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Could	In lation	Be	Sneaking	Up	On	Us?	(p2)	Many	in lation	indicators	are	showing	signs	of	rising,	yet	the	
Federal	Reserve	 is	not	raising	rates	 to	control	 it.	We	examine	 the	components	of	 the	price	 indexes	 to	see	
what	could	be	holding	them	back.	

Finding	Value	in	the	S&P	401	(p5)	While	investors	attempt	to	make	broad	market	calls	as	to	whether	the	
S&P	500	is	expensive	or	inexpensive,	we	are	 inding	value	in	the	S&P	401.	

Golden	 Diversi ication	 (p7)	 We	 are	 three	 quarters	 of	 the	 way	 through	 2016	 and	 one	 of	 the	 more															
interesting	stories	of	 the	year	 thus	 far	has	been	 the	resurgence	of	gold.	 In	 this	article	we	will	explore	 the	
merits	of	owning	the	yellow	metal.		

Fixed	Income	Round‐Up	(p10)	A	search	for	yield	led	to	strong	corporate	bond	returns	in	the	third	quarter.	

Estate	Planning	101	(p11)	What	 type	of	 legacy	do	you	want	 to	 leave?	 	 In	 this	article	we	will	discuss	 the	
basic	elements	of	an	estate	plan,	and	why	your	legacy	may	depend	on	it.		
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Global	equities	have	failed	to	register	a	new	high	since	the	spring	of	2015,	while	interest	
rates	inched	up	during	the	third	quarter.	

Low	and	slow	continues	to	describe	the	unemployment	rate	and	economic	growth.	
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Once	again	the	Federal	Reserve	did	not	raise	interest	rates	in	September…	or	August…	or	July…or	

for	that	matter	all	year	so	far.	The	last	increase	was	in	December	2015.	Are	we	no	longer	concerned	

about	in lation?	Is	this	a	case	of	generals	 ighting	the	last	battle	for	too	long?	The	“generals”	in	this	

case	 is	 the	Federal	Reserve	and	the	“battle”	being	another	great	recession.	 	There	were	hints	and	

indications	earlier	in	the	quarter	that	September	would	be	the	meeting	that	rates	would	be	bumped	

up.	Now	the	consensus	is	that	a	raise	will	happen	in	December.	We	will	not	speculate	on	that,	but	

instead	will	look	to	see	what	is	potentially	holding	them	back	from	the	increases.	Clearly	there	are	

signs	of	in lation	starting	to	build.	The	hawks	point	out	that	unemployment	rates	are	at	a	cycle	low,	

health	 care	 costs	 are	 rising,	 oil	 prices	 are	 up	 30%	 from	year	 end,	 and	 housing	 costs	 continue	 to	

climb.	 	But	 the	single	biggest	 factor	 in	 the	Fed’s	decision	making	process,	as	stated	 in	 their	 latest		

release,	is	employment	and	wage	growth.	Other	factors	such	as	capital	spending	and	international	

events	are	also	important,	but	not	nearly	as	primary	as	the	labor	market.	

The	relationship	between	employment	and	in lation	is	historically	very	high.	As	the	unemployment	

rate	falls,	in lation	historically	rises.		A	notable	exception	was	the	oil	embargo	in	the	1970’s.	Today	

also	seems	to	break	from	the	historical	relationship	as	we	appear	to	be	close	to	full	employment	and	

overall	in lation	is	still	muted.	

In	 this	article:	 	Many	 in lation	 indicators	are	 showing	 signs	 of	 rising,	 yet	 the	
Federal	Reserve	is	not	raising	rates	to	control	it.	We	examine	the	components	of	
the	price	indexes	to	see	what	could	be	holding	them	back.	
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Could Inflation Be Sneaking Up On Us? 

By: Charles D. Osborne 

The	chart	shows	that	as	the	unemployment	rate	drops	in lation	picks	up.	



 

 © 2016 Osborne Partners Capital Management, LLC. All rights reserved. 

As	the	current	situation	is	starting	to	follow	historical	patterns,	a	possible	reason	for	not	increasing	

interest	rates	is	that	the	Fed	is	comfortable	that	it	can	deal	with	rising	in lation	at	a	later	date.	This	

has	not	always	been	an	effective	 treatment.	Another	possibility	 is	 that	 the	Fed	 is	not	comfortable	

with	the	unemployment	rate	showing	the	full	picture.	Wage	growth,	for	example	has	been	slow	to	

improve.	The	last	time	we	had	unemployment	at	the	current	4.9%	rate,	wages	were	going	up	at	over	

4%	versus	 the	current	year	over	year	rate	of	2.5%.	Business	 investment	 is	partly	 to	blame	as	 the	

energy	sector	has	cut	back	sharply,	but	this	affects	only	a	small	part	of	the	work	force.	

