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How to Minimize Taxes on
Your Investment Income

Plus...
529 Plans and Coverdell Accounts
Managing Risk in Your Retirement Portfolio
Go Green and Reap the Tax Rewards

FINANCIAL

Pack Your Emergency Kit Before Disaster Strikes
In case you ever need to evacuate your home due to a natural disaster or other emergency, it is
a good idea to have a kit already assembled with your important financial and legal information
that you can quickly grab. Here are a few ideas of what you may want to include in your kit.

FINANCIAL AND LEGAL INFORMATION
TO INCLUDE IN YOUR EMERGENCY KIT
► A ROOM-BY-ROOM INVENTORY OF YOUR HOME FOR
INSURANCE PURPOSES (Include photos, videos, and receipts)
► COPIES OF YOUR INSURANCE POLICIES AND CONTACT INFO
FOR YOUR INSURANCE COMPANIES
► A LIST OF YOUR FINANCIAL ACCOUNT NUMBERS AND CONTACT
INFO FOR YOUR FINANCIAL INSTITUTIONS AND ADVISORS
► PROOF OF YOUR INCOME AND FINANCIAL OBLIGATIONS
(May help you qualify for government assistance after a disaster.)
► COPIES OF WILLS (Keep the original with your attorney.)
► COPIES OF DEEDS, TITLES, BIRTH AND MARRIAGE
CERTIFICATES (Keep the originals offsite in a safe deposit box.)
► THE KEY TO YOUR SAFE DEPOSIT BOX
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► A BACKUP OF YOUR FINANCIAL DATA
► CASH IN CASE ATMS ARE NOT WORKING
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EDUC ATION

College Scorecards Help Families Compare College Costs
This online tool by the U.S. Department of Education provides info on the affordability and value
of individual colleges so that parents and students can make more informed decisions.
IN FEBRUARY 2013, the U.S. Department
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of Education released a new version of its
College Scorecard—an online tool enabling college-bound students and their
families to compare financial data, such
as the real cost of attendance, graduation
rates, and student debt statistics, from individual colleges and universities across
the country. You can use the tool for free
at collegecost.ed.gov/scorecard.
The purpose of the College Scorecard
is to help parents and students determine
“where you can get the most bang for
your educational buck”, according to
President Obama, who mentioned the
revamped tool in his 2013 State of the
Union address.
The scorecards for the colleges you
select display the following information:
•

The undergraduate enrollment size

•

The average net price after grants and
scholarships are subtracted

•

The percentage of full-time students
who graduate

•

The percentage of borrowers who defaulted on their Federal student loans

•

The typical amount of Federal loans
borrowed for undergraduate study
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The scorecards also show how the
figures for the individual institution
compare to national averages for similar
institutions. For example, the scorecard
for Harvard University indicates that
the average net price is $18,277 per year
(about middle of the pack when compared to other institutions that grant
bachelor’s degrees), 97.4% of full-time
students receive bachelor’s degrees
within six years (a very high rate in
comparison to similar institutions), 1%
of borrowers defaulted on their loans (a
very low rate in comparison to a national
average of 13.4%), and families typically
borrow $7,700 in Federal loans (a very
low amount in comparison to debt levels
at similar institutions).
When the February 2013 version of the
College Scoreboard was released, some
key information—the average earnings
of former undergraduates—was not yet
available. While the Department works
to provide this information, the tool suggests that you ask the schools directly
how many of its graduates get jobs and
how much those graduates typically earn.
After all, employment rates and average
earnings are critical pieces in the puzzle
of determining whether a higher-priced

college may actually help a student land a
higher-paying job than a more moderately-priced college, or in President Obama's
words, “where you can get the most bang
for your educational buck.”
Please consult your financial advisor
for more information about saving and
paying for college. n

OTHER ONLINE TOOLS TO HELP

IN YOUR SEARCH FOR THE IDEAL COLLEGE

COLLEGE NAVIGATOR
• nces.ed.gov/collegenavigator/
• Sponsored by the National
Center for Education Statistics
• Search on the school's name or
criteria that are important to you.
COLLEGE SEARCH
• bigfuture.collegeboard.org/
college-search
• Nearly 4,000 colleges from
which to choose.
• Whittle down your search
by type of school, location,
campus, majors, sports,
diversity, and other criteria.
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ALTERNATIVE ENERGY
EQUIPMENT
THE RESIDENTIAL ENERGY EFFICIENT
PROPERTY CREDIT

Go GREEN and reap the tax rewards!


The credit is generally equal to 30% of the cost
to purchase and install qualifying equipment.

The credit is set to expire at the end of 2016.

Federal tax credits may help defray part of the cost to make your
home more energy efficient or to purchase an electric vehicle.

© iStockphoto.com/Mustafa Deliormanli

This federal tax credit is equal to 30% of what you spend to
add alternative energy equipment (solar, wind, geothermal, or
fuel cell) to your home. There are no caps on the amount you
can claim, except for fuel cells. And labor costs can generally
be included when figuring the credit.
For example, if you spend $12,000 purchasing and installing
a qualifying small wind turbine to generate electricity for your
home, you can claim a $3,600 tax credit on your federal tax
return, which reduces the tax you owe by $3,600.
This credit can generally be claimed for adding:

4
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•

A geothermal heat pump to heat and cool your home.

