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Complete Guide

Tax Bracket Optimizer: Keep More of

Every Dollar

Understanding your tax bracket is not enough — you need to know exactly

how much room remains inside your current bracket, which moves shrink your

taxable income below dangerous thresholds, and how to harvest capital gains

or execute Roth conversions before rates reset. This guide covers 2025

marginal brackets for all filing statuses, the standard deduction, the 0% long-

term capital gains window, Roth conversion math, the IRMAA cliff schedule,

HSA and 401k deductions as bracket management tools, and a complete $0

federal income tax strategy for early retirees.

1. Foundation

The U.S. federal income tax is a marginal system, which means each bracket rate applies

only to the dollars that fall within that range — not to your entire income. A single filer

with $60,000 of taxable income in 2025 pays 10% on the first $11,925, 12% on the next

$36,550 (up to $48,475), and 22% on the remaining $11,525. Their marginal rate is 22%,

but their effective federal rate is approximately 13.8%. Confusing the two leads to

terrible decisions — people refuse raises because "they'll be in a higher bracket" (the

raise only raises taxes on the portion that crosses into the new bracket) and avoid Roth

conversions because they fear bumping their entire income to a higher rate (only the

converted dollars that cross the bracket threshold face the higher rate). Fix this

misunderstanding first. Marginal rate: the rate on your next dollar of income. Effective

rate: total tax paid divided by total income. They are rarely the same number.

2025 federal tax brackets — Single filer: 10%: $0–$11,925. 12%: $11,926–$48,475.

22%: $48,476–$103,350. 24%: $103,351–$197,300. 32%: $197,301–$250,525. 35%:

$250,526–$626,350. 37%: over $626,350. Standard deduction: $15,000. So a single filer

with $65,000 in wages reduces taxable income to $50,000 after the standard deduction.

They pay 10% on $11,925, 12% on $36,550, and 22% on $1,525. Their marginal rate is

22%, but only $1,525 of income sits in that bracket. A $4,300 HSA contribution (plus any
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additional pre-tax 401k contributions) would push the last dollars back into the 12%

bracket. MFJ brackets: 10%: $0–$23,850. 12%: $23,851–$96,950. 22%: $96,951–

$206,700. 24%: $206,701–$394,600. 32%: $394,601–$501,050. 35%: $501,051–

$751,600. 37%: over $751,600. Standard deduction MFJ: $30,000.

Long-term capital gains rates for 2025: 0% for taxable income up to $48,350 single

/ $96,700 MFJ. 15% from $48,351–$533,400 single / $96,701–$600,050 MFJ. 20% above

those thresholds. Long-term capital gains tax rates are based on taxable income

including the gains themselves, but gains do not push your ordinary income into a higher

bracket — they sit on top of ordinary income. A single early retiree with $30,000 in

ordinary income (Social Security, dividends, small distributions) and $15,000 in long-term

gains has total taxable income of $45,000 after the standard deduction — entirely within

the 0% capital gains zone. They owe $0 federal tax on those $15,000 of gains. This is the

0% harvest window that early retirees and low-income years make possible.

2. Step-by-Step System

1

Map Your 2025 Income Layers to the Bracket Stack

Start with your gross income by source: W-2 wages, self-employment net income,

interest income, ordinary dividends, qualified dividends, short-term capital gains,

long-term capital gains, IRA distributions, Social Security (taxable portion), rental

income, and any other income. Subtract above-the-line deductions: 401k traditional

contributions, HSA contributions, student loan interest (up to $2,500 if eligible),

deductible IRA contributions, self-employment tax deduction, and health insurance

premiums if self-employed. This gives your Adjusted Gross Income (AGI). Then

subtract either the standard deduction ($15,000 single / $30,000 MFJ) or itemized

deductions (whichever is larger) to arrive at taxable income. Map taxable income

against the 2025 brackets to find your marginal bracket and headroom — the

dollars remaining before you cross into the next bracket. This headroom number is

the key input for every optimization move in the following steps.

5/15/26, 2:31 AM Tax Bracket Optimizer: Keep More of Every Dollar | Wingman Protocol

file:///opt/sovereign/revenue/data/published/store/tax-bracket-optimizer/guide/index.html 2/11



2

Reduce AGI with Pre-Tax Contributions to Move Down Brackets

Every dollar of pre-tax 401k, HSA, or deductible IRA contribution reduces your AGI,

which can knock you from the 22% bracket to the 12%, or from the 24% to the

22%. The mechanics: a single filer with $55,000 in wages is in the 22% bracket

with $6,525 of income in that bracket (taxable income $40,000; 22% bracket starts

at $48,476; headroom: $8,476). Maxing the HSA at $4,300 + raising the 401k by

$4,176 pushes all income below the 22% bracket entirely — saving $1,756 in

federal tax versus leaving contributions at zero beyond the match. The calculation

is: (amount of income pushed out of 22% bracket) × 22% − 12% = net tax savings

from each dollar shifted from 22% to 12% bracket. At the 24/22% boundary, the

savings per dollar shifted are $0.02 less significant but still real. At the 32/24%

boundary, shifting dollars from 32% to 24% saves $0.08 per dollar — more urgent.

