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Not contributing to a Roth is one of the most 
neglected methods in building assets for the 
long-term!  A Roth IRA is not just for retire-
ment as it can also assist in funding college 
educational costs, tax-free income planning, 
estate planning, and more.  Don’t pass up the 
benefits provided by a Roth! 
 
Why the hype?  While Roth contributions do 
not provide initial tax-reductions like Tradi-
tional IRA or 401k/403b contributions, all 
earnings grow 100% free of Federal and State 
income taxes.  Not tax-deferred, but tax-free!  
For example, if $4,000 per year (current limit) 
was contributed for 25 years and earnings av-
eraged 8%/year, the account value would grow 
to be $316,000.  The account would include 
$100,000 of contributions and $216,000 of 
earnings which will never be taxed if with-
drawn after age 59 ½.  With a Traditional IRA 
or 401k, earnings and contributions are taxed 
upon withdrawal. 
 
Who qualifies to make contributions?  Only 
wage earners and self-employed individuals 
can contribute and adjusted gross income must 
be below $160,000 for joint filers or $110,000 
for single filers.  Roth contributions can be 
made even if you participate in an employer 
sponsored retirement plan which is not the 
case for Traditional IRA contributions.  Con-
tributions can be made any time during the 
year or no later than the following April 15th. 
 
If cash is limited and there are other non-IRA 
investment accounts, we can assist you in ex-
changing money from the non-IRA to the 
Roth.  You might want to consider a Roth IRA 
before college education savings as you can 

borrow for college, but not for retirement, or 
you might want to reduce your 401k/403b non-
matching contributions so you can afford con-
tributing to a Roth.  Parents/Grandparents can 
play an important role in helping their        
children/grandchildren get started by exchang-
ing money from their personal investments to 
their children’s/grandchildren’s accounts. 
 
Roth IRA Conversions – If your adjusted 
gross income is less than $100,000 and you are 
retired or in a 
low tax bracket, 
you might con-
sider converting 
at least a portion 
of your regular 
IRA to a Roth 
IRA.  Roth con-
versions can be 
co-mingled with 
a Roth contribu-
tory IRA and there is no dollar limit on the 
amount converted.  The conversion creates 
taxable income so tax must be paid on the 
amount converted, but thereafter, earnings are 
100% tax-free.  The long-term family benefits 
could be incredible, more so if future tax rates 
go up, less so if tax rates go down.  Conver-
sions must be completed prior to December 
31st of any year. 
 
Do not pass up the golden opportunity made 
available through Roth’s to create a bucket of 
money that is growing tax-free.  Additional 
information on Roth IRAs can be found by 
searching for “Roth IRAs” in Google, or by 
emailing us for our fact sheet write-up or by 
contacting us. 
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Update retirement contributions 
 

    When inflation adjustments kicked in at the beginning of the 
year, did you boost your retirement plan contributions? If not, 
you still have time to spread the increase over the remainder of 
2006. 
    Contributions to your 401k/403b are made on a pre-tax ba-
sis, which means they’re not included in gross income. Taking 
advantage of that benefit can reduce your taxable income as 
well as your AMT liability. Additionally, federal credits based 
on income may be increased, further enhancing your savings. 
    For 2006, you can deposit up to $15,000 in your 401k/403b. 
Add another $5,000 if you’re 50 or older. 
    You may also want to consider establishing a spousal IRA 
and making contributions to your own IRA. You can contrib-
ute to both an IRA and a 401k/403b during 2006, though de-
ductibility may be limited, depending on your income. 
    The 2006 Traditional and Roth IRA contribution limit is 
$4,000 if you’re under age 50. If you’re 50 or older, you can 
put $5,000 into an IRA. 
    The 2006 Simple IRA contribution limit is $10,000 if 
you’re under age 50.  If you’re 50 or older, you can contribute 
an additional $2,500.    

 
Learn about education tax breaks 
 

   Now is the time to do some tax planning for upcoming col-
lege expenses. Check out the various tax-favored alternatives. 
   Section 529 plans include prepaid tuition programs and col-
lege savings accounts. College savings accounts let you set 
aside funds in an investment account whereas prepaid tuition 
programs let you buy future tuition credits at today’s rates.  No 
federal tax deduction is permitted for contributions to Section 
529 plans, but distributions to pay for college are generally 
tax-free.  Section 529 college savings accounts are the pre-
ferred savings account type to cover college costs as there are 
Federal and State income tax savings, and the owner (parent/
grandparent) retains control over the account.  Feel free to 
contact us for our firm’s write-up on the benefit of these plans. 
   UTMA (Uniform Transfer to Minor Act) accounts are rarely 
used any more and SavingsforCollege.com states UTMA is 
now a 4-letter word.  Again, feel free to contact us for the pros 
and cons of this account type versus a Section 529 account. 
   Roth IRAs can now even be a savings vehicle in planning 
for college costs.  For those with limited cash, contributing to 
a Roth IRA versus a Section 529 account could produce the 
best long-term results.  Contact us for additional information. 

