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One type of insurance coverage that has generated a 
lot of interest lately helps cover the costs of long-
term nursing care. It provides a benefit for people 
who have difficulty caring for themselves as they 
age. 

From a wealth-management point of view, there are 
specific circumstances where long-term-care (LTC) 
insurance is most appropriate:

1.) You can afford the cost;
2.) You have assets that you want to preserve;
3.) You have a dependent (spouse or other) 

who would be disadvantaged in the event 
that you require a high level of nursing 
care.

Those who don't meet one or more of the three 
criteria are poorer candidates for LTC insurance 
than those who meet some. 

......continued on page 3

When Nursing Home Insurance Makes Sense

How Addressing Negative Issues 
can be a Positive Experience

Thinking about negative things is, well, negative. 
That's why a lot of people procrastinate about 
managing risk: It deals with issues of poor health, 
infirmities and death. In addition, facing the prospect 
of working with an insurance agent often sends people 
running. 

It's admitted that it's difficult for people who sell 
insurance to be seen as objective, due to the basic 
conflict of interest: The agent doesn't get paid unless he 
or she sells a policy. There is no benefit for the agent to 
tell you that you don't need coverage, or to tell you that 
you need less coverage than you can afford.  Dealing 
with risk management issues doesn't have to be 
daunting or painful, though. On a daily basis, Fee Only 
advisors like Mentor Capital objectively help their 
clients to weigh the costs and benefits of purchasing 
coverage. They have no interest other than their clients' 
well-being.

Mentor Client Corner - How Well-Protected are your Investments?
Mentor Capital's custodian, Charles Schwab & Co., employs various security measures to protect client assets. By 
law, client securities are segregated from Schwab securities. Insurance is maintained, to cover a broker-dealer 
failure, in aggregate of $600 million in securities and $1.15 million in cash. Schwab also pledges to cover 100% of 
any losses due to unauthorized activity in client accounts. Call for more details.
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Market Commentary from Charles Schwab & Co.
A Rough Week for Stocks Despite Little News
Stocks sold off last week, despite a lack of major 
news—outside renewed concerns over European 
banks—and even positive signs of some stabilization 
of the situation in Iraq. 

Global stocks -1.50%. 
DJIA -0.19% 
S&P 500 -0.90% 
Nasdaq Composite -1.57% 
10-year Treasury yield -0.12

In a pattern eerily reminiscent of what we saw in 
April, the more expensive segments of the market 
experienced the greatest losses. In particular, U.S. 
small caps, biotech and Internet stocks floundered 
most. Several of the more richly valued Internet 
names, like Twitter (TWTR) and Pandora (P), were 
hit particularly hard.

The events last week provide a good illustration of 
an important fact of the markets today: A big multi-
year advance has left stock valuations stretched, and 
as a consequence, vulnerable to bad news, even 
when it is relatively minor as was the case last week. 
This, in turn, reinforces our preference for a value 
bias through large- and mega-cap stocks.

Performance Getting Ahead of Fundamentals
An all-too-common theme in the markets today is 
stock performance outpacing fundamentals. Small 
caps are Exhibit A in this phenomenon. Despite 
lagging large caps year-to-date, small caps are 
actually the more expensive asset now. The reason? 
Small-cap earnings have seen weaker growth 
relative to large caps, which means investors are 
paying more per dollar of earnings. Illustrating this 
point, the small-cap Russell 2000 Index now trades 
at over 26x current earnings, versus 16.5x for the 
large-cap S&P 500.

But this trend is not limited to stocks in the United 
States. Recently, we've seen a similar development 
in Europe. Stocks there have dropped roughly 5% 
from their June peak, but are still up nearly 20% 
over the past year.  

Again, the market's recent vulnerability may stem 
from the fact that the past year's gains have outpaced 
earnings growth.  On a price-to-book basis, 
European equity valuations are up 25% over the past 
year and 60% from their 2012 lows. European stocks 
are actually still inexpensive relative to the United 
States, but they are no longer that cheap on an 
absolute basis.

Fed Still Supportive Even as QE Ends
Part of the explanation for what we are seeing is that 
monetary policy remains extraordinarily 
accommodative. While recent economic data give 
the Federal Reserve (Fed) more latitude to start 
normalizing monetary conditions, recently released 
minutes from the Federal Open Market Committee 
suggest that the Fed still appears willing to wait. The 
Fed is on course to end its bond-buying program 
(known as quantitative easing, or QE) in October. 
However, the central bank appears in no hurry to 
raise interest rates.

With rates stuck at zero, and likely to stay there for 
the remainder of the year, money continues to flow 
into bond funds as investors struggle to find yield. 
For the latest week, bond funds took in an additional 
$3.6 billion, with much of the money going into 
investment-grade products.

Tilt toward value
In a world in which stretched valuations leave stocks 
dependent on the Fed's cheap money policies and 
vulnerable to bad news, we'd continue to emphasize 
a value bias. For domestic stocks, this suggests 
leaning toward large- and mega-cap names, which 
have outperformed small caps by roughly 6% year-
to-date. Outside of the United States, investors, 
particularly those with little exposure, should take 
another look at emerging markets (EM) stocks. Since 
the April lows, EM stocks have modestly 
outperformed developed markets and inflows 
continue. For the week ended July 9, EM equities 
garnered another $1.4 billion. If nothing else, we 
read this as a sign that investors are aware that stocks 
in the developed world are looking pricey.

mailto:info@mentoradvisers.com
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Have a question?

