
Oracle Finanial Planners
John Severy-Hoven, CFP®, MBA
Financial Planner
1595 Selby Avenue
Suite 213
St. Paul, MN 55104
651-442-0465
jhoven@oraclefp.com
www.oraclefp.com

May 2015
Converting Your After-Tax 401(k) Dollars
to a Roth IRA

Avoiding Probate: Is It Worth It?

Estate Planning for a Second Marriage

Am I liable for unauthorized transactions
on my debit card?

The Oracle's Investment Letter
Providing Financial Planning and Life Insurance

Converting Your After-Tax 401(k) Dollars to a Roth IRA

See disclaimer on final page

Advisor with
Oracle Financial Planners, LLC
provides financial planning, socially
responsible investing, retirement
planning, educational planning
and life insurance.

Here's the dilemma:
You have a traditional
401(k) that contains
both after-tax and
pre-tax dollars. You'd
like to receive a
distribution from the
plan and convert only
the after-tax dollars to
a Roth IRA. By rolling
over/converting only

the after-tax dollars to a Roth IRA, you hope to
avoid paying any income tax on the conversion.

For example, let's say your 401(k) plan
distribution is $10,000, consisting of $8,000 of
pre-tax dollars and $2,000 of after-tax dollars.
Can you simply instruct the trustee to directly
roll the $8,000 of pre-tax dollars to a traditional
IRA and the remaining $2,000 of after-tax
dollars to a Roth IRA?

In the past, many trustees allowed you to do
just that. But in recent years the IRS had
suggested that this result could not be achieved
with multiple direct rollovers. Instead, according
to the IRS, each rollover would have to carry
with it a pro-rata amount of pre-tax and after-tax
dollars. The legal basis for this position,
however, was not entirely clear.

And while some experts suggested that it might
be possible to achieve a tax-free Roth
conversion of after-tax dollars using 60-day
rollovers, the process was fairly complicated,
and it required taxpayers to have sufficient
funds outside the plan to make up the 20%
mandatory withholding that would apply to the
taxable portion of the distribution.

IRS Notice 2014-54
Thankfully, in Notice 2014-54 (and related
proposed regulations), the IRS has backed
away from its prior position. The Notice makes
it clear that you can split a distribution from your
401(k) plan and directly roll over only the
pre-tax dollars to a traditional IRA (with no
current tax liability) and only the after-tax
dollars to a Roth IRA (with no conversion tax).
The IRS guidance, which took effect January 1,
2015, also applies to 403(b) and 457(b) plans.

When applying Notice 2014-54, it's important to

understand some basic rules (also outlined in
the Notice). First, you have to understand how
to calculate the taxable portion of your
distribution. This is easy if you receive a total
distribution--the nontaxable portion is your
after-tax contributions, and the taxable portion
is the balance of your account. But if you're
receiving less than a total distribution, you have
to perform a pro-rata calculation.

This is best understood using an example.
Assume your 401(k) account is $100,000,
consisting of $60,000 (six tenths) of pre-tax
dollars and $40,000 (four tenths) of after-tax
dollars. You request a $40,000 distribution. Of
this $40,000, six tenths, or $24,000, will be
taxable pre-tax dollars, and four tenths, or
$16,000, will be nontaxable after-tax dollars.
What this means is that you can't, for example,
simply request a distribution of $40,000
consisting only of your after-tax dollars. The
Notice requires that you treat all distributions
you receive at the same time as a single
distribution when you perform this pro-rata
calculation (even if you subsequently roll those
distributions into separate IRAs).

Taking this example a step further, could you
now direct the trustee to directly transfer the
$16,000 of after-tax dollars to a Roth IRA (with
no conversion tax) and send the remaining
$24,000 to you in a taxable distribution? The
answer is no, and this leads to a second basic
rule described in the Notice: Any rollovers you
make from a 401(k) plan distribution are
deemed to come first from your pre-tax dollars,
and then, only after these dollars are fully used
up, from your after-tax dollars. If you're rolling
your distribution over into several different
accounts, you get to decide which retirement
vehicle receives your pre-tax dollars first.

