
IFE EXPECTANCIES HAVE increased signifi-
cantly and are expected to continue to
increase in the future.  As people age,
however, they are more likely to develop

conditions that limit their ability to live independ-
ently. As life expectancies increase, so does the need
to make provisions for long-term-care costs.
WHAT ARE YOUR OPTIONS?

Health insurance policies typically don’t pay for
nursing home care, while Medicare only pays for 100
days of skilled nursing home care, if admission fol-
lows a hospital stay.  Medicaid pays a significant
portion of all nursing home costs, but the govern-
ment has enacted tougher rules to qualify for assis-
tance.  Many elderly individuals rely on family
members for help, but the personal toll can be huge.  

Do you need long-term-care insurance?  If your
assets, not including your home, equal at least $2
million, you can probably fund long-term-care costs
with those assets, although you may not want to
deplete your assets for this care.  Those with very
few assets will probably be covered by Medicaid.  
It is the people between these two extremes who
should consider long-term-care insurance.  This 
coverage may be especially important for women,
who tend to outlive their husbands.
WHAT SHOULD YOU CONSIDER?

If you’re thinking about purchasing long-term-
care insurance, consider these points:
4 PURCHASE AT A RELATIVELY YOUNG AGE. You

should probably purchase the insurance by the
time you are in your late 50s or early 60s.  After
that, the premiums get much more expensive.
You also run the risk that you could develop a
serious health condition that would prevent you
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A 3-Step Asset 
Allocation Strategy

ERHAPS THE MOST important move you
can make for your investments is to
properly diversify your portfolio.  By
investing in a mix of stocks, bonds, and

cash, you may reduce the risk of a significant loss.  
How you combine your diverse mix of invest-

ments is called your asset allocation.  Asset alloca-
tion is a highly individual determination that’s based
on your risk tolerance, financial goals, and age.
Asset allocation will spread out your investments
among stocks, bonds, and cash.
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from qualifying for the insurance.    
4 CHECK FOR INFLATION PROVISIONS. Since you may

not receive benefits for many years, and long-
term-care costs have increased significantly in
recent years, make sure your policy has inflation
protection (additional fees apply).  

4 OBTAIN INSURANCE FROM A STABLE INSURANCE

COMPANY. You want to obtain insurance from a
company that is sure to be around for the long
term.  

4 SELECT AN APPROPRIATE BENEFIT PERIOD. Many
people choose a benefit period of three years to
cover the average nursing home stay.  However,
due to the substantial costs associated with long-
term care, you may want to select a longer peri-
od.  Lifetime coverage, however, probably isn’t
necessary.  Only 1.5% of policyholders with five
years of coverage exhausted their benefits
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The benefits of allocating your assets across the three
types of investments include:
4 Proper asset allocation diversifies your portfolio among 

the three types of investments, reducing your total risk
exposure.

4 Allocating your assets between the three types allows you
to tailor your portfolio to your specific goals.

4 You can help manage the level of risk and volatility.
CONSIDERATIONS

To properly allocate your investments across stocks,
bonds, and cash, consider this three-step approach to asset
allocation:

STEP 1:  BE HONEST ABOUT YOUR LEVEL OF RISK TOLERANCE.
Some people think that investing in a relatively unknown
start-up company with a great idea is a sound investment,
while others prefer to stick with stable companies with house-
hold names.  In other words, people’s risk tolerances vary.

If you don’t mind the more dramatic ups and downs
associated with higher-risk investments, you may see higher
return potential.  But if you can’t stand the thought of putting
your hard-earned money in an untested company, you’re
probably better off sticking with relatively low-risk alloca-
tions, even though you may see more modest returns.

STEP 2:  WRITE DOWN YOUR FINANCIAL GOALS.  What are
the purposes of your investments?  Are you saving to buy

your first home?  Planning to send your children to college?
Looking to retire early?  Whatever your financial goals are,
knowing them will help you determine how to allocate your
assets to help you meet them.

STEP 3:  CONSIDER YOUR TIME HORIZON FOR MEETING THOSE

GOALS.  How much time do you have before you need your
money for your goals?  Is retirement a long-term goal, with 30
years to go?  Or is it a short-term goal, with only five years to
go?  If you’re just starting a career, do you have short-term
goals, like buying a house, as well as intermediate-term goals,
like sending your children to college?

There’s no consensus on exactly how much of your port-
folio should be in any of the three investment categories at any
time.  However, broadly speaking, the further away in time
you are from your
financial goals, the
more aggressively you
can invest.  Asset allo-
cation does not assure
a profit or protect
against loss in declin-
ing financial markets.

Please call so we
can help you allocate
your assets given your
unique situation.
444

IN THE CURRENT economic climate, many employers are
cautious about increasing expenditures.  That means
your best bet for the near term is to make your current

salary stretch further.  Some tips to consider include:
4 DEPOSIT YOUR PAYCHECK DIRECTLY INTO YOUR BANK

ACCOUNT. That way, you’ll be less tempted to cash part 
of your paycheck and spend it.

