
The opinions expressed in this newsletter 
are for general information only and are 
not intended to provide specific advice 
or recommendations for any individual. 
To determine whether any of these 
strategies are appropriate for you, consult 
with your Cetera Investment Services 
advisor or your attorney, accountant or 
tax advisor before taking any action. 
Neither Cetera Investment Services nor 
any of its representatives may give legal 
or tax advice. Investment theories are 
provided as information only and are not 
endorsed by Cetera Investment Services. 
The information in this newsletter is not 
an offer or a solicitation of an offer to buy 
or sell any security. Advisory services may 
only be offered by Investment Adviser 
Representatives in connection with an 
appropriate Cetera Investment Services 
Advisory Services Agreement and disclosure 
brochure as provided.

I’m retiring at age 65, and I want my portfolio to last 35 
years. How much can I withdraw from it each year, without 
worrying about depleting it completely?

There’s no simple answer to that question, but it is probably less than you 
think. In the AAII article Retirement Portfolio Survival: A 90-Year Study (May 
2016), Craig Israelson reviewed the performance of two portfolios over all 
the 35-year periods since 1926. One portfolio was 25% stocks/75% bonds; 
the other was 65% stocks/35% bonds.

Israelson found that withdrawing 3% from the portfolio in the first year, 
and increasing the withdrawal by 3% for inflation each year thereafter, 
would not exhaust either portfolio. On the other hand, a 6% withdrawal 
rate (plus those inflationary increases) exhausted the mostly bond portfolio 
66% of the time. What’s more, in today’s low interest rate environment a 
mostly bond portfolio is likely to be even more vulnerable. The mostly stock 
portfolio only failed 12% of the time at a 6% withdrawal rate.

In short, this rule-of-thumb suggests that with a million-dollar portfolio 
you should aim to withdraw $30,000 or less each year as you begin your 
retirement. However, past performance does not guarantee future results.
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Q&A on long-term care insurance

Experts project that two-thirds of those who reach age 65 will require some 
amount of long-term care before they die. Yet only a small fraction of the 
elderly have purchased long-term care insurance. What are the obstacles?

Why don’t more people buy long-term  
care insurance?

Cost. When many people buy insurance, but 
few make claims, the premium cost for each 

insured person can seem very modest. Term life 
insurance fits this model. On the other hand, 
when most of the people who are insured 

will make claims, premiums must be higher. 
The insurance becomes as much about setting 
aside money for an expected expense as it is a 
risk-sharing endeavor. That describes health 

insurance pretty well, and long-term care 
insurance falls at that end of the insurance 
spectrum. So the premiums are substantial.

Lack of perceived need. Of those elderly folks who do require long-term 
care, only half will need such care for 90 days or more. Depending upon 
their policy terms, such people might not be eligible to make a claim if they 
do have insurance. 

Alternatives. Some people have enough financial resources to self-insure 
for their long-term care. Others are hoping that Medicare and Medicaid will 
pick up the tab. However, eligibility for government assistance has become 
increasingly restrictive, and it is expected to become more so as the federal 
government struggles to bring deficits under control.
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Long-term planning

The Administration on Aging reports 
that almost 70% of people who reach 
age 65 will need long-term care at 
some point in their lives. Such care 
can be very costly, which is why 
insurance solutions have been devel-
oped to help finance it. This issue of 
QuarterNotes provides you with an 
introduction to the issues that you 
will encounter as you explore your 
long-term care insurance alternatives.

Ever heard of “concentrated invest-
ing”? Page 3 reviews a new book on 
the subject.

Please bring us your questions on 
these topics—or on investments in 
general. We would be pleased to be 
of service.
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Q&A . . . continued

Complexities of the policies. Long-
term care insurance is tricky to 
understand and evaluate. Someone 
who has become comfortable with the 
ins and outs of car or homeowner’s 
insurance may be forgiven for being 
baffled by a presentation of the 
alternatives to be weighed in funding  
long-term care.

What do I need to know  
before buying a long-term care 
insurance policy?

Here are some of the key variables 
that are integral to every long-term 
care insurance policy.

Maximum benefit. This is the 
maximum amount that will be paid 
once benefits are triggered. It may 
be expressed as a daily, weekly or 
monthly amount.

Benefit period. This is the maximum 
number of months or years that 
the benefit will be provided. The 
maximum benefit multiplied by the 
benefit period yields the total amount 
of coverage being provided. More 
total coverage requires a higher 
premium.

Elimination period. This is the 
number of days that the insured 
must pay for long-term care out of 
his or her own resources before the 
benefits begin. It may range from 
none to 100 days. Like the deductible 
in homeowner’s insurance, the 
longer the elimination period is, the 
lower the premium will be, because 
the likelihood of making a claim is 
decreasing.

