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GAME  PLAN  FOR TIME -SENSITIVE   
YEAR-END TAX SAVINGS  

Time is running out on moves you can make to reduce your 2007 tax bill.  Some actions to consider now: 
¨ Charitable Gifts from an IRA to a charity — This special provision will 

no longer be available after December 31st .  Only those age 70 ½ or more 
qualify to make up to a $100,000 contribution directly from their IRA to a 
qualified charity.  This can make a lot of sense for many individuals. 

¨ Traditional IRA Conversions to a Roth IRA — Your adjusted gross in-
come must be under $100,000 and the conversion must be completed prior 
to December 31st .  

¨ IRA Required Minimum Distributions (RMD) — For those age 70 ½ or 
more, your RMD must be withdrawn prior to December 31st . 

¨ Roth IRA Contributions — 2007 contributions must be completed by 
April 15, 2008. 

¨ Section 529 Plan Contributions — December 31st is the deadline to benefit from the Illinois state 
income tax deduction for contributions to this plan.  See article below. 

¨ UTMA Investments — If your child is between the age of 18 and 23 and a full-time student, you may 
want to sell their investments to benefit from lower tax rates available only through December 31st. 

¨ Make gifts to family or others to utilize your tax-free $12,000 per donee gifting allowance for 2007. 
¨ Charitable Contributions  must be made by December 31st, and don’t forget about the new docu-

mentation rules.  See Page 2 for additional information. 
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You might be familiar with 529 college savings plans, but did 
you know you can qualify for an Illinois State income tax deduc-
tion?  A deposit into an Illinois sponsored Section 529 
plan works like this… You can contribute up to $20,000 
for joint filers/$10,000 for single filers and deduct that 
amount on your Illinois tax return.  The tax savings are 
3% of the amount deposited into the 529 account.  For 
example, a contribution of $20,000 from a joint filer 
will yield a tax savings of $600.   
 

A great feature of this plan is that other family members 
and friends can contribute to your child’s account and 
each contributor can benefit from the Illinois income tax 

savings.  Contributions must be deposited no later than December 
31st, and the money does not have to be held in the account for a 

specific length of time to obtain this tax savings benefit.  
All earnings are 100% free of Federal and Illinois 
taxation!   
 

So when grandparents or others ask what your child 
needs for Christmas, suggest a gift that will contribute 
to their long term success…….a contribution to their 
college education through a Section 529 plan.  Most 
plans offer a gift certificate or card suitable for gift giv-
ing. This is a great way to check one more thing off the 
holiday shopping list! 

FFFALLALLALL  2007 2007 2007   

G IVING  T HE  G IFT  OF  EDUCATION  
SECTION  529 ACTION  PLAN  
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There are several ways to earn income on 
investments, but compounding may be 
your most reliable path to wealth. If you 
put $1,000 under your mattress, it will still 
be $1,000 a year later, but it probably will 
buy you a little less due to inflation. If you 
lend the money to a friend at 12% simple 
interest, at the end of the year you’ll re-
ceive $1,000 plus $120 of interest, since 
simple interest is computed only on the 
principal. 
 

Compound interest is computed on both 
the principal and the interest earned. If you 
invest the $1,000 in a bond that earns 12% 
interest compounded monthly, in the first 
month it will earn 1% (1/12 of 12%), or 
$10. Now you have $1,010, which will 
earn 1% interest in the following month, 
only now the earnings will be $10.10. At 
the end of the third month, you’ll earn 1% 
interest on $1,020.10 ($1,000 plus $10 
plus $10.10), and so on. By the end of the 
year, you’ll have $1,126.83, or $6.83 more 
than you would earn if you loaned out the 
money at the same rate but at simple  
interest. 

Time Matters 
An additional $6.83 doesn’t 
sound like much, but things 
change over time. After 10 

years at 12% simple interest, your $1,000 
would be worth $2,200, which is the origi-
nal $1,000 plus 12%, or $120, multiplied 
by 10 years. At 12% interest compounded 
monthly for 10 years, your $1,000 would 
be worth $3,300, or half again as much as 
it would without monthly compounding. 
After 30 years, your $1,000 would be 
worth $35,950! 
 

Rate of return is also important. Since after 
10 years your $1,000 would be worth 
$3,300 at 12% interest compounded 
monthly, it would have earned $2,300. At 
6%, after 10 years the $1,000 would be 
worth $1,819, earning only $819 rather 
than $2,300. 
 

Now suppose the $1,000 came from your 
net wages. If you’re in a 25% income tax 
bracket, you earned $1,333 to get $1,000 
after taxes were withheld. But what if you 
could have invested the entire $1,333 for  
 

10 years? Then you will have an additional 
$1,100 — benefit of 401k. 
 

Compound Benefits 
The above examples suggest the following 
ways to use compounding 
to increase your earnings: 
· Start saving and in-

vesting now. Time is 
your most powerful 
multiplier, also known 
as the time value of money. 

