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AS 5) I'U.IG, financial planners favor consoli-

dating IR As into a single account for ease of manage-
ment. Having lots of different accounts means lots of
different statements and, very often, an incoherent and
impulse-driven investment approach. However, there is
a circumstance in which having multiple accounts can
be advantageous. It has to do with conversions of tradi-
tional IRAs to Roth IR As.

When a traditional IRA is converted to a Roth IRA, all
of the nontaxed portion of the account becomes taxable.
Assume that a $500,000 IR A is converted by a taxpayer
in the 35% tax bracket. The tax cost of the conversion
comes to $175,000.

All income and growth in the Roth IRA is potentially
tax free after the date of the conversion. But what if the
market tanks? Say that the $500,000 Roth IRA falls to
$400,000? The owner still will owe the full $175,000 in
taxes on the conversion.

The tax code has a safety valve built in for such situa-
tions. The account owner is permitted to recharactize
the conversion, going back to the traditional IRA for-
mat and erasing the tax obligation. The recharacter-
ized IR A then can be converted to Roth status at a later
date—at least 30 days, or the next tax year, whichever
is later.

A middle ground is possible, one that involves using
multiple Roth IR As to receive the conversions.
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A two-basket plan

For the sake of simplicity, assume that the $500,000
IR A is half in bonds, half in stocks. When the account
is converted, one Roth IRA will be a basket for all the
bonds, a second Roth IRA will own all the stocks. Now
let’s say that the account contraction is concentrated
in one or the other asset class. Perhaps an interest rate
hike causes bond values to fall, or a major economic set-
back hurts stock values. For whatever reason, at year-
end one IRA is worth $150,000, and the other is worth
$250,000.

At that point the owner can decide to recharacterize just
one of the Roth IRAs, the one that declined in value.
He can cut his tax bill on the conversion in half by so
doing.

What about the situation when the accounts don’t go
down in value? There still can be added financial flex-
ibility in having more than one Roth IRA. For example,
let’s say that by tax time the person who converted the
$500,000 traditional IRA can’t come up with the neces-
sary $175,000 to pay the tax. He or she might decide to
recharacterize one of the two IR As, cutting the tax bill
in half, just to ease the burden on his cash flow.

Caveats. Normally, the income tax is due on a conver-
sion to a Roth IRA in the tax year of the conversion. For
2010 Roth conversions only, the income can be spread
over the 2011 and 2012 tax years instead. A 2010 con-
version that is recharacterized won’t be eligible for this
favorable treatment.

But is the treatment so favorable? Tax professionals de-
bate that question daily. Income tax rates for top-bracket
taxpayers appear to be headed higher, perhaps sharply

higher, as the Bush tax cuts expire at the end of 2010.
Security National Bank
of South Dakota
Dakota Dunes, SD
(605) 232-6060
www.snbwealth.com

Security National Bank
Sioux City, 14

(712) 277-6586
www.snbwealth.com

Security National Bank
of South Dakota

Sioux Falls, SD

(603) 977-9007

www.snbwealth.com

View your accounts, read new articles, listen to
podcasts and more at www.snbwealth.com

© 2010 M.A. Co. All rights reserved.



trust \:trast\ n 1 a: assured reliance on the character, ability, strength, or truth of
someone or something b: one in which confidence is placed

DENA JOHNSTON Wealth Management Advisor

Dena began her career at Security National Bank in 1986 as a Financial Services
Representative in the Retail Division. She has experience as a Personal Banking,
Mortgage Loan,and Consumer Investment Representative, before movingto Executive
2 3 offices as the Administrative Assistant. Dena joined the Wealth Management area in
2005 in the Personal Trust Administration area, as a Wealth Management Advisor.

YEARS
at SNB. Five Dena graduated from Iowa State University with a B.S. in Finance. She is a member
years in Estate, of the Siouxland Estate Planning Council, a recent graduate of the ABA National
Tax, Pension & Trust School and is a Certified Trust and Financial Advisor.
ZZ; ta ‘ggfnoeljz ! Dena is a trusted community leader, who served on the boards or is a member of

Quota International of Sioux City, Retired Senior Volunteer Program, United Way
Loyal Contributor and Sunnybrook Community Church.

The professionals of Security National Bank live the definitions of trust both at work
and in the community. They work closely with each client and their other advisors to
seamlessly integrate the three critical components of wealth management:
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66 9% Explore Asset Allocation

\ Thursday, June 3rd, 12-1 PM, Sioux City
SECUR’ ' ' Keep your eye on asset allocation. Learn a simple strategy to minimize
risk and manage your assets like a professional.

UserI knOWIedge for You Presented by Steven Witten, SNB, Reserve your seats (712) 277-6586

Landscaping: Dressing Up Your Environment
Visit our campusfor common-sense, useful Thursday, June 17th, 12-1 PM, Sioux Falls, SD
informationfrom lOCCllpI"Of@SSiOYlCllS Tips for gardening, outdoor landscaping, and indoor plants.
LunCh is inCIUded. $3 per person. Seating is Zoe;ezge;igbgobo"ﬂcfrom Landscape Garden Centers, Reserve your seats
limited, please reserve your seats today! '

Master Gardening for Fun

Sioux C’ty Classes: Wednesday, June 23rd, 12-1PM, Sioux City, IA
Call Isie or Kerry at (7]2) 277-6586 Tips & Tricks to grow a successful garden and troubleshoot planting
Security National Bank, problems.
3rd Floor 601 Pierce St. Sioux Cil‘y, 14 Presented by Mimi Shanahan, Woodbury County Extension Horticulturist
and Don Yusten, SNB, Reserve your seats (712) 277-6586
Sioux Falls Classes: o . _
Women: Making Financial Decisions for your Family
Call Kristi at (605) 977-9000 Wednesday, June 30th, 12-1 PM, Sioux Falls
Security thiOﬂCll Bank OfSOMﬂ’l Dakota, Learn tips on becoming debt-free; financing/re-financing; consolidating
6601 S. Louise Ave’ Sioux Fa”S’ SD your loans and saving for retirement. Reserve your seats in Sioux Falls

at (605) 977-9000

www.snbwealth.com




