
I would like to up date you on a some
re cent leg is la tion that passed through
Con gress as well as in form of you on
home of fice de duc tion in this news -
let ter.  I in vite you to call with any
ques tions and feel free to pass this
along to some one you think may ben -
e fit from it.  I look for ward to work -
ing with you this tax sea son.  I am al -

ways thank ful for trust ing me with your fi nan cial needs. 

Seeking to avert a melt down and tax payer bail out of tra di -
tional pri vate pen sion plans, Con gress has passed a
comprehensive pen sion re form bill. The mam moth Pen sion
Pro tec tion Act of 2006 (H.R. 4) not only strength ens tra di -
tional pen sion plans. It also ex tends and, in some cases, im -
proves over 20 re tire ment tax-savings ben e fits, many of
which tax pay ers had come to ex pect as per ma nent; adds ex -
ten sive new rules gov ern ing spe cific char i ta ble do na tions;
im poses tighter con trols on ex empt or ga ni za tions; and im -
pacts over a dozen other ma jor tax pro vi sions.

The new law iden ti fies trou bled pri vate pen sion plans, helps
sta bi lize them be fore em ploy ers re sort to bank ruptcy and
strength ens the Pen sion Ben e fit Guar anty Cor po ra tion
(PBGC), the pen sion pro vider of last re sort. It uses the tax
law to do so by im ple ment ing a tra di tional car rot- and-stick
ap proach: al low ing a higher limit on the amount of em ployer 
con tri bu tions that are de duct ible while gen er ally re quir ing
higher fund ing lev els in or der to con tinue qual i fied plan tax
sta tus.

Im pact. Some pen sion pro fes sion als are con cerned that the
re form bill could have the un in tended con se quence of en -
cour ag ing em ploy ers to ter mi nate trou bled plans or re duce
ben e fits rather than pay more into their plans to sta bi lize
them. If this oc curs, and it snow balls, the en tire tra di tional

pen sion sys tem could col lapse leav ing tax pay ers to pick up
the bill.   Roughly 44 mil lion Amer i cans are cov ered by tra -
di tional pen sion plans. Most are con cen trated in man u fac -
tur ing and other non-service in dus tries. Many are se ri ously
fi nan cially strapped. As pen sion costs have sky rock eted
over re cent years, many em ploy ers have aban doned tra di -
tional plans for 401(k) and other sav ings plans.

De duc tion Limits

The new law en cour ages plans to cre ate a fund ing cush ion.
Gen erally, un der cur rent law, an em ployer is al lowed a tax
de duc tion for plan con tri bu tions up to 100 per cent of the
plan’s cur rent li a bil ity. Con tri bu tions above that amount are 
sub ject to a 10 per cent ex cise tax.

For plans be gin ning in 2006 and 2007, the new law amends  
to in crease the max i mum de duct ible amount to 150 per cent
of cur rent plan li a bil i ties. Af ter 2007, de duct ible
contributions may be made up to an amount equal to the ex -
cess of the fund ing tar get, nor mal costs, and a “cush ion ac -
count” equal to 50 per cent of tar get li a bil ity plus ac count -
abil ity for pro jected com pen sa tion in creases over the value
of the plan as sets. Plans with 100 or fewer par tic i pants get a 
break on com put ing ben e fit in creases for highly com pen -
sated employees. 

Full Funding

The new law re quires most pen sion plans to be come fully
funded over a seven-year pe riod. The tran si tion from
current 90 per cent fund ing to 100 per cent full fund ing is
gradual.

Im pact. An es ti mated 30,000 pen sion plans are now
underfunded and will need to put more money into their
plans. The La bor De part ment es ti mates that plans are cur -
rently about $450 bil lion underfunded.
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NEW AND EN HANCED RE TIRE MENT-SAVINGS
IN CEN TIVES

Al though new rules for de fined ben e fit plans ac count for
more than half of the Pen sion Pro tec tion Act, the new law
also ad dresses re tire ment sav ings held in IRAs,  and other
de fined con tri bu tion plans. These pro vi sions af fect tens of
mil lions more tax pay ers than do the pen sion rules.

