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CONSUMER

ONLINE SHOPPING TIPS

Know who
you are
dealing with.

Know what
you are
buying.

Should you
buy on public
WiFi?

Pay by credit
or charge
card.

Monitor your
financial
accounts.

Confirm the online
seller's physical
address and phone
number before you
buy. It comes in handy
if you have questions
or problems later.
Buy gift cards from
sources you know and
trust. Avoid buying
cards from any online
auction sites because
the cards could be
fakes.

Read the seller's description of the product and even though it
can be painful, the fine
print.
Check out the terms
and conditions. Can
you return the item for
a refund if you're not
satisfied? Who pays
the shipping costs?
Is there a restocking
fee? Print and save
records of your online
transactions, including
all emails to and from
the seller.

Don't assume that
public "hot spots" are
secure. Unless you can
verify that a hot spot
has effective security
measures in place, you
may not want to send
sensitive information
like your credit card
number over that
network.

They offer the best
consumer protections.
Under federal law,
you have the right to
dispute charges under
certain circumstances.
And if your card is used
without your authorization, your liability
generally ends at the
first $50.
Using cash equivalents—debit card,
personal check, cashier's check, or money
order—can be risky.
Use them only if you
know the party you're
doing business with.

Read your statements
regularly, making sure
they reflect the charges you authorized.
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Rebalance
Your Portfolio
AFTER MONTHS OF MARKET UPS AND DOWNS, it is easy for your

mix of stocks, bonds, and other types of investments to stray from
your target allocation. When your portfolio strays too far, returning it to your target allocation—a process known as rebalancing—
can help control risk and keep your investment plan on track.
For example, say your target allocation is 60% stocks, 35%
bonds, and 5% cash. If stocks have recently outperformed bonds,
your actual stock allocation may be closer to 70%. A greater percentage of stocks means that your portfolio is now more volatile—
prone to wider swings in value—and has a higher level of risk than
you originally intended. Conversely, if bonds have outperformed
stocks, your portfolio may now be too conservatively invested to
FX2011-0928-0148/E

potentially reach your financial goals.
There are two main ways to rebalance. You can sell some shares
in the overweighted asset class and invest the proceeds in the
underweighted asset class. Or you can invest new money, either in
a lump sum or over time, in the underweighted asset class.
If you decide to sell shares, please remember that while you
can sell shares without tax repercussions in a tax-favored account,
such as a 401(k) or an IRA, selling shares in a taxable account will
generate either taxable gains or losses.
Talk to your financial advisor about when and how to rebalance. n
PLEASE NOTE: Asset allocation does not ensure a profit or protect against
loss in declining markets.
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How to Simplify Your Finances
Is managing your finances
taking too much of your
time? Here are a few ideas
that may help simplify your
finances so that you have
more time to enjoy life.

Investing

Banking

Hire a financial advisor. Bringing in a pro to
assist with your investments may help free
up your time and remove some stress from
your life. A financial advisor can help you
develop a personalized investment plan
based on your financial situation and objectives. Plus, an advisor can help implement
the plan, by monitoring and managing your
portfolio according to your guidelines.

Use direct deposit for all your income.

Consolidate your old retirement accounts.

If you have retirement accounts with
former employers, consider consolidating
them in one or two IRAs. Fewer accounts
mean fewer statements to review, which
saves you time. Plus, with fewer accounts,
you may find it easier to evaluate your
overall investment picture and make adjustments to it. If you are already retired, you
may appreciate the convenience of taking
distributions from fewer accounts. Please
check with your financial advisor before
consolidating your accounts.
Automate how you invest new money.

INVESTING
BANKING
SPENDING
TAXES
©iStockphoto.com/Gabor Izso
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Scheduling automatic cash transfers from
your bank accounts to your investment accounts can help keep your investment plan
on track even when you are too busy to
make the transfers yourself.

Short on time? Snow covering the roads?
No worries! With direct deposit, your income (salary, pension, Social Security benefit payments, etc.) automatically arrives
in your savings, checking, or investment
account without you having to lift a finger.
Recipients of federal benefits, such as
Social Security, also have the option to
receive their monthly benefit payments on a
prepaid debit card. If you currently receive
a paper check for your federal benefits, you
can switch to direct deposit or the debit
card on the website www.godirect.gov.
Deposit checks with your smartphone. An

increasing number of financial institutions
offer mobile phone apps that enable you to
deposit checks using your smartphone. Just
snap a picture of both sides of an endorsed
check with your smartphone and send it to
your financial institution using the app.
Transfer money electronically. There is no
need these days to run to the bank just to
transfer money between accounts. Using
your phone, computer, or mobile device,
you can quickly provide directions for
transferring money.
Go paperless with online statements. You

can reduce the amount of paper cluttering your home by signing up for paperless
statements that can be reviewed online and
downloaded to your computer.
Sign up for email alerts. With email alerts,
your bank will notify you when your account balance drops below a certain amount.

Spending

Taxes

Pay your bills online. If paying bills by
check is a hassle, consider paying your bills
online. Many financial institutions offer
online bill-paying services. In general, you
simply enter who to pay, the amount, and
the date you want the bill paid. The financial institution takes it from there, either
sending an electronic payment or a paper
check to the biller. Many billers also offer
an online bill-pay option on their websites
where you can review your bill and authorize an electronic payment from your bank
account or credit card.