•

A solar water heater that is used to heat water for your
home. The credit cannot be used for equipment that heats
swimming pools or hot tubs.

•

Solar panels that generate electricity for your home.

•

Small wind turbines that collect energy from the wind
and convert it to electricity for your home.

•

A residential fuel cell and microturbine system for your
home.

The equipment must meet specific energy efficiency standards
in order to qualify for the credit. To determine whether your
equipment qualifies, check its packaging or the manufacturer’s
website for a written statement certifying that the equipment
meets the standards and qualifies for the credit.
Also, the equipment must be installed in your principal residence or second home in the United States—sorry, no rentals.
And in the case of a fuel cell, the equipment must be installed in
your principal residence—no second homes or rentals.
The credit is available for qualifying equipment added to an
existing home or to a new home that is being constructed.

ENERGY-SAVING
HOME IMPROVEMENTS

THE NONBUSINESS ENERGY PROPERTY CREDIT

The maximum value of the credit is $500.

The credit is set to expire at the end of 2013.

PLUG-IN
ELECTRIC VEHICLES
THE CREDIT FOR QUALIFIED PLUG-IN
ELECTRIC DRIVE MOTOR VEHICLES


The credit ranges from $2,500 to $7,500.

The credit begins to phase out for a manufacturer’s
vehicles soon after the manufacturer sells more than
200,000 qualifying vehicles in the U.S. None have so far.

K!
IT'S BAC
After expiring at the end of 2011, this federal tax credit was reinstated for 2012 and extended through the end of 2013, thanks
to the American Taxpayer Relief Act of 2012.
The current version of the credit, although not as generous
as in some earlier years, allows homeowners to claim up to a
$500 credit for making specific energy-efficient improvements
to their existing main homes located in the United States. The
$500 limit is a lifetime limit, so you cannot claim this credit
again if you already claimed $500 or more for improvements in
earlier years.
The exact amount of the credit depends on the type of
improvement you make. No more than $200 of the credit can
be attributed to windows.

The federal government will gladly reduce your taxes by up to
$7,500 for purchasing a qualifying plug-in electric drive vehicle.
The credit amount varies, depending on the vehicle's battery capacity. The credit amounts for some qualifying 2013 models are:
Ford Focus Electric			$7,500
Ford C-Max Energi			$3,751
Ford Fusion Energi			$3,751
Chevrolet Volt				$7,500
Mercedes-Benz Smart Coupe/Cabrio EV
Toyota Prius Plug-in Electric Drive

$7,500
$2,500

The credit can be claimed for qualifying passenger vehicles
and light trucks that are used predominantly in the United
States and whose original use began with the taxpayer—sorry,
no used vehicles. n

Roofs				

10% of cost

Insulation			

10% of cost

Exterior windows and doors

10% of cost

Advanced main air circulating fan

$50

Furnace				

$150

Boiler				

$150

Electric heat pump		

$300

Central air conditioner		

$300

Tax credits reduce your tax liability dollar-for-dollar. For
example, a $5,000 federal tax credit reduces your federal
taxes by $5,000.

Water heater			
Biomass fuel stove		

$300
$300

These three credits are nonrefundable, meaning that if the
credit exceeds your tax, the excess is not refunded to you.

The product must meet specific energy efficiency standards
in order for you to claim this credit. The manufacturer will
provide a written statement certifying that the product meets
the standards and qualifies for the credit.
To claim the credit on your 2013 tax return, the qualifying
equipment must be installed and in use by the end of 2013.
FR2013-0415-0188/E

ABOUT THE TAX CREDITS

You do not need to itemize deductions to claim a tax credit.
There are no income limits on these credits, so even highincome eligible individuals can claim them.
Please consult your tax advisor for more information
on these tax credits.
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How to Minimize Taxes
on Your Investment Income

Tax planning strategies that may help you keep more of your investment income.

TAXES HAVE THE POTENTIAL TO TAKE

a big bite out of what you earn on your
investments. And the bite may be larger
in 2013 for high-income taxpayers due
to changes in federal law that took effect
this year.
The American Taxpayer Relief Act of
2012 added a 39.6% income tax bracket
for taxable income over $400,000 (single
filers) or $450,000 (joint filers). Income
above these amounts was taxed at 35% in
2012.
The Act also added a 20% tax rate
on long-term capital gains and qualified
dividends for people in the 39.6% income
tax bracket. This group’s gains and dividends were subject to a 15% rate in 2012.
And a new 3.8% Medicare tax targeting net investment income begins this
year, affecting taxpayers with taxable
incomes over $200,000 (single filers) or
$250,000 (joint filers).
As a result of these changes, highincome taxpayers may have as much as
43.4% of their short-term capital gains
and interest income and 23.8% of their
long-term capital gains and qualified dividends gobbled up by federal taxes alone.
Fortunately, there are ways to help
minimize the tax bite; we'll introduce a
few of them here. Your tax and financial
advisors can tell you more and tailor a
plan for minimizing the impact of taxes
on your investment income.
6
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Time your income. The tax rates used
to calculate the taxes on your interest,
dividends, capital gains, and net investment income all depend on your taxable
income. Lower that amount and you may
be able to lower your tax rates.
For example, if you are single,
reducing your taxable income to under
$400,000 reduces the tax rate on your
long-term capital gains to 15% (from
20%). And if you can get your income
under $200,000, you can avoid the Medicare tax on your net investment income.
Of course, not everyone has the ability to control when they receive income,
but many do. Types of income that lend
themselves to being timed include income from self-employment, retirement
plans, property sales, and exercising
certain types of stock options.
Contribute more to your retirement
accounts. One benefit of using a tax-

