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My Downsizing Adventure

M 
y husband and I live in a 

close-in suburb of Washing-

ton, D.C. A few years ago we 

raised eyebrows among our 

family and friends by renting an apart-

ment downtown to try out city life. 

My husband had always wanted to be 

within a few subway stops (or even 

walking distance) of his office, and we 

were curious about whether we could 

see ourselves downsizing to a condo 

someday. So  we went apartment hunt-

ing and found a sun-filled, one-bed-

room, top-floor unit with a balcony 

and a nice view. How could we resist? 

The idea was to stay downtown 

during the week and come home on 

weekends. We took a lot of ribbing 

about our pied-à-terre and our “coun-

try house” (all of seven miles away). 

But “John and Janet’s Excellent Ad-

venture” proved to be, well, excellent. 

Our commute was four stops on the 

Metro; with the extra time we gained, 

we took long walks before work, and I 

got home early enough to start a yoga 

class taught by one of the building 

residents. We frequented local restau-

rants and walked to museums and the 

National Mall just because we could.

When our lease was up after a year, 

we decided to move back home. De-

spite our positive experience, we 

weren’t quite ready to make the move 

permanently. In fact, we had a greater 

appreciation for our house—roomy, but 

not overwhelming. But if we do decide 

to downsize, we learned valuable les-

sons from our experience—including 

that we’ll need at least two bedrooms. 

One thing I continued after return-

ing home was yoga classes. When my 

teacher, Sherry Weber, told the class 

that she intended to sell her split-level 

home and move to a smaller place, I 

hooked her up with associate editor 

Pat Esswein, who wrote our downsiz-

ing story on page 64. Divorced, with 

three grown daughters, Sherry wanted 

a place that required less maintenance 

but was convenient to her three jobs as 

yoga instructor, massage therapist and 

school crossing guard. Sherry’s search 

“illustrates some key points about 

downsizing,” says Pat.

■ Consider all your options. Sherry, 56, 

took her time scouring the area and, 

much to her surprise, finally settled on 

a condo in an active adult community 

for people 55 and older. “I’ve gotten 

some funny reactions when I tell peo-

ple I’ve moved here,” she says. “Some 

people my age look horrified because 

they don’t consider themselves old.” 

■ Know your priorities. In addition to 

affordability, convenience to her jobs 

and proximity to two of her daughters, 

Sherry was looking for a safe environ-

ment. “When I come home late after 

work, I don’t think twice about schlep-

ping my stuff into my place,” she says. 

Plus, her unit has vaulted ceilings and 

room for a full-size washer and dryer. 

■ Decide what you can do without. Getting 

rid of her stuff was “as much work as 

delivering a baby,” says Sherry. She 

started little by little, but when she 

ended up in a tussle with her ex-hus-

band over the dining-room furniture, 

she had an epiphany: “I said, ‘Take it,’ 

and it felt so great. The seven of us, my 

daughters and their boyfriends, cele-

brated Christmas all smushed in around 

my kitchen table, and it was fine.” 

■ Expect the transition to be bumpy. “I 

thought, I won’t have this deck, this 

tree, these steppingstones,” says 

Sherry. “But it’s kind of interesting 

and different—like Mary Tyler Moore 

in the city. It’s challenging to do some-

thing creative with a smaller space.” 

She considered it a good omen when 

one of her favorite restaurants also 

moved to her community. And she’s 

even grown “strangely fond” of the 

artificial turf on her balcony.

P.S. Have a student making the transi-

tion to college? See how to make the 

most of financial aid on page 54. ■

 Janet Bodnar

 FROM THE EDITOR

janet bodnar, editor
follow janet’s updates at www.twitter
.com/janetbodnar.

“If John and I do decide 
to move, we learned 
some valuable lessons.”
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› LETTERS TO 

THE EDITOR

Letters to the editor may be 

edited for clarity and space, 

and initials will be used on 

request only if you include 

your name. Mail to Letters 

Editor, Kiplinger’s Personal 

Finance, 1100 13 St., N.W., 

Washington, DC 20005, fax 

to 202-778-8976 or e-mail 

to feedback@kiplinger.com. 

Please include your name, 

address and daytime tele-

phone number.

A story on stocks that sell 

for $11 or less spurred a de-

bate on whether to invest 

in cheap shares (“8 Great 

Low-Priced Stocks,” Feb.).

“Focusing on a low share 

price is pointless. Buy the 

best stocks you can find, 

period.”

“I beg to disagree. By focus-

ing on stocks under $10, I 

can buy more for my money. 

Then when, say, a Liberty 

Interactive (symbol LINTA) 

goes from $3.18 to $27.72, I 

have more of it.”

“You have more shares, but 

each is worth less, so you 

haven’t gained anything. 

And there’s a reason such 

stocks are cheap: They are 

marginal companies with 

spotty balance sheets.”

“You seem to be using share 

count as some sort of gauge. 

That has nothing to do with 

anything in the world of in-

vesting. What if you had pur-

chased Liberty Interactive 

at $31.80 and it increased 

to $277.20? You would have 

90% fewer shares than in 

the example you give. How-

ever, you would have exactly 

the same gain, both in dol-

lar terms and percentages.”

» LETTERS

I was taken by the sincerity 

of the Erskine Bowles inter-

view (“The Ticking Debt 

Bomb,” Feb.). Unfortunately, 

the loss of collegiality in gov-

ernment since the mid 1980s 

means that the compromises 

made at that time cannot be 

made today. Under Reagan, 

Social Security was revised, 

the tax code was simplified, 

and rates were reduced. But 

increasing the full benefit age 

for Social Security to 68 in 

2050 and reducing tax rates 

in tax-code reform would be 

deemed immoral today.

Fred Fraley

Dallas

Bowles warns that if the 

country sticks its head in the 

skyrocketed and the national 

debt doubled from 2001 to 

2009. Social Security and 

Medicare concerns will sub-

side with economic growth, 

including the impact of 

bringing more undocu-

mented immigrants into 

the system. Shortsighted 

approaches would penalize 

low-income citizens depen-

dent on social programs 

that they themselves self-

funded for many years.

Sam McCarver 

San Juan Capistrano, Cal. 

Keep the peace. I agree that it 

might be reasonable to ask 

siblings to help equalize the 

contributions to 529 college-

savings plans (“Money & 

Ethics,” Feb.). But first you 

need to consider whether it 

is likely to cause animosity. 

The “top off” to the 529s 

sounds as if it might be in 

the tens, not hundreds, of 

thousands of dollars. If ask-

ing for this money would 

cause friction, I would 

swallow, count my blessings 

and not be petty. I have seen 

families fall apart and not 

talk to each other over less.

M.A.

New York City

Tough love. My parents gave 

me two weeks after gradua-

tion to get a job and begin 

paying room and board 

(“Rethinking Retirement,” 

Feb.). As a result, when they 

died, they left me enough 

for my own retirement. I 

did the same for my chil-

dren, who accused me of 

being mean. Today they are 

well-employed, productive 

adults supporting families 

of their own.

Beverley Kates

Marietta, Ga.

ONLINE 

CHATTER

sand, the markets will de-

mand action. But no such 

demand came when deficits 
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2013 taxes?
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Hiring a CPA

Doing them myself 
(by hand or with software)

Using a tax-prep firm

Using an enrolled agent

5%

61%

29%

  



Leading the way in healthcare

Since our formation in 1896, our 

mission has been to help patients 

live longer, better lives by providing 

the best medical solutions available.  

We are a research-driven company, 

using the latest technologies to 

make a difference, while making 

our products available in over 150 

countries around the globe.

In 2009, Genentech, a founder of the 

biotech industry, became a wholly 

owned member of the Roche group.  

Together we are the world’s largest 

biotech company, leaders in in-vitro 

diagnostics, tissue-based cancer 

testing and pioneers in diabetes 

management, with our teams across 

the world working on delivering 

industry-leading products to meet 

the needs of patients anywhere.

Our longstanding and undivided 

focus on innovation in all areas of 

healthcare research & development 

coupled with our expanding 

international presence and broad 

range of healthcare solutions 

keep us at the forefront of the 

pharmaceutical and diagnostics 

industry.

The future of medicine is 

personalized

Our pharmaceutical and diagnostics 

teams are working together to deliver 

personalized medicine, developing 

treatments tailored to the needs of 

specific patient populations.  With 

this approach we are producing 

treatments that are safer and more 

effective, making sure that every 

patient gets exactly what he or she 

needs, and leading the search for 

better healthcare outcomes.  Our 

expanding efforts in personalized 

medicine give us an advantage to 

face the medical challenges of the 

future.  

With one of the top research and 

development investments, our 

history of breakthrough innovation 

and an extraordinary pipeline, we are 

ready to make the world healthier 

one patient at a time.

Roche Investor Relations 

North America

+1 650 225 5566

www.roche.com/investors

RocheIRNA@gene.com

Now It’s Personal
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1  Fidelity Personal Retirement Annuity® (Policy Form No. DVA-2005 et al.) and, for New York residents, Personal Retirement Annuity (Policy Form No. 
EDVA-2005 et al.) are variable annuities. Fidelity Brokerage Services, Member NYSE, SIPC, and Fidelity Insurance Agency, Inc., are the distributors.

2 Fidelity reserves the right to limit contributions.
Fidelity does not provide legal or tax advice. Always consult an attorney or tax professional regarding your specifi c legal or tax situation. 

Fidelity insurance products are issued by Fidelity Investments Life Insurance Company (FILI), 100 Salem Street, Smithfi eld, RI 
02917, and, in New York, by Empire Fidelity Investments Life Insurance Company,® New York, N.Y. FILI is licensed in all states 
except New York. A contract’s fi nancial guarantees are subject to the claims-paying ability of the issuing insurance company.
Investing in a variable annuity involves risk of loss. Your principal value may decline.
Before investing, consider the investment objectives, risks, charges, and expenses of the annuity and its investment options. 
Call Fidelity or visit Fidelity.com for a free prospectus or, if available, summary prospectus containing this information. Read 
it carefully.
© 2014 FMR LLC. All rights reserved.  607993.5.2

your retirement savings 
and your tax exposure.

The Fidelity Personal Retirement Annuity ® 1 

• Save as much as you want for retirement.2

• Savings grow tax deferred until you take withdrawals.

• The annual annuity costs are low.

Talk with a specialist today. 

Call 866.507.4591 or visit 

Fidelity.com/rethink.

Taxable amounts withdrawn are subject to ordinary income tax, 
and, if taken before 59½, may be subject to a 10% IRS penalty. 
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RISING INTEREST RATES 

have been the talk of Wall 

Street—and Main Street—for 

months. Despite the recent 

fluctuation in yields, the 

return on ten-year Treasur-

ies has climbed more than 

one-half percentage point 

over the past 12 months, 

to 2.7%, and Kiplinger’s 

expects yields to reach 3.5% 

by the end of 2014. 

But not all rates are ris-

ing. The rates you earn on 

your savings accounts and 

on money market funds 

haven’t budged, and that’s 

not expected to change. 

That’s because short-term 

rates are “anchored” by the 

Federal Reserve’s monetary 

policy, says Warren Pierson, 

a fixed-income strategist at 

Robert W. Baird, an asset-

management firm in Mil-

waukee. The Fed controls 

the federal funds rate—

the rate that certain banks 

charge each other for over-

night loans—which in turn 

guides other short-term 

rates. That rate has been set 

at nearly zero since late 

2008, and the Fed has said it 

will stick with its strategy 

until unemployment falls 

below 6.5%, which isn’t ex-

pected until 2015. 

Longer-term rates, how-

ever, are driven by the mar-

ket—that is, bond buyers 

and sellers. Until recently, 

the Fed’s purchases of 

Treasuries and mortgage 

bonds have successfully 

held down long-term rates. 

As the economy improves 

and those purchases con-

tinue to shrink, long-term 

rates will rise. Here’s how 

the changing landscape will 

affect savers and borrowers. 

Investors. Rising rates can do 

damage to your bond assets 

because when rates rise, 

bond prices fall. But it’s not 

wise to jettison bonds alto-

gether (see “More Income, 

Less Risk,” on page 26). So 

with short-term rates stuck 

and long-term rates on the 

rise, the best place to be is 

in intermediate-term corpo-

rate and government bond 

funds with maturities of six 

to seven years, says Jeff 

Moore, a fixed-income fund 

manager at Fidelity. If the 

threat of rising rates still 

NO WINNERS WITH 
MEANDERING RATES
Expect hIgher rates for borrowers and 
little change for savers. BY NELLIE S. HUANG

TOPIC A

 AHEAD»
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How does the lack of funding 

affect taxpayers’ willingness 

to comply with the law? If the 

IRS walks away from tax-

payer service and assis-

tance, what will happen 

more frequently is that the 

only contact taxpayers have 

with the IRS is through its 

enforcement division. That 

will affect taxpayers’ atti-

tude toward the tax system 

and make it more adversar-

ial. And that could lead to 

noncompliance. 

In 2013, a U.S. District Court 

struck down IRS regulations 

to register and test tax prepar-

ers. How can taxpayers protect 

themselves from unscrupulous 

operators? Be very careful 

about relying on ads that 

talk about how large a re-

fund a preparer will be able 

to get for you. Ask preparers 

what training they’ve had. 

See how long they’ve been 

in their current location. 

Are they going to be there 

after April 15? If you decide 

to go with a preparer, get 

a copy of the completed re-

turn and make sure that the 

preparer’s name, address 

and his or her PTIN (pre-

parer tax identification 

number) are on your copy. 

Preparers are required by 

law to give you that infor-

mation. We’ve seen a lot 

of cases in which preparers 

have altered the return be-

fore it was filed with the 

IRS and pocketed the dif-

ference in the refund, leav-

ing the taxpayer stuck with 

the liability once the fraud 

is discovered. One of the 

best ways to prove that you 

did not collude in altering 

a return is to provide your 

copy of the return. 

SANDRA BLOCK S
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INTERVIEW

DON’T LOOK FOR 
HELP FROM THE IRS
An underfunded agency means little 
assistance for 2013 filers.

keeps you up at night, stick 

with short-term invest-

ment-grade bond funds, 

such as Vanguard Short-

Term Investment-Grade 

(symbol VFSTX). 

Savers. Interest rates on 

money market accounts, 

savings accounts and 

shorter-term certificates 

of deposit will not climb 

much this year, if at all, says 

Greg McBride, of Bankrate

.com. “Rates on three-year 

CDs and up could rise 

a quarter of a percentage 

point,” he says. Boost yields 

without locking in low rates 

by laddering CDs with ma-

turities of one to five years, 

with average yields ranging 

from 0.22% to 0.79%. Credit 

unions can often do better: 

The rate on a five-year CD 

from PenFed with a $1,000 

minimum deposit is 2.0%. 

(For a list of the highest-

yielding CDs, see the tables 

on page 63.) 

Borrowers. Mortgage rates—

even initial rates on adjust-

able-rate loans—will grind 

higher in 2014, says McBride. 

Kiplinger’s expects the 30-

year fixed-rate mortgage, 

recently just over 4.4%, 

to rise to 5% or 5.5% by 

year-end. That won’t halt 

the real estate recovery. 

A one percentage point rise 

from current rates means 

an extra $61 in monthly 

payments on a $100,000, 

30-year loan. Still, consider 

locking in your rate once 

you have set your closing 

date. For credit cards and 

home-equity loans, 2014 

could be the last hurrah for 

low rates, says McBride. Pay 

down your variable-rate 

debt before rates rise. 

Nina Olson is the national 

taxpayer advocate for the 

Internal Revenue Service.

Your recent report to Congress 

said the IRS has been “chroni-

cally underfunded” for years. 

How will this affect taxpayers 

filing their 2013 returns? Dur-

ing tax season, the IRS will 

answer only basic questions, 

and I’m not even clear on 

what basic means. After 

April 15, if you file an exten-

sion and have a question, 

there will be nobody at 

the walk-in sites or on the 

phones to give you an 

answer. You’ll have to go 

online or pay someone to 

answer your question. Not 

only do you have to pay 

taxes to the government, 

you also have to pay some-

body for the privilege of 

paying your taxes.

Isn’t the IRS Web site, www.irs

.gov, filling the gap? The gen-

eral advice on the site is a 

good starting point, but 

there’s nowhere to submit 

a question. We  have an obli-

gation to help taxpayers 

comply with the law. That 

includes answering more-

specific questions. Finding 

out the status of a refund is 

appropriate online, but at 

some point the taxpayer 

may need to talk to a human 

being. Phone calls have in-

creased significantly since 

2004, even as we’re offering 

more services online. The 

law is complicated. Taxpay-

ers’ lives are complicated. 

AHEAD»

  



Energy-saving light bulbs 

are in for a setback. Con-

gress pulled the plug on an 

earlier law requiring that 

incandescent bulbs be 

phased out in favor of effi-

cient but pricey technology, 

such as light-emitting di-

odes. Old-fashioned bulbs 

will show up on store 

shelves again, once over-

seas manufacturers resume 

shipments to the U.S.  Still,  

retailers will  push energy-

efficient bulbs with higher 

profit margins. (www.kip

lingerbiz.com/ahead/light)

INCANDESCENT 

BULBS ARE BACK 

EXCERPT FROM 

The Kiplinger Letter
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TAXIS GET A RUN 
FOR THEIR MONEY
Private car services can be cheaper.

WHAT’S THE DEAL

ROBERT RIDDICK OF MORENO 

Valley, Cal., has belonged to 

the Sunnymead Ranch 

Homeowners Association 

for 22 years and served on 

its board for the past eight. 

For $97 a month in dues, 

Riddick and his wife, Helen, 

have access to a pool, tennis 

courts, fitness center and 

other amenities. The associ-

ation has the reserves to 

maintain those services. 

“We’re fortunate,” he says.

A growing number of 

homeowners groups aren’t 

as financially sound. A re-

cent report from Associa-

tion Reserves, a consulting 

firm, estimated that 70% of 

association-governed com-

munities are underfunded, 

up from 60% a decade ago. 

Associations with inade-

quate reserves may impose 

large special assessments 

for emergency repairs, says 

HOME ASSOCIATIONS 
ARE SHORT ON CASH 
Beware of large special assessments. 

REAL ESTATE

Association Reserves 

founder Robert Nordlund. 

Residents who don’t pay 

could face liens against 

their property; in extreme 

cases, the association may 

foreclose. Such measures 

ensure that members pay 

their fair share, says Frank 

Rathbun, of the Community 

Associations Institute, 

a trade group. 

Buyers interested in 

an association-governed 

home or condo should ask 

for a copy of the group’s 

most recent reserve study. 

Also ask what percentage 

of members are more than 

60 days delinquent on their 

fees, because that affects 

the association’s cash flow. 

“You’re buying into a non-

profit corporation,” Nord-

lund says. “You need to find 

out if that corporation is 

stable.” SANDRA BLOCK

■ ROBERT 

RIDDICK’S 

HOMEOWNERS 

GROUP IS WELL 

FUNDED.

California is the first state 

to regulate the services, 

insisting on background 

checks and company-

provided liability insurance, 

whether or not drivers are 

covered by their own poli-

cies. Other state and local  

governments are wrestling 

with these issues. The 

companies insist they vet 

drivers thoroughly and 

have adequate insurance. 

But questions remain about 

what a driver’s personal 

policy covers—insurers say 

coverage is nullified when 

drivers use vehicles com-

mercially—and for what 

(and under what circum-

stances) the companies are 

liable if there’s an accident. 

RYAN ERMEY 

RIDE-SHARING SERVICES PAIR 

smart-phone users in need 

of rides with drivers willing 

to provide them. Services 

such as UberX, Lyft and 

Sidecar say they’ll get you 

from point A to point B 

more cheaply than a cab, as 

long as you forget what your 

mother told you and get in 

a car with a stranger. 

Here’s how they work: 

Download the app and enter 

your credit card informa-

tion. Every time you sign in, 

you’re brought to a map 

showing your location along 

with the location of avail-

able drivers. Click a button 

to request a ride and up 

pops the name and picture 

of a driver, along with a user 

rating and the make and 

model of his or her car. After 

you arrive at your destina-

tion, you pay and rate the 

driver through the app.

Rides are usually cheaper 

than taking a cab. Sidecar 

says its rides cost 20% to 

40% less than a cab in most 

cities. But during times of 

high demand, such as a 

snowstorm or on New 

Year’s Eve, all three serv-

ices bump rates higher, 

sometimes by 200% or 

300%—in order, they say, 

to ensure there are enough 

drivers on the road. 

For now, these services 

are offering cheap rides in 

27 cities, including Chicago, 

Los Angeles and New York. 
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THE CLASS OF 2014 CAN 

heave a sigh of relief. The 

lectures, exams and essays 

are almost over, and the job 

market is bright. Employers 

plan to hire 7.8% more new 

grads for U.S. jobs this year 

than last, says the National 

MORE JOBS FOR 
THE CLASS OF 2014
Employers want to see work experience 
as well as good grades.

CAREERS

Association of Colleges and 

Employers. Starting salaries 

are slated to rise by 4.3%.

As in past years, degree 

holders in engineering, 

business and computer

science rule the roost. But 

grads in all majors need to 

show internship, co-op or 

work experience to land a 

position. “You have to do 

more than hit the books and 

get good grades,” says 

Andrea Koncz, of NACE. 

Students must be able to 

articulate the skills and 

background they bring to the 

table, especially when apply-

ing for positions that don’t 

align with a specific major.

Don’t have a job lined up? 

Don’t despair. Last fall’s 

government shutdown and 

debt-ceiling crisis made it 

difficult to finalize hiring 

budgets at many companies 

and delayed recruiting and 

hiring decisions. Recruiters 

will head back to campus 

this spring to take care of 

unfilled positions. “There 

will be more opportunities 

this spring than we’ve seen 

in five to six years,” says 

Phil Gardner, who surveys 

employers at Michigan 

State University’s College 

Employment Research In-

stitute. Competition is still 

fierce, so visit the career 

center to sign up for job 

alerts and to perfect your 

résumé. SUSANNAH SNIDER

HAVE A MONEY-AND-ETHICS QUESTION YOU’D LIKE ANSWERED IN THIS COLUMN? 

WRITE TO EDITOR IN CHIEF KNIGHT KIPLINGER AT ETHICS@KIPLINGER.COM.

My best friend says itÕs unethical to buy super-cheap 

clothing at stores that source their garments 

from Bangladesh and other poor nations with 

very low wages and dangerous working conditions. 

IÕm conflicted about this. Can you help me?

You’re grappling with a tough issue. Your friend is right to 

be concerned about worker safety in these places, espe-

cially after the fatal factory collapse and fire in Bangla-

desh last year. There’s no excuse for the local corruption, 

shoddy construction and production pressure that led to these trag-

edies and others. Fortunately for workers there, the big multina-

tional clothing chains, under public pressure, are stepping up their 

monitoring of suppliers and putting heat on governments to clean 

up their acts. 

On the matter of worker pay, the appropriate comparison is not 

with Western wages, but with customary wages in these very poor 

nations. Young adults, especially women, flock from their rural 

homes to take factory jobs in cities because they can improve their 

lives by doing so. It’s ethically better to support these workers than 

to boycott their products. They are often fleeing starvation, forced 

marriages and teenage child-bearing in rural villages. The apparel 

MONEY & ETHICS // KNIGHT KIPLINGER

g 

ies

nd

Should I Boycott Clothing Made 
With Cheap Foreign Labor? 

Q

A  
industry offers them a cash wage, some independence in a patriar-

chal society, the chance to send money to family back home, and 

perhaps an opportunity for advancement. (For an astute exploration 

of this issue, see “Two Sisters, a Small Room, and the World Behind a 

T-Shirt,” with reader comments, at NPR’s Planet Money section, at 

www.npr.org.)

Yes, the apparel industry—like virtually every other manufacturing 

sector—keeps moving to ever-lower-cost locales as wages rise. Sub-

Saharan Africa may benefit if it inherits some clothing production 

from Asia, which will try to develop other kinds of production and/or 

raise its worker productivity to offset rising wages. Meanwhile, huge 

retailer H&M is pressuring Bangladesh and Cambodia to raise their 

minimum wages, and it is voluntarily raising pay in its suppliers’ fac-

tories. That’s all good. 

  



ORDER TODAY!  Sale Ends Saturday, May 3, 2014! 

1-800-832-2412

NOW ENJOY BRILLIANT 

COLLEGE COURSES IN YOUR HOME OR CAR!

In Origins of Great Ancient
Civilizations, award-winning
Professor Kenneth W.
Harl gives you a fast-paced
and fascinating introduction
to the earliest and most
influential civilizations of
the Near East—including the
Sumerians, the Persians,
the Mesopotamians, the
Egyptians, and more.

Course No. 3174

12 Lectures
(30 Minutes/Lecture)

SPECIAL INTRODUCTORY OFFER!

Priority Code: 96790

 $199.95  $9.95   on DVD
$134.95  $9.95   on CD

Order any one of these 
BEST-SELLING COURSES for only:

+$5 Shipping and Handling All orders subject to approval.

Limit of one order per household.

Cannot be combined with any other special of ers or promotions.

Of er valid for new customers only.

www.THEGREATCOURSES.com/6KP

Over 

14,000,000

courses sold

since 1990!
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SAVE
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In Optimizing Brain Fitness, 
award-winning Professor of 
Neurology Richard Restak 
teaches you how to improve 
your memory, sharpen your 
attention, enhance your learning 
and creativity, and even fine-
tune your sensory acuity —all 
by using one of the most revo-
lutionary discoveries in modern 
neuroscience.

Course No. 1651

 12 Lectures
(30 Minutes/Lecture)

In The Secrets of Mental 
Math, award-winning 
Professor Arthur T. Benjamin 
teaches you the basic strategies 
of mental mathematics. This 
powerful ability to perform 
mental calculations will give you 
an edge in business, at school, at 
work, or anywhere else that you 
encounter math.

Course No. 1406

 12 Lectures
(30 Minutes/Lecture)

In Experiencing Hubble: Un-
derstanding the Greatest Im-
ages of the Universe, Professor 
and Director of the Dearborn 
Observatory David M. Meyer 
unlocks the secrets of the uni-
verse. In this 12-lecture series, 
he discusses the most spectacular 
images ever produced by the 
Hubble Space telescope.

Course No. 1884
12 Lectures

(30 Minutes/Lecture)

  



THAT CHARGES MONTHLY 

MAINTENANCE FEES? 

SOUNDS HIGH-MAINTENANCE.

THE ALLY ONLINE SAVINGS ACCOUNT

HAS NO MONTHLY MAINTENANCE FEES

SO YOU CAN ACTUALLY SAVE.

THE ALLY ONLINE SAVINGS ACCOUNT

HAS NO MONTHLY MAINTENANCE FEES

SO YOU CAN ACTUALLY SAVE.

  



TUESDAY, APRIL 1
If you turned 70½ in 2013, today is 

the deadline to take your first re-

quired minimum distribution from 

a 401(k) or similar contribution plan 

(unless you’re still working). It’s 

also the deadline for your first RMD 

from traditional (non-Roth) IRAs. 

▲ SSATURDAY, APRIL 5 
The housing market heats up in 

spring. Take our quiz to see if you’re 

prepared to buy a new home at 

kiplinger.com/links/homebuyer.

TUESDAY, APRIL 15
Tax Day. You worked hard to file 

your return. Why not treat 

yourself to a free 

Value Size Curly Fry at 

Arby’s or half-price 

Slush all day at 

Sonic.

FRIDAY, APRIL 25
Go paperless on Arbor Day. Digitize 

documents and store them using 

an external hard drive, or in the 

cloud with services such as Dropbox 

and Google Drive. 

MONDAY, APRIL 28
April is Financial Literacy Month. 

Head to www.financialliteracy

month.com for free webi-

nars and tools to put 

you on the road to 

financial wellness. 

RYAN ERMEY

t 

e

*DEAL OF THE MONTH

CALENDAR 

04/2014

allybank.com  |  1-877-247-ALLY

©2009-2014 Ally Financial Inc.

Great rates

No monthly maintenance fees

Open and fund with any amount

THE ALLY ONLINE 

SAVINGS ACCOUNT

YOUR MONEY 
NEEDS AN ALLY 
EVERY DAY OF THE YEAR.

April will be the best 

month this year to visit 

the Pacific Northwest, 

according to Hotwire, 

with savings on 

hotel stays 

versus peak 

summertime  

rates of 22% 

in San Francisco 

and 27% in 

Seattle.

CREATAS IMAGES/CREATAS/THINKSTOCK; MARTIAPUNTS/ISTOCK/THINKSTOCK; 

MAXUSER/ISTOCK/THINKSTOCK; CREATAS IMAGES/CREATAS/THINKSTOCK
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Wanted: Bubble Detector

I 
magine if somehow we could rig up a 

bubble detector: something to tell in-

vestors when stock prices had reached 

unsustainable levels. Would stock mar-

ket crashes disappear? Or could you at least 

learn to avoid them?

A professor at the California Institute of 

Technology thinks he might be onto such a 

detector. Colin Camerer is a genius, which 

isn’t so unusual on the geek-packed campus 

of Caltech. But Camerer is certified, having 

been awarded a so-called genius grant from 

the MacArthur Foundation last September. 

The no-strings-attached fellowships be-

stow a total of $625,000 on each recipient 

over five years. Camerer will use the wind-

fall to further his studies in the emerging 

field of neuroeconomics, which uses mag-

netic resonance imaging to analyze brain 

activity to better understand human 

decision-making. 

The idea of a bubble detector comes from 

a recent study coauthored by Camerer in 

which Caltech students watched replays of 

trading sessions rigged in a lab. Half of the 

sessions resulted in bubble markets, in 

which prices significantly exceeded the 

value of the asset. The Caltech students, 

given a stake of $60 at the outset, were 

periodically asked whether they would buy, 

sell or hold shares of the asset at the going 

price. Despite the fact that the fundamental 

value of the lab-created security was easy 

to calculate, based on dividend payments 

that decreased at regular intervals over the 

sessions, some of the students got swept up 

in the bubble anyway. “These kids are ex-

tremely analytical,” says Camerer. “The 

median math SAT score here is 800 [out of 

800]. It’s hard to believe they can’t count 

and keep track of a dividend value.”

Scans of the students’ brains found that 

susceptibility to bubble markets is associ-

ated with two types of activity. One is in 

the area where we make social calcula-

tions—figuring out what other people are 

going to do, what they want, what they 

think of us. “That supports the greater fool 

theory” of bubbles, says Camerer. “It’s not 

that these investors don’t realize that in 

15 minutes the asset will be worthless. 

Instead, they think, Maybe I can sell [to 

a ‘greater fool’] and get out.”

Camerer also found that the human brain 

seems to recognize (probably not con-

sciously) that a bubble market has a restless 

pattern that doesn’t conform to the rhythm 

of normal markets. “People recognize that 

there’s something unusual, some social 

contagion that’s moving prices around,” 

says Camerer. Ultimately, any early-warn-

ing system would include information from 

brain activity, prices and trading volume, as 

well as chatter in social media and the 

news. “I’m very optimistic about bubble 

detection,” says Camerer.