Keep your records organized. While there is

Use auto pay. Many businesses, such as

phone companies, offer to automatically
debit your monthly payment amount from
your bank account or charge it to your
credit card. Of course, you will still need to
review your bills and bank statements for
accuracy.

nothing simple about the federal tax code,
keeping your records organized throughout
the year can help simplify the preparation
of your tax returns. Staying organized can
be as low-tech as placing receipts and other
documents that support your deductions
and income into an accordian file as they
are received. Or staying organized may be
as high-tech as using personal finance software to track your expenses and income.
If you use software that allows you to flag
deductible expenses, you can simply print
out a report at tax time that includes your
income and deductible expenses for the
year.
Direct deposit your refund. You will receive
your tax refund faster and avoid a trip to
the bank if you provide directions on your
tax return for your refund to be directly
deposited into your bank account.

stack of credit card statements arriving
every month, it is easy to overlook paying
one or two of them on time, which can rack
up late fees and interest, and negatively
affect your credit score. Make it easier on
yourself and your wallet and use only one
or two credit cards.
Track your spending. Knowing where your
money goes can help you identify areas
where you can rein in spending. Consider
using personal finance software or applications, such as Quicken, Mint, or Pageonce,
to automatically track your bank and credit
card transactions so you can see where and
how much you are spending.
FX2011-0928-0148/E

Hire a tax specialist. Unless you thrive in
the minutia of the tax code or have a super
simple tax return, hire a tax specialist, such
as a CPA or an enrolled agent, to prepare
your tax returns. You will still need to
invest some time providing the information
that will be used to prepare your returns,
but the tax specialist can handle selecting,
completing, and filing the proper forms
for you. Plus, with a tax specialist in your
corner, you have access to year-round tax
planning advice that may help reduce your
taxes and help you avoid costly tax mistakes and penalties. n
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Use only one or two credit cards. With a
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2011 Year-End

Tax Planning
End-of-year moves that may reduce your 2011 taxes.

2011 AND 2012 MAY BE your last chance to
take advantage of the low federal tax rates
and other tax breaks from the Bush era.
Late last year, Congress extended the tax
rates and several of the tax breaks through
2012. They also made favorable changes
to the federal gift, estate, and generationskipping transfer taxes for 2011 and 2012.
As this publication goes into production,
it is unclear where the tax code will stand
after 2012. The Budget Control Act that
raised the debt limit this past summer also
established a bipartisan committee to write
deficit-reduction legislation. The committee may propose significant tax reform as
a way to reduce the deficit. Congress must
vote on the committee’s proposed legislation by December 23, 2011 to avoid triggering the spending cuts outlined in the Act.
Higher-income individuals are already
scheduled for two tax increases in 2013
when a new 3.8% Medicare tax aimed at
investment income and an additional 0.9%
Medicare tax on wages and self-employment income above a certain limit kick in.
Plus, nearly all workers will experience a
tax increase even sooner—on January 1,
2012—unless Congress extends the current two-percentage-point reduction in the
Social Security tax rate beyond 2011.
For now though, the federal tax rates are
relatively low and generous tax deductions
and credits are available for eligible taxpayers. To help you make the most of the
current tax environment, several tax-minimization strategies are touched on here.
Of course, the strategies are not appropri6
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ate for everyone so please contact your
tax and investment advisors for advice on
your specific situation. Your opportunity to
potentially reduce your 2011 taxes ends for
the most part on December 31, 2011, so you
will need to act soon.

Time your income and deductions.
The low federal income tax rates of the past few
years and the temporary repeal of the overall
limitation on itemized deductions have been
extended through 2012.
Shift income into the more advantageous
year. Even though federal income tax

rates are expected to remain the same for
2011 and 2012, you may still benefit from
deferring or accelerating ordinary income
between this year and next year.
In general, it is better to defer income
whenever possible because it postpones
when the taxman gets paid. But before
deferring income that is subject to Social
Security tax into 2012, keep in mind that
the current 2-percentage-point reduction in
the Social Security tax rate is set to expire
at the end of 2011 unless Congress extends
it. You could end up paying more tax
overall if you defer income that is subject
to Social Security tax into 2012.
If you expect to be in a higher tax
bracket next year, consider accelerating
income into this year so that it is taxed at
a lower rate. Even though you will pay tax
earlier than necessary, you may pay less tax
over the two-year period as a whole.

Types of income that lend themselves to
being timed include:
• Self-employment income
• Real estate sales
• Other property sales
• Retirement plan withdrawals
Shifting income between years may
also help you qualify for deductions and
credits—such as those for higher education
expenses—that have income limits.
Shift deductions into the more advantageous year. If you itemize your deductions,

keep in mind that you can generally only
deduct expenses that you paid during the
year. So by timing when you pay deductible expenses, you can control when they
can be deducted.
In general, it is a good idea to accelerate
deductions into this year so that this year's
taxes are reduced.
However, if you expect to be in a higher
tax bracket next year, you may be better off
deferring deductions into next year when
they will be worth more. For example, if
you are in the 28% tax bracket now and expect to be in the 33% tax bracket next year,
a $10,000 deduction would reduce your federal income taxes by $2,800 this year or by
$3,300 next year. ($10,000 x 28% or 33%)
Types of deductible expenses that lend
themselves to being timed include:
• Mortgage interest
• State and local income taxes
• Real estate taxes
• Charitable donations
• Medical expenses

© iStockphoto.com/Mecaleha

2011 Federal Taxes

Unmarried
Taxable Income

Married Filing
Jointly or
Surviving Spouse
Taxable Income

Married Filing
Separately
Taxable Income

Head of Household
Taxable Income

10%

Not over $8,500

Not over $17,000

Up to $8,500

Not over $12,150

15%

$8,501-34,500

$17,001-$69,000

$8,501-$34,500

$12,151-$46,250

25%

$34,501-$83,600

$69,001-$139,350

$34,501-$69,675

$46,251-$119,400

28%

$83,601-$174,400

$139,351-$212,300

$69,676-$106,150

$119,401-$193,350

33%

$174,401-$379,150

$212,301-$379,150

$106,151-$189,575

$193,351-$379,150

35%

Over $379,150

Over $379,150

Over $189,575

Over $379,150

Tax Rate
on
Ordinary
Income

Filing Status

Standard
Deduction

Married filing jointly or
surviving spouse

$11,600

Head of household

$8,500

Unmarried or married
filing separately

$5,800

The standard deductions for individuals age 65 or
older and/or blind are higher than shown here.

