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Does it make sense to consider a 529 plan if mg chionly a few
years away from college?

It might, because there are several advantagmstion as if it were made evenly over a five-
to funding a 529 account no matter what youyear period.

child’s age. - Finally, the federal government considers
First, earnings on the withdrawals that aseparent-owned 529 plan as a parental asset in

used to pay college expensesiapefree at its financial aid calculation, and parental assets
the federal level, and sometimes tax-free at thee assessed at a relatively nominal rate of
state level. So even if you've waited until yo6r6% (compared to 35% currently for student

el % & * child is a junior or senior in high school to  assets). For financial aid purposes, 529 plans
) $! open an account, you'll still have a few yearsare treated no differently than other invest-
(%) of potential tax-free growth on your money, ments held in the parent’s name.

"+ * plus there is the potential of an IL income tax
deduction and tax savings. Other little known facts:

Second special contribution rules make -  Overall, section 529 plan accounts are the

1/ - 529 plans a favorable way to gift large sums loést method to save money for a child’s col-
# % 0+ ')1222 money. For example, a grandparent can malege education.

3 () ] a single lump-sum contribution to a 529 plan.  Grandparents are the largest source of
4 of up to $60,000 ($120,000 if both you and amoney deposited in 529 plan accounts.

spouse contribute). This amount is free of st parents should steer clear of custodial
federal gift tax as long as you treat the contrizccounts (Uniform Trust to Minor Act).

What It Is: An internet survey of 1,508 col- they were forced to live at home longer than
lege graduates age 21 to 35 — of whom only expected. Some even neglected basic need:
501 graduated debt-free — to gauge the effe@7% reported that they delayed undergoing a
debt has on graduates’ financial security anddental or medical procedure for financial rea-
career and lifestyle choices. sons.

Major Finding : College debt has a significartlighlights: Respondents reported an out-
impact on respondents’ lives. Almost half of standing balance of more than $29,000, on
those with debt said they hadn’t achieved wheaterage. A $30,000 loan at 6% interest, paid
they had expected to by this point in their ~ back over 10 years, will ultimately cost almost
lives: 44% reported delaying buying a house$40,000 in principal and interest.

28% delayed having children and 32% said
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Highlights of the tax changes

Higher contribution limits for If you can name the two new tax bills passiede their tax-free status after 2010. The Pen-
retirement plans made perma- by Congress this year, you might be a mastsion Act makes the tax-favored treatment for
nent. of trivia. But there is nothing trivial about th829 plans permanent.

Tax Increase Prevention and Reconciliation

* H H )
Roth 401(k)smade permanent. Act and the Pension Protection Act. These ingohrﬁeagsen? IV(;”r:IqC:r?QQS dS aetxt%is?);rgi?sr’nreaotle
laws could have an impact on your taxes.

has been raised frot¥ to 18 Besides cost-

and income phase-out adjusted Retirement Planning mggl_ouhmore taxf, thés changhglgnghtlﬁlso

for inflation after 2006. * Those who have been shut out of the Rofff'0dify how you fund your child’s college
IRA conversion strategy because of the educat|_on. Instead of sh|ft|ng Income-

$500 retiremenplan start-up ~ $100.000 income limitation can now take gg?li?(;:é?%ﬁlsesl'ect)s tticc))r?scmld, you may need to

credit for businesses made per- another look at converting. Beginning in P :

2010, all taxpayers, regardless of their inco ; ;
t. 'a',an
manen level, can convert their traditional IRA to a aritable Donatlc_)ns
* Another new rule promises to make IRAs

Roth IRA. Although the conversion is tax- ; . .
t%owerful tools for charitable gift planning.

able, the income and the resulting tax can
averaged over two years. axpayers age 701/2 and older are allowed to

Saver's creditmade permanent

AGI phase-outranges for IRA
contributions indexed for infla-

tion. make charitable donations
* Starting in 2007, inher- directly from their IRA (up
Non-spouse beneficiarieal- ited retirement plans can to $100,000 annually)
lowed to roll over distributions be rolled over tax-free without paying tax on the
from decedent’s retirement into a new IRA to defer distribution. What's more,
plan. distributions. Previously, the charitable payments
only surviving spouses satisfy the required annual
Tax refundscan be directly were allowed this option. distribution obligation. Be
deposited into IRAs. Non-spousal beneficiaries aware that the law is valid

had to accept the distribu-
No 10% early withdrawal pen- tions — and pay the taxes
alty on early retirement plan due — within five years.
distributions for certain military
reservists and public safety em- A 2001 tax law set

ployees higher contribution limits

for IRAs, SIMPLEs,
SEPs, 401(k)s, and 457
plans. But these larger
contribution amounts
were set to expire after

Section 529lans favorable tax
treatment made permanent.