Ka-ching factor. Camerer also looks to the 

brain to discover why investors tend to 

sell winning stocks too soon and procras-

tinate about dumping losers—behavior 

documented years ago by finance pro-

fessors Terrance Odean and Brad Barber. 

Camerer found that when people sell win-

ners, even those destined to rise further, 

activity flares in a part of the brain that 

assigns value and recognizes rewards. 

“The ka-ching feeling of locking in that 

profit, even though it’s a mistake, feels 

good,” says Camerer. “The lesson is that 

you somehow have to override that signal.”

If you’re reluctant to sell a poorly per-

forming stock because you think it will 

come back, try this test: Ask yourself if 

you’re willing to double down and buy 

more. “If your heart and brain tell you 

that’s dumb, that’s your way of knowing 

you don’t really think it’s going to bounce 

back,” says Camerer. 

Sounds a lot like the old Wall Street ad-

age: Cut your losses short, but let your prof-

its run. Camerer says he would not be at all 

embarrassed if “all we discovered is that 

Warren Buffett is right.” ■

ANNE KATES SMITH > Your Mind and Your Money

ANNE KATES SMITH IS A SENIOR EDITOR AT KIPLINGERÕS 

PERSONAL FINANCE MAGAZINE.

“An early-
warning 
system 
would include 
data from 
investors’ 
brain activity, 
prices, trading 
volume and 
social-media 
chatter.”

  



Get up to $600 when you roll over to an E*TRADE retirement account.²

Roll over your old 401(k)
and automatically invest
in a portfolio that’s:

• Tailored to match your needs

• Professionally managed by 

E*TRADE Capital Management 

to help you stay on track

Before rolling over plan assets to an IRA an investor should consider various factors including, but not limited to investment options, fees and expenses, services, withdrawal penalties, protection 
from creditors and legal judgments, required minimum distributions and possession of employer stock.

1. OneStop Rollover is a consolidated process by which you can open a new Rollover IRA from E*TRADE Securities and deposit your old 401(k) directly into an Online Managed Investment Portfolio from E*TRADE Capital 
Management (ETCM). ETCM will create a diversif ed portfolio of mutual funds or ETFs, based on your investment goals and risk tolerances, that offers ongoing account management, monitoring, and rebalancing. 
Prior to investing in a managed account, you’ll receive a detailed investment proposal, investment advisory agreement, and wrap fee program brochure. Upon request, we will send you a free copy of ETCM’s Form ADV 
Part 2A, which describes aff liations, services offered, and fees charged. Minimum rollover amount is $25,000.
2. This offer is valid for existing E*TRADE Securities retirement accounts and excludes E*TRADE Securities brokerage and E*TRADE Bank accounts. Other restrictions may apply. Credits for deposits or transfers of new 
funds or securities from accounts outside of E*TRADE will be made as follows: $1,000,000 or more will receive $2,500; $500,000 - $999,999 will receive $1,200; $250,000 - $499,999 will receive $600; $100,000-
$249,999 will receive $300; $25,000-$99,999 will receive $200. Deposits or transfer of new funds or securities from existing E*TRADE Bank and E*TRADE Securities accounts are not eligible for this offer. New funds 
or securities must be deposited or transferred within 45 days of enrollment in offer. One account promotion per customer. Promotion is limited to one account per User ID and is not valid with any other offers. Deposits 
or transfers must be made into an existing retirement account to qualify for credit. New funds or securities must remain in the account (minus any trading losses) for a minimum of six months or the credit may be 
surrendered. The credit will be made to your account within eight weeks of account funding. We reserve the right to terminate this offer at any time. Accounts must be enrolled by December 31, 2014, the offer expiration 
date. Consult your tax professional regarding limits on depositing and rolling over qualif ed assets.
The E*TRADE Financial family of companies provides f nancial services including trading, investing, investment advisory services and related banking products and services to retail investors. Securities products 
and services offered by E*TRADE Securities LLC, Member FINRA/SIPC. Full portfolio management and advisory services are offered through E*TRADE Capital Management, an investment adviser registered with the 
Securities and Exchange Commission. E*TRADE Securities and E*TRADE Capital Management are separate but aff liated companies. System response and account access times may vary due to a variety of 
factors, including trading volumes, market conditions, system performance and other factors. ©2014 E*TRADE Financial Corporation. All rights reserved.

ETRADE.COM | 1-800-ETRADE-1

ONE STOP.
ZERO HASSLES.
FOR YOUR RETIREMENT.
Only from E*TRADE - The One-Stop Rollover Retirement Account.1 
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JAMES K. GLASSMAN > Opening Shot

When Less Really Is More

T 
wenty years ago, in his letter to 

Berkshire Hathaway shareholders, 

Warren Buffett quoted Mae West, 

sex symbol of the 1930s: “Too much 

of a good thing can be wonderful.” The 

Oracle of Omaha was alluding to diversi-

fication, the benefits of which were over-

rated, he suggested. Explained Buffett: 

“I cannot understand why an investor…

elects to put money into a business that is 

his 20th-favorite rather than simply adding 

that money to his top choices—the busi-

nesses he understands best and that pres-

ent the least risk, along with the greatest 

profit potential.” Not to mention that when 

you own too many stocks, it’s hard to keep 

track of them.

Of course, when you own too few stocks, 

you run the risk of a huge loss if one of 

them suffers a calamity. Enron employees 

learned that lesson the hard way in 2001. 

If, however, you own everything in Stan-

dard & Poor’s 500-stock index, the most 

widely followed benchmark for the U.S. 

stock market, you will experience less-

volatile performance. If a single company 

in the index were to vaporize, it would, 

at most, knock 0.3% off the value of your 

portfolio. 

There’s a happy medium between diver-

sification and what Peter Lynch, the former 

manager of Fidelity Magellan, once called 

“diworsification,” and it’s probably a 

smaller number of stocks than you think. 

Consider research about long-term stock-

market returns by Joel Greenblatt, the 

Columbia University professor and hedge 

fund manager. He found that if you owned 

the U.S. stock market as a whole, two-

thirds of the time the range of returns 

varied from a loss of 8% to a gain of 28%. 

But if you owned just eight stocks, the 

range of performance was not that much 

greater: from a loss of 10% to a gain of 30%. 

Daniel Burnside, writing in AAII Journal, 

published by the American Association of 

Individual Investors, looked at the market 

over a 41-year period ending in 2001 and 

concluded that owning 25 stocks reduced 

“unsystematic” risk (the risk of not diversi-

fying at all) by 80%, while owning 100 

stocks reduced that risk by 90%—that is, 

not much more. 

A manageable portfolio holds between 

20 and 30 stocks. As long as they are 

roughly balanced by sector and weighted 

fairly equally, that number is enough to 

reduce systematic risk significantly. If 

you want to eliminate that risk, you can 

simply buy an exchange-traded fund such 

as Vanguard Total Stock Market ETF 

(symbol VTI), which at last report held 

3,657 stocks. But if you want to beat the 

market, you’ll need to accept some risk, 

and the smartest way to do that is by 

slimming down your portfolio.

A preference for compactness. The same prin-

ciple applies to funds. Sure, there are some 

great funds that own a lot of companies. 

Fidelity Low-Priced Stock (FLPSX), with 

893 stocks, is a good one (the fund is a 

member of the Kiplinger 25). But I have 

a soft spot for more-artisanal funds, with 

small portfolios, low turnover and a founder 

who has often made the key decisions for 

decades.

Consider PARNASSUS (PARNX), launched 

29 years ago by Jerome Dodson, a Berkeley 

political-science major. Dodson is still 

managing this paragon of socially screened 

investing. Parnassus owns 46 stocks, or 

about half the average for a U.S. stock fund, 

and nearly half of its assets are in just a 

dozen companies. (For performance and 

fee data, see the table on page 23.)

In a class by itself is FAIRHOLME (FAIRX), 

run by founder Bruce Berkowitz, a bargain 

hunter to the extreme. Fairholme is more 

hedge fund than standard mutual fund, 

with only six stocks and a scattering of 

bonds. Its largest holding, American Inter-

national Group (AIG), equals a whopping 

47% of assets. 

“I have a soft 
spot for funds 
with small 
portfolios, 
low turnover 
and a founder 
who has 
made the key 
decisions for 
decades.”

  



IMPORTANT SAFETY INFORMATION:
 Do not stop taking ELIQUIS without talking to the doctor 

who prescribed it for you. Stopping ELIQUIS increases your 
risk of having a stroke. ELIQUIS may need to be stopped, 
prior to surgery or a medical or dental procedure. Your 
doctor will tell you when you should stop taking ELIQUIS 
and when you may start taking it again. If you have to 
stop taking ELIQUIS, your doctor may prescribe another 
medicine to help prevent a blood clot from forming.

 ELIQUIS can cause bleeding which can be serious, and 
rarely may lead to death. 

 You may have a higher risk of bleeding if you take ELIQUIS 
and take other medicines that increase your risk of bleeding, 
such as aspirin, NSAIDs, warfarin (COUMADIN®), heparin, 
SSRIs or SNRIs, and other blood thinners. Tell your doctor 
about all medicines, vitamins and supplements you take. 
While taking ELIQUIS, you may bruise more easily and it 
may take longer than usual for any bleeding to stop. 

 Get medical help right away if you have any of these signs or 
symptoms of bleeding:

- unexpected bleeding, or bleeding that lasts a long 
 time, such as unusual bleeding from the gums;  
 nosebleeds that happen often, or menstrual or 
 vaginal bleeding that is heavier than normal
- bleeding that is severe or you cannot control
- red, pink, or brown urine; red or black stools (looks like tar)
- coughing up or vomiting blood or vomit that looks like 
 coffee grounds
- unexpected pain, swelling, or joint pain; headaches, 
 feeling dizzy or weak

 ELIQUIS is not for patients with artifi cial heart valves.

 Before you take ELIQUIS, tell your doctor if you have: 
kidney or liver problems, any other medical 
condition, or ever had bleeding 
problems.

Tell your doctor if you are pregnant or breastfeeding, or 
plan to become pregnant or breastfeed.

 Do not take ELIQUIS if you currently have certain types 
of abnormal bleeding or have had a serious allergic 
reaction to ELIQUIS. A reaction to ELIQUIS can cause hives, 
rash, itching, and possibly trouble breathing. Get medical 
help right away if you have sudden chest pain or chest 
tightness, have sudden swelling of your face or tongue, 
have trouble breathing, wheezing, or feeling dizzy or faint.

You are encouraged to report negative side effects of 
prescription drugs to the FDA. Visit www.fda.gov/medwatch, 
or call 1-800-FDA-1088. 

Please see additional Important Product Information on the 
adjacent page.

Individual results may vary.

Visit ELIQUIS.COM 
or call 1-855-ELIQUIS

ELIQUIS is a prescription medicine used to reduce the risk of stroke and blood clots in people who have atrial 
fi brillation, a type of irregular heartbeat, not caused by a heart valve problem. 

           Ask your doctor if ELIQUIS is right for you.

I was taking warfarin. But I wondered,
could I shoot for something better?
NOW I TAKE ELIQUIS® (apixaban) FOR 3 GOOD REASONS: 

1 ELIQUIS reduced the risk of stroke better than warfarin.

2 ELIQUIS had less major bleeding than warfarin.

3 Unlike warfarin, there’s no routine blood testing.
 

ELIQUIS and other blood thinners increase the risk of bleeding which can be serious, 

and rarely may lead to death.

©2013 Bristol-Myers Squibb Company

432US13BR01723-02-01  09/13

For people with a higher risk of stroke due to 
Atrial Fibrillation (AFib) not caused by 
a heart valve problem

  



What is the most important information  
I should know about ELIQUIS (apixaban)?

Do not stop taking ELIQUIS without talking 
to the doctor who prescribed it for you. 
Stopping ELIQUIS increases your risk of having 
a stroke. ELIQUIS may need to be stopped, prior 
to surgery or a medical or dental procedure. 
Your doctor will tell you when you should stop 
taking ELIQUIS and when you may start taking 
it again. If you have to stop taking ELIQUIS, your 
doctor may prescribe another medicine to help 
prevent a blood clot from forming. 

ELIQUIS can cause bleeding which can be 
serious, and rarely may lead to death. This is 
because ELIQUIS is a blood thinner medicine 
that reduces blood clotting. 

You may have a higher risk of bleeding if you 
take ELIQUIS and take other medicines that 
increase your risk of bleeding, such as aspirin, 
nonsteroidal anti-inflammatory drugs (called 
NSAIDs), warfarin (COUMADIN®), heparin, 
selective serotonin reuptake inhibitors (SSRIs) or 
serotonin norepinephrine reuptake inhibitors 
(SNRIs), and other medicines to help prevent 
or treat blood clots.

Tell your doctor if you take any of these 
medicines. Ask your doctor or pharmacist if you 
are not sure if your medicine is one listed above. 

While taking ELIQUIS:

• you may bruise more easily

•  it may take longer than usual for any bleeding 
to stop

Call your doctor or get medical help right 
away if you have any of these signs or 
symptoms of bleeding when taking ELIQUIS:

•   unexpected bleeding, or bleeding that lasts 
a long time, such as:

 •  unusual bleeding from the gums

 • nosebleeds that happen often

 •  menstrual bleeding or vaginal bleeding 
that is heavier than normal

•  bleeding that is severe or you cannot control

• red, pink, or brown urine

• red or black stools (looks like tar)

• cough up blood or blood clots

•  vomit blood or your vomit looks like coffee 
grounds

•  unexpected pain, swelling, or joint pain

• headaches, feeling dizzy or weak

ELIQUIS (apixaban) is not for patients with 
artificial heart valves.

What is ELIQUIS?
ELIQUIS is a prescription medicine used to reduce 
the risk of stroke and blood clots in people who 
have atrial fibrillation.

It is not known if ELIQUIS is safe and effective 
in children.

Who should not take ELIQUIS?
Do not take ELIQUIS if you:

•  currently have certain types of abnormal 
bleeding

•  have had a serious allergic reaction to ELIQUIS. 
Ask your doctor if you are not sure 

What should I tell my doctor before taking 
ELIQUIS?
Before you take ELIQUIS, tell your doctor if 
you:

• have kidney or liver problems

• have any other medical condition

• have ever had bleeding problems

•  are pregnant or plan to become pregnant. It  
is not known if ELIQUIS will harm your  
unborn baby

•  are breastfeeding or plan to breastfeed. It is 
not known if ELIQUIS passes into your breast 
milk. You and your doctor should decide if  
you will take ELIQUIS or breastfeed. You 
should not do both

Tell all of your doctors and dentists that you are 
taking ELIQUIS. They should talk to the doctor 
who prescribed ELIQUIS for you, before you have 
any surgery, medical or dental procedure.

Tell your doctor about all the medicines you 
take, including prescription and over-the- 
counter medicines, vitamins, and herbal 
supplements. Some of your other medicines 
may affect the way ELIQUIS works. Certain 
medicines may increase your risk of bleeding  
or stroke when taken with ELIQUIS.

How should I take ELIQUIS (apixaban)?
Take ELIQUIS exactly as prescribed by your 
doctor. Take ELIQUIS twice every day with or 
without food, and do not change your dose or 
stop taking it unless your doctor tells you to. 
If you miss a dose of ELIQUIS, take it as soon 
as you remember, and do not take more than 
one dose at the same time. Do not run out of 
ELIQUIS. Refill your prescription before you 
run out. Stopping ELIQUIS may increase your 
risk of having a stroke.

What are the possible side effects of 
ELIQUIS?
•  See “What is the most important infor- 

mation I should know about ELIQUIS?”
•  ELIQUIS can cause a skin rash or severe 

allergic reaction. Call your doctor or get 
medical help right away if you have any of 
the following symptoms:

 • chest pain or tightness
 • swelling of your face or tongue
 • trouble breathing or wheezing
 • feeling dizzy or faint
Tell your doctor if you have any side effect that 
bothers you or that does not go away.
These are not all of the possible side effects of 
ELIQUIS. For more information, ask your doctor 
or pharmacist.
Call your doctor for medical advice about side 
effects. You may report side effects to FDA at  
1-800-FDA-1088.
This is a brief summary of the most important 
information about ELIQUIS. For more infor- 
mation, talk with your doctor or pharmacist, 
call 1-855-ELIQUIS (1-855-354-7847), or go to 
www.ELIQUIS.com.

Manufactured by:

Bristol-Myers Squibb Company
Princeton, New Jersey 08543 USA
Marketed by:

Bristol-Myers Squibb Company
Princeton, New Jersey 08543 USA 
and

Pfizer Inc
New York, New York 10017 USA 

COUMADIN® is a trademark of Bristol-Myers Squibb 
Pharma Company. 

/
 IMPORTANT

FACTS
The information below does not take the place of talking with your healthcare professional. Only your healthcare professional knows  
the specifics of your condition and how ELIQUIS® may fit into your overall therapy. Talk to your healthcare professional if you have any  
questions about ELIQUIS (pronounced ELL eh kwiss).

© 2013 Bristol-Myers Squibb Company 
ELIQUIS and the ELIQUIS logo are trademarks of Bristol-Myers Squibb Company.

Based on 1289808 / 1298500 / 1289807 / 1295958 
December 2012

432US13CBS03602

This independent, non-profit organization provides assistance to qualifying patients with financial hardship who 
generally have no prescription insurance. Contact 1-800-736-0003 or visit www.bmspaf.org for more information.
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Both funds have delivered great long-

term results, but they are also highly risky. 

In 2011, for instance, a year the overall U.S. 

market earned 2.1%, Fairholme fell 32.4%; 

the next year, it gained 35.8%, beating the 

S&P by 20 points. Morningstar gives Par-

nassus a risk rating of “high”; it is 23% more 

volatile than the average fund.

There are less volatile focused funds. 

ING CORPORATE LEADERS TRUST SERIES B (LEXCX), 

which turns 80 next year, holds a nearly 

unchanging portfolio of 22 stocks, headed 

by Union Pacific (UNP), at 12% of assets, 

and ExxonMobil (XOM), at 11%. The fund 

has beaten the S&P 500 handily over the 

past ten years, yet the fund’s volatility was 

lower than the overall market’s. And the 

annual expense ratio is only 0.52%—about 

half that of the typical concentrated fund. 

JENSEN QUALITY GROWTH (JENSX) has been 

even less risky than Corporate Leaders, 

although its ten-year return is lower. That 

may be a decent trade-off: In 2008, when 

the market tumbled 37%, Jensen fell only 

29%. It’s a scrupulously structured fund 

that tries to keep the weightings of its hold-

ings nearly equal. It owns 28 blue-chip 

stocks, led by PepsiCo (PEP), at just 5.1% 

of assets. 

A strong concentrated fund that special-

izes in midsize companies is FPA PERENNIAL 

(FPPFX). It owns 30 stocks and has an annual 

turnover rate of a mere 2% (suggesting that, 

on average, it holds a stock for 50 years). 

The portfolio favors industrial and con-

sumer cyclical stocks and contains no 

banks or real estate companies. The risk 

level is average.

Unfortunately, three of the best concen-

trated funds closed to new investors at the 

end of last year. But keep an eye on them; 

if the market drops and investors bail out of 

stock funds, they could reopen soon. One is 

Sequoia (SEQUX), a 43-year-old fund man-

aged by Robert Goldfarb, with 42 stocks 

and one-third of its $8 billion in assets con-

centrated in just three companies: Valeant 

Pharmaceuticals (VRX), a Canadian drug 

maker; Warren Buffett’s Berkshire Hatha-

way (BRK.A); and retailer TJX (TJX). 

The other two, Yacktman Fund (YACKX) 

and Yacktman Focused (YAFFX), were 

founded by Donald Yacktman, who has 

lately ceded much of the funds’ manage-

ment responsibilities to his son Stephen. 

Focused has 37 stocks; Yacktman has 43. 

The portfolios are similar. Turnover is in 

the single digits, so if you’re willing to pla-

giarize, you can simply copy the holdings 

and own the individual stocks yourself. 

Top holdings for both funds are PepsiCo, 

Procter & Gamble (PG) and Twenty-First 

Century Fox (FOXA).

Finally, don’t forget the best-known con-

centrated portfolio of them all: the Dow 

Jones industrial average, which you can 

buy as a SPDR-sponsored ETF nicknamed 

DIAMONDS (DIA). The Dow’s 30 stocks have re-

turned virtually the same as the S&P 500 

for the past decade, with very little differ-

ence from year to year. That’s proof—if you 

need it—that 30 stocks is enough.

The question, however, is whether your 

objective as an investor is merely to repli-

cate the market. If it is, then buy Diamonds 

or, to be slightly more daring, a fund such 

as ING Corporate Leaders. But if you really 

want to try to thump the averages, you have 

two choices: Do it yourself by assembling 

your own portfolio of 20 to 30 stocks, or 

put yourself in the hands of someone like 

Berkowitz or Dodson, for a fee of about 1% 

a year. If you select the latter course, don’t 

put all your eggs in the concentrated-fund 

basket. But some eggs, certa inly. ■

JAMES K. GLASSMAN IS A FELLOW AT THE AMERICAN ENTERPRISE 

INSTITUTE AND CHAIRMAN OF THE FIRM PUBLIC AFFAIRS ENGAGE-

MENT. HE OWNS NONE OF THE STOCKS MENTIONED. 

“A manageable 
portfolio 
holds between 
20 and 30 
stocks, 
roughly 
balanced by 
sector and 
weighted 
fairly equally.”

WILD RIDES BUT GREAT RETURNS

Funds With Focus

Data as of January 31. *Annualized for five and ten years. †Returns, including dividends, from October 9, 2007, through March 9, 2009. 
#Returns, including dividends, from April 29, 2011, through October 3, 2011. ‡Exchange-traded fund.   SOURCE: © 2014 Morningstar Inc.

Name (symbol) 1 yr. 5 yrs. 10 yrs.  2007-09†  2011#
Expense

ratio

Fairholme (FAIRX) 25.7% 17.3% 10.2% –49.5% –33.9% 1.00%

FPA Perennial (FPPFX) 18.0 22.0 8.3 –50.4 –27.2 1.02

ING Corporate Leaders Trust B (LEXCX) 18.6 18.7 10.2 –50.0 –18.2 0.52

Jensen Quality Growth J (JENSX) 20.2 17.0 6.3 –45.6 –18.2 0.90

Parnassus (PARNX) 24.5 23.7 8.5 –52.4 –29.2 0.90

SPDR Dow Jones Industrial Avg‡ (DIA) 15.8 17.4 6.7 –53.7 –16.8 0.17

S&P 500-STOCK INDEX 21.5% 19.2% 6.8% –55.3% –18.6%

By one measure of risk—results in down markets—only ING Corporate Leaders beat 

the S&P 500 over the past ten years and lost less in both of the last two downturns.

  Total return* Down markets

AHEAD»
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Why a golf fan? In 2009, I was 

golfing on a very warm win-

ter day. I thought, If it’s hot 

today, what will it be like 

this summer? I visualized 

a fan blowing on me from 

the cup holder of my cart. 

I went home and Googled 

“to-go fan.” I found that the 

only option was to wire a 

fan to a cart’s battery, which 

only works if you own your 

own cart. Plus, those fans 

were inadequate, and I 

wanted something better. 

How did you design your fan? 

I worked with my husband, 

Rick, who is chairman of his 

manufacturing business and 

is transitioning to retire-

ment, and a friend who is 

a retired pilot with exten-

sive knowledge of electron-

ics and a home lab. We tried 

out components to create a 

fan that would be portable, 

durable and safe, with a bat-

tery that would last for 

a slow round of 18 holes. 

What did you come up with? 

Our fan uses a brushless, 

ball-bearing motor, which is 

efficient and lasts much lon-

ger than the average motor. 

The ends of the fan blades 

have little winglets, like the 

wings of a modern airliner, 

which increase efficiency 

by reducing air resistance. 

The lithium-ion battery 

lasts about six and a half 

hours on normal speed 

and recharges in three. 

It has built-in safety cir-

cuits and comes with a 

charger and two cup adap-

tors, so you can use it on 

any course or cart. 

Do you have a patent? Yes. 

My husband has 60 indus-

trial patents of his own, 

so we were able to use his 

patent attorney. It was a la-

borious process. We would 

deliver specifications and 

drawings, then the attorney 

would question us, and we 

would submit more infor-

mation. It took three 

years and cost about 

$25,000.

How did you fund the 

project? We were for-

tunate that we were 

able to pay cash. It 

takes money to make 

bright ideas happen.

Where do you make 

the fan? One of 

my husband’s 

employees 

found a com-

pany in China 

that makes 

products for 

Wal-Mart, 

which has a 

reputation 

for impos-

ing strict 

quality 

guidelines for production. 

I wanted to make it in the 

U.S., but it would have cost 

twice as much and nobody 

would have paid that much. 

What was your marketing 

strategy? I entered a contest 

called Inventor’s Spotlight, 

sponsored by the United 

Inventors Association of 

America, at the Professional 

Golf Association’s Merchan-

dise Show in early 2013, and 

I won the highest award. 

We also ran ads in national 

and regional golf magazines.

Where do you sell your fan? 

It’s available for $199 on 

Amazon.com and on my 

Web site (www.pgffan

.com). This 

year, I’m 

exploring 

whether golf shops want 

to sell it, too.

Are you making money? Even 

though the fan is selling, 

absolutely not! It takes a lot 

in start-up costs to get a 

business up and running, 

and we still have major 

expenses every month.

Was  it worth the effort? I 

worked in the airline indus-

try for more than 30 years, 

and I never imagined that I 

could do something like 

this. Now, at 55, I have a 

new career that I think 

about 24/7. Even if the fan 

were a failure, I would 

never trade this experience. 

It’s an energizing, stimulat-

ing, awesome trip.

What’s next? We’ve come out 

with a push-cart adaptor 

for the golf fan, and this 

summer we’ll introduce a 

Personal Golf Tote that you 

can hang from a cart. 

PATRICIA MERTZ ESSWEIN ■

WANT TO SHARE YOUR SUCCESS 

STORY? WRITE US AT SUCCESSSTORY

@KIPLINGER.COM. 

Keeping Her Cool on the Links 
An avid golfer invents a golf-cart fan and launches a new career. 

WHO: Cynthia Wark, 55

WHERE: Houston

WHAT: Invented, patented 

and manufactures the Personal 

Golf Fan
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© 2014 Regions Bank. Investments in securities and insurance products held in trust accounts are not FDIC-insured, not deposits of Regions 
Bank or its affiliates, not guaranteed by Regions Bank or its affiliates, not insured by any federal government agency, and may go down in value.

No assumptions.  
Predictable? Conventional? That’s not your style. You don’t fit any one mold and your financial needs and goals are just as 

unique. So instead of one-size-fits-all solutions, your Regions Wealth Advisor, leading a team of subject-matter experts, will 

customize a plan that addresses your individual financial picture. From cash flow to investing to succession planning and 

beyond, you get a comprehensive, unbiased approach to your specific financial situation. You’ll also get more straight talk 

and transparency than you might expect from a bank. But then, we’re pretty unique ourselves. For a personal consultation to 

discuss how your Regions Wealth Advisor can help you move forward, call 1.800.826.6933 or visit us online at regions.com/wealth.

Lives in his parents’ basement 

and plays video games.

Parents live in his guesthouse since 

he sold his video game company.OR
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The secret: a well-diversified bond fund 

portfolio. We’ve made it easy for you 

to choose the right one. BY NELLIE S. HUANG

FINAL ILLO TK

 OME, LESS RISK

T
THESE ARE CONFUSING TIMES FOR 

income investors. Not so long ago, they 

loved bonds, which presented them with 

three decades of falling yields and ris-

ing prices. Last year, they hated ’em, as 

the Federal Reserve’s talk about slow-

ing the pace of its bond purchases led to 

generally lower prices. Then early in 

2014, as the Fed’s taper talk turned into 

action, prices of high-quality bonds did 

the unexpected and rose as yields fell, 

rekindling investors’ affection for fixed-

income investments. In the end, though, 

ILLUSTRATION BY DANIEL HERTZBERG  



50%

20%

30%

KIPLINGER’S PERSONAL FINANCE    04/2014

INVESTING»

Through it all, though, 

some sectors have sparkled. 

Convertibles—stock-bond 

hybrids—returned 22.3% 

over the past year through 

January 31. And high-yield, 

or junk, bonds earned 6.7%. 

“In bonds, somewhere, 

something is almost always 

working,” says Jeff Moore, 

manager of Fidelity Invest-

ment Grade Bond. “And if 

nothing is working, it’s just 

a short pause.” 

And that’s the lesson: It’s 

not that bonds don’t work 

anymore. It’s that what has 

worked for many investors 

in recent years—holding 

a mix of debt similar to the 

Aggregate index, which is 

heavy in Treasuries and 

doesn’t hold junk bonds—

may not be the best combi-

nation for these times. As 

such, buying an index fund 

28

that captures the entire U.S. 

bond market could be a mis-

step. “You need to be more 

targeted in this environ-

ment,” says Brian Hahn, an 

adviser with money man-

ager Neuberger Berman.

Putting aside the January 

drop in yields (much of it 

due to investors buying 

high-grade bonds to escape 

turmoil in emerging mar-

kets), chances are good that 

interest rates will resume 

their climb before long. So 

what’s a bond investor to 

do? To help you weather 

the problem that has bedev-

iled investors hasn’t disap-

peared: Interest rates remain 

at historically low levels, 

and to get extra yield, inves-

tors must take extra risks.

Recent results underscore 

the turmoil in the bond 

market. Barclays Aggregate 

Bond index, a broad mea-

sure of U.S. investment-

grade issues, lost 2.0% in 

2013 (its first calendar-year 

drop in 14 years) then rose 

1.5% in January. Other 

sectors swung even more: 

Long-term government 

bonds, after losing 13.3% in 

2013, gained 6.2% in Janu-

ary. But developing-markets 

debt sank 7.3% in 2013 and 

declined 2.5% in January 

(for more on emerging-

markets bonds, see “Cash 

in Hand,” on page 40).

SPDR Barclays Inter-Term Treasury  ETF

Vanguard Inter-Term Corp Bond ETF 

iShares CMBS ETF

PowerShares Senior Loan Portfolio

SPDR Barclays ST High Yield Bond ETF

SPDR Barclays Convertible Securities ETF

iShares J.P. Morgan USD Emrg Mkts Bd ETF 

25%

25%

15%

15%

10%

5%

5%

USAA Government Securities 

Vanguard Short-Term Inv-Grade Bond 

DoubleLine Total Return Bond

Fidelity High Income 

T. Rowe Price Floating Rate 

Fidelity Convertible Securities

Fidelity New Markets Income

30%

25%

15%

10%

10%

5%

5%

Mutual fund version  ➤ Yield: 3.1%

ETF version  ➤ Yield: 2.9% 

Trading Yield for Safety 
These are for investors who may not be able to tolerate big losses 

in their bond portfolios. Or they may hold bonds to hedge against 

falling stock prices. To do that effectively, says Jeff Moore, a 

bond-fund manager at  Fidelity, you need to buy what generally 

goes up when stocks go down. That means a combination of inter-

mediate-term U.S. government bonds or government-guaranteed 

mortgage debt (such as Ginnie Maes), and investment-grade 

corporate bonds (debt that is rated between triple-A and triple-B, 

which indicates a relatively low risk of default). 