Tax Rate on
Long-Term
Capital Gains
and
Qualified
Dividends
0%
for taxpayers
in the 10% and
15% income tax
brackets
15%
for all other
taxpayers

How ordinary income is generally taxed.
Find the marginal income tax rate for your filing status and taxable income in
the chart above. For example, if you are unmarried and your taxable income
(that's your income minus your deductions, exemptions, and adjustments) is
$100,000, then your 2011 marginal tax rate is 28%. Your marginal tax rate is the
rate you will pay on your next dollar of income. It is not, however, the rate you
will pay on all of your ordinary income. The parts of your income that fall in the
lower tax brackets are taxed at the rates for those brackets. So for example,
the first $8,500 of an unmarried person's taxable income is taxed at 10%, the
part between $8,501 and $34,500 is taxed at 15%, and so on. Although most
taxpayers use the rates above to calculate their income tax, individuals who
are subject to the alternative minimum tax (AMT) must use the rates on page 8.

How long-term capital gains and qualified dividends are taxed.
Individuals in the bottom two income tax brackets pay 0%, while everyone
else pays 15%, on gains (profits) from the sale of stocks, bonds, and other securities they have held for more than a year or on qualified dividends from stocks
they have held for the required holding period. (Applies only to investments
held in taxable accounts.)

FX2011-0928-0148/E
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Bunch deductions to surpass the standard
deduction. Most taxpayers can either take

the standard deduction or itemize their
deductions. Generally, you should use the
approach that results in the larger deduction—and the lower tax! If the total of
your deductible expenses for the year is
just shy of the standard deduction for your
filing status (see page 7), consider paying
some deductible 2012 expenses in 2011 so
that your itemized deductions exceed the
standard deduction. This will allow you to
deduct an amount greater than the standard
deduction in at least one of the two years.
Bunch deductions to surpass AGI floors.

If you decide to itemize deductions, keep
in mind that two deductions only allow

you to deduct the expenses you pay that
exceed an AGI floor. For example, you may
deduct only the amount by which your total
medical and dental expenses exceed 7.5%
of your adjusted gross income (AGI). So, if
your 2011 medical and dental expenses are
just shy of the 7.5% floor, consider accelerating some of your 2012 expenses into 2011
so that you can claim the deduction. This
might be accomplished by buying prescription drugs and prescription eyeglasses in
December rather than January.
With the deduction for miscellaneous expenses (unreimbursed employee expenses,
tax preparation fees, and certain investment expenses), you may deduct only the
amount by which your total miscellaneous
expenses exceed 2% of your AGI.
Shifting income and deductions between years
can have unintended consequences, such as
increasing income to the point that you are no
longer eligible to claim certain deductions and
credits. Please check with your tax advisor first.

Will you be taxed using the regular
income tax system or the AMT?
Congress has patched the alternative minimum
tax (AMT) for 2011 by increasing the AMT exemption amounts and by allowing taxpayers to use

2011 AMT Rates and Exemptions

Unmarried
Taxable Income for
AMT Purposes

Married Filing
Jointly or  
Surviving Spouse
Taxable Income for
AMT Purposes

Married Filing
Separately
Taxable Income for
AMT Purposes

26%

$0-$175,000

$0-$175,000

$0-$87,500

28%

Over $175,000

Over $175,000

Over $87,500

Exemption

$48,450

$74,450

$37,225

Phase out

$112,500–$306,300

$150,000–$447,800

$75,000–$223,900

Alternative
Minimum
Tax Rate
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their nonrefundable personal credits to offset
their AMT liability. Although the patch will keep
the AMT at bay for millions of Americans, many
middle-income and high-income taxpayers will
still get snagged by it this year. If you are one of
them, keep in mind that proper tax planning
before the end of the year may reduce the AMT's
impact or eliminate it altogether.
Calculate your taxes both ways. The AMT

is a separate way of figuring income taxes
that eliminates many of the deductions,
credits, and other "tax preferences" that are
used when figuring taxes the regular way.
The AMT was originally designed to prevent a handful of wealthy individuals from
claiming so many tax preferences that they
ended up paying little or no income tax.
Today, however, the AMT's reach extends
to many middle-income taxpayers, particularly those with substantial tax preferences
that are not allowed by the AMT. Common
AMT triggers include:
• Paying high state income tax, local
income tax, and real estate tax
• Realizing a large amount of capital gains
• Claiming a large number of exemptions
• Exercising incentive stock options without selling the stock in the same year
• Using the proceeds from a mortgage or
a home equity line of credit for purposes other than buying, building, or
improving your home
To determine if you will be subject to the
AMT, your tax is calculated first using the
regular income tax method and then using
the AMT method. You pay the higher of the
two tax amounts.
If it appears that you will be subject to
the AMT, deferring deductions that are not
allowed by the AMT into a non-AMT year
and accelerating income into an AMT year
may help. Please consult your tax advisor
for advice about your specific situation.
Please note that some of the strategies discussed in
this article are not appropriate for use with the AMT.
FX2011-0928-0148/E

Be smart about education expenses.
The tuition and fees deduction has been extended
through 2011, and the American Opportunity
Credit and the enhancements to the student loan
interest deduction have been extended through
2012. This is great news for lower-income and
middle-income families paying for college. Plus,
the enhancements added to the Coverdell Education Savings Account in recent years have been
extended through 2012, enabling eligible families
to continue to contribute up to $2,000 annually
per student and to use their savings tax-free to
pay for grades K-12, as well as college.

