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F or dividend investors, it’s time to get 
picky. Investors focused on stocks pay-
ing regular dividends have lately reaped a 
bountiful harvest. But investors who snap 

up dividend payers indiscriminately—or load up on 
the highest-yielding stocks they can fi nd—may fi nd 
themselves with some rotten apples. Rising interest 
rates may hurt some types of dividend-paying stocks 
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It’s Time to Fine-Tune 
Dividend Holdings

far more than others—and some of the most tradition-
al dividend-paying sectors, such as utilities and telecom 
services, are likely to feel much of the pain, money 
managers and analysts say.

And while fi nancial fi rms have rolled out a host of 
new dividend-focused mutual funds and exchange-
traded funds, investors should tread carefully. Th ey 
must scrutinize the funds’ strategies and portfolios to 
be sure they’re not over-
loading on overvalued 
dividend sectors that are 
poised for a fall. 

Investors may be 
reluctant to tweak their 
dividend portfolios at a 
time when payouts are 
looking more gener-
ous. Among companies 
in Standard & Poor’s 
500-stock index, divi-
dend payments in the 
fi rst half of this year 
jumped about 14% over 
the fi rst six months 
of 2012, with further 
growth projected in the 
second half of 2013. And 82% of companies in the 
S&P 500 pay dividends, the highest level in nearly 
14 years. 

Although older investors may need to get more 
selective, they can remain confi dent in dividend stocks’ 
benefi ts for retirement portfolios. For portfolios in 
drawdown mode, high-quality dividend stocks can 
provide steady and growing income as well as the 
potential for capital appreciation and a shield against 
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infl ation. Th e long-term returns of dividend payers 
have beaten the broader market with lower volatility. 
Between 1926 and 2012, dividends accounted for 42% 
of the S&P 500’s total return.

Some retirees fi nd that a well-curated collection of 
dividend payers helps them cover retirement expenses 
while largely ignoring the market’s ups and downs. 
Bruce Miller, 62, of Vancouver, Wash., started building 
his portfolio of dividend payers soon aft er retiring from 
the Air Force in 1999. He looks for companies that 
have at least a ten-year track record of paying dividends, 
a dividend growth rate of at least 5% per year and cash 
fl ow amounting to at least 150% of the payout. 

Miller’s favorites include consumer-product makers 
such as Clorox and Kimberly-Clark. While a military 
pension covers most of his basic expenses, Miller fi nds 
steady dividends a reliable way to maintain his lifestyle, 
which includes a second home and traveling to see his 
seven grandchildren. As a buy-and-hold investor, he 
says he doesn’t worry about stock price swings. “What 
I care about is the ability of companies to pay their 
dividend,” he says.

Stocks yielding close to 3% or more may look 
attractive compared with the 2.6% yield of ten-year 
Treasury bonds, but investors should remember that 
dividend stocks are not a substitute for fi xed income. 
Although dividend payers tend to be less volatile 
than the broader stock market, they’ve been consider-
ably more volatile than bonds. Retirement portfolios 
should remain broadly diversifi ed among cash, bond 
and dividend stock holdings. 

Th e challenge today is guarding those dividend 
holdings against the market’s blows. While a scat-
tershot approach to dividends may have worked in 
years past, investors should now take a more targeted 
approach to collecting those payouts. Here’s how to 
refi ne your dividend strategy to focus on reliable and 
growing payouts in the years ahead.

■ Look for dividend growth, not current yield. Income-
focused fund managers who have a lot of leeway to 
move money among bonds, stocks, convertibles and 
other asset classes have lately made some big shift s 
toward dividend stocks. But those shift s have largely 
focused on fi nding future dividend growth, not the 
highest current yield.

In the Franklin Income Fund, for example, just 36% 
of assets were in bonds at the end of June, down from 
51% a year earlier, says manager Ed Perks. Instead of 
beefi ng up allocations to some of the market’s highest 
yielding sectors such as utilities and real estate invest-
ment trusts, Perks says, he moved money into sectors 
off ering lower yields but stronger dividend growth 
potential, such as technology, energy and materials.

Likewise, the Delaware Dividend Income Fund, 
which can invest in bonds as well as stocks, has shift ed 
more money toward stocks in the past year, says man-
ager Babak Zenouzi. At the same time, Zenouzi says, 
he deliberately lowered the yield in the fund by selling 
high-yield “junk” bonds and higher yielding REITs. 

Many fund managers say they’ve retreated from 
higher yielding stock sectors largely because they’ve be-
come too pricey as investors have gorged on the high-
est payouts they can fi nd. “A lot of this yield-chasing is 
chasing very expensive and unsafe yield,” Zenouzi says. 

Older investors have additional reasons to focus on 
dividend growth rather than current yield. Steadily 
growing dividends can help maintain your purchasing 
power in retirement. And in some cases, a high divi-
dend yield may indicate that the market has knocked 
down the stock’s price in anticipation of a potential 
dividend cut or other troubles. (Dividend yield is the 
annual dividend per share divided by the stock price.)

Early last year, for example, investors punished 
the shares of Portugal Telecom (symbol PT) despite 
the stock’s double-digit dividend yield. Shareholders 
thought the dividend wasn’t sustainable, so the stock 
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ers. Because rising rates allow investors to fi nd higher 
yields in the bond market, stocks will also have to off er 
higher yields to remain competitive. Stocks’ dividend 
yields can rise because dividends increase—or because 
the market drives share prices lower. 

History shows that rising-rate cycles can be tough 
on dividend-paying stocks. Josh Peters, director of eq-
uity-income strategy at Morningstar, recently studied 
cycles in which the monthly average ten-year Treasury 
yield rose one percentage point or more from its low 
point. In seven such cycles since 1992, the S&P 500 
delivered an average total return of 11%, well ahead of 
the 3.7% average return for the Dow Jones US Select 
Dividend Index. Since the ten-year Treasury yield’s July 
2012 low of 1.53%, dividend investors aren’t exactly 
hurting, but the pattern of underperforming the 
broader market continues, Peters found. Th e S&P 500 
gained 25% from the start of the cycle through the end 
of July 2013, versus about 23% for the Dividend Index. 

Th is by no means indicates that investors should 
abandon dividend stocks during rising rate periods. 
While rising rates may aff ect dividend payers’ perfor-
mance relative to the broader market, “the absolute 
total return story for someone who fi nds the income 
appealing is not that bad,” Peters says.

Some dividend-paying sectors have proven far more 
vulnerable to rising rates than others. Th e market’s 
most defensive sectors, such as utilities and telecom-
munications, tend to fare the worst. Two reasons: 
Conservative investors can fi nd better yields in bonds 
aft er rates rise, and rising rates oft en go hand in hand 
with stronger economic growth, which favors more 
cyclical, growth-oriented sectors such as technology 
and industrials. Indeed, utilities lagged the S&P 500 
by an average 10.4 percentage points during the his-
toric rising-rate cycles Morningstar studied and by 17 
percentage points in the current cycle. 
■ Cast a wider net. Fortunately, investors no longer 
need to focus on the traditional defensive sectors when 
seeking dividends. In fact, the biggest contribution to 
dividends of the S&P 500 now comes from a sector 
that didn’t traditionally off er much in the way of pay-
outs: technology. Th e sector accounted for 15.5% of 
the S&P 500’s dividends at the end of July.

Tech giants IBM (IBM, recent price $188, 1.9% 
yield) and Microsoft (MSFT, $33, 2.7%) have “con-
siderable amount of free cash fl ow and strong balance 
sheets, and can continue to raise their dividend,” says 
Linda Bakhshian, who manages several dividend-
focused portfolios at Federated Investors. (Prices and 

From the Editor

  F or readers who buy health insur-
ance on the individual market, get 
ready for October 1. Th at’s the start 
of enrollment on the new state-based 

health exchanges under the new health care law.
You may be able to get a better deal on the 

exchanges than you’re getting with your cur-
rent plan. And note that policies off ered on the 
exchanges cannot deny you coverage for a pre-
existing medical condition. Also, you could be 
eligible for a federal subsidy, depending on your 
income, to buy coverage.