· Invest in products that suit your needs 
and risk tolerance.  Well-managed 
Mutual Funds are a great option for 
long-term growth. 

· Set up your investments to automati-
cally reinvest interest and dividends 
earned. 

· Use tax-deferred programs like IRAs 
and 401(k) plans to the fullest possible 
extent. 

 

If you’d like to learn more about com-
pounding, just give us a call. We’ll be 
happy to review the numbers that apply to 
your financial and investment decisions. 
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If you want tax deductions for 
charitable contributions in 2007, 
you’ll have to be more diligent 
than ever before.  Under new IRS 
rules, you can no longer deduct 
those few dollars (“folding 
money”) you dropped in a char-

ity’s collection bucket without a receipt from the charity to back 
up your claim!  As a general rule, all charitable gifts must be sub-
stantiated.  
 

Cash Gifts under $250:  Under prior rules, records such as a 
diary or log made around the time of the 
donation could often be used as evidence of 
your cash donation.  Personal records like 
this are no longer sufficient.  A cash contri-
bution, regardless of the amount, can no 
longer be deducted unless you have a bank 
record of the contribution (such as a can-
celed check, bank copy of a canceled check, bank statement, or 
credit card statement containing the name of the charity, date, and 
amount) or a written communication from the charity.   
Strategy: Instead of donating cash to a church or charity, give 
checks or arrange for automatic weekly church contributions 
from your bank account. 
 

Gifts of $250 or more (either monetary or clothing/household 
items):  The new law does not change the prior-law requirement 
of obtaining a written acknowledgment from the charity reporting 
the amount and date of the donation.  The charity must state 
whether any goods or services were provided to you in return 
and, if so, a value must be placed on those goods or services.  
Strategy: Always obtain a written communication from the char-
ity. 
 

Clothing and Household Items:  To be deductible, clothing and 
household items must be in “good used con-
dition or better”.  The law does not spell out 
what is meant by “good used condition or 
better”, or how such a condition can be veri-
fied.  However, a taxpayer may claim a de-
duction of more than $500 for any single 
item, regardless of its condition, if the tax-
payer includes a qualified appraisal of the item with the return.  
Strategy:  The intent of this provision is to confine charitable tax 
deductions to items that actually can be used.  You cannot claim 
a deduction for torn T-shirts or broken appliances.  Get a receipt! 
 

Volunteer Work:  Charitable miles and un-reimbursed out-of-
pocket expenses are still deductible when serving a qualified 
charitable organization.  However, adequate records to prove the 
expenses and an acknowledgement from the charity are required. 
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There is a clear gap between how workers envision funding retirement 
and what current retirees report, according to a study by the Employee 
Benefit Research Institute. 
¨ 50% of workers expect their largest source for retirement income 

to come from their own savings, while only 24% of retirees say 
that’s actually the case 

¨ 28% of workers anticipate their largest source will be a workplace 
retirement savings plan such as a 401(k), while only 6% of current 
retirees report that to be true 

¨ A mere 14% of workers expect Social Security to be their main 
income source, while 40% of retirees say it is�

Then again, maybe most workers aren’t that far off!  A study by the 
national Academy of Social Insurance (NASI) finds that over the next 
quarter century, Social Security will replace a smaller percentage of 
retirees’ pre-retirement income than it did in the past.  NASI blames 
the looming situation on taxes on Social Security benefits unadjusted 
for inflation, rapidly rising Medicare premiums, and the early  
retirement of many workers despite the postponed age for qualifying 
for full Social Security benefits.�

Journal of Financial Planning, October 2007�
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Kathleen Casey-Kirschling has the distinc-
tion of being the first “baby boomer” to 
file for Social Security benefits.  Born one 
second after midnight in January 1946, the 
retired teacher’s application signals the 
start of the expected avalanche by people 
born 1946 through 1964.  In what’s being 
called America’s “silver tsunami,” 10,000 
Americans a day will become eligible for 
Social Security benefits over the next 20 
years.   
 

David Walker, the comptroller general of 
the Government Accountability Office, 
warned the Social Security system will 
soon have more recipients coming than it 
can afford to pay out.  “We face a tsunami 
of spending due primarily to the retirement 
of the baby boom generation and rising 
health care costs.  So what’s happened is 
we’ve gone from 16 workers paying into 

Social Security for every person drawing 
benefits in 1950 to 3.3 to 1 today, and 
we’re going down to 2 to 1 by the time 
the boomers retire in big numbers and 
that’s about where it will stay over the 
long run.” 
 

Social Security commissioner Michael 
Astrue said there’s plenty of money in the 
system …for now.  Unfortunately, it is the 
“for now” part of his statement that con-
cerns most of us.  Government spending 
on Social Security and Medicare will in-
crease from about 7 percent of the total 
size of the U.S. economy to almost 13 
percent by 2030 and to more than 15 per-
cent by 2050.  
 