Scheduled to expire
at the end of 2011

n The 2% payroll tax cut
n The deduction for state and
local sales tax

Claim a credit or deduction for college
expenses. No less than two tax credits (the

American Opportunity Credit and the Lifetime Learning Credit) and one deduction
(the tuition and fees deduction) are available to help families offset the qualified
higher education expenses they pay. While
only one of the credits or the deduction
can be used per student per year, you get to
choose the one that benefits you the most.
But first, your income must be under certain limits before you can claim a credit or
deduction for the higher education expenses that you pay for yourself, your spouse,
or your dependents. If your income is too
high, consider having the student claim
a credit or the deduction. As long as the
student’s income is under the limit and an
exemption is not claimed for the student on
another person's tax return, then the student
may claim either of the credits—even if the
expenses were paid by someone else, such
as a parent or a grandparent! For a student to
claim the tuition and fees deduction, the student must not even be eligible to be claimed
as an exemption on another person's tax
return. (Please note that you may not claim
an education credit or deduction if your tax
filing status is married filing separately.)
When comparing credits and deductions,
remember that credits reduce your tax bill
dollar-for-dollar while deductions reduce the
amount of income on which you are taxed.

n Tax-free distributions from
IRAs to charities

n The tuition and fees
deduction

n The teacher expense
deduction

n The Nonbusiness Energy

Property Credit for adding
energy-efficient equipment
to your main home

At the time when this publication was produced, Congress
had not yet extended these tax
breaks for 2012. There is still a
chance they may extend them.
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Maximize your gifts by giving appreciated
securities to individuals eligible for the 0%
tax rate. If your income is too high to take

Be a tax-savvy investor.
Investors received favorable news in December
2010 when the 15% and 0% tax rates on longterm capital gains and qualified dividends were
extended through 2012.
Please note that the tips in this section apply
only to investments held in taxable accounts.
They do not apply to IRAs and employer-sponsored retirement plans.
Hold out for long-term gains and qualified
dividends whenever possible. How long

you hold stocks, bonds, mutual funds, and
other securities before you sell or trade
them affects the tax rate you pay on any
profit. If you wait longer than one year
before selling or trading, your profit is considered a long-term capital gain and is taxed
at 15% (0% if you are in the bottom two
income tax brackets). If you sell or trade
any sooner, your profit is considered a shortterm gain and is taxed as ordinary income,
at rates that currently range up to 35%.
Qualified dividends you receive from
U.S. and some foreign corporations are also
eligible for the 15% tax rate (0% if you are
in the bottom two income tax brackets) provided you have held the stock for at least 61
days around the stock's ex-dividend date. If
you have held it for less time, the dividends
are taxed as ordinary income. (A different holding period may apply to qualified
dividends from preferred stocks.)
10
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advantage of the 0% tax rate on long-term
capital gains, consider giving appreciated
securities to someone (perhaps a parent or
an adult child) whose income falls in the
bottom two income tax brackets. As long as
the securities have been held for longer than
one year, the gift recipient can sell the securities before the end of 2012 without owing
any capital gains tax. The holding period is
calculated by adding the time you held the
securities to the time the gift recipient holds
the securities before selling them.
You may also give securities to your
younger children, but be sure to consider
the "kiddie" tax first. In general, investment income in excess of $1,900 (the 2011
threshold) is taxed at the parent's rate if a
child is under age 19, or age 24 if a fulltime student.
Harvest losses to offset gains. You may be

able to reduce your taxes by selling some
of your losing investments before the end
of the year and using the losses to offset
the gains realized on other investments.
If there are losses leftover after offsetting
your gains, up to $3,000 of the excess can be
deducted from your ordinary income. Any
losses that are not used this year can be used
in later years to reduce capital gains and
ordinary income until the losses are used up.
If you decide to sell some losing investments, be careful not to buy them right
back again. The IRS will not allow you
to claim the loss if you or your spouse
purchase substantially identical securities
within 30 days before or after the sale.
Hold off buying a mutual fund until after its
record date. If you buy a mutual fund at the

the end of the year, you may receive more
than you bargained for—an immediate
tax liability! At least once a year, mutual

Defer tax while saving for retirement.
Would you like to put off paying income tax on
part of your wages for potentially decades? Contributing to your workplace retirement plan and
perhaps an Individual Retirement Account (IRA)
will do the trick.
Contribute to a retirement plan at work.

Contributions you make to a tax-deferred
retirement plan at work, such as a 401(k) or
403(b) plan, reduce your taxable income for
the year, which in turn reduces your current taxes. For example, a $16,500 contribution to a 401(k) plan reduces your taxable
income by $16,500. If you are in, say, the
35% income tax bracket, this translates to
a $5,775 reduction ($16,500 x .35) in your
current federal income taxes.
You will eventually have to pay income

tax on the tax-deferred contributions and
investment earnings, but not until you
withdraw them from your retirement account. Ideally, that will not happen until
retirement when you may be in a lower tax
bracket. If you expect to be paying tax at a
higher rate in retirement, you may be better
off saving for retirement in a Roth account.
Contributions to a Roth account are made
from income that has already been taxed,
but earnings grow tax-free and can be withdrawn tax-free and penalty-free after age
59½ and after the account has been open
for at least five years.
Contribute to a personal IRA. Contribu-

tions you make to a traditional IRA may
be tax-deductible. You can deduct your
contributions if you and your spouse are
not covered by retirement plans at work or
if your income is under certain limits. You
have until April 17, 2012 to make a taxdeductible contribution for 2011.
Contribute to a personal IRA for your nonemployed spouse. You can contribute to an

IRA for your non-employed spouse if you
file a joint return and have sufficient taxable compensation (wages, salary, etc.) to
cover the contribution.