Cash donationswill require

only for 2006 and 2007.

* Rules for cash donations
have been modified. The
old law specified that
charitable gifts over $250
must be documented by the
charity.Beginning in 2007,
cash, check, and other
monetary donations of any
amount can be deducted

2010 along with most of the other provisiongnly if substantiated by a bank record or writ-

bank record or written docu-
mentation from charity.

in the 2001 law. The Pension Act makes théea documentation from the charity.
higher contribution limits permanent and ge,rg—AI | d . ¢ q
erally indexes the limits for inflation in the S0, new rules govern donations of use

Charitable donationfor used clothing or household items. Now you can

clothing and household goods future. claim a deductionly if the items are in

allowed only for items in * The saver’s credit that provides for a credijood” condition. Un-fortunately, the law

“good” condition. of up to $1,000 annually for lower-income doesn'’t define what is meant by “good.”
individuals’ contributions to retirement plans L.

Certain IRA withdrawalsdi- is made permanent. The income-based pha@ethel’ Provisions

rectly donated to charity tempo- out ranges for the credit will be indexed for * Many of the provisions of the recently

rarily allowed tax-free. inflation, a change that will make the credit passed bills either extended or made perma-
available to more taxpayers. nent rules that you may have taken for

granted, such as the 15% capital gains tax rate
(through 2010) and the Roth 401(k). Other
important provisions include automatic en-
rollment into 401(k)plans, changes in retire-
ment plan rollover rules, and rules that in-
rease federal oversight of charitable organi-

ations.
to

* The tax credit for small businesses that
start a new retirement plan (up to $500 per
year for three years) is made permanent.

College Savings
* Distributions from Section 529 plans use§
to pay for college expenses were schedule




Deciding which records to keep and for how long bara con- be kept until the investment

fusing process. A well-organized system will hetpuyetain is totally liquidatedplus a
important paperwork and minimize the clutter. Usgal re- period of seven years. Keep
quirements and your common sense as guidelindwofgdong any records for taxable ac-
to hold on to records. counts that show reinvested

dividends. You can usually
* Tax records You should keep tax records for at least as toss monthly or quarterly
long as it is possible for tax authorities to ayditir return. investment statements if you
Generally, the IRS has three years after the résudne or filed, receive a comprehensive
whichever is laterto examine your return and assess additiorgitnual statement.
tax. This is called the “statute of limitationsf’you've made a
major error on your return (defined as omitting entivan 25%
of your gross income), the IRS has six years torémxea your
return. There is no statute of limitation for fraleht filing or
for returns that are not filed at all.

Investment real estateXeep all documents relating to
purchases of property, along with substantiatigrirfgorove-
ments made to the property. Keep written appraeadistax
depreciation schedules.

The IRS does not require that you keep your recordsy par- . . . )
ticular way. The only requirement is that your netsoallow you * Individual retirement accountskeep copies of Forms
and the IRS to determine your correct tax liahiligep checks, 5498, 8606, and 1099R until all money has beendnatin

receipts, and other records that document the iecamd deduc-from your IRAs. Good records are necessary soythaiaren't
tions you report on your tax return. taxed on nontaxable withdrawals.

To be on the safe side, keep your tax return stimgarecords  * Insurance. Keep your current policies and 12 months’

for a minimum of five years after a tax returniled. You are worth of cancelled checks and statements. Ask ymurance

encouraged to retain a copy of the actual tax mgtermanently. agent about discarding expired policies. Your ligbfor prior
years can vary.