To help you make your way in the new 
marketplace, exchanges are designating trained 
“navigators.” See our story on page 15. To fi nd a 
state exchange, go to Healthcare.gov.

And on another note, the National Press Club 
Annual Journalism Awards recently recognized 
the work of Retirement Report Associate Editor 
Eleanor Laise. She won an honorable mention 
for a series of stories she wrote last year on the 
legal and bureaucratic minefi elds that face many 
seniors who need long-term and end-of-life care. 

Susan B. Garland, Editor

“didn’t get  any credit for having this high yield,” says 
John Buckingham, chief investment offi  cer at Al Frank 
Asset Management, in Aliso Viejo, Cal. Indeed, the 
company in mid 2012 cut the dividend in half. 

Do-it-yourselfers seeking steady dividend growers 
might devise their own stock screens, such as retiree 
Bruce Miller’s, incorporating dividend payment his-
tory, growth rates and cash fl ow. Or you can rely on a 
mutual fund or ETF to do the work for you. Vanguard 
Dividend Growth Fund (VDIGX), for example, is 
focused on high-quality companies that are committed 
to growing dividends over the long term.
■ Understand the impact of rising rates. While many 
older investors fear that rising rates will drag down 
their bond holdings, they may have overlooked the 
damage that higher rates can infl ict on dividend pay-
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yields are as of the market’s close on August 8.)
Morningstar’s Peters favors Intel (INTC, $22, 

4.0%). Although the chip maker has been weighed 
down by challenges in its personal-computer business, 
“that downturn is not going to last forever” and the 
company’s server business is performing well, he says. 
In a few years, Peters says, Intel will start devoting a 
more signifi cant portion of its cash fl ow to dividends. 

Apple (AAPL, $461, 2.5%), which started pay-
ing a dividend last year and boosted it this year, “is a 
great name to own based on valuation, the strength 
of the balance sheet, and the dividend yield and share 
buyback program,” Buckingham says. His Al Frank 
Dividend Value Fund devoted 19% of assets to tech 
stocks at the end of June. 

For fast-growing dividends and relative resilience 
amid rising rates, investors should also look to fi nancials, 
managers and analysts say. Aft er spending years working 
through fi nancial-crisis hangovers, many banks are now 
getting back to the business of raising dividends. 

Although rising rates can be a mixed bag for the 
fi nancial sector, banks have beaten the S&P 500 by six 
percentage points during the current rising-rate cycle, 
according to Morningstar. Higher long-term rates can 
drag down mortgage originations, a key source of fees 
for many banks, Peters says. But when shorter-term 
rates start to rise, he says, banks can immediately start 
charging higher rates on many loans, while they still 
have a large base of customer deposits paying essen-
tially zero interest—and they’ll profi t from the spread 
between the two. Peters favors Wells Fargo (WFC, 
$43, 2.5%), which relies largely on that relatively 
simple business model and pays a dividend that has 
bounced back quickly from the fi nancial crisis, to a 
current quarterly payout of 30 cents per share.

One corner of the fi nancial sector that doesn’t win 
much praise from dividend-oriented money manag-
ers is REITs. Mortgage REITs in particular may be 
hurt by rising rates, says Brian McMahon, manager of 
the Th ornburg Investment Income Builder Fund. But 
managers and analysts are still fi nding some value in 
REITs focused on retail properties. Realty Income (O, 
$43), whose properties are leased to retailers and other 
commercial enterprises, for example, off ers a steadily 
increasing monthly dividend and yields about 4.7%. 
“It could certainly underperform if interest rates go up, 
but there’s pretty good cushion there” in the dividend 
yield, Peters says. 
■ Look overseas for dividend yield. Foreign stocks in 
both developed and emerging markets tend to off er 

higher dividend yields than their U.S. competitors. But 
they also come with potential pitfalls for U.S. investors. 

Foreign dividend payers deliver broader diversifi -
cation and oft en better valuations than U.S. stocks, 
money managers say. McMahon says he’s slightly tilt-
ing his portfolio toward non-U.S. dividend payers. In 
the energy sector, for example, he holds international 
oil giants Royal Dutch Shell (RDS.A, $65) and Total 
(TOT, $54), whose 4% to 5% dividend yields are well 
ahead of U.S. competitors such as Exxon Mobil (XOM, 
$91), which off ers a 2.6% yield.

When buying foreign dividend payers, remember 
that many countries withhold taxes on dividends paid 
to U.S. shareholders. (One notable exception is the 
United Kingdom.) Th e amount withheld is oft en 10% 
to 20%. If you hold the shares in a taxable account, 
you can recover those amounts through the foreign tax 
credit. If you hold the shares in an IRA or other tax-
deferred account, you can’t claim the credit. To fi nd 
the foreign taxes you’ve paid, look at Box 6 on Form 
1099-DIV. Taxpayers claiming a foreign tax credit 
generally must fi le Form 1116.

Currency swings can add a case of whiplash when 
dividends aren’t paid in U.S. dollars. Many mutual 
funds hedge away some, but not all, of this exposure. 
In the Th ornburg fund, for example, McMahon says 
he tends to hedge the euro but retains some exposure 
to the pound and Asian currencies. 
■ Delve into fund strategies. Fund companies’ race 
to roll out dividend funds has left  investors with an 
overwhelming array of choices. When choosing a 
dividend-focused fund, consider whether the fund is 
more focused on maximizing income or pursuing more 
moderate yields and strong future dividend growth. 
Funds in the two categories are likely to have very dif-
ferent portfolios. 

Th e iShares Select Dividend ETF (DVY), for 
example, tracks an index that selects stocks based on 
dividend yield. Th e methodology has led to a huge 
concentration in the utilities sector—nearly 30% 
in early August. Likewise, the WisdomTree Equity 
Income ETF (DHS), whose index also selects holdings 
based on dividend yield, recently had about 13% in 
utilities and 11.5% in telecom stocks. Investors looking 
for dividend growth and broader diversifi cation might 
prefer the Vanguard Dividend Appreciation ETF (VIG), 
which focuses on companies that have raised dividends 
for at least ten consecutive years. Th e fund had just 1% 
in utilities and 0.1% in telecom as of the end of June. K 
—ELEANOR LAISE
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INVESTING

Find Good Deals in Large-Company Funds

 Large companies look cheap compared 
with their smaller brethren these days. So 
in a world with so many risks, why not favor 
the stability of large-company mutual funds 

when you can buy them at discounted prices?
We’ve chosen six funds that we consider the best. 

We focused on actively managed funds with veteran 
managers. And the funds had to be strong performers 
over the long haul and year-by-year. (All results are as 
of August 8.)
■ Dodge & Cox Stock. Th is $49 billion value fund’s 
performance can be streaky. In 2008, it trailed 91% 
of its rivals in the large-company value category with 
a 43.3% loss, only to rebound in 2009 with a 31.3% 
return, ahead of 86% of its peers. Since 1977, the fund 
has returned an annualized 13.5%, an average of two 
percentage points per year better than Vanguard 500 
Index (symbol VFINX), an index fund that tracks 
Standard & Poor’s 500-stock index. Even with its big 
loss in 2008, the fund has beaten the majority of its 
peers in three of the past fi ve calendar years.
■ Fidelity Contrafund. Since Will Danoff  took over the 
helm of Contrafund in 1990, the fund has delivered an 
annualized return of 13.2%, an average of 3.4 percent-
age points per year better than the Vanguard 500 Index 
fund. Of course, not every year has been a good one. 
Th e fund lagged the S&P 500 from 1994 to 1997. As 
of the end of June, its top three holdings were Google, 
Berkshire Hathaway and Apple.