deductible IRA or a qualified retirement
plan, such as a 401(k) plan, is that your
contributions generally reduce your
taxable income for the year. Contribute
$15,000 to a 401(k) plan, for example,
and your taxable income will be reduced
by $15,000 that year. This means lower
income taxes for the year and, perhaps,
reduced exposure to the Medicare tax on
net investment income if that tax applies
to you.

Another benefit is that increases in
the value of your retirement savings have
no effect on your taxable income while
your savings remain in the retirement account. This helps minimize your taxable
income, as well as your net investment
income, during those years when you are
saving for retirement.
When money is withdrawn from
your retirement account, it is subject
to ordinary income tax. Fortunately,
withdrawals from IRAs and qualified retirement accounts are not considered net
investment income for purposes of the
Medicare tax. However, the increase in
taxable income as a result of a retirement
plan withdrawal may impact high-income
earners who pay Medicare tax on other
investment income. Carefully managing
your retirement plan distributions may
help minimize your taxes.
Hold investments for longer than one
year before selling. When you sell an

investment in a taxable account, the profit
you realize from the sale is subject to tax.
You can reduce the tax by about half simply by holding your investment for longer
than one year before selling it. And if
your taxable income is under $36,250 if
single or $72,500 if married filing jointly,
you generally can avoid all taxes on the
profit. Here’s the deal.
Profits (known as capital gains) that

2013 Tax Rates on Long-term Capital Gains and Qualified Dividends
YOUR TAX RATE IS…

0%

15%

20%

IF YOUR FILING STATUS IS…

AND YOUR TAXABLE INCOME IS...

Unmarried

Not over $36,250

Married filing jointly

Not over $72,500

Married filing separately

Not over $36,250

Head of household

Not over $48,600

Unmarried

$36,250 to $400,000

Married filing jointly

$72,500 to $450,000

Married filing separately

$36,250 to $225,000

Head of household

$48,600 to $425,000

Unmarried

Over $400,000

Married filing jointly

Over $450,000

Married filing separately

Over $225,000

Head of household

Over $425,000
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PLEASE NOTE: An additional 3.8% Medicare tax may also apply if your
taxable income exceeds $200,000 (unmarried or head of household),
$250,000 (married filing jointly), or $125,000 (married filing separately).

FR2013-0415-0188/E
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you realize from the sale of stocks, bonds,
mutual funds, and other securities in
a taxable account are taxable. The tax
rate you pay depends on how long you
owned the security before selling it. If
you owned it for a year or less, the capital
gain is considered short-term and is taxed
as ordinary income at rates that currently
range up to 39.6%. If you sell it after one
year, however, the capital gain is considered long-term and is eligible for the more
favorable capital gains tax rates, which
are currently 0%, 15%, and 20%. The exact rate depends on your taxable income.
Taxpayers in the bottom two income tax
brackets (single filers with taxable incomes under $36,250 and joint filers with
taxable incomes under $72,500) qualify
for the 0% rate. Taxpayers in the next
four brackets qualify for the 15% rate.
And taxpayers in the top bracket (single
filers with taxable incomes over $400,000

and joint filers with taxable incomes over
$450,000) qualify for the 20% rate.
Please note that there is no tax advantage to be gained by holding investments
for longer than one year in a tax-deferred
retirement account, such as an IRA or
401(k), because selling or trading securities in these types of accounts is not a
taxable event.

you hold your dividend-paying stocks
and mutual funds long enough in a
taxable account, you may qualify for a
reduced tax rate on the dividends.
Certain dividends paid by U.S. and
some foreign corporations are considered
“qualified dividends” and are eligible for
the same 0%-15%-20% tax rates that apply to long-term capital gains—but only
if you meet a holding period requirement. To use your capital gains tax rate

3.8% Medicare Tax
On Net Investment Income
The tax applies to the lesser of...

B
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Use losses to offset your gains. While
selling an investment for less than you
paid for it is never ideal, it does offer a
bit of a silver lining when it occurs in a
taxable account because the loss can be
used to reduce or eliminate your capital
gains. And if your losses exceed your
gains, up to $3,000 of the excess loss can
be deducted from your ordinary income.
Any remaining unused losses can be used
in future years to reduce your taxes.
Besides minimizing capital gains
taxes, using losses to offset gains also
reduces your net investment income for
Medicare tax purposes.

Hold out for qualified dividends. If

A

8

on qualified dividends, you must hold the
stock or mutual fund for at least 61 days
around its ex-dividend date. If you hold it
for less time, the dividend will be taxed
as ordinary income. (A different holding
period may apply to preferred stock.)