IRAs and Tax Re funds

Tax payers will have more op tions when it co mes to
depositing their tax re funds. Un der the new law, tax pay ers
can di rect the IRS to de posit their re fund into an IRA.

Re minder. In May, the IRS an nounced that tax pay ers will be 
able to split their re funds and de posit them into as many as
three dif fer ent bank ac counts.

Di rect Plan-to-Roth IRA Roll overs

Ef fec tive for dis tri bu tions af ter De cem ber 31, 2007, the new 
law will al low di rect roll overs from a qual i fied re tire ment
plan, tax-sheltered an nu ity, or gov ern men tal plan di rectly to
a Roth IRA and will treat it as a Roth con ver sion if all other
con ver sion qual i fi ca tions (e.g., in come be low the $100,000
level be fore 2010) are met.

EGTRRA 2010 Sun set Elim i nated

The ma jor Eco nomic Growth and Tax Re lief Rec on cil i a tion
Act of 2001 ( EGTRRA) re tire ment pro vi sions that would
be made per ma nent rather than sun set at the end of 2010
include:

•  Per ma nent higher dol lar amount for IRA con tri bu tions
($4,000 start ing in 2006, $5,000 in 2008, in fla tion
adjusted there af ter)

•  Per ma nent higher dol lar lim its on de fined con tri bu tion
plans ($44,000 in 2006), elec tive de fer rals (in clud ing
$15,000 in 2006 for 401(k) plan de fer rals), 457 plan
deferrals ($15,000 in 2006), SIM PLE plan con tri bu tions
($10,000 in 2006) and com pen sa tion that may be taken
into ac count un der a plan;

• Per ma nent in creases in the an nual ben e fit limit un der a
defined ben e fit plan ($175,000 for 2006);

• Per ma nent catch-up con tri bu tions for older work ers
($1,000 af ter 2005 for IRAs, $2,500 for SIM PLE plans,
$5,000 for 401(k) plans);

• Per ma nent faster vest ing of em ployer match ing con tri bu -
tions (full vest ing un der three- or six-year sched ules);

• Per ma nent greater por ta bil ity for 403(b) and 457 plans;

• Per ma nent higher de duct ible amounts for em ployer
contributions to em ployee re tire ment plans
(inflation-adjusted to $220,000 in 2006; 25-percent
compensation de duc tion limit for stock bo nus and profit
shar ing plans);

• Per ma nent Roth 401(k)s and 403(b)s;

• Per ma nent 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

Un like the other EGTRRA pro vi sions that were to sun set at
the end of 2010, the Saver’s Credit would have ended very
soon, in tax years be gin ning af ter De cem ber 31, 2006. The
new law makes the Saver’s Credit per ma nent. Un der this
pro vi sion, lower- and mid dle-income tax pay ers can claim a
nonrefundable tax credit for their con tri bu tions or de fer rals
to re tire ment sav ings plans and IRAs.

Im pact. The credit amount is equal to the credit rate (50,
20, or 10 per cent) times the dol lar amount of qual i fied re -
tire ment sav ings con tri bu tions for the year (not to ex ceed
$2,000), based on in come and fil ing sta tus.

As an en hance ment to the Saver’s Credit, the new law pro -
vides that the ad justed gross in come amounts used to fig ure
the amount of the credit will be ad justed for in fla tion start -
ing in 2007.

CHAR I TA BLE DO NA TIONS

The Pen sion Pro tec tion Act tight ens the rules for do na tions
of cash, cloth ing, house hold items, and other items. At the
same time, it also al lows - for the first time - di rect, tax-free
con tri bu tions of IRA pro ceeds to char i ties. 

Cloth ing and house hold goods

Un der the new law, no de duc tion is al lowed for used
clothing and house hold items un less the items are in “good” 
con di tion. This change is ef fec tive af ter the date of
enactment.  There is a lim ited ex cep tion for do nated sin gle
items ap praised at more than $500.

Im pact. The new law does not de fine “good con di tion.” An
ear lier draft of this pro posal di rected Trea sury and the IRS

2

Nich o las says...  Have you ever no ticed 
that if you put the words “the” and “irs” 
to gether, it spells “theirs?”



to pre pare an an nual list iden ti fy ing var i ous items of cloth -
ing and house hold goods and their val ues. That di rec tion
was left out of the fi nal ver sion.