Today, Contrafund is one of the U.S.’s biggest stock 
funds—with $98 billion in assets. Over the past year, 
its 22% return lags the Vanguard 500 Index fund by 
1.7 percentage points. 
■ Mairs & Power Growth. Managers Bill 
Frels and Mark Henneman have invested 
nearly two-thirds of the fund’s $3.5 billion 
in companies that are based in their home 
state of Minnesota. Mairs & Power Growth 
has outpaced most of its peer group of large-
company blend funds in four of the past fi ve 
calendar years. 

Frels and Henneman look for well-man-
aged companies with growing businesses that 
are trading at attractive prices. Th e fund’s top 
three holdings are global coatings manu-
facturer Valspar, 3M and Medtronic. Over 

the past 12 months, Mairs & Power Growth returned 
31.4%, topping Vanguard 500 Index by 7.8 percentage 
points.
■ Primecap Odyssey Stock and Primecap Odyssey 
Growth. Th e two funds are run in a similar fashion by 
fi ve managers from Primecap Management Company, 
an investment fi rm in Pasadena, Cal. Th e manag-
ers hunt for companies that have promising growth 
prospects but that are temporarily out of favor. Odys-
sey Stock can invest in companies of any size, but it 
focuses mostly on large companies. Odyssey Growth 
puts more of an emphasis on a company’s potential 
to generate above-average earnings growth and, thus, 
is more inclined to invest in midsize and small con-
cerns—tending to make Growth a little more volatile 
than Stock. Since their inception in 2004, Stock and 
Growth have returned an annualized 8.9% and 10.1% 
per year, compared with 6.9% for Vanguard 500 Index.
■ T. Rowe Price Equity Income. Brian Rogers has man-
aged Equity Income since the fund launched in 1985. 
Rogers’s strategy of fi nding large, high-quality, growing 
fi rms that pay dividends has paid off  handsomely. Since 
the fund’s inception, it has returned 11.2% annualized. 
Th at beats Vanguard 500 Index by an average of 0.6 
percentage point per year.

About 21% of the portfolio is invested in fi nancial 
services stocks. JPMorgan Chase ( JPM, up 51.0% over 
the past year) and Bank of America (BAC, up 91.0%) 
are among the fund’s top 20 holdings. But the fund’s 
25.8% one-year return—2.2 percentage points ahead 
of Vanguard 500 Index—was driven, too, by health 
care companies, such as medical-devices fi rm Th ermo 
Fisher Scientifi c (TMO, up 61.5%). K —NELLIE S. HUANG

The Key Numbers

FUND NAME SYMBOL
1-YEAR 
RETURN

2-YEAR 
RETURN

5-YEAR 
RETURN

EXPENSE 
RATIO

Dodge & Cox Stock DODGX  33.0%  30.2%   7.3%   0.52%
Fidelity Contrafund FCNTX 22.0 22.5 8.3 0.74
Mairs & Power Growth MPGFX 31.4 31.8 10.2 0.70
Primecap Odyssey Stock POSKX 28.4 25.6 9.0 0.66
Primecap Odyssey Growth POGRX 34.6 30.5 11.1 0.67
T. Rowe Price Equity Income PRFDX 25.8 26.2 7.8 0.68
Standard & Poor’s 
500-Stock Index   23.8%   25.9%    7.9%

Data as of August 8. SOURCE: © 2013 Morningstar Inc.
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MANAGING YOUR FINANCES

A Pension Strategy 
That Could Backfi re

 C ouples who qualify for an employer 
pension need to make a big decision before 
they retire. Should a retiree take a life-
only annuity, which provides the highest 

monthly payout but ends when the pensioner dies? Or 
choose a joint-and-survivor benefi t, which off ers 
a lower payout but one that continues aft er the retiree 
dies for as long as the spouse is alive?

If the employee due the pension is likely to die fi rst, 
the joint pension is usually the best route. But some in-
surance agents may try to steer you to a strategy known 
as “pension maximization.” It works like this: Take 
the higher life-only payout and use all or part of the 
extra income to buy life insurance. If you die fi rst, your 
pension ends but your spouse will get a death benefi t 
that supposedly will be enough to generate at least the 
same income she would have received under the joint 
pension. If she dies fi rst, you cancel the insurance and 
continue to take the higher payout.

However, this strategy may not work out as 
planned. It’s essential to examine the numbers closely 
before you sign away your rights to a joint pension. 
“If the goal is to have steady income for life, why jump 
through all these hoops?” says Rebecca Davis, legal 
director of the Pension Rights Center.

Mark Maurer, president of Low Load Insurance Ser-
vices in Tampa, Fla., develops “pension max” strategies 
for clients of fee-only certifi ed fi nancial planners. He 
says that just 20% of the clients he reviews do better 

with pension max than with the joint-pension option.
Maurer off ers an illustration of one plan he devel-

oped for a 61-year-old man and his 59-year-old wife. 
Th e husband’s pension off ered a choice of a monthly 
$4,356 life-only payout or a 100% joint benefi t, which 
would pay $3,557 as long as one of the spouses lived.

Under pension max, the worker chooses the life-
only benefi t with its extra $799 a month. He uses 
$660 a month to pay premiums on three life insurance 
policies—a 10-year $200,000 term policy, a 20-year 
$200,000 term policy and a $370,000 universal life 
policy. He qualifi es for low rates because he is healthy. 
“Th is won’t work unless the client is a better-than-
average healthy non-smoker,” Maurer says.

Protecting the Surviving Spouse
A big issue for pension max plans: If the husband dies, 
will the death benefi t be big enough? “You really want 
to see if the wife would be able to use the death benefi t 
to buy a guaranteed fi xed annuity that is greater than 
what she would get with the joint pension,” says Steve 
Vernon, president of Rest-of-Life Communications, a 
consulting fi rm in Oxnard, Cal. He says he’s “skeptical” 
that these plans work in the survivor’s favor.

In Maurer’s example, if the husband dies aft er 22 
years, the 81-year-old wife could use the tax-free 
$370,000 death benefi t to buy a fi xed-payout annuity. 
At today’s rates, the annuity would pay out $3,388 a 
month, according to ImmediateAnnuities.com. Th at’s 
lower than the joint pension’s $3,557.

But Maurer notes that with the pension, payments 
would be fully taxable and, at the 15% rate, would 
leave the widow with just $3,023 of aft er-tax spending 
money. With the annuity, most of each payout would 
be tax-free return of investment so, according to Mau-
rer, the widow would have more spendable cash. 

However, Vernon says that pension max plans are 
oft en based on assumptions that may not pan out. He 
has seen plans that provide just a 20-year term life in-
surance policy on the worker’s life. If the husband lives 
longer, “he will have to buy term life insurance in his 
eighties, and that will be phenomenally expensive,” he 
says. Some strategies use insurance with death benefi ts 
that grow based on market assumptions. If the market 
grows at a lower rate, the death benefi t could be too 
low to cover the survivor’s expenses.

Also, pension max plans oft en don’t account for tax-
es. In Maurer’s example, the couple must pay tax on the 
$4,356 payout, squeezing the aft er-tax cash on hand to 
cover the insurance premiums. K —SUSAN B. GARLAND LI
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 Buyers of long-term-care insurance expect 
that their policies will pay off  if they no lon-
ger can live on their own. And most claims 
are paid: Insurance companies forked over 

$6.6 billion in benefi ts in 2012 to a record 264,000 
individuals, according to the American Association 
for Long-Term Care Insurance.

But consumer advocates and lawyers say many 
seniors—and their families—spend months, and 
sometimes years, struggling to persuade insurers to 
pay the bills. To help avoid denials, it’s essential to 
understand what your policy covers and the traps that 
can block a claim from being paid.
■ When the clock starts ticking. Policies typically 
include a deductible, known as an elimination period, 
of 20, 60 or 90 days. But insurers diff er on how they 
count those days.