A Mix for More Income
When you’re retired, you’re interested in income, not growth. But 

that doesn’t mean your bond allocations need to be more con-

servative. What you need is the right kind of diversification. These 

portfolios offer exposure to a mix of different types of bonds: for-

eign debt, convertibles and high-yield IOUs, as well as Treasuries, 

investment-grade corporate bonds and floating-rate bonds.

Dodge & Cox Income

Fidelity GNMA

Vanguard Intermediate-Term Treasury

Vanguard Inter-Term Corp Bond ETF

Vanguard Short-Term Corp Bond ETF

iShares 3-7 Year Treasury Bond ETF

65%

18%

17%

Mutual fund version  ➤ Yield: 2.5%

ETF version  ➤ Yield: 2.3%

LOW-RISK PORTFOLIOS

MODERATE-RISK PORTFOLIOS

this uncertain market, 

we’ve assembled seven 

bond-fund portfolios de-

signed to pay more than 

you can get from the bank 

while keeping duration (a 

measure of interest-rate 

risk) in check. Our portfo-

lios yield from 2.1% to 3.6%.

We chose funds over indi-

vidual bonds because we 

believe their benefits—

particularly professional 

management and diversi-

fication—outweigh their 

shortcomings. What’s more, 

building a well-diversified 

portfolio of individual bonds 
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in bonds. Then match your 

objectives as best you can 

with those suggested in our 

model portfolios. If neces-

sary, tweak the allocations 

to meet your tolerance for 

risk. “Walk before you run,” 

says bond strategist Mary 

Ellen Stanek, of Robert W. 

Baird, a Milwaukee invest-

ment firm. “Start with a 

conservative allocation, and 

as you get comfortable, take 

on more risk by readjusting 

the portfolio.” The trick is to 

build an allocation you can 

takes at least $100,000, 

according to Fidelity, to 

achieve an optimal mix of 

issuers, sectors and maturi-

ties. Most bond funds, by 

contrast, let you through 

the door for $2,500 or less. 

(Three of our portfolios 

hold only exchange-traded 

funds; the minimum for 

an ETF is the price of one 

share, plus commission.) 

Before investing in our 

models, decide how much 

of your portfolio you want 

stick with even when the 

market turns against you. 

Selling in a panic is a “lose-

lose situation,” says Stanek. 

Keep in mind that where 

you hold your bonds mat-

ters, too. Because interest 

payments on most fixed-

income securities are taxed 

as ordinary income, money 

managers advise holding 

taxable bonds in a tax-

deferred account, such as 

FPA New Income 

Loomis Sayles Bond 

Osterweis Strategic Income 

DoubleLine Total Return Bond

T. Rowe Price Floating Rate

Fidelity New Markets Income

Fidelity Intermediate Municipal Income

Fidelity Tax-Free Bond 

USAA Tax-Exempt Intermediate-Term

Vanguard Limited-Term Tax-Exempt

SPDR Barclays ST High Yield Bond ETF

PowerShares Senior Loan Portfolio

iShares CMBS ETF

iShares J.P. Morgan USD Emrg Mkts Bd ETF

Vanguard Mortgage-Backed Securities ETF

35%

20%

15%

15%

15%

17%

17%

16%

20%

20%

10%

40%

20%

20%

20%

Mutual fund version  ➤ Yield: 3.6%

Mutual fund version  ➤ Yield: 2.1%

ETF version  ➤ Yield: 3.5% 

Shifting With the Market
These are opportunistic portfolios: The managers of the first 

three funds in the mutual fund portfolio have the latitude to buy 

different kinds of bonds as the market shifts. Each fund took a 

different tack last year (for instance, Osterweis focused on short-

term high-yield debt, and Loomis Sayles loaded up on medium-

maturity investment-grade and junk bonds). But all weathered 

2013 without a loss. The rest of the portfolio focuses on sectors 

that are poised to do well in the current environment: floating-

rate debt, mortgage bonds that aren’t backed by government 

agencies, and dollar-denominated emerging-markets bonds. The 

ETF portfolio consists of funds that invest in junk bonds, mortgage 

securities, floating-rate bank loans and emerging-markets debt.

When Taxes Matter 
New tax laws make municipal bonds a no-brainer for top income 

earners. For starters, the maximum federal income-tax bracket 

now peaks at 39.6%, and there’s a 3.8% surtax on net investment 

income for single filers with adjusted gross income of more than 

$200,000 ($250,000 for married couples). 

But lower-income taxpayers should consider munis, too, 

says Tim McGregor, a muni-bond strategist at Northern Trust, a 

Chicago-based money manager. That’s because the difference in 

yield between a high-quality muni and a Treasury is slim these 

days: Ten-year, triple-A munis recently yielded 2.5%, on average, 

compared with 2.7% for ten-year Treasuries. But for an investor in 

the top federal bracket, a tax-free yield of 2.5% is equivalent to a 

taxable payment of 4.4%.

For simplicity’s sake, we have crafted a portfolio consisting 

exclusively of national muni bond funds, three focusing on short-

term or medium-term bonds and one owning longer-term debt. 

Residents of states with high income tax rates—for example, New 

York (where the top rate is 8.8%) and California (13.3%)—may get 

a higher after-tax yield by investing in state-specific muni funds. 

But almost all of those funds hold bonds with long maturities, 

making them extra-sensitive to swings in interest rates. We didn’t 

create an ETF portfolio because many tax-free bonds are thinly 

traded, and “if the market goes into panic mode and liquidity dries 

up, relying heavily on an index-based fund could lend itself to 

some bad surprises,” says Warren Pierson, a muni strategist at 

Robert W. Baird. The 2.1% yield in our portfolio is equivalent to 

a taxable 3.7% for an investor in the top tax bracket. 

HIGHER-RISK PORTFOLIOS

MUNI PORTFOLIO

an IRA or a 401(k). If you’re 

investing in a taxable account 

and have a high income, 

you’ll probably be better 

off investing in municipal 

bonds. Interest from debt 

issued by states and cities is 

generally exempt from fed-

eral income taxes and may 

be exempt from state and 

local income taxes, too.

You’ll find key data on the 

funds in the portfolios in the 

tables that start on page 30. ■
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As of January 31, 2014.  *Five-year returns are annualized.  ‡Tracks high-grade U.S. bonds.  #Fund also levies sales charges.  —Performance not available; fund is less than five years old.  N/A Not available.  **Closed to new investors; other 

share classes may be available.  Key to styles: BL=Bank loan; Conv=Convertible; HYcorp=High-yield corporate; HYmuni=High-yield municipal; IntmGov=Intermediate government; InfPro=Inflation-protected; Intmed=Intermediate general; 

IntmMuni=Intermediate municipal; LgGov=Long-term government; LTMuni=Long-term municipal; Long=Long-term general; Multi=Multisector; Nontrad=Nontraditional; STMuni=Short-term municipal; ShGov=Short-term government; 

ShTerm=Short-term general; WldBd=World bond.   SOURCE: © 2014 Morningstar Inc.

TAXABLE BOND FUNDS

Alliance-
Bernstein

Bernstein Intmed Dur SNIDX –0.10% 7.3% 2.5% Intmed 0.57%

High Income A AGDAX 5.6 18.8 5.1 Multi 0.90#

American Bond Fund of America A ABNDX 0.1 6.7 1.9 Intmed 0.60#

Capital World A CWBFX –1.8 5.8 2.1 WldBd 0.91#

High Income Trust A AHITX 5.4 15.6 4.9 HYcorp 0.66#

Intmed Bd Fd of Amer A AIBAX 0.0 3.3 0.8 Intmed 0.60#

US Govt Securities A AMUSX –0.8 3.4 1.1 IntmGov 0.61#

American 
Century

Diversified Bond Inv ADFIX –0.3 4.9 1.8 Intmed 0.60

Inflation Adj Bond Inv ACITX –6.6 5.4 N/A InfPro 0.47

Baird Core Plus Bond Inv BCOSX 0.6 7.9 2.9 Intmed 0.55

BlackRock Global L/S Cred Inv A BGCAX 2.7 — 1.1 Nontrad 1.40#

High Yield Bond Inv A BHYAX 8.3 17.9 4.8 HYcorp 0.92#

Infl Protected Bd Inv A BPRAX –6.1 5.2 N/A InfPro 0.76#

Low Duration Bd Inv A BLDAX 1.1 4.9 1.8 ShTerm 0.79#

Strategic Inc Opps Inv A BASIX 2.3 9.1 1.8 Nontrad 0.90#

Total Return Inv A MDHQX 1.2 8.0 3.1 Intmed 1.04#

Columbia Actv Mlt-Mgr Core Pl A** CMCPX –0.1 — N/A Intmed 0.79

Income Opportunities A AIOAX 4.4 14.1 3.9 HYcorp 1.08#

Intermediate Bond A LIBAX –0.6 7.4 2.7 Intmed 0.86#

Delaware Diversified Income A DPDFX 0.1 8.7 3.0 Intmed 0.90#

Dodge & Cox Income DODIX 2.0 7.3 2.7 Intmed 0.43

DoubleLine Total Return Bond N DLTNX 1.6 — 4.8 Intmed 0.73

Driehaus Active Income** LCMAX 2.2 5.7 0.1 Nontrad 0.91

DWS Floating Rate Plus A DFRAX 4.2 12.1 N/A BL 1.09#

Eaton Vance Floating-Rate A EVBLX 4.0 11.5 3.4 BL 0.99#

Floating-Rate Advtg A EAFAX 5.0 15.5 4.2 BL 0.97#

Income Fund of Boston A EVIBX 6.6 17.0 4.0 HYcorp 1.00#

Federated Total Return Bond A TLRAX 0.2 5.9 2.6 Intmed 0.90#

Fidelity Capital & Income FAGIX 7.9 19.7 4.0 HYcorp 0.73

Convertible Securities FCVSX 19.0 22.2 0.7 Conv 0.72

Floating Rate High Inc FFRHX 3.6 8.2 2.4 BL 0.70

GNMA Fund FGMNX 0.2 4.9 2.3 IntmGov 0.45

Government Income FGOVX –0.4 3.4 1.8 IntmGov 0.45

High Income SPHIX 5.8 15.7 4.5 HYcorp 0.72

Intermediate Bond FTHRX 0.7 6.8 1.8 Intmed 0.45

Investment Grade Bond FBNDX 0.2 7.4 2.5 Intmed 0.45

New Markets Income FNMIX –7.5 13.4 5.5 WldBd 0.84

Short Term Bond FSHBX 0.8 3.1 0.7 ShTerm 0.45

Strategic Income FSICX 0.9 11.0 3.5 Multi 0.70

Total Bond FTBFX 0.9 8.0 2.7 Intmed 0.45

Fidelity 
Advisor

Floating Rate High Inc A FFRAX 3.3 7.9 2.0 BL 0.99#

Government Income A FVIAX –0.8 3.1 1.4 IntmGov 0.77#

Investment Grade Bond A FGBAX –0.1 7.1 2.1 Intmed 0.77#

Strategic Income A FSTAX 0.5 10.7 3.1 Multi 0.98#

Total Bond A FEPAX 0.6 7.7 2.3 Intmed 0.79#

FPA New Income FPNIX 1.0 2.2 2.7 Nontrad 0.58

Franklin 
Templeton

Global Bond A TPINX –0.9 8.4 2.3 WldBd 0.86#

Global Total Return A TGTRX –0.4 10.9 3.0 WldBd 1.00#

High Income A FHAIX 7.1 15.3 4.6 HYcorp 0.76#

Symbol 1 yr. 5 yrs.

 30-
day 

yield Style
Exp. 
ratio

 Total return*

FundCompany

Franklin 
Templeton

Strategic Income A FRSTX 2.5% 10.0% 3.3% Multi 0.87%#

Total Return A FKBAX 0.5 7.6 2.3 Intmed 0.88#

US Govt Securities A FKUSX 0.3 3.8 2.6 IntmGov 0.73#

Gold. Sachs High Yield A GSHAX 6.7 15.5 4.7 HYcorp 1.05#

J. Hancock Strategic Income A JHFIX 1.4 11.2 3.7 Multi 0.90#

Harbor Bond Instl HABDX –0.1 6.9 1.5 Intmed 0.53

Hartford Floating Rate A HFLAX 4.6 11.7 3.4 BL 0.96#

Ivy High Income A WHIAX 8.9 16.8 4.8 HYcorp 0.93#

Janus Flexible Bond T JAFIX 1.5 6.9 2.7 Intmed 0.69

Short Term Bond T JASBX 1.3 3.6 1.0 ShTerm 0.80

JPMorgan Core Bond A PGBOX –0.1 5.5 2.1 Intmed 0.74#

High Yield Bond A OHYAX 6.2 15.2 4.7 HYcorp 1.12#

Mtg Backed Securities A OMBAX 0.3 6.4 2.6 Intmed 0.64#

Short Duration Bond A OGLVX 0.0 2.0 0.3 ShTerm 0.80#

Strategic Inc Opps A JSOAX 2.1 6.9 1.6 Nontrad 0.91#

Loomis 
Sayles

Bond Retail LSBRX 3.9 13.9 3.6 Multi 0.92

Investment Grade Bond A LIGRX 0.6 10.8 2.8 Intmed 0.83#

Strategic Income A NEFZX 7.9 15.0 2.9 Multi 0.95#

Lord Abbett Bond Debenture A LBNDX 6.7 13.4 4.3 Multi 0.96#

Short Duration Income A LALDX 1.9 6.3 2.5 ShTerm 0.59#

MainStay High Yield Corp A MHCAX 5.6 14.3 4.1 HYcorp 1.01#

Metropolitan 
West

Low Duration Bond M MWLDX 1.6 7.1 1.1 ShTerm 0.57

Total Return Bond M MWTRX 1.5 9.3 1.8 Intmed 0.61

Unconstrained Bond M MWCRX 2.4 — 2.1 Nontrad 0.99

MFS Emerg Markets Debt A MEDAX –6.6 11.0 4.3 WldBd 1.12#

Research Bond A MRBFX 0.8 8.2 2.4 Intmed 0.81#

Neuberger Br. High Income Bond Inv** NHINX 6.8 15.8 4.6 HYcorp 0.84

Northern Tr. High Yield Fixed Income NHFIX 6.8 13.2 6.1 HYcorp 0.75

Oppenheimer Global Strategic Inc A OPSIX –0.9 10.5 3.9 Multi 0.93#

International Bond A OIBAX –5.7 5.8 3.0 WldBd 1.01#

Senior Floating Rate A OOSAX 5.8 13.5 4.0 BL 1.00#

Osterweis Strategic Income OSTIX 5.8 10.2 3.0 HYcorp 0.91

Payden Global Fixed Income PYGFX 0.2 4.8 2.4 WldBd 0.71

Pimco Diversified Income D PDVDX –1.1 11.8 3.0 Multi 1.15

Emerging Markets D PEMDX –7.7 10.4 4.3 WldBd 1.25

Foreign Bd USD-Hedged D PFODX 1.5 8.7 1.4 WldBd 0.90

High Yield D PHYDX 5.1 14.7 3.7 HYcorp 0.90

Low Duration D PLDDX 0.3 4.8 0.0 ShTerm 0.75

Real Return D PRRDX –6.9 7.0 –2.5 LgGov 0.85

Short Term D PSHDX 0.8 2.5 0.6 ShTerm 0.70

Total Return D PTTDX –0.6 6.8 1.0 Intmed 0.75

Unconstrained D PUBDX –2.5 4.7 0.5 Nontrad 1.30

Pioneer Strategic Income A PSRAX 1.4 10.8 4.3 Multi 1.02#

T. Rowe 
Price

Emerging Markets Bond PREMX –7.5 11.4 5.7 WldBd 0.94

Floating Rate Bond PRFRX 3.9 — 3.0 BL 0.86

High Yield** PRHYX 8.2 16.2 4.8 HYcorp 0.74

International Bond RPIBX –2.6 4.6 1.8 WldBd 0.84

New Income Fund PRCIX –0.4 6.0 2.5 Intmed 0.58

Spectrum Income RPSIX 2.8 9.7 3.0 Multi 0.69

Symbol 1 yr. 5 yrs.

 30-
day 

yield Style
Exp. 
ratio

 Total return*

FundCompany

●● RETURNS / YIELDS / FEES

THE BIGGEST AND BEST BOND FUNDS AND ETFs

THIS PAGE AND THE NEXT LIST DATA FOR 

215 of the biggest taxable and tax-free bond 

mutual funds that have been in existence for 

at least one year and that require $25,000 or 

less to open an account. On page 32, we show 

data for 117 of the biggest exchange-traded 

bond funds that have been in existence for at 

least one year. Funds that are mentioned in the 

preceding article, “More Income, Less Risk,” are 

highlighted.

TAXABLE BOND FUNDS

BENCHMARKS 1 yr. 5 yrs.

Barclays US Aggregate Bond Index‡ 0.1% 4.9%

Barclays High Yield Corp Bond Index 6.8% 17.7%

 Total return*
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As of January 31, 2014.  *Five-year returns are annualized.  ‡Tracks high-grade U.S. bonds.  #Fund also levies sales charges.  —Performance not available; fund is less than five years old.  N/A Not available.  **Closed to new investors; other 

share classes may be available.  Key to styles: BL=Bank loan; Conv=Convertible; HYcorp=High-yield corporate; HYmuni=High-yield municipal; IntmGov=Intermediate government; InfPro=Inflation-protected; Intmed=Intermediate general; 

IntmMuni=Intermediate municipal; LgGov=Long-term government; LTMuni=Long-term municipal; Long=Long-term general; Multi=Multisector; Nontrad=Nontraditional; STMuni=Short-term municipal; ShGov=Short-term government; 

ShTerm=Short-term general; WldBd=World bond.   SOURCE: © 2014 Morningstar Inc.

T. Rw. Price Short Term Bond PRWBX 0.5% 3.1% 0.7% ShTerm 0.51%

Principal High Yield A CPHYX 6.2 14.9 4.8 HYcorp 0.92#

Prudential High-Yield A PBHAX 6.2 15.5 4.6 HYcorp 0.83#

Short-Term Corp Bond A PBSMX 1.4 5.0 1.2 ShTerm 0.78#

Putnam Diversified Income Tr A PDINX 4.9 15.0 4.1 Multi 0.99#

RidgeWorth Seix Fl Rate High Inc A SFRAX 4.4 9.8 3.8 BL 0.85#

TCW Emerg Markets Income N TGINX –7.3 14.4 5.8 WldBd 1.10

Total Return Bond N TGMNX 2.3 9.5 3.1 Intmed 0.73

Thornburg Limited Term Income A THIFX 0.9 6.8 1.8 ShTerm 0.88#

USAA Government Securities USGNX –0.1 3.6 3.0 IntmGov 0.41

Income USAIX 1.3 8.5 2.9 Intmed 0.58

Intermediate Term Bond USIBX 2.5 12.5 3.5 Intmed 0.65

Short Term Bond USSBX 1.5 5.1 1.5 ShTerm 0.64

Vanguard GNMA Inv VFIIX 0.3 4.4 2.7 IntmGov 0.21

High Yield Corp Inv** VWEHX 4.5 13.8 4.3 HYcorp 0.23

Infl Protected Secs Inv VIPSX –6.3 5.6 –0.2 InfPro 0.20

Intmed-Term Bd Idx Inv VBIIX –0.5 6.7 2.6 Intmed 0.20

Intmed-Term Treasury Inv VFITX –0.7 3.7 1.6 IntmGov 0.20

Long-Term Bond Idx Inv VBLTX –2.5 8.6 4.3 Long 0.20

Short-Term Bond Idx Inv VBISX 0.6 2.7 0.7 ShTerm 0.20

Short-Term Federal Inv VSGBX 0.2 2.1 0.6 ST Govt 0.20

Short-Tm Infl Pro Secs Inv VTIPX –1.6 — –1.2 InfPro 0.20

Short-Tm Invest Grade Inv VFSTX 1.5 4.9 1.5 ShTerm 0.20

Short-Term Treasury Inv VFISX 0.3 1.5 0.3 ST Govt 0.20

Total Bond Market Idx Inv VBMFX 0.0 4.8 2.1 Intmed 0.20

Virtus Multi-Sector Sh Tm Bd A NARAX 1.1 9.8 3.3 Multi 0.99#

Western 
Asset

Core Bond A WABAX –0.1 9.8 2.5 Intmed 0.84#

Core Plus Bond A WAPAX 0.5 10.2 2.7 Intmed 0.81#

Symbol 1 yr. 5 yrs.

 30-
day 

yield Style
Exp. 
ratio

 Total return*

FundCompany

Alliance-
Bernstein

Intmed Divers Muni A AIDAX –0.5% 3.0% 1.1% STMuni 0.78%#

Muni Income Natl A ALTHX –2.8 6.5 3.2 LTMuni 0.80#

American High Inc Muni Bond A AMHIX –1.7 9.0 4.3 HYMuni 0.69#

Ltd Term Tax Ex Bond A LTEBX 0.6 4.2 1.1 IntmMuni 0.60#

Tax Ex Bond A AFTEX –1.3 6.1 2.8 IntmMuni 0.55#

Amer. Cent. Intmed-Term T-F Bd Inv TWTIX –1.4 4.4 1.9 IntmMuni 0.47

Baird Intmed Muni Bond Inv BMBSX –0.3 3.2 1.8 IntmMuni 0.55

Bernstein Diversified Muni Port SNDPX –0.3 3.3 2.6 STMuni 0.56

BlackRock National Muni Inv A MDNLX –1.6 7.0 3.4 LTMuni 0.72#

Short-Term Muni Inv A MELMX 0.3 1.0 0.2 STMuni 0.68#

Strat Muni Opps Inv A MEMTX –1.5 5.9 2.8 STMuni 0.88#

Columbia High Yield Muni A LHIAX –2.2 9.4 4.6 HYMuni 0.85#

Intmed Muni Bond A LITAX –0.7 4.5 2.0 IntmMuni 0.74#

Short Term Muni Bond A NSMMX 0.5 1.4 0.1 STMuni 0.73#

Tax Exempt A COLTX –2.0 6.1 3.3 LTMuni 0.76#

Delaware Tax Free USA Int A DMUSX –1.4 4.6 1.9 IntmMuni 0.75#

Dreyfus AMT-Free Muni Bond A DMUAX –2.2 5.7 2.5 LTMuni 0.70#

Intmed Muni Bond DITEX –0.6 4.6 2.1 IntmMuni 0.73

Muni Bond DRTAX –2.0 5.7 3.1 LTMuni 0.71

DWS Intmed Tax/AMT Free A SZMAX –1.5 4.2 1.9 IntmMuni 0.78#

Managed Muni Bond A SMLAX –2.3 5.9 3.1 LTMuni 0.75#

Strategic HY Tax Free A NOTAX –4.4 8.7 4.4 HYMuni 0.91#

Eaton Vance National Muni Income A EANAX –6.5 8.3 4.6 LTMuni 0.66#

Federated Muni Ultrashort A FMUUX 0.2 0.9 0.1 STMuni 0.80#

Fidelity Intmed Muni Income FLTMX –0.3 4.3 2.0 IntmMuni 0.37

Ltd Term Muni Income FSTFX 0.7 2.6 0.8 STMuni 0.47

Muni Income FHIGX –1.2 5.8 2.9 LTMuni 0.46

Tax-Free Bond FTABX –1.0 5.9 3.0 LTMuni 0.25

Fidelity Adv. Intmed Muni Income A FZIAX –0.5 4.0 1.7 IntmMuni 0.65#

Fidelity Adv. Limited Term Muni Inc A FASHX 0.4% 2.3% 0.5% STMuni 0.78%#

Muni Income A FAMUX –1.4 5.7 2.6 LTMuni 0.77#

Franklin 
Templeton

Fed Intmed-Tm T-F Inc A FKITX –0.9 5.2 2.1 IntmMuni 0.65#

Fed Ltd-Term T-F Inc A FFTFX 0.6 2.5 0.5 STMuni 0.60#

Fed Tax-Free Inc A FKTIX –2.7 6.3 3.4 LTMuni 0.61#

High Yield Tax-Free Inc A FRHIX –4.9 8.3 4.5 HYMuni 0.65#

Insured T-F Inc A** FTFIX –1.9 5.7 3.7 LTMuni 0.62#

Goldman 
Sachs

High Yield Muni A GHYAX –4.2 9.9 4.4 HYMuni 0.86#

Short Duration T-F A GSDTX –0.1 2.2 0.7 STMuni 0.73#

Invesco High Yield Muni A** ACTHX –3.6 9.9 5.7 HYMuni 0.84#

Intmed Term Muni Inc A VKLMX –0.7 5.5 2.3 IntmMuni 0.75#

Muni Income A VKMMX –1.9 7.6 3.2 LTMuni 0.81#

Tax-Free Intmed A ATFAX 0.1 4.8 1.6 IntmMuni 0.60#

JPMorgan Intmed T-F Bond A JITAX –0.3 3.3 1.5 IntmMuni 0.74#

Short Term Muni Bond A OSTAX 0.2 1.5 0.5 STMuni 0.74#

Tax Aware Real Ret A TXRAX –2.1 3.5 1.2 IntmMuni 0.75#

Legg Mason WA Intmed-Term Muni A SBLTX –2.4 5.3 3.0 IntmMuni 0.73#

WA Managed Muni A SHMMX –3.0 7.3 4.1 LTMuni 0.65#

WA Muni High Income A STXAX –5.2 8.4 4.7 HYMuni 0.80#

WA Short Dur Muni Inc A SHDAX 0.7 2.4 1.0 STMuni 0.66#

Lord Abbett High Yield Muni Bond A HYMAX –5.4 9.1 5.4 HYMuni 0.83#

Intmed Tax Free A LISAX –1.4 5.0 3.0 IntmMuni 0.68#

National Tax Free Inc A LANSX –4.6 7.9 4.4 LTMuni 0.74#

Short Duration Tax Free A LSDAX 0.1 2.5 0.9 STMuni 0.62#

MainStay Tax Free Bond A MTBAX –2.9 6.0 3.8 LTMuni 0.78#

MFS Muni High Income A MMHYX –4.1 9.5 4.8 HYMuni 0.67#

Muni Income A MFIAX –3.4 6.5 3.1 LTMuni 0.74#

Muni Ltd Maturity A MTLFX –0.2 3.4 1.1 STMuni 0.70#

Northern 
Funds

Intmed Tax Exempt NOITX –0.6 4.2 2.5 IntmMuni 0.43

Tax Exempt NOTEX –1.7 5.3 4.0 LTMuni 0.45

Nuveen All American Muni A FLAAX –2.7 8.6 3.6 LTMuni 0.72#

High Yield Muni Bond A NHMAX –2.6 13.3 6.1 HYMuni 0.82#

Intmed Duration Muni A NMBAX –0.5 4.8 2.0 IntmMuni 0.70#

Limited Term Muni A FLTDX 0.6 3.5 1.0 STMuni 0.66#

Short Term Muni A FSHAX 1.1 2.8 0.4 STMuni 0.73#

Pioneer AMT-Free Muni A PBMFX –3.0 8.1 4.0 LTMuni 0.82#

T. Rowe 
Price

Summit Muni Inc PRINX –2.1 6.9 3.2 LTMuni 0.50

Summit Muni Intmed PRSMX 0.2 4.8 2.0 IntmMuni 0.50

Tax Free High Yield PRFHX –2.4 10.1 4.5 HYMuni 0.67

Tax Free Income PRTAX –1.9 6.0 3.1 LTMuni 0.51

Tax Free Short-Intmed PRFSX 0.9 2.9 0.6 STMuni 0.49

Prudential National Muni A PRNMX –2.9 5.4 3.0 LTMuni 0.82#

RidgeWorth Invest Grade Tax-Ex A SISIX –0.4 4.7 1.5 IntmMuni 0.82#

Thornburg Intmed Muni A THIMX –0.2 5.3 1.8 IntmMuni 0.92#

Limited-Term Muni A LTMFX 0.5 3.7 1.1 STMuni 0.71#

Thrivent Muni Bond A AAMBX –2.1 5.1 3.0 LTMuni 0.74#

USAA Tax Exempt Intmed-Term USATX 0.2 6.6 2.6 IntmMuni 0.54

Tax Exempt Long-Term USTEX –0.8 7.7 3.7 LTMuni 0.53

Tax Exempt Short-Term USSTX 0.9 3.1 0.7 STMuni 0.55

Vanguard High Yield Tax Exempt VWAHX –1.3 7.2 3.6 IntmMuni 0.20

Intmed Term Tax Ex Inv VWITX –0.3 4.7 2.2 IntmMuni 0.20

Limited Term Tax Ex VMLTX 0.9 2.4 0.7 STMuni 0.20

Long Term Tax Exempt VWLTX –1.1 5.8 3.3 LTMuni 0.20

Short Term Tax Exempt VWSTX 0.6 1.3 0.3 STMuni 0.20

Waddell Advisor Muni Bond A UNMBX –2.1 5.6 2.5 LTMuni 0.86#

Wells Fargo 
Advantage

Intmed Tax/AMT-Free Inv SIMBX –0.3 5.8 2.1 IntmMuni 0.73

Muni Bond Inv SXFIX –0.1 8.4 3.3 LTMuni 0.78

Short-Term Muni Bond Inv STSMX 1.0 3.4 0.6 STMuni 0.63

Strategic Muni Bond A VMPAX 1.5 3.7 1.8 STMuni 0.82#

Ultra Sh-Tm Muni Inc Inv SMUAX 0.3 1.6 0.1 STMuni 0.70

Symbol 1 yr. 5 yrs.

 30-
day 

yield Style
Exp. 
ratio

 Total return*

FundCompany

TAXABLE BOND FUNDS TAX-FREE BOND FUNDS

TAX-FREE BOND FUNDS
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As of January 31, 2014.  *Five-year returns are annualized.  ‡Tracks high-grade U.S. bonds.  #Fund also levies sales charges.  —Performance not available; fund is less than five years old.  N/A Not available.  **Closed to new investors; 

other share classes may be available.  Key to styles: BL=Bank loan; Conv=Convertible; Corp=Corporate general; HYcorp=High-yield corporate; HYmuni=High-yield municipal; IntmGov=Intermediate government; InfPro=Inflation-protected; 

Intmed=Intermediate general; IntmMuni=Intermediate municipal; LgGov=Long-term government; LTMuni=Long-term municipal; Long=Long-term general; Multi=Multisector; Nontrad=Nontraditional; STMuni=Short-term municipal; 

ShGov=Short-term government; ShTerm=Short-term general; WldBd=World bond.   SOURCE: © 2014 Morningstar Inc.

