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Can America’s Pensions Be Salvaged?

| would like to up date you on asome
recentlegislationthat passedthrough
Congressaswell asinform of youon
home of ficedeductioninthisnews-
letter. | invite you to call with any
questions and fedl freeto pass this
aong to some one you think may ber+
efit fromit. | look for wardtowork-
ing with you thistax season. | am al-
waysthank ful for trusting mewith your fi nan cia needs.

Seeking to avert amelt downandtax payer bail out of tradi-
tional pri vate pension plans, Congresshaspassed a
comprehensivepensionreformbill. Themam moth Pension
Protection Act of 2006 (H.R. 4) not only strength enstradi-
tional pen sion plans. It also ex tends and, in some cases, im-
proves over 20 retirement tax-savingsbenefits, many of
whichtax pay ershad cometo ex pect asper manent; addsex-
tensivenew rulesgov erningspecificcharitabledonations;
im posestighter controlsonex empt or gani zations; andim
pacts over a dozen other majortax provi sions.

Thenew law identi fiestrou bled pri vate pen sion plans, helps
stabi lizethembeforeem ploy ersresort tobank ruptcy and
strengthensthePensionBenefit Guar anty Cor poration
(PBGC), the pension provider of last re sort. It usesthetax
lawtodosoby implementingatradi tional car rot- and-stick
ap proach: al low ing ahigher limit on theamount of em ployer
contri butionsthat aredeductiblewhilegeneralyrequiring
higher fundinglev elsinor der to continuequal i fied plantax
status.

Impact. Somepensionprofessionalsareconcernedthatthe
reform bill could have the unintended con sequence of en
cour agingemployerstoter mi natetroubled plansor reduce
ben efitsrather than pay moreintotheir plansto stabi lize
them. Ifthisoc curs, andit snow balls, theentiretradi tional

pensionsystemcould col lapseleavingtax pay erstopickup
the bill. Roughly 44 mil lion Amer i cansarecovered bytra
di tional pensionplans. Most areconcentratedinman ufac
tur ingand other non-serviceindustries. Many areseri ously
fi nancially strapped. Aspension costshaveskyrock eted
over recent years, many employ ershaveaban donedtradi
tional plansfor 401(k) and other sav ings plans.

Deduction Limits

The new law encour agesplansto createafundingcushion.
Generdly, under cur rent law, anem ployer isal lowed atax
deductionfor plancontri butionsupto 100 per cent of the
plan’ scur rentli abil ity. Contri butionsabovethat amount are
subjecttoal0per cent ex cisetax.

For plans begin ning in 2006 and 2007, the new law amends
toincreasethemax i mumdeduct ibleamount to 150 per cent
of currentplanliabil i ties. After 2007, deductible
contributions may be made up to an amount equd to the ex-
cessof thefunding tar get, nor mal costs, anda*“cushion ac-
count” equal to 50 per cent of tar get li abil ity plusac count-
abil ity for projected compen sationin creasesover thevalue
of theplan as sets. Planswith 100 or fewer par tici pantsget a
break on computingbenefitincreasesfor highly compert
sated employees.

Full Funding

The new law requiresmost pen sion plansto becomefully
funded over a seven-year period. Thetransi tionfrom
current 90 per cent funding to 100 per cent full fundingis
gradual.

Impact. Anesti mated 30,000 pen sion plansare now
underfunded and will need to put more money into their
plans. TheLabor Depart ment esti matesthat plansarecur-
rently about $450 bil lionunderfunded.



NEW AND ENHANCEDRETIREMENT-SAVINGS
INCENTIVES

Al though new rulesfor defined ben efit plansac count for
more than half of the PensionProtectionAct, the new law
also ad dressesretirement sav ingsheldin IRAs, and other
defined contri butionplans. Theseprovi sionsaf fect tensof
mil lionsmoretax pay ersthandothepensionrules.

IRAs and Tax Refunds

Tax payerswill have more op tionswhen it co mesto
depositing their tax refunds. Under thenew law, tax pay ers
can di recttheIRStodeposit their refundintoan IRA.

Reminder. In May, the IRSan nounced that tax pay erswill be
ableto split their refunds and de posit theminto asmany as
threediffer ent bankaccounts.