Do you have a question or want more information about any of the issues discussed in Mentor's Monthly Missive? Are you concerned about whether 
the financial decisions you're making are right for you? Would you like a second opinion about an action you're thinking of taking or something 
recommended to you by a stockbroker or insurance agent?

We offer a no-obligation initial consultation that might help. Please phone to set an appointment with one of our advisors. It could be the most 
financially worthwhile 45 minutes you've ever spent!

...continued from Page 1
Like other issues in the area of risk management, the 
primary objective when considering LTC insurance 
should be to provide protection against catastrophe. 
Small risks, which are more expensive to insure 
against, may be assumed; large risks should be 
assigned to an insurance company. 

Even where there are limited resources available to 
pay LTC insurance premiums, reasonable coverage 
can be obtained to cover the catastrophic costs. LTC 
insurance is similar to disability insurance in that 
there are three variables, which when adjusted can 
lower or raise premiums. In addition, there are 
numerous riders that can raise costs if selected.

The three variables:

 Elimination or deductible period. This is the 
length of time, in days, that the insured must 
wait after qualifying for a benefit before 
receiving that benefit. The longer the 
period, the lower the premium.

 Daily benefit. This is the amount per day 
that the insurance company will pay if the 
insured qualifies for a benefit and has gone 
through the elimination period. The lower 
the daily benefit, the lower the premium.

 Benefit period. This is the length of time the 
benefit will be paid after the elimination 
period is met. The shorter the benefit period, 
the lower the premium.

Issues regarding long-term care are big ones, and 
failing to address the issue puts people and their 
families at risk. 

When Nursing Home Insurance Makes Sense

One last thing before you retire…

So you've decided: You're going to cut the chains 
from your job and retire. 

Not so fast! There's still work to do – not for wages, 
but for your life. During that final year before 
retirement – and preferably before you announce to 
the world that you're done being a wage slave – you 
have to take another look at your cash flow. (If you've 
been a good financial planner, you've looked at cash 
flow every couple of years.) The goal is to take a 
snapshot to calculate how much, if any, must be 
distributed from investment accounts to fill in the gap 
between income and expense.

If it looks as if you'll need to take more from your 
investments than what the portfolio can sustain, you 
may need to rethink your retirement plan – or your 
spending. What can a portfolio sustain? That depends 
on how it's invested. Studies have shown that a 
properly diversified investment portfolio with a 
substantial allocation to equities can sustain 
withdrawal rates of between 2.5% and 3.5% annually 
and not run into danger of being depleted.

One more step, and you're ready to go. Pay a visit to 
your friendly Social Security office to determine the 
best strategy to put into place for claiming benefits. 
Once you know what your Year 1 cash flow will look 
like, you'll know whether you have to claim now to or 
whether you can wait until full retirement age or later 
to claim a larger benefit. And if you're married, you'll 
want to explore the various scenarios available for 
claiming, then suspending, benefits.

Mentor Capital's wealth management team has broad 
experience preparing clients for retirement. Non-
clients may phone to set an appointment for an initial 
consultation

mailto:info@mentoradvisers.com
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During the most recent tax season, we saw the first effects of the American Taxpayer Relief Act of 2012, and for 
high-income clients they weren't pretty.

The act, which was passed by Congress and was designed to address the “fiscal cliff” (remember that?), had its first 
full effect on taxpayers last year. Although the act made permanent “lower” tax brackets for middle-income 
taxpayers, there were many nasty surprises for those in the higher brackets.

We'll use a real-client example to illustrate just how costly this legislation was:

Taxpayer and spouse are retired. They worked hard and saved all their lives and have accumulated about $2.6 million 
in taxable accounts and $812,000 in IRAs. They own a commercial building that they lease. 

 Due to their high adjusted gross income (AGI), they paid Alternative Minimum Tax (AMT) of $8,586. 
 Their personal exemptions were reduced by $4,992, again due to their high AGI.
 They lost $2,397 of itemized deductions.
 They paid $4,937 of Net Investment Income Tax (NIIT). This is the new 3.8% Obamatax on investment 

income, to fund Medicare. It applies to married taxpayers whose AGI exceeds $250,000.
 They paid $6,834 in taxes on their Social Security benefits.
 Mutual fund distributions in their taxable accounts boosted their tax liability.
 Their sale to their son of a second home resulted in a taxable capital gain.

Client paid $72,693 in federal income taxes on $379,915 of income, for an effective rate of 19.13%.

In the current tax environment, income tax planning is more important than ever for those with high income or high 
net worth, or both. 

The following concepts work today just like they have in the past: Keep your AGI down. You can do this by putting 
off the recognition of capital gains and continuing to invest tax-efficiently. Donating appreciated assets instead of 
cash to charities, and making gifts of such assets to children or grandchildren, who may be in lower tax brackets, is a 
good strategy as well. 

Defer income and accelerate deductions. Use tax-efficient investments like exchange-traded funds. Consider 
municipal bonds for fixed-income portion of your taxable portfolio.

Beyond that, all you can do is grin and bear it.

Obamatax Costs Some Taxpayers Thousands
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