Im pact. House hold items in clude fur ni ture, fur nish ings,
elec tron ics, ap pli ances, lin ens, and sim i lar items. Food,
paint ings, an tiques, ob jects of art, jew elry, gems, and
collectibles are not house hold items.

Cash

In a ma jor change, no de duc tion is al lowed for any con tri bu -
tion of cash, check or other mon e tary gift un less the do nor
can show a bank re cord or a writ ten com mu ni ca tion from
the char ity in di cat ing the amount of the con tri bu tion, the
date the con tri bu tion was made, and the name of the char ity.

Im pact. Char ities will likely be spend ing more time and
money on ad min is tra tive du ties to make sure that ev ery
taxpayer who wants a re ceipt re ceives one, re gard less of the 
amount of his or her do na tion.

IRAs

Un der the new law, tax pay ers will be able to make tax-free
dis tri bu tions from IRAs for char i ta ble pur poses through
December 31, 2007. The max i mum an nual cap is $100,000.

Im pact. This treat ment ap plies to tra di tional and Roth IRAs. 
No char i ta ble de duc tion, how ever, will be al lowed for any
por tion of these with draw als that would have been oth er -
wise tax able.
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Mama’s Favorite Recipes

3 pounds skin less chicken 
thighs
1 cup white wine
2 ta ble spoon chopped 
rose mary
2 ta ble spoon chopped sage
3/4 ta ble spoon salt
1/2 ta ble spoon pep per
3/4 tea spoon nut meg
1/2 stick cin na mon
1 ta ble spoon Tabasco 
2 cloves
8 whole gar lic cloves
2 ta ble spoons chopped gin ger
1 ta ble spoon pars ley
3 green bell pep per, broiled peeled and cut in 
ju li enne strips
2 car rots, peeled, diced
2 on ions, sliced
1/2 cup ol ive oil
2 pound white but ton mush rooms, cut in quar -
ters
3 cups rice, cooked al dente ( pref er a bly
Arborio)
1/4 tea spoon saf fron or tur meric

Mar i nate the chicken in the wine, with 1 ta ble -
spoon of rose mary and 1 ta ble spoon of sage for 
a min i mum of 1 hour.

Pre heat oven to 400°.

Drain the chicken from the mar i nade, dis card
the mar i nade.

In a large stain less steel bowl, mix to gether the 
chicken, salt and pep per, nut meg, cin na mon,
Tabasco, cloves, gar lic cloves, gin ger, rose -
mary, sage, bell pep pers, car rots, on ions, ol ive
oil and mush rooms. 

Place all in gre di ents in a bak ing cas se role with
the chicken on top and bake covered at 375°
for 1 hour. Take the chicken out of the cas se -
role and set aside. Mix the rice with all the in -
gre di ents and juices in the cas se role, add the
saf fron di luted with 2 ta ble spoons of wa ter to
the rice mix ture and mix well. 

Place the chicken on top of the rice and re turn
to the oven and cook for 15-20 more min utes
at 350°.

POLLO DI LUCIA



The Tax Reconciliation Act impacts a broad cross-section of 
taxpayers. The new law extends the controversial dividend
and capital gains tax rate cuts for two more years beyond
2008, gives taxpayers some immediate relief from the
alternative 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 couples filing jointly is $62,550 and for single
taxpayers is $42,500.

Impact. 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 consequences” 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 couples filing jointly and $40,250 for single
taxpayers).

Nonrefundable personal credits. The Tax Reconciliation
Act extends through 2006 the provision allowing taxpayers
to use nonrefundable personal credits to 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 GAINS RATE CUTS

In 2003 Congress lowered the maximum dividend and
capital gains tax rates - for most, but not all, dividends
and capital gains - to 15 percent for qualifying taxpayers.
Taxpayers in the 10- and 15-percent tax brackets are
eligible 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 a capital 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 proposals to lower the capital 
gains tax rate on collectibles, the final bill leaves the
current 28-percent tax rate on collectibles unchanged.