Some policies use “calendar days”—paying for serv-
ices 60 days aft er you fi le a claim or aft er the doctor or 
company certifi es that you have a covered disability. But 
other plans focus on “service days,” counting only the 
days that you pay for a home health aide, for example, 
during the waiting period. If the caregiver visits three 
days a week, the insurer only counts those visits toward 
the 60-day waiting period—and benefi ts won’t kick in 
for 20 weeks. In the meantime, the family has to pick up 
the tab. Some policies will waive the elimination period 
for home health care, says John Ryan, a broker in Green-
wood Village, Colo., who specializes in long-term care.

Regardless of the particulars of the elimination 
period, Ryan says it’s essential to fi le a claim at the fi rst 
sign of a problem. Th e insurance company will need to 
review clinical records and perhaps even send a nurse 
or social worker to visit a client before it approves a 
claim. “All this takes time,” Ryan says.
■ Passing the disability test. Claimants typically must 
prove that they are “cognitively impaired” or need 
help performing two or three “activities of daily liv-
ing,” such as bathing or eating. “A licensed health care 
provider should confi rm in writing” all of the details of 
the patient’s disabilities, says Calvin Th ur, a lawyer in 
Phoenix, who represents claimants in insurance cases. 
He also recommends that a physician “in essence write 
a prescription” for home health care seven days a week 

or nursing-home care for life. When you call the in-
surer to fi le a claim, make it clear that you have docu-
mentation from a physician.

Th e physician’s report should refl ect the type of 
care required in the policy. For example, Th ur says, 
“If a policy requires that the person needs help getting 
in and out of the shower, the doctor should write that.” 
Th e insurer will verify the need for care, either 
by phone or in person. In the case of a visit, an advo-
cate “should be present to explain the problem,” says 
Glenn Kantor, an insurance lawyer in Northridge, Cal. 
“Th e patient should never be left  alone.”

And the insurer should be told in writing to call 
the patient’s advocate and not the client for any infor-
mation, Kantor says. Someone with Alzheimer’s could 
have moments of lucidity, for example, and older pa-
tients oft en don’t want to admit how helpless they are.
■ Check the caregiver requirements. Before you hire 
a caregiver, study the policy’s fi ne print on the type 
of aide the company will cover. Many policies will only 
pay for licensed caregivers who work for an agency, 
even though many patients simply require the help 
of a personal care aide—someone to prepare meals and 
help with bathing. You don’t want to discover too late 
that the aide you hired doesn’t qualify. Th ese require-
ments also cover aides during the elimination period—
even though you are paying for the care yourself.

Not all states require such licenses. In Arizona, Th ur 
says, there is no license requirement for home health 
aides. He says that when the home health providers call 
the insurers to remind them of the law, “the companies 
usually back down, but sometimes they don’t.”

Keep a log of all communications with the insurer. 
Follow up all phone calls with a letter, fax or e-mail. If 
the insurer drags its feet or denies a claim, consider hir-
ing a lawyer who specializes in fi ling “bad faith” claims 
against insurance companies. K —SUSAN B. GARLAND

MANAGING YOUR FINANCES

Devil’s in the Details 
When Filing a Claim
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TAXES

States Differ on Retiree Tax Burden
consider. For more information, check out Kiplinger’s 
updated “Retiree Tax Map” at kiplinger.com/tools/
retiree_map. You can click on a state to see its full tax 
profi le, and you can sort the map based on certain 
categories, such as states that don’t tax Social Security 
benefi ts. New this year is a feature that allows you to 
compare up to fi ve states at one time.

Watch out for a state’s sales tax, which can take a 
sizable bite out of your spending. Note that cities and 
counties can tack on their own sales levies.

Remember property taxes. Th ose levies are imposed 
locally and can be heft y.

N o matter where you retire, you’ll owe 
the same to Uncle Sam in federal taxes. 
But your choice of retirement destina-
tion could have a signifi cant impact on 

what you’ll owe in state taxes. State tax burdens vary 
widely across the U.S.

If you’re thinking of relocating, compare the taxes 
in potential retirement states to those in your current 
state. Wherever you retire, you may be eligible for 
senior-related breaks on retirement income, property 
taxes and sales taxes.

Here we examined three tax categories you should 

States are pretty generous 
when it comes to Social Se-
curity. While Uncle Sam will 
tax up to 85% of your ben-
efi ts, most states give Social 
Security recipients a pass.

Besides the nine states that don’t have a broad-
based income tax, 27 states and the District of 
Columbia exclude Social Security benefi ts from 
state income taxes. Th ey are Alabama, Arizona, 
Arkansas, California, Delaware, Georgia, Hawaii, 
Idaho, Illinois, Indiana, Kentucky, Louisiana, 
Maine, Maryland, Massachusetts, Michigan, Mis-
sissippi, New Jersey, New York, North Carolina, 
Ohio, Oklahoma, Oregon, Pennsylvania, South 
Carolina, Virginia and Wisconsin.

Fourteen states, however, do tax Social Se-
curity to some extent. Rhode Island and West 
Virginia, for instance, tax benefi ts the same as the 
federal government does. Connecticut, Kansas 
and Missouri tax benefi ts when a taxpayer’s 
income exceeds certain thresholds (which are 
above the federal threshold). Some of the states 
allow benefi ts to qualify for a tax break under its 
retirement-income exclusion. New Mexico, for 
example, lets a retiree protect otherwise taxable 
benefi ts under its $8,000 exclusion.

Iowa will become more tax friendly come 
2014. For 2013, 11% of benefi ts are taxable, but 
Iowans will pay no tax on benefi ts next year.

Th e majority of states 
let estates and benefi cia-
ries off  the hook when 
it comes to taxes. Th ree 
states—Indiana, Ohio 
and North Carolina—

repealed their death taxes as of 2013. 
But 19 states and the District of Columbia 

have an estate tax or inheritance tax (Maryland 
and New Jersey impose both levies). An estate tax 
hits the estate before assets are distributed, while 
an inheritance tax is paid by the heirs. Tennessee, 
which calls its tax an inheritance tax, subjects es-
tates of more than $1.25 million to tax. However, 
the state is phasing out its tax by 2016.

Generally, state estate tax rates are graduated 
up to 16% on the largest estates. A key factor is 
the size of the exemption. Oft en these exemp-
tions are lower than the federal estate tax exemp-
tion, which for 2013 is $5.25 million. For exam-
ple, in Illinois, estates will pay tax for transferred 
assets of more than $4 million for 2013; in New 
Jersey, the exemption is $675,000. Th at means 
that an estate that could be exempt from federal 
estate taxes could end up with a state tax tab.

Two states also have their own gift  tax. Min-
nesota’s gift  tax went into eff ect in July. Minne-
sotans can give up to $1 million in lifetime gift s 
before the gift  tax kicks in. In Connecticut, the 
tax kicks in aft er a $2 million lifetime exclusion.

Estate & Inheritance Taxes Social Security Benefi ts

l d h d h d ’ h b d

ts
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Looking for a state that 
doesn’t tax income? Try 
Alaska, Florida, Nevada, 
South Dakota, Texas, Wash-
ington or Wyoming. 

New Hampshire and 
Tennessee tax only divi-
dends and interest. But 

Tennessee exempts taxpayers over 65 who have 
total annual income of up to $33,000 for single 
fi lers ($59,000 for joint fi lers) from the tax on 
dividends and interest. New Hampshire off ers a 
$1,200 exemption for taxpayers 65 and older.

Of the 41 states, plus the District of Colum-
bia, that have an income tax, most off er exclu-
sions to protect some—and in a couple of cases, 
all—retirement income from tax. Th e most gen-
erous states: Mississippi and Pennsylvania, which 
exempt all retirement income, including public 
and private pensions and distributions from 
retirement accounts, such as IRAs and 401(k)s.