Direct Plan-to-Roth IRA Roll overs

Effective for distributions af ter Decem ber 31, 2007, the new
law will a lowdirectroll oversfromaqual i fiedretirement
plan, tax-sheltered annuity, or governmental plandi rectly to
aRoth IRA and will treat it as a Roth conver sionif al other
conversion qud i fi cations(e.g.,incomebelow the$100,000
level before 2010) are met.

EGTRRA 2010Sunset Elimi nated

Themajor EconomicGrowthand Tax Relief Reconcil i ation
Act of 2001 ( EGTRRA) retirement provi sionsthatwould
be made per manent rather than sun set at the end of 2010
include:

- Permanent higher dol lar amount for IRA contri butions
(%$4,000 startingin 2006, $5,000in 2008, inflation
adjustedthereaf ter)

- Permanent higher dol lar limitsondefined contri bution
plans ($44,000 in 2006), electivedeferrals(including
$15,000 in 2006 for 401(k) plan deferrals), 457 plan
deferras ($15,000 in 2006), SIM PLEplancontri butions
($10,000 in 2006) and com pensationthat may betaken
into ac count under aplan;

- Per manentincreasesintheannual benefitlimitundera
defined ben efit plan ($175,000 for 2006);

Nicholas says... Have you ever noticed
that if you put thewords“the” and “irs’

fogether, it spells“theirs?”

- Per manent catch-up contri butionsfor olderwork ers
(%$1,000 af ter 2005 for IRASs, $2,500 for SIM PLE plans,
$5,000 for 401(k) plans);

- Per manent faster vesting of employer matching contri bu
tions(full vesting un der three- or six-year sched ules);

- Permanent greater por tabil ity for 403(b) and 457 plans;

- Per manent higher deductibleamountsfor employer
contributionsto em ployeeretirement plans
(inflation-adjusted to $220,000 in 2006; 25-percent
compensation deduction limit for stock bo nusand profit
sharingplans);

- Per manent Roth 401(k)sand 403(b)s;

- Per manent start-up tax credit for new small em-
ployer-sponsored plans (max i mum $500/year for each of
the first three years);

Saver’s Credit

Unlikethe other EGTRRA provi sionsthat wereto sun set at
the end of 2010, the Saver’s Credit would have ended very
soon, intax yearsbegin ning af ter Decem ber 31, 2006. The
new law makesthe Saver’ s Credit per manent. Under this
provi sion, lower- and mid dle-incometax pay erscanclama
nonrefundabletax credit for their contri butionsordeferrals
toretirement savingsplansand IRAS.

Impact. The credit amount is equal to the credit rate (50,

20, or 10 per cent) timesthedol lar amount of qual i fiedre
tirement savingscontri butionsfor theyear (not toex ceed
$2,000), based on incomeandfilingstatus.

As an enhancement to the Saver’s Credit, the new law pro-
videsthat the ad justed grossin come amountsused to fig ure
the amount of the credit will be adjustedforinflation start
ing in 2007.

CHARITABLEDONATIONS

ThePensionProtectionAct tight enstherulesfor donations
of cash, clothing, house hold items, and other items. At the
sametime, it also al lows- for thefirst time- di rect, tax-free
contri butionsof |RA proceedstocharities.

Clothingand household goods

Un der thenew law, nodeductionisal lowed for used
clothing and household items un lesstheitemsarein “ good”
condi tion. Thischangeisef fectiveaf ter thedate of
enactment. Thereisalimited ex ceptionfor donatedsingle
items ap praised at more than $500.

I mpact. The new law does not define* goodcondition.” An
ear lier draft of thispro posal di rected Trea sury and the IRS



toprepareanannual listidenti fyingvar i ousitemsof cloth-
ing and household goodsandtheir val ues. That di rection
was |eft out of the final ver sion.

I mpact. Householditemsincludefur ni ture, fur nishings,
electronics, appli ances, linens,andsimi lar items. Food,
paintings, antiques, objectsof art, jewelry, gems, and
collectiblesare not house hold items.

Cash

In amajor change, nodeductionisal lowedfor any contri bu
tion of cash, check or other monetary giftunlessthedonor
can show a bank record or awritten communi cationfrom
the charity indi catingtheamount of thecontri bution, the
datethecontri bu tion was made, and the name of the char ity.

I mpact. Char itieswill likely be spend ing moretime and
money onad ministrativedutiestomakesurethat every
taxpayer whowantsareceiptreceivesone, regardlessof the
amount of his or her donation.