The	relationship	between	interest	rates	and	in lation	is	close,	but	delays	in	implementing	rate	hikes	

at	times	have	been	costly.	The	best	example	of	this	was	with	the	short	recession	of	2001.	Fed	fund	

rates	 were	 above	 6%	 in	 early	 2001	 and	 were	 cut	 sharply	 as	 the	 recession	 started.	 Even	 as	 the					

Consumer	Price	 Index	 started	 to	 recover	 to	 levels	higher	 than	before	 the	 recession,	 the	Fed	kept		

cutting	rates	until	2004.	They	increased	rates	but	limited	the	increase	to	below	pre‐recession	levels	

even	as	the	CPI	rose.	The	housing	market	was	the	driving	force,	and	the	bubble	that	low	rates	and	

accommodative	policies	created	popped	with	great	effect.	Today	mortgage	rates	continue	to	drop	

while	home	prices	are	steadily	increasing.	

Late	to	recognize	a	housing	bubble,	the	Fed	kept	rates	too	low	for	too	long	prior	to	the	great	recession.	

	

The	current	indications	of	rising	in lation	are	being	dismissed	by	the	Fed	as	secondary	to	concerns	

about	 employment.	 They	 are	 not	 alone.	 There	 is	 a	 strong	 consensus	 amongst	 economists	 that							
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in lation	will	stay	around	or	under	2%	for	the	next	three	years.	This,	despite	the	facts	that	medical	

service	costs	are	climbing	sharply	and	housing	prices	are	rising	steadily.	

In lationary	pressures	in	housing	and	medical	costs	are	growing.	

	

The	 policy	 statement	 at	 the	 September	meeting	 of	 the	 Fed	 notes	 that	 the	 economy	 is	 improving			

including	 the	 labor	 market,	 but	 noted	 weak	 capital	 spending	 (mostly	 energy	 related)	 and	 low							

in lation	expectations.	They	went	on	to	say	that	they	will	not	adjust	the	Fed	Funds	target	rate	until	

they	 feel	 we	 are	 at	 full	 employment,	 that	 energy	 prices	 are	 up,	 and	 the	 dollar	 weakens.	 Energy				

prices	are	up	over	80%	from	the	bottom	earlier	this	year,	but	are	still	over	50%	below	their	peak	hit	

in	2013.	The	trade	weighted	dollar	is	down	5%	from	its	peak	earlier	this	year	but	still	up	18%	from	

two	 years	 ago.	 The	 Fed	 also	 mentioned	 that	 international	 instability	 is	 a	 factor	 in	 their																	

considerations	as	well	as	in lation	expectations.	

We	 are	 concerned	 that	 a	 continuing	 low	 interest	 rate	 environment	 fosters	 in lation	 that	 will	 be				

dif icult	to	curb	if	acted	upon	too	late	in	the	cycle.	We	are	also	concerned	that	low	interest	rates	and	

tough	lending	regulations	will	limit	banks’	abilities	to	foster	economic	growth.	On	the	other	hand,	a	

rise	 in	 interest	 rates	 will	 by	 itself	 be	 in lationary	 as	 millions	 of	 adjustable	mortgages	 and	 other	

shorter	term	loans	will	cost	the	consumer	more.	Fortunately	on	a	collective	basis	the	consumer	has	

cleaned	up	the	balance	sheet	and	an	aging	population	is	not	as	dependent	on	loans	as	before.	

Conclusion:	Oil	prices	after	the	OPEC	announcement	late	in	September	have	rallied.	If	this	continues	

it	will	spur	capital	spending,	one	of	the	Fed	worries,	as	well	as	employment	and	wage	growth.	This	

may	possibly	accelerate	the	Fed	decision	on	rates.	We	will	see.	
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Today	more	than	ever,	there	are	widely	varying	opinions	about	the	valuation	of	U.S.	equities.	Some	

believe	equities	are	expensive	on	a	ten‐year	earnings	basis.		Others	think	equities	are	expensive	due	

to	 the	 recent	 slow	 earnings	 growth.	 	 Many	 opine	 that	 equities	 are	 expensive	 because	 earnings								

estimates	 are	 too	 high.	 Finally,	 a	 group	 of	 investors	 surmises	 equities	 are	 inexpensive	 because	 of	

their	dividend	yields	versus	record	low	interest	rates.		OPCM	believes	all	four	are	likely	to	be	correct,	

however,	especially	in	the	present	environment,	it	is	dangerous	to	label	an	entire	index	as	expensive	

or	inexpensive.		Why?	