Your net investment income
Generally includes income from…

Generally does not include income from…

•
•
•
•
•
•
•

•
•
•
•
•
•
•

Interest
Dividends
Capital gains
Rents and royalties
Nonqualified annuities
Passive activities
A business involved in
trading financial instruments
or commodities

Wages
Self-employment
Social Security benefits
Unemployment compensation
An active trade or business
Interest on tax-exempt bonds
Distributions from IRAs and qualified
retirement plans

The amount by which your modified adjusted gross income
exceeds the threshold for your tax filing status
Tax filing status

Threshold

Unmarried
Married filing jointly
Married filing separately
Head of household

$200,000
$250,000
$125,000
$200,000

This tax does not apply to you if
your income is less than the threshold
amount for your filing status or if you
do not have any net investment income.

EXAMPLE | HOW THE MEDICARE TAX ON NET INVESTMENT INCOME WORKS
A married couple who files a joint tax return has $50,000 in net investment
income from interest, dividends, and capital gains. Their modified adjusted
gross income (AGI) for the year is $350,000, which exceeds the $250,000
threshold for their tax filing status by $100,000.
The 3.8% Medicare tax applies to them because they have net investment
income AND a modified AGI over the threshold for their filing status. (If just
one item were true, the tax would not apply.)

© iStockphoto.com/Jacob Wackerhausen

The 3.8% tax applies to the lesser of their net investment income ($50,000)
or the amount by which their modified AGI exceeds the $250,000 threshold
($100,000). In this example, the tax applies to their $50,000 net investment
income and totals $1,900 (3.8% X $50,000).

FR2013-0415-0188/E
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Please keep in mind that taxes are
just one factor to consider when investing. For example, when deciding whether
to sell a security at a loss to offset the
gains from other investments, be sure to
consider whether the move makes good
financial sense overall.
Add tax-exempt municipal bonds to
your mix. Want to avoid taxes on the

interest income you receive from bonds?
Consider tax-exempt municipal bonds or
municipal bond funds. The interest paid
by tax-exempt municipal bonds is exempt
from federal income tax and Medicare tax,
and may also be exempt from state and
local taxes if the bonds were issued in your
home state. (The interest from some taxexempt municipal bonds may be subject to
the alternative minimum tax (AMT)).

Of course, tax-exempt bonds typically pay a lower rate of interest than
other types of bonds, so it is important to
calculate whether the potential tax savings more than compensate you for the
lower interest rate. Generally, the higher
your tax bracket, the more attractive
tax-exempt bonds become. Your financial
advisor can help you determine whether
they are a good choice for you.
A couple of things to remember about
tax-exempt bonds: First, the tax savings
will go to waste if you hold tax-exempt
bonds in a tax-deferred account, such
as an IRA or 401(k). Remember, withdrawals from tax-deferred accounts are
taxed as ordinary income, regardless of
whether the withdrawal contained interest from tax-exempt bonds. And second,
the tax exemption only applies to the
interest payments. If you sell or trade a
tax-exempt bond at a profit, the capital
gain you realize will be subject to tax, the
same as with any other investment that
you sell in a taxable account.
Allocate assets wisely between your
tax-favored and taxable accounts.

© iStockphoto.com/blackred
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How you divvy up your stocks and bonds
between your tax-favored retirement
accounts and your taxable accounts can
make a difference in your tax bill. If
you are using both types of accounts, it
generally makes good tax sense to hold
stocks and stock funds, particularly those
funds that are passively managed, in a
taxable account so that the long-term
capital gains and the qualified dividends
are taxed at lower rates and so that losses
can be used to offset gains. And it generally makes good tax sense to hold taxable
bonds, whose interest payments are taxed
more heavily than long-term capital gains
or qualified dividends, in tax-favored
retirement accounts.

Give appreciated securities rather than
cash. Are you planning to make a gift to

charity? Consider donating appreciated
stock or other securities rather than cash.
If you donate securities that you have held
longer than one year, you can avoid paying
capital gains tax and Medicare tax on the
gains. (No worries; the charity doesn’t pay
tax on the gains either.) And you can generally claim a charitable deduction for the
fair market value of the securities if you
itemize deductions on your tax return.
Giving appreciated securities to
individuals who are eligible for lower tax
rates can also help trim or eliminate taxes
on the gains when the securities are sold.
Let’s say you are planning to give your
mother some money. If she is eligible for a
lower rate on capital gains, say 0% versus
your 20% rate, you are better off tax-wise
giving her the actual securities rather than
selling them yourself and giving her the
proceeds. As long as the securities have
been held for longer than one year, your
mother can sell the securities at her 0%
tax rate and generally avoid all taxes on
the capital gains, including the Medicare
tax. (The holding period is calculated by
adding the time you held the securities to
the time the gift recipient held the securities before selling them.)
If you decide to give appreciated
securities to your children, be sure to
consider the “kiddie tax”. In general, investment income in excess of $2,000 (the
2013 threshold) is taxed at the parent’s
rate if a child is under age 19, or age 24 if
a full-time student.
Also keep in mind that gifts greater
than $14,000 (2013 amount) to individuals other than your spouse are subject to
the federal gift tax.
If you own securities that have lost
value since you purchased them, you
are generally better off tax-wise selling
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them rather than giving them away so
that you can claim the loss on your tax
return.
Use a charitable remainder trust to
sell highly appreciated assets. If you

want to unlock a stream of income from
assets that have appreciated greatly in
value since you purchased them and
make a gift to charity, consider creating and funding a charitable remainder
trust. This type of arrangement pays
you or someone you choose a stream of
income with the remaining trust assets
going to charity after your death. Plus it
offers several tax advantages, including
the ability to sell the assets without the
profits being subject to capital gains tax
or Medicare tax, a federal tax deduction
for part of your gift, and no estate taxes
on the assets in the trust.
FR2013-0415-0188/E