IRAS

Un der the new law, tax pay erswill be ableto maketax-free
distri butionsfromIRAsfor chari tablepur posesthrough
December 31, 2007. The max i mum an nual cap is$100,000.

I mpact. Thistreat ment ap pliestotradi tional and Roth IRAs.
No char i tablededuction, however, will beal lowedfor any
por tion of thesewith draw al sthat would have been oth er-
wisetaxable.

NMama’s Favorite Recipes

POLLO DI LUCIA

3 pounds skinless chicken
thighs

1 cup white wine

2 tablespoon chopped
rosemary

2 tablespoon chopped sage
3/4 tablespoon salt

1/2 tablespoon pepper

3/4 teaspoon nutmeg

1/2 stick cinnamon

1 tablespoon Tabasco

2 cloves

8 whole garlic cloves

2 tablespoons chopped ginger
1 tablespoon parsley

3 green bell pepper, broiled peeled and cut in
julienne strips

2 carrots, peeled, diced

2 onions, sliced

1/2 cup olive oil

2 pound white button mushrooms, cut in quar-
ters

3 cups rice, cooked al dente ( preferably
Arborio)

1/4 teaspoon saffron or turmeric

Marinate the chicken in the wine, with 1 table-
spoon of rosemary and 1 tablespoon of sage for
a minimum of 1 hour.

Preheat oven to 400°.

Drain the chicken from the marinade, discard
the marinade.

In a large stainless steel bowl, mix together the
chicken, salt and pepper, nutmeg, cinnamon,
Tabasco, cloves, garlic cloves, ginger, rose-
mary, sage, bell peppers, carrots, onions, olive
oil and mushrooms.

Place all ingredients in a baking casserole with
the chicken on top and bake covered at 375°
for 1 hour. Take the chicken out of the casse-
role and set aside. Mix the rice with all the in-
gredients and juices in the casserole, add the
saffron diluted with 2 tablespoons of water to
the rice mixture and mix well.

Place the chicken on top of the rice and return
to the oven and cook for 15-20 more minutes
at 350°.



Tax Increase Prevention And Reconciliation Act Highlights

The Tax Reconciliation Act impacts a broad cross-section of
taxpayers. The new law extends the controversia dividend
and capital gainstax rate cuts for two more years beyond
2008, gives taxpayers some immediate relief from the
aternative minimum tax (AMT), extends small business
expensing thresholds, and allows high-income taxpayers a
Roth conversion opportunity. Moreover, it makes over 20
other significant changes.

AMT RELIEF

Higher AMT exemption amounts. Through December 31,
2006, taxpayers will be able to take advantage of higher
AMT exemption amounts. The AMT exemption amount for
married couplesfiling jointly is $62,550 and for single
taxpayersis $42,500.

I mpact. Without this 2006-only retroactive relief, an
additional 15 million taxpayers, many of them middle class,
would be subject to the AMT. Congress will have to face
similar “ dire consegquences’ again for 2007.

Comment. The Working Families Tax Relief Act of 2004
extended the higher AMT exemption amounts through
December 31, 2005, but at lower levels ($58,000 for
married couplesfiling jointly and $40,250 for single
taxpayers).

Nonrefundable personal credits. The Tax Reconciliation
Act extends through 2006 the provision alowing taxpayers
to use nonrefundable persona creditsto offset AMT
liability. Nonrefundable personal credits include the
dependent care credit, the credit for the elderly and disabled,
the credit for interest on certain home mortgages, the Hope
credit for certain college expenses and the Lifetime
Learning credit.

DIVIDEND AND CAPITAL GAINSRATE CUTS

In 2003 Congress lowered the maximum dividend and
capital gainstax rates - for mogt, but not all, dividends
and capital gains - to 15 percent for qualifying taxpayers.
Taxpayersin the 10- and 15-percent tax brackets are
digible for an even lower rate of five percent. In 2008,
the rate for taxpayers in the 10- and 15-percent tax
brackets falls to zero. As originally enacted, these tax rate
cuts were temporary. They were scheduled to expire at
the end of 2008.

The Tax Reconciliation Act extends the cuts for two
more years through December 31, 2010.

CAPITAL GAINS

Self-created musical works. The Tax Reconciliation Act
allows taxpayers to elect to treat the sale or exchange of
self-created musical compositions or copyrights as the sale
or exchange of acapital asset. This special treatment is
effective for sales or exchanges in tax years beginning after
the date the President signs the new law and before January
1, 2011.