Most other states have a set amount that they 
will allow retirees to exclude. Georgia off ers the 
largest retirement-income exclusion, at $65,000 
for a taxpayer 65 or older (couples can shelter 
$130,000). Taxpayers ages 62 to 64 can take a 
$35,000 exemption per person. Kentucky al-
lows up to $41,110 of military retirement pay, 
qualifi ed private pensions, annuity income and 
pensions from civil service and state and local 
government to be excluded from tax.

Tax breaks can depend on the type of retire-
ment income, so consider the sources of your 
income to fi gure out the state that might be the 
best match for tax purposes. For example, Kansas 
exempts state and local government pensions, but 
taxes all private retirement income. Alabama ex-
cludes private pensions, but it taxes distributions 
from defi ned-contribution plans.

Six states off er no safe haven for retirement 
income: California, Minnesota, Nebraska, North 
Dakota, Rhode Island and Vermont. Connecti-
cut excludes 50% of military retirement pay from 
tax, but it off ers no other retirement-income 
breaks. California imposes a 2.5% penalty for 
those who withdraw from a retirement plan 
before age 59½. K —RACHEL L. SHEEDY

Pensions & Retirement Accounts
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Running a business from a home offi  ce can 
simplify your life—and now the IRS is mak-
ing the carpet commute even easier. Starting 
in 2013, you have the option of taking a 

home-offi  ce deduction without all of the overwhelm-
ing paperwork and calculations you had to go through 
in past years.

Under this new simplifi ed option, you write off  $5 
for each square foot of the part of your home that you 
use for business, up to 300 square feet. Th e maximum 
deduction is $1,500. With the regular method, you 
must calculate the percentage of your home that is 
used for business—and then fi le the 43-line Form 
8829.

You may choose either the new simplifi ed option 
or the actual-expense method. You can change meth-
ods from year to year, but if you use a method for 
a specifi c tax year, you can’t change it later for that 
same year. Th e simplifi ed option does not change the 
rules for who can take the home-offi  ce deduction. For 
example, you can take the deduction only for that por-
tion of your home that is used exclusively for business 
on a regular basis.

One change that taxpayers will surely welcome 
is that the simplifi ed method allows them to take the 
full write-off  for mortgage interest and property taxes 
on Schedule A. Under the complex method, these ex-
penses must be apportioned between Schedule A and 
small-business schedules.

Th e $5-per-square-foot simplifi ed method replaces 
the deduction for—and the hassle of deciphering—
depreciation for the business portion of your home 
and the appropriate share of utility, insurance and 
repair bills. With both methods, business owners can 
fully deduct business expenses that are unrelated to the 
home, such as supplies, advertising and wages paid to 
employees.

Taxpayers with home offi  ces should look at past re-
turns before choosing an option this year. Th e average 
home offi  ce deduction is around $2,000, according to 
the National Association for the Self-Employed. While 
using the conventional method can be tedious, it could 
still be fi nancially benefi cial. For more details, go to 
www.irs.gov/pub/irs-drop/rp-13-13.pdf. K

TAXES

A New Easy Way to 
Deduct a Home Offi ce
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ECONOMY
■ Energy prices. By Labor Day, 
average per-gallon gasoline 
prices should fall, to $3.50 to 
$3.55, from $3.63 now. But 
prices for natural gas will climb. 
At $3.37 per million British 
thermal units now, the price will 
range from $4 to $4.50 this 

winter, which is higher than last year’s $3 to $4 prices.

INVESTING
■ Market data. The Financial Industry Regulatory 
Authority has relaunched its Market Data Center, using 
Morningstar to provide data and technology. It provides 
pricing and other data for U.S. fi xed-income securities, 
equities, options, indexes, mutual funds and exchange-
traded funds. Go to the investors’ page at www.fi nra
.org and click the “Market Data” tab.
■ Fraud alert. The Securities and Exchange Commis-
sion has issued an investor alert on investment offers 
that state or imply an SEC endorsement. The agency 
never endorses an investment. To read the alert, go to 
Investor.gov.

TAXES
■ Health law. The IRS is gearing up to impose penal-
ties on individuals who do not buy insurance in 2014. 
Insurance companies, employers that self-insure and 
government-sponsored health programs will send 

TAX TIP
Be Charitable to Avoid Surtax

Those who are 70½ and older and who are in 
danger of getting hit by the 3.8% Medicare 

surtax may want to make use of the IRA-to-
charity direct transfer tax break. Taxpayers who 
must take required minimum distributions can 
transfer up to $100,000 directly to charity. In 
addition to meeting the RMD, the money won’t 
count as income and thereby lowers adjusted 
gross income for purposes of determining the 
surtax. The surtax applies to a portion of net 
investment income of single fi lers with modifi ed 
adjusted gross income over $200,000 and joint 
fi lers over $250,000.

Information to Act On
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reports to the IRS on individuals who have coverage. 
Those not on the list will owe a top penalty of $95.
■ Deadline. If you converted a traditional IRA to a Roth 
in 2012 and have changed your mind, you have until 
October 15 to reverse the conversion. Recharacterizing 
will wipe away the tax bill you would otherwise owe.

RETIREMENT SAVINGS
■ Income statement. The U.S. Labor Department has 
proposed a rule to require 401(k) plans to show how 
much monthly income a participant’s account balance 
would likely generate in retirement. To learn more, go 
to Regulations.gov and enter RIN 1210-AB20 in the 
search engine.
■ Conversions up. The tax law debate at the end of 
2012 spurred an increase in Roth IRA conversions, 
according to Fidelity Investments. Roth conversions 
rose 12% in 2012 over 2011, with a 52% surge year 
over year for December. Check the online tool “Should 
You Convert to a Roth IRA?” at Fidelity.com.

CONSUMER INFORMATION
■ Free fi nancial help. Kiplinger is the national media 
sponsor for this year’s Financial Planning Days, 
which features events around the U.S. that introduce 
consumers to certifi ed fi nancial planners for free, 
one-on-one, no-strings-attached advice. Check 
FinancialPlanningDays.org for an event near you.
■ Unclaimed cash. Conduct 
a free search at Missing-
Money.com to see if a state 
treasury has unclaimed 
assets in your name. The 
Web site is endorsed by 
the National Association of 
Unclaimed Property Admin-
istrators and participating 
states. For states that don’t participate, fi nd a link 
to their programs at www.unclaimed.org.
■ Free admission. Many museums nationwide will 
offer free admission on Saturday, September 28, for 
Museum Day Live! Get your ticket and fi nd participating 
museums at www.smithsonianmag.com/museumday.
■ Money makeover. The redesigned $100 bill will begin 
circulating October 8. The redesign uses new security 
features, such as a blue, 3-D security ribbon and a 
color-shifting image of a bell inside an inkwell. Go to 
NewMoney.gov for more details.
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 Fixed Annuities
SINGLE-PREMIUM IMMEDIATE-ANNUITY 
MONTHLY PAYOUT FACTOR       HIGHEST AVERAGE

Male age 65 $5.89 $5.60
Female age 65 5.51 5.20
Male age 70 6.79 6.38
Female age 70 6.18 5.90
Payouts are guaranteed to the annuitant for life, with a minimum payout period 
of ten years. Payout factors are per each $1,000. SOURCE: Comparative Annuity 
Reports (www.comparativeannuityreports.com). Data are to August 1, 2013.

 Benchmarks
THIS MONTH 3 MONTHS AGO YEAR AGO

Infl ation rate* 1.80% 1.50% 1.70%
Six-month Treasury 0.07 0.08 0.14
One-year Treasury (CMT)** 0.12 0.11 0.19
Ten-year Treasury 2.58 1.81 1.68
*Year-to-year change in CPI as of June 2013, March 2013 and June 2012.
**Constant Maturity Treasury yield.

