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A Smart Start Toward a College Education

TA X

DRIVE
GREEN
and reap the tax rewards!
Up to a $7,500 Federal Tax Credit for

Electric Drive
Vehicles

Up to a $4,000 Federal Tax Credit for

Up to a $2,500 Federal Tax Credit for

Converting Vehicles
to Electric Drive

Low-Speed and 2- or 3-Wheeled

Electric Vehicles

Up to a $7,500 tax credit is available if you
purchase a new plug-in electric drive vehicle.
The credit will begin to phase out with
respect to a manufacturer's vehicles after
the manufacturer has sold 200,000 eligible
vehicles. None have so far.
The credit amount varies depending on the
vehicle's battery capacity. The following
vehicles qualify for a $7,500 credit as of May
2011.
2011 Chevrolet Volt (General Motors)
2011 Fortwo electric vehicle (Smart USA)
2011 Leaf (Nissan)
2011 LiFe (Wheego)
2011 Roadster (Tesla Motors)

You can claim a credit for purchasing a new:
• low-speed plug-in electric vehicle with
a battery capacity of 4 kilowatt hours or
more,
• or a 2- or 3-wheeled plug-in electric
vehicle with a battery capacity of 2.5
kilowatt hours.

If you convert a vehicle to a qualified plug-in
electric drive vehicle before the end of 2011,
you can claim a credit for part of the cost.

You may not claim this credit if the vehicle is
eligible for the plug-in electric drive vehicle
credit (described at left).

You may claim this credit even if you previously claimed a hybrid vehicle credit for the
same vehicle.

The credit is equal to 10% of the cost of
the conversion, up to a maximum credit of
$4,000 per vehicle.

The credit is equal to 10% of the cost of the
vehicle, up to a maximum credit of $2,500
per vehicle.
This credit can only be used for qualified
vehicles purchased before the end of 2011.

Your state may also offer incentives for choosing an energy-efficient vehicle.
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The Real Value of Tax-Exempt Income
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hen comparing the interest rates
paid by corporate bonds and
municipal bonds, one may wonder
why someone would invest in municipal bonds, which typically pay a lower
rate of interest. The answer lies in how the
interest income is taxed.
The interest income from corporate
bonds is subject to ordinary income taxes,
while the interest income from many municipal bonds is free from federal income
taxes and, if the bonds were issued in your
state, may be free from state and local
income taxes. So, a municipal bond with
a lower interest rate may provide more
income than a taxable bond once taxes are
figured in—particularly for individuals in
the top tax brackets.
To determine which type of bond offers
the greater after-tax income, you need to
compare apples to apples—or in this case,
you need to compare the tax-exempt yield
to its taxable equivalent.
Let's say you are in the 35% federal income tax bracket, and you are considering
a municipal bond yielding 4% that is exempt from federal income taxes. Using the
chart at right, you can see that for someone
in your tax bracket the taxable equivalent
yield is 6.15% for a 4% tax-exempt bond.
So, you would need a taxable bond yielding
more than 6.15% to beat the interest income
from the 4% tax-exempt bond. n
Your financial advisor can help you determine
whether tax-exempt municipal bonds may be a
good investment choice for you.
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The taxable equivalent yields are based on 2011 federal income tax
rates only. Bonds that are also exempt from state and local taxes
will have higher taxable equivalent yields than shown here.

PLEASE NOTE: Bonds are subject to interest rate risk. When interest rates rise, bond prices fall. Also, although the interest from tax-exempt municipal bonds is exempt
from federal income tax, gains on the sale of municipal bonds are taxable. The interest from some municipal bonds may be subject to the alternative minimum tax.
FR2011-0506-0653/E
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GIFT PLANNING

Private
Foundations
A grant-making
charitable strategy.

Who should consider it?
Individuals and families with, say, $1 million or more to donate to charity.

What is it?
A charitable trust or nonprofit corporation you set up for the purpose of
making grants.

What are the benefits?
Maximum control over grants and the foundation's assets.
IF YOU LIKE THE IDEA of donating now

and making grants later, consider setting
up a private foundation to carry out your
charitable vision. Once your foundation
is established, you can contribute cash,
securities, and other assets to it and receive
an immediate tax deduction for your contribution. You can then make grants to the
charities of your choice.
Sounds a bit like a donor-advised fund,
you say? There are strong similarities.
Both allow immediate tax deductions for
contributions and both enable you to make
grants. A private foundation, however, offers you greater control over how the assets
are invested and which organizations will
receive grants.
A private foundation also offers you the
opportunity to instill a tradition of giving
in your family that can last for generations.

Family members can be named to the foundation’s board of directors and participate
in making grants. They can also run the
day-to-day operations of the foundation.
Running a private foundation is more
complex than simply participating in a
donor-advised fund program. With a foundation, there are tax returns to file and IRS
rules to follow. As a result, many private
foundations hire staff or contract with companies that specialize in managing foundations to handle the day-to-day operations.
Due to the costs involved in setting up
and running a private foundation, this form
of charitable giving may not make sense
unless you have, say, $1 million or more to
contribute. But if you have the means and
want maximum control, a private foundation can help you achieve your charitable
goals for generations to come. n

Your financial advisor can help you choose the giving arrangement
that fits your charitable goals and financial objectives.
4
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E S TATE PL ANNING

Special Needs
Trust

A strategy for providing support
for a disabled person without
endangering their eligibility for
government benefits.

Who should consider it?
Families with a disabled family
member.