2011 Retirement Plan Contribution Limits
REGULAR

CATCH-UP1

401(k), 403(b), and 457(b) plans

$16,500

$5,500

SIMPLE plans

$11,500

$2,500

Personal IRAs (Traditional or Roth)

$5,000

$1,000

1
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Open a business retirement plan. There

is still time for self-employed individuals
and business owners to open a business
retirement plan and make tax-deductible
contributions for 2011. Business retirement
plans have much higher annual contribution limits than personal IRAs, making
it possible for you to contribute larger
amounts. How much larger are we talking?
A SEP-IRA plan, for example, allows you
to contribute as much as 25% of compensation, up to $49,000 for 2011. In contrast, a
personal IRA limits 2011 contributions to
$5,000 ($6,000 if you are age 50 or older).

Consider converting to a Roth IRA.
With income tax rates possibly increasing in
2013, 2011 may be a good year to convert your
traditional IRA or old 401(k) to a Roth IRA. You will
have to pay income tax on the taxable portion of
the conversion, but after that any future growth
is tax-free and your savings can be withdrawn
tax-free as long as the Roth IRA rules are followed.
The benefit of converting in 2011 is that it leaves
you enough time to undo the conversion (an option you may want to pursue if the value of your
converted savings decreases after the conversion)
and then reconvert to a Roth IRA in 2012 while the
income tax rates are still low.

©iStockphoto.com/DNY59

funds must distribute to shareholders the
capital gains they realized from the sale of
individual securites throughout the year.
Anyone who is a registered shareholder on
a fund's record date—a date that often falls
in December—will receive the distribution and will be responsible for paying tax
on it this year, regardless of whether they
reinvest the distribution.

Individuals age 50 or older may be able to make catch-up
contributions in addition to regular contributions.

11
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Deduct your donations.

Make an IRA distribution to charity.

You can generally deduct amounts you donate
to charitable organizations if you itemize deductions on your tax return.

This tax provision is back for 2011 only, so you will
need to act before the end of the year if you want
to take advantage of it.

Be ready to prove it. Before you deduct your

Donate from your IRA. If you are an IRA

charitable gifts, make certain you have the
proper documentation. You’ll generally need
a cancelled check, a credit card statement, or
a receipt from the charity for a cash donation; a written acknowledgement from the
charity for a gift of $250 or more; and a written appraisal from a qualified appraiser for
a donation of property worth $5,000 or more.

owner over age 70½ who wants to make a
gift to charity, you can have up to $100,000
distributed tax-free from your IRA to
qualified charities in 2011. Although you
cannot claim a charitable deduction for
your gift, the distribution is not added to
your income, therefore escaping taxation,
and it counts toward your required minimum distribution for the year.
This strategy tends to work best for IRA
owners who stand to benefit more from
a reduction in gross income than from a
charitable deduction or who cannot claim
a charitable deduction because they do not
itemize deductions.

Grab a deduction now and make grants
later. If you want to make a donation before

the end of the year, but haven't chosen your
charity yet, consider making the donation to
a donor-advised fund. You can claim the tax
deduction for 2011 and recommend grants
to charities at your leisure in the years to
come. Bear in mind, that if income tax rates
rise after 2012, a charitable deduction may
be more valuable to you after 2012.
Donate appreciated securities rather than
cash. You may benefit more if you donate

appreciated securities, such as stocks and
mutual funds, rather than cash. If you donate securities that you have held for longer
than a year, you can avoid paying capital
gains tax on the appreciation, and you can
deduct the fair market value of the securities. You can buy new shares to replace the
donated shares, which essentially increases
your cost basis to the security's current
market value.
Take care when deducting donations from
which you benefit. If you receive a benefit

from making a donation, you may only deduct the part of your donation that exceeds
the value of the benefit. Say you pay $1,000
to attend a charity-benefit dinner, and the fair
market value of the dinner is $75. You may
only deduct $925 as a charitable contribution.
12
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Plan for gift and estate taxes.
Favorable—albeit temporary—changes have
been made to the federal gift, estate, and
generation-skipping transfer taxes for 2011 and
2012, offering wealthy individuals a window to
reduce their taxable estates.
Make certain your estate plan reflects the
new transfer tax rules for 2011 and 2012.

If your estate is worth millions, it is important to keep your estate plan up-to-date as
we go through another round of temporary
changes to the rules regarding gift, estate,
and generation-skipping transfer taxes.
For 2011 and 2012, the exemption has increased to $5 million and the top tax rate is
now set at 35% for all three types of federal
transfer taxes. Also, any unused exemption
amounts are now portable between spouses.
This means that each of us can give away
$5 million free from federal transfer taxes
during our lifetimes or after death, at least
temporarily. Also, any part of the $5 million exemption not used by an individual
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can be used by his or her surviving spouse
for gift and estate tax purposes (but not for
generation-skipping transfer tax purposes).
These temporary changes are set to
expire after 2012 unless Congress acts in
the interim.
Take advantage of the temporary
$5-million exemption to reduce your estate.

With the increase in the gift tax exemption from $1 million to $5 million, 2011
and 2012 may be a good time for wealthy
individuals to reduce their estates by making gifts to their children and others. Even
if you have already used your previous
$1 million exemption, you can give away
an additional $4 million before the end of
2012 without your gifts being subject to the
federal gift tax.

Give up to $13,000 away in 2011 without
gift or estate tax repercussions. Each year,

you are permitted to give up to a certain
amount—$13,000 in 2011—to as many
individuals as you choose without your
gifts being subject to the federal gift tax or
reducing the amount that can be exempted
from your federal estate taxes later on.
Married couples can combine their exemptions and give up to $26,000 to as many
individuals as they choose.
Certain types of gifts are not taxable to
begin with so there is no reason to keep
them under $13,000. Non-taxable gifts
include payments you make directly to a
medical or educational institution for someone's medical or tuition expenses, gifts to a
political organization for its own use, gifts
to charities, and gifts to your spouse. n

Please consult your tax
and investment advisors for
year-end advice.
You may be able to reduce your 2011
taxes if you act soon. The first step is to
contact your tax and investment advisors
before the end of the year. Your tax advisor can review your financial situation
in light of the latest tax laws, which may
have changed after this publication was
produced, and suggest financial moves
that may help minimize your federal and
state taxes. Your investment advisor can

Federal Transfer Taxes

review your portfolio and identify moves

2011 and 2012

1

that may benefit your tax situation.