Caution. Despite some initial proposalsto lower the capital
gainstax rate on collectibles, the final bill leavesthe
current 28-percent tax rate on collectibles unchanged.

Amortization of song rights. In arelated music-industry
development, the Act permits ataxpayer that puts any
musical composition or musical copyright into serviceto
elect to use the five-year amortization period for certain
expenses paid or incurred with respect to all musical
compositions and musical composition copyrights placed in
servicein that tax year.

SMALL BUSINESSEXPENSING

Since 2003, Congress has enhanced small business
expensing under several times to encourage business
investment. The Tax Reconciliation Act continues this
special treatment. The enhanced small business expensing
thresholds in the American Jobs Creation Act of 2004 are
extended through December 31, 2009.

The maximum amount a taxpayer may expense is $100,000
of the cost of qualifying property, reduced by the amount by
which the cost of qualifying property exceeds $400,000.
Both amounts are indexed for inflation for tax years
beginning after 2003 and before 2010. These amounts are
increased for Gulf Opportunity Zone property. For 2006, the
regular amounts are $108,000 and $430,000, respectively.

CHANGESTO ROTH IRAS

The Tax Reconcili ationActelimi natesthe$100,000ac
justed grossincomeceil ingfor convertingatradi tional
indi vidual retirement ac count (IRA)toaRothIRA, for
tax years af ter 2009. A conver sionistreated asatax able
distri bution, butisnot sub ject to the 10-percent early
withdrawal penalty. Tax payerswho convertin 2010 can
electtorecognizetheconver sionincomein20100r av er
ageit over the next two years.



OFFERSIN-COMPROMISE

The Tax Reconcil i ation Actincreasestheamountsthat
must be paid by tax pay erssubmittingan
offer-in-compromise. Under thenew law, tax pay ersare
requiredtomakepar tia pay mentsof theirli abil ity in
addition to any user fee now im posed by the IRS; how-
ever, the user fee will be ap pliedtotheout standingtax
liability. For alump sum of fer, tax pay erswill pay 20
percent of theamount of fered. For anin stall ment pay ment
of fer, tax pay erswill maketheir pro posed sched uled
payments while the IRS considerstheof fer. If the|RS
failsto pro cesstheof fer within two years, the of fer will
be deemed to be ac cepted.

KIDDIETAX

Thekid dietax rulesrequirethat achild’ sun earned
income, such as dividends and interest, be taxed at the

par ents' tax rate, whichisusualy ahigher rate. Under
current law, the kid dietax ap pliesif thechildisunder age
14, the child has net un earned in comeover $1,700, and
the par ent can claim thechild asadepend ent. The Tax
ReconciliationAct raises the age limit to under 18.

I mpact. Thisprovi sioniseffectiveimmedi ately, for the
entire 2006 tax year. Parents who had planned to sdll a
child's college stock portfolio after age 13 andbefore
entering col legehavenoop por tunitynowtoaccel er ate
that plan ning tech niqueif thechild isover 13. If the
family was plan ning to post poneasaleuntil 2008, when
thetop ratefor capi tal gainswould be zero, that' saloss
of 15 percentage points on the tax otherwise not due on
the sale of stock or other portfolioassets.

| RS Scrutinizes Home Office

Commutesareget tinglonger withmore Amer i cansthan ever
leav ing homeat 5 a.m. to 6:30 am. to beat thetraf fic. The
num ber of work erswho drive more than an hour to work rose
more than 50% from 1990 to 2000, are cent study by the
TransportationResearchBoardfound.

Oneway to escapegridlock isto work from home. The
home-officededuction letsyou de duct apor tion of your mort-
gageinter estor rent, util i ties, insur anceand evenrepairsto
your home.

In aSep tem ber fact sheet, the IRS said that un der stated busi-
nessincomeand over stated busi nessex pensesare” ar easwhere
compli anceisaconcern.” Translated, that suggestsyou're
more likely to be au dited it you claim the home-office de duc-
tion.

Not ev ery onewhoworksat homeisel i gi bletoclaima
home-officededuction. Y oumust meet somefairly rig or ous
IRSrequirements.

If you are an em ployee of acom pany, you can’t claim the de-
duction unlessyouwork at homeat the con ve nience of your
employer. Peo plewho work from home be causetheir em ploy-
ersdon’t want to pro videthemwith of fice spacearedl i gi bleto
de duct some of their home-office ex penses. If your em ployer
doesprovideyouwithan of ficeor acu bi cle, youdon’t qual ify,
even if you work from home most of the time.