   Coverdell education savings accounts are limited to annual 
contributions of $2,000 a year. Contributions are nondeduct-
ible, but tax-free distributions can be made not only for quali-
fied higher education costs, but also for many K-12 expenses. 
Unlike 529 plans, phase-out rules may prevent higher-income 
taxpayers from contributing. We rarely recommend Coverdell 
savings accounts. 

 
Charitable Contributions – Gifting Shares 
 

    If you have non-IRA stock or mutual fund shares that have a 
substantial amount of untaxed gain, and you have plans on 
gifting money to charitable organizations, consider gifting 
existing shares versus cash to the charitable organization.  This 
approach to gifting should be made prior to December. 
    Charitable organizations receive gifts of existing shares all 
of the time, and most charities immediately sell the shares to 
obtain the cash.  Shares or cash, it’s all the same to the charity. 
    The benefit to you is the untaxed gain on the gifted shares 
will not have to be reported on your tax return and you will be 
able to take a charitable deduction for the market value of the 
shares on the date of the gift.  For example, a $15,000 market 
value gift, with a tax basis of 
$9,000, has an untaxed gain of 
$6,000.  The combined Federal 
and State (IL) tax reduction in 
gifting shares is $1,080 (18% of 
the untaxed gain).  If the same 
shares had been sold and the 
taxes paid from the sale pro-
ceeds, the net gift to the charita-
ble organization would only have 
been $13,920 versus the $15,000 
in gifting existing shares. 
    Contact us to determine if this 
approach will make sense for your situation.  We have the tax 
basis on your existing non-IRA funds. 
 

    Give us a call if you have any questions regarding tax    
reduction strategies for your personal situation. 

Thomas A. Morrison, CPA, CFP®, is a registered principal of Morrison  
Investments, Inc., Member NASD and SIPC. 

The articles and opinions in this publication are for general information only 
and are not intended to provide specific advice or recommendations for any 
individual.  Before any action is taken based upon this information, it is  
essential that competent, individual, professional advice be obtained.  Entire 
publication copyright 2006.  All rights reserved. 

Summer’s here and the procrastination is easy, especially 
when it comes to tax planning. But waiting to implement 
strategies to reduce your 2006 tax bill could cost you money. 

Here are some suggestions to start your midyear tax planning. 
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   Did you know that this year you can 
give gifts of up to $12,000 to as many 
individuals as you want without being 
liable for gift tax? Normally, the gifts you 
make count towards your lifetime exemp-
tion from gift and estate taxes. That’s so 
you don’t just give away your estate 
shortly before death to avoid estate taxes. 
   But each year 
you can make an 
unlimited num-
ber of gifts free 
of tax, provided 
they’re below a 
certain amount. 
The limit for 
2006 is $12,000 
given to any one individual. A husband 
and wife each have their own separate 

limit, so they can jointly give up to 
$24,000 to any one person. 
 

* Using the annual gift exclusion 
   You can put the gift exclusion to good 
use in several situations. For example, 
you could use a multi-year gifting pro-
gram to decrease the size of your estate 

and reduce estate taxes. A married 
couple giving to each of their three 
children could reduce their estate by 
a total of $72,000 every year, for 
example. 
   You could also use the gift exclu-
sion in an income-shifting strategy. 
You could make gifts of income-
generating assets to your child who 
is in a lower tax bracket. If done 

carefully to avoid the “kiddie tax,” the 

result can be a lower overall tax bill for 
the family unit. 
   Three types of gifts are exempt from 
the $12,000 limit. You can make unlim-
ited gifts for tuition expenses or medical 
expenses on behalf of any person, pro-
vided you make the payments directly to 
the educational institution or health care 
provider. You can also make unlimited 
gifts to your spouse. 
   Before you give away money or other 
assets, be sure you will not need them 
yourself to provide income in later years. 
Consider the impact inflation will have 
on your resources. Planning is essential 
in this area, so contact us for any assis-
tance you need before making gifts. 
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After months of negotiations that began back in 2005, Congress 
finally agreed on a bill that provides for $70 billion in tax relief 
for American taxpayers. The bill, titled the Tax Increase Preven-
tion and Reconciliation Act of 2005, was signed into law by 
President Bush on May 17, 2006. 
 
Here’s an overview of what the law contains. 
 
* Capital Gains and Qualified Dividend Tax Rates 
The taxation on this type of income was reduced in 2003 to a 
maximum 15% rate (5% for those in the 10-15% tax bracket), 
but this provision was to expire in 2008.  The new Act extended 
the 15% capital gain rate through 2010.  For taxpayers in the 
lowest two tax brackets, the maximum tax rate of 5% will drop 
to 0% in 2008 through 2010. 
 
* Alternative Minimum Tax (AMT) Relief 
A separate tax calculation intended to keep wealthy taxpayers 
from using tax breaks to eliminate their tax liability, has hit mil-
lions of middle-income taxpayers in recent years.  The exemp-
tion amounts before AMT tax starts was increased $4,550 for 
married filers and $2,250 for single filers.  We’ll take whatever 
relief we can get, but it is a small benefit. 
 