AdvisorShrs Peritus High Yield  HYLD 10.9% — 7.8% HYcorp 1.25%

FlexShares iBoxx 3Yr Target Dur TIPS  TDTT –2.0 — –4.1 InfPro 0.20

iBoxx 5Yr Target Dur TIPS  TDTF –3.9 — –3.3 InfPro 0.20

Guggenheim BulletShares 2014 Corp  BSCE 0.8 — 0.4 ShTerm 0.24

BulletShares 2014 HY Corp    BSJE 4.2 — 5.0 HYcorp 0.42

BulletShares 2015 Corp  BSCF 1.5 — 0.5 ShTerm 0.24

BulletShares 2015 HY Corp    BSJF 5.6 — 4.5 HYcorp 0.42

BulletShares 2016 Corp  BSCG 2.0 — 0.8 ShTerm 0.24

BulletShares 2016 HY Corp    BSJG 6.8 — 4.0 HYcorp 0.42

BulletShares 2017 Corp  BSCH 2.1 — 1.5 Intmed 0.24

BulletShares 2017 HY Corp BSJH 6.7 — 4.1 HYcorp 0.42

BulletShares 2018 Corp  BSCI 2.0 — 1.9 Intmed 0.24

BulletShares 2018 HY Corp BSJI 7.5 — 4.5 HYcorp 0.42

BulletShares 2019 Corp  BSCJ 1.5 — 2.4 Intmed 0.24

Enhanced Short Duration    GSY 1.3 0.6% 0.8 ShTerm 0.28

Highland iBoxx Senior Loan  SNLN 4.3 — 4.9 BL 0.55

iShares 0-5 Year TIPS  STIP –1.7 — –2.2 InfPro 0.20

1-3 Year Credit  CSJ 1.2 3.6 0.7 ShTerm 0.20

1-3 Year Intl Treasury  ISHG –3.2 1.5 0.3 WldBd 0.35

1-3 Year Treasury  SHY 0.4 1.1 0.2 ShGov 0.15

3-7 Year Treasury  IEI –0.3 3.1 1.4 IntmGov 0.15

7-10 Year Treasury  IEF –2.1 4.3 2.4 LgGov 0.15

10+ Year Credit  CLY –1.9 — 4.9 Long 0.20

10-20 Year Treasury  TLH –2.8 5.2 3.0 LgGov 0.15

20+ Year Treasury  TLT –5.1 4.4 3.5 LgGov 0.15

Aaa - A Rated Corp  QLTA 0.3 — 2.4 Corp 0.15

Agency  AGZ –0.1 2.5 1.2 IntmGov 0.20

CMBS CMBS 1.0 — 1.9 Intmed 0.25

Core Short-Term US  ISTB 0.6 — 0.8 ShTerm 0.12

Core Total Agg US  AGG 0.0 4.7 2.2 Intmed 0.08

Credit  CFT 0.3 7.7 2.9 Corp 0.20

Emerg Mkts High Yield  EMHY –7.1 — 7.0 WldBd 0.65

Emerg Mkts Local Currency LEMB –8.4 — 5.2 WldBd 0.60

Floating Rate  FLOT 0.9 — 0.3 ShTerm 0.20

Govt/Credit  GBF –0.3 4.7 1.9 Intmed 0.20

iBoxx $ High Yield Corp HYG 5.3 13.8 4.8 HYcorp 0.50

iBoxx $ Inv Grade Corp  LQD 0.7 8.4 3.3 Corp 0.15

Intermediate Credit  CIU 1.0 6.8 2.1 Intmed 0.20

Intmed Govt/Credit  GVI 0.3 3.9 1.4 Intmed 0.20

Intl Inflation-Linked  ITIP –9.7 — 2.8 WldBd 0.40

International Treasury  IGOV –0.7 3.9 1.4 WldBd 0.35

JPMorgan USD Em Mkts EMB –6.6 10.4 5.2 WldBd 0.60

MBS MBB 0.0 3.7 2.7 Intmed 0.27

Short Treasury  SHV 0.0 0.1 0.1 ShGov 0.15

TIPS  TIP –6.2 5.5 –1.8 InfPro 0.20

US Treasury  GOVT –0.7 — 1.3 IntmGov 0.15

Market 
Vectors

Emrg Mkts High Yield HYEM –1.6 — 7.3 WldBd 0.40

Emrg Mkts Local Currency    EMLC –13.7 — 5.8 WldBd 0.47

International High Yield IHY 4.7 — 5.0 WldBd 0.40

Pimco 0-5 Year HY Corp Idx  HYS 7.0 — 2.9 HYcorp 0.55

1-3 Year US Treasury Idx  TUZ 0.4 — 0.3 ShGov 0.09

1-5 Year US TIPS Idx  STPZ –2.0 — –2.4 InfPro 0.20

Enhanced Short Maturity  MINT 0.8 — 0.5 ShTerm 0.35

Invest Grade Corp Idx  CORP 0.9 — 3.0 Corp 0.20

Total Return  BOND 0.2 — 1.1 Intmed 0.55

PowerShares 1-30 Laddered Treasury PLW –2.9 4.2 2.4 LgGov 0.25

Build America  BAB –1.4 — 4.9 Long 0.28

Chinese Yuan Dim Sum  DSUM 5.6 — 3.2 WldBd 0.45

Emrg Mkts Sovereign Debt PCY –8.6 11.5 5.3 WldBd 0.50

Fundamental HY Corp  PHB 4.2 12.1 3.6 HYcorp 0.50

Symbol 1 yr. 5 yrs.

 30-
day 

yield Style
Exp. 
ratio

 Total return*

FundCompany

PowerShares International Corporate  PICB 2.8% — 2.2% WldBd 0.50%

Senior Loan Portfolio BKLN 3.6 — 3.9 BL 0.66

Schwab Intmed-Term US Treasury SCHR –0.7 — 1.1 IntmGov 0.10

Short-Term US Treasury  SCHO 0.4 — 0.3 ShGov 0.08

US Aggregate    SCHZ 0.0 — 2.2 Intmed 0.05

US TIPS  SCHP –6.2 — –2.4 InfPro 0.07

SPDR Barclays 1-3 Month T-Bill BIL –0.1 0.0% –0.1 ShTerm 0.13

Barclays Aggregate  LAG 0.1 4.7 2.0 Intmed 0.16

Barclays Convertible Secs CWB 18.7 — 2.1 Conv 0.40

Barclays Emrg Mkts Local    EBND –9.9 — 5.7 WldBd 0.50

Barclays High Yield  JNK 5.6 16.1 5.1 HYcorp 0.40

Barclays Intmed Tm Corp ITR 1.4 — 2.3 Intmed 0.15

Barclays Intmed Tm Treas ITE –0.2 2.5 1.0 IntmGov 0.13

Barclays Intl Corp  IBND 3.4 — 1.3 WldBd 0.55

Barclays Inv Gr Fl Rt  FLRN 1.0 — 0.4 ShTerm 0.15

Barclays Intl Treasury  BWX –2.3 4.6 1.6 WldBd 0.50

Barclays Mort Backed    MBG 0.4 3.9 2.0 Intmed 0.32

Barclays Short Term Corp  SCPB 1.5 — 0.9 ShTerm 0.12

Barclays Short Term HY    SJNK 6.0 — 3.9 HYcorp 0.40

Barclays Sh Tm Intl Treas BWZ –3.1 2.8 0.6 WldBd 0.35

Barclays TIPS IPE –6.8 5.5 0.2 InfPro 0.18

DB Intl Govt Infl-Pro  WIP –6.6 7.8 0.7 WldBd 0.50

Vanguard Extended Dur Treas Idx  EDV –7.8 4.5 3.7 LgGov 0.12

Intermediate-Term    BIV –0.4 6.8 2.7 Intmed 0.10

Intmediate-Term Corp Idx  VCIT 1.1 — 3.3 Intmed 0.12

Intermed-Term Govt Idx  VGIT –0.5 — 1.6 IntmGov 0.12

Long-Term Index  BLV –2.4 8.7 4.4 Long 0.10

Long-Term Corp Idx  VCLT –0.1 — 4.9 Long 0.12

Mortgage-Backed Sec Idx  VMBS 0.8 — 1.7 Intmed 0.12

Short-Term    BSV 0.7 2.8 0.8 ShTerm 0.10

Short-Term Corp Idx  VCSH 2.0 — 1.4 ShTerm 0.12

Short-Term Govt Idx  VGSH 0.4 — 0.3 ShGov 0.12

Short-Tm Infl-Prot Sec Idx  VTIP –1.5 — –1.1 InfPro 0.10

Total Market  BND 0.1 4.9 2.2 Intmed 0.10

WisdomTree Asia Local Debt ALD –8.2 — 2.6 WldBd 0.55

Emrg Mkts Corporate  EMCB –3.0 — 5.2 WldBd 0.60

Emrg Mkts Local Debt ELD –14.0 — 5.6 WldBd 0.55

Symbol 1 yr. 5 yrs.

 30-
day 

yield Style
Exp. 
ratio

 Total return*

FundCompany

iShares 2014 AMT-Free Muni Term MUAC 0.2% — –0.1% STMuni 0.30%

2015 AMT-Free Muni Term MUAD 0.7 — 0.0 STMuni 0.30

2016 AMT-Free Muni Term MUAE 1.1 — 0.2 STMuni 0.30

2017 AMT-Free Muni Term MUAF 1.0 — 0.5 IntmMuni 0.30

Natl AMT-Free Muni MUB –1.8 4.8% 2.5 IntmMuni 0.25

ST Natl AMTFree Muni SUB 0.8 1.7 0.2 STMuni 0.25

Market
Vectors

CEF Muni Income XMPT –10.6 — 3.0 HYMuni 0.40

High-Yield Muni HYD –6.8 — 5.8 HYMuni 0.35

Intermediate Muni ITM –1.7 5.0 2.6 IntmMuni 0.24

Long Muni Index MLN –6.0 6.7 4.4 LTMuni 0.24

Pre-Refunded Muni PRB –1.5 — 0.5 IntmMuni 0.24

Short Muni Index SMB 0.6 2.8 1.0 STMuni 0.20

Pimco Intermediate Muni MUNI –1.2 — 1.5 IntmMuni 0.35

Short Term Muni SMMU 0.4 — 0.3 STMuni 0.35

PowerShares Insured National Muni PZA –4.4 6.7 4.0 LTMuni 0.28

VRDO Tax-Free Weekly PVI 0.0 0.4 –0.1 STMuni 0.25

SPDR 
Nuveen

Barclays Capital Muni TFI –1.7 5.0 2.5 LTMuni 0.23

Barclays Capital ST Muni SHM 1.1 2.1 0.5 STMuni 0.20

S&P High Yield Muni HYMB –5.1 — 5.2 HYMuni 0.45

S&P VRDO Muni VRD 0.0 — –0.1 STMuni 0.20

TAXABLE BOND ETFs TAXABLE BOND ETFs

TAX-FREE BOND ETFs

  



SMALL-COMPANY STOCKS (AND THE 
funds that invest in them) can pack a 

punch. But they can leave bruises, too. 

Over the past 15 years, for instance, 

the Russell 2000 index of small com-

panies has gained an annualized 8.1%. 

That beats Standard & Poor’s 500-

stock index of large companies by an 

average of 4.0 percentage points per 

year. But over the same stretch, the 

Russell 2000 has been one-third more 

volatile than the S&P 500. Ouch. Are 

there good small-company funds that 

are less volatile? We found four no-

load small-cap funds that fit the bill, 

plus one other excellent fund that has 

been a bit more volatile than average 

(all returns are through January 31). 

Baron Small Cap. Since its 1997 launch, 

this fund has returned an annualized 

10.3%, trouncing the Russell 2000 in-

dex by an average of 3.2 percentage 

points per year. The fund’s one-year re-

turn of 25.0%, although excellent on an 

absolute basis, lagged the Russell 2000 

by 2.0 percentage points. Note that 

over the past year, the smallest of small 

companies tended to beat the stocks of 

larger firms. (Nowadays, a company 

with a market capitalization of up to 

$3 billion is considered small.) Man-

ager Cliff Greenberg admits that part 

of the reason the fund didn’t do better 

was his penchant for holding onto win-

ners, even if they grow beyond small-

capitalization status. For example, 

Greenberg’s top holding, wireless-

tower company SBA Communications, 

has been in the fund since 2004 and 

now has a market cap of $11.8 billion. 

Greenberg, who has run Small Cap, 

a member of the Kiplinger 25, since the 

fund’s debut, conducts his search for 

growth with an eye toward value. He 

looks at so-called special situations 

(including spinoffs and firms under-

going management changes) as well as 

fallen angels (once-great growth com-

panies that have stumbled).

We are troubled by the fund’s 

growth. Its assets have increased to 

about $5.9 billion, which is a lot for a 

small-cap fund. But Greenberg holds 

almost the same number of stocks 

(about 100) as he did when assets 

were closer to $2 billion. And he says 

he manages the fund the same way 

he did in its early days.

Hancock Horizon Burkenroad Small Cap. 
Managers David Lundgren and John 

Portwood invest only in companies 

based in or doing business in Alabama, 

Florida, Georgia, Louisiana, Missis-

sippi or Texas. The benefits of this 

narrow focus have outweighed any 

perceived limitations, says Lundgren. 

ÒThis fund doesn’t look like or act like 

its peers or the Russell 2000, and that 

appeals to a lot of investors.Ó 

What many investors see is the 

fund’s high-return, low-volatility pro-

file. Its ten-year annualized return of 

12.0% outpaced the Russell 2000 by 

an average of 3.7 percentage points 

per year. And over that time, it was 

10% less volatile than the benchmark.

Lundgren and Portwood whittle 

down their list of potential investment 

opportunities by using screens. Scan-

ning the 500 or so companies in the 

six-state area with at least $200 

million in market value and a steady 

trading volume, they score firms on 

factors such as cash flow, earnings 

trends and share-price momentum, 

among other things. They view the 

top 150 to 200 firms as potential 

ÒbuyÓ candidates and start digging 

into those businesses.

Enter Burkenroad. The fund has a 

licensing deal with a Tulane Univer-

sity business-school program called 

Burkenroad Reports, in which stu-

dents analyze small companies in 

the region. ÒThey’re looking for good 

stocks hiding under rocks,Ó says Lund-

gren. ÒWe pull the company reports 

from the Burkenroad Web site if one 
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The Top Small-Cap Funds
Our five favorites have delivered superior results over 
the long haul. BY NELLIE S. HUANG

MUTUAL FUNDS » 

■ HOMESTEAD’S 
STUART TEACH, 

LEFT, PETER
MORRIS, CENTER, 

AND MARK 
ASHTON FAVOR 

BUSINESSES 
THAT ARE EASY 

TO UNDERSTAND.
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of the names is on our shortlist, and 

we use it as part of our research.”

The students’ work has helped to 

add about 20 stocks to the portfolio, 

which holds about 90 in all. One of 

them is Conn’s, an electronics and 

appliance retail chain based near 

Houston. The stock, one of the fund’s 

biggest holdings, gained 113% over the 

past year. (Burkenroad’s reports are 

available at www.freeman.tulane.edu/

burkenroad/companies.php.) The fund’s 

Class A shares are available without a 

sales charge at several online brokers.

Hodges Small Cap. Talk about digging 

under rocks. This fund’s team of four 

managers and five analysts made 

2,200 contacts (including company 

executives, customers, suppliers and 

competitors) to research 700 stocks 

over the past year. The managers may 

find a company appealing because of 

its growth prospects; other times, 

they’re attracted to a stock because it’s 

cheap. But the team favors companies 

in businesses with high barriers to 

entry that are able to boost prices for 

their products and services. “If we’re 

seeing price increases, that typically 

means expanding profit margins, 

which eventually means a higher stock 

price,” says Eric Marshall, who runs 

the fund with Craig Hodges, Donald 

Hodges and Gary Bradshaw. 

Hodges is our only pick that has 

been a bit more volatile than the 

average small-cap fund over the past 

three years. But the fund has rewarded 

patient shareholders. Although Hodges 

Small Cap finished 2008 with a 40.6% 

loss (trailing 80% of funds that in-

vested in small companies with a blend 

of growth and value attributes), it has 

finished every subsequent calendar 

year in the top 13% of all small-com-

pany funds. Since its launch, the fund’s 

12.5% annualized return has outpaced 

the Russell 2000 by an average of 4.1 

percentage points per year.

Homestead Small-Company Stock. The 

stocks in this portfolio have staying 

power. The fund, a member of the 

Kiplinger 25, has an average 1% turn-

over rate, which implies that a stock 

stays in the portfolio for decades. (By 

contrast, the typical small-company 

fund turns over 73% of its portfolio per 

year, suggesting an average holding 

period of roughly a year and a half.) 

One longtime holding, Cracker Barrel 

Old Country Store, the restaurant 

chain, has been in the fund since 2005. 

Managers Mark Ashton, Peter 

Morris and Stuart Teach spend a lot of 

time on the road trying to find out-of-

favor firms that have a catalyst to turn 

their business around. They prefer 

businesses they can understand. That 

means the portfolio is lighter on tech-

nology stocks (9% of the fund’s assets) 

than it is on industrial companies 

(26% of assets). The strategy has 

worked well. Over the past five years, 

the fund has outpaced 98% of its peers. 

T. Rowe Price Small-Cap Value. Longtime 

manager Preston Athey has compiled 

a long and impressive record investing 

in unloved small-company stocks. 

Since he took over Small-Cap Value 

in 1991, the fund, a member of the 

Kiplinger 25, has earned an enviable 

annualized return of 12.9%. That out-

paced the Russell 2000 by an average 

of 2.8 percentage points per year. But 

Athey is retiring at the end of June. At 

that point, David Wagner, the fund’s as-

sociate manager, is slated to take over.

Wagner has a solid record of his 

own. As manager of a Price fund for 

European investors that invested in 

stocks of small and midsize U.S. com-

panies, he chalked up a five-year 

annualized return through September 

2013 of 15.7%, beating the fund’s 

benchmark by an average of 3.1 per-

centage points per year. He has since 

stepped down as manager of that fund.

The arrival of a new manager al-

ways introduces an element of uncer-

tainty. But T. Rowe Price is known for 

growing talent, and Wagner has been 

with the firm since he graduated from 

business school in 2000. Still, we’ll be 

watching Small-Cap Value closely 

after the changeover takes place. ■

*Total returns through January 31; three-, five- and ten-year returns are annualized. †Returns, including dividends, from October 9, 2007, through March 9, 2009. #Returns, including dividends, from April 29, 2011, through October 3, 2011. 

—Fund not in existence for the period. ‡As of December 31, 2013.   SOURCE: © 2014 Morningstar Inc.

INVESTING»

Fund (symbol) 1 yr. 3 yrs. 5 yrs. 10 yrs. 2007–09†     2011#
Expense 

ratio
Min. 

invest. Top three stock holdings‡

Baron Small Cap Retail (BSCFX) 25.0% 14.7% 22.6% 9.4% –54.8% –26.4% 1.31% $2,000 SBA Communications • TransDigm Group • Gartner

Hancock Horizon Burkenroad  (HHBUX) 25.0 18.7 23.8 12.0 –47.3 –23.2 1.40 1,000 Gray Television • Conn's • Arris Group

Hodges Small Cap (HDPSX) 30.3 21.0 31.6 — — –23.7 1.40 1,000 Encore Wire • American Airlines • Trinity Ind

Homestead Sm Co Stock (HSCSX) 26.6 16.6 28.4 11.6 –54.8 –27.4 1.00 500 Applied Ind Tech • Texas Capital Bancshares • Olin

T. Rowe Price Small-Cap Value (PRSVX) 20.3 14.4 21.4 10.1 –54.9 –25.4 0.82 2,500 Genesee & Wyoming • Raven Ind • East West Bancorp

RUSSELL 2000 INDEX 27.0% 14.7% 22.3% 8.3% –58.5% –29.1%

  Total return* Down markets

THE SKINNY ON OUR FAVORITE SMALL-COMPANY STOCK FUNDS 

Shares of small companies usually carry above-average risk. Although these funds lost less than the benchmark Russell 2000 index did during each 

of the last two down markets, they still suffered hefty declines. So make sure you don’t overload your portfolio with small-company stock funds. 
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you want to 
spend your time.

Think about how 
you want to 
spend your time.

Member FINRA/SIPC*Additional terms and conditions apply.

Simplify and Consolidate 
Roll over your old 401(k) or IRA today.

We’ll even pay your transfer-out fee*. 
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drugs out of cannabis; 

Medbox (MDBX, $36), a 

West Hollywood maker of 

fingerprint-secured kiosks 

that distribute drugs; and 

GrowLife (PHOT, 31 cents), 

a Carson, Cal., horticul-

ture firm. But all three 

stocks have been soaring 

since late last year and are 

wildly overvalued. (Prices 

are as of January 31.)

Even if they were cheap-

 er, the risks are 

too great. Not 

only are mari-

juana companies 

operating in an 

immature indus-

try, the legal 

landscape re-

mains unsettled. 

Uncle Sam bans 

cannabis but al-

lows states to set 

rules for some legal use. 

In addition to Colorado 

and Washington, 18 other 

states and the District of 

Columbia allow pot for 

medicinal purposes. 

Plus, if legalization 

spreads, the stocks could 

wilt as competition inten-

sifies. After all, once the 

legal hurdles are cleared, 

there’s nothing to stop 

deep-pocketed companies, 

including the tobacco 

giants, from entering the 

business and squashing 

today’s upstarts. Our ad-

vice: Avoid these stocks  

until the smoke clears. 

KATHY KRISTOF 

Just Say No 
Even if pot legalization spreads, the shares are 
too expensive and the uncertainties too great. 

NOT LONG AGO, MERELY 

mentioning the idea of 

investing in marijuana 

stocks would likely have 

elicited a question about 

what you had been smok-

ing. But now Colorado and 

Washington State have 

legalized marijuana for 

recreational use, and pot 

stocks are on fire. But that 

doesn’t mean you should 

join the party.

Although the industry 

itself is expected to grow 

like a weed, the vast 

majority of companies 

operating in it are unprof-

itable, and most have 

terrible balance sheets. 

“These companies are 

financial train wrecks,” 

says Peter Leeds, an ex-

pert on the penny-stock 

market, where many pot 

companies trade. 

In Leeds’s view, only 

three pot stocks are even 

worth considering: GW 

Pharmaceuticals (symbol 

GWPH, $56), a London 

concern that makes epi-

lepsy and multiple-sclerosis 

STOCKS » 
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“With today’s 
low interest 
rates, it makes 
sense that 
price-earnings 
ratios should 
be higher than 
average.”

Is the Bull Market Over? 

 M
y friend Robert Shiller recently 

accepted a well-deserved Nobel 

Memorial Prize in Economics for 

his work on understanding vola-

tility in the financial markets. Shiller has 

also devised an indicator for determining 

whether the stock market is cheap or ex-

pensive called the CAPE ratio, short for 

cyclically adjusted price-earnings ratio. 

In calculating the market’s P/E, the stan-

dard practice is to divide the price of Stan-

dard & Poor’s 500-stock index by either the 

previous 12 months’ earnings for the com-

panies in the index or analysts’ estimates 

of earnings over the next 12 months. But 

the CAPE ratio substitutes the index’s aver-

age earnings over the preceding ten years. 

Shiller’s rationale: Using a long-term aver-

age of past earnings reduces the likelihood 

that the peaks and troughs of the business 

cycle will lead to the use of abnormally 

high or low earnings in calculating the P/E.

Over time, the CAPE ratio has proved to 

be an accurate predictor of stock returns. 

Forecasts generated by the CAPE ratio 

have generally been very similar to those 

resulting from standard P/E methodology. 

For example, in early 2000 at the top of 

the tech bubble, both ratios indicated that 

the stock market was overvalued.

But in recent years, predictions based on 

each of these two ratios have diverged. The 

CAPE ratio recently stood more than 50% 

above its long-term average and presented 

a bearish picture of future stock returns. 

Traditional P/E calculations using current 

and forecast earnings, however, showed 

that the market is trading close to its aver-

age historical valuation. Which is correct?

A record fall-off. My studies indicate one rea-

son that the CAPE ratio appears to be so 

bearish. Reported earnings of the S&P 500 

(used by Shiller to calculate the CAPE 

ratio) fell a record 92% in the 12 months 

ended in March 2009. In fact, in the fourth 

quarter of 2008, S&P 500 earnings were 

negative for the first time in the history 

of the index. This sharply reduced the ten-

year average and set the CAPE ratio well 

above its historical level. It won’t be until 

2020 that the earnings depression caused 

by the Great Recession is no longer re-

flected in the ten-year average, restoring 

the CAPE to more-normal levels. 

A more significant explanation is that 

over the past two decades, the method of 

computing the S&P 500’s reported earnings 

series has changed dramatically. Firms are 

now required to write down assets that 

have lost value and include those losses in 

reported earnings, regardless of whether 

the asset was sold. But firms cannot “write 

up” appreciated assets unless they are sold. 

As a result, earnings declines in the 2001 

recession, and particularly in the most 

recent downturn, were much more severe 

than in any previous economic contraction. 

In contrast to the S&P earnings series, 

corporate profits as measured by the Na-

tional Income and Product Accounts did 

not turn negative in the fourth quarter of 

2008. Furthermore, the maximum decline 

in 12-month earnings was 22% instead of 

92%. When NIPA profits are substituted for 

S&P reported earnings, the CAPE ratio is 

only about 10% to 15% above its long-term 

average—not statistically meaningful. 

None of this should detract from CAPE’s 

attractiveness. But it’s important to use a 

data series that has been consistently gen-

erated over the years, such as the NIPA 

figures. Even when the data has been col-

lected consistently, investors should be 

mindful that the correct P/E for the market 

is not necessarily its long-term average. 

For instance, with today’s low interest 

rates, it makes sense that P/Es should be 

higher than average. I believe the current 

bull market is not over, and any correction 

will prove to be a buying opportunity. ■

COLUMNIST JEREMY J. SIEGEL IS A PROFESSOR AT THE UNIVER-

SITY OF PENNSYLVANIA’S WHARTON SCHOOL AND THE AUTHOR 

OF STOCKS FOR THE LONG RUN AND THE FUTURE FOR INVESTORS.

JEREMY J. SIEGEL > Going Long
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2.7 percentage points higher 

than the average yield of its 

peers. That should help off-

set any drops in bond prices 

if interest rates rise. 

Contrarian bet. But unlike 

most of the rest of the world, 

Gundlach isn’t convinced 

that will happen. In fact, he 

has made his fund more sen-

sitive to swings in rates. Its 

duration, a measure of rate 

sensitivity, has doubled over 

the past year, to 4 years. 

That means that for every 

percentage-point rise in 

rates, the fund should lose 

4%. But for every point rates 

drop, the fund should gain 

4%. “Everybody believes 

with certitude that rates are 

going higher,” Gundlach 

says. “But that doesn’t mean 

they’re right.” NELLIE S. HUANG

REACH YOUR GOALS: TO SEE PORTFOLIOS 
USING THESE FUNDS, GO TO KIPLINGER
.COM/LINKS/PORTFOLIOS.

agency debt does better. 

Gundlach beefed up the 

fund’s holdings of non-

agency bonds over the past 

year to 42% of assets—“our 

largest exposure ever,” he 

says. The fund’s holdings 

in government-backed 

mortgage securities edged 

higher, to 51% of assets. 

Over the past year, cash 

holdings dropped from 

16% of assets to less than 

2%. Some of the cash was 

used to buy ten-year Trea-

suries, which the fund 

picked up last year when 

yields hovered near 3%. 

Gundlach says he prefers 

the ten-year Treasury at 3% 

over a government-backed 

mortgage bond with a simi-

lar yield partly because the 

Treasuries are less volatile 

than the mortgage debt. 

The moves have boosted 

the fund’s yield to 4.8%, up 

from 3.6% a year ago and 

lead manager Jeffrey Gund-

lach has honed for years. 

He invests in government-

backed mortgage bonds, 

which carry no default risk 

but are interest-rate sensi-

tive, and balances them 

with non-agency mortgage 

bonds, which have higher 

default risk but are less sen-

sitive to interest-rate moves. 

The risks offset each other—

as does the performance of 

the bonds themselves, in 

many instances. When the 

economy suffers, agency 

bonds do well; when the 

economy thrives, non-

QUIBBLE ALL YOU WANT ABOUT 

the modest results over the 

past year of DOUBLELINE TOTAL 

RETURN BOND. But given the 

whipping many bond funds 

took in 2013, any fund in 

the black is entitled to take 

a bow. Over the past year, 

Total Return Bond beat 89% 

of all taxable intermediate-

term bond funds and 

outpaced the Barclays Ag-

gregate Bond index, a proxy 

for the investment-grade 

segment of the bond market, 

by 1.5 percentage points.

What helped? Just the 

same barbell strategy that 

A Bond Maven Gets 

Set for Lower Rates

●● THE KIPLINGER 25 UPDATE

Through January 31.  *Three-, five- and ten-year returns are annualized.  —Not available; fund not in existence for the entire period.  †Small-company U.S. stocks.  #Foreign stocks.  ‡Tracks high-grade U.S. bonds.   SOURCE: © 2014 Morningstar Inc.

Specialized/
Go-Anywhere Funds Symbol

  Total return* Added to 
Kip 251 yr. 3 yrs.  5 yrs.  10 yrs.

FPA Crescent FPACX 15.3% 10.5% 14.6% 8.4% Oct. 2008

Merger Fund MERFX 3.7 2.4 4.0 3.4 June 2007

Bond Funds Symbol
  Total return* Added to 

Kip 251 yr.  3 yrs.  5 yrs.  10 yrs.

DoubleLine Total Return N DLTNX 1.6% 6.2% — — May 2011

Fidelity Intermed Muni Inc FLTMX –0.3 4.4 4.3% 3.8% May 2004

Fidelity New Markets Income FNMIX –7.5 6.4 13.4 8.7 May 2012

Harbor Bond Institutional HABDX –0.1 4.0 6.9 5.7 May 2004

Met West Unconstrained Bd M MWCRX 2.4 — — — May 2013

Osterweis Strategic Income OSTIX 5.8 6.1 10.2 6.8 May 2013

Vanguard Sh-Tm Inv-Grade VFSTX 1.5 2.5 4.9 3.6 May 2010

Indexes
  Total return*

1 yr. 3 yrs.  5 yrs.  10 yrs.

S&P 500-STOCK INDEX 21.5% 13.9% 19.2% 6.8%

RUSSELL 2000 INDEX† 27.0 14.7 22.3 8.3

MSCI EAFE INDEX# 12.4 6.4 14.4 6.8

MSCI EMERGING MARKETS INDEX –9.9 –3.0 15.1 10.4

BARCLAYS AGGREGATE BOND INDEX‡ 0.1 3.7 4.9 4.6

U.S. Stock Funds Symbol
  Total return* Added to 

Kip 251 yr. 3 yrs.  5 yrs.  10 yrs.