High-Dividend Stocks
We used Kiplinger.com’s stock-fi nder tool to screen stocks 
for at least fi ve years of consecutive dividend increases.
DIVIDEND STOCKS YIELD SHARE PRICE

AT&T (T) 5.1% $35
Southern Co. (SO) 4.6 44
Verizon Communications (VZ) 4.2 50

 Top Yielding Money-Market Funds
TAXABLE YIELD PHONE NUMBER

Invesco Money Market Fund Inv* 0.09% 800-659-1005
Meeder Money Market Retail* 0.08 800-325-3539
Category Average 0.01%
TAX-FREE YIELD PHONE NUMBER

Invesco Tax-Exempt Cash/Inv* 0.12% 800-659-1005
Alpine Municipal Money Fund/Inv* 0.02 888-785-5578
Category Average 0.01%
*Fund is waiving all or a portion of its expenses. The 30-day simple yields are 
to July 29, 2013. SOURCE: Money Fund Report

 Rates and Yields
 Certifi cates of Deposit
SIX MONTHS YIELD PHONE NUMBER

Doral Bank (Fla.) 0.88% 855-513-6725
EH National Bank (Cal.) 0.85 888-392-5265
National Average 0.15%
ONE YEAR YIELD PHONE NUMBER

Colo. Federal Savings Bank (Colo.) 1.00% 877-484-2372
Palladian PrivateBank (Ill.) 1.00 877-448-6500
National Average 0.24%
FIVE YEARS YIELD PHONE NUMBER

iGObanking.com (Ohio) 2.05% 888-432-5890
Intervest National Bank (Del.) 1.85 212-218-8383
National Average 0.78%
Yields include compounding and are as of August 6, 2013. For information on 
deposit insurance, go to the Web site of the Federal Deposit Insurance Corp. 
(www.fdic.gov). SOURCE: Bankrate.com

HOUSING
■ Remodeler. If you want to age 
in place, look at the National 
Association of Home Builders’ 
checklist for fi nding a remod-

eler at www.nahb.org (click “For Consumers” and then 
“Remodeling Your Home”). Tips include: Check the 
company’s rating with the Better Business Bureau, ask 
for references, and be wary of low-priced bids.

SOCIAL SECURITY
■ Benefi ts Webcast. William Meyer, our partner in 
Kiplinger’s Social Security Solutions, will present a 
45-minute Webcast September 23 at 6 p.m. eastern 
time on how to maximize lifetime benefi ts from Social 
Security. Sponsored by TD Ameritrade, the free Web-
cast could be of particular value to Retirement Report 
readers who have not yet claimed their benefi ts. Regis-
ter at www.kiplinger.com/go/social.

HEIRS
■ Benefi ciary deadline. Benefi ciaries of IRAs whose 
original account owner died in 2012 be aware: If a non-
person, such as a charity, was included as a benefi cia-
ry, that part of the IRA must be paid out by September 
30. If not, all the benefi ciaries will have to take their 
distributions within fi ve years instead of being able to 
stretch those distributions over their lifetimes. 

FAMILY
■ Start with Mom. More mothers than fathers report 
having comprehensive discussions with adult children 
about estate planning or wills (79% of moms versus 
69% of dads) and about covering living expenses in 
retirement (70% versus 55%), according to Fidelity 
Investments’ Intra-Family Generational Finance study.

WORK
■ Self-employment. Fifteen percent of workers ages 45 
to 74 are self-employed and about 30% of the self-
employed report starting their business because of a 
job loss, according to AARP. More than 70% say their 
business turned a profi t.
■ Discrimination. About two-thirds of workers ages 45 
to 74 say they have seen or experienced age discrimi-
nation in the workplace, according to AARP. Of those 
who experienced age bias, 19% say they were not hired 
for a job, while 12% were passed up for a promotion.
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Benefi t Reduced for 
Retired Teacher’s Spouse
My wife and I are full 
retirement age. She has a 
state teacher’s pension and 
Social Security benefi ts. 
Can I apply for a spousal 
benefi t based on her Social 
Security benefi ts?

Yes. Because you have reached full retirement age, 
as soon as your wife applies for benefi ts you can fi le 
a claim and restrict it to spousal benefi ts only. Th at 
maneuver will let you collect benefi ts on your wife’s 
record while your own benefi t accrues 8% delayed 
retirement credits each year until you reach 70. At that 
point, you can switch to your own benefi t, which will 
be 32% higher than if you had claimed at 66. Note that 
your wife’s benefi t (and thus your spousal benefi t) may 
be reduced by the Windfall Elimination Provision. Th e 
WEP reduces a benefi t for the years the benefi ciary did 
not pay Social Security taxes. (Find a WEP calculator 
at www.ssa.gov.) Your spousal benefi t will be 50% of her 
WEP-reduced amount.

A Backdoor to a Roth Conversion—With Caveats
I would like to contribute money to a Roth IRA, but my 
income is too high. Can I make aft er-tax contributions 
to a traditional IRA and then convert the money to a 
Roth IRA?
Sure, but this “backdoor” strategy doesn’t mean the 
conversion will be tax free. To fi gure the tax bill, you 
must add up all of the money you hold in all of your 
traditional IRAs. Th e tax bill on any conversion will 
be based on the ratio of pretax money (from deduct-
ible contributions and earnings) to aft er-tax money 
(from your nondeductible contributions). Say you 
made $6,500 in nondeductible contributions and you 
wanted to convert that amount to a Roth IRA. As-
sume your traditional IRAs hold a total of $100,000. 
Because 6.5% of the total is aft er-tax money, just 6.5% 
of your $6,500 conversion, or $422.50, would be tax 
free. Th e rest would be taxed in the year of the conver-
sion. Try to pay the tax bill with money outside the 
IRA.

Transferring Investments for an IRA Distribution 
I’m taking my fi rst IRA required minimum distribu-
tion this year. I don’t need the money to live on now. Do 
I have to liquidate any of my mutual fund holdings to 
come up with the withdrawal?
No. You can take what’s called an in-kind distribution. 
You direct the custodian to move the appropriate num-
ber of shares to a taxable account. It’s easier, though 
not necessary, if your IRA and your taxable account 
are in the same institution. Th e investment value on 
the day of the transfer must be equal or greater than 
the RMD. Because the investments will not be liquid 
when you move them, you will have to come up with 
money to pay the tax bill from another source. Your 
tax basis—the value of the gain or loss when you even-
tually sell the shares—will be based on the value when 
they moved from the IRA.

Finding a Professional Executor
I would like to hire a professional to be the executor 
of my estate. I don’t have any children to carry out this 
function. How do I fi nd one?
If you have a lawyer, check with him or her about tak-
ing on the job, or ask for referrals. Your bank’s trust 
department may have professionals who will serve in 
this capacity. You can fi nd a qualifi ed lawyer or perhaps 
a professional fi duciary by calling the local bar associa-
tion. Meet with at least a couple of prospective execu-
tors and ask about their experience in handling estates. 
States usually set executor fee caps or guidelines; ask 
what they are in your state and what the prospective 
executor will charge.

Financing a Grandchild’s Education
I’d like to help my grandson with his medical school 
tuition payments. Will I have a tax issue if I give him 
$20,000 to put toward his tuition?
If you give your grandson more than $14,000 a year, 
the law requires you to fi le a federal gift  tax return (al-
though it’s highly unlikely your estate will owe any tax 
since every individual has a credit big enough to cover 
the tax on up to $5.25 million in lifetime gift s). But 
there’s a way to avoid having to even fi le that return or 
eat into your credit. Money paid directly to the college 
to cover his tuition (but not room, board or expenses) 
doesn’t count as a gift . However, the direct payment 
could hurt your grandson’s eligibility for need-based 
fi nancial aid, defeating the purpose of your good inten-
tions. Before you write a check to the school, ask your 
grandson’s parents about the fi nancial aid angle. K

FROM THE MAILBOX

Your Questions
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 M any people shopping for health 
coverage on the public exchanges 
established under the health care 
overhaul law will need some help 

navigating these new marketplaces. With enrollment 
starting next month, it’s important to get the most 
comprehensive, objective assistance.