What is it?
A trust designed to provide
supplemental financial support
for a disabled person.

What is the benefit?
Enhances a disabled person's
quality of life without harming
their eligibility for government
benefits.

ARE YOU PLANNING to leave an inheritance
or make a financial gift to a disabled person
who depends on government benefits, such
as Medicaid and Supplemental Security
Income (SSI)? If so, be careful how you
do it. Leaving or giving assets directly to a
disabled individual may increase their resources to the point that they are no longer
eligible for government benefits.
There is a way around this predicament,
and that way is to make your bequest or gift
to a special needs trust set up for the benefit
of the disabled person.
The person who manages the trust (the
trustee) can use the money in the trust to
pay for supplemental items and services
for the disabled person, but generally
not for their basic support. Using money
from the trust for basic support (food and
shelter) duplicates what SSI payments are

intended for and will result in reduced SSI
payments.
The money in the trust can generally
safely be used for the disabled person's
vacations, entertainment, education,
telephone service, and computers—things
that may add considerably to their quality
of life.
An attorney with experience in special needs planning can help you set up a
special needs trust for your child. Once
the trust is set up, consider notifying other
family members and friends to direct their
gifts and bequests to the trust so that they
do not inadvertently harm your child’s
eligibility for government benefits.
With advanced planning, you can help
ensure your loved one's quality of life after
you are gone and preserve the benefits he or
she depends on. n

Please consult your financial and legal advisors about the best way
to help ensure the financial security of your family and other loved ones.
FR2011-0506-0653/E
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EDUC ATION

529 College Savings Plans:
A Smart Start Toward a College Education
Would writing a check for $35,000 every year for four years put a crimp in your cash flow? That’s about the price of tuition, fees, and
room and board at many four-year private colleges today. Future prices will likely be even higher. To help families save for rising college
costs, states offer 529 college savings plans with tax benefits designed to help maximize savings. Here’s an introduction to these popular
savings plans. Your financial advisor can provide the details, as well as determine whether a 529 plan is a smart savings vehicle for you.

What are 529 college savings plans?

529 college savings plans are state-sponsored plans with tax advantages that make
it easier to save for college. The plans are
named after Section 529 of the Internal
Revenue Code, the section of the code that
in 1996 gave permission to states to offer
savings plans exempt from federal taxation. It took a few years for the states to
create their plans, but today 49 states and
Washington, D.C. each offer at least one
529 college savings plan.
Tax advantages.

Tax breaks and the edge they offer families
saving for college are the main benefits of
using a 529 plan. Here’s the deal.
Investment earnings in a 529 plan grow
free from taxes while you save and can be
withdrawn free from federal taxes if used
for qualified higher education expenses.
Qualified expenses include college tuition,
fees, books, and, if enrolled at least halftime, generally room and board.
Because your investment earnings are
not taxed while you save, all of your earnings remain available to potentially gener6
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ate additional earnings. This may help your
529 plan savings grow faster than savings
that are taxed every year.
In addition to federal tax breaks, your
state may offer tax breaks, such as a tax
deduction or credit for money you contribute to a 529 plan and an exemption from
state income tax for qualified withdrawals.
In some states, though, you may need to
use your home state’s 529 plan to claim the
state tax breaks.
You can choose almost any state’s plan.
You can choose almost any state’s 529
plan—regardless of where you live, where
the beneficiary (the student) lives, or where
the beneficiary will eventually attend college—and still be eligible for the federal
tax benefits associated with 529 plans.
Only a few plans limit participation to state
residents.
The flexibility to choose nearly any state’s
529 plan enables you to choose the plan with
the features that best suit you. In addition
to reviewing plans from other states, it is a
good idea to review your state's plan, particularly if it offers residents special incentives,

such as tax deductions, matching grants, and
scholarships to state colleges.
Your financial advisor can help narrow
down your choices and identify the 529
plan with the features that best fit your
financial objectives.
Savings can be used nationwide—from
community colleges to Ivy League schools!

Regardless of which state’s 529 plan you
choose, the money in your account can be
used at any eligible educational institution
in the country. Eligible institutions include
all accredited public and private colleges,
universities, vocational schools, and other
postsecondary educational institutions in
the United States. They even include some
educational institutions in other countries
that participate in the U.S. Department of
Education’s student aid program.
Accounts can be opened by parents,
relatives, and friends.

Opening a 529 account is not limited to
just parents. Grandparents, relatives, and
friends are all welcome to open accounts,
provided they are age 18 or older and a U.S.

©iStockphoto.com/Catherine Yeulet

Why use a 529 college savings plan?
n
n
n
n
n
n
n
n
n

FR2011-0506-0653/E

Investment earnings grow tax-free.
Withdrawals for qualified education expenses are exempt from federal taxes.
Possible perks from your state for choosing its 529 plan.
Anyone can contribute—no income restrictions!
You maintain control of the account—not the student.

Federal tax breaks
may help your college
fund grow faster.

You can reclaim the funds in the account for yourself.
You can change the account's beneficiary.
Low impact on financial aid eligibility.
Assets are generally protected from creditors.

7
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citizen or resident with a Social Security
number or a taxpayer identification number.   
Adults can even open 529 accounts for
themselves if they are planning to attend
college.
Unlike some tax-favored accounts, there
are no income restrictions on who can open
a 529 account. Even high-income individuals, who stand to gain the most from federally tax-free investment earnings, can open
and contribute to 529 accounts.
You are welcome to open as many 529
accounts as you like. If you want to open
accounts for each of your five grandchildren, you go for it! More than one account
can be set up for the same beneficiary, so
no worries if someone else has already set
up accounts for your beneficiaries. You can
still open your own accounts in the 529
plan of your choice.
High maximum contribution limits.