4 CONTRIBUTE TO YOUR 401(K) PLAN. Not only will this help
with your retirement goals, it can help with your current
financial situation.  Any contributions you make are
deducted before income taxes (unless contributing to a
Roth 401(k) plan), so you don’t pay any current federal
income taxes on your contributions.  In addition, many
employers match some portion of your contribution,
which can substantially increase your 401(k) balance at
no cost to you.

4 CHECK OUT YOUR 401(K) INVESTMENTS. Your job isn’t fin-
ished once you make contributions to your 401(k) plan,

since you are also responsible for investing those contri-
butions.  Make sure you are familiar with all options in
your plan and review those options at least annually.
Even if you only increase your rate of return by a percent
or so, that can make a significant difference in your ulti-
mate 401(k) balance over several decades.

4 REVIEW YOUR HEALTH INSURANCE COVERAGE. If your
employer offers more than one option, review those
choices carefully to select the most appropriate insurance
for the least cost.  When your spouse also has coverage,
review options from both employers and determine
which is the best alternative for you.

4 TAKE A LOOK AT OTHER FRINGE BENEFITS OFFERED BY YOUR

COMPANY. Many employers provide a variety of fringe
benefits.  Usually, you do not have to pay any income
taxes on these benefits.  Thus, carefully assess your com-
pany’s fringe benefit package to ensure you are utilizing
all appropriate ones.      444

Stretching Your Salary
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(Source:  Financial Planning, April 2007).  
4 BE AWARE OF THE POLICY PROVISIONS. Benefits should be

paid in as many situations as possible, including skilled
care, intermediate care, custodial care, home health care,
and adult day care.  Many people prefer to remain at home
as long as possible, so make sure the policy covers a wide
range of home services.  Review the waiting period careful-
ly to ensure a good balance between premium costs and
out-of-pocket costs.

4 UNDERSTAND THE LEVEL OF ASSISTANCE NEEDED TO QUALIFY

FOR BENEFITS. Typically, benefits are paid when you are
unable to perform two of five activities of daily living,
including bathing, eating, using the bathroom, moving
back and forth from a chair to a bed, and remaining conti-
nent.  Typically, benefits are also triggered when a cognitive
impairment, such as Alzheimer’s disease, requires substan-
tial supervision.

4 DETERMINE HOW BENEFITS ARE PAID. Some policies pay a set
daily amount, regardless of your actual costs.  This may be
a good alternative if you are staying at home and want to
compensate a friend or family member for helping you.
Other policies will only pay your actual out-of-pocket
expenses up to a daily limit or may only pay reasonable
and customary costs.   

4 REVIEW NEW POLICY PROVISIONS. Long-term-care policies
are relatively new, so policy riders are evolving.  Make sure
to check out new provisions, such as the ability to combine
a life insurance and long-term-care policy, an accelerated
premium provision that allows you to stop making premi-
ums after a certain number of years, or a provision that
returns premiums if you die without using benefits.  Also
look into partnership policies (not available in all states),
which allow you to qualify for Medicaid after exhausting
the policy’s benefits, while keeping more assets than nor-
mally allowed by Medicaid.

4 CONSIDER SHARING A POLICY WITH YOUR SPOUSE. Some com-
panies now offer policies that allow spouses to share policy
benefits, which can operate in several ways.  

4 CHECK THE POLICY’S TAX STATUS. A qualified policy allows
you to deduct a certain percentage of the premium,
depending on your age, as a medical expense on your tax
return.  Medical expenses are deductible to the extent they
exceed 7.5% of your adjusted gross income.  

*  Like most insurance policies, long-term-care policies contain
exclusions, limitations, reduction of benefits, and terms for
keeping them in force.     444

Long-Term-Care* Costs
Continued from page 1

Does Buy and Hold 
Still Make Sense?

WE ALL KNOW the basics — design an asset allo-
cation plan, ignore market fluctuations, and
stick with the plan for the long term.  In other

words, become a buy-and-hold investor.  But in an era
where everything seems to change overnight, is it realistic
to expect to find investments you’ll be comfortable own-
ing for years or even decades?  Before you answer that
question, you need to consider whether it’s possible to
reliably time the market.  Unfortunately, it’s a difficult
strategy to implement for a couple of reasons:
4 NO ONE HAS BEEN ABLE TO CONSISTENTLY PREDICT WHERE

THE STOCK MARKET IS HEADED. Many try, but so many
factors affect the market that even professionals watch-
ing the market full-time find it difficult to time the
market with any degree of accuracy.  In retrospect,
everything seems crystal clear.  Also, significant market
gains can occur in a matter of days, making it risky to
be out of the market for any length of time.