It's these new rules that allow you to
accomplish your goal of rolling over only the
after-tax portion of your 401(k) plan distribution
into a Roth IRA. Going back to our example,
these rules make it clear that you can instruct
the 401(k) plan trustee to transfer only your
pre-tax dollars--$24,000--to your traditional IRA,
leaving the remaining $16,000--all after-tax
dollars--to be rolled over to your Roth IRA in a
tax-free conversion.
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Avoiding Probate: Is It Worth It?
When you die, your estate goes through a
process that manages, settles, and distributes
your property according to the terms of your
will. This process is governed by state law and
is called probate. Probate proceedings fall
under the jurisdiction of the probate court (also
called the Surrogate's, Orphans', or Chancery
court) of the state in which you are domiciled at
the time of your death. This court oversees
probate of your personal property and any real
estate that is located in that state. If you own
property located in a state other than the state
in which you are domiciled at the time of your
death, a separate "ancillary" probate
proceeding may need to be initiated in the other
state.

Note: "Domicile" is a legal term meaning the
state where you intend to make your permanent
home. It does not refer to a summer home or a
temporary residence.

Items that are subject to probate are known as
probate assets. Probate assets generally
consist of any property you own individually at
the time of your death that passes to your
beneficiaries according to the terms of your will.
Examples of nonprobate assets include
property that is owned jointly with right of
survivorship (e.g., a jointly held bank account)
and property that is owned as
tenants-by-the-entirety (i.e., real property
owned jointly by a husband and wife). Other
examples are property that passes to
designated beneficiaries by operation of law,
such as proceeds of life insurance and
retirement benefits, and property held in trust.
Property that does not pass by will, right of
survivorship, beneficiary designation, or trust
will also be subject to probate.

Why avoid probate?
Most wills have to be probated. The rules vary
from state to state, but in some states, smaller
estates are exempt from probate, or they may
qualify for an expedited process.

Probate can be slow. Depending on where your
executor probates your estate and the size of
your probate estate, the probate process can
take as little as three months or as long as
three years. Three years can be a long time to
wait for needed income. It can take even longer
if the estate is a complicated one or if any of the
heirs are contesting the will.

Probate can be costly. Probate costs usually
include court costs (filing fees, etc.), publication

costs for legal notices, attorney's fees,
executor's fees, bond premiums, and appraisal
fees. Court costs and attorney's fees can vary
from state to state. Typically, the larger the
estate, the greater the probate costs. However,
if a smaller estate has complex issues
associated with its administration or with
distribution of its assets (e.g., if the person who
died owned property in several states), probate
can be quite costly.

Probate is a public process. Wills and any other
documents submitted for probate become part
of the public record--something to consider if
you or your family members have privacy
concerns.

Why choose to go through probate?
For most estates, there's usually little reason to
avoid probate. The actual time and costs
involved are often modest, and it just doesn't
make sense to plan around it. And there are
actually a couple of benefits from probate.
Because the court supervises the process, you
have some assurance that your wishes will be
abided by, and if a family squabble should
arise, the court can help settle the matter.
Further, probate offers some protection against
creditors. As part of the probate process,
creditors are notified to make their claims
against the estate in a timely manner. If they do
not, it becomes much more difficult for them to
make their claims later on.

In addition, some states require that your will be
probated before the beneficiaries under your
will can exercise certain rights. Among the
rights that may be limited are the right of your
surviving spouse to waive his or her share
under the will and elect a statutory share
instead, use your residence during his or her
remaining life, set aside certain property, and
receive a family allowance.

How to avoid probate
An estate plan can be designed to limit the
assets that pass through probate or to avoid
probate altogether. Property may be passed
outside of probate by owning property jointly
with right of survivorship; by ensuring that
beneficiary designation forms are completed for
those types of assets that allow them, such as
IRAs, retirement plans, and life insurance (to
avoid probate you shouldn't name your estate
as beneficiary); by putting property in a trust;
and by making lifetime gifts.