Earnings in a 529 account are exempt
from federal taxes and may be exempt
from state taxes if used for:
n tuition and fees,
n books, supplies, and equipment,
n special needs services incurred by a special needs beneficiary
in connection with enrollment,

n or room and board if enrolled at least half-time,

at an eligible educational institution,
including a:
n
n
n
n

college,
university
vocational school,
or any other postsecondary educational institution eligible to
participate in the Department of Education's student aid program. This even includes some schools in other countries.

Each state sets its own limit on the maximum amount that can be contributed on
behalf of a beneficiary. Many states set
high limits of, say, $300,000 or more per
beneficiary. The limit applies to all of the
accounts held in that state’s 529 plan for
the beneficiary. Once the limit is reached,
no more contributions can be made to that
state’s plan for that beneficiary.
While you have the freedom to contribute large amounts, many 529 plans allow
you to contribute as little as $25 or $50 at
a time. Low minimum contribution limits
like these enable you to move toward your
savings goal by periodically investing
small amounts over time, perhaps through
a payroll deduction plan or an automatic
investment plan.
The person who opens the account,
controls the account.

Opening a 529 account yourself, rather
than simply contributing to an account
8
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someone else has opened for your beneficiary, offers you a few benefits.
The first benefit is control. The person
who opens a 529 account becomes the
account owner and maintains control of
the account. As account owner, you decide
how the funds in the account are invested.
And you, not the beneficiary, control the
timing and the amounts of the withdrawals, which helps ensure that the savings are
used for the purpose you intended: college!
You can even change the beneficiary on the
account—a helpful option if your beneficiary decides not to go to college.
Second, most 529 plans allow account
owners to withdraw money at any time and
for any purpose. This feature may come in
handy if you have a financial emergency or
if you simply change your mind about the
account and want to reclaim the money for
yourself. If a withdrawal is used for anything other than the beneficiary’s qualified
higher education expenses, you will have to
pay tax and a 10% federal tax penalty on the
earnings portion of the withdrawal. Plus, if
you received a tax deduction or credit from
your state, you may need to repay those.

equities, more bonds) as the beneficiary
gets closer to college age. Many families
appreciate the convenience that age-based
portfolios offer.
Static portfolios have asset allocations
that do not change over time. For example,
a static portfolio invested in 60% equities
and 40% bonds will remain fixed at that
60/40 allocation. Static portfolios offer you
the ability to choose the asset allocation
you prefer rather than relying on an agebased portfolio to make the decision for
you. You can generally change your investment choices once each calendar year, enabling you to switch to more conservative
portfolios as your beneficiary approaches
college age.
As with investing in general, there are no
guarantees with a 529 plan. Your returns
will depend on how your chosen investment portfolios perform. It is possible to
lose money investing, including the principal you invested.
Your options if the beneficiary
does not go to college.

You have a few options if the beneficiary

529 accounts
can be opened
by parents,
grandparents,
relatives, and
friends!

of your 529 account decides not to go to
college.
First, you can leave the money in the
plan in case the beneficiary decides to go to
college later. Funds can generally remain
invested in a 529 plan regardless of the
beneficiary’s age. In contrast, all funds in a
Coverdell education savings account generally must be withdrawn by the beneficiary’s
30th birthday.
Second, you can change the beneficiary to
an eligible member of the beneficiary’s family. This can include the beneficiary’s child
or descendent; brother, sister, stepbrother, or

Professionally managed investment
portfolios.

States typically hire investment management companies, such as mutual fund companies, to design the investments in their
529 plans and to provide account services
to the account owners.
When you open a 529 account, you will
typically have a choice of investment portfolios, similar to mutual funds. Depending
on the 529 plan you choose, your investment choices might include age-based
portfolios, static portfolios, and, perhaps,
an FDIC-insured banking option.
Age-based portfolios are linked to the
beneficiary’s age and automatically shift
to a more conservative allocation (fewer
FR2011-0506-0653/E
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stepsister; father or mother or ancestor of either; stepfather or stepmother; son or daughter of a brother or sister; brother or sister of a
father or mother; son-in-law, daughter-in-law,
father-in-law, mother-in-law, brother-in-law,
or sister-in-law; the spouse of any individual
listed earlier; or a first cousin.
Third, you can withdraw your savings
as a “non-qualified” distribution. You will
owe federal income tax, a 10% federal tax
penalty, and perhaps state and local income
taxes on the earnings portion (but not on
the contributions portion) of the withdrawal. Any state tax breaks you received may
need to be repaid.
Special gift tax advantage.

529 plans offer a special federal gift tax
advantage that no other savings plans offer.
Normally, you can give up to $13,000 each to
any number of people in a single year without
your gifts being taxable. With a 529 plan, you
can contribute five times that amount—up
to $65,000—per beneficiary in a single

year without your gifts being taxable. And
if you are married and file a joint tax return,
you and your spouse can jointly contribute up
to $130,000 per beneficiary in a single year
without your gifts being taxable.
Here’s how this works. If you contribute more than the $13,000 annual gift tax
exclusion to a 529 account in one year, you
can elect on your tax return to treat up to
$65,000 of your contribution as if it were
made equally over a five-year period. This
makes is possible for you to apply the annual
exclusion to a portion of your contribution
in each of the five years, effectively sheltering up to $65,000 from the federal gift tax.
If you do not outlive the five-year period, a
prorated portion of your contribution will be
added to your estate for estate tax purposes.
The ability to make a gift five times
larger than normal in a single year, without
your gift being subject to gift tax or eating
into the amount your estate can exempt
from estate taxes, makes 529 plans an effective estate planning tool.

