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WHAT IS THE DAILY, WEEKLY, MONTHLY BENEFIT 

AMOUNT? Policies normally pay benefits by the day, 

week, or month. You may want to evaluate what long-

term-care facilities in your area are charging before 

committing to a policy.

WHAT IS THE MAXIMUM BENEFIT AMOUNT? Many 

policies limit the total benefit they’ll pay over the life 

of the contract. Some state this limit in years, others in 

total dollar amount. Be sure to address this question.

WHAT IS THE ELIMINATION PERIOD? Benefits don’t 

necessarily start when you enter a nursing home. Most 

have an elimination period—a period during which the 

insured is responsible for the cost of care. In many pol-

L ong-term care insurance is one of the most com-

plex types of insurance. Due to the intricacies of 

these policies it can be hard to determine if you are com-

paring apples-to-apples when searching for what may be 

best for you. To that end, we have included a list of ques-

tions to ask yourself, or the agent you are working with, 

in order to help better understand the costs and benefits.

WHAT TYPES OF FACILITIES ARE COVERED? Long-

term care policies can cover the following types of care:

• Nursing home care

• Home health care

• Respite care

• Hospice care

• Personal care in your home

• Assisted living facilities

• Adult day-care centers

Many long-term care policies cover some combina-

tion of these. Be sure to understand what facilities are 

included when you’re considering a policy.

What to Look for in a Long-Term Care Policy
 TOPIC 

Wealth
Protection

Due to the complexities of long-term 
care insurance we suggest working 
closely with a professional that 
has experience in this area.
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icies, elimination periods can range from zero to one-

hundred days after nursing home entry or disability.

DOES THE POLICY OFFER INFLATION PROTECTION? 

Adding inflation protection to a policy may increase its 

cost, but it could be important if long-term care ser-

vices increase in price. In fact, for those looking to pur-

chase a policy now for use in later years inflation pro-

tection can be a valuable planning tool.

HOW ARE BENEFITS TRIGGERED? Insurance compa-

nies use specific criteria in order to determine when to 

trigger benefits. The most common trigger is the in-

ability to complete a certain number of the activities 

of daily living (ADLs) without assistance. There are six 

activities of daily life that most insurance companies 

use. They are as follows:

• Bathing

• Continence

• Dressing

• Eating

• Toileting

• Transferring

And, it is important to note that policies have ben-

efits for Alzheimer’s disease, dementia, or other forms 

of cognitive impairment.

IS THE POLICY TAX QUALIFIED? Certain long-term 

care policies can offer federal income tax benefits. 

Generally, premiums paid for these policies can be in-

cluded with other uncompensated medical expenses 

for deduction from income if they exceed 7½% of ad-

justed gross income. And benefits received generally 

will not be counted as income.

HOW STRONG IS THE INSURANCE COMPANY? There are 

several companies that analyze the financial strength 

of insurance companies. The ratings can show you how 

industry watchers view various insurance companies.

WHAT OTHER POLICY OPTIONS ARE AVAILABLE? 

There are a number of other long-term care policy op-

tions you may want to consider. Waiver of premium al-

lows premiums to be discontinued once benefits are 

triggered. Third-party notice requires the insurance 

company to notify a third party whenever premiums 

have been missed — so the insured can have a child or 

trusted advisor make certain that premiums are paid.

There are many factors to consider when reviewing 

long-term care programs. The best policy for you may 

depend on a variety of factors. Due to the complex-

ities of long-term care insurance it can be beneficial 

to work closely with an insurance expert that has the 

depth and level of experience required to help deter-

mine the best policy for your own unique situation. If 

you would care to learn more please contact our office 

at your convenience. 

THE COST OF CARE

Pennsylvania average cost of care in a skilled 
nursing facility is $104,390 a year. Care in an 

assisted living center averages $38,100 a year.

20 years from now, Pennsylvania average 
cost of care in a skilled nursing facility may 

be $266,107 a year. Care in an assisted living 
center may average $72,793 a year.

30 years from now, Pennsylvania average 
cost of care in a skilled nursing facility may 

be $424,868 a year. Care in an assisted living 
center may average $100,617 a year.

