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Retirement Ready Reality 
 
Where your money resides is more important than rate of return! 
 
Suppose you want to enjoy retirement at somewhat the same level of lifestyle to which you are 
accustomed. 
 
Let’s look at a couple examples. If the desired annual after-tax income is $100,000: 
 

• Gross up for taxes 
o What will your combined federal and state income tax rate be in each year of 

your retirement, which could span 25 years? That is unknown and out of your 
control. 

o Let’s assume 30% 
o $100,000 / (1-30%) = $143,000 = pre-tax distribution 

• Calculate the nest egg you will need to distribute $143,000/year 
o Safe withdrawal rate is the rate at which you can spend down your assets with a 

certain percentage chance of not running out of money before you run out of 
life. 

o The most recent Morningstar report suggests 2.8%. I will round to 3.0% 
o $143,000 / 3% = $4,767,000 

 
If the desired annual after-tax income is $150,000: 
 

• Gross up for taxes = $150,000 / (1-30%) = $214,000 
• Calculate the nest egg = $214,000 / 3% = $7,133,000 

 
These calculations assume your retirement distributions are categorized as “income” by the 
IRS, which means they are fully taxable under the US tax code. Examples include distributions 
from 401k, IRA, 403b, SEP, Solo and Simple plans, passive income from real estate investments, 
pension plans, etc. Reporting “income” on your 1040 in retirement also subjects you to taxes 
on your Social Security benefits and higher Medicare premiums. 
 
Where your money resides is more important than rate of return! 
 
What if your retirement distributions are categorized as “cash flow” instead of “income?” Cash 
flow is not reported on your 1040, therefore you have no income, no taxes, you keep all your 
Social Security benefits and pay the lowest Medicare premiums. You do not need to worry 
about tax risk, market risk, rising tax rates, tax code changes, advisor fees, turnover costs, etc. 
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The most powerful financial asset in existence today capitalizes your wealth, keeps your 
wealth on the uninterrupted compound growth curve for life, builds collateral capacity, and 
allows you to leverage your collateral capacity to take advantage of wealth-building 
investments and opportunities, pay for expenditures including college, and distribute tax-
exempt spendable cash flow in retirement. 
 
Let’s look at a couple examples assuming your money is parked in this asset. If the desired 
annual cash flow is $100,000 
 

• There are no taxes 
• The distribution rate is 7% 
• The nest egg = $100,000 / 7% = $1,429,000 

 
If the desired annual cash flow is $150,000, the nest egg = $150,000 / 7% = $2,143,000 
 
Keep all your Social Security benefits, pay the lowest Medicare premiums, apply for 
government cheese, food stamps and an Obama phone. No more worries over tax rates, market 
volatility, IRS tax code changes. 
 
Where your money resides is more important than rate of return! 
 
 
 
 