Assets in a 529 account are protected
from creditors.

If you should ever file for bankruptcy,
federal law generally protects the assets
in your 529 account from creditors as long
as the assets were contributed at least two
years prior to the bankruptcy filing and
the account’s beneficiary is your child,
stepchild, grandchild, or stepgrandchild.
Contributions up to $5,850 made between
one and two years before the filing are also
generally protected. Your state may also
offer creditor protections.
Creditor protection for 529 accounts is
an important feature for everyone, but it is
especially important for professionals, such
as doctors and attorneys, who are vulnerable to lawsuits that may lead to bankruptcy.
The beneficiary can be any age.

You can open a 529 account for a beneficiary of any age—from newborn to teenager
to adult and all the ages in between!
Starting to save while a child is still

529 plans are a great estate planning tool.
n You can contribute up to $65,000 per beneficiary in a single year without your
gift being taxable—that's five times the normal annual gift tax exclusion!

n Married couples can contribute up to $130,000 per beneficiary in a single year.
n 529 plans are ideal for parents, grandparents, and friends who want to reduce
the size of their taxable estates today and help their loved ones attend college
in the future.
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College will be here before you know it—

Talk to your financial advisor today about creating
your personal college funding strategy.

young helps you make the most of the power of compound earnings. This means the
longer your contributions are invested, the
longer the earnings on those investments
have to potentially generate additional earnings. And the more earnings that are generated, the less you may need to contribute to
move toward your savings goal.
To illustrate the power of compound
earnings, let’s look at two hypothetical
families who began contributing to 529
college savings plans at different times.
Family A contributed $10,000 when their
daughter was born, and Family B contributed $10,000 when their son reached age 10.
If both accounts earned 6% each year, by
the time the children reached age 18, Family
A’s account will have grown to $29,000
and Family B’s account will have grown to
$16,000. Although both families invested
the same amount, Family A’s account
FR2011-0506-0653/E

earned an extra $13,000 because it had an
additional ten years to compound. (This is
a hypothetical example and does not represent the returns of a specific investment.)
That said, it is never too late to start saving for college. The key is to get started as
soon as you can.
Talk to your financial advisor.

Tax breaks. Control over the account. No
income restrictions. High contribution limits. It’s easy to understand why 529 college
savings plans are a smart start toward a
college education for so many families.
Talk to your financial advisor about
whether 529 plans are a smart start in
your circumstances. Your advisor can help
you determine the best way to help fund
a college education, as well as integrate
your college funding goal with your other
financial goals and objectives. n

ABOUT 529 COLLEGE SAVINGS PLANS:
For more complete information about a
529 college savings plan, including investment objectives, risks, fees, and expenses
associated with it, please carefully read the
issuer’s official statement before investing.
It can be obtained from your financial advisor. Any state-based benefit offered with
respect to a particular 529 college savings
plan should be one of many appropriately
weighted factors to be considered in making
an investment decision. You should consult
with your financial, tax, or other advisor to
learn more about how state-based benefits
(including any limitations) would apply to
your specific circumstances. You also may
wish to contact your home state or any other
529 college savings plan to learn more about
the features, benefits, and limitations of that
state’s 529 college savings plan.
11
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8 Potential Sources of Investment

INCOME
Living off the interest and dividends from their investments, without

touching the principal, is an attractive concept for many investors. Let's say,
for illustrative purposes only, that you need $100,000 a year in income and
have $2 million in investments. Those investments need to earn at least 5%
annually. Back in the days when interest rates were above 5%, certificates of
deposit (CDs) or Treasury securities alone could have met that income goal.
But with 5-year CDs and Treasury notes paying out around 2% annually1,
investors may want to look farther afield in their search for income. Eight
potential sources of investment income are introduced here. Of course, their
investment returns are not guaranteed, and all eight sources may not be
appropriate for you. If you are in search of investment income, please talk to
your financial advisor about an income strategy that suits your financial goals
and circumstances.

12
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bonds

Most bonds offer investors a steady income
stream, with interest paid at a fixed rate and
on a fixed schedule—typically every six
months—until the bonds mature, at which
time their face value is generally repaid to
investors. Steady income and repayment of
principal at maturity—it’s easy to see why
bonds are a popular source of investment
income, particularly for investors determined
to preserve the capital they have invested.
As with all investments, investing in
bonds involves risk. And, in general, the
lower the risk, the lower the returns. For example, U.S. Treasury securities—commonly
considered to be the safest securities due to
the backing of the U.S. government2—offer
some of the lowest returns. Other types of
bonds, such as corporate bonds, municipal
bonds, and mortgage- and asset-backed
securities, generally involve a greater degree
of risk and offer the potential for greater
returns. Your financial advisor can help you
determine which bonds are appropriate for
your financial objectives and risk tolerance.
Your tax bracket may even come into play in
choosing bonds. While the interest from most
bonds is taxed as ordinary income, the interest
from most municipal bonds is exempt from
federal taxes and may be exempt from state
and local taxes if the bonds were issued in your
state. The higher your tax bracket, the more
you stand to benefit from tax-exempt interest.
The interest from U.S. Treasury securities is
exempt from state and local taxes—a benefit
for residents of states with high income taxes.
Bond prices are sensitive to changes
in interest rates. When interest rates rise,
bond prices fall, and vice versa. The impact
on prices is more pronounced for longerterm bonds.
FR2011-0506-0653/E