3

Harvest Long-Term Capital Gains at the 0% Rate

If your taxable income (including the gains) stays below $48,350 single or $96,700

MFJ, long-term capital gains are taxed at 0% — not deferred, not taxed-later —

literally $0 federal capital gains tax. Intentional harvesting: if you hold an index

fund with $20,000 of unrealized long-term gains and your taxable income is

$25,000 (well below the 0% threshold), you can sell and immediately rebuy,

resetting your cost basis to $45,000 with no tax owed. You have permanently

eliminated those $20,000 of future gains from your tax liability. A common early

retirement scenario: retired at 50 with $600,000 in a taxable brokerage and

$200,000 in a Roth. Living on $40,000/year from taxable sales. After $15,000

standard deduction: taxable income $25,000. Long-term gains threshold: $48,350.

Room for 0% gains: $23,350. Harvest $23,350 of gains annually — tax-free — while

resetting basis. Over 10 years before Social Security begins, this can eliminate 6

figures of future capital gains tax with zero current cost.
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4

Execute Roth Conversions to Fill Unused Bracket Space

The optimal Roth conversion strategy is to fill your current bracket to its ceiling

each year — no more, no less. During the gap years between early retirement and

when Social Security, RMDs, and pension income begin, your taxable income may

be very low. These are the lowest-tax years of your financial life. Example: married

couple, retired at 58, no Social Security yet (claiming at 70), no RMDs until age 73.

Annual living expenses $70,000 funded by taxable account. Taxable income from

dividends and sales: $30,000. Taxable income after $30,000 standard deduction:

$0. MFJ 12% bracket ceiling: $96,950. Room for Roth conversion at 12%: $96,950. If

they convert $66,950 of Traditional IRA to Roth this year, they pay $6,686 in federal

tax on the conversion — effectively locking in a 12% rate on funds that would

otherwise be distributed at 22–24% once Social Security and RMDs stack in their

70s. The NPV of this conversion at a 5% discount rate over 15 years is positive if

the future marginal rate exceeds 12%. If they expect 22%+ withdrawals after 73,

converting today at 12% is highly favorable.
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5

Monitor IRMAA Cliffs — Medicare Surcharges for Higher Incomes

Income-Related Monthly Adjustment Amount (IRMAA) surcharges are added to

Medicare Part B and Part D premiums when MAGI from 2 years prior exceeds

certain thresholds. In 2025, the standard Part B premium is $185/month. For single

filers with 2023 MAGI over $106,000 ($212,000 MFJ), surcharges begin: Tier 1

($106,001–$133,000 single): +$74.00/month Part B, total $259/month. Tier 2

($133,001–$167,000 single): +$185.00/month, total $370/month. Tier 3 ($167,001–

$200,000 single): +$295.80/month. Tier 4 ($200,001–$500,000 single):

+$406.90/month. Tier 5 (over $500,000 single): +$443.90/month. A married couple

who converts $1 too much Roth IRA in a year that pushes their MAGI from $211,999

to $212,001 will trigger Tier 1 IRMAA 2 years later — adding $1,776 per year in

Medicare premiums for both of them. The solution: calculate projected MAGI

precisely before each Roth conversion, leave a $5,000–$10,000 buffer below each

IRMAA threshold, and consider the 2-year look-back (Medicare uses MAGI from 2

years prior to determine the current year's surcharge).
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6

Build the $0 Federal Tax Plan for Early Retirees

A single early retiree living on $40,000/year can potentially owe $0 in federal

income tax using this stack: Standard deduction: $15,000. Remaining: $25,000. If

this $25,000 consists entirely of long-term capital gains and qualified dividends

below the $48,350 0% threshold (remember: you add ordinary income first, gains

sit on top), the rate on gains is 0%. If ordinary income (IRA distributions, interest) is

kept to $15,000 or below, the standard deduction absorbs it. Result: $0 federal

income tax on $40,000 of income. A married couple can achieve the same result at

up to $60,000–$70,000 of income with strategic sourcing. Key levers: draw first

from taxable accounts (long-term gains and qualified dividends taxed at 0%), use

Roth distributions (already after-tax, never counted as income), and limit Traditional

IRA or 401k distributions to the amount the standard deduction covers. This

strategy requires building sufficient taxable brokerage and Roth balances before

retirement — the account structure is built during working years, the harvest

happens in retirement.