* Roth IRA Conversions 
Effective beginning in 2010, the new law ends the income limit 
($100,000 AGI) for converting a traditional IRA to a Roth IRA. 
Higher-income taxpayers will be permitted to convert to Roth’s.  
Income resulting from conversions done in 2010 will be spread 
over two years, 2011 and 2012, unless the taxpayer elects other-
wise. 

 
 
 
 
 
 
 
* Taxation for Child Under Age 18 
This is not a tax prevention, but actually a tax increase!  Prior to 
2006, income for children age 14 or more was taxed at their own 
low tax rate.  Now, all income earned by children under age 18 
will be taxed at the parent’s typically higher tax rate. 
 
* Tax Credits Available 
Beginning in 2006 tax credits (direct reduction to your Federal 
tax bill) are available, for those who purchase energy saving cars 
(up to $3,400), or for those who make energy-saving home im-
provements (10% of material costs to a maximum of $500). 
 
* The law contains many other tax provisions. Among them are 
changes in the tax treatment of self-created musical works, 
changes to the foreign earned income exclusion, changes to the 
domestic manufacturing deduction, and changes to the tax esti-
mate requirements of large corporations. 
 
As you move ahead with your tax planning, be aware that sev-
eral more changes may follow in what is being called a “trailer” 
bill to the law just signed. Extension of expiring business credits 
and extensions of tax breaks for education expenses are among 
those provisions expected in such a bill.  Contact our office any 
time you need details or want to schedule a review of old and 
new strategies available to minimize your taxes. 



Morrison Financial Services 
620 W. Roosevelt Road, Suite C2 
Wheaton, IL  60187 
(630)752-1155 
Morrison@MFSAdvisor.com 

What do the following 
have in common: item-

ized deductions, personal exemptions, child tax credits, student 
loan interest deductions, and Roth IRA contributions? The an-
swer is that they’re all reduced or eliminated when your ad-
justed gross income (AGI) reaches certain levels. For example, 
couples begin to lose the full benefit for child tax credits when 
their AGI reaches $110,000. Other deductions and credits begin 
to phase out at even lower levels. 
   There are many deductions, credits, and other tax breaks that 
depend on your AGI level. When you begin to lose these de-
ductions and credits as your AGI increases, you’re effectively 
increasing your tax rate.  What is your Adjusted Gross Income 
(AGI)?  Pull out your last income tax return and read the bot-
tom number on page 1 of your form 1040. 
   Deductions affected by AGI include those for medical ex-
penses, casualty losses, job expenses, IRA contributions, stu-
dent loan interest, and total itemized deductions. Credits af-
fected include the adoption credit, dependent care credit, child 
tax credit, earned income credit, and various education credits. 

   An important part of tax planning is managing income to 
minimize the loss of these tax breaks. There’s still time for 
2006 planning to preserve tax deductions and credits. Here are 
some suggestions. 
 

• Contribute the maximum to employer-provided retirement 
plans (401k, 403b, Simple IRA, etc.). If you are self-employed, 
consider establishing a SEP-IRA or Simple IRA plan. Contri-
butions reduce your adjusted gross income, and plan earnings 
aren’t taxable until they are withdrawn. 
 

• Contribute to a Roth IRA where earnings are 100% tax-free. 
 

• Contribute to Section 529 Plan (college-savings) accounts 
where earnings are 100% tax-free. 
 

• Contribute to your employer’s Cafeteria plan or HSA plan 
which will reduce income subject to income tax. 
 

• Defer income to future years when possible. 
 

To find out if an income reducing strategy might work for your 
personal situation, please give us a call. 

¨ Personal Exemption 
Single ………..………………………..$150,500 
Joint returns & surviving spouses …….. 225,750 
Married filing separately ……………….112,875 
Head of household ……………………...188,150 
 

¨ Itemized Deductions 
Single/Joint/Head of household ……...$150,500 
Married filing separately ………………..75,250 
 

¨ IRA Deductibility (with company pension) 
Single/Head of household ……………..$50,000 
Joint ……………………………………..75,000 
Married filing separately ……………………...0 
 

¨ Roth IRA Eligibility 
Single/Head of household ……………..$  95,000 
Joint……………….……………………..150,000 
Married filing separately ……………………….0 
Rollover of regular IRA to Roth ….…….100,000 
 

¨ Child Credit  ($1,000 per child) 
Single/Head of household …………..…$  75,000 
Joint ……………………………….….....110,000 
Married filing separately ………….……...55,000 
 

¨ Hope/Lifetime Learning Credits 
Single/Head of household ………………..$45,000 
Joint ………………………………………..90,000 
Married filing separately ………………………...0 

INCOME  LEVELS AT WHICH  TAX  BREAKS BEGIN  TO DISAPPEAR 
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