2

dividend-paying
common stocks

Dividend-paying common stocks offer the
potential for income and long-term growth
of capital.
Companies that pay dividends—not all
do—tend to be mature companies that
believe that they can better reward and retain
shareholders by paying them a portion of the
company’s net earnings rather than reinvesting all of their earnings in growing the business. Companies that pay dividends include
established corporations, such as Exxon
Mobil, Coca-Cola, and Microsoft. (Having
paid dividends in the past is no guarantee that
a company will pay dividends in the future.)
Cash dividends are typically paid on a
quarterly basis, creating an income stream
for investors. The stream, though, is not
necessarily as steady as that paid by bonds
with their fixed interest rates. Dividends
can fluctuate and can even be suspended by
the company. The upside to a fluctuating
dividend is that it offers the potential for
rising dividends. A dividend that increases
over time can help an investor’s income
keep pace with inflation, something a fixed
interest payment from a bond cannot do.
Dividend-paying common stocks also
offer a greater potential for price appreciation than bonds.
Some dividends—those known as qualified dividends—receive more favorable tax
treatment than the interest from taxable
bonds. Qualified dividends are taxed at 15%
(0% for taxpayers in the lowest two tax brackets) through 2012, while the interest from
taxable bonds is taxed as ordinary income.
If you are looking for income and potential
growth, consider investing in the common
stock of dividend-paying companies, as well as
the mutual funds and ETFs that focus on them.

3

preferred stocks

On your quest for income, you may want to
consider preferred stocks—a type of stock
that generally offers higher yields than
common stock.
Like common stock, preferred stock
represents partial ownership in a company.
But while common stockholders have voting
rights, preferred stockholders generally do
not. However, preferred stocks have priority
over common stocks, but not bonds, when
it comes to dividends. A company must pay
dividends to preferred stockholders before it
pays dividends to common stockholders.
Preferred stocks pay dividends at a
specified rate, usually stated as a fixed percentage of the stock's par value (its initial
price). For example, a 6% preferred share
with a par value of $100 is expected to pay
dividends of $6 per share per year. Sounds
a bit like a bond, huh? Unlike bonds,
though, a company with financial problems
may suspend dividend payments to owners
of preferred stock. If you own “cumulative”
shares and the company later resumes paying dividends, you will receive any skipped
dividends. “Non-cumulative” shares will
not receive skipped dividends.
Many preferred stocks are callable,
meaning that the company has the option
to buy back or "call" shares on or after
a specified date. Companies tend to call
shares after interest rates have declined, so
that they can issue new shares at a lower
interest rate. If your shares are called, you
will be reinvesting in a lower-interest-rate
environment.
You can learn about a specific preferred
stock—such as whether it is cumulative or
non-cumulative, callable or non-callable—
in the stock's prospectus.
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4

certificates
of deposit

CDs offer interest income and a way to
preserve principal, provided they are held
to maturity. They can be purchased directly
from a bank or though a brokerage account.
When purchased directly from a bank,
CDs generally offer a fixed rate of interest
to be paid when the CD matures, which
might be anywhere from 3 months to 5
years out. There may be a penalty if cash is
withdrawn before the CD matures. For this
reason, investors often purchase an array of
CDs with staggered maturity dates, so that
they have frequent access to at least some
of their money without penalty.
Brokered CDs also usually pay a fixed
rate of interest. CDs with terms of one year
or less typically pay interest at maturity,
while CDs with longer terms usually make
interest payments on a semiannual basis;
helpful if you need a stream of income for
your current expenses.
If you need cash before your brokered CD
matures, you may be able to sell it in the
secondary market. Depending on market
conditions, the price you receive may be
higher or lower than your original purchase
price. Like bonds, CD prices move in the
opposite direction of interest rates. For
example, if interest rates have risen since
you purchased your brokered CD, the CD's
price must fall in order for it to be attractive to new investors.
Both types of CDs are FDIC-insured, up
to the limit allowed by law. The FDIC insurance, however, does not protect against
a market loss incurred by selling a brokered
CD before maturity.
14
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royalty trusts

Royalty trusts are an avenue to explore when
looking for income-paying investments.
Royalty trusts own royalty or net profits
interests in oil, gas, and other natural
resource properties and distribute nearly
all of their income to their investors. The
trusts themselves are not engaged in the
actual production of oil or gas. They simply
collect the royalty income from the producing properties and distribute the income to
the holders of trust units.
By paying out nearly all of their income to
investors, royalty trusts offer the potential for
above-average yields. The yields can change
quickly though. Because distributions from
a royalty trust are dependent on the prices
received from the sale of natural resources
—oil, gas, and the like—whose prices can
fluctuate widely, the distributions from a
royalty trust can also fluctuate widely.
Royalty trust unitholders also need to
consider that one day—and that day may not
arrive for decades or it may arrive in a just
a few years—the income payments will dry
up as the natural resources are depleted.
For this reason, investors in royalty trusts
are generally allowed to claim depletion
deductions to help recover their investment.
Income distributed by a royalty trust
avoids corporate income tax and is taxable
to the investors, who report a pro rata portion of the trust's income and expenses on
their tax returns. Investors may also have
to file tax returns in the state(s) where the
royalties were generated. Before you invest,
consider consulting your tax advisor about
the tax implications of a royalty trust.