 Source: U.S. Department of Health and Human Services, 2014.
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A s the capital markets have improved, many in-

vestors have shifted their concern toward infla-

tion. Folks are asking how they can prepare their port-

folios. This article explores two basic ways to address 

inflation uncertainty and highlights asset groups that 

may prove useful.

As you consider strategies, keep in mind that there is 

a marked difference between expected and unexpected 

inflation, which is explained in greater detail below.

HEDGING VS. TOTAL RETURN STRATEGIES

Investors can prepare for unexpected inflation by fol-

lowing one of two basic strategies—hedging the im-

mediate effects of inflation or earning a total return 

that outpaces inflation over time.

Hedging involves choosing assets whose value tends 

to rise with inflation. Although holding these assets 

may reduce the total return of a portfolio, the positive 

correlation with inflation can help an investor keep 

up with rising consumer prices, at least over the short 

term. (Correlation refers to the co-movement of as-

set returns. When two assets are positively correlated, 

their returns tend to move together; when negatively 

correlated, their returns are dissimilar.) 

In a total return strategy, an investor attempts to 

outpace inflation by holding assets that are expected 

to earn higher real (inflation-adjusted) returns. This 

investor is willing to give up short-term inflation pro-

tection for an opportunity to grow real wealth. 

To insulate a portfolio from unexpected inflation risk, 

both strategies may employ some combination of stocks, 

short-term fixed income, and Treasury Inflation-Pro-

tected Securities (TIPS). Let’s consider each of these:

STOCKS

Equity securities have provided positive inflation-ad-

justed returns over the long term. From 1926-2008, the 

total US stock market, as measured by the CRSP 1-10 In-

dex, outpaced inflation by an average of 6.16% per year.1 

To achieve this higher expected real return in stocks, 

however, an investor had to accept more risk, as mea-

sured by greater volatility in returns, and endure peri-

ods when stocks did not outpace inflation. As a result, 

stocks may be less effective for hedging short-term in-

flation and more suitable for investors who want to beat 

long-term inflation by earning a higher total return.

Some investors assume that high inflation leads to 

lower stock market performance, while low inflation 

fuels higher stock returns. In reality, inflation is just 

one of many factors driving stock performance. US 

market history since 1926 shows that nominal annual 

stock returns are unrelated to inflation. 

FIXED INCOME (BONDS)

Higher inflation can hurt bondholders in two ways—

through falling bond market values triggered by rising 

interest rates, and through erosion in the real value of 

interest payments and principal at maturity. This infla-

tion exposure tends to impact the prices of long-term 

Managing Inflation Risk
 TOPIC 

Investment 
Consulting

As capital markets have improved, 
investors have shifted their concern 
toward inflation. Folks are asking how 
they can prepare their portfolios.
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commodities are more volatile than stocks, and their 

returns do not always rise with inflation because of this 

significant volatility. So adding these assets to a portfo-

lio may increase real return volatility, which could off-

set the benefits of hedging.

Investors should also consider the economic argu-

ment against holding commodities. Unlike stocks, 

commodity futures do not generate earnings or create 

business value. They are essentially a speculative bet 

in which there is a winner and loser at the end of each 

trade. Moreover, a broad-based stock portfolio already 

has significant commodity exposure through owner-

ship of companies involved in energy, mining, agricul-

ture, natural resources, and refined products.

As you assess your exposure to a high-inflation sce-

nario and form a strategy that reflects your financial 

goals and risk tolerance, consider that:

• Expected inflation is built into asset prices. In our view, mar-
kets efficiently integrate all known information into prices. Thus, 
current prices already reflect expectations of future inflation. Only 
unexpected news will affect the inflation outlook.

• Hedging unexpected inflation has a cost. Investments tradition-
ally regarded as effective short-term inflation hedges have lower his-
torical returns than stocks—and some have much higher volatility. 

• Volatility matters. Evaluating assets solely on their ability to track 
inflation disregards the effect of volatility on returns and risk. Some 
assets that are positively correlated with inflation have large return 
variances, and adding these to a stock and bond portfolio may in-
crease overall volatility.