* Home. Expenditures for your home fall into two categories

“repairs” (such as routine yard maintenance andtjpmj) and * Estate planning documentsvany individuals keep

“improvements” (usually big-ticket items such asmoaddi- their original documents in a safe-deposit boxisThnot our

tions). recommendation, but if you do, at least keep a e
signeddocuments in your home. Typically, your attormal

Discard repair receipts once the warranty periqares, but also have a signed copy in their files. Consuliryattorney

keep receipts for improvements indefinitely. Impgoents add about destroying all out-of-date documents.

to the tax basis of your property. Despite the $280 capital

gain exclusion amount ($500,000 for joint filersjbstantial ~ * Keep it simplein most cases, you don’t need an elaborate

increases in market value could make you liablecépital gainsrecordkeeping system to keep your affairs in orBie. tax re-

tax when you sell your home. Complete records of ymme's tyrns separately by year, and file investment sy broker.

original cost plus improvements will help reduce &axes due. For expenses, even an accordion file tabbed bygoatavorks
wonders.

* Investment recordsinvestment records generally should

Last September the IRS turned over collectioa sinall num- agency that has been given your account.
ber of taxpayer debts to three private collectigereies. Despite * You will then receive a letter from the coltem agency con
safeguards, the IRS expects the scam artists firming that they will be in touch with you to disss payment.
to try to extract money from unwary tax- * When you come to make payment, the collectigancy will
payers. You can expect to see bogus letters provide you with an official IRS payment coupon.\demake

telephone calls, and e-mails, all pretending out your check to anyone except the U.S. Treasury.
to be official IRS collection efforts. * Warning signs of a scam include threats tagléens or

The IRS has released information about t seize your property and requests for personal okibg infor-

use of private collection agencies. Here's mation. The private agencies are authorized ontligouss pay-

how the program will work. ment schedules and collect the debt, and the IR&rraesks for
* You will receive a letter from the IRS social security numbers or bank account passwords.

telling you that you're in the program and namihg tollection  If you have concerns about any contact you veceiall the




FINANCIAL RISK
OF LONGEVITY

As we are living longer, healthier lives, here ar

few numbers from the American Academy of Actliter for Retirement Research at Boston College ist@g Massachusetts, 44
aries to keep in mind when doing retirement plant percent of working-age households are “at riskbeihg unable to maintain

ning:
A 65-year-old woman has a 19 percent chan

of living to age 95, while men have only an 1
percent chance.

But if both people in a marriage reach age 6

one of them has a 28 percent chance of reac

ing age 95.
A 65-year-old woman has a 5 percent chan
of reaching age 100.

[$x]

According to a new National Retirement Risk ndeveloped by the Cen

their pre-retirement standard of living during retnent.
e The index is based on data from the FederalriResoard’s Survey of
| Consumer Finances. It projects how much incomeéionids should have |n
retirement relative to their pre-retirement incommed then compares this
“replacement rate” to a target rate that wouldwalfbbhousehold to maintain
r']its pre-retirement standard of living. Househdlus fall more than 10 per-
cent short of the target are considered “at risk.”

The Center considers the index “conservative the 45 percent “at risk”
&figure probably “understates the size of the rateat challenge.” For the
full study, go to http://www.bc.edu/centers/crr.

Our objective is to assist you with the growthyotir net worth

and in making wise decisions with your money.

Karma Otten has been a Certified Finan-

A friend living with ALS recently said, “Living lié gets in the cial Planner™ since 2004 and is qualified
way of truly living life.” How can we assist yoo gour financial to discuss personal financial, investment,
life is a little less stressful? We welcome th@anpunity to help and tax related matters. Tom and Karma
you evaluate your options or advise you in deteimmgitthe direc- work jointly with all aspects of client ser-

tion you are going.

Calls to our office are typically answered by

vicing. Karma is married to Nick, lives in
Wheaton, and has one child.

Lisette DeLeon our part-time administrative Thomas A. Morrison, CPA, CEPis a registered principal and Karma Otten,
assistant, who can assist you with general aBFP® is a registered representative of Morrison Inwests, Inc., Member

ministrative matters. Lisette is married to

NASD and SIPC.

Jesse, lives in Wheaton, and has two childréefhe articles and opinions in this publication ace §eneral information only and

are not intended to provide specific advice or raazendations for any individ-
ual. Before any action is taken based upon tHisrmation, it is essential that
competent, individual, professional advice be ai#di Entire publication copy-
right 2006. All rights reserved.
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