6

master limited
partnerships

Master limited partnerships (MLPs) offer
investors potential income and the tax
benefits of a partnership.
MLPs are centered on the energy industry, but unlike royalty trusts whose income
payouts come from the production of oil, gas,
and other natural resources, MLPs typically
focus on transporting and storing those natural resources. For example, an MLP may own
and operate natural gas pipelines and storage
facilities for petroleum products and coal.
When you invest in an MLP, you receive
partnership “units” and are considered a
limited partner. While you do not have a say
in the running of the partnership, you are entitled to receive a portion of its available cash
flow each quarter. The actual running of the
partnership is handled by the general partner.
Income distributed by MLPs avoids
corporate income tax and is taxable to the
partners, who report a pro rata portion of the
partnership's income and expenses on their
tax returns. Partners may also have to file tax
returns in the state(s) where the MLP operates.
Before you invest, consider consulting your tax
advisor about the tax implications of an MLP.
MLP distributions, which generally rely on
fee income, tend to be more stable than royalty
trust distributions, which typically fluctuate
with the price of oil, gas, and other natural
resources. MLP distributions are not without
risk though. For example, changes in regulations regarding pipelines and storage facilities
may adversely affect an MLP’s profitability.
Also, the business of transporting and storing
natural resources is inherently hazardous; an
accident could result in financial losses.

©iStockphoto.com/p14 Paul Fleet, p15 Tuen van der Dries, Alex Potemkin
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real estate
investment trusts

The potential for investment income and
portfolio diversification attracts investors
to real estate investment trusts (REITs).
REITs generally own and manage income-producing real estate, such as office
buildings, shopping centers, and apartment
buildings. Some REITs, known as mortgage REITs, focus on financing real estate.
REITs have the potential to offer a high
level of income due in part to the fact that
they must distribute 90% of their taxable
income to their shareholders each year.
Plus, REITs generally do not pay corporate taxes on the portion of their taxable
income that is distributed to shareholders,
which leaves more funds available for the
payment of dividends. As a result, REITs
have the potential to pay larger dividends
than corporations that must pay taxes on
their taxable income and that have the
freedom to plow their income back into
their businesses. Keep in mind, though, the
dividends from REITs will fluctuate and
are not guaranteed.
You can invest in REITs by purchasing
shares of publicly traded REITs just as you
would any stock, or you can buy shares of
mutual funds or exchange-traded funds
that focus on REITs. Non-publicly traded
R EITs may be an option, but involve special risks, such as a lack of liquidity.
REIT dividends are not "qualified" so
you will pay ordinary income taxes on most
REIT distributions. Holding REITs in a taxdeferred account, such as an IRA or a 401(k)
plan, allows the tax to be deferred until the
money is withdrawn from the account.
FR2011-0506-0653/E
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immediate
annuities

Investors looking for an income stream
guaranteed to last a lifetime will need to
look beyond stocks and bonds, partnerships
and trusts, to immediate annuities.
An immediate annuity is a contract between you and an insurance company that
guarantees you an income for life or for a
specified number of years in return for your
lump-sum premium payment. The guarantee is subject to the claims-paying ability of
the issuing insurance company.
Depending on the type of annuity you
choose, your income payments may be
fixed, inflation-adjusted, or linked to the
performance of investments you choose.
Fixed annuities pay a fixed amount each
period, regardless of how the markets perform. The upside of a fixed annuity is that
you know right from the start how much to
expect each period. The downside is that
fixed payments are vulnerable to inflation,
meaning that they will lose purchasing
power over time. To help protect a fixed
annuity from inflation, consider adding an
inflation-adjustment option that increases
the annuity payments by a specified percentage each year.
Variable annuities offer you the potential
for higher long-term returns in exchange
for you assuming a degree of market risk.
With a variable annuity, you choose how
your premium is invested. Your income
payments will fluctuate based on how your
investments perform.
Immediate annuities are generally purchased at or after retirement using part of
the savings from a retirement account. n

For more information on
income-paying investments,
please consult your financial
advisor today. Your advisor can
help you determine which types
of investments may best suit
your investment needs.
PLEASE NOTE
1 In March 2011, the interest rate on a 5-year U.S.
Treasury note was 2.25%. The average APY on a
5-year certificate of deposit was 1.71%.
(APY source: bankrate.com)

2 The government backing of U.S. Treasury securities pertains to the timely payment of interest
and principal and does not eliminate market risk.

• Before investing in mutual funds or ETFs, investors

should consider a fund's investment objectives,
risks, charges, and expenses. Contact your financial advisor for a prospectus containing this information. Please read it carefully before investing.

• Before purchasing a variable annuity, please

obtain a prospectus from your financial advisor
and read it carefully. The prospectus contains
important information about the annuity and
its investment portfolios, including investment
objectives, risks, charges, and expenses. Variable
annuities are long-term investments and are
subject to market risk, including the possible
loss of principal.

• Asset allocation and diversification do not ensure a
profit or protect against loss in declining markets.