Here’s an example of how a charitable
remainder trust generally works. Let’s say
that you have owned highly appreciated
stock for years and that it is barely generating any income. If you sell the stock, up
to 23.8% of your profit may go to capital
gains tax and Medicare tax, depending on
your tax situation. If you instead transfer
the stock to a charitable remainder trust,
the trustee can sell it without incurring
capital gains tax or Medicare tax. This
leaves the entire proceeds available for
the trustee to reinvest and may result in a
greater stream of income for you than if
the stock had remained outside of the trust.
The bottom line is that tax planning can
help minimize the taxes on your investment income. Please consult your tax
and financial advisors for advice on your
personal situation. n

PLEASE NOTE:
• When investing in a mutual fund, be
sure to consider the fund's objectives,
risks, charges, and expenses, which can
be found in the fund's prospectus. You
can get a copy of it from your financial
advisor. Please read it carefully before
investing.
• When interest rates rise, bond prices
generally fall, and vice versa. The effect
is usually more pronounced for longerterm securities.
• You may have a gain or a loss if you sell
a bond prior to its maturity date.
• A portion of a municipal bond's income
may be subject to state tax, local tax,
and the federal alternative minimum
tax.
• Fixed income securities also carry inflation risk and credit and default risks for
both issuers and counterparties.
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529 Plans and Coverdell Accounts:
How They Stack Up
Although both 529 college savings plans and Coverdell education savings accounts
offer great tax benefits to families saving for college, there are distinct differences
between the two savings plans. Here's a look at how those differences stack up.

529 COLLEGE SAVINGS PLANS are state-sponsored invest-

ment plans with tax advantages that make it easier to save
for college.
Earnings in a 529 plan grow free from taxes and can
be withdrawn free from federal taxes if used for qualified
higher education expenses. Plus, your state may offer additional tax advantages, such as a tax deduction or credit for
money you contribute to a 529 plan.
Nearly every state offers a 529 college savings plan; some
states offer more than one plan. You are welcome to participate in almost any state's plan, regardless of where you and
the student live or where the student will go to school.
Regardless of which state’s plan you choose, the money
in your account can be used at any eligible educational
institution in the country. Those 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 abroad that participate in the U.S. Department
of Education’s student aid program. They do not, however,
include grades K–12.
529 plan accounts can be opened and funded by parents,
grandparents, relatives, and friends. And, unlike Coverdell
education savings accounts, there are no income restrictions
on who can open a 529 plan. Even high-income individuals,
who stand to benefit the most from federally tax-free earnings and withdrawals, can open and contribute to an account
in a 529 plan.

COVERDELL EDUCATION SAVINGS ACCOUNTS are a
special type of account offered by financial institutions.
Like 529 plans, earnings in a Coverdell account grow free
from taxes and can be withdrawn free from federal taxes
if used for qualified education expenses at an eligible
institution.
While eligible institutions include colleges, universities,
and other postsecondary educational institutions, they also
include grades K-12, a point in favor of the Coverdell account for families who want to save for elementary and high
school expenses.
Coverdell accounts are more limited in other areas, however, than 529 plans. Take contribution limits, for example.
Coverdell accounts limit annual contributions to $2,000 per
student, while 529 plans typically set much higher overall
limits, such as $300,000 or more per student. Coverdell accounts also have income limits on who can contribute, while
529 plans allow individuals of all income levels to contribute—even high-income individuals.
There is good news for owners of Coverdell accounts:
The favorable Coverdell account features, which had
been set to expire at the end of 2012, were permanently
extended by the American Taxpayer Relief Act of 2012.
For example, the $2,000 annual contribution limit, which
had been set to revert to $500, will remain at $2,000. Plus,
withdrawals for qualified grades K-12 expenses, which had
been scheduled to become taxable, are still exempt from
federal taxes. 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. Some states offer state residents additional benefits, such as a state tax deduction for contributions to the plan,
reduced or waived program fees, matching grants, and scholarships to state colleges. 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.
12
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FEATURES

529 COLLEGE SAVINGS PLANS

COVERDELL EDUCATION
SAVINGS ACCOUNTS

Exempt from
federal taxes

Yes, as long as the money is used to pay qualified
education expenses at an eligible institution.

Yes, as long as the money is used to pay qualified
education expenses at an eligible institution.

Qualified
education expenses

Qualified expenses include expenses such as
tuition, fees, books, and generally room and
board for postsecondary schools only.

Qualified expenses include expenses such as
tuition, fees, books, and generally room and
board for all levels of education.

Eligible institutions

All accredited public and private colleges,
universities, vocational schools, and other postsecondary educational institutions in the U.S. and
some outside of the U.S.

Grades K–12, as well as all accredited public and
private colleges, universities, vocational schools,
and other postsecondary educational institutions
in the U.S. and some outside of the U.S.