EXEMPTION / MAXIMUM TAX RATE

Estate tax

$5 million / 35%

Generation-skipping transfer tax

$5 million / 35%

Gift tax

$5 million / 35%

1
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The $5 million exemption will be indexed for inflation after 2011.

13

INVESTING

  5 Questions About

Bonds
©iStockphoto.com/Jacob Wackerhausen

1

H ow do bonds work?
Corporations, governments, and
governmental agencies use bonds to
raise money for their needs.
When bonds are first issued, they are
sold to investors at or near their face value.
For instance, a bond with a face value of
$1,000 would sell for $1,000 when first issued. In return for their investment, a bond
issuer generally pays investors a fixed annual rate of interest (known as the coupon
rate) and repays the bond’s face value on a
specific maturity date.
So, if you buy a bond with a face value
of $1,000 and a coupon rate of 5%, you will
generally receive $50 in interest every year
and $1,000 back on the bond's maturity
date.
Some bonds have a "call" provision that
allows the bond issuer to repay investors
sooner than the specified maturity date.
14
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2

W hy do bond prices fall when
interest rates rise?
After the initial offering, the price of a
bond may rise or fall depending on certain
factors, including changes in interest
rates. If interest rates rise, bond prices will
typically fall. If you hold your bonds until
maturity, fluctuations in price along the
way will not matter. You will still receive
the bond’s full face value at maturity. But
if you sell your bonds before maturity, the
price you receive may be more or less than
you originally paid.
The inverse relationship between interest
rates and bond prices may best be explained
with an example. Say, you buy newly issued
bonds with a $1,000 face value and a 5%
coupon rate. That translates to a 5% yield.
Two years later, you decide to sell your
bonds. However, interest rates have risen
and new bonds with a 6% yield are now

available. Why would an investor buy your
bonds with a 5% yield when they could buy
bonds with a 6% yield? They wouldn’t—
unless the price of your bonds was reduced
to the point where their yield becomes competitive with the newer bonds. Conversely,
if interest rates have decreased and new
bonds with lower yields are issued, your
bonds with their higher yield are increasingly attractive to investors who will generally
be willing to pay a premium for them.
Because the price you pay for a bond
will affect your total return, it is important
to look at its yield to maturity, in addition
to its coupon rate, before investing. While
the coupon rate tells you how much interest income to expect every year, the yield
to maturity considers factors, such as the
bond’s current price and the time remaining
until maturity, to tell you the total return to
expect if you hold the bond until maturity.

3

W hy invest in bonds?
The short answer is diversification
and income potential.
Bonds in general tend to be less volatile than stocks, meaning that their prices
typically do not fluctuate as widely as
stock prices. As a result, adding bonds to a
portfolio containing stocks can help lower
the portfolio's volatility and risk level.
Plus, bonds may perform differently than
other asset classes in response to economic
conditions. For example, if stock prices
are dropping, bond prices may sometimes
remain stable or even increase, which can
help to smooth out a portfolio's overall performance. (Diversification does not ensure
a profit or protect against loss in declining
markets.)
Bonds that pay interest to investors over
the term of the bond can be an excellent
source of income. With a fixed coupon rate,
investors know in advance exactly how
much interest to expect each period. Reliable income, coupled with lower volatility,
make bonds an appropriate investment
choice for most investors, including retirees
looking to create a stream of income.
A fixed interest rate, though, means that
the interest payments may lose their purchasing power over time due to inflation.
The longer a bond's term, the greater the
risk of inflation. For this reason, longerterm bonds typically pay a higher rate of
interest to help compensate investors for
the additional inflation risk.

4

W hich is the better investment—
an individual bond or a bond fund?
The answer to this question will depend on what you are looking for in a bond.
If preserving principal (the amount
you invest) is high on your list of goals,
an individual bond is generally the better
choice because the face value of the bond is
returned to you in full at maturity, unless
there is a default. With a mutual fund that
holds bonds, share prices will fluctuate so
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the price you receive when you sell shares
may be higher or lower than the price you
originally paid for them.
If building a diversified bond portfolio
with a relatively modest investment of time
and money is important to you, then a bond
fund is generally the way to go. Bond funds
typically hold bonds from several bond
issuers—sometimes hundreds of issuers—providing a degree of diversification
that can be time-consuming and require a
significant investment to achieve on your
own with individual bonds.
If liquidity is a concern, bond funds are
typically a better choice. Bond fund shares
can readily be sold at their current net asset
value (NAV), as calculated at the end of the
business day. In contrast, some individual
bonds may lack liquidity.

5

H ow safe are bonds?
While all investments have a degree
of risk (you may lose some or all of
the money you invest), bonds in general
tend to have less risk than stocks. The
trade-off is that bonds’ potential for longterm growth is also less than that of stocks.
Although bonds as a group have less risk
than stocks, not all bonds have the same
degree of risk so it is important to check a
bond’s credit rating before investing. Credit
ratings from bond rating agencies, such as
Standard & Poor’s, Moody's Investors Service, and Fitch Ratings, offer insight into
whether a bond issuer will be able to make
timely interest and principal payments to
bond holders. Generally, the higher the
rating, the lower the risk of default. At the
upper end of the ratings scale are investment grade bonds with the lowest risk of
default; at the lower end are the speculative, or "junk" bonds with the greatest risk
of default. n

Face value
The amount that the bond
issuer promises to repay the
bondholder when the bond
reaches its maturity date. Also
known as par value.

Coupon rate
The interest rate that the
bond issuer promises to pay
the bondholder. The rate is
usually expressed as an annual
percentage of the bond's
face value.