• There are special risks of investing in Limited

Partnerships and REITS, such as lack of liquidity and potential adverse economics and
regulatory changes. For this reason, there are
minimum suitability standards that must be
met. Please ensure you read the prospectus
carefully before investing. In addition, an investment in real estate will fluctuate with the value
of the underlying properties, and that the price
at redemption may be more or less than the
original price paid.
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Vienna: A Few of My Favorite Things

O

f all the things there are to see in
Vienna, it’s the statues that are my
favorite. Near the Hofburg Palace,
from which she once ruled a vast
empire, Maria Teresa squats on a pedestal,
scowling and double-chinned. In a park, the
German poet Schiller looks poetic. Brahms
slumps on a stone chair, his bushy beard
sunk onto his chest, as if he’s just dozed off
in spite of the traffic that drones around
him. Not far away, Beethoven poses wildhaired and flamboyant. And in the Stadtpark,
the famous gilded statue of Johann Strauss
plays a golden violin and looks as if he’s
about to pirouette off across the flowerbeds.
These statues are my favorite things
because they seem to encapsulate the spirit
of Vienna, at once serious and frivolous,
artistic and slightly cynical. They’re
reminders of the city’s glorious past and
illustrious inhabitants. Full of imperial
glamour, baroque glory, parks and pastries,
16

music and statues, Vienna is still one of the
world’s most enchanting cities.
There are more entertaining statues in the
Cathedral of St Stephen. Ugly faces leer from
the carved stone pulpit, and on the fanciful
tomb of Frederick III a group of incongruous
hobgoblins seem determined to wake the emperor from his eternal rest. The cathedral is a
fine place to kick off a Viennese whirl, since
it lies right at the heart of the old town. The
exterior is cluttered with grim Gothic turrets
and saints, while the interior, remodeled in
the baroque era, spouts elaborate columns,
ornate altars, and swooning cherubs.
Back outside, the facade’s innumerable gargoyles seem to goggle down at the
buskers who crowd the cathedral doors.
The street entertainment of the old town
has to be another favorite thing; you can
move from a trio playing Strauss polkas
to a human statue or a tap-dancing dog as
you explore the confusion of the medieval

BY BRIAN JOHNSTON

streets. This is a fascinating corner of preimperial Vienna, full of abbeys and gabled
townhouses and even an ancient Jewish
ghetto. Some parts of the old town, winding
down towards the Danube River, have an
almost rustic quality: little village corners
lost in what is now a large city.
While medieval Vienna may be interesting, it is of course imperial history that
most people associate with the Austrian
capital. The grandeur and gaiety of the
Austro-Hungarian Empire are preserved in
the frills and flounces of the city’s distinctive baroque architecture. The Hofburg
Palace, seat of imperial power, is a repository of baroque excess, from the glittering
jewels of the treasury to the ornate clavichords and silverware of the museums.
To appreciate the energy of baroque, it’s
better to take in some of its living remnants.
The palace features the white horses of the
Spanish Riding School waltzing under a

The Kunsthistorisches Museum, left, in Vienna
houses many of the artistic treasures assembled
by the Hapsburgs. A fountain in the garden,
below, at the Schönbrunn Palace.

one of a vast array of temptations on offer
in Vienna’s coffeehouses. With over twenty
varieties of coffee and a bewildering range
of cakes and desserts (from apple strudel
and sugared pancakes to Sachertorte with
whipped cream) there’s enough music
for your mouth to while away an entire
afternoon. Even if you’re avoiding the
calories, the city’s coffeehouses are worth
visiting for their own sake, complete with
marble-topped tables, brass fittings, and
chandeliers.
In true Viennese style, you’ll be reminded that all this froth and frivolity hides a
Germanic heart. The patrons in these cafés
aren’t flicking through gossipy magazines
but reading serious-looking tomes on
philosophy and linguistics, or playing chess
with slow concentration as they sip their
cappuccinos. This is one of my favorite
things about Vienna: the way imperial
grandeur, Germanic decorum, and the most
extraordinary kitsch exist side by side. In
the shops, you can buy porcelain figures of
Julie Andrews about to burst into song, but
also postcards of the somber and intellectual Empress Elizabeth (Sissi), who ended
up assassinated by an anarchist.
In the tourist restaurants there are a
suspicious number of waiters wearing
Lederhosen or Mozart wigs, but outside in
the pocketsize parks old ladies are tucked
up in sensible furs and
workaday shoes. Vienna
has moved from being a
once-grand imperial city
to the capital of a small,
quiet country. The Viennese knock around in their
vast buildings like old
people lost in a rambling
family mansion, serious
and melancholy but still
determined to enjoy the
good life while it lasts.
The past is always with
you in Vienna. Climb
on board a rattling tram