Individuals of all
income levels can
contribute

Yes, even high-income individuals can contribute
to a 529 plan.

No. To contribute, your modified adjusted gross
income (AGI) must be under $110,000 (single) or
$220,000 (married filing jointly). Plus, the maximum
contribution amount phases out (is gradually reduced) for individuals with a modified AGI between
$95,000 and $110,000 (single) or $190,000 and
$220,000 (married filing jointly).

Maximum
contribution amount

Varies by plan, but many states allow overall contributions of up to $300,000 or more per student.

$2,000 per student per year regardless of how
many Coverdell accounts are opened in the student's name.

The person who
opens the account,
controls the account

Yes. As the account owner, you decide how your
contributions are invested and you control the
timing and amounts of the withdrawals. Plus, most
529 plans will allow you to reclaim the money for
yourself, although you will owe income tax and a
10% penalty on the earnings if you do.

Not necessarily. The student's parent or guardian
generally controls the account.

Investment choices

You generally have a choice of several investment portfolios, typically overseen by an investment management company hired by the state.

You generally have a much wider choice of
investments, including stocks, bonds, and
mutual funds.

You can contribute up
to $70,000 per student
in one year without your
gift being taxable

Yes. You can contribute up to five times the
normal gift tax annual exclusion amount
($14,000 in 2013) per student in a single year to
a 529 plan without your gift being subject to
the federal gift tax. (You must outlive a certain
period or a prorated portion of your gift is
added back into your estate for tax purposes.)

No. The normal gift tax rules
apply to Coverdell
contributions.

None, unless imposed by the individual plan.

No contributions
past age 18 and
all funds must be
distributed by age 30,
unless the student
is a special needs beneficiary.

Age limits for the
beneficiary (student)

FR2013-0415-0188/E

Please consult your
financial advisor about
how to save and pay for
education.
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HOW TO HELP YOUR
RETIREMENT SAVINGS LAST

Manage Risk in Your Retirement Portfolio
IT’S NOT YOUR PARENTS’ RETIREMENT

anymore. Instead of a stream of pension
checks, you may be relying mainly on
your own savings and investments to fund
your retirement. Whether or not your
money lasts your lifetime will depend in
part on how well you manage financial
risks, such as volatility and inflation.
To manage risk, it is important first to
understand how risk relates to different
types of assets. Take stocks, for example.
Of the three main asset classes, stocks
are the most volatile, meaning that their
prices tend to fluctuate more widely than
bond or cash prices in the short term.
Because of their volatility, stocks are best
suited for long-term goals. If you rely
solely on stocks for your short-term cash
needs, you may get stuck having to sell
shares when stock prices are down.
To minimize the risk posed by
volatility, retirees and individuals nearing retirement generally shift to more
conservative investments the closer they
get to when they will need their money.
Bonds and cash investments, whose
prices are less volatile than stock prices,
are generally a better choice for retirees’
short-term income needs. Plus, bonds
and cash investments usually pay interest
on a regular schedule—a real advantage
for retirees who want a steady cash flow
from their portfolio.
But before you decide to bypass
stocks altogether, be sure to consider that
risk and return go hand-in-hand. While it
is true that stock prices are more volatile
14
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in the short term, stocks have historically
provided higher returns over the long
term than bonds or cash. Many retirees
will need those potentially higher returns
to help meet their long-term income
needs and to manage another financial
risk: inflation.
Inflation can put a serious dent in the
purchasing power of your nest egg as the
price of goods and services increase over
time. For example, at an inflation rate of
3%, the purchasing power of a dollar will
be cut nearly in half in 23 years.
Fixed-income investments, such as
bonds and certificates of deposit, are
especially susceptible to inflation. One way
to help manage inflation risk is to include
some stocks in your portfolio. Because
they offer the potential for higher long-term
returns, stocks also stand a better chance of
outpacing inflation in the long run.
Another way to help manage inflation
risk is to invest in bonds that are linked
to the inflation rate. Treasury InflationProtected Securities (TIPS), for example,
feature principal and interest payments
that are adjusted periodically to keep
pace with inflation.
Just as before retirement, asset allocation and diversification can help manage
risk in your portfolio during retirement.
To help manage volatility, it is a good
idea to spread your investments among
the various asset classes in proportions
that are appropriate for your need for
growth and your desire to protect your
nest egg. This strategy, known as asset

allocation, can help smooth out your
overall returns, as more favorable returns
from one asset class help offset less favorable returns from another class.
Dividing your savings among many
different investments within each asset
class, a strategy known as diversification,
can help reduce the impact of a downturn
by one industry, country, or company on
your overall return. Please keep in mind,
though, that asset allocation and diversification do not ensure a profit or protect
against loss in declining markets.
Volatility and inflation are just two
of the financial risks that you may face
in retirement. Please talk to your financial advisor about ways to manage risk
during retirement. Your advisor can help
you analyze your retirement income
needs and your tolerance for risk, and put
together a financial plan based on your
needs and preferences. n

PLEASE NOTE:
• All investments are subject to risk.
• Bonds are subject to credit, inflation, and
interest rate risk.
• When interest rates rise, bond prices
generally fall, and vice versa. The effect is
usually more pronounced for longer-term
securities.
• You may have a gain or a loss if you sell a
bond prior to its maturity date.
• Past performance is no guarantee of
future results.