Yield to maturity
The rate of return the
bondholder will generally
receive if the bond is held until
maturity and all of the interest
payments are reinvested.
This rate is helpful in
comparing bonds.

Please Note
Before investing in mutual
funds, 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.
Bonds and bond funds are
subject to credit, interest rate,
and inflation risk.

Your financial advisor can help you determine the role that bonds should play in your
portfolio.
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Santiago Style
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BY BRIAN JOHNSTON

A cobblestone street in Santiago.
On the next page, the funicular on
Santiago's Cerro San Cristóbal
offers a bird's eye view over the
city to the Andes beyond.
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OKAY, SO LET’S MENTION THE ELEPHANTS

in the room right away. Santiago isn’t quite
Buenos Aires or Rio de Janeiro. It isn’t
the sort of South America tourists like to
imagine—don’t count on carnivals, color,
and ladies shaking their booty to the sound
of the samba or tango. Santiago is another
reflection of South America entirely: prosperous and tidy, reflecting the dynamism of
modern Chile.
As for those who say Santiago isn’t interesting, they clearly haven’t been there for a
while. After all, the city is home to a third
of Chile’s population and is its undisputed
cultural, economic, and historic center.
And in recent years the capital has been
undergoing quite a transformation. A vast
transportation and environmental overhaul
has improved its traffic and smog, and you
now have a much better chance of seeing
the Andes floating on the horizon. Santiago
is clean, elegant, full of parks and green
belts, and very easy to get around, since
an excellent metro system has doubled its
network in the last few years.
Santiago also boasts the country’s best
theatres and restaurants, most educated
people, and most stylish shops. Its arts
scene, restaurants, and nightlife have
improved beyond measure, and the city
boasts a shiny new cultural center. Most
people just pass through, but really, three
or four days would be good, especially if
you wanted to use the city as a base to explore nearby wineries, Pacific beaches, and
excellent Andean ski resorts, all of which
can be experienced on day trips.
The secret to enjoying Santiago is simply
to absorb the energy and impeccable style
as you wander the streets. The city center,
where you’ll find most of the sights, is
relatively compact and, with a grid pattern
of streets and many pedestrian precincts,
can largely be seen on foot. The Plaza de
Armas stands grandly at the center of town.
The square was created in 1541 as the
country’s civic center, and is surrounded
by impressive buildings, including the

The Mercado Central is a big tourist drawing card and, while you’ll hardly
find much to take home as a souvenir, is
well worth seeing for its spectacular fresh
fruit and vegetables, piles of fish, eels, and
king crabs, all housed in a Victorian-era
wrought-iron building. There are plenty
of eateries here dishing up seafood galore,
popular with both tourists and locals alike.
But there is much more choice these days,
since Santiago’s gastronomical offerings
have improved tremendously in the last
decade. Neighborhoods such as Bellavista
offer all kinds of trendy restaurant choices,
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c athedral and the elegant residences of its
early Spanish masters.
The government of Chile has since
moved on; the Court of Justice has become
a natural history museum and the Governor’s Palace the main post office. A marble
statue commemorating independence stands
in a tree-shaded garden where old men play
chess and office workers eat sandwiches.
Another landmark building worth inspecting in Santiago is the utterly beautiful Teatro Municipal, built in 1857 with
baroque and classical French influences.
Try to attend a ballet, symphony, or opera
here if you can; you can also take a tour
in English to see behind the scenes of the
wonderful old establishment. Lastly, head
to the Church of San Francisco, the oldest
building left in earthquake-prone Santiago.
It has a beautiful collection of seventeenthcentury art and a very tranquil convent
garden with tinkling fountains.
The streets around the Plaza de Armas
form the old commercial heart of Santiago,
with some lively shopping areas crowded at
lunch times with Santiaguinos. Cafés and
stores apart, the city center has a handsome backdrop of fine colonial buildings,
museums, and cultural centers, as if locals
are anxious to prove their intellectual side.
Winding cobblestone streets compete with
wide avenues and old stone buildings are
jumbled with glass skyscrapers.
You’ll want to amble about and explore
the ubiquitous galerías, rambling little
shopping precincts packed with small shops
where you can rummage for antiques, interesting clothes from up-and-coming local
designers, household goods, and jewelry.
Craft markets, both permanent and weekly,
are another common feature of the Santiago
shopping scene. One of the best is Los
Domínicos. It's not that easy to reach (take
a taxi, as it’s in the Las Condes neighborhood), but worth it for its arts and crafts,
jewelry, traditional Chilean woolens such
as ponchos, and some rather up-market
antiques.

from Cuban to Spanish and Thai. Providencia (especially along Avenida Italia) and
Lastarría are emerging as dining hotspots.
Several of Santiago’s suburbs are well
worth exploration, and not just for their
food. Barrio París-Londres is home to the
grand mansions of the city’s elite. Just
west of the city center, Barrio Brasil, a
neighborhood of well-preserved traditional
buildings, has like the rest of the city been
undergoing something of a renaissance.
The middle-class suburb of Ñuñoa is another charming and quiet area of tree-lined
streets. Centered around a university, it