Akre Focus Retail AKREX 27.4% 20.4% — — Dec. 2009

Artisan Value ARTLX 13.2 11.3 18.6% — May 2012

Baron Small Cap Retail BSCFX 25.0 14.7 22.6 9.4% Dec. 2007

Dodge & Cox Stock DODGX 28.1 15.6 21.3 7.2 May 2008

Fidelity Contrafund FCNTX 26.2 14.8 19.5 10.0 May 2009

Fidelity Low-Priced Stock FLPSX 23.6 14.9 22.5 10.0 May 2009

Homestead Small Co Stock HSCSX 26.6 16.6 28.4 11.6 May 2012

Mairs & Power Growth MPGFX 21.9 16.4 20.4 8.7 Jan. 2013

T. Rowe Price Sm-Cap Value PRSVX 20.3 14.4 21.4 10.1 May 2009

Vanguard Dividend Growth VDIGX 19.6 14.2 17.0 8.4 May 2010

Vanguard Selected Value VASVX 29.9 15.9 22.3 9.9 May 2005

Wells Fargo Advtg Discovery STDIX 30.9 17.0 26.0 10.9 May 2012

International 
Stock Funds Symbol

  Total return* Added to 
Kip 251 yr.  3 yrs.  5 yrs.  10 yrs.

Dodge & Cox Intl Stock DODFX 15.1% 6.9% 18.6% 9.0% May 2005

Harbor International Inv HIINX 7.5 5.2 15.8 8.8 June 2010

Harding Loevner Emrg Mkts HLEMX –4.7 0.9 16.3 10.9 May 2013

Matthews Asian Gro & Inc Inv MACSX –1.2 4.9 14.7 10.3 Aug 2013
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KATHY KRISTOF > Practical Investing

My Stocks Pass the Test

KATHY KRISTOF IS A CONTRIBUTING EDITOR TO KIPLINGER’S PERSONAL 
FINANCE AND AUTHOR OF THE BOOK INVESTING 101. YOU CAN SEE 
HER PORTFOLIO AT KIPLINGER.COM/LINKS/PRACTICALPORTFOLIO.

A few of my 
holdings 
didn’t quite 
meet my 
price criteria, 
but they 
weren’t wildly 
out of line.”

 “

INVESTING»

T 
he stock market’s performance over 

the past two years has made me feel 

a bit like a poker player in a high-

stakes game. I’m satisfied with my 

hand, but there’s enough money on the 

table to give me pause. 

Being jittery about the market is normal. 

But if you want to invest wisely, you need 

to determine whether your concerns are 

grounded in reality before you react to 

them. For me, that means pulling out a 

calculator and doing a little math.

What’s making me nervous? Despite the 

market’s early-2014 swoon, my portfolio, 

which has been fully invested for less than 

two years, is up a solid 41%. That’s not be-

cause I did anything brilliant. My bench-

mark—Vanguard Total Stock Market Index 

(symbol VTSMX), adjusted for when I made 

purchases—is up almost the same amount, 

so the Practical Investing portfolio is simply 

tracking the market. Still, the stock market 

has returned about 10% annualized over the 

long run, according to Morningstar’s Ibbot-

son unit, so the gains we’ve enjoyed for the 

past two years are exceptionally high. 

Those outsize returns make me wonder 

whether my stocks, and stocks in general, 

have become overvalued. If that were the 

case, I’d want to sell some of my positions 

and build up cash. So I decided to do a 

quick analysis of each of the 18 stocks in the 

portfolio. With most, that meant taking a 

look at the share price, the stock’s dividend 

yield, the company’s earnings and the 

expected growth rate for those profits. 

My analysis is based on the simple prem-

ise that returns come from two factors: a 

stock’s dividends and a company’s earnings 

growth. Thus, my quick-and-dirty ap-

proach for determining whether a stock 

is reasonably valued is to look at its price-

earnings ratio and compare it with the sum 

of a company’s earnings-growth rate and 

its dividend yield. What I want is a P/E 

that’s near or less than earnings growth 

plus yield. It’s only when the P/E far 

exceeds the growth rate plus yield that 

I seriously start to consider selling. (The 

analysis for the real estate investment 

trusts and the business development com-

pany in my portfolio is a little different. 

But that’s a story for another day.)

To see my system in action, let’s take a 

look at SEAGATE TECHNOLOGY (STX, $53), the port-

folio’s second-biggest winner, with a 144% 

return since I bought it a bit shy of two 

years ago. Despite the surging share price, 

Seagate still sells for just 10 times esti-

mated earnings for the fiscal year that ends 

in June (all prices are as of January 31). An-

alysts, on average, expect earnings in the 

following fiscal year to rise by 11.2%, and 

the stock boasts a 3.3% dividend yield. The 

sum of those two figures is 14.5, which is 

way more than the P/E of 10. So I conclude 

that Seagate is, at worst, fairly priced, and 

may even be a bargain.

Sticking with big tech. After reviewing every 

stock in the portfolio, I felt mostly com-

forted. A few stocks didn’t quite meet my 

criteria, but they weren’t wildly out of line. 

And where the numbers didn’t hold up, I 

thought I had a compelling reason to hold 

the shares anyway. INTEL (INTC, $25), for exam-

ple, is retooling to become less dependent 

on the moribund personal computer busi-

ness. I have great faith in the company’s 

long-term future. MICROSOFT (MSFT, $38) has 

found a new chief executive to replace 

Steve Ballmer (his departure is a good thing, 

in my view), and it has a boatload of cash. 

In fact, when I factor the cash into the 

analysis, Microsoft looks really cheap.

Of course, this is a simple analysis, but 

it deals nicely with the problem of market 

jitters. It tells me I can be comfortable 

with my holdings and allows me to go back 

to living a life that, if not entirely free of 

jitters, isn’t consumed by them. ■

  



The Main Advantages of Municipal Bonds
Investors are attracted to municipal bonds for three 
reasons, safety of principal, regular predictable 
income and the tax-free benefits. Together, these three 
elements can make a compelling case for including 
tax-free municipal bonds in your portfolio. 

Potential Safety of Principal
Many investors, particularly those nearing retirement 
or in retirement, are concerned about protecting 
their principal. In March of 2012, Moody’s published 
research that showed that rated investment grade 
municipal bonds had an average cumulative default 
rate of just 0.08% between 1970 and 2011.* Tat 
means while there is some risk of principal loss, 
investing in rated investment-grade municipal bonds 
can be a cornerstone for safety of your principal. 

Potential Regular Predictable Income 
Municipal bonds typically pay interest every six 
months unless they get called or default. Tat means 
that you can count on a regular, predictable income 
stream. Because most bonds have call options, 
which means you get your principal back before 

the maturity date, subsequent municipal bonds you 
purchase can earn more or less interest than the called 
bond. According to Moody’s 2012 research,* default 
rates are historically low for the rated investment-
grade bonds favored by Hennion & Walsh.

Potential Triple Tax-Free Income 
Income from municipal bonds is not subject to federal 
income tax and, depending on where you live, may also 
be exempt from state and local taxes. Triple tax-free can 
be a big attraction for many investors in this time of 
looming tax increases.

About Hennion & Walsh
Since 1990 Hennion & Walsh has specialized in 
investment grade tax-free municipal bonds. Te 
company supervises over $2 billion in assets in over 
15,000 accounts, providing individual investors with 
institutional quality service and personal attention.

What To Do Now
Call 1-800-318-4850 and request our Bond Guide, 
written by the experts at Hennion & Walsh. It will 
give you a clear and easy overview of the risks and 
benefits of tax-free municipal bonds.

Are Tax Free Municipal 
Bonds Right for You?

© 2013 Hennion and Walsh. Securities offered through Hennion & Walsh Inc. Member of FINRA, SIPC. Investing in bonds involves risk 
including possible loss of principal. Income may be subject to state, local or federal alternative minimum tax. When interest rates rise, bond prices 
fall, and when interest rates fall, prices rise. *Source: Moody’s Investor Service, March 7, 2012 “U.S. Municipal Bond Defaults and Recoveries, 
1970-2011.” Past performance is no guarantee of future results.

Dear Investor,

We urge you to call and get your free Bond Guide. Having tax-
free municipal bonds as part of your portfolio can help get your 
investments back on track and put you on a path to achieving 
your investment goals. Getting your no-obligation guide could 
be the smartest investment decision you’ll make.

Sincerely,

FREE Bond Guide
Without Cost or Obligation

CALL 1-800-318-4850
(for fastest service, call between 8 a.m. and 6 p.m.)

Hennion & Walsh, Bond Guide Offer
2001 Route 46, Waterview Plaza
Parsippany, NJ 07054

Please call 1-800-318-4850 
for your free Bond Guide.

  



L
IS

E
 M

E
T

Z
G

E
R

INVESTING»

40

KIPLINGER’S PERSONAL FINANCE    04/2014

 T
urmoil in emerging markets is the 

culprit of choice for the U.S. stock 

market’s sputtering start in 2014. 

Traders worry about slowing 

growth, fragile currencies and political 

unrest in Turkey, Ukraine and elsewhere. 

Never mind that U.S. economic indicators 

are green and that Europe again has a 

pulse. It doesn’t take much in this inter-

related world to end what one commentator 

recently called “bliss” in financial markets.

I worry that emerging-markets stocks, 

which got off to a terrible start this year, 

will continue to sag. However, if you hop 

to the developing world’s bond markets, the 

vibes change. With bonds, the swings and 

the emotions aren’t as wild. You should 

do okay this year, certainly better than in 

2013, when the average emerging-markets 

bond mutual fund lost 7.3%, mostly because 

of appreciation in the dollar. The typical 

emerging-markets bond fund yields 5% 

to 6%, and the income is generally secure. 

Few countries are close to reneging on 

their obligations. And keep in mind that 

emerging-markets debt isn’t synonymous 

with government bonds. Scores of vibrant, 

investment-grade, multinational firms that 

focus on oil, mining, agribusiness, brewing 

and construction are based in the develop-

ing world. These companies pay about two 

percentage points more to borrow than 

similarly rated U.S. and European firms.  

 Developing countries have worked hard 

to erase the stigma of needing one bailout 

after another from the International Mone-

tary Fund during the 1980s and 1990s. IMF 

data shows that developing countries (not 

including China) now have more than 

$4 trillion of hard-currency reserves and 

relatively low debt. Brazil owns $247 bil-

lion worth of U.S. Treasury obligations, and 

Turkey owns $53 billion. Even the impov-

erished but fast-growing Philippines has 

$40 billion. Bond rater Moody’s considers 

the dollar-denominated debt of all three 

nations to be investment-grade. (Standard 

& Poor’s rates Turkey BB+, one tick below 

investment-grade status.)

These trillions are more than just sym-

bols of progress. The wealth provides a 

shark-filled moat to defend against specu-

lators who might try to destroy a country’s 

currency and the value of its bonds and 

foment even more chaos. It is comforting 

to know that on January 24, when the Dow 

Jones industrial average plunged 318 points 

because of concerns about emerging mar-

kets, Moody’s praised Slovenia and implied 

that its government bonds could soon re-

ceive an investment-grade rating. 

I don’t want to give you false hope that 

emerging-markets bonds will deliver a 

steady diet of double-digit total returns, as 

they did for most years from the mid ’90s 

through the mid ’00s. That period was 

Emerging Markets 1.0, says Peter Marber, 

head of emerging markets for Loomis 

Sayles. We’re now in Emerging Markets 

2.0, he says, a time of “growing pains” and 

“adjustment periods,” but not one that will 

precede a return to the dark days.

My favorites. If you’re willing to take some 

risk with part of your income portfolio, 

you can find a number of well-run, no-load 

emerging-markets bond funds. My favor-

ites are FIDELITY NEW MARKETS INCOME (SYMBOL 

FNMIX, RECENT YIELD 5.4%), a member of the Kip-

linger 25; DOUBLELINE EMERGING MARKETS FIXED 

INCOME (DLENX, 5.3%); and PAYDEN EMERGING MAR-

KETS BOND (PYEWX, 5.6%). There are also some 

20 exchange-traded funds that specialize 

in this sector.

Avoid funds with “local debt” in their 

names. They buy bonds denominated in the 

home nations’ currencies, adding an unwel-

come element of currency risk. The dollar 

will keep getting stronger, but as long as 

developing nations have $4 trillion in their 

Treasuries, odds are good that you’ll get 

paid. In greenbacks. ■

Buy Emerging-Markets Bonds
JEFFREY R. KOSNETT > Cash in Hand

JEFF KOSNETT IS A SENIOR EDITOR AT KIPLINGER’S PERSONAL FINANCE.

 “Scores of 
vibrant, 
investment-
grade firms 
are based in 
the developing 
world.” 

  



    a I Hate Annuities…and So Should You!

If you own an annuity or if 
someone is trying to sell you 
one, I urge you to call for 
your free report. Annuities 
can lock you into low returns, 
complicate your tax situation, 
tie up your wealth and hit you 
with high fees. If you have an 
annuity, my team can help you 
decide if it is right for you. 
And if it isn’t, we might be able 
to help you get out of it and 
even help you offset some of 
the annuity surrender fees.*

This free report could save 
you from making one of the 
biggest investment mistakes 
of your life. And for owners 
of annuities, the free analysis 
could be a life saver.

 

Ken Fisher

– CEO and Co-Chief Investment 
Offi cer, Fisher Investments

– Forbes “Portfolio Strategy” 
columnist for 29 years

– Author of 10 fi nancial 
books, including four 

New York Times bestsellers  

 Please hurry! This offer contains time-sensitive information.

Call today for your FREE report!
1-800-695-5929 Ext. A264

 ©2014 Fisher Investments. 5525 NW Fisher Creek Drive, Camas, WA 98607. 
Investments in securities involve the risk of loss. *Rebates are for investors who 
liquidate an annuity with surrender penalties and fund a Private Client Group 
account. Average rebates from August 2011 to September 2013 were $13,227. 
Terms and conditions apply. See www.AnnuityAssist.com/Terms-and-Conditions 
for further information.  **As of 12/31/2013.

® 

The Soothing Sound of Guaranteed Income
Many investors currently own or are considering annuities. After all, they are sold as 
safe investments, offering dependable and predictable returns, no matter what the 
market does. And that sounds very appealing, especially after suffering through the 
worst bear market since the Great Depression. So what’s the problem with annuities?

What You Might Not Know about Annuities 
Could Come Back to Haunt You
Before you put your hard-earned money into an annuity, or if you already own one, 
please call 1-800-695-5929 for a special report, Annuity Insights: Your Guide to Better 
Understanding Annuities. It could help save you hundreds of thousands of dollars and 
untold fi nancial heartache.  

The vast majority of annuities are really complicated insurance policies that make 
it very diffi cult to fully understand the implications and unintended consequences. 
And once you buy into an annuity, it can be a very diffi cult and potentially very 
costly investment decision to reverse. That’s why it is vital you “look before you leap” 
and ensure that you have “your eyes wide open” before you purchase an annuity. 
And if you already own an annuity, this free report is just as valuable as it can help 
you sort out the good, the bad and the ugly aspects of annuities.

What You’ll Learn from this Free Report
• The different types of annuities and the advantages and disadvantages of each
• Why annuities can be complex to understand
• What you need to ask an annuity salesman when evaluating his product
• The infl ation risk, tax implications, estate planning considerations and 

typical annuity fees

Stuck in an Annuity?
Because people often regret their annuity decision, Fisher Investments has helped 
many investors extract themselves from annuities. In fact, if you have a portfolio of 
$500,000 or more, we may rebate some or all of your annuity surrender penalties. 
Rebates average over $13,000.* Please call for details and to see if you might qualify.

About Fisher Investments
Fisher Investments is a specialized money management fi rm serving successful 
individuals as well as large institutional investors. With over $53 billion** in assets 
under management and with an over 25-year track record in bull and bear markets, 
Fisher Investments uses its proprietary research to manage money for prudent investors.
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Time to Sell Pimco Funds?

B
ond fund giant Pimco made big 

news when it announced that 

Mohamed El-Erian, its telegenic 

CEO and co-chief investment 

officer, was leaving the firm. The move—

as well as other signs of turmoil at the 

Newport Beach, Cal., firm—raises the 

question of whether investors should leave 

Pimco, too. My answer: I don’t expect Pim-

co’s funds to tank, but I think you can do 

better elsewhere.

The instability is important for several 

reasons. First, Pimco’s immense size (it 

manages some $2 trillion) means the per-

formance of its funds affects millions of 

investors. Its flagship, Pimco Total Return 

(symbol PTTDX), is the nation’s biggest 

bond fund, with $237 billion in assets.

Second, with interest rates still extra-

ordinarily low, the bond market remains 

risky. Because bond prices and yields move 

in opposite directions, Pimco funds bene-

fited greatly as rates plunged from 1981 

through the middle of 2012. But putting 

aside the early-2014 drop in yields, most 

experts, myself included, believe rates are 

heading higher over the long term. That 

means the days of big gains are over—there 

will even be years when most bond funds 

lose money.

Finally, unlike stock funds, whose most-

successful managers focus on picking com-

panies rather than calling market turns, 

getting the big picture right is critical for 

bond funds. That’s especially so when the 

funds give their managers a fair amount of 

flexibility, as is the case with Total Return. 

At Pimco, a committee led by Bill Gross—

who is the firm’s founder, the manager of 

Total Return and dozens of other funds, 

and now the sole chief investment officer—

determines the big-picture financial out-

look. Managers are expected to consider 

the committee’s views when making 

decisions on their own funds. 

Gross, who frequently crossed swords 

with El-Erian on investing policy, has often 

said he needs good people to present con-

flicting views. With El-Erian’s departure, 

Gross may not have anyone in that role. A 

week after disclosing El-Erian’s move, Pimco 

announced that Gross would relinquish 

some of his authority to six new deputies. 

Only time will tell how much power he ac-

tually surrenders, but I’m skeptical. Giving 

people new titles doesn’t always change the 

interpersonal dynamics in an organization.

 

Lousy calls. In most years, Pimco’s investing 

committee is right more often than wrong. 

But in 2011, it made some bad calls that 

hurt results. And last year, the committee 

was dead wrong in its bullish predictions 

for emerging-markets bonds and inflation-

protected securities, and most of its funds 

produced subpar returns. For instance, 

Total Return’s Class D shares lost 2.2%. 

Investors noticed, and they withdrew 

$41 billion from the fund last year.

Working against Pimco is its sheer size. 

That minimizes the ability of its funds to 

earn profits by picking undervalued bonds 

and makes it even more important to get 

the big picture right. Total Return, for in-

stance, is bigger than some of the sectors 

in which it invests. Its girth is why I’ve sug-

gested investors sell the fund (see kiplinger

.com/links/pimco).

Could Pimco’s influence now begin to 

recede, just as that of Fidelity, Janus and 

several other smaller firms did during and 

after a long-running bull market in stocks 

that ended in 2000? Fund firms tend to be 

fragile enterprises. Once they lose their mojo, 

they often find it difficult to bounce back.

Given all the uncertainty surrounding 

Pimco, it is a good time to look to other 

shops for handling your bond money. Two 

of my favorites are LOOMIS SAYLES BOND (LSBRX) 

and METROPOLITAN WEST UNCONSTRAINED BOND 

(MWCRX). You can find my other bond fund 

picks at kiplinger.com/links/bonds14. ■

STEVEN GOLDBERG > Value Added

STEVE GOLDBERG IS A FEE-ONLY INVESTMENT ADVISER BASED IN THE 
WASHINGTON, D.C., AREA. 

Fund firms 
tend to be 
fragile 
enterprises. 
Once they lose 
their mojo, 
they often 
find it difficult 
to bounce 
back.”

INVESTING»
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EXPLANATION OF TERMS

Total return assumes reinvestment of all dividends 

and capital gains; three- and five-year returns are 

annualized. Returns reflect ongoing expenses but 

not sales charges. 

Maximum sales charge A figure without a footnote 

means the commission is deducted from the money 

you send to the fund. A figure with an r is the max-

imum redemption fee charged when you sell shares. 

Funds that charge both sales and redemption fees 

are footnoted with an s next to the front-end load. 

Expense ratio is the percentage of assets claimed 

annually for operating a fund.

Growth at 
Any Price
A Fidelity manager is willing to 
pay up for fast-growing firms.

STOCKS HAVE PERFORMED MARVELOUSLY 

over the past year, notwithstanding 

the market’s slide in early 2014. But 

some have done better than others. 

Electric-car maker Tesla surged 

nearly 400%, biotech firm Illumina 

tripled, and social-media darling Face-

book doubled. They and other growth 

stocks helped FIDELITY OTC land in the 

top 1% of its category over the past year. 

No one will mistake OTC’s manager, 

Gavin Baker, for a classic bargain 

hunter. While the overall stock market 

sells for 15 times forecasted 2014 earn-

ings, Tesla trades at a kingly 110 times 

estimated earnings; Illumina and 

Facebook trade at the more princely 

levels of 70 and 50 times earnings, 

respectively. These are prices Baker is 

willing to pay for what he calls “com-

panies that are defining the future.”

Baker doesn’t totally ignore price, 

though. Potential investments (he 

mostly trolls the Nasdaq Stock Mar-

ket) must have strong earnings growth 

and strong share-price momentum or 

must trade at a price that’s inexpen-

sive relative to a company’s earnings, 

sales or dividends. Momentum firmed 

the case for Tesla, for example, when 

Baker picked up its shares in 2010. 

Microsoft, by contrast, is a stock he 

owns because it’s cheap. 

After Baker buys, he sets price tar-

gets, but he doesn’t always sell a stock 

once it hits the goal. That’s because, 

he says, targets are not always useful 

when it comes to the fast-growing 

companies he owns. The fund has a 

turnover ratio of 116%, implying that 

Baker holds each stock for a bit less 

than a year, on average. ANJELICA TAN 

FUND SPOTLIGHT

20 LARGEST STOCK MUTUAL FUNDS  Ranked by size

Rank/Name Symbol 1 yr. 3 yrs. 5 yrs.
 Assets† 

(in billions)

Max.
sales

charge
Toll-free 
number

Total return 
  through Jan. 31*

LARGE-COMPANY GROWTH FUNDS    Ranked by one-year returns

Rank/Name Symbol 1 yr. 3 yrs. 5 yrs.

Max. 
sales 

charge
Expense 

ratio
Toll-free 
number

Total return 
  through Jan. 31*

1. Biondo Focus BFONX 52.5% 10.4% — 2.00%r 2.55% 800-672-9152

2. RidgeWorth Aggressive Growth Stock A@ SAGAX 48.2 15.2 24.7% 5.75 1.49 888-784-3863

3. Morgan Stanley Multi Cap Growth A@ CPOAX 44.5 15.9 27.4 5.25 1.30 800-869-6397

4. Morgan Stanley Focus Growth A@ AMOAX 44.1 16.6 28.8 5.25 0.96 800-869-6397

5. Fidelity OTC@ FOCPX 43.3 16.6 27.0 none 0.74 800-343-3548

6. Morgan Stanley Inst Growth A@ MSEGX 43.0 17.6 27.5 5.25 0.97 800-548-7786

7. Transamerica Capital Growth A@ IALAX 42.9 17.0 24.6 5.50 1.41 888-233-4339

8. Lord Abbett Growth Leaders A@ LGLAX 38.3 — — 5.75 0.85 888-522-2388

9. Morgan Stanley Inst Opportunity A@** MEGPX 37.3 15.2 — 5.25 1.13 800-548-7786

10. Homestead Growth HNASX 35.5 16.9 24.0 none 0.95 800-258-3030

CATEGORY AVERAGE 24.6% 13.2% 19.6%

*Annualized for three and five years.  †For all share classes combined.  @Rankings exclude share classes of this fund with different fee structures or 

higher minimum initial investments.  **Closed to new investors.  rMaximum redemption fee.  sFront-end load; redemption fee may apply.  MSCI EAFE 

index consists of developed foreign stock markets.   SOURCE: © 2014 Morningstar Inc.

1. Vanguard Total Stock Market Idx Inv@ VTSMX $307.3 22.5% 14.1% 20.0% none 800-635-1511

2. Vanguard 500 Index Inv@ VFINX 159.8 21.3 13.8 19.1 none 800-635-1511

3. American Growth Fund of America A@ AGTHX 138.9 25.4 13.9 19.1 5.75% 800-421-0180

4. American EuroPacific Growth A@ AEPGX 122.6 11.1 5.7 14.7 5.75 800-421-0180

5. Vanguard Total Intl Stock Idx Inv@ VGTSX 113.5 6.0 3.2 13.8 none 800-635-1511

6. Fidelity Contrafund@ FCNTX 108.5 26.2 14.8 19.5 none 800-343-3548

7. American Capital Income Builder A@ CAIBX 90.3 8.3 8.5 12.4 5.75 800-421-0180

8. American Income Fund of America A@ AMECX 88.8 12.4 10.5 15.4 5.75 800-421-0180

9. Franklin Income A@ FKINX 86.5 9.8 8.8 15.6 4.25 800-632-2301

10. American Capital World Gro & Inc A@ CWGIX 85.2 16.2 9.5 16.1 5.75 800-421-0180

11. Vanguard Wellington@ VWELX 80.3 13.9 10.5 14.6 none 800-635-1511

12. American Balanced A@ ABALX 70.9 14.8 11.4 15.4 5.75 800-421-0180

13. American Washington Mutual A@ AWSHX 70.6 22.2 14.6 17.9 5.75 800-421-0180

14. American Invstmt Co of America A@ AIVSX 69.9 23.6 12.7 17.3 5.75 800-421-0180

15. American Fundamental Inv A@ ANCFX 67.7 20.7 12.4 18.9 5.75 800-421-0180

16. Fidelity Spartan 500 Index Inv@ FUSEX 67.3 21.4 13.8 19.1 none 800-343-3548

17. Vanguard Emerging Mkts Stock Idx@ VEIEX 62.4 –12.6 –4.5 14.1 none 800-635-1511

18. BlackRock Global Allocation A@ MDLOX 58.0 9.1 5.6 10.6 5.25 800-441-7762

19. American New Perspective A@ ANWPX 55.9 16.4 10.6 18.0 5.75 800-421-0180

20. Dodge & Cox Stock DODGX 54.8 28.1 15.6 21.3 none 800-621-3979

S&P 500-STOCK INDEX 21.5% 13.9% 19.2%

MSCI EAFE INDEX 12.4% 6.4% 14.4%

RETURNS FOR 
3,OOO+ FUNDS 
ONLINE
Use our Mutual Fund Finder 

to get the latest data and see 

the top performers over one-, 

three- and five-year periods. 

Research a specific fund, or 

compare multiple funds based 

on style, performance and 

cost. And view details including 

volatility rank and turnover 

rate. To use this tool, go to 

kiplinger.com/tools/fundfinder.

●●  Kiplinger.com
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PHOTO ILLUSTRATIONS BY JON BUCKLEY

IT’S NO SECRET THAT THE U.S. TAX CODE IS FATTER 

than the proverbial Manhattan phone book. Aside from 

what that says about our tax system, the sheer density 

of the code increases the risk that taxpayers—espe-

cially last-minute filers—will overlook tax deductions 

and credits that could save them serious money. Here’s a

04/2014    KIPLINGER’S PERSONAL FINANCE

Tax  Breaks
TO SAVE YOU A BUNDLE

We’ve rounded up money-savers 

for every stage of life. BY SANDRA BLOCK  



MONEY»

PMI last year, your premiums are de-

ductible, as long as your adjusted gross 

income—whether you’re single or 

married filing jointly—didn’t exceed 

$109,000 and you took out your loan 

after 2006. The National Association 

of Realtors says this often-overlooked 

tax break saves the average home-

look at breaks that could trim your 

tax bill no matter where you are on 

your journey through life.

●● MARRIAGE

First comes love, then comes mar-

riage, and then comes your first joint 

tax return. Whether this is cause for 

celebration or despair depends on your 

financial situation. Dual-income cou-

ples who earn about the same amount 

could find themselves subject to a 

marriage penalty. When one spouse 

earns significantly less, though, the 

couple will likely get a marriage 

bonus. In either case, you don’t want 

to ignore these marriage-friendly tax 

breaks. (For more advice for single-sex 

married couples, see the box below.)

 

Spousal IRA. This IRA offers a way to 

provide retirement security for a stay-

at-home spouse, and it could reduce 

your 2013 tax bill, too. The working 

spouse can contribute up to $5,500 

to a spousal IRA on behalf of the 

nonworking spouse ($6,500 if the 

nonworking spouse is 50 or over). 

The contribution is deductible, even 

if the working spouse is covered by 

an employer-provided retirement plan, 

as long as your combined modified 

adjusted gross income is less than 

$178,000; a partial deduction is avail-

able on MAGI of up to $188,000. (If 

the working spouse isn’t covered by 

an employer plan, there are no income 

limits.) You have until April 15 to make 

a contribution for 2013. This is an 

“above the line” deduction, which 

means you don’t have to itemize to 

claim it. It will reduce your adjusted 

gross income dollar for dollar. If you’re 

in the 25% tax bracket, for example, 

a $5,500 contribution will shave 

$1,375 from your tax bill.

Tax-free health benefits. Employer-

provided health insurance for spouses 

of married workers is generally tax-

free. While many companies provide 

health insurance for domestic partners, 

those benefits are reported as taxable 

income, which can add hundreds of 

dollars to the cost of health insurance. 

●● OWNING A HOME

You probably know that interest on 

your home mortgage is deductible, and 

interest on a home-equity loan or line 

of credit is usually deductible, too. But 

that’s not the only way owning a home 

can cut your taxes.

 

Deduction for mortgage insurance premiums. 

Lenders typically require home buyers 

who put less than 20% down to buy 

private mortgage insurance. If you paid 

THIS YEAR, FOR THE FIRST TIME, LEGALLY MARRIED SAME-

sex couples will be considered married by the IRS. Whether that’s a 

blessing or a curse depends on your financial situation. 

Under an IRS ruling released last year, same-sex couples who were 

legally married anywhere that recognizes same-sex marriage must 

file either as married filing jointly or as married filing separately. (For 

most couples, filing jointly results in a lower tax bill.) Filing as a mar-

ried couple could lead to a lower tax bill if one spouse earns signifi-

cantly more than the other. But dual-income couples that earn about 

the same amount could find themselves facing a higher tax bill.

 Some benefits previously off-limits to same-sex married couples 

could make the marriage penalty less painful. You’ll no longer have 

to pay taxes on employer-provided health coverage for your spouse. 

Previously, the value of this coverage for same-sex spouses was 

treated as taxable income. 

Same-sex couples who are legally married will also be able to take 

advantage of benefits limited to married couples, such as the spousal 

IRA and an unlimited exemption from estate taxes.

 Legally married couples who live in a state that doesn’t recognize 

same-sex marriage face complicated filing requirements. Although 

they’re required to file joint (or married filing separately) federal tax 

returns, they may have to file as single with their states. Because 

most states base their tax returns on federal tax returns, these cou-

ples may need to file “dummy” federal tax returns as single taxpayers 

in order to complete their state tax returns. 