Federal Reserve Chairman Ben Bernanke 
recently declared: “The fiscal conse-
quences of these trends are large and un-
avoidable.  Unless Social Security and 

Medicare are revamped, the massive bur-
den from retiring baby boomers will place 
major strains on the nation's budget and 
the economy.  Reform of our unsustain-
able entitlement programs should be a 
priority,” he said in prepared remarks to 
the Economics Club of Washington. “The 
imperative to undertake reform earlier 
rather than later is great.” 
 

From our perspective, especially for 
boomers, your financial plans should in-
clude the likelihood of Social Security 
benefits being less generous sometime in 
the future.   

 

Baby boomers have long been financially squeezed  
between aging parents and college-bound children.  Now 
many boomers are going to need to either delay  
retirement or work in retirement to pay for the squeeze,  
according to a survey of working Americans 45 and older 
by Putnam Investments.   
¨ 20% provide financial support to their parents 
¨ 45% of those with adult children provide, on average, 

financial support of $2,500 a year 
¨ 25% pay rent or provide housing for their adult chil-

dren 
¨ 44% of those supporting parents say they’ll have to 

work in retirement and 26% say they’ll delay retire-
ment because their support�

¨ Inheritances won’t help.  17% have received inheri-
tance, but the median is $37,700.                        �

 
Journal of Financial Planning, May 2007�
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Morrison Financial Services 
620 W. Roosevelt Road, Suite C2 
Wheaton, IL  60187 
(630)752-1155 
Morrison@MFSAdvisor.com 
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Thomas A. Morrison, CPA, CFP®, is a registered principal and Karma A. Otten, 
CFP® is a registered representative of Morrison  Investments, Inc., Member 
FINRA and SIPC. 
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New legislation was signed this past May 
which increases the taxation, starting in 
2008, on full-time students under age 24.  
This was the second time in 12 months 

Congress extended the reach of the so-called kiddie tax, which 
subjects a child’s income to his/her parents’ higher tax rate. 
 

For 2007, investment income for a child 17 years old or younger 
(as of December 31st) above $1,700 is subject to his parents’ 
higher tax rate.  Starting in 2008, the age limit for the kiddie tax 
will rise to 18 and under, or age 23 and under if the child is a full-
time student.  There are some exceptions for kids with paid jobs 
(applies only to children whose earned income does not exceed 

one-half of the amount of their support needs). 
 

Strategies:  (1) For those under age 24, and at least age 18, sell 
investments prior to December 31st so the income can be taxed at 
the lower 2007 tax rates.  (2) Start or redouble your efforts in 
putting money in Section 529 college savings plan accounts.  
Qualified withdrawals for higher education are tax-free and there-
fore wouldn’t be subject to the kiddie tax. 
 

Section 529 Plan Account Benefits – Besides generating tax-free 
earnings, 529 monies are viewed more favorably for financial aid 
purposes.  This is because 529 accounts are treated as parents’ 
assets, whereas UTMA accounts are treated as the child’s assets. 

This past summer Karma Otten and her husband, Nick, were 
blessed with their second child.  Eric was born June 29th and was 
welcomed by his big sister, Amanda.  Karma is a Certified Finan-
cial Planner™ and is often the first person individuals are di-
rected to when contacting our office for advice.  Karma and Tom 
work jointly on all individual’s financial/investment strategies 
and tax matters. 

 
We welcome Terry Trauner to our office as our 
full-time administrative assistant.  When you 
contact our office, Terry is typically the first 
person to greet you.  She and her husband Bob 
live in Wheaton, and their children (Matthew, 
Carolyn and Jeffrey) are all in college – yikes! 

Tom began offering financial services in 1983.  His objective was 
to help individuals grow their net worth and make the best use of 
their financial resources.  He has committed his business to main-
taining high standards of technical competence and integrity in 
addition to a personal service which is trustworthy, friendly and 
courteous.  The firm has steadily grown and is currently manag-
ing over $200 million in assets.  
 

Tom is forever grateful for the trust and support friends and cli-
ents have extended to him through the years.  He is quick to point 
out that he feels blessed to have a career that brings him so much 
enjoyment.  Anyone who has met Tom can attest to the fact that 
he is genuinely enthusiastic about assisting others in meeting 
their financial goals and objectives.   
 

Tom and Joan are experiencing being “empty nesters” as Leslie  
is married and is a Kindergarten teacher, Ross is a Senior at  
Vanderbilt University and Brooke is a Freshman at Baylor  
University.   

The articles and opinions in this publication are for general information only and 
are not intended to provide specific advice or recommendations for any individ-
ual.  Before any action is taken based upon this information, it is  essential that 
competent, individual, professional advice be obtained.  Entire publication copy-
right 2007.  All rights reserved. 

 CELEBRATING  25 YEARS  
     IN BUSINESS!! 
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