Even with the prospect for higher inflation, investors 

who take a total return approach may be better served 

than those who choose assets based on correlation 

with the CPI. By choosing assets with higher expected 

long-term returns and maintaining broad diversifica-

tion, investors can seek to grow real wealth and pre-

serve the purchasing power of their dollars.  

1. Real return calculation:  (1+CRSP 1-10 Index return)/(1 + US CPI)-1. The CRSP 
1-10 Index is a market capitalization weighted index of all stocks listed on the 
NYSE, Amex, NASDAQ, and NYSE Arca stock exchanges. CRSP data provided by 
the Center for Research in Security Prices, University of Chicago. 

bonds more than those of short-term bonds, and in-

vestors can mitigate the effects of rising interest rates 

by holding shorter-term instruments. 

Many types of investors may benefit from holding 

short-term bonds. When interest rates are climbing, a 

portfolio with shorter-term maturities enables an in-

vestor to more frequently roll over principal at a higher 

interest rate. This can help inflation-sensitive investors 

keep up with short-term inflation and enable total return 

investors to reduce portfolio volatility, which can lead to 

higher compounded returns and growth of real wealth.

TREASURY INFLATION-PROTECTED SECURITIES

Treasury Inflation Protected Securities (TIPS) are fixed 

income securities whose principal adjusts to reflect 

changes in the Consumer Price Index (CPI). When the 

CPI rises, the principal increases, resulting in higher in-

terest payments. At maturity, an investor receives the 

greater of the inflation-adjusted or original principal. The 

inflation provision enables TIPS to preserve real purchas-

ing power and hedge against unexpected inflation.

TIPS are generally a good short-term inflation hedge 

since principal is adjusted for changes in the CPI. They 

are also a good portfolio diversifier for long-term inves-

tors due to negative correlation with equities and rela-

tively low correlation with most types of fixed income.

However, keep in mind that TIPS prices also have 

been affected by changes in real interest rates, so TIPS 

may not track inflation one-to-one in the short term or 

over longer periods of time. In fact, TIPS can lose mar-

ket value if real interest rates increase.

COMMODITIES

Commodity futures, as well as gold and oil, are per-

ceived as effective inflation hedges because their re-

turns are positively correlated with inflation. But 
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DOCUMENTS TO CONSIDER: There are 4 major legal 

documents that you should consider: 

• Will:  A Will allows you to dispose of your assets in a manner that 
you desire and allows you to designate who will be your Executor or 
Trustee. Each individual has his or her own Will.

• Durable General Power of Attorney: This document allows you to 
appoint someone to act on your behalf if you become unable to make 
choices on your own. This individual can make financial decisions such 
as writing checks, selling real estate, or signing a contract. 

• Health Care Power of Attorney: The same concept as the Durable 
General Power of Attorney but deals with health care matters such as 
what type of treatment you should receive, where you should receive 
that treatment, or what type of medications you should be on.

• Living Will or Advance Health Care Declaration: This document 
allows you to choose whether you would want “heroic measures” 
taken to extend your life if you were in a permanent state of uncon-
sciousness with no significant hope of recovery. 

POWER OF ATTORNEY VS. GUARDIANSHIP: As stat-

ed above, the Power of Attorney can make decisions 

regarding financial and health care matters. In most 

circumstances a Power of Attorney can handle the sit-

uation and there won’t ever be the need to get a Guard-

ianship. Guardianship is a legal proceeding in which 

the Court directs who will oversee the affairs of an in-

dividual without sufficient competency. A Guardian is 

appointed to protect the health, safety, and financial 

well being of the incapacitated person.

E lder Law is a complex and diverse category of the 

law that will eventually touch someone in your 

family … be it your mother, grandfather, or yourself. 

The following are 10 elder care issues to consider.

WHAT IS AN ELDER LAW ATTORNEY? An Elder Law 

Attorney is one who focuses their practice on issues 

facing the aging population. He or she usually has ex-

tensive experience with issues such as retirement plan-

ning, qualifying for medicaid or medical assistance, es-

tate planning, and representing Powers of Attorney or 

Guardians. Anyone can call themselves an Elder Law 

Attorney so make sure to ask about their experience.

WHAT TO EXPECT FROM AN ELDER LAW ATTORNEY? 