Onceyoudeter minetobeel i gi blefor thededuction, the
home-officeex pensesarecat egorized asmiscel laneousex
penseson Sched ule A and must ex ceed 2% of your ad justed
grossincome(AGI) beforeyou can take ad van tage of them.

If you are self-employed, your deductionsareon Sched ule C
and the home-officemust be used “ex clusively and reg u larly”
for busi ness. Ideally, your home of ficeshould beasep arate
room that isn’'t used for any thing else but could beadesk in
your bed room if you have no other ex traspace avail able Fig-
ure out what per cent age of your homeisused for busi nessby
esti mat ing thehomeof ficeareavs. thetotal areaof thehome.

Other deductibleex pensesinclude:

- A second phonelinethat isex clusively used for busi nessand
long distance phone calls made for busi ness pur posesare de-
ductible.

- A por tion of repairsthat ben efit your entirehome, suchasa
new roof. Im prove mentsthat have nothing to do with your
busi ness- such asapool or hiring agar dener are not de duct-
ible.

K eep mort gage statementsand billsfor prop erty tax, util i ties,
telephone, repairs, etc. tosub stanti atethededuction. 1f you
meet with cli entsat your home of fice, keep alog show ing the
daysthey were present. Take pho tos of your work area.



Client Spotlight
Noni Biotech, LLC

David Backstrom, N.D. isthe presi dent of Noni Biotech,
LLC. For over 15 years, David hascreated acom pany
that is helping thou sands of peo pleev ery day. Heand his
wife, Marie, worked out of their home sell ing noni prod-
ucts online until Septem ber 22, 2006 when they opened
their doors with aHawaiian Blessing to their newly re-
modeled office and laboratory. David made avery
touching speech during the cer emony. Hesaid, “This
was not adream. It wasavision. A vi sionfor many
years to help oth ersand open noni productioncentersal
over theworld.”

Noni or morinda citrifolia has been used for thou sands of
yearsinthetradi tional heal ing practicesof nativeHawai-
ians and other Asian cul tures. It wasused totreet ail-
mentsrangingfrom sorethroat totu ber culosis. Now it
usedinmainstreamholisticmedi cine.

Success in business, as defined by many entrepreneurs,
meansidenti fy ingthat uniqueop por tu nity or gapinthe
mar ket and be ing bold enough to move quickly and fill it.
David and histeam of doc tors set out tore search the
propertiesof noni that have so many health benefits.

Al though all hasnot a waysgonewell, David Backstrom
and his team have achieved impressivemilestonesto
date:

- Zerotoxicityreport
- EU approval for saleinEurope
- Patentstodevel opnew concentrated prod ucts

- Published medi cal study by ConradHornick MD on the
angiogenicinhi bi tionbynoni

- Cancerresearchstudiesat the Uni ver sity of Hawaii

TheCom pany’ snoni capsulesare

usedex clusively for theUni ver sity of Hawaii’ son-going
cancer researchbecauseDavidBackstrom isinsistentin
usingonly 100% Hawai iannoni grown organi cally, har
vested and processed usingHawai iantradi tional meth
ods. Thisinsures “grade A” purity and potency. Nofill-
ers such as seeds, stems, leaves or bark are used thus the
product has higher amounts of the active com poundsre
sponsi blefor someof noni’ spro posed healthbenefits.

Al thoughthecost of Hawai iannoni prod uctsmay be
more than those sold by its competitors, David
Backstromthinksit isworth it. “We could make more
money by diluting the prod uctsbut thenwewouldn’t
help people. Youhavetostick toyour princi ples. Integ
rity isal you have at the end of the day. Itisimportant
for your peo pleto see con sistency and how you ap ply
yourprinciples.”

Thetesti moni a sareamazingand numer ous. Oneon
their website states, “1 am a 75 year old woman who has
smoked for 40 years. | suffer from heart disease, high
blood pres sure and had trou ble breathing. | have been on
NoniMaui’s pro gram for ayear and ahalf and my blood
pressurehasnor mal ized, | lost weight and can breath
without difficulty.”

Noni Biotech’ smanagement teamandinvestorsshare
David Backstrom's vi sion. If youwould liketo learn
more about their productsandpossi bleinvest mentinthe
company, contact David Backstromat 808-575-9100 or
visit www.nonimaui.com.
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