comes to life on the weekends when locals
head to its street markets, soccer matches
in the National Stadium, restaurants, nightclubs, and concerts.
Bellavista can best be described as a
bohemian little village in the middle of the
city, sandwiched between the Mapocho
River and San Cristóbal Hill. The tree-lined
streets are cluttered with old houses, artists’
studios, cafés, and restaurants all painted
in pastel shades. The place is peaceful during the day and a great place for a wander,
while at night the energy jumps up a level
or two as its bars and nightclubs come to
life—though don’t expect much to be happening before midnight, since Santaguinos,
like most South Americans, adhere to the
schedule of vampires.
Bellavista’s main attraction is La
Chascona, former home of Pablo Neruda
and now a museum dedicated to the Nobel
Prize-winning poet. Even if you know
nothing about South American literature,
the place is well worth visiting, built to
resemble a ship with a winding series of
oddly shaped rooms, and full of antiques
and curios picked up from around the
world.
Near Neruda’s house lies the main
entrance to the Parque Metropolitano. This
vast urban park comprises a botanical garden, children’s play areas, swimming pools,
and recreation zones. Spend a few hours
in the park and you’ll find out how Santiaguinos enjoy their leisure time, whether
it's cycling, jogging, picnicking, or feeding
Coke to some exceedingly peevish-looking
monkeys in the very old-fashioned zoo.
Then hike up to the summit of Cerro
San Cristóbal that tops the park, or take the
delightful funicular, dating from 1925. The
hill is presided over by a huge white statue
of the Virgin Mary that can be seen from
all over the city. On a clear day, there are
staggering views of Santiago’s vast urban
sprawl and the brooding peaks of the snowcapped Andes while, beyond, the rest of
South America waits to be explored. n
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    A dress by designer Jean Paul Gaultier, the

subject of a major retrospective at the Dallas
Museum of Art and later at the de Young
Museum in San Francisco.
Les Cages [Cages] collection, Calligraphie dress
Haute couture fall/winter 2008-2009
© Patrice Stable/Jean Paul Gaultier

Bath, England
Fashion Museum:  Behind the Scenes at the Fashion Museum, The Historic Collection
Through 2011
Rather than a traditional museum display, visitors to Bath's Fashion Museum can enter its storeroom to see hundreds of artifacts on racks and rails, in boxes and cupboards, and on shelves
and display stands. "We're describing it as a sort of Narnia experience, stepping into the biggest
wardrobe ever, with at least 100 years worth of clothes, and nearly everything in the new gallery installation over 100 years old," according to Fashion Museum manager, Rosemary Harden.
Dallas, TX
Dallas Museum of Art:  
The Fashion World of Jean Paul Gaultier—From the Sidewalk to the Catwalk
November 13, 2011–February 12, 2012

FASHION
at the MUSEUMS
No longer limited to the runways, fashion
is popping up in museums. From historic to
contemporary fashions, here's where to get
your fashion fix this winter.

The Dallas Museum of Art hosts a Jean Paul Gaultier retrospective, spanning 35 years of the
French fashion designer's career and featuring approximately 120 ensembles from his collection, as well as sketches, stage costumes, and videos. After its stay in Dallas, the exhibit heads to
the de Young Museum (San Francisco, CA) in March 2012.
London, England
Kensington Palace:  The Enchanted Palace
Through January 2012
The works of British fashion designers, Vivienne Westwood, William Tempest, Stephen Jones,
Boudicca, Aminaka Wilmont, and Echo Morgan, are featured in this 17-room dreamlike installation that combines fashion and performance with tales of the Palace's princesses.
Los Angeles, CA
FIDM Museum & Galleries:  Fabulous! Ten Years of FIDM Acquisitions, 2000-2010
Through December 17, 2011
FIDM's acquisitions and donations from the past decade are on display at the FIDM (Fashion
Institute of Design & Merchandising) Museum & Galleries in Los Angeles.
New York City, NY
The Museum at FIT:  Daphne Guinness
Through January 7, 2012
A fashion or style icon, according to the Museum at FIT (Fashion Institute of Technology), is "a
special type of fashion insider, one who not only inspires designers and brings their clothes
to life, but actually creates a look that affects the way other people dress and/or think about
dressing". One of today's most original fashion icons, Daphne Guinness, is the focus of the museum's current exhibition, with more than 100 garments from Guinness's personal collection,
plus films, videos, and images, of and by her.
Omaha, NE
The Durham Museum:  Cut! Costume and the Cinema
December 3, 2011–April 29, 2012
Through more than 40 costumes, this exhibition explores the art of making period costumes
for the movies. The costumes in the exhibition were designed by the British costume house of
Cosprop Ltd. for 27 films, including Sherlock Holmes, Pirates of the Caribbean, Sense and Sensibility, and The Phantom of the Opera. n
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QUIZ

Shop Around
1.

These two Manhattan streets are lined
with chic boutiques and luxury stores.

6.

A. Rodeo Drive and Melrose Avenue
B. Madison Avenue and Fifth Avenue
2.

Opened in 1461, this shopping mecca in
Istanbul is known for its jewelry, ceramics, carpet, and textile shops.

A. Toronto
B. Paris
7.

A. The Grand Bazaar
B. The Egyptian Bazaar
3.

This Italian city, home of Prada and
Versace, hosts Fashion Week twice a
year:

5.

8.

The world's largest shopping mall, coming in at nearly 10 million square feet, is
located in:
A. Dongguan, China
B. Edmonton, Canada

Located in the heart of downtown
Boston, this marketplace offers specialty shops, food stalls, a myriad of
visitors, and a pre-Revolutionary-Warera building topped by a golden grasshopper weathervane.

9.

A. Faneuil Hall Marketplace
B. Newbury Street

10. The fashion retailer, Nordstrom, originated in:

Aglow with neon signs touting merchandise from electronics to fashion,
this Hong Kong street is sometimes
referred to as the Golden Mile.
A. Nathan Road
B. Piccadilly Circus

The largest retail (over 520 stores) and
entertainment complex in the U.S. is the
Mall of America, located in:
A. Paramus, NJ
B. Bloomington, MN

A. Seattle, WA
B. Philadelphia, PA
11. Luxury retailers, Harry Winston and
Cartier, are reknowned for their:
A. Shoes
B. Jewelry

ANSWERS: 1–B, 2–A, 3–A, 4–A, 5–A, 6–B, 7–B, 8–A, 9–B, 10–A, 11–B.
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Anchored by Selfridges department
store, this London shopping street is
lined with hundreds of stores.
A. Regent Street
B. Oxford Street

A. Milan
B. Venice
4.

The department stores, Printemps and
Galeries Lafayette, sit side-by-side in:
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