Inflation protection. The cost of 
nursing home stays has been rising 
faster than inflation, so including an 
inflation-adjustment clause makes it 
more likely that the benefits will be 
sufficient when they are needed. In 
fact, some states now require that 
inflation protection be offered for 
long-term care policies. However, 
adding this feature may boost 
premiums by 25% to 40%.

Cash benefit. Many policies follow a 
reimbursement model for benefits, 
but some will pay a portion of the 
benefit in cash, to be used without 
restriction, once benefits have  
been triggered.

Tax-qualified plans. Premium 
payments for long-term care policies 
that meet federal guidelines are 
eligible for tax deductions, and when 
benefits are paid, they will be tax free.

What is a hybrid policy?

With automobile insurance, one 
prays to never have to make a 
claim. This attitude seems not to 
prevail for long-term care insurance, 
where many people are concerned 
about paying high premiums and 
never making a claim. To address 
this concern, some companies 
have created policies that combine 
life insurance with long-term care 
insurance. That way there is still 
a financial benefit for the family, 
whether or not one needs to make  
a claim.

A similar feature is an extra-fee 
return-of-premium rider, which 
provides that heirs will get all the 
premiums paid returned if the policy 
goes unused.

See your professional advisors

A period of long-term care will be 
the conclusion to a great many 
retirements. How one plans to meet 
those expenses depends upon estate 
planning goals as well as one’s 
financial resources. In a sense, a 
long-term care insurance policy is an 
inheritance protection plan because 
it decreases the chance that one’s 
assets will be exhausted before 
death. It has been asserted by some 
that the risks of self-insuring for long- 
term care are larger than the risks 
of investing in the equities markets. 
In that analysis, insurance is a risk 
mitigation tool.

This is a complicated area of financial 
management but a necessary one. 
See your professional advisors to 
learn more, and we’ll be happy 
to consult on the investment 
management angles as well. 

Concentrated portfolios

COMPLEXITIES

Average arithmetic returns for different portfolios

Number of stocks Average return 
(%)

Minimum return 
(%)

Maximum return 
(%)

10 12.0 3.7 21.3

25 12.1 5.9 17.2

50 12.2 8.1 15.8

100 12.2 10.7 13.5

500 12.2 12.2 12.2

Source: Concentrated Investing: Strategies of the World’s Greatest Concentrated Value Investors (John 
Wiley & Sons, 2016); M.A. Co.

To reduce risk, don’t put all your eggs 
into one basket. That’s Investing 
101, on the value of diversification 
in portfolio management. It’s good 
advice for everyone, especially 
beginners. Hence the popularity of 
mutual funds, which provide instant 
diversification for even modest 
portfolios.

Another approach might be: Put all 
your eggs in one basket and don’t 
ever take your eyes off it. In that 
case, you will create a “concentrated 
portfolio.” That’s the subject of a 
new book, Concentrated Investing: 
Strategies of the World’s Greatest 
Concentrated Value Investors, by 
Allen Benello, Michael van Biema 
and Tobias Carlisle (John Wiley & 
Sons, 2016). In general, the book 
concludes, to outperform the market, 
one needs some amount of focus 
or concentration, some amount of 
additional risk in the portfolio.

The authors ran a series of random 
simulations of portfolios with 
different numbers of securities for the 
period from January 1999 through 
October 2014. The stocks were 
chosen from the S&P 500-stock 
index. If one owned all the stocks in 
the index, the return for that period 
would have been 12.2%. In sampling 
1,000 portfolios of ten randomly 
chosen stocks during the same years, 
the best portfolio returned 21.3%, and 
the worst just 3.7%. Other portfolio 
sizes are shown in the table above.

These variations show the potential 
risk as well as the potential reward of 
less diversification. They also suggest 

that the risk/reward ratio doesn’t 
change much after there are 100 
stocks in a portfolio.

To beat the market, one needs to 
know what to avoid. As Warren 
Buffett once said: “Diversification 
is protection against ignorance. It 
makes little sense if you know what 
you are doing.”

Success stories

In their seminal book Security 
Analysis, Benjamin Graham and 
David Dodd introduced the concepts 
of “intrinsic value” and “margin 
of safety.” The intrinsic value of 
a business is not the same as its 
current market value. The margin of 
safety is the difference between the 
current market price and the 
intrinsic value. All of 
the investors profiled 
in Concentrated 
Investing rely 
upon these 
concepts.

Other common  
characteristics include:

• long-term focus;

• strong work ethic; and

• resistance to taking action for the   
sake of action.

Again, the words of Warren Buffett: 
“You need to be able to look at the 
facts about a business, about an 
industry, and evaluate a business 
unaffected by what other people 
think. That is very difficult for most 
people. Most people sometimes have 
a herd mentality, which can, under 
certain circumstances, develop into 
delusional behavior.”

There is comfort in the herd, but 
there is no exceptional 

performance.

“Diversification is protection against ignorance. It makes 
little sense if you know what you are doing.”

—Warren Buffett
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