4 FREQUENT TRADING SEEMS TO REDUCE, RATHER THAN

INCREASE, RETURNS. Several studies of investor trading
found that investors who trade more frequently have
lower portfolio returns than those who trade less fre-
quently.  A recent study found that for the 20 years
ending in 2007, the average equity fund investor
earned an annualized return of 4.5%, compared to an
annualized return of 11.8% for the Standard & Poor’s
500 (Source:  Fortune, November 10, 2008).*  Why?
Investors tend to buy hot sectors and sell underper-
forming investments — the opposite of a buy-low-and-
sell-high strategy.  Also, trading results in a taxable
event.  Even with capital gains rates at 15% and the
highest ordinary income tax rate at 35%, taxes can
significantly reduce your portfolio’s return.

Rather than trying to time the market, devise an asset
allocation strategy you’ll be comfortable with for years
and then purchase investments for that strategy.  (Asset
allocation does not assure a profit or protect against loss 
in declining financial markets.)  That doesn’t mean you’ll
never sell an investment, but selling should be an infre-
quent part of your investment strategy.  If you’d like help
implementing this strategy, please call.     444

* The S&P 500 is an unmanaged index generally considered representa-
tive of the U.S. stock market.  Investors cannot invest directly in an index.
Past performance is not a guarantee of future results.  Returns are pre-
sented for illustrative purposes only and are not intended to project the
performance of a specific investment.
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Will You Be Able to Work Longer?

There is a

23% chance

that at least

one member

of a 65-year-

old couple

will live to

age 95.
Source:  Journal of
Financial Planning,
September 2008
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to offer factual and up-to-date information on the subjects discussed, but should not be regarded as a complete analysis of these subjects.
Professional advisers should be consulted before implementing any options presented.  No party assumes liability for any loss or damage
resulting from errors or omissions or reliance on or use of this material.

RETIRING AT AGE 65 without working for the
rest of your life is starting to look like a difficult
proposition.  It was already challenging due to
longer life expectancies, uncertain Social
Security benefits, declining pension benefits,
unknown inflation rates, and low retirement
savings.  Then, most people’s retirement sav-
ings decreased significantly over the past couple
of years due to declining investment and home
values.  The prospect of funding a retirement
that could span 30 years is looking very tough.
The most common solution to the problem is to
work longer than the current average retirement
age of 63.

Today’s workers are typically healthier and
working at less physically demanding jobs than
workers in prior generations, which makes
working longer seem like an easy solution.  But
there are a number of factors that might not
make that possible.  First, approximately 15% to
20% of workers will not be healthy enough to
remain in the work force longer (Source:  Center
for Retirement Research, September 2008).  One
study found that approximately half of those
who retired early did so for health reasons
(Source:  The McKinsey Quarterly, November
2008).  Second, since reduced Social Security
benefits are available at age 62, a majority of
workers claim benefits as soon as they are avail-
able.  Finally, a significant portion of older
workers no longer work for the same employer
from middle age to retirement age.  If workers
want to remain in the work force until their late

60s, they may be forced to find a new job in their
50s or 60s.

A recent study looked at the percentage of
men between the ages of 58 and 62 who were
working for the same employer they had at age
50.  In 1983, 75% of full-time male workers
worked at the same employer, compared to only
50% in 2006 (Source:  Center for Retirement
Research, September 2008).  These results were
consistent across all educational levels.  If work-
ers are leaving voluntarily, they are probably
moving to better jobs with better pay, which
should mean they will stay employed longer.  If
workers are laid off or forced out of their jobs in
their 50s or 60s, they are likely to take inferior
jobs at lower pay, which may mean they are less
likely to stay employed into their late 60s.

While it is difficult to determine why work-
ers changed jobs, the wages of workers who
switched jobs were approximately 75% of the
wages of those with the same employer (Source:
Center for Retirement Research, September 2008).
Another study found that workers who left their
jobs between the ages of 51 and 65 with at least 10
years of tenure did so due to retirement, layoffs,
and voluntary and involuntary quits, with each
factor accounting for one-third of the total
(Source:  Center for Retirement Research,
September 2008).     444

4-Year Summary of Dow Jones
Industrial Average, 3-Month T-Bill &

20-Year Treasury Bond Yield
July 2005 to June 2009
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Month End % Change
Jun 09 May 09 Apr 09      YTD   12 Mon.

Dow Jones Ind. 8447.00 8500.33 8168.12 -3.8% -25.6%
S&P 500 919.32 919.14 872.81 1.8 -28.2
Nasdaq Comp. 1835.04 1774.33 1717.30 16.4 -20.0
Wilshire 5000 9424.92 9408.25 8963.04 3.7 -27.9
Gold 934.50 975.50 883.25 10.4 0.5
Silver 13.60 15.62 12.39 -10.6 -21.4

Dec 08 Jun 08
Prime rate 3.25 3.25 3.25 3.25 5.00
Money market rate 0.07 0.23 0.25 1.84 2.22
3-month T-bill rate 0.20 0.18 0.14 0.05 1.90
20-yr. T-bond rate 4.54 4.22 3.80 3.04 4.84
Dow Jones Corp. 5.34 6.01 6.52 7.16 5.93
Bond Buyer Muni 5.43 5.32 5.36 6.02 5.22
Sources:  Barron’s, Wall Street Journal
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