Why avoid probate?

• It can be slow; getting
needed assets into the
hands of your heirs may
be delayed

• It can be costly, especially
if an estate is large or
complex, or ancillary
probate is needed

• It is public; documents
that you wish to remain
private can be accessed
by the public

How to avoid probate

• Own assets jointly with
right of survivorship

• Own assets that pass by
beneficiary designation,
such as life insurance and
retirement plans

• Use a trust

• Gift assets during your
lifetime
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Estate Planning for a Second Marriage
They say that love is lovelier the second time
around. But for many individuals, remarriage
later in life can create some unique estate
planning issues.

If you're anything like the typical person
contemplating a second (or third) marriage, you
are older, have children, have accumulated
property, and have been enjoying a standard of
living you would like to maintain. Entering into a
new marriage can raise many, perhaps
conflicting, concerns such as:

• How can you protect assets you already
own?

• How can you provide for children from a
previous marriage?

• How do you share assets acquired or
inherited after the marriage equally or fairly?

• How do you ensure your prospective
spouse's future financial security?

• How can you avoid family disharmony?

Put your financial cards on the table
Money is a major cause of stress in any
marriage, but it can be especially so in a
second one. You and your future spouse
should discuss and agree on all important
financial issues and formulate plans that,
hopefully, you both can live with. Full disclosure
is important, especially if you are considering a
prenuptial or postnuptial agreement.

Protect your assets with a prenuptial or
postnuptial agreement
You're probably well aware that life is not a
stroll down the primrose path, so while the
suggestion of a prenup or postnup may not fan
the flames of romance, you should know that
this contract is important if you're bringing
assets into the marriage. Why? By law, a
surviving spouse has the right to take an
"elective share" of the deceased spouse's
estate, regardless of what is in the will. An
elective share is typically one-third or one-half
of the elective estate. An elective estate can
include almost all the decedent's property, even
property with beneficiary designations and
property held in trust. If your surviving spouse
takes his or her elective share, this may result
in the unintentional disinheritance of your
children or other heirs.

The only way to supersede elective share laws
is with a prenup or postnup, in which both
parties can waive their rights to the elective
share. This way, you can minimize the chance
that state law will interfere with your intended
estate plans.

Revise your will and other estate
planning documents
Remarriage does not revoke a will (although
state law can trump a will, as we have just
discussed). It is vital, therefore, that you draft a
new will in light of your new circumstances.
While you're at it, review and update other
estate planning documents, such as your
durable power of attorney, advance medical
directives (for example, a living will or
health-care proxy), trusts, and beneficiary
designations (for life insurance and retirement
plans, for example).

Providing for your children from a
previous marriage
A big concern in many second marriages is
providing for the new spouse without
disenfranchising children from a prior marriage.
Having your assets pass into a qualified
terminable interest property (QTIP) trust can be
part of the solution. With a QTIP trust, all trust
income is used to support the surviving spouse
while the principal is preserved for the children.
And there's a bonus: Assets passing to a valid
QTIP trust qualify for the marital deduction,
helping to minimize potential estate taxes at
your death.

Dealing with wealth disparity
In second marriages, it's not uncommon for one
spouse to be wealthier than the other. If federal
estate taxes are a concern, equalizing your
estates so that you and your spouse can take
advantage of both of your basic exclusion
amounts ($5,430,000 in 2015) may be in order.
Without equalization, you may lose valuable tax
savings if the less wealthy spouse dies first.
This may be less of a concern now that the
applicable exclusion amount is portable.
Portability allows a surviving spouse to use the
unused applicable exclusion amount of a
predeceased spouse. You might also consider
state death taxes.

Apportioning estate taxes
If you and your spouse have children from a
previous marriage, you may want to plan for the
payment of estate taxes in such a way that
each child will bear the burden equally.