Amortization of song rights. In a related music-industry
development, the Act permits a taxpayer that puts any
musical composition or musical copyright into service to
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
service in that tax year.

SMALL BUSINESS EXPENSING

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. 

CHANGES TO ROTH IRAS

The Tax Rec on cil i a tion Act elim i nates the $100,000 ad -
justed gross in come ceil ing for con vert ing a tra di tional
in di vid ual re tire ment ac count (IRA) to a Roth IRA, for
tax years af ter 2009. A con ver sion is treated as a tax able
dis tri bu tion, but is not sub ject to the 10-percent early
with drawal pen alty. Tax payers who con vert in 2010 can
elect to rec og nize the con ver sion in come in 2010 or av er -
age it over the next two years.
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Tax Increase Prevention And Reconciliation Act Highlights



Com mutes are get ting lon ger with more Amer i cans than ever 
leav ing home at 5 a.m. to 6:30 a.m. to beat the traf fic.  The
num ber of work ers who drive more than an hour to work rose
more than 50% from 1990 to 2000, a re cent study by the
Trans por ta tion Re search Board found.

One way to es cape grid lock is to work from home.  The
home-office de duc tion lets you de duct a por tion of your mort -
gage in ter est or rent, util i ties, in sur ance and even re pairs to
your home.  

In a Sep tem ber fact sheet, the IRS said that un der stated busi -
ness in come and over stated busi ness ex penses are “ar eas where 
com pli ance is a con cern.”  Trans lated, that sug gests you’re
more likely to be au dited it you claim the home-office de duc -
tion.

Not ev ery one who works at home is el i gi ble to claim a
home-office de duc tion.  You must meet some fairly rig or ous
IRS re quire ments. 

If you are an em ployee of a com pany, you can’t claim the de -
duc tion un less you work a t home at the con ve nience of your
em ployer.  Peo ple who work from home be cause their em ploy -
ers don’t want to pro vide them with of fice space are el i gi ble to
de duct some of their home-office ex penses.  If your em ployer
does pro vide you with an of fice or a cu bi cle, you don’t qual ify, 
even if you work from home most of the time.

Once you de ter mine to be el i gi ble for the de duc tion, the
home-office ex penses are cat e go rized as mis cel la neous ex -
penses on Sched ule A and must ex ceed 2% of your ad justed
gross in come (AGI) be fore you can take ad van tage of them.

If you are self-employed, your de duc tions are on Sched ule C
and the home-office must be used “ex clu sively and reg u larly”
for busi ness.  Ideally, your home of fice should be a sep a rate
room that is n’t used for any thing else but could be a desk in
your bed room if you have no other ex tra space avail able  Fig -
ure out what per cent age of your home is used for busi ness by
es ti mat ing the home of fice area vs. the to tal area of the home.

Other de duct ible ex penses in clude:

• A sec ond phone line that is ex clu sively used for busi ness and 
long dis tance phone calls made for busi ness pur poses are de -
duct ible.

• A por tion of re pairs that ben e fit your en tire home, such as a
new roof.  Im prove ments that have noth ing to do with your
busi ness - such as a pool or hir ing a gar dener are not de duct -
ible.  

Keep mort gage state ments and bills for prop erty tax, util i ties,
tele phone, re pairs, etc. to sub stan ti ate the de duc tion.  If you
meet with cli ents at your home of fice, keep a log show ing the
days they were pres ent.  Take pho tos of your work area.  
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OF FERS-IN-COMPROMISE

The Tax Rec on cil i a tion Act in creases the amounts that
must be paid by tax pay ers sub mit ting an
offer-in-compromise. Un der the new law, tax pay ers are
re quired to make par tial pay ments of their li a bil ity in
addition to any user fee now im posed by the IRS; how -
ever, the user fee will be ap plied to the out stand ing tax
liability. For a lump sum of fer, tax pay ers will pay 20
percent of the amount of fered. For an in stall ment pay ment 
of fer, tax pay ers will make their pro posed sched uled
payments while the IRS con sid ers the of fer. If the IRS
fails to pro cess the of fer within two years, the of fer will
be deemed to be ac cepted.

