
TAXES

3 Tax-Smart Tactics for Clients With $1
Million or More in Tax-Deferred
Investments
Here are some tax planning strategies on how you can keep more of that $1 million
for yourself and away from Uncle Sam.
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I once had a guy reach out to me who said, “Joe, I’ve been reading your book,
watching your videos and reading your articles. I’m ready to trust your team with the
$1 million in my 401(k) that I’ve saved over the last 30 years.”
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This was a big moment for him, and he had done a great job up to this point. He was
certainly ready to retire; he just needed a better plan to ensure he could enjoy
retirement.

But I had to tell him, “You don’t have $1 million.”

He started to raise his voice as he said, “Yes, I do. Look at my statement. You’ll see a
balance of $1 million.”

He was getting defensive, and rightly so; after all, he had spent the last three decades
working to accumulate that amount.

The problem? He was missing something: The guy had $1 million saved, but not all of
that $1 million was his, because Uncle Sam expected a cut of that money. My new
client needed a tax-smart plan to kick Uncle Sam to the curb before he was forced to
take that money out of his 401(k) in the form of required minimum distributions
(RMDs).

Why is tax planning so important for those with $1 million or more in their 401(k)s
or IRAs? Because you likely won’t be in a lower tax bracket in the future. (You can
read more about this in my article Will You Pay Higher Taxes in Retirement?)

You’re probably thinking, “I’ll be in a lower bracket in retirement because I will no
longer be working. That’s what I’ve been told all my life.” I’m sorry to break the
news, but if you have signi�cant money saved in your retirement accounts, your
taxable income will include Social Security bene�ts and also withdrawals from your
investments. (Even if you don’t want to take money from your retirement accounts,
the IRS will force you to take them as RMDs once you hit the required age.)

What can wreak havoc on your retirement
The combination of Social Security bene�ts plus withdrawals from tax-deferred
accounts can wreak havoc on your retirement. Your Social Security income will most
likely be fully taxable if you have $1 million or more in tax-deferred accounts like a
401(k) or IRA and must take RMDs. You’ll be pushed into what I call the “Social
Security tax torpedo,” where you could pay a 40% to 50% tax rate by taking extra
withdrawals from your tax-deferred investments.

Is there anything you can do to avoid the “tax torpedo?” Fortunately, you don’t have
to sit and hope for a better retirement. And you certainly don’t have to put your trust
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in Uncle Sam. Here are some tax-smart planning strategies for those with $1 million
or more saved in an employer-sponsored retirement plan or traditional IRA.

Strategy #1: Consider a Roth conversion.
A Roth conversion is the top strategy I think you should be looking at right now.
Roth conversions can result in lower RMDs and allow you to pay taxes at your
current tax rates, which could be lower than what they will be in the future.

Why do we think tax rates will rise in coming years? To start, tax rates are set to go up
in 2026, following the expiration of the Tax Cuts and Jobs Act. Unless Congress acts
before then, taxes will revert to 2017 levels, which were higher than they are today.
(Read more about this in my article What You Can Do Now to Avoid Paying Higher
Taxes in 2026.)

Also, our country has a spending problem and a massive amount of debt—both
reasons why tax rates could increase even more in the coming years. How will the
government come up with the revenue to cover our debt crisis? Higher taxes seem to
be the obvious answer.

Strategy #2: Avoid paying higher Medicare
premiums.
Another strategy we look at for our clients with $1 million or more in tax-deferred
accounts is to prepare for increased Medicare premiums. Known as the Medicare
income-related monthly adjustment amount (IRMAA), this is an extra amount you
pay for Medicare if your income exceeds a certain level.

The IRMAA look-back period is two years, so you’ll want to start thinking about how
it could impact your Social Security bene�ts as soon as you become eligible to receive
them. We’ve talked with people who are getting little to no Social Security income
because they are paying surcharges on their Medicare premiums.

To reduce your taxable income and potentially avoid Medicare surcharges, you may
want to get strategic with which accounts you take withdrawals from and in what
order. You don’t want to do a great job of saving just to pay more for health care in
retirement.

Hello. It looks like you’re using an ad blocker that may prevent our website from
working properly. To receive the best experience possible, please make sure any blockers
are switched off and refresh the page.

If you have any questions or need help you can email us

https://www.kiplinger.com/taxes/avoid-paying-higher-taxes-in-2026-what-you-can-do-now
mailto:info@cpapracticeadvisor.com


Strategy #3: Avoid the ‘Social Security tax
torpedo.’
Taxes were not charged on Social Security bene�ts before the 1980s. It used to be that
if you were owed $2,000 in monthly income from Social Security, you would receive
a check for the full amount.

Today, you likely won’t see that full $2,000 deposited into your bank account
because of taxes unless you plan appropriately. Uncle Sam will get his share �rst, and
you will get the rest. But it doesn’t have to be this way! Social Security bene�ts
do not have to be taxable. Many of our clients pay no taxes on their Social
Security income because we have implemented a plan to successfully lower their
income in retirement by positioning their investments correctly.

Taking advantage of these strategies takes smart planning, and it must start today.
My biggest advice is to get help from someone who specializes in working with
people who have $1 million or more saved in retirement accounts. Your plan is more
complex and will need more diligence than those who haven’t saved as much in their
401(k)s or IRAs as you have.
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