3. Key Worksheets & Checklists

Use these three worksheets to quantify your bracket headroom, model your Roth

conversion, and avoid IRMAA cliff penalties. Complete them with your actual projected

2025 income before making any year-end moves.
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1. 2025 Bracket Headroom Calculator

Line Description Your Number

A Total gross income

(wages + SE +

dividends +

distributions)

$___

B Above-the-line

deductions (401k + HSA

+ IRA + SE deductions)

$___

C Adjusted Gross Income

(A − B)

$___

D Standard deduction

($15,000 single /

$30,000 MFJ)

$___

E Taxable income (C − D) $___

F Your current marginal

bracket top (12%:

$48,475 / 22%:

$103,350 / 24%:

$197,300)

$___

G Bracket headroom (F −

E) — dollars you can

add before hitting next

bracket

$___

H Long-term capital gains

0% ceiling ($48,350

single / $96,700 MFJ)

minus taxable income

$___ available at 0%
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2. Roth Conversion Decision Worksheet

Question Answer

Current marginal rate on

conversion dollars

___% (find on bracket table above)

Expected marginal rate at age

73+ (with SS + RMDs)

___% (project based on account

balances)

Is current rate lower than future

rate?

If yes → convert. If no or equal →

partial or delay.

Conversion amount that stays

within current bracket

$ ___ (from Line G in Worksheet 1)

Tax cost of conversion at current

rate

$ ___ × ___% = $ ___

Projected tax savings at future

rate on same dollars

$ ___ × (future % − current %) = $ ___

net savings

IRMAA impact: does conversion

push MAGI above $106,000 single

/ $212,000 MFJ?

Yes / No — if Yes, reduce conversion to

stay below threshold
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3. Year-End Tax Optimization Checklist

October–November: Project full-year income. Identify your 2025 AGI and

bracket position. Calculate headroom to next bracket ceiling.

November: Max HSA contribution if not done via payroll — direct contribution to

custodian is deductible. Confirm 401k on track to hit $23,500 (or catch-up limit)

by December 31.

November–December: Evaluate Roth conversion. Convert Traditional IRA to

Roth up to the top of your current bracket. Verify you will not cross IRMAA

threshold 2 years forward.

November–December: Review taxable account for tax-loss harvesting

opportunities (see Tax-Loss Harvesting Guide). Net losses offset gains; up to

$3,000 can offset ordinary income per year.

November–December: Harvest long-term capital gains at 0% if taxable income

is below $48,350 single / $96,700 MFJ. Sell and immediately repurchase to reset

cost basis.

December 31: Final Roth conversion deadline. IRA distributions for the year are

locked in by December 31 — no going back after year-end.

January 1: File W-4 update if withholding is off. Estimated tax payment Q1 due

April 15. Adjust to avoid underpayment penalty (generally safe if paying 100% of

prior-year tax liability or 90% of current year).

4. Common Mistakes
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Confusing marginal and effective

tax rates

Refusing a $5,000 raise because "it

will push me into the 22% bracket"

costs you $3,900 net. Only the dollars

above the bracket boundary are taxed

at the higher rate. The raise's

marginal cost is 22% on the dollars

above $48,475 — not 22% on your

entire income.

Missing the 0% capital gains

window

Early retirees with taxable brokerage

accounts often forgo $20,000–$40,000

of 0% capital gain harvesting annually

because they don't model their

income position before year-end. After

one bad year of missing this window,

those gains may eventually be taxed

at 15% or 20% plus state tax.

Over-converting Roth and

triggering IRMAA

A couple converting $1 too many Roth

dollars crosses the $212,000 MFJ

IRMAA threshold, adding $1,776+ per

year in Medicare premiums for both of

them — two years later. The

conversion gain is often wiped out by

the IRMAA cost. Model IRMAA cliffs

before every conversion above

$150,000 AGI.

Bunching deductions in the

wrong year

If your itemized deductions are close

to the standard deduction threshold

($30,000 MFJ), bunching charitable

contributions, property taxes, and

medical expenses into every other

year can push you above the standard

deduction one year and below it the

next — generating real tax savings

versus taking the standard deduction

both years.
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Waiting until April to make year-

end tax moves

Roth conversions, 0% capital gain

harvesting, and tax-loss harvesting

must all be executed by December

31. After December 31, the only lever

left is IRA contributions (until April 15)

and possibly HSA contributions. Plan

bracket moves in October and

November, not spring.

Ignoring state income taxes in

bracket calculations

A 22% federal marginal rate plus 5%

state income tax means the true

marginal rate on the last dollar earned

is 27%. A pre-tax 401k contribution

saves 27 cents per dollar, not 22.

Running bracket optimization on

federal taxes alone understates the

benefit of pre-tax contributions in

high-tax states like California (13.3%

top rate), New York (10.9%), or New

Jersey (10.75%).

5. Next Steps

Complete Worksheet 1 now with your projected 2025 income and calculate your bracket

headroom. If you find you have dollars in the 22% bracket that HSA or additional 401k

contributions could shift to 12%, quantify the exact tax savings and act before December

31. If you are retired or in a low-income year, calculate your 0% capital gains ceiling and

model a Roth conversion up to the nearest IRMAA threshold. Set a calendar reminder for

November 1 to run this analysis every year before the December 31 deadline locks in the

year's tax picture. Pair this guide with the Roth Conversion Ladder Planner for multi-year

conversion sequencing and the Tax-Advantaged Accounts Master Guide for contribution

limit management.

Back to store Need help? support@wingmanprotocol.com
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