KID DIE TAX

The kid die tax rules re quire that a child’s un earned
income, such as div i dends and in ter est, be taxed at the
par ents’ tax rate, which is usu ally a higher rate. Un der
cur rent law, the kid die tax ap plies if the child is un der age 
14, the child has net un earned in come over $1,700, and
the par ent can claim the child as a de pend ent. The Tax
Rec on cil i a tion Act raises the age limit to un der 18.

Im pact. This pro vi sion is ef fec tive im me di ately, for the
en tire 2006 tax year. Par ents who had planned to sell a
child’s col lege stock port fo lio af ter age 13 and be fore
entering col lege have no op por tu nity now to ac cel er ate
that plan ning tech nique if the child is over 13. If the
family was plan ning to post pone a sale un til 2008, when
the top rate for cap i tal gains would be zero, that’s a loss
of 15 per cent age points on the tax oth er wise not due on
the sale of stock or other port fo lio as sets.

IRS Scru ti nizes Home Of fice



Da vid Backstrom, N.D. is the pres i dent of Noni Biotech,
LLC.  For over 15 years, Da vid has cre ated a com pany
that is help ing thou sands of peo ple ev ery day.  He and his 
wife, Ma rie, worked out of their home sell ing noni prod -
ucts on line un til Sep tem ber 22, 2006 when they opened
their doors with a Ha wai ian Blessing to their newly re -
mod eled of fice and laboratory.  Da vid made a very
touch ing speech dur ing the cer e mony.  He said, “This
was not a dream.  It was a vi sion.  A vi sion for many
years to help oth ers and open noni pro duc tion cen ters all
over the world.”

Noni or morinda citrifolia has been used for thou sands of 
years in the tra di tional heal ing prac tices of na tive Ha wai -
ians and other Asian cul tures.  It was used to treat ail -
ments rang ing from sore throat to tu ber cu lo sis.  Now it
used in main stream ho lis tic med i cine.  

Suc cess in busi ness, as de fined by many  en tre pre neurs,
means iden ti fy ing that unique op por tu nity or gap in the
mar ket and be ing bold enough to move quickly and fill it.

Da vid and his team of doc tors set out to re search the
prop er ties of noni that have so many health ben e fits.

Al though all has not al ways gone well, Da vid Backstrom
and his team have achieved im pres sive mile stones to
date:

• Zero tox ic ity re port

• EU ap proval for sale in Eu rope

• Pat ents to de velop new con cen trated prod ucts

• Pub lished med i cal study by Conrad Hornick MD on the 
angiogenic in hi bi tion by noni

• Can cer re search stud ies at the Uni ver sity of Ha waii

The Com pany’s noni cap sules are
used ex clu sively for the Uni ver sity of Ha waii’s on-going
can cer re search be cause Da vid Backstrom is in sis tent in
us ing only 100% Ha wai ian noni grown or gan i cally, har -
vested and pro cessed us ing Ha wai ian tra di tional meth -
ods.  This in sures “grade A” pu rity  and po tency.  No fill -
ers such as seeds, stems, leaves or bark are used thus the
prod uct has higher amounts of the ac tive com pounds re -
spon si ble for some of noni’s pro posed health ben e fits.

Al though the cost of Ha wai ian noni prod ucts may be
more than those sold by its com pet i tors, Da vid
Backstrom thinks it is worth it.  “We could make more
money  by di lut ing the prod ucts but then we would n’t
help peo ple.  You have to stick to your prin ci ples.  In teg -
rity is all you have at the end of the day.  It is im por tant
for your peo ple to see con sis tency and how you ap ply
your prin ci ples.”

The tes ti mo ni als are amaz ing and nu mer ous.  One on
their website states, “I am a 75 year old woman who has
smoked for 40 years.  I suf fer from heart dis ease, high
blood pres sure and had trou ble breath ing.  I have been on 
NoniMaui’s pro gram for a year and a half and my blood
pres sure has nor mal ized, I lost weight and can breath
with out dif fi culty.”

Noni Biotech’s man age ment team and in ves tors share
Da vid Backstrom’s vi sion.  If you would like to learn
more about their prod ucts and pos si ble in vest ment in the
com pany, con tact Da vid Backstrom at 808-575-9100 or
visit www.nonimaui.com.
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