Same-sex couples who were legally married in 2010, 2011 or 2012 

have the option of amending their tax returns to reflect their joint 

filing status. Couples aren’t required to amend past returns, but it’s 

worth considering if it would result in a lower tax bill. You have until 

April 15, 2014, to amend a 2010 return, until April 15, 2015, to amend a 

2011 return and until April 15, 2016, to amend a 2012 return. TurboTax 

is offering a free online tool to help couples determine whether 

it’s worth the trouble. You’ll find it at https://turbotax.intuit.com/

tax-tools/calculators/taxcaster/past.

STRATEGIES FOR SAME-SEX COUPLES
* KipTip
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energy-efficient windows or making 

similar energy-saving home improve-

ments. You can receive up to $500 

in total tax credits for eligible home 

improvements made since 2006. The 

credit applies to 10% of the purchase 

(not installation) cost of certain insu-

lation, new windows, external doors 

and skylights. There are limits on 

specific projects—for example, the 

maximum you can claim for new win-

dows is $200. For details, go to www

.energystar.gov. Unless Congress 

renews them, these tax breaks are 

limited to home improvements made 

before December 31, 2013.

Energy-saving tax credits for big projects. 

If you embark on a more ambitious 

energy-saving project, you may qualify 

for a larger tax credit. You can claim 

a credit for up to 30% of the cost of 

buying and installing geothermal heat 

pumps, solar water heaters, solar 

panels and small wind-energy sys-

tems. This credit doesn’t expire until 

December 31, 2016.

Tax-free capital gains on home sales. 

Married couples can shelter up to 

$500,000 in taxes on the sale of a 

home, as long as both spouses lived 

in it for two out of five years before 

the sale. For single homeowners, the 

maximum amount of tax-free profit 

is $250,000. To claim the entire exclu-

sion, you must file a joint tax return, 

and you or your spouse (but not neces-

sarily both) must have owned the 

home for two out of the past five years. 

●● STARTING A FAMILY

Unlike some high-end restaurants, 

the tax code is child-friendly. Claim-

ing a son or daughter on your tax 

return will shelter up to $3,900 of your 

income from taxes, saving you $975 

if you’re in the 25% tax bracket. And 

that’s just the beginning of the money-

saving tax breaks you’ll enjoy.  

Child tax credit. This credit shaves up to 

$1,000 off of your tax bill, and you can 

claim it every year until your child is 

17, provided you meet income thresh-

olds. Remember: A credit is more 

valuable than a deduction because it 

represents a dollar-for-dollar reduc-

tion in your tax bill. For 2013, the 

credit phases out (and eventually 

disappears) for married couples with 

MAGI above $110,000 and single par-

ents with MAGI of more than $75,000. 

Child- and dependent-care credit. If you 

pay someone to watch your children 

younger than 13 while you work, 

you’re eligible for a 20% to 35% credit 

for up to $3,000 in child-care ex-

penses for one child or $6,000 for two 

or more. The percentage decreases as 

income increases. In 2013, families 

that earn more than $43,000 can 

claim only 20% of eligible costs.

In addition, if you contributed to 

your employer’s flexible spending ac-

count for dependent-care expenses, 

you can’t claim the credit for the same 

expenses covered by the flex account. 

However, if you paid for the care of 

two or more children and contributed 

the maximum $5,000 to a child-care 

flex account, you can use the depen-

dent care credit to cover up to an 

additional $1,000 in child-care costs.

Adoption credit. In 2013, you can claim 

a credit for up to $12,970 in eligible 

adoption expenses per child. The 

credit is phased out for families with 

modified adjusted gross income of 

more than $194,580; families with 

MAGI of more than $234,580 are inel-

igible. If the amount of the credit ex-

ceeds your tax bill, you can carry over 

unused credits for up to five years.

●● COLLEGE

You thought Pampers were expensive? 

Wait until you have to pony up for col-

lege tuition. Luckily, the tax code also 

offers money-saving breaks for par-

ents of college-bound students.

529 college-savings plans. You won’t get 

a federal tax break for contributing 

to one of these state-sponsored plans. 

The benefits come later, when Junior 

owner $3,000. (Unless Congress 

renews it, this tax break will not be 

available after December 31, 2013.) 

Deduction for points. When you buy a 

house, you get to deduct all at once 

points paid to get your mortgage, 

which can add up to a sizable tax 

break. When you refinance, the deduc-

tion is more complicated because 

you’re required to deduct the new 

points over the life of the loan. If it’s 

a 30-year mortgage, for example, you 

can deduct one-thirtieth of the points 

per year. That may not sound like 

much, but keep track. When you pay 

off the loan—because you either sell 

the house or refinance again—you can 

deduct all undeducted points. Unless, 

that is, you refinance with the same 

lender. In that case, you add the new 

points to those left over from the pre-

vious refinancing and deduct the com-

bined balance over the life of the loan.

Energy-saving tax credits for home improve-

ments. This may be your last chance to 

claim a tax credit for installing new 
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to put aside money for your child’s ed-

ucation. However, the limits are much 

lower—just $2,000 per child for 2013. 

(Many states allow savers to invest 

a maximum of $200,000 or more in 

their 529 plans.) But Coverdells can be 

used for a broader range of expenses, 

including private elementary and high 

school education (529 plans can only 

be used for college or graduate school). 

For 2013 contributions, the income 

cut-off is $110,000 for single filers and 

$220,000 for married couples who 

file jointly. You can contribute to both 

a Coverdell and a 529 plan for the 

same child.

  

American Opportunity credit. This credit 

is worth up to $2,500 per student for 

each of the first four years of college. 

The credit phases out for MAGI of be-

tween $80,000 and $90,000 for single 

taxpayers and between $160,000 and 

$180,000 for couples. The credit is 

available to offset the cost of tuition 

and related expenses.

Lifetime Learning credit. This tax break 

could pay off if your child decides to 

attend graduate school. The credit is 

worth up to 20% of eligible expenses 

of up to $10,000, for a maximum of 

$2,000. Unlike the American Opportu-

nity credit, there’s no limit to the num-

ber of years a student can claim this 

credit. You can claim it for a dependent 

child, a spouse or yourself. To qualify 

for the full credit in 2013, your MAGI 

must be below $53,000 if you’re single 

or $107,000 if you’re married filing 

jointly. Singles with MAGI of up to 

$63,000 and married couples with 

MAGI of up to $127,000 are eligible 

for a partial credit, but after that, the 

credit disappears.

Tax-free interest from savings bonds. Ordi-

narily, interest from savings bonds is 

taxable. But if you use the proceeds to 

pay for college expenses for your child, 

yourself or your spouse, interest may 

be tax-free. The tax break is limited to 

series EE bonds purchased after 1989 

and series I bonds. It phases out for 

Don’t Overlook These Deductions
DID YOU LOSE YOUR JOB LAST YEAR? BUY A NEW CAR? VOLUNTEER? ALL OF 

these activities—and more—could make you eligible for breaks that could trim your tax bill. 

➤ Job-hunting expenses. If you looked for a job in your same line of work, then transporta-

tion, food and lodging, postage, and other costs can be deducted as a miscellaneous ex-

pense, even if you didn’t land a job. To claim this deduction, you must itemize, and you can 

only deduct expenses that exceed 2% of your adjusted gross income. Expenses associated 

with landing your first job don’t qualify. 

➤ Moving expenses. If a job change led you to move, your expenses are deductible, as long 

as your new job is at least 50 miles farther from your old home than your old job was. You 

don’t need to itemize to claim this deduction, and you can claim it for moving to your first 

job. For a full list of deductible moving expenses, check out IRS Publication 521.

➤ State sales tax. Taxpayers who itemize have a choice between deducting state income 

tax or state sales taxes paid in 2013. If you live in a state with no income tax, deducting sales 

tax is clearly the way to go.

Taxpayers who bought a big-ticket item may get a bigger deduction from state sales tax 

even if they live in an income-tax state. The IRS has tables that show how much residents of 

different states can deduct, based on their income and state and local tax rates. But if you 

bought a car, boat or airplane, you can add the sales tax you paid to the amount shown in the 

IRS table for your state. (This tax break won’t be available in 2014 unless Congress renews it.)  

➤ Costs of volunteering. You probably know that you can deduct charitable donations. 

But you may not know that out-of-pocket costs associated with volunteering, such as gro-

ceries for a nonprofit soup kitchen, are also deductible, provided you itemize.

➤ Long-term-care insurance. Only unreimbursed medical expenses that exceed 10% of 

your AGI (7.5% if you’re 65 or older) are deductible. You may have a better chance of cross-

ing the threshold if you pay for long-term-care insurance. Taxpayers who were between 50 

and 60 at the end of 2013 are eligible to count up to $1,360 of their premiums as a medical 

expense; those between age 60 and 70 can count up to $3,640.

➤ Reservists’ travel expenses. If you’re a member of the National Guard or military 

reserve, you may be able to deduct the cost of traveling to drills or meetings. To qualify, 

you must travel more than 100 miles from home and stay overnight. Deductible expenses 

include lodging, half the cost of your meals and a driving allowance (56.5 cents per mile 

in 2013), plus parking and tolls. 

* KipTip

starts college. Withdrawals for quali-

fied college expenses, including your 

investment gains, are tax-free. Thirty-

four states allow you to deduct at least 

a portion of your contribution on your 

state return, so check out your own 

state’s plan first. However, you can 

invest in any state’s 529 plan. If your 

child gets a full-ride financial aid 

package, you can transfer the plan to 

another child, or go back to school and 

use the money for your own college 

costs. If you use the money for a non-

qualified purpose, the earnings will 

be taxed and hit with a 10% penalty.

Coverdell education savings accounts. Like 

529 plans, you can use these accounts 

  



dependent. The IRS treats the payment 

as if it were a gift to the child, who 

then paid the debt. This is an above-

the-line deduction, meaning the child 

doesn’t have to itemize to claim it. 

●● DIVORCE

Divorce is expensive, even if it’s ami-

cable. So make sure you understand 

the tax breaks associated with ending 

your union.

Deduction for paying alimony. Alimony is 

usually deductible, and you don’t have 

to itemize to claim this tax-saver. You 

must file Form 1040 to claim a deduc-

tion; you can’t file 1040A or 1040EZ. 

Be aware, though, that if you receive 

alimony, the payments are taxable 

(and, again, you must use Form 1040 

to report it). Child-support payments 

are not deductible, and the recipient 

doesn’t have to pay taxes on them.

Dependency exemption. When parents 

separate or divorce, the tax code 

generally gives the custodial parent 

the dependency exemption, which 

is worth $3,900 per child on 2013 

single taxpayers with MAGI of $74,700, 

or $112,050 for married couples filing 

a joint return. Taxpayers with MAGI 

of more than $89,700, or $142,050 for 

a joint return, are ineligible.

Many young children receive sav-

ings bonds as gifts, but proceeds from 

those bonds aren’t eligible for tax-free 

interest, even if the money is used for 

education. That’s because the savings 

bond owner must have been at least 

24 years old when the bond was pur-

chased to qualify.

 

Student-loan interest. Taxpayers who 

pay interest on qualified student loans 

are eligible to deduct up to $2,500 of 

the interest. The deduction phases out 

for MAGI of between $60,000 and 

$75,000 for single filers or $125,000 to 

$155,000 for married couples who file 

jointly. You can’t claim this deduction 

for your child’s student loans, even if 

you’re paying them off, because you’re 

not liable for the debt. However, the 

deduction isn’t lost if you pay the bills: 

Your child can claim the interest de-

duction on his or her tax return as long 

as you’re not claiming your child as a 

SOME TAXPAYERS WILL HAVE TO PAY MORE
SEVERAL TAX HIKES AIMED AT HIGH-INCOME TAXPAYERS 

took effect in 2013, and now the bill is coming due.

Congress resurrected the top rate of 39.6% for taxable income 

over $400,000 ($450,000 for married couples). Taxpayers in this 

bracket will also pay a 20% rate on long-term capital gains and 

dividends, instead of the 15% most taxpayers pay. Congress also 

revived phaseouts of itemized deductions and personal exemptions 

for taxpayers with adjusted gross income of $250,000 or more, or 

$300,000 for married couples. 

Separately, taxpayers who have a large amount of investment 

income could owe more because of tax provisions included in the 

Affordable Care Act. The ACA introduced a 3.8% surtax on unearned 

income, including dividends, royalties, rents and capital gains. This 

surtax affects single taxpayers with modified adjusted gross income 

of $200,000 or more, or married joint filers with MAGI of $250,000 

or more. The surtax will be based on your investment income or the 

amount by which your MAGI (which includes investment income) 

exceeds the threshold, whichever is less.

There’s not a lot you can do now to reduce these new taxes on 2013 

income. However, if you’re self-employed or have self-employment 

income from a part-time job, consider the tax-saving potential of a 

Simplified Employee Pension (SEP) IRA. You have until April 15 (or 

October 15 if you file an extension) to set up and fund a SEP for 2013, 

says Tim Steffen, director of financial planning for Robert W. Baird & 

Co., a wealth-management firm. Money stashed in a SEP IRA will 

reduce your taxable income. For 2013, you can contribute up to 20% 

of your self-employment income, up to $51,000.

If you work for an employer that doesn’t offer a 401(k) or other 

type of retirement plan, you have until April 15 to contribute to a de-

ductible IRA, which will also reduce your taxable income. For 2013, you 

can contribute $5,500, or $6,500 if you were 50 or older last year.

One new tax provision could end up saving upper-middle-income 

taxpayers money. Congress imposed a permanent fix for the alterna-

tive minimum tax, a parallel tax system originally created to prevent 

wealthy taxpayers from using tax breaks to avoid taxes altogether. 

Because the original law was never indexed to inflation, the AMT 

has gradually affected more middle-income taxpayers. The legisla-

tion stopped that encroachment. Taxpayers who haven’t been sub-

ject to the AMT in the past are unlikely to get hit with it now. And 

because the legislation also included inflation adjustments, some 

taxpayers who were just over the threshold for the AMT may 

no longer have to pay it. 

* Higher Rates

returns. There are exceptions, how-

ever. The custodial parent can waive 

the exemption and permit the noncus-

todial parent to claim it instead. This 

must be done in writing on IRS Form 

8332. The waiver may be permanent 

or done on a year-to-year basis.

Medical-expense deduction. If you paid

a child’s medical expenses last year, 

you may still be eligible to deduct those 

expenses, even if you can’t claim the 

child as a dependent. You still must 

meet the high bar for medical deduc-

tions: Only unreimbursed expenses 

that exceed 10% of your adjusted gross 

income (unless you’re 65 or older, in 

which case it’s 7.5%) are deductible. 

But if both you and your child had high 

medical bills last year, you might be 

able to get over this hurdle.

●● RUNNING A BUSINESS

Self-employed workers, both full- 

and part-time, are eligible for a 

smorgasbord of tax breaks. Yet fear 

of audits and simply not knowing 

the rules lead many business owners 

to leave money on the table.
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must still use the space regularly and 

exclusively for business. Employees 

who work from home can’t deduct a 

home office unless their employer re-

quires them to work there. But you’ll 

no longer have to fill out an IRS form 

listing your actual expenses, such as 

the percentage of your home’s utilities 

used in your home office (although 

you’ll still have the option of using 

actual expenses, which could result 

in a larger deduction).

Retirement accounts. Many taxpayers 

with income from a part-time or free-

lance business overlook the tax bene-

fits of a Simplified Employee Pension 

(SEP) IRA, says Stephen DeFilippis, 

an enrolled agent in Wheaton, Ill. You 

have until April 15 (or October 15 if 

you file for an extension) to set up an 

account and fund it for 2013. For 2013, 

you can contribute up to 20% of your 

self-employed income, up to $51,000. 

The contribution lowers your taxable 

income and will grow tax-deferred 

until you retire. 

A solo 401(k) offers the potential for 

even greater tax-deferred savings be-

cause you fund it as both an employee 

and an employer. For 2013, you can 

contribute up to $51,000, or $56,500 

if you’re 50 or older. However, in order 

to make contributions for 2013, you 

would have had to set up your account 

by December 31, 2013.

Deduction for Social Security and Medicare 

taxes. Self-employed workers have to 

pay the full 15.3% Social Security and 

Medicare tax, which can come as a 

shock if you’re accustomed to having 

an employer pick up half of the toll. 

But you can deduct half of those taxes, 

even if you don’t itemize.

Deduction for Medicare premiums. If you 

continue to run your business after 

you’re eligible for Medicare, here’s 

something you may not know: Premi-

ums paid for Medicare Part B and 

Medicare Part D, plus the cost of 

supplemental Medicare (medigap) 

policies, are deductible.  

When to Hire a Tax Pro
TAX SOFTWARE DOES A GOOD JOB OF BREAKING DOWN TAX PREPARATION INTO 

manageable bites. It will alert you to money-saving breaks, flag potential errors, do the 

math and let you e-file your return. And if your adjusted gross income for 2013 was less than 

$58,000, you can use the IRS Free File program, a public-private partnership that allows you 

to prepare and e-file your federal tax return at no cost.

But sometimes you need to call in a pro. If your tax situation is complicated, you could 

miss out on tax breaks that could save you hundreds or even thousands of dollars. Worse, 

you could make mistakes that could trigger an audit. Here are some instances when you 

should get help from a tax preparer:

➤ You’re self-employed or own a business. Taxpayers who work for themselves are eligi-

ble for a long list of deductions that do-it-yourselfers might overlook. They’re also subject 

to more scrutiny by the IRS. A tax professional can identify appropriate tax breaks and help 

you maintain records that will withstand an IRS challenge.

➤ You own rental property. The rules governing tax treatment of rental property are 

byzantine. In addition, this is another area that tends to attract IRS attention, particularly 

if you report large rental losses. 

➤ You have a large investment portfolio. The Affordable Care Act imposed a 3.8% surtax 

on unearned income for single filers with modified adjusted gross income of $200,000 or 

more, or married joint filers with MAGI of $250,000 or more. An experienced tax professional 

can help you take advantage of tax breaks that will lower your MAGI and recommend 

changes that could shield you from the surtax on your 2014 tax return. 

The right credentials. If you decide to get help, be aware that anyone can call himself or 

herself a tax preparer. Consequently, “it really is consumer beware,” says IRS taxpayer advo-

cate Nina Olson (see “Ahead,” on page 11).

You can get a list of local certified public accountants from your state’s CPA society. 

There, you can also find out whether complaints have been filed against an individual. 

Some CPAs also have a personal finance specialist (PFS) designation, which means they 

can provide advice on investing, retirement and estate planning. 

Another option is an enrolled agent. Enrolled agents must pass a rigorous test and meet 

annual continuing-education requirements, and they are licensed to appear before the IRS. 

To locate an enrolled agent, go to the Web site for the National Association of Enrolled 

Agents, www.naea.org.

Before hiring a preparer, ask how he or she sets fees. Some bill at an hourly rate; others 

charge a set fee based on the complexity of your return. Get this information in writing.

You should also make sure the tax preparer will be around after April 15, Olson says. 

Some preparers set up shop during the tax season and disappear after the tax deadline. 

That could be a problem if the IRS has questions about your return.

* KipTip

Home-office deduction. In the past, many 

self-employed workers spurned this 

tax break, convinced it would invite 

an IRS audit. But a change that took 

effect in 2013 makes the tax deduction 

more accessible—and less dangerous.

New IRS rules allow self-employed 

taxpayers to deduct their home offices 

by using a simple formula based on 

the size of their offices. You can de-

duct $5 per square foot, up to a maxi-

mum of 300 square feet, or $1,500.

The rule doesn’t change eligibility 

requirements for the deduction. You 
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and only one spouse is 65 or older, 

you’re eligible for the lower threshold.

Higher standard deduction. Many retirees 

who have paid off their mortgages no 

longer have enough qualifying ex-

penses to justify itemizing deductions. 

There’s an upside, though: Once you 

turn 65, you’re eligible for a larger 

standard deduction. For 2013, if both 

spouses are 65 or older, they can claim 

a standard deduction of $14,600. Sin-

gle seniors can claim a standard de-

duction of $7,600.

●● DEATH OF A FAMILY MEMBER

As you manage your loved one’s estate, 

it’s important to understand how taxes 

could affect your inheritance.

Step-up in basis. In the majority of cases, 

the tax basis of inherited property is 

the fair market value of the property 

upon the death of the previous owner. 

This provision can result in a signifi-

cant tax break for taxpayers who in-

herit property that has appreciated 

in value, such as long-held shares of 

a stock or mutual fund. For example, 

suppose your father bought stock for 

$100 and it was worth $200 when he 

died. If you inherit that stock, your 

basis would be $200, and you would 

owe capital-gains tax only if you sold 

it for more than $200. If you sold it for 

less than $200, you’d be eligible for a 

tax-saving loss, even though you still 

come out ahead.

Inherited IRAs. If you inherit a tradi-

tional IRA from your spouse, you can 

roll it into an existing IRA or one you 

establish for this purpose. The advan-

tage to this strategy is that you don’t 

have to start taking required mini-

mum distributions—and paying taxes 

on the money—until you’re 70½.

Children and other nonspouse heirs 

can’t roll an inherited IRA into their 

own IRAs, but they can minimize 

taxes by setting up an inherited IRA 

with the name of the decedent on the 

account. In general, as long as you 

start taking required minimum distri-

butions by December 31 of the year 

after the IRA owner dies, you can base 

withdrawals on your own life expec-

tancy. The withdrawals will still be 

taxable, but the rest of the money will 

continue to grow tax-deferred.

And if you were fortunate enough 

to inherit a Roth IRA, be thankful for 

your loved one’s foresight. Spouses 

who inherit a Roth never have to take 

RMDs. Nonspouse beneficiaries must 

take RMDs based on their life expec-

tancy, but the withdrawals are usually 

tax-free. 

Extended home-sale exclusion. The 

$500,000 exclusion from capital gains 

on the sale of a home is available to 

surviving spouses, but you must follow 

the rules and stick to a timetable. You 

qualify for the full exclusion if you 

sell no later than two years after your 

spouse’s death, and if the require-

ments for the exclusion (you both 

lived in the home for two of the past 

five years) were met immediately be-

fore your spouse’s death. You won’t 

qualify for the full exclusion if you 

remarry before the date of the sale. ■

●● RETIREMENT

Taxes can take a big bite out of your 

retirement savings, especially if you’ve 

piled up a lot of money in tax-deferred 

accounts. But retirees enjoy some tax 

breaks, too.

 

0% capital-gains rate. This tax break is 

available to all taxpayers, but it’s par-

ticularly valuable to retirees who need 

to start tapping their savings. Taxpay-

ers in the 10% and 15% tax brackets 

owe 0% on long-term capital gains. 

For 2013, married couples qualify for 

the 0% rate if their taxable income is 

$72,500 or less. Taxable income is 

what’s left after you subtract personal 

exemptions, plus the standard deduc-

tion or itemized deductions, from your 

adjusted gross income. 

Medical-expense deduction. As mentioned 

earlier, you can’t deduct medical ex-

penses unless they exceed 10% of your 

adjusted gross income. There’s an ex-

ception, though, for seniors. If you are 

65 or older, you can deduct medical 

expenses that exceed 7.5% of your in-

come, through 2016. If you’re married 
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TYPICAL SCENARIO FOR PARENTS OF

a high school senior: Your student 

identifies a half-dozen colleges he’d 

like to go to. He spends long nights and 

fraught weekends filling out applica-

tions. The whole family waits anxiously 

for the acceptance letters. In the spring, 

he gets accepted to the school he likes 

most. Then you realize you’ll have to 

scrounge to afford the price of admis-

sion, if you can afford it at all. 

Maybe you need to turn the process 

around. To give yourself the best 

chance of covering college costs and 

avoiding debt, weigh the financial fit 

of a school at the same time you con-

sider the intellectual fit and feel—

say, six months to a year before your 

student applies. Wait too long and 

you could find yourself agreeing to 

your kid’s college choice when your 

pocketbook says no. “It’s not helpful 

for families to think about cost in 

March or April of senior year, when 

they have to make a May 1 decision,” 

says Frank Palmasani, author of Right 

College, Right Price (Sourcebooks Inc.). 

The question of college affordability 

arose early for University of Rochester 

student Charlotte Humes of Bards-

town, Ky. “I started thinking about 

cost before I even started the college 

search,” she says. Her stellar academic 

record, including a 4.0 grade point 

average and a perfect score of 36 on 

the ACT, meant she could expect 

generous merit awards from a number 

Find a College That 
Fits Your Fina nces
Don’t wait for the acceptance letter to consider the cost. BY SUSANNAH SNIDER

of schools, including public universi-

ties in her home state. But Humes had 

her sights set on the University of 

Rochester, a private school in upstate 

New York. After applying, she received 

an offer to interview for the university’s 

merit-based Renaissance & Global 

Scholarship, which covers tuition for 

four years. She landed the scholarship. 

Humes knew she had a good shot at 

earning merit-based aid at the Univer-

sity of Rochester. She was clearly a 

competitive applicant—University of 

Rochester freshmen score between 

29 and 32 on the ACT, on average, and 

have a 3.83 GPA—and the school awards 

non-need-based aid to 68% of incoming 

freshmen. A top-tier school might have 

met her full need (the difference be-

tween what the financial aid formula 

said her family could pay and the total 

cost of attendance), but because most 

of those schools don’t offer merit aid, 

she wouldn’t have been able to count 

on a full-tuition scholarship. The state 

school she applied to, Western Kentucky 

University, would have guaranteed a 

full ride based on merit. But it was not 

the intellectual fit that Rochester is. 

●● ESTIMATE YOUR AID 

As you start your search for colleges 

you can afford, you’ll need to know the 

types of financial aid available to you 

and how colleges and the federal gov-

ernment calculate it. Merit-based aid—

typically grants you don’t have to pay 

MONEY»
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■ CHARLOTTE 
HUMES, 19, 
EARNED A 
FULL-TUITION 
SCHOLARSHIP 
FROM THE 
UNIVERSITY OF 
ROCHESTER.   
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expected to pay for college each year. 

Family size and the number of family 

members who will attend college dur-

ing the year also matter. You’ll be re-

sponsible for contributing about the 

same total amount whether you have 

one or four children enrolled.

Income counts most heavily in 

the federal need equation (with an 

allowance for living expenses), whereas 

savings get off relatively lightly. Par-

ents can expect to contribute no more 

than 5.6% of their assets toward col-

lege costs, after an allowance; retire-

ment accounts and home equity are 

excluded altogether. Students must 

contribute up to 20% of their savings. 

Your financial need is the difference 

between your expected family contri-

bution and the cost of attendance. 

Schools with generous financial aid 

policies meet 100% of need in their 

awards, usually with a mix of loans, 

grants and work-study. Other schools 

leave a gap between your financial aid 

award and the cost of attendance; it’s 

up to you to cover the difference. The 

most generous colleges meet full need 

with grants rather than loans. 

Many private colleges use an addi-

tional application, called the CSS 

Profile, to determine how much insti-

tutional aid they will award. This 

application expands on the financial 

information required by the FAFSA, 

but it also differs from the FAFSA in 

certain ways—for instance, by includ-

ing home equity in parents’ assets.

Knowing which application the col-

lege uses to dispense its own money 

can be helpful in figuring out how 

much need-based aid you’ll qualify 

for. For instance, if you have a lot of 

equity in your home, you might get a 

better deal from a college that uses 

the FAFSA to determine need-based 

aid. You can also get an idea of your 

chances for aid by plugging your in-

formation into each college’s net price 

calculator, available on its Web site. 

The calculator will estimate your fam-

ily’s need and the types of aid the col-

lege provides; some also have a section 

that estimates merit aid.

subsidized Stafford loans and Perkins 

loans (see the box on page 56), as 

well as work-study, a guaranteed 

on-campus job. 

To get in on this aid, you’ll need to 

fill out the Free Application for Fed-

eral Student Aid (FAFSA). Colleges use 

the FAFSA to determine your eligibil-

ity for federal need-based aid, and 

most public colleges and many private 

schools also use it to dispense their 

own financial aid dollars. The FAFSA 

uses a family’s financial information, 

such as income and assets, to deter-

mine “expected family contribution”—

the amount of money your family is 

back—is designed to reward students 

for their academic and personal achieve-

ments. It can come from state govern-

ments to encourage students to attend 

school in-state (Florida’s Bright Futures 

program and Georgia’s Hope Scholar-

ship are examples), from outside schol-

arships or from colleges themselves. 

Schools typically use merit aid as a re-

cruiting tool and often list scholarships 

and their criteria on their Web sites.

Need-based aid in the form of grants 

and loans comes from the federal and 

state governments as well as from col-

leges. Federal need-based aid includes 

Pell grants for low-income students, 
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BORROW WITH CARE
FINDING THE RIGHT FIT ALSO MEANS KEEPING STUDENT DEBT WITHIN REASON. 

One benchmark suggests that students should borrow no more than they expect to earn 

in their first year in the workforce. (Students who borrow graduate with an average of 

$29,400 in debt, according to the Project on Student Debt.) Max out federal loans before 

even considering private debt: Federal loans come with flexible repayment programs and 

other protections. Here are the federal loans available to undergraduates or their parents.

Direct Subsidized (Stafford). With these loans, available to undergraduates with finan-

cial need, the feds cover the interest through school and up to six months after graduation. 

(For loans taken out between July, 1, 2012, and July 1, 2014, that grace period after gradu-

ation won’t be covered.) You can borrow up to $3,500 your first year, $4,500 your second 

year and $5,500 after that, for a maximum of $23,000 for undergraduates. The interest 

rate—3.86% for loans taken out for the 2013–14 academic year—is fixed, but it resets for 

new loans each year.

Direct Unsubsidized (Stafford). You don’t need to demonstrate financial need to take 

an unsubsidized loan. The interest begins accruing while you’re in school. The annual 

maximum for undergraduates ranges from $5,500 to $7,500, minus any subsidized loans 

received over the same period. As with subsidized loans, you will repay this year’s loans at 

3.86%; the rate resets each year for new loans. 

Perkins. These federal student loans are for undergraduate and graduate students 

with high financial need. The interest rate is a fixed 5%, and undergraduates can borrow 

up to $5,500 a year, for a total of up to $27,500. 

PLUS. For these loans, available to parents, you must undergo a credit check to prove 

that you have no “adverse” credit history—for example, declaring bankruptcy within 

the past five years. You can borrow up to the cost of attendance (minus other financial 

assistance your student has received); the current interest rate is a fixed 6.41%.
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For example, Grinnell College, a small 

liberal arts school in Iowa, grants 

$10,000 to every Iowan admitted.

If you expect to qualify for need-

based aid, apply to a school that meets 

as much need as possible, preferably 

with grants. That’s what Pomona Col-

lege student Brenda Iglesias learned 

when she began her college search. 

She applied to Ivy League, private and 

in-state public schools. As a student 

from a low-income family, she knew 

that she qualified for need-based aid. 

She now has all but about $5,000 cov-

ered by financial aid at Pomona, which 

meets 100% of need. “I chose to apply to 

private schools because I knew they’d 

be more generous,” says Iglesias. ■

for students to help them grow as well. 