Consumers will have access to online, telephone 
and face-to-face assistance. Many of the helping hands 
will be certifi ed by the exchanges and trained to give 
individuals impartial help in comparing plan features, 
determining eligibility for fi nancial assistance and 
completing applications. People should know “they 
can go to someone who doesn’t have an interest in get-
ting them in any particular program or plan,” says Julie 
Silas, senior attorney at Consumers Union. 

Th at’s important because consumers are also likely 
to get off ers of help from companies that aren’t certi-
fi ed and may not inform customers of all their plan 
options. Some may be insurance companies marketing 
their own products.

Con artists also are getting in on the act, posing 
as enrollment agents while trying to extract personal 
information, according to the Federal Trade Commis-
sion and some state insurance departments. Enroll-
ment doesn’t begin until October 1, and anyone who 
claims to be able to enroll you sooner is a scammer, the 
FTC warns. Likewise, be wary of callers using the new 
law as a hook to ask for a Social Security, Medicare or 
bank account number. And some rogue Web sites have 
been posing as offi  cial state health exchange sites.

Navigating the New Marketplace
To fi nd legitimate sources of information, start with 
the federal government’s Healthcare.gov or contact 
the national call center at 800-318-2596. If your state 
is running its own exchange, this site will provide 
a link to the state marketplace Web site. When the 
exchanges are up and running, all of the marketplace 
sites should provide a list of helpers who have been 
certifi ed to assist consumers. 

Among these certifi ed helping hands are “naviga-
tors,” who must complete a training program, provide 
information on all health-plan options and avoid con-

YOUR HEALTH

Find the Best Help 
On Health Exchanges

fl icts of interest—such as compensation from insur-
ance companies. Many will be from nonprofi t groups.

With the federal government selecting navigators 
late this summer, however, these helpers have just a few 
weeks to get up to speed on the complexities of the 
new marketplace. And in many states, navigators will 
be operating on a shoestring budget—and consumer 
advocates fear there won’t be enough of them. Th irteen 
of the 34 states where the U.S. government is helping 
to run the exchange will get just $600,000 each. In a 
state such as Kansas, with more than 300,000 unin-
sured people under age 65, the $600,000 it’s receiv-
ing won’t go far, says Tricia Brooks, research assistant 
professor at Georgetown University Health Policy 
Institute.

“Certifi ed application counselors” will help fi ll in 
the gaps. Th ese individuals may include staff  members 
of community health centers, hospitals and other 
health care providers. Like navigators, they’ll be certi-
fi ed and required to complete training. Unlike naviga-
tors, they’re allowed to have certain confl icts of interest 
as long as they disclose them. A staff er at a hospital 
that gets the best reimbursement rates from Plan XYZ, 
for example, can help you enroll but must disclose the 
fi nancial relationship with the plan.

Insurance companies generally cannot get certi-
fi ed but may set up services to help consumers enroll. 
Given the limited budgets for certifi ed assisters in 
some states, “it may be that the marketing message will 
be louder from private insurers,” says Karen Pollitz, se-
nior fellow at the Kaiser Family Foundation. Insurance 
brokers and agents, who are typically paid by insurers 
for enrolling people in their plans, can also help con-
sumers sign up on the exchanges. K —ELEANOR LAISE

Application for Health Cover

Use this applicatio
to see what 
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 H ere’s something to consider when 
Medicare’s open enrollment period 
starts October 15: a private Medicare 
Advantage plan. Enrollment hit a 

record high this year, with 14.4 million individuals, 
or about 28% of all Medicare benefi ciaries, in these 
private insurance plans—a 30% jump in the past three 
years, according to the Kaiser Family Foundation.

Advantage plans can reduce the costs and the 
hassle for patients who now need to buy three poli-
cies for comparable coverage—traditional Medicare, a 
prescription-drug plan and a supplemental policy that 
covers out-of-pocket costs. “Th ere is a convenience 
factor with Medicare Advantage plans, and they can be 
cheaper” than fee-for-service Medicare, says Joe Baker, 
executive director of the Medicare Rights Center.

But if you’re enrolling in Medicare for the fi rst time, 
or considering a switch from traditional Medicare, you 
need to choose carefully. Insurance plans that advertise 
zero premiums could end up charging large co-pay-
ments. And the plans, oft en HMOs, will likely limit 
your choice of doctors and hospitals. Even if you’re 
already enrolled in an Advantage plan, check 
if it’s making big changes for next year.

Also, review the plans’ quality ratings. Th e new 
health care law’s $716 billion in Medicare savings 
over ten years will come partly from Advantage plans, 
which now cost the government more on average per 
benefi ciary than traditional Medicare.

Lowering costs was the biggest consideration for 
Jesse Hernandez, a retired railroad worker who had a 
pituitary tumor, hydrocephalus and several other con-
ditions, says his wife, Rosa. He died this year at 69.

When Jesse turned 65, he enrolled in traditional 
Medicare with a Part D prescription-drug plan and 
spent $28,000 out of pocket. Th e next year, he added 
a Medigap supplemental insurance plan, and his costs 
dropped to $10,000. He switched to an Advantage 
plan, which “took very good care of his medical needs, 
and it lowered our costs tremendously,” Rosa says.

Advantage plans are one-stop shops for medical 
care. Th ey combine Medicare’s Part A, which cov-
ers hospital care, and Part B, which covers outpatient 
services. Most also cover drugs. And they cover many 
co-payments and deductibles that a Medigap policy 
would cover for enrollees of traditional Medicare.

Enrollees pay their regular Part B premiums—in 
most cases, $104.90 a month in 2013. Th e average 
enrollee in a plan with drug coverage pays a monthly 
premium of about $35 in 2013 (in addition to the Part 
B premium), according to Kaiser Family Foundation. 

Many insurers also heavily market zero-premium 
plans. But Marc Steinberg, deputy director of health 
policy at Families USA, warns, “Don’t shop on pre-
miums alone.” Low- or zero-premium plans can mask 
higher out-of-pocket costs, such as co-payments for 
doctor visits, drugs and hospital services. 

In Search of Lower Costs
Ann Hoyt, 74, of Fitchburg, Mass., pays a $139 
monthly premium for Tuft s Health Plan Medicare 
Preferred. Th e higher premium substantially lowers 
her co-payments, particularly for the fi ve drugs she 
takes for high cholesterol, osteoporosis and slight 
breathing issues. “I’m getting more for my money,” 
says Hoyt, comparing the value to an Advantage plan 
she was enrolled in several years ago.

When making her switch, Hoyt considered several 
plans. She compared premiums and potential out-of-
pocket drug costs before opting for Tuft s. Th e plan also 
gives her extra benefi ts such as vision and hearing, plus 
$150 a year toward a fi tness program. She also made 
sure her physician was part of Tuft s’ provider network.

Hoyt fi gures she would pay nearly twice as much 
under traditional Medicare aft er buying a Part D plan, 
which costs an average of $38 a month in Massachu-
setts, and a Medigap plan, at about $200 a month.

Th e new health care law, called the Aff ordable Care 
Act, has placed a maximum limit of $6,700 on the 
annual out-of-pocket medical costs for Advantage ben-
efi ciaries. Plans actually have kept costs even lower—at 
an average $4,317 this year, according to the Kaiser 
Family Foundation. Th e Tuft s plan limits Hoyt’s out-
of-pocket costs to $3,400. Traditional Medicare has no 
out-of-pocket maximum.

You can tailor your coverage based on your medi-
cal and drug needs by using the Medicare Plan Finder 
(www.medicare.gov/fi nd-a-plan). You can compare your 
expected out-of-pocket costs for plans in your area, 
and check that the plans cover your drugs. If you have 
substantial hearing, dental and vision problems, con-
sider a plan that off ers those services.