© iStockphoto.com/Diana Lundin

Shift to less volatile investments as the time nears when you will need your money.
STOCKS

BONDS

CASH

Potential for capital growth and
income in the form of dividends.

Stocks have historically provided
higher long-term returns than bonds
or cash, but at a greater risk of loss.

Generally suitable for long-term
goals, say, five or more years away.

Potential for steady income in the
form of interest payments.

Bonds' long-term returns and
risk of loss are generally lower
than stocks, but higher than cash.

Generally suitable for most goals.

Potential for income.

Highly liquid.

Cash has a lower risk of loss
than stocks or bonds, but
may also offer lower returns.

Generally suitable for
short-term goals.
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MALTA | Culture Clash
THERE AREN’T MANY PLACES IN THE

world frequented by Libyan tourists, but
Malta is one of them. There was a Libyan
in the guestroom beside mine, and in a
moment of madness I’d used my only
three words of Arabic, giving him the
impression I spoke it fluently. He talked
to me in voluble outbursts, then switched
to hesitant French, and told me how
to get water in the desert by slitting a
camel’s neck.
When it comes to languages, Malta
is a confusing place. Maltese is related
to Arabic, making the Maltese the only
Christians who pray to Allah. Turn the
TV on, though, and you’re likely to get a
blast of Italian from across the sea. Many
locals also use idiosyncratic English, a
legacy of the British who controlled the
island until the 1960s.
16

At times Malta also came under
the rule of Romans, Arabs, Normans,
Aragonese, Knights of St John, and the
French. The Maltese are now enjoying independence, but you can feel the weight
of their history in every syllable. ‘Good
evening’ sounds like French (bonswa),
‘excuse me’ like Italian (skuzi) but ‘please’
sounds like—well, I never did work out
how to pronounce jekk joghgbok.
Unraveling the language and history
of Malta is one of the great pleasures of a
visit to this tiny Mediterranean country.
It starts at Ghar Dalam in the east of the
island, where you can visit a prehistoric
cave and inspect the remains of a dwarf
elephant and hippo. Later, the Maltese
built sophisticated temples. Tarxien is
the best known, but really looks like a
jumble of old stones. Better to head to

BY BRIAN JOHNSTON

Hagar Qim and Mnajdra, which impress
with monumental entranceways and a
spectacular setting high above the sea.
The temple people disappeared mysteriously but were replaced by tunneling early
Christians. The Romans who conquered
Malta called their underground passageways hypogea when Latin was added to
the linguistic cauldron. The best hypogea
are at Hal Saflieni near Tarxien, where you
can descend into a labyrinth of carved and
painted underground chambers. In Rabat’s
catacombs, thousand-year-old skeletons
line the walls—a sight not for the squeamish, but actually strangely moving.
Inside the church in Rabat you can
also see the grotto in which St Paul took
shelter when shipwrecked off Malta in
60 AD. Legend has it that stone removed
from the grotto will grow back again, but

sadly a caretaker lurks in the corner to
ensure you don’t put this claim to the test.
Close to Rabat, the exquisite town of
Mdina is one of the highlights of Malta.
It was the Maltese capital during two
centuries of Arab occupation. The glorious town is full of bell towers and baronial mansions topped with coats-of-arms,
while the cathedral is a baroque madness
of heraldic slabs and noble tombs. The
nave smells of cloves and is full of whispering women, whose muted prayers hiss
and rattle around the statues. By evening
the sun stains the medieval walls of
Mdina pink, illuminating the faces of old
men sitting in the cafés, as pigeons flutter
from baroque perches.
Mdina is probably further from the
sea than any other point in Malta, which
isn’t saying much. Distances are short
and driving a rental car is relatively
easy, although according to a local joke,
the Maltese highway code produces the
country’s shortest book.
Public transport is frequent and a
good alternative, allowing you a glimpse
of island life. The dilapidated buses are
easy to use, provided you aren’t unnerved
by the drivers, who peer through windscreens covered with dangling Virgin
Marys and stickers imploring Holy Face
Of Jesus Save This Bus.
Either way, in just a few short prayers
you can be on the northern coast, where
resort towns straggle for miles: St Julian’s, Bugibba, Mellieha Bay, Paradise
Bay. Sadly, no one will be admiring
these concrete buildings in centuries to
come, and you may well be unimpressed
with the beaches crammed with northern
European sun worshippers.
The south coast is more rugged and
worth some time. The idyllic bay at
Ghajn Tuffieha can only be reached on
foot—just as well, because you’d never
be able to say its name to a bus driver.
From here the road leads past the dizzy-

