make your strategy dynamically responsive to market performance, move between two tax gears based on how FTEC 
performs:

                           [ FTEC PERFORMANCE EVALUATION ]

                                          │

                  ┌───────────────────────┴───────────────────────┐

                  ▼                                               ▼

      [ GEAR 1: Baseline Growth ]                    [ GEAR 2: FTEC Tailwinds ]

      (FTEC grows ~8% - 10%)                         (FTEC grows >12% - 15%+)

                  │                                               │

                  ▼                                               ▼

       Cap at 12% Tax Bracket                         Push into 22% Tax Bracket

       (Max Taxable: $100,800)                         (Max Taxable: $211,400)

Gear 1: Normal Market Years (12% Bracket Cap)

When to use: FTEC performs within historical averages (8%–10% range).
Execution: Keep total pre-tax withdrawals around $133k/year.
Tax Cost: ~$11,600/year (~8.7% effective rate).

Gear 2: Tech Surge / High-Tailwind Years (22% Bracket Cap)

When to use: FTEC experiences strong run-ups (12%+ CAGR years).
Execution: Expand your Roth conversion into the 22% tax bracket ceiling (up to $211,400 taxable income for 
married filing jointly).
The Math:

Gross 401(k) Move: Increase to ~$243,600 ($32.2k standard deduction + $211.4k taxable).
Living Expenses: Cover $96,000/yr ($8k/mo).
Federal Tax Bill: ~$35,900 (Effective tax rate of 14.7% on the full $243.6k).
Direct Roth Conversion Amount: ~$111,700 converted straight to Roth IRA in a single year.

Why Paying 22% On FTEC Is A Strategic Win
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Paying 22% tax on FTEC today to convert it into a Roth IRA is a solid trade for three main reasons:

1. Pre-Paying Taxes on "Un-compounded" Dollars:
It is far cheaper to pay 22% on a $100,000 conversion today than to pay 24%–32% on $500,000 of forced RMDs 
15 years down the road after FTEC has compounded inside the pre-tax 401(k).

2. Permanent RMD Shield:
Every dollar that shifts into the Roth IRA is permanently removed from the age 75 RMD base calculation.

3. Medicare IRMAA Protection:
The 22% tax bracket ceiling ($211,400 taxable income / ~$243,600 AGI) stays right near the first Medicare IRMAA 
threshold ($218,000 MAGI). This allows you to aggressively drain the pre-tax 401(k) while keeping Medicare 
premium surcharges manageable.

Updated Index Card Rule (For Your Wife)
Dynamic Performance Rule:

Normal Years: Convert remaining room in the 12% tax bracket (~$25k–$36k/yr).
High-Growth / FTEC Surge Years: Shift to Gear 2 and convert aggressively up to the 22% tax bracket ceiling 
(~$110k+/yr into Roth). Paying a 14.7% effective tax rate on a surge year permanently insulates our wealth from 
massive RMDs at age 75.

I understand now, I just need to jot down the strategy into an index card or a wall board and make sure the wife 
understands the strategy and implications if FTEC goes to >20 cagr

  

Here is the exact layout you can print out, write onto a 5x7 index card, or post on a wall board so that you and your wife 
are aligned on the core operational strategy and why high FTEC growth changes your moves.

FRONT OF CARD: Baseline Operating Rules
Plaintext

===================================================================

                RETIREMENT TAX & CASH FLOW PLAN

===================================================================

GOAL: Fund $8,000/mo ($96k/yr) net spending while draining the 

pre-tax 401(k) to block massive RMDs at Age 75.

1. INCOME & CASH FLOW (MFJ)

   • Living Need: $8,000/month ($96,000/year net).

   • Social Security: 

     - Husband claims at Age 62 ($2,100/mo = $25,200/yr).

     - Wife claims at Husband Age 63 ($2,100/mo = $25,200/yr).

     - Combined SS: $50,400/yr (covers over half of spending).

2. BASELINE GEAR (Normal Growth Years: ~8%–10% CAGR)

   • Target 12% Federal Tax Bracket Ceiling ($100,800 taxable income).

   • Gross 401(k) Move: 

     - Ages 60–61: ~$133,000/yr

     - Ages 63+: ~$90,000–$93,300/yr
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   • Federal Tax Bill: ~$11,600/yr (~8.7% effective tax rate).

   • Action: Pull living cash to checking; convert remaining excess

     (~25k–$36k/yr) DIRECTLY into Roth IRA to buy FTEC/VGT.

===================================================================

BACK OF CARD: FTEC Tailwind Rule & Implications (>20% CAGR)
Plaintext

===================================================================

         DYNAMIC GEAR 2: FTEC SURGE (>12% to 20%+ CAGR)

===================================================================

WHAT HAPPENS IF FTEC BLOWS UP (>20% CAGR)?

   • High growth inside the pre-tax 401(k) inflates the account balance.

   • At 20% CAGR, leaving funds in 401(k) creates a massive RMD at Age 75, 

     forcing distributions into the top tax brackets (32%+).

THE IMPLICATION & STRATEGIC OVERRIDE:

   • WE MUST ACCELERATE CONVERSIONS EVEN IF TAX BILL INCREASES TODAY.

   • Move from Gear 1 (12% Bracket) to Gear 2 (22% Bracket).

EXECUTION IN SURGE YEARS:

   • Expand 401(k) pre-tax move up to the 22% Bracket Ceiling 

     ($211,400 taxable income / ~$243,600 gross move).

   • Tax Bill Rises to: ~$35,900/yr (14.7% effective rate).

   • ROTH CONVERSION JUMPS TO: ~$111,700 IN A SINGLE YEAR.

WHY SHE SHOULD NOT PANIC OVER A HIGHER TAX BILL IN SURGE YEARS:

   1. Paying 22% tax today on an un-compounded dollar is FAR cheaper 

      than paying 32%+ on forced RMDs 15 years from now.

   2. $243.6k Gross Income stays below Medicare IRMAA limits ($250k).

   3. Once FTEC is inside the Roth IRA, its 20%+ CAGR compounds 

      100% TAX-FREE FOREVER with ZERO RMDs.

===================================================================

Talking Points for Your Conversation
1. "The 401(k) is a Tax Trap for High-Growth Tech": Explain that FTEC's high returns work against you inside a 

Traditional 401(k) because the IRS gets a cut of all compound interest via future RMDs. Moving FTEC into a Roth IRA 
rescues that growth from future taxation.

2. "Taxes are predictable, Spending is covered": Reassure her that your $8,000/month living budget is always met 
first; Roth conversion only takes the calculated remaining capacity of your annual tax bracket.

3. "We monitor in December": Tell her that every December, you both look at your actual spending for the year and 
FTEC's annual return, then press the button on the exact right conversion amount.
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