YOUR HEALTH

Advantage Plans Can Cut Costs and Hassle
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Over the next several years, the federal government 
will reduce payments to Advantage plans to get them 
more in line with its costs for traditional Medicare. 
Now, however, average per-benefi ciary subsidies to Ad-
vantage plans exceed payments to traditional Medicare.

A decade ago, the government slashed payments 
to these private insurance plans, forcing many out 
of Medicare and stranding millions of benefi ciaries. 
Experts don’t expect that spending cuts will lead to 
such drastic results. Cuts will be phased in over several 
years, and higher-quality plans receive bonuses. Also, 
in 2014, the health care law will require Advantage 
plans to spend 85% of revenue on medical care—limit-
ing expenditures on marketing and administration.

Still, the health insurance lobbying group, America’s 
Health Insurance Plans, does anticipate higher costs 
or reduced benefi ts when most of the reductions take 
eff ect between 2015 and 2017. Th e cuts “will certainly 

have an impact on seniors’ health care,” says Robert 
Zirkelbach, the group’s vice-president for strategic 
communications.

In the meantime, a new government fi ve-star quality 
rating program is prompting many Advantage plans to 
compete on performance as well as on costs. Because 
the government rewards the highest-quality plans with 
bonuses, “there should be an overall uptick in qual-
ity performance,” says Alan Mittermaier, president of 
HealthMetrix Research, a Columbus, Ohio, company 
that rates the value of Advantage plans for consumers.

Plans are rated on 55 measures, including how well 
they help patients manage chronic conditions. Th ere 
are 127 Advantage plans with four- or fi ve-star ratings, 
serving 37% of Advantage enrollees. HealthMetrix of-

fers its own awards to plans that provide the best value 
(go to www.medicarenewswatch.com).

Private plans can provide benefi ts that traditional 
Medicare does not cover, such as routine vision or 
dental care. But the Medicare Rights Center’s Baker 
says they also can charge you more than traditional 
Medicare for certain services, such as home health and 
inpatient hospital services. “Before enrolling, a benefi -
ciary should check with the plan directly to fi nd out 
how coverage works,” he says.

You also need to look at a plan’s provider network—
check if your general practitioner, specialists and favor-
ite hospitals are in the plan you choose. Nearly two-
thirds of Advantage enrollees are in HMOs, which tend 
to off er limited provider selection and require referrals 
for specialists. Preferred provider organizations (PPOs) 
are less restrictive but may charge higher premiums. Th e 
biggest complaint Baker’s center gets about HMOs is 
the inability of members to go out of network.

Mittermaier says that if you travel a lot, “be aware 
that [Advantage] plans are required to cover out-of-
area emergency care, but may not have provider net-
works for non-emergency care outside of their service 
area.” Frequent travelers may be better off  with a PPO.

If you’re in an Advantage plan now, Families USA’s 
Steinberg says that “you’ve got to read the fi ne print” 
before reenrolling during open enrollment from Oc-
tober 15 to December 7. You’ll receive a notice from 
your plan on changes in premiums, out-of-pocket costs 
and provider networks for next year.

Th e information in such a notice came as a big 
surprise to Bonnie Liltz, 54, of Schaumburg, Ill., who 
qualifi es for Medicare because she has a disability. She 
had been a member of Humana Choice PPO for sev-
eral years. But this year, the plan refused to cover two 
of her fi ve medicines. She fi led an appeal with the plan, 
including letters of support from two doctors. She got 
one of the two drugs covered.

Benefi ciaries can switch plans or opt for traditional 
Medicare during open enrollment. If you believe you 
made a mistake enrolling in an Advantage plan, you 
can make a change—only to traditional Medicare—
in the fi rst six weeks of 2014. To switch to another 
Advantage plan, you will have to wait until open 
enrollment in 2014.

Th ose who have employer-based retiree health cov-
erage should take note. You could lose that coverage, 
which coordinates with traditional Medicare but not 
with Advantage. You could also lose coverage for your 
spouse and dependents. K —CHRISTOPHER J. GEARON
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 Louise Machinist, 66, is divorced and her 
two adult children have long since moved 
out. But when Machinist comes home from 
a busy day working as a clinical psycholo-

gist, she doesn’t return to an empty house. Machinist 
shares a fi ve-bedroom house with friends Karen Bush, 
65, and Jean McQuillin, 68, who both are also di-
vorced working professionals. 

Th e three women became friendly through their 
church, and in 2004 they pooled their resources to 
buy a four-story brick colonial house in Pittsburgh. 
Machinist says she and her housemates all have active 
independent lives, but they enjoy periodic dinners out 
and a shared subscription to the symphony. 

Each of the three women has a private bedroom 
suite where she can relax alone, but they sometimes 
sit together in their garden room, reading or working 
on their laptops. Th e women oft en entertain guests at 
their home, both separately and as a group. Th ey each 
deposit $1,600 a month into a checking account to pay 
for the mortgage, utilities, home repairs and groceries.

When they all happen to be home at the same time, 
they will prepare a meal together. But Machinist says 
more oft en than not, their busy schedules mean they 
see each other late in the evening. “We will chat a little 
or go out in the backyard and have a glass of wine 
together,” Machinist says.

Th e living situation conjures images from the 1980s 

sitcom Golden Girls, which depicted four older women 
sharing a home in Miami. It’s a lifestyle that is likely to 
become more common as baby boomers age, says Amy 
Goyer, an AARP expert in aging and families. 

Goyer says shared housing is a good way to have 
fun and avoid isolation in retirement. It also can be 
a fi nancial boon for older women. “Some people do 
this because they want to live in a certain community 
or they only want to work part time, and couldn’t af-
ford it if they didn’t have housemates,” Goyer says. 

Th at was the case for Bonnie Moore, 68. Aft er a 
2008 divorce, Moore says it became diffi  cult to aff ord 
her fi ve-bedroom house in Bowie, Md., so she decided 
to rent spare rooms to other women. Moore says she 
enjoys the housemates’ companionship, and she’s now 
in a more secure fi nancial position. “I get enough rent 
money to cover my house payment, and I use my salary 
to continue remodeling my house,” she says.

Moore has found several housemates by placing ads 
on Craigslist.org. Now Moore is using her experience 
to help other women fi nd shared housing arrange-
ments with the Golden Girls Network (www.goldengirls
network.org). She conducts telephone courses on how 
to fi nd suitable housemates.

Discuss It All, From Guests to Pets
Machinist, Bush and McQuillin found there was 
so much interest in their living situation that they 
decided to write a book, My House Our House: Living 
Far Better for Far Less in a Cooperative Household (St. 
Lynn’s Press, $17). Th e book off ers guidance for people 
who want to set up similar arrangements; learn more 
at www.myhouseourhouse.com. Bush says it’s “really impor-
tant for people who live together to share some values.”

Before deciding to live together, prospective house-
mates should have in-depth conversations about clean-
liness, guests, acceptable noise levels, bill paying, pets 
and home maintenance tasks, says Annamarie Pluhar, 
the author of Sharing Housing: A Guidebook for Find-
ing and Keeping Good Housemates (Bauhan, $16.50). 
“If you love to listen to opera at breakfast, you better 
not have someone who hates opera,” she says.

Machinist, Bush and McQuillin took the extra pre-
caution to meet with a lawyer and put it all in writing. 
Th ey shared all of their fi nancial information. Th eir 
partnership agreement addresses everything from how 
many nights grandchildren can stay over to what hap-
pens if someone decides to move. “Th is is a business 
deal—the fun part and the community is like the icing 
on the cake,” Machinist says. K —MEGHAN STREIT

RETIREMENT LIVING

Save Money, Have Fun 
By Sharing a House

Karen Bush (from left), Jean McQuillin and Louise Machinist 
share a relaxing moment together on their patio.
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A checking account with the service you expect and 
the benefi ts you deserve. 
As a Priority Banking member, you're entitled to more personal service, more savings and earning 
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With Regions LifeGreen® Preferred Checking, your benefi ts include:

  Interest that grows with your checking account balances 
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