You might find that you’ll get more 

merit aid if you’re a would-be chemis-

try major applying to a school that’s 

developing a chemistry program, or 

an out-of-stater applying to a regional, 

non-flagship public school. Colleges 

want well-rounded, diverse classes 

and might sweeten the pot with need 

or merit aid to entice you. 

Some schools guarantee scholar-

ships based on your test scores or state 

of residence. “Because the colleges that 

offer guaranteed scholarships are us-

ing them as a recruiting tool, they are 

quite open about the availability,” says 

Mark Kantrowitz, senior vice-presi-

dent and publisher of Edvisors.com. 

●● MAKE THE MATCH

If you’re a megastar high school 

athlete, an outstanding scholar from 

a low-income background or a trust-

fund baby, a whole range of colleges 

is financially feasible. But most high 

school students are somewhere in the 

middle. “When you can’t write the 

check and your child is not brilliant, 

you’ve got to go through certain pro-

cesses to get the right match,” says 

Palmasani. 

Advice for students: Investigate at 

least a few private schools, your state’s 

flagship university and an out-of-state 

public college. You may be surprised 

to discover that, based on your income 

and academics, your state school isn’t 

the cheapest option, or that a private 

school—even an Ivy—is surprisingly 

affordable. Most top-tier schools don’t 

offer merit-based aid but will meet full 

need, and they define need generously. 

Public schools cost less upfront but 

may be stingier with scholarships or 

not meet full need. Second- and third-

tier private schools tend to be generous 

with merit aid in order to fill seats and 

attract a high-achieving freshman 

class. (You can see how colleges stack 

up in terms of academics and financial 

aid in our college rankings at kiplinger

.com/links/college.)

Say you’ve run the FAFSA numbers 

(use the “FAFSA4caster” at www.fafsa

.ed.gov to estimate your EFC) and 

decided your family probably won’t 

qualify for much need-based aid, but 

you hope to get merit aid. Look at 

smaller, non-Ivy private colleges and 

non-flagship state institutions outside 

your home state. Identify those for 

which you’re in the top quarter of the 

applicant pool. You can see how you 

measure up by looking at the school’s 

incoming class on its Web site. Stats 

such as average test scores, GPA and 

admission rate will tell you how com-

petitive the institution is and how 

likely you are to rank in the top quar-

ter of applicants. 

Remember that just as you’re look-

ing for a school that will help you 

grow and learn, colleges are looking 

MONEYÈ
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“If a job seems 
unpleasant at 
61, it can seem 
downright 
intolerable 
at 62 because 
now you have 
the option of 
taking Social 
Security.”

I 
turned 62 a few months ago. As birth-

days go, this one was nothing special 

(champagne doesn’t flow for birthdays 

that end in 2). But it did represent one 

milestone: I’m now eligible for Social 

Security benefits. 

That doesn’t mean I plan to retire any-

time soon, nor do I expect to sign up early 

for Social Security. If I were to take bene-

fits at 62, I’d have to accept a 25% reduction 

in the amount I’d receive at 66, my full re-

tirement age, and I’d lose $1 of my benefit 

for every $2 I earn above $15,480 (in 2014). 

Once I hit 66, I can make as much as I want 

without penalty, and for each year I delay 

signing up after that, I’ll get an 8% increase 

in benefits, until age 70. For all those rea-

sons, it makes sense for me, and for most 

people, to wait until full retirement age or 

longer to claim Social Security. (For more 

on getting the most out of your benefits, see 

www.kiplinger.socialsecuritysolutions.com.)

Fairness and loss. But what makes sense 

financially isn’t necessarily the key factor 

in how people make this important deci-

sion. A sense of fairness and an aversion 

to loss can both play a role in deciding 

to claim early, according to a report by 

Suzanne Shu, of the University of Cali-

fornia at Los Angeles, and John Payne, 

of Duke University. Some people may feel 

strongly that they earned the benefits and 

are entitled to them as soon as possible. 

Others believe that they’ll lose out if they 

die before the break-even point (when the 

total payout you’d get by waiting until full 

retirement age to claim benefits equals the 

payout you’d receive by claiming at 62). 

How you view life expectancy can also 

make a difference in your claiming deci-

sion. According to the Shu-Payne report, 

survey respondents who were asked the 

age they expected to die by estimated it to 

be ten years earlier than those asked the 

age they were expected to live to. The die-

by group said they would claim earlier than 

the live-to respondents, probably because 

thinking about dying doesn’t lend itself to 

planning for the future.

Being unhappy at work is another reason 

for taking early benefits. If a job seems un-

pleasant when you’re 61, it can seem down-

right intolerable at 62, not because the job 

changed but because now you have the 

option of taking Social Security, according 

to a 2011 report on Social Security decision-

making by Melissa A.Z. Knoll. Further, it’s 

human nature to overestimate how happy 

you’ll be in retirement compared with how 

happy you are now, and to underestimate 

the bad stuff that could happen later, such 

as high health care costs. Even personality 

matters. If you’re impatient, you’ll likely 

grab the money as early as you can.

Think it through. When you’re dead, you won’t 

care who came out ahead, you or Social 

Security. But you’ll care a lot, says Shu, if 

you live to 70 and beyond and find yourself 

strapped because you took your benefits 

early. Similarly, says coauthor Payne, you’re 

better off assuming you’ll live to the outer 

limits of life expectancy—say, 90 or 95—

than lowballing the age at which you’ll die. 

“Think about being poor at 90,” he says. 

As for hating your job, look at your 

bottom line before deciding to ditch it for 

a reduced benefit. Finally, don’t assume 

retirement will be clear sailing just because 

it’s in the future. Stuff happens.

My plan? As a member of a long-lived 

family, I’ll wait until age 70 to claim Social 

Security and take money out of my retire-

ment accounts to fill any income gap. If I 

die before 70, I should still have some savings 

to leave to my kids. But if I live until 70 or 

longer, I’ll have more income—and a better 

chance of making my savings last.

As someone who’s as patient as the next 

person but who also hates to lose, I’d say 

that’s a win-win scenario. ■

JANE BENNETT CLARK IS A SENIOR EDITOR AT KIPLINGER’S PERSONAL FINANCE.

Social Security Smarts
JANE BENNETT CLARK > Rethinking Retirement
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could also piece together, 

say, your credit card num-

ber, name and e-mail ad-

dress to create a convincing 

e-mail that appears to be 

from your financial institu-

tion, says Jody Farmer, 

vice-president of strategic 

marketing at CreditCards

.com. Scammers posing as 

representatives from a busi-

ness or government agency 

may attempt to contact you. 

If you’re not sure that a mes-

sage is legitimate, don’t click 

on any links that it contains 

or provide any personal in-

formation that it requests. 

Look up the institution’s 

phone number and call to 

verify that it contacted you. 

Should I worry about my identity 

being stolen? If a retailer offers 

free credit monitoring, it 

wouldn’t hurt to sign up. You 
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your bank or credit card 

account. Log in daily for the 

first couple of months to 

check for suspicious activity, 

suggests Beverly Harzog, 

a credit card expert and 

author of Confessions of a 

Credit Junkie. After that, 

try to check in about once 

a week. A weekly check-in 

is a good habit to maintain 

for all of your bank and 

credit accounts, regardless 

of whether you think they’ve 

been compromised.

Could I be scammed in other 

ways? If a data breach ex-

tends to customer names, 

phone numbers, and e-mail 

and mailing addresses, 

you could be vulnerable 

to phishing scams—fake 

messages designed to pry 

even more personal infor-

mation from you. Fraudsters 

HIGHLY PUBLICIZED SECURITY 

breaches at retailers Target 

and Neiman Marcus have 

left consumers looking for 

guidance on how to guard 

their financial information. 

We have answers to your 

questions about what to do 

in the event of a data breach.

Should I request a new card?

Asking your bank or credit 

card issuer to send you a 

new card with a new num-

ber is the best way to nip 

potential theft in the bud. 

And it’s an especially good 

idea if you suspect that your 

debit card data has been sto-

len, given that a debit card 

provides direct access to 

your bank account—and 

that its legal protections are 

less robust than those of a 

credit card. Victims of credit 

card fraud are legally respon-

sible for up to $50. With 

debit cards, your liability 

could be unlimited. As soon 

as you get your new card, 

notify any services—say, 

your electric utility or cable 

company—that charge auto-

matic bill payments to the 

card so that you aren’t hit 

with fees for missed pay-

ments. If you do incur any 

fees, explain the situation 

to the company and ask to 

have them waived. 

What if I decide not to get a new 

card? Keep close tabs on 

How to Combat Data Theft
We tell you how you could be affected and give you the tools to protect 

your credit and financial information. BY LISA GERSTNER

can also check your credit 

reports from the three major 

bureaus—Equifax, Experian 

and Trans Union—free once 

a year at www.annualcredit

report.com.

I’m still nervous about ID 

theft. What else can I do? 

You could place a freeze 

on your credit reports as 

a pre ventive measure, says 

Adam Levin, chairman and 

co-founder of Identity Theft 

911. Lenders won’t be able 

to offer new credit in your 

name without your permis-

sion. You’ll have to request 

the freeze separately with 

each of the three credit 

agencies. Keep in mind that 

a credit freeze could cause 

delays if you expect to shop 

for new credit. A less drastic 

action is to place a fraud 

alert on your reports, which 

requires lenders to take 

extra precautions to verify 

your identity before grant-

ing new credit. An initial 

fraud alert lasts 90 days, 

and you’ll get a free copy 

of your credit report from 

each of the bureaus. If 

you set up an alert with 

one bureau, it will notify 

the other two. ■

CREDIT » 
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YOU HAVE SEVERAL OPTIONS 

if you’re already saving the 

maximum in your retire-

ment accounts, or if you 

earn too much to contribute 

the maximum. In 2014, 

most employees can stash 

up to $17,500 in their 401(k), 

403(b), federal Thrift Sav-

ings and most 457 plans. 

You can also contribute up 

to $5,500 to a traditional 

or Roth IRA. If you’re 50 or 

older, you can make “catch 

up” contributions of up to 

$5,500 to an employer re-

tirement plan and $1,000 

to an IRA. 

But employers are re-

quired to limit contribu-

tions by highly compensated 

employees if an insufficient 

number of lower-paid em-

ployees participate in the 

plan. (For 2014, you’re a 

highly compensated em-

ployee if you earn $115,000 

or more.) And you can’t con-

tribute to a Roth IRA if you 

earn more than $129,000 in 

2014 ($191,000 for married 

couples filing jointly), al-

though there’s no income 

limit if you make after-tax 

contributions to a tradi-

tional IRA and convert it 

to a Roth. 

Taxable accounts. Investing 

some of your savings in a 

taxable account is an espe-

cially good idea if you’re 

saving for both retirement 

and college. If you come up 

short while your child is 

in college,  you can tap your 

taxable account without 

paying income taxes and 

early-withdrawal penalties.

Taxes on these accounts 

aren’t deferred, but most 

investors pay just 15% on 

long-term capital gains and 

qualified dividends; inves-

tors in the 10% and 15% tax 

brackets pay 0%. Meanwhile, 

withdrawals from your tax-

deferred accounts will be 

taxed at your ordinary in-

come rate, which currently 

ranges from 10% to 39.6%. 

To keep taxes in check, 

select tax-efficient invest-

ments for this account, such 

as tax-free municipal bonds, 

as well as stock index funds 

and other investments that 

qualify for long-term capital-

gains rates, says Michael 

Kitces, a certified financial 

planner for Pinnacle Advi-

sory Group, in Columbia, Md.

SEP IRAs. If you have self-

employment income from 

your own business or from 

freelancing, consulting or 

similar part-time work, 

these IRAs offer a way to put 

a lot of money away for re-

tirement and cut your taxes, 

too. You can contribute up 

to 20% of your self-employ-

ment income (your business 

income minus half of your 

self-employment tax), up to 

a maximum of $52,000 in 

2014. Contributions are tax-

deductible and grow tax-

deferred until retirement.

Variable annuities. Contribu-

tions to these accounts 

usually aren’t deductible, 

but investment gains grow 

tax-deferred until you take 

withdrawals. 

In the past, the products 

were often encumbered by 

high fees that crippled in-

vestment returns. Now, 

though, a new generation of 

variable annuities features 

low fees and modest or no 

surrender charges. Inves-

tors can purchase annuities 

directly from Vanguard 

Group and Fidelity Invest-

ments without paying a 

commission.

Still, for most people, 

says Kitces, the expenses of 

variable annuities, even the 

low-cost versions, usually 

outweigh the benefits of tax 

deferral. Variable annuities 

are most appropriate for 

high-bracket taxpayers 

with income of at least 

$250,000 because they 

stand to benefit the most 

from compounded tax-

deferred earnings. 

Variable annuities also 

look more attractive now 

that high-income investors 

are nicked by a new 3.8% 

surtax on investment in-

come, and those in the top 

tax bracket will pay a higher 

rate on capital gains and 

dividends, too (see “35 

Tax Breaks to Save You 

a Bundle,” on page 46). 

SANDRA BLOCK

“Where should I save after I’ve maxed out 
my 401(k) plan and Roth IRA?”

GAME PLAN?
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Walk While You Work
A treadmill desk can help take the drudgery out of the daily grind. BY SUSANNAH SNIDER

WE NEED TO DELIVER SOME B AD NEWS. 

Are you sitting down? 

Actually, that’s the problem. Studies 

link sitting all day on your posterior—

the way you likely work every day—to 

numerous ailments, including cardio-

vascular disease, deep-vein throm-

bosis, diabetes, back pain and obesity. 

But what’s the alternative when 

e-mails, calls and meetings keep your 

nose to the grindstone and your rear 

in a chair?

Enter the treadmill desk. With a 

treadmill on the floor and a raised 

desk, seated tasks such as reading, 

typing and making phone calls be-

come walking tasks. You avoid the 

health hazards of too much sitting 

while doubling, or even tripling, the 

number of calories you burn.

“I feel better, have more energy, get 

more done at work and avoid the after-

noon slump,” says Nikki Raedeke, a 

treadmill-desk user who is director 

of the dietetics 

program at the 

University of Mis-

souri. She has also 

lost 20 pounds 

since getting the 

machine.

When I tried 

out a few tread-

mill desks, my 

perfect speed 

was 1.5 miles per 

hour. At that rate, 

I could type with-

out errors and 

read without 

dizziness. The 

exertion left me 

feeling flushed—

it’s a good idea to 

keep a water bot-

tle on hand—but 

not sweaty or 

exhausted. My 

handwriting was 

legible but didn’t 

always land be-

tween the lines on 

my reporter’s 

notebook. 

The most sur-

prising discovery 

was how effortlessly the miles floated 

by. After a few phone conversations 

and some reading one morning, I’d 

logged a half-mile and burned 50 

calories. Some treadmill-desk users 

can glide through six or seven miles 

before heading home for dinner. 

Will your boss go along? Not all employers 

will agree to allocate the funds for 

such an unconventional way of work-

ing. And in a cubicle-intensive envi-

ronment, space is an issue.

It’s easier if you have your own of-

fice, and even easier if you bring your 

own equipment. When Chase Poffen-

berger, an executive vice-president 

of a travel company, wanted to install 

a treadmill desk in her office, she 

got the blessing of her business part-

ners and paid for the setup herself. 

She bought the TrekDesk, a $497 

U-shaped steel workspace, which rests 

on top of an Exerpeutic treadmill she 

picked up for a couple hundred dollars 

at Target. The setup is functional, al-

though it takes up quite a bit of space 

in her midsize office.

“I’d suggest buying a shared tread-

mill desk and see how many staff use 

it,” says Poffenberger. A model that’s 

built to stand up to the demands of 

the workplace costs between $1,500 

and $5,000.

It couldn’t hurt to stress the benefits 

to your employer. (You’ll find links to 

dozens of articles touting the health 

care savings at www.trekdesk.com/

costfinancial.) Plus, there may be 

perks that come from making your 

workplace healthier and fitter, includ-

ing decreased absenteeism and 

increased productivity.

Got a home office? Using a home- C
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■ YOU CAN COMBINE 

THE TREKDESK WITH 

AN INEXPENSIVE 

TREADMILL.   
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gym treadmill with a separate desk is 

a good way to test-drive the treadmill-

desk work style. But if you decide to 

buy in for the long haul, you’re better 

off with a dedicated model. Regular 

treadmills are built for shorter bursts 

of activity, while office treadmills are 

designed for the long, slow grind. 

One relatively affordable option 

is LifeSpan’s TR1200-DT5 treadmill 

desk, which costs $1,500 for the whole 

package. The rectangular desktop 

and handrail-free treadmill look sleek 

and professional. The console displays 

on the inside of the desk show time, 

distance, calories and steps taken. 

That means no reaching over your 

computer to check your mileage or 

adjust the speed. 

You’ll save money if you supply your 

own desk, perhaps modifying one you 

already have. For example, the Life-

Span TR800-DT3 treadmill, which 

is designed for three hours of use per 

day, comes without a desk and retails 

for $800. It has an easy-to-see display 

console that sits on your desktop.

Standing desks. Poffenberger’s treadmill 

desk has inspired her space-deprived, 

cubicle-bound co-workers to start 

using standing desks. Standing desks 

help combat the health hazards of 

sitting for less than the investment in 

a treadmill desk. Poffenberger’s com-

pany pays for workstation modifica-

tions, such as raised keyboard trays 

and adjustable monitor mounts, that 

can be used with a standing desk.

There are dozens of options, from 

the non-height-adjustable Altra Bobbi 

Standing Craft Desk ($130 at Staples) 

to Steelcase’s $1,400 Airtouch desk, 

which goes from sitting to standing 

height in one second. The hands-down 

cheapest option is rigging up your 

own. Search “DIY standing desk” 

online and on YouTube for tutorials 

using everything from Ikea parts to 

PVC piping and furniture crates. 

An anti-fatigue mat to accompany 

a standing desk will help keep your 

feet and legs feeling fresh. They sell 

for as little as $20 at Home Depot. ■

NAVIGATING BETWEEN PERSONAL AND 

professional posts on social media can be 

like walking through an etiquette mine-

field. Whether you’re tweeting in 140 char-

acters or posting family vacation photos to 

Facebook, it’s tough to know which topics 

are off-limits. “The problem with social 

media is that it’s relatively new,” says 

etiquette consultant Jay Remer. “Using 

it properly hasn’t really caught on yet.” 

Should I even bother? Your gut reaction 

may be to abstain from social media and 

avoid the issue, but that’s not always 

smart. Social media is a useful tool. It can 

promote your business and personal brand, 

and it can help you network. If you’re not 

on Facebook, LinkedIn or Twitter, it may 

appear that you’re out of touch to a client 

or recruiter searching your name online.

The nuts and bolts of all these platforms 

are similar—you publish links, photos and 

comments—but the expectations are dif-

ferent. A LinkedIn account is for your pro-

fessional life. Facebook and Twitter give 

you more wiggle room, with the tone of 

your posts and bio helping to define them 

as professional or personal. Remember 

that objective before each post to keep 

your profile on-topic and appropriate. If 

your feed is for personal purposes—keeping 

in touch with family and friends—then 

tighten your privacy settings. But private or 

not, remember that posts and photos can 

leak, so err on the conservative side. 

Can I connect with the boss? Yes, depend-

ing on the platform. For example, LinkedIn 

is almost always appropriate because the 

site is for professional contacts. Following 

a professional page on Facebook is fine 

(you’ll recognize a professional profile by 

its “likes” or “followers”). But don’t “friend” 

a boss or subordinate.

Twitter falls somewhere in between, 

because professionals may use it for net-

working or posting work-related links and 

comments. Take a cue from the kind of 

content a co-worker posts. And if you don’t 

feel comfortable accepting a “friend” or 

“follow” request from a co-worker, you 

don’t have to accept it.

Can I post personal updates on my pro-

fessional account? You should—with a few 

caveats. A steady stream of professional 

posts can be boring and robotic. An occa-

sional personal status update spices up 

and humanizes your feed. The trick is 

to draw the line between sharing 

and oversharing. Choose a topic 

or two—say, biking and music—

and restrict lifestyle posts to 

those subjects. Your follow-

ers will know what kinds 

of personal updates to 

expect from you without 

feeling overwhelmed 

by intimate details.
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How do you balance work and play in your social-media posts?
BY SUSANNAH SNIDER
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Better Alternatives to MyRA

The MyRA plan is aimed at people who 

haven’t started saving for retirement. The 

Treasury Department will begin a pilot 

program in late 2014 with a few employers 

and hopes to expand it to more companies. 

But if you have any tolerance at all for risk, 

you can do better on your own—even if you 

don’t have much money.

If your employer offers a MyRA, you’ll be 

able to open an account with as little as $25 

and contribute as little as $5 every payday 

through payroll deductions (there is no em-

ployer match). There are no fees and only 

one investment choice: The money will 

earn interest at the same rate as the Gov-

ernment Securities Investment Fund in the 

federal employees’ Thrift Savings Plan. 

(The G Fund had annual returns between 

1.47% and 2.97% over the past five years.) 

The MyRA is a Roth IRA in a different 

wrapper, and it’s subject to the same rules. 

You can invest up to $5,500 per year (or 

$6,500 if you’re 50 or older), withdraw the 

contributions without taxes or penalties 

at any age, and tap the earnings tax-free if 

you’re 59½ or older and have had a Roth for 

at least five years. To qualify in 2014, your 

income must be below $191,000 if married 

filing jointly or $129,000 if single.

The MyRA is designed to be a starter 

account: When your balance hits $15,000—

or after 30 years—you must roll it into a 

regular Roth IRA with a financial institu-

tion (something you can do at any time). 

You can also keep it as a MyRA with a new 

employer when you switch jobs.

With more than half the civilian labor 

force lacking a work-based retirement plan, 

anything that focuses on the issue “is a 

good proposal,” says Alicia Munnell, direc-

tor of the Center for Retirement Research 

CAN YOU PROVIDE DETAILS 
about the MyRA retirement-savings 
plan the President recently intro-
duced? Should I invest in one?

E.L., Pittsburgh

at Boston College. “Using the payroll 

system and keeping people’s investments 

safe is clever,” she says. 

But the accounts are not a good long-

term solution, says Catherine Censullo, 

a CPA and personal financial specialist in 

North White Plains, N.Y., because the low 

return probably won’t keep up with inflation. 

The MyRA may appeal to people who are 

about to retire and who want a better rate 

of return than a CD, access to their money 

and principal protection on a portion of 

their portfolio, says Norman Stein, a Drexel 

University law professor who specializes in 

pension law and employee benefits. 

Better alternatives. You have plenty of other 

ways to save for retirement, with more 

investing choices, even if you don’t have a 

401(k) at work. For example, as long as you 

or your spouse earned some income during 

the year, you can open an IRA. 

Several IRA administrators have low 

investment minimums, charge no annual 

fees and offer a wide range of mutual 

funds. (TD Ameritrade has no investment 

minimum or annual IRA fees.) You can 

have your contributions deducted automat-

ically from your bank account every month. 

Consider a target-date fund, which gives 

you a simple way to match your investments 

to your retirement time frame: It starts out 

with more money invested in stock funds 

when retirement is years away and auto-

matically shifts more money to bond funds 

and cash as you near retirement. 

Lower-income savers may also qualify 

for the Retirement Saver’s tax credit, which 

can reduce their tax bill by up to $1,000 (or 

$2,000 for married couples) if they contrib-

ute to an IRA (including a MyRA), 401(k) or 

other retirement-savings plan. To qualify 

in 2014, your adjusted gross income must 

be less than $60,000 for married couples 

filing jointly, $45,000 for heads of house-

hold and $30,000 for singles. ■ 

KIMBERLY LANKFORD > Ask Kim

GOT A QUESTION? ASK KIM AT KIPLINGER.COM/ASKKIM. KIMBERLY 
LANKFORD ANSWERS MORE QUESTIONS EACH WEEK ON KIPLINGER.COM.

“If you have 
any tolerance 
at all for risk, 
you can do 
better on your 
own—even if 
you don’t 
have much 
money.”
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for MasterCard. If EMV 

technology had been in 

place, say, at Target, thieves 

might have cracked its sys-

tem, but the impact would 

have been minimized.

Some U.S. card issuers, 

including Bank of America, 

Chase and Citibank, have 

introduced cards with both 

magnetic stripes and chips. 

But cardholders won’t bene-

fit from the enhanced secu-

rity unless the terminals 

where they use the cards 

are equipped for EMV 

transactions, Balfany says. 

And few U.S. banks and mer-

chants have adopted EMV.

American Express, Dis-

cover, MasterCard and Visa 

have devised a plan to en-

courage widespread use of 

EMV. Starting in October 

2015, liability for certain 

fraudulent transactions that 

EMV could have prevented 

will be the responsibility 

of any party that hasn’t 

adopted the EMV standard. 

That puts the onus on issu-

ers to distribute chip cards 

to customers and on mer-

chants to be ready to accept 

them. However, cardholders 

who have not received chip 

cards will not be penalized. 

LISA GERSTNER

AS THE FUROR OVER RECENT 

security breaches at Target 

and other retailers subsides, 

the benefits of EMV credit 

and debit cards have been 

getting a lot of attention. 

EMV cards, which contain 

a chip rather than a mag-

netic stripe, are used in 

many countries—and fraud 

related to counterfeit activ-

ity has declined dramati-

cally in those markets. 

While the information 

contained on magnetic-

stripe cards remains static, 

the data for each EMV 

transaction is encrypted 

and unique. That makes 

producing counterfeit cards 

difficult. “Even if fraudsters 

were to intercept a transac-

tion, creating a legitimate 

transaction with the infor-

mation would be nearly 

impossible,” says Carolyn 

Balfany, senior vice-presi-

dent of product delivery 

Why Chip Cards 
Are a Safer Bet

RATE 
UPDATES
For the latest savings yields 

and loan rates, visit kiplinger

.com/fi nances/yields.
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SOURCES FOR TREASURIES: 
Bloomberg, U.S. Treasury.

YIELD BENCHMARKS Yield
 Month-

ago
 Year-
ago

U.S. series EE savings bonds* 0.10% 0.10% 0.20%

U.S. series I savings bonds 1.38 1.38 1.76

Six-month Treasury bills 0.06 0.10 0.11

Five-year Treasury notes 1.49 1.73 0.85

Ten-year Treasury notes 2.67 3.01 2.00
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PenFed Credit Union (Va.)# 1.16% $1,000 penfed.org

AloStar Bank of Commerce (Ala.)† 1.10 1,000 alostarbank.com

CIT Bank (N.J.)† 1.05 25,000 bankoncit.com

GE Capital Retail Bank (N.J.)† 1.05 25,000 myoptimizerplus.com

NATIONAL AVERAGE 0.22%

TOP-YIELDING CERTIFICATES OF DEPOSIT

Annual 
yield as 
of Feb. 3

Min.
amount

Web site 
(www.)1-Year

Barclays Bank (Del.)† 2.15% none banking.barclaysus.com

iGOBanking.com (N.Y.)† 2.15 $1,000 igobanking.com

EverBank (Fla.)† 2.12 1,500 everbank.com

State Farm Bank (Ill.)† 2.05 500 statefarm.com/bank

NATIONAL AVERAGE 0.79%

Annual 
yield as 
of Feb. 3

Min.
amount

Web site 
(www.)5-Year

TOP-YIELDING MONEY MARKET ACCOUNTS

Alpine Municipal MMF (AMUXX)* 0.02% 0.03%/0.03% $2,500 alpinefunds.com

Invesco Tax-Ex Inv (TEIXX)* 0.02 0.03/0.03 1,000 invesco.com

PNC Tax-Ex MMF A (PXAXX)* 0.02 0.03/0.03 1,000 pncfunds.com

American Cent T-F Inv (BNTXX)* 0.01 0.01/0.02 2,500 americancentury.com

NATIONAL AVERAGE 0.01% 0.01%/0.02%  

30-day 
yield as 

of Jan. 27

Tax. eq. yield 
25%/39.6% 

bracket
Web site
(www.)Tax-Free Funds

Min.
 invest-
ment

*Fund is waiving all or a portion of its expenses.  #Deposit accounts include money market deposit accounts and 
high-yield savings accounts.  †Internet only.  §Similar yields are available at CIT Bank, Palladian Private Bank, 
Sallie Mae Bank and Union Federal Savings Bank.   SOURCES: Bankrate.com; Money Fund Report, iMoneyNet Inc. 
(508-616-6600; www.imoneynet.com).

Annual 
yield as 
of Feb. 3

Min.
amount

Web site
(www.)Deposit Accounts#

First Trade Union Bank (Mass.) 1.00% $2,500 ftub.com

Barclays Bank (Del.)†§ 0.90 none banking.barclaysus.com

GE Capital Bank (Ill.)†§ 0.90 none gecapitalbank.com

GE Capital Retail Bank (N.J.)†§ 0.90 none myoptimizerplus.com

NATIONAL AVERAGE 0.12%

Meeder Money Market Retail (FFMXX)* 0.07% $2,500 meederfinancial.com

PNC Money Market Fund A (PEAXX)* 0.04 1,000 pncfunds.com

Davis Govt MMF A (RPGXX)* 0.03 1,000 davisfunds.com

Direxion US Govt MMF A (DXMXX)* 0.02 25,000 direxionfunds.com

NATIONAL AVERAGE 0.01%

30-day 
yield as 

of Jan. 28

Min.
invest-
mentTaxable Funds

Web site
(www.)

First Command Bank (P) 6.25% none $25† firstcommandbank.com

Lake Michigan Credit Union (P) 6.25 none# 25† lmcu.org

Simmons First Bank Visa (P) 7.25 none 25† simmonsfirst.com

LOW-RATE CREDIT CARDS

Issuer

Rate
as of

Jan. 31*
Annual

fee
Late
fee

Web site
(www.)

RETAIL REBATE CREDIT CARDS

Kroger 1-2-3 Rewards Visa 13.99% none   2% /̂1% 123rewardscard.com

Amazon.com Rewards Visa 14.24 none 3/1‡ amazon.com/rewards

Costco True Earnings Card 15.24 none§ 1/1& americanexpress.com

Issuer

Rate
as of

Feb. 4*
Annual

fee

Rebate 
earned 

Store/Other
Web site
(www.)

Rates are adjustable.  *If you do not qualify for this interest rate, the issuer will offer a higher-rate card.  (P) Platinum 
card.  †$35 if late more than once in 6 months.  #Must be a credit union member.  ^3 points per $1 for Kroger company 
brands.  ‡2 points at gas stations, restaurants, offi ce supply stores and drugstores; 1 point on all other purchases.  
§Must be a Costco member.  &3% on gas (up to $4,000 annually; 1% thereafter); 2% on restaurants and travel; 1% on all 
other purchases.   SOURCE: Bankrate.com.  Banks may offer lower introductory rates.
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■ MIKE AND PATTY 
DENEVI, OF LOS 
GATOS, CAL., TRADED 
DOWN TO A NEARBY 
CONDO.   
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Moving to smaller 

digs frees you from 

the cost and time 

commitment of a 

house you no 

longer need.  