ing Dingli Cliffs to Ghar Lapsi, a deep
bay whose gin-clear waters are ideal for
diving. The famous Blue Grotto makes a
pleasant half-hour boat trip.
Aim to end the day at Marsaxlokk,
the prettiest fishing village in Malta. The
harbor is crowded with brightly painted
boats, and the outdoor cafés offer good
seafood. Entertain yourself by puzzling
over the menu, on which you’ll find mqaret, qaqocc, and qarabali. Maltese may
be the only Semitic language written in
Roman letters, but sometimes you have
to wonder if that actually helps.
Any visit to Malta ends (and begins) in
its capital, Valletta. The fortified Renaissance city is an absolute marvel whose
grid of streets offers ever-changing
glimpses of church spires and domes.
Flights of steps cascade in marble, and
views from the fortifications look over
one of the world’s great natural harbors.
The Knights of St John ruled Malta for
several centuries, and Valletta is stamped
with their influence. The Grand Master’s
Palace is a visual feast of patterned timber ceilings, marble floors, and opulent
tapestries. Next door, the Cathedral of St
John is a splurge of baroque color. The
floor is covered in grinning angels and
skeletons, and a superb Caravaggio painting hangs in the vestry.
In case you’re wondering, Italian was
the official language for the knights. Most
of Valletta’s streets are named after Italian saints and the odd archbishop. When
the British came along they added Abercrombie, Hastings, and Victoria. Even the
grand old Duke of York got an avenue.
Cricket, red telephone boxes, and a liking
for jam tarts were also left behind.
The secret of appreciating Malta is to
look and listen to the words that are all
around you. Despite a long and troubled
history, the Maltese just go on talking in
all the tongues of their conquerors—effortlessly, and nearly always with a smile. n
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The Maltese capital of Valletta at dawn (opposite). An
alleyway in Mdina (top), a Maltese bus (middle), and
the Blue Grotto on Malta’s southern coast (bottom).
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SCIENCE MUSEUMS
Baltimore, MD
Sherlock Holmes and the Clocktower Mystery
Maryland Science Center • Opens May 2013
Test your powers of observation and deductive reasoning as you
travel through scenes of Victorian London in search of clues to solve
this clever murder-mystery.
Boston, MA
Dead Sea Scrolls: Life in Ancient Times
Museum of Science • Through October 14, 2013
Step back in time to ancient Israel at this exhibition, which features
fragments of the 2000-year-old Dead Sea Scrolls, as well as more
than 600 objects—weapons, stone carvings, a 3-ton stone from Jerusalem's Western Wall, and other artifacts, each offering rare insight
into life long ago.
Columbus, OH & Denver, CO
MythBusters: The Explosive Exhibition
COSI in Columbus, OH • Through September 2, 2013
Denver Museum of Nature & Science • Opens October 11, 2013
Inspired by the Discovery Channel's MythBusters series, this exhibition offers the opportunity to uncover for yourself the truths behind popular
myths, through hands-on experiences and live demonstrations.

Photo: Mark Knight Photography

THE NEW PEROT MUSEUM
OF NATURE AND SCIENCE
WITH A MISSION to “inspire minds through
nature and science”, Dallas’s Perot Museum of
Nature and Science opened the doors to its new
building on December 1, 2012. Designed by
Thom Mayne and Morphosis Architects, the mu-

Philadelphia, PA
SPY: The Secret World of Espionage
The Franklin Institute • Through October 6, 2013
Gain access into the world of espionage at this interactive exhibition,
featuring over 200 artifacts and authentic spy gadgets from the CIA,
FBI, and the National Reconnaissance Office, as well as the private
collection of intelligence historian H. Keith Melton.
Santa Ana, CA
Da Vinci: The Genius
Discovery Science Center • Through September 8, 2013
Illuminating the genius of Leonardo da Vinci as an inventor, artist,
and scientist, this exhibition features life-size reproductions of his inventions and other works.

seum’s five floors of public space feature a children’s museum, a 3D theater, and exhibit halls
devoted to earth and space sciences, life and
natural sciences, physical sciences and engineering. The T. Boone Pickens Life Then and Now Hall,
a must-see for dinosaur lovers, is shown above.
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St. Paul, MN
Maya: Hidden Worlds Revealed
Science Museum of Minnesota • Opens June 21, 2013
Explore the realm of the ancient Mayans through immersive environments, artifacts, and activities at the special exhibition Maya: Hidden
Worlds Revealed. n
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QUIZ

America the Beautiful
If you are waiting with your Nikon for the moon to rise
over El Capitan (photo 1), you are in:

6.

A. Yellowstone National Park
B. Yosemite National Park
2.

If you are driving through the National Conservation Area
(photo 2) that lies 17 miles west of Las Vegas, you are in the:

A. Grand Canyon
B. Everglades
7.

A. Red Rock Canyon
B. Grand Canyon
3.

If you are straddling the Continental Divide in northwest
Montana (photo 3), you are in:

If you are wading through a narrow slot canyon under a
brilliant blue Utah sky, you are in:
A. Haleakala National Park
B.  Zion National Park

5.

If you are scaling the highest peak in Washington, you
are on:
A. Mount Rainier
B. Mount McKinley

If you are standing atop Mount Marcy looking toward
Lake Placid, you are in the:
A.   Adirondacks
B. Grand Tetons

8.

A. Shenandoah National Park
B. Glacier National Park
4.

If you are rafting down the Colorado River, you are
in the:

If you are plunging into the deepest lake in the country,
you are in:
A. Crater Lake (OR)
B. Lake Champlain (NY-VT)

9.

If you are sledding down the tallest sand dunes (up to 750 ft.)
in the United States, you are in:
A. Massachusetts
B. Colorado

10. If you are hiking the Appalachian Trail, you are definitely
not in the:
A. Blue Ridge Mountains
B. Rocky Mountains

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

1.
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