You can expect to discuss your present financial and 

health situation, as well as your personal history and 

goals for the future. They would also request to see any 

current estate planning documents. In addition, they 

will also help guide you through complex issues and 

confront difficult decisions. In most cases, they will 

work closely with your financial planner or accoun-

tant. It is also important to know the attorney’s fees up 

front to avoid misunderstandings later on.

WHEN TO PREPARE A PLAN: When you are healthy 

and competent, creating a plan can ensure your objec-

tives are met. The plan can change over time and ad-

justments will need to be made but it is important to 

be prepared. In addition, adult children can find it dif-

ficult to talk with their parents about certain issues. A 

good attorney knows this and understands that part of 

their job is to make the client feel comfortable.

10 Elder Care Legal Issues to Consider
 TOPIC 

Wealth
Transfer

With the help of an experienced   
Elder Law Attorney, the complex 
task of planning for the aging 
process can be manageable.
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KNOW THE DIFFERENCE BETWEEN MEDICARE AND 

MEDICAID (MEDICAL ASSISTANCE): Many of us 

know what Medicare is and seniors over the age of 65 

typically qualify for Medicare depending on their work 

history. Medicaid provides health coverage to more 

than 4.6 million low-income seniors where qualifying 

will depend on your assets and income. If your assets 

are in a range where getting sick or getting long-term 

care would decimate your finances then having a fi-

nancial plan would be vital to your future. As the cost 

of long-term care is skyrocketing, consulting an expe-

rienced attorney in Medicaid rules can be crucial.

TRANSFERRING MONEY: Ensuring that you can pro-

vide for yourself and spouse in retirement is crucial. 

Planning can involve asset protection and/or qualify-

ing for Medicaid. By gifting money and transferring it 

out of your estate you may be disqualifying yourself 

and your spouse from obtaining benefits. Most ben-

efits have a five-year look back period where the gov-

ernment scrutinizes your financial records. If you gift-

ed money within five years of applying for benefits you 

could be disqualified. The best advice is to plan ahead.

NURSING HOME AND HEALTH CARE COSTS: Make 

sure to consider the cost of health insurance, retire-

ment homes, and long-term care. Nursing homes of-

fer different options like assisted living or Alzheimer’s 

care. Investigate what you are getting for the money. 

An elder law attorney will likely not have expertise in 

these areas but these topics should be discussed in the 

context of your financial and estate planning. 

FAMILY DYNAMICS AND DISAGREEMENTS: Do you 

have more than one child? Are you in a second mar-

riage? Do you have stepchildren? Is there one child that 

you have financially supported more than the others?  

Sometimes this anxiety can be multiplied if the same 

child is the power of attorney. It is important to make 

your choices clear early on, so that everyone is on the 

same page. Disagreements and arguments sometimes 

lead to court battles that can break up families.

ELDER ABUSE: Elder abuse claims are rising every year. 

Abuse can take different forms, from physical or men-

tal to financial abuse. There are civil and criminal rem-

edies if there is the suspicion of fraud or abuse. If ques-

tions arise concerning a power of attorney’s actions, an 

accounting could be ordered by the Court. If someone 

is taking advantage of another, a Guardianship could be 

needed. It can be beneficial if a team of individuals are 

the elder’s advocate to create a check and balance.

With the help of an experienced Elder Law Attorney, 

the complex task of planning for the aging process can 

be manageable. 

Steve Potts
Herr, Potts & Potts

Steve is a partner at Herr, Potts 
and Potts. In his practice, he 
handles a variety of matters 
including estate planning, 
estate and trust administration, 
federal and state income tax, 
real estate, family law, and elder 

law matters. Steve is a member of the Pennsylvania 
Bar Association and the Chester County Bar 
Association. He is licensed to practice law in 
the state of Pennsylvania and before the United 
States Tax Court. He has given numerous lectures 
to disability groups concerning guardianships 
and the benefits of special needs trusts.

Steve received his B.A. from Franklin and Marshall 
College in 1999 and received his J.D. from the 
University of Pittsburgh School of Law in 2002.  He 
served on the Board of Bournelyf Special Camp 
and currently sits on the ARC of Chester County 
Board. Steve lives in West Chester, Pennsylvania 
with his wife Julie and three children.
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