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Thereâ€™s a massive freight train bearing down on the average American investor, and itâ€™s

coming in the form of higher taxes. The United States Government has made trillions of dollars in

promises for programs like Social Security and Medicare it simply canâ€™t afford to keep. The only

way to deliver on these promises is to raise taxes. Itâ€™s simple math. Some experts have even

suggested that tax rates have to double just to keep our country solvent. Unfortunately, if youâ€™re

like most Americans, youâ€™ve saved the majority of your retirement assets in tax-deferred vehicles

like 401(k)s and IRAs. If tax rates go up, how much of your hard-earned money will you really get to

keep? In David McKnightâ€™s ground breaking book The Power of Zero, he provides you with a

step by step roadmap on how to get to the 0% tax bracket, effectively eliminating tax rate risk from

your retirement picture. Why is the 0% tax bracket so powerful? Because if tax rates double, two

times zero is still zero! The day of reckoning is fast approaching. Are you ready to do what it takes

to experience the power of zero?
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McKnight thinks that taxes are very likely to increase. To protect your retirement income he feels it

is necessary to target a 0% tax bracket in retirement. He aims for a taxable income small enough

that you would be covered by your personal exemptions and the standard deduction, currently

about $20,000. If you achieved then there is no tax on your Social Security income. The author

brings up some excellent points. In particular the fact that large accumulations in tax-deferred

accounts can generate large MRD requirements after you reach 70.5 years old. This in turn can

make most of social security payments taxable, itâ€™s similar to double taxation. He suggests



thinking of three portions or buckets of investment resources. The first bucket is 6 months income.

This is to protect against adversity, and is taxable.The second is the tax-deferred bucket, which

would contain IRAs, 403b, etc. After you retire and reach 70.5 years old you are required to take out

a minimum required distribution each year. If you have a large accumulation then the taxable MRD

can be quite large and can cause your Social Security income to be taxable. He suggests moving

as much as possible of this money from the IRA or other retirement account into a tax-free bucket

such as the Roth IRA. The third is the tax free bucket made up of a Roth IRA and the life insurance

retirement plan (LIRP), and some possible tricks you might be able to do with your IRA or other

plans. The Roth IRA is the least controversial and a great deal, but is very limited in the amount you

can contribute while working. In retirement you can contribute up to the amount you earn working.

Since most people donâ€™t work in retirement they cannot contribute anything.

I'm not sold on the 0% solution.The author uses shock tactics and examples of extremism to try to

justify his overarching "0% tax bracket" solution. Let me point out some specific flaws and how I feel

they are misleading. The author's main premise for why 0% tax bracket retirement planning is

needed is that he believes it is inevitable for the government to raise taxes exorbitantly in the future,

when retirees are likely to have minimal deductions and begin their taxable withdrawals. The author

points to the fact that in the past, the highest marginal tax rates have been very high (70%! 90%!)

almost as evidence that such precedent proves it's likely to happen again, and that our current tax

regime is a 'historical low'.Now - while the high marginal tax brackets of the past are absolutely a

fact of record, I believe the author is using this more as a scare tactic that is neither probable nor

applicable. I point out that even if marginal rates were to return to such high levels, it's not very likely

that the majority of retirees would be subject to such tax brackets. For example, the 1963 tax rate of

91% for a married couple would only apply to someone with a $3 MILLION (in 2013 adjusted

dollars) taxable income...not a very typical retiree annual withdrawal. Further - even if such a

fortunate prospective retiree had enough of a nest egg to make such annual withdrawals, the

recommended tactics in the book would NOT enable a person to drop down to a 0% bracket, or

anywhere close.The author rightly argues that the US government has a future (current?) budget

problem based on the likely growth and demographic shifts that affect many current spending

programs, namely Social Security and Medicare.
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