Conclusion
Each couple entering into a second marriage
has unique concerns and goals. It's important to
deal with your issues squarely, and create a
plan that will optimize dispositions, help
minimize taxes, and avoid unintended results,
family disharmony, or even litigation.

Giving love another chance:

• About 12% of men and
women have married twice

• About 3% of each have
married three or more times

Source: U.S. Census Bureau,
2011 (data from 2009, most
current data available)

You should consider the
counsel of an experienced
estate planning professional
and your legal and tax advisors
before implementing any of
these strategies. There are
costs and expenses associated
with the creation of these legal
instruments.
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What is this new chip-card technology I've been hearing
about in the news?
In recent years, data breaches
at major retailers have
increased across the United
States. As a way to counteract

these data breaches, many U.S. credit-card
companies have started implementing a more
secure chip-card technology called EMV (which
is short for Europay, Mastercard, and Visa).

Currently, most retailers use the magnetic strips
on the back of your debit or credit card to
access your account information. Unfortunately,
the information contained in the magnetic strips
is easily accessed by hackers. In addition, the
magnetic strips use the same account
information for every transaction. So once your
card information is stolen, it can be used over
and over again.

With the new EMV technology, debit cards and
credit cards are embedded with a computer
chip that generates a unique authentication
code for each transaction. So if your card
information is ever hacked, it can't be used
again--it's a "one-and-done" scenario.

While many developed nations moved to EMV
technology years ago, U.S. retailers have
previously been unwilling to shoulder the costs.

Fortunately, there is good news for U.S.
consumers on the horizon.

Beginning in 2015, many large retailers will
switch to the new EMV technology by installing
payment terminals designed to read the new
chip-embedded payment cards. It may take
additional time, however, for smaller retailers to
adopt this latest technology.

Along with EMV, even more advanced
encryption technology is being developed that
will increase security for online transactions and
payments made with smartphones. In fact, new
mobile payment options like Apple Pay and
Google Wallet could eventually make paying
with plastic entirely obsolete.

In the meantime, in the wake of these data
breaches, you should make it a priority to
periodically review your credit-card and bank
account activity for suspicious charges. If you
typically wait for your monthly statements to
arrive in the mail, consider signing up for online
access to your accounts--that way you can
monitor your accounts as often as needed.

Am I liable for unauthorized transactions on my debit
card?
It depends. Federal law
provides consumers with
protection against most
unauthorized credit- and

debit-card transactions.

Under federal law, consumer liability for
unauthorized credit-card transactions is limited
to $50. However, many banks and credit-card
companies offer even more protection for credit
cards in the form of "zero liability" for
unauthorized transactions.

For unauthorized debit, rather than credit,
transactions, the rules get a bit trickier. For the
most part, you won't be held responsible for any
unauthorized debit-card withdrawals if you
report the lost card before it's used. Otherwise,
the extent of your liability depends on how
quickly you report your lost card. If you report
your lost debit card within two business days
after you notice your card is missing, you'll be
held liable for up to $50 of unauthorized
withdrawals. If you fail to report your lost debit
card within two days after you notice your card
is missing, you can be held responsible for up
to $500 of unauthorized withdrawals. And if you
fail to report an unauthorized transfer or

withdrawal that's posted on your bank
statement within 60 days after the statement is
mailed to you, you risk unlimited liability.

The good news is that some banks and
credit-card companies are offering the same
"zero liability" protection to debit-card users that
they offer to their credit-card users. This zero
liability protection, however, does come with
exceptions. In order to have zero liability for
unauthorized debit-card transactions,
consumers may be required to report the loss
of their card "promptly" (typically, no more than
two days after they learn of the card loss or
theft). In addition, a consumer may need to
exercise "reasonable care" to safeguard his or
her debit-card information. For example, an
individual who gives someone else his or her
debit card and PIN could be held responsible
for any unauthorized transactions.

It's important to remember that, unlike credit
cards, debit cards directly link to your financial
accounts. As a result, you should act quickly
and call your bank or credit-card company as
soon as you learn of any unauthorized
transactions on your account.
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