BY PATRICIA MERTZ 

ESSWEIN

The 
Upside of

PHOTOGRAPHS BY KYLE PIERCE
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(CCRC). After Michael Santella, 

63, retired from Oak Ridge National 

Laboratory, he and his wife, Peggy, 

62, visited Sun City Mesquite, an ac-

tive-adult community developed by 

Del Webb 80 miles from Las Vegas. 

The Santellas, who lived in Knoxville, 

Tenn., were avid travelers who loved 

Las Vegas and visited it a couple of 

times a year. They signed a contract 

to build a home in Sun City Mesquite, 

contingent on the sale of their home in 

Knoxville. It sold for $385,000 in Oc-

tober 2012, and four months later they 

moved into their new, 2,100-square-

foot home with two bedrooms and two 

bathrooms. They paid $314,000, and 

they also pay about $130 a month in 

homeowners association fees. 

“It’s like living in a resort every day, 

with so many activities,” says Peggy, 

who calls Knoxville “the allergy capi-

tal of the world.” Plus, it’s reassuring 

to know that if one of them is on his 

or her own someday, “the other person 

won’t be left sitting alone,” she says. 

Most a dult communities provide 

prospective buyers with the opportu-

nity to visit for a day or stay over 

a weekend. For example, Sun City 

Mesquite recently offered a “weekend 

pass” with hotel accommodations for 

$99 per couple. 

Unlike active-adult communities 

such as Sun City Mesquite, CCRCs 

provide assisted-living and skilled-

nursing facilities, allowing seniors 

to age in place. Some also offer mem-

ory care. CCRCs are age-restricted 

(you generally must be at least 55 

to buy in). Be sure to check whether 

a spouse or partner can be younger 

than the cut-off age. 

Continuing-care retirement com-

munities have several financing 

●● WHERE TO?

The decision to downsize may come 

in a flash, as it did for the Denevis, 

or it may require lengthy consider-

ation. “Downsizing can and should be 

a fun, memorable time with your friends 

and family,” says Brian Schwatka, a 

real estate agent who leads a popular 

class called “Should I Stay or Should I 

Go?” in Silicon Valley. 

If you research your options, you’re 

less likely to get locked into a situation 

that doesn’t meet your expectations 

and leads to another move, says Skip 

Frenzel, a financial planner in Camp-

bell, Cal. It often pays to find a real 

estate agent who works with seniors, 

such as an agent who has earned the 

Seniors Real Estate Specialist (SRES) 

credential. 

Less space doesn’t necessarily trans-

late into less money. For example, you 

may long to live downtown but find 

that condos are in short supply and 

priced out of your reach. Seattle agent 

Greg Bartell says many homeowners 

sell their homes for, say, $400,000 to 

$500,000 but find that they will have 

to spend at least that much for a condo 

in the city. He suggests that they look 

at newly redeveloped suburban town 

centers that offer urban amenities.

Kay Keesee, an agent in Austin, 

Tex., says downsizing clients often 

want a smaller home but no less lux-

ury. They want a kitchen with a big 

island, granite countertops and stain-

less-steel appliances, and a master 

suite on the first floor. In newer but 

smaller homes with those features, 

the trade-off may be smaller second-

ary bedrooms and less storage.

You may find the lifestyle you want 

in an active-adult community or a con-

tinuing-care retirement community 

that we spent all our time in our 

home’s kitchen and bedroom. We 

didn’t really need this house anymore. 

What were we doing here?” says 

Mike. “We thought, Wouldn’t it be 

fun to live near downtown?”

The Denevis listed their 2,056-

square-foot home with four bedrooms 

and three bathrooms for just over 

$1 million in early 2011. (The Bay Area 

is the most expensive housing market 

in the U.S.) While they waited for their 

home to sell, they shopped for their 

next one. They found a 1,563-square-

foot condo with two bedrooms and 

two baths on a single level that backs 

up to the high school soccer field. The 

Denevis paid $669,000 in cash after 

they sold their home for $950,000. 

They pay $680 a month in condo fees.

The Denevis are closer to their 

church and to restaurants and enter-

tainment. The single level is a boon 

for Patty, who has arthritis. Mike, 

who works in commercial real estate, 

has a short commute—on foot—to his 

gig coaching high school baseball and 

his senior baseball league.

As the Denevis found, downsizing 

frees you from the cost and time com-

mitment of maintaining a home that’s 

simply too large. It allows you to un-

lock your home equity, buy a new place 

and maybe even retire your mortgage. 

After the real estate bust, many 

homeowners delayed the decision to 

downsize until their home regained 

at least some of its market value. Many 

more owners are ready to sell now. 

But clearing out and selling a home, 

buying a new one and relocating—

whether across the street, downtown, 

out of town or across the country—

is a major transition that takes careful 

planning.

IT CAN HAPPEN WHEN THE KIDS LEAVE HOME OR RETIREMENT LOOMS OR YOUR FIRST 

grandchild is born hundreds of miles away. You start to think about leaving a house 

that’s now too big for you and downsizing to a smaller house or condo or a retire-

ment community. // After launching three sons from their home of 23 years, Mike 

and Patty Denevi, both 61, of Los Gatos, Cal., shared an epiphany. “We realized 
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setups. With a fee-for-service arrange-

ment, you pay less upfront (or nothing 

beyond monthly rent) and cover care 

out of pocket if you need it. Some fee-

for-service communities require you 

to buy long-term-care insurance to 

cover your bases. 

Contracts that in-

clude unlimited, 

lifetime care in 

the upfront fee—

essentially a form 

of long-term-care 

insurance—re-

quire the biggest 

deposits, along 

with monthly 

fees. A modified-

care agreement 

requires a smaller 

entrance fee but 

limits care to a 

specified number 

of days a month, 

after which resi-

dents must pay 

more. But you 

generally have to 

meet financial re-

quirements and be 

healthy when you 

arrive. (For more 

information on 

choosing a CCRC, 

see “Risks and Re-

wards of Moving to a CCRC,” 

at Kiplinger.com.)

●● FOLLOW THE GRANDKIDS

Linda Blomquist, 62, and her husband, 

Gary, 65, did a different sort of down-

sizing. They found a house the same 

size as their old one on more land but 

slashed their living costs by leaving 

the pricey Bay Area and moving to 

Whitehouse, Ohio, near Toledo. Why 

Ohio? Family. In January 2012, Linda 

was laid off from her job as an execu-

tive assistant with the city of Fremont 

(Gary was retired due to disability), 

and the Blomquists decided to sell 

their home of almost three decades to 

move near a son’s family.

Real estate agent Brian Schwatka 

helped them create a plan with dead-

lines for purging their stuff, packing 

up and listing their 1,500-square-foot 

home. In Ohio, they found a home 

with three bedrooms and two bath-

rooms, on an acre of land. They paid 

sider renting for a while in your new 

location and leaving your stuff in stor-

age. You’ll have more time to explore 

and find the right place. 

If you find your next home before 

your current one sells and want to 

make an offer without 

a contingency, you’ll 

need an alternative 

source of funds for 

a down payment and 

closing costs. Bridge 

loans are hard to find. 

You may do best by 

tapping an existing 

home-equity line of 

credit, using a margin 

loan against invest-

ments or borrowing 

from your 401(k). 

An IRA can also be 

a source of a very 

short-term “loan.” 

The rollover rules let 

you use IRA funds as 

long as the money is 

back in the account 

within 60 days. Miss 

that deadline and a 

withdrawal from a 

traditional IRA is 

considered a taxable 

distribution, and you’ll 

be penalized if you’re 

younger than 59½. 

Money taken from a Roth may not 

be taxed, but in neither case can the 

money go back into the tax shelter 

after the 60-day window closes. If 

you have a mortgage on your current 

home, figure that you’ll have to make 

two mortgage payments until it sells.

If you sell before you’re ready to 

move and don’t want to move twice, 

negotiate with your buyers for a “lease 

back.” You’ll be allowed to stay in your 

home for, say, 30 to 60 days after clos-

ing the sale.

Mortgage or not? Freeing yourself 

from the ball and chain of a mortgage 

and monthly payments is an exciting 

prospect. But “don’t let emotions 

trump financial logic,” says Paul King, 

$154,000 in cash after their Bay Area 

home sold for $655,000.

The couple have cut their cost of liv-

ing by two-thirds. Linda says that if 

they had stayed in the Bay Area, she 

isn’t sure she could ever have afforded 

to retire. They love the uncongested 

highways, the short lines at the local 

Costco and the “thoughtful and con-

siderate” people, says Linda. And they 

love their new job: providing day care 

for their grandchildren.

●● YOUR SHOPPING STRATEGY

You’ll have the most leverage if you 

make a purchase offer on your next 

home unencumbered by a contingency 

for the sale of your current home. If 

that means you have to sell first, con-

■  PEGGY AND MICHAEL 
SANTELLA BUILT A HOME 

IN SUN CITY MESQUITE, 80 
MILES FROM LAS VEGAS.

  

http://Kiplinger.com
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the fee when figuring how much loan 

you can qualify for. 

Buy with a reverse mortgage? A reverse 

mortgage can be a good option for 

people who want to move to a smaller 

home but who don’t want to sink all 

the proceeds from selling their old 

home into a new one. You can use 

a Home Equity Conversion Mortgage 

for Purchase to buy a new home, roll-

ing the purchase and reverse mort-

gage into one transaction. You must 

be 62 or older to qualify, and you must 

make a down payment of about half of 

the purchase price for a home that will 

be your primary residence.

Say you sell your home for $500,000 

and you want to downsize to a $400,000 

house. If you put down, say, $200,000 

and take a $200,000 reverse mortgage, 

you could bank $300,000. You’ll still 

have to pay for repairs, property taxes 

and homeowners insurance, but no 

mortgage payment. Instead, interest 

on the $200,000 loan accrues, eating 

into the $200,000 of equity created by 

your down payment.  The loan and ac-

crued interest come due when you die, 

sell or move out for 12 months or more. 

Live long enough and the interest 

could wipe out all your equity, but 

your estate will never have to pay back 

more than the house is worth.

Watch out for the capital-gains tax. If 

you’ve lived in your home for a long 

time in a high-cost housing market, 

you could see a chunk of your equity go 

to federal and state capital-gains taxes. 

You can exclude up to $500,000 of 

profit from the sale of your home 

if you’re married filing jointly, or 

$250,000 if you’re single (see “35 Tax 

Breaks to Save You a Bundle,” on page 

46). Your profit is the sale price of your 

home minus selling expenses and its 

tax basis—that is, what you paid for it 

originally plus the cost of any improve-

ments you made. If you think you’ll 

have more than $500,000 in profit, dig 

out your records of home improve-

ments. (See “Tax Planning for Selling 

Your Home,” at Kiplinger.com.) ■

national average rate for a 30-year 

fixed-rate mortgage was 4.3%; a 15-year 

mortgage, 3.4%; and a 5/1 ARM, 3.1%.)

If you haven’t applied for a mortgage 

in years, be prepared to produce heaps 

of documentation of your income and 

assets. However, it’s easier for retirees 

with limited income but substantial 

financial assets to qualify for a mort-

gage than it was a few years ago. 

If you’re buying a condo and you 

need a mortgage, you may have to 

jump through more hoops than if you 

were buying a house. You could be 

liable for special assessments to cover 

improvements or unexpected repairs. 

And because the association of owners 

shares responsibility for the building’s 

exterior and common areas, you’ll pay 

a monthly condo fee. Lenders add in 

a certified financial planner in Camp-

bell, Cal. Paying cash for your next 

home isn’t necessarily your best choice 

if the rate of return you can earn on 

that money by investing it beats the af-

ter-tax cost of a mortgage. “It’s all 

about living a better lifestyle in the 

long run, as long as the risks are rea-

sonable,” says King.

You don’t have to commit to a 30-

year mortgage. You could take out a 

15-year fixed-rate loan, which usually 

has a lower interest rate than a 30-

year mortgage but will carry a higher 

monthly payment. Or you could take 

out a hybrid adjustable-rate mortgage 

(ARM), with an initial fixed-rate pe-

riod of three, five, seven or ten years, 

and pay it off before the first interest-

rate adjustment. (In late January, the 

ARE YOUR ATTIC, BASEMENT, GARAGE, SHED, DRAWERS, CUPBOARDS AND CLOSETS 

chock-full of stuff? Deciding what to keep or chuck can seem overwhelming, but you really 

don’t want to pay to move or store everything that won’t fit in your new place.

Get organized. SStart with the least-used areas of your home, such as the attic or base-

ment, or places such as the garage or garden shed that you’ll no longer have if, say, you 

move to a condo. Or you could begin with items that have the greatest sentimental value 

or those you don’t care a whit about. Gather similar things together. That way you can see 

how much you really have, says Jennifer Lava, a professional organizer in Austin, Tex.

Set up shop. KKay Keesee, a real estate agent in Austin, suggests that you set up a table in 

your garage and lay out all the stuff from a single room. You can look at everything, identify 

what you want, invite family and friends to browse, and get rid of any leftovers.

Avoid guilt. DDo you have inherited items you think you must keep? Your loved one would 

probably be okay if you jettisoned an item that isn’t enhancing your life in some way, 

right? By the same token, don’t force loved ones to take things that are meaningful to 

you but aren’t to them. If you have items you can’t take with you but want to remember, 

take photos.

Create a floor plan. GGet a floor plan or measure rooms in your new home so you can ddecide 

which pieces of furniture will fit and where. Use brown paper or newspaper to create ppat-

terns of your furniture to try out in the new space.

Seek help. YYou can get help with all stages of your transition from a Seniors Real 

Estate SSpecialist (www.seniorsrealestate.com), a professional organizer (www.napo.net) 

or a Senior Move Manager (www.nasmm.org/find-a-senior-move-manager.cfm). These 

experts are often hired by adult children whose parents no longer have the stamina 

required for a move.

You Can’t Take It All With You
* KipTip   

http://Kiplinger.com
http://www.seniorsrealestate.com
http://www.napo.net
http://www.nasmm.org/find-a-senior-move-manager.cfm
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Texting Dick Tracy
Long-awaited smart watches are hitting the 
consumer market. But do these gizmos live up 
to their hype?  BY JEFF BERTOLUCCI

CHESTER GOULD, THE INVEN-

tor of Dick Tracy and his 

iconic two-way wrist radio, 

could not have imagined the 

real thing. Teamed with 

your smart phone, a smart 

watch can display real-time 

fitness data; show phone, 

text and social-media 

messages; and even act as 

a remote control for your 

phone’s music player. And 

it could come in handy any 

time you’d rather keep your 

smart phone tucked away. 

Caveat: So-called wearable 

devices are still rough 

around the edges. But the 

three below are standouts 

in a rapidly evolving genre. 

Wrist-ready style. Slightly 

larger than a conventional 

watch, the Sony Smart-

Watch 2 ($200) has a sleek 

and fashionable aluminum 

case and a silicon or stain-

less-steel wristband. The 

SmartWatch, which syncs 

to your phone, vibrates 

softly when you get a call, 

e-mail or text message (in-

cluding friends’ Facebook 

and Twitter posts). With a 

Bluetooth headset, you can 

use it to make and receive 

phone calls, view a list of 

recent calls, and control 

(play, stop and skip) songs 

on your phone. The 1.6-inch 

LCD screen is easy to read 

in bright sunlight, although 

the colorful 220-by-176-

pixel resolution lacks the 

crispness of current smart-

phone displays. The device 

runs three to four days 

between charges.

The SmartWatch 2 works 

only with smart phones 

TECH » 

running Android 4.0 or 

higher. To pair them, you 

either touch the Smart-

Watch to your phone (if 

it’s NFC-compatible) or use 

Bluetooth to link the devices. 

The SmartWatch comes 

with a few preinstalled 

apps, but you have to go 

to the Google Play store to 

download the really useful 

stuff. We found some of 

the apps a bit glitchy, and 

the user experience was 

far from seamless.

Long-distance runner. The 

Magellan Echo ($150) is less 

ambitious than the Sony 

SmartWatch. It connects 

with your smart phone, but 

you cannot send and receive 

calls. But what the Echo 

does, it does well: display 

real-time feedback from 

sports apps, such as Map-

MyRun, Strava and Wahoo 

Fitness, running on your 

Apple iOS device. (Android 

support is “coming soon,” 

Magellan says.) The Echo 

has a decidedly athletic 

look, and it can run for 

months on a single inexpen-

sive lithium battery. But 

miserly energy consump-

tion involves trade-offs. 

The Echo’s 1-inch, 128-by-

128-pixel display is reason-

ably easy to read, but it’s 

small and drab. Just to be 

clear: You’ll need to bring 

along your iPhone, too, 

which could prove cumber-

some for runners. 

Versatile switch hitter. Of the 

three watches in this re-

view, we’d choose the up-

start Pebble ($150), whose 

development was funded by 

a Kickstarter campaign. It 

is more versatile than the 

fitness-oriented Echo, and 

unlike the Android-only 

SmartWatch 2, it works 

with either Android or 

iOS—plus it costs less. Like 

the SmartWatch, the Pebble 

syncs via Bluetooth to your 

phone or headset to make 

calls, and runs a few bare-

bones apps that let you dis-

play phone-call, text and 

social-media notifications. 

It also shows real-time data 

from fitness apps, and it lets 

you manage songs playing 

on your phone. 

The Pebble has a slim, 

polycarbonate case. (A more 

rugged version, the Pebble 

Steel, is sheathed in stain-

less steel and costs $250.) 

It runs five to seven days 

between charges, a little 

longer than the SmartWatch. 

Its 1.26-inch, 144-by-168-

pixel display is reasonably 

sharp. The Pebble’s stable 

of popular apps is growing, 

with Yelp, Foursquare, ESPN 

and Pandora expected to 

release Pebble-specific ver-

sions soon. ■

■ THE SONY 

SMARTWATCH 2 

PAIRS WITH AN 

ANDROID PHONE.

■ THE PEBBLE OFFERS 

HUNDREDS OF WATCH 

FACES.TK
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Avoid Showroom Showdowns

 W  
hen it comes to car shopping, 

most of us dread the showdown 

in the showroom, where you’re 

forced to dicker with a salesper-

son who seems to hold all the cards. It’s 

not that you want to deny the dealer a fair 

profit; you just want assurance that you got 

a fair deal. If you hate to haggle, you’re a 

prime candidate for a car-buying service. 

Get matched with a dealer. Two of the biggest 

names in car research offer free buying 

services, but their prices aren’t going to be 

rock-bottom. For one thing, all offers are 

presented relative to sticker price, which 

makes it harder to know how much profit 

the dealer makes. Savvy buyers compare 

offers to invoice prices because they don’t 

include the dealer’s markup. 

EDMUNDS.COM, known for its car reviews 

and pricing advice, debuted Price Promise 

last year. Edmunds acts as a middleman: 

Dealers offer you a no-haggle price, but it’s 

up to you to sort through the offers to pick 

the best one. Click on Price Promise at the 

top of the home page, then enter the make 

and model of the car and your zip code. 

You’ll see the number of Price Promise 

offers in your area, and you’ll be able to 

customize your car and find matching 

vehicles from dealers near you. To see the 

price and get a certificate to print out and 

take to the dealer, you enter your name, 

phone number and e-mail address. (To see 

an invoice price, you’ll have to go to the 

main page for each car on Edmunds’s site 

and use the drop-down menu to select the 

trim level you want.) Each offer is tied to a 

specific vehicle and its exact equipment, so 

dealers won’t do a bait-and-switch if they 

don’t have the car you chose.

TRUECAR (www.truecar.com) has a similar 

setup. Click a make and model on the home 

page and you’ll see the sticker price, aver-

age price paid and (in most states) the in-

voice price—as well as the target price for 

one trim level (change trims in the “style” 

box at the top of the page). Click the “next” 

button to see prices from three dealers in 

your area. The dealers aren’t identified; 

you have to enter your name, phone num-

ber and address to get to the dealer names 

and certificates with savings guarantees. 

With TrueCar, the guarantee isn’t tied 

to a specific vehicle in inventory, so a dealer 

might not have the exact car you’re looking 

for. But the certificate guarantees the savings 

off sticker price you were promised on any 

model in stock in the trim you selected. (True-

Car also powers the car-buying programs for 

USAA, AAA, American Express, Consumer 

Reports, Capital One and Geico, among oth-

ers, which may offer additional perks.)

Members only.  Big-box retailer COSTCO is more 

than just 25-pound bags of pretzels. Its 

vehicle-buying program covers cars, boats, 

motorcycles and RVs. Costco doesn’t show 

prices online, though. You start the process 

by selecting the model you want at www

.costcoauto.com and sending your info to 

the dealer that works with your local ware-

house (each brand gets only one affiliated 

dealer). The benefit of that exclusivity is 

lower prices: Costco claims an average sav-

ings of $1,000 off the average transaction 

price, as measured by third-party sites such 

as Edmunds and Kelley Blue Book.

Hire the pros. The best way to guarantee 

savings is to hire professional negotiators. 

CARBARGAINS (www.carbargains.org), the 

buying service of the nonprofit Consumers’ 

Checkbook organization, charges $250 to 

shop for your vehicle at five or more local 

dealers. You get a report with all the prices 

Car Bargains has locked in (typically at or 

below invoice), and you decide where to 

buy. The key to its success is introducing 

competition among the dealers it works 

with. And each bid, including options, 

is reported relative to invoice price. ■

JESSICA ANDERSON > Drive Time

ASK JESSICA A QUESTION AT JANDERSON@KIPLINGER.COM, OR 
FOLLOW HER ON FACEBOOK OR TWITTER AT JANDERSONDRIVES.

“CarBargains 
shops for your 
vehicle at five 
local dealers. 
The key to 
its success is 
introducing 
competition 
among the 
dealers.”

LIVING»

  

http://www.truecar.com
http://www.costcoauto.com
http://www.costcoauto.com
http://www.carbargains.org
mailto:JANDERSON@KIPLINGER.COM
http://EDMUNDS.COM
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last year that its 4G LTE 

data network was strug-

gling to keep up with de-

mand. Your best bet is to 

ask other people in your 

area how satisfied they 

are with their service. You 

can also look up your city 

at www.rootmetrics.com/

check-coverage to see a map 

showing how well various 

carriers perform. 

6. Plot your strategy. Though 

picking through the stream 

of new wireless offers can 

be tricky, “it’s a great time 

to be a consumer,” says 

Maggie Reardon, author of 

CNET.com’s “Ask Maggie” 

column. Run the numbers 

to see whether a plan that 

interests you will save you 

money, and keep an eye out 

for promotional deals. Also 

check whether you can get 

discounts at certain carriers 

based on your employer. ■

4. Outfit yourself with the latest 

gear. Popular smart phones, 

such as the iPhone and 

Samsung Galaxy devices, 

are available through all 

the major carriers now, 

says Logan Abbott, presi-

dent of MyRatePlan.com. 

Or you may choose to bring 

your own phone, such as a 

device you purchased from 

the carrier in the past or 

one you bought from a third 

party. But your phone has 

to be compatible with the 

carrier’s network. Check 

the carrier’s Web site or call 

the customer-service line 

to make sure the phone you 

want to use will work.

5. Don’t forget about coverage. 

Grabbing a great deal on a 

phone plan probably won’t 

be worthwhile if your voice 

and data service is weak. 

Even Verizon, known for its 

superior coverage, admitted 

signing up for AT&T’s early-

upgrade program or acti-

vating your own compatible 

device. Paying in full for a 

phone could be a good deal 

even without a cash credit, 

as long as plan rates drop by 

the same amount as or more 

than the increased phone 

cost, says Phil Goldstein, 

editor of industry news-

letter FierceWireless. 

3. Know the cost of freedom. 

T-Mobile has eliminated 

contracts and phone subsi-

dies and lowered prices on 

its service plans. AT&T has 

introduced Mobile Share 

Value: no-contract plans 

that run $15 less per month 

per phone than contract 

plans for customers who 

bring their own devices or 

pay in full to buy new ones. 

Plus, AT&T, T-Mobile and 

Verizon are all touting spe-

cial no-contract plans that 

allow frequent phone up-

grades and spread payments 

on a phone over a designated 

number of months. Such 

plans may appeal to people 

who crave the latest devices, 

but they can be costly. 

1. The battle has begun. In Jan-

uary, AT&T announced that, 

for a limited time, T-Mobile 

customers could get up to 

$450 in store credit for trad-

ing in their smart phones and 

switching to AT&T wireless. 

T-Mobile soon shot back with 

its own offer: Customers who 

moved to T-Mobile from 

AT&T, Sprint or Verizon 

could get up to $350 per line 

in credit to apply to contract 

early-termination fees, plus 

up to $300 in phone trade-

in value. AT&T has ended 

its offer, but T-Mobile is still 

trolling for new customers.

  

2. Choose sides carefully. With 

T-Mobile’s offer, you must 

buy a full-price phone from 

the carrier; activating your 

own device isn’t an option. 

Though AT&T is no longer 

paying T-Mobile customers 

to switch, you could take 

advantage of the options 

that were available through 

the promotion and avoid 

a contract: buying a new 

phone from the carrier at 

full price (a full-price 16-

gigabyte Samsung Galaxy 

S4, for example, runs $640), 

What You Need 
to Know About 
Cell-Phone Wars
Competition is heating up. We help you 
choose the best deal. BY LISA GERSTNER

LOWDOWN

  

http://www.rootmetrics.com/check-coverage
http://www.rootmetrics.com/check-coverage
http://MyRatePlan.com
http://CNET.com
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Go to Kayak.com/fl ights and enter 

your departure city, destination and 

travel dates. The tool scours travel 

and airline sites for the best 

fares. (Kayak doesn’t include 

fares from Southwest Airlines, 

so you’ll have to visit Southwest

.com separately.) If enough data 

is available, the “Price Trend” 

feature lets you know whether 

to buy a ticket now or wait for a 

potential price drop.

After you book a fl ight, continue to 

monitor prices. A federal rule allows 

you to change or cancel a fl ight 

without charge within 24 hours of 

booking it. Even if you fi nd a 

better price after a day has 

passed, you may be able to 

rebook your fl ight and get 

a refund for the dif erence 

from the airline. And at 

Yapta.com, you can enter 

your fl ight information to 

get e-mail notifi cations 

if prices for nine airlines 

sink enough to outweigh 

any change fees.

If your plans are fl exible, try testing dif-

ferent dates and airports. You may save 

money by fl ying on a Tuesday, Wednes-

day or Saturday afternoon or out of a 

satellite airport. At Airfarewatchdog

.com, you can sign up to get e-mail 

alerts when low fares pop up on routes 

you choose. You can also subscribe to 

e-mail alerts directly from the airlines. 

THE PAYOFF You’ll save money and beat the airlines at their own game.

3 SIMPLE STEPS

ILLUSTRATION BY LUCIE RICE

STEP 1

STEP 2

STEP 3

Get the Cheapest Airfares

  

http://Yapta.com
http://Kayak.com/flights
http://Airfarewatchdog.com
http://Airfarewatchdog.com
http://Southwest.com
http://Southwest.com


Call us at 1-800-753-6592 or visit us 
at myoptimizerplus.com to open an 

account using promo code KIPLINM.

We’ve been recognized by Bankrate.com® and MONEY® Magazine.
* Trademark of GE Capital Retail Bank.
1 Annual Percentage Yields (APYs) are accurate as of 2/01/14 and subject to change at any time without notice. The minimum balance required to earn the advertised APY is $2,000.00 and 
 must be deposited in a single transaction. Accounts with balances of $2,000.00 or more earn 1.10% APY. The minimum balance to open a CD is $2,000.00. A penalty may be imposed for 
 early withdrawals. Fees may reduce earnings. After maturity, if you choose to roll over your CD, you will earn the base rate of interest in effect at that time. Visit myoptimizerplus.com 
 for current rates, terms and account requirements. Offer applies to personal accounts only. Funds must come from a source outside of GE Capital Retail Bank. 
2 Annual Percentage Yields (APYs) are accurate as of 2/01/14 and subject to change at any time without notice. For High Yield Savings Accounts, rates are variable and subject to 
 change any time after the account is opened without notice. The minimum balance required to earn the advertised APY and to open a High Yield savings account is $0 but a 
 minimum balance of $50 is required to avoid a $5 monthly service charge. Fees may reduce earnings. Visit myoptimizerplus.com for current rates, terms and account requirements. 
 Offer applies to personal accounts only. Funds must come from a source other than a GE Capital Retail Bank deposit account.
3 FDIC Insurance up to $250,000 per depositor, per insured bank, for each ownership category.
4 Identity Theft Protection Services are provided by Identity Theft 911. ©
From MONEY ® magazine, November 2013 © 2013 Time Inc. Used under license. MONEY magazine and Time Inc. are not affi liated with, and do not endorse products or services 
of, Licensee. 
GE Capital Retail Bank has received the Bankrate.com® Top Tier award for consistently offering annual percentage yields (APYs) that were among the highest reported in
100 Highest Yields® for 3rd quarter 2013.
Deposit products and services provided by GE Capital Retail Bank. Member FDIC.                                                                                                                                           © 2014 GE Capital Retail Bank

Great Rates + Safety = Peace of Mind.

1.10%
On balances of $2,000 or more

13-Month CD

APY1

Enjoy a great fi xed rate, the safety 
of FDIC insurance,3 and free identity 
theft protection.4

0.90%
On all balances

APY2

Enjoy easy access to your money, 
the safety of FDIC insurance,3 and 
free identity theft protection.4

High Yield Savings
  

http://myoptimizerplus.com
http://myoptimizerplus.com
http://myoptimizerplus.com
http://Bankrate.com
http://Bankrate.com


All investments involve risk, and successful results are not guaranteed. Offer valid through 4/30/14. Funding/rollover of $25,000–$99,999 
receives $100; funding/rollover of $100,000–$249,999 receives $300; and funding/rollover of $250,000 or more receives $600. Cash bonus 

subject to nine-month funding-duration condition. See Web site for details and other restrictions/conditions. TD Ameritrade reserves the right to 

restrict or revoke this offer. This is not an offer or solicitation in any jurisdiction where we are not authorized to do business. TD Ameritrade, Inc., 

member FINRA/SIPC/NFA. TD Ameritrade is a trademark jointly owned by TD Ameritrade IP Company, Inc. and The Toronto-Dominion Bank. 

© 2014 TD Ameritrade IP Company, Inc. All rights reserved. Used with permission. 36 USC 220506 

Carefully consider the investment objectives, risks, charges and expenses before investing. A prospectus, obtained by 
calling 800-669-3900, contains this and other information about an investment company. Read carefully before investing.

AIN’T NO PARTY

LIKE AN INDEPENDENT

THIRD PARTY.

Open a new IRA or roll over an old 401k, and get up to $600. | tdameritrade.com

   CHOOSE FROM INDEPENDENTLY SELECTED FUNDS FOR YOUR IRA.
  At TD Ameritrade we use an independent third party to create a list of 

          vetted fund choices, none of which are made by us. So instead of feeling

   overwhelmed by thousands of funds, choose the funds you want, without the

             hard sales pitch or hidden motives. Because that’s the way it should be. 

  

http://tdameritrade.com