through the suburbs and you might feel
you’re back in the fin de siècle bourgeois
landscape of Sigmund Freud; hop off at
Schönbrunn and suddenly it’s the aristocratic baroque era that takes over once more.
Now surrounded by Viennese suburbia,
Schönbrunn Palace was formerly the summer residence of the Hapsburgs and was
laid out in 1696 by Von Erlach, the greatest
baroque architect of his era. This is no country cottage, but a vast edifice of hundreds of
rooms. The endless gold and rococo decor of
the interior will hardly be a modern visitor’s
favorite thing. Still, you can pass a couple of
hours touring the rooms at your own pace
while listening to a recorded commentary
that entertains you with anecdotes from the
life of the imperial family.
Undoubtedly more rewarding are the
glorious gardens that surround Schönbrunn.
Formally laid-out promenades radiate
from the palace, flanked by flowerbeds and
sculpted fountains that gradually dissolve
into more informal stands of trees and parkland. Wander up the hill to the Gloriette, a
brilliant little folly offering sweeping views
back across Vienna and the magnificent
swathe of the baroque gardens. Once more
statues accompany you everywhere. Sit and
sip a coffee, while stone nymphs and royal
ancestors keep you company: Vienna to
perfection. n
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baroque ceiling fit for a church, while the
Hofburg Chapel offers the Mozart music
that seems to embody the zest and wit of the
era. But this baroque extravagance is by no
means confined to palaces; wander around
town and you’ll find cherubs and curlicues
oozing from every portico and cornice.
In true Viennese style, even the serious
Ministry of Finance occupies a building of
superb baroque decoration, covered in carvings that make it resemble some dreamy,
creamy confection from a local bakery.
The light-heartedness of baroque
conceals the careful formality and planning of the style. So too with the waltz, a
skillfully choreographed dance that was
shocking in its day for its merry decadence.
The combination of Germanic rigidity and
abandonment make the waltz the signature tune of Vienna, and you can visit the
house of Johann Strauss the Young at 54
Praterstrasse, where the composer lived
and wrote the most famous waltz of all, The
Beautiful Blue Danube.
Obsessive music lovers can also visit the
houses of Beethoven, Schubert, and Haydn,
or make a pilgrimage around Mozart’s eleven residences and even stay at the pension
where he wrote Abduction from the Seraglio. Stroll past the State Opera and you’re
likely to be accosted by young men in
eighteenth-century costume selling tickets
for Mozart and Strauss medleys. Unashamedly touristy though these concerts are, an
evening of music in Vienna will certainly
be remembered as a favorite thing.
These days, Mozart seems to be edging
out Strauss as the composer of the moment,
even though the Viennese didn’t care much
for Mozart in his day, abandoning him to
a pauper’s grave. Nowadays, Mozart has
become the poster-boy for Vienna and
especially for its celebrated coffeehouses.
Cardboard cutouts of the composer beckon
from café doors and promote a marvelous confection made from bittersweet
chocolate, marzipan, and hazelnut nougat
known as a Mozart-Kugeln. This is only
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Apple Valley, MN
Minnesota Zoo:  Penguins of the African Coast
Grand opening July 2011
Visitors to the Minnesota Zoo can experience penguins eye-to-eye, above and below water,
at the brand-new Penguins of the African Coast habitat. Two dozen or so "jackass" penguins
will make their home in this exhibit that replicates their natural habitat on South Africa's
famed Boulder's Beach.
Los Angeles, CA
Natural History Museum of Los Angeles County:  Dinosaur Hall
Grand opening July 2011
Twice the size of the Museum's former dinosaur galleries, the new Dinosaur Hall features
over 300 fossils and 20 fully articulated skeletons, many of which have never been displayed
before. The centerpiece of the new exhibit is a Tyrannosaurus rex growth series with the
skeletons of a 30-foot-long young adult, a 20-foot-long juvenile, and an 11-foot-long baby.
Philadelphia, PA
The Franklin Institute:  Mummies of the World Exhibition
Through October 23, 2011
Mummies of the World is the largest exhibition of real mummies and related artifacts ever assembled, featuring a collection of 150 artifacts and real human and animal specimens from
South America, Europe, Asia, Oceania, and Egypt. The exhibition reveals how the study of
mummies provides a window into the lives of ancient people from every region of the world.

Discover Texas' rich history at this special exhibition marking the 175th anniversary of Texas
Independence. Artifacts from across the state tell the story of legendary Texas icons, such as
Davy Crockett and Sam Houston, and historic events, such as the Spanish exploration of the
Gulf Coast and the Battle of the Alamo.
New York City, NY
Discovery Times Square:  Harry Potter, The Exhibition
Through September 5, 2011
At its final North American stop, Harry PotterTM: The Exhibition offers
fans a look inside the famous wizard's magical world. Visitors will
encounter iconic props and costumes, including Harry's original
wand and glasses, as well as visit immersive settings inspired by
the film sets, such as the Great Hall and Hagrid's hut. n
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Houston, TX
Houston Museum of Natural Science:  Texas! The Exhibition
Through September 5, 2011

1.

If you are overlooking the falls of the
Zambezi River (above), you are at:

6.

A. Victoria Falls
B. Igauzu Falls
QUIZ

2.

Where in the world
are you?

If you are exploring a temple complex (below) built in the early 12th century for King
Suryavarman II, you are at:

A. Atlanta
B. Philadelphia
7.

A. Taj Mahal
B. Angkor Wat
3.

If you are sailing between St. John and
St. Thomas, you are on the:

If you are strolling through the Hall of
Mirrors in Louis' former home, you are
in the Palace of:
A. Versailles
B. Whitehall

5.

If you tracking the "big five" in Serengeti
National Park, you are in:

ANSWERS: 1–A, 2–B, 3–A, 4–A,
5–B, 6–B, 7–A, 8–A, 9–A, 10–A

©iStockphoto.com/Waferfall: Fabio Cardano, Leopard: Eric Isselée. Angkor Wat: Luciano Mortula

A. Indonesia
B. Tanzania

If you have climbed to the highest point in
Africa, you are on:
A. Mount Kilimanjaro
B. Mount Etna

8.

A. Caribbean Sea
B. Mediterranean Sea
4.

If you are standing on Chestnut Street in the
shade of a colonial clock tower and within a
stones' throw of a cracked bell, you are in:

If you are atop the Pyramid of the Sun gazing at the Pyramid of the Moon, you are in:
A. Teotihuacan, Mexico
B. Cairo, Egypt

9.

If you are window shopping on Oxford
Street, you are in:
A. London
B. New York City

10. If you are sloshing through St. Mark's Square
toward the Doge's Palace, you are in:
A. Venice
B. Amsterdam
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