In	the	present	environment,	due	to	the	unprecedented	activities	of	global	central	banks	manipulating	

interest	rates	lower,	many	investors	are	allocating	capital	to	some	investments	that	will	likely	have	

higher	 risk,	 lower	return	outcomes.	 	 Investors	are	simply	chasing	higher	 investment	dividend	and	

income	yields.		Unfortunately,	they	are	failing	to	factor	in	valuation	to	the	equation.		History	shows	

this	strategy	rarely	ends	well.			

OPCM	believes	this	present	environment	has	resulted	in	a	wide	spectrum	for	sector	valuations.	To	

our	 investment	 team,	 sectors	 can	 now	 be	 placed	 into	 ive	 distinct	 categories.	 	 The	 irst	 category				

contains	 the	 “bond	 proxies”,	 which	 are	 sectors	 with	 higher	 than	 average	 dividend	 yields.	 	 These				

sectors	include	utilities,	telecommunications	services,	REITs,	and	consumer	staples.		Although	these	

four	 sectors	 possess	 relatively	 high	 dividend	 yields	 versus	 bonds,	 the	 valuation,	 earnings	 growth,	

and	 debt	 levels	 fall	 somewhere	 between	 frightening	 and	 obscene.	 	 The	 four	 sectors	 trade	 at	 an							

average	Price/Earnings	ratio	of	over	21,	with	average	debt/capital	ratios	of	over	55%,	and	earnings	

growth	 averaging	 only	 about	 5%.	 	 These	 four	 sectors,	 which	 contain	 99	 companies,	 reached												

extremely	high	to	record	high	valuations	over	the	summer.	 	Coincidentally,	 these	sectors	fell	4‐7%	

during	 the	 third	 quarter	 versus	 a	 positive	 return	 for	 the	 overall	 S&P	 500.	 	 Excluding	 these	 four						

sectors,	we	are	left	with	401	companies	in	the	S&P	500	that	do	not	fall	under	the	umbrella	of	very	

expensive	with	low	earnings	growth	and	high	debt.		Next	we	break	down	the	“S&P	401.”		

A	group	we	call	“expensive	with	high	expectations”	is	like	the	99	companies	mentioned	above	in	that	

it	is	hard	to	 ind	attractive	opportunities.	In	this	case,	stocks	are	expensive,	forward	expectations	are	

high,	and	we	feel	the	probability	of	a	future	disappointment	is	high.	We	are	generally	not	interested	

in	this	group.	Many	industrial	companies	fall	in	this	group.	
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Finding Value in the S&P 401 

By: Justin W. McNichols, CFA 

In	this	article:		While	investors	attempt	to	make	broad	market	calls	as	to	whether	
the	S&P	500	is	expensive	or	inexpensive,	we	are	 inding	value	in	the	S&P	401.	
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The	 investment	 team	 is,	however,	 inding	value	 in	 the	next	group	of	 companies	 that	 appear	 to	be		

expensive	on	the	surface,	but	earnings	are	in lecting	higher,	and	should	deliver	higher	than	market	

earnings	growth	rates.		These	sectors	include	energy	and	materials,	both	of	which	we	increased	our	

allocation	to	in	early	2016.		

Also	 on	 the	 positive	 side,	 there	 are	 three	 sectors	 with	 overall	 inexpensive	 valuations,	 where										

sentiment	is	extremely	negative	due	to	the	upcoming	election,	the	level	of	 interest	rates,	or	overly	

negative	 earnings	 estimates.	 	 The	 sectors	 that	 it	 in	 this	 group	 are	 healthcare	 (election	 fears),									

inancials	(fear	of	low	interest	rates	forever),	and	consumer	discretionary	(overly	negative	earnings	

estimates	and	poor	sentiment).	 	Over	half	of	the	potential	new	purchases	on	our	team’s	watch	list	

fall	under	one	of	these	three	sectors,	as	many	of	these	issues	may	be	transitory	or	over	exaggerated.	

Finally,	there	is	the	technology	sector	where	higher	earnings	growth	companies	trade	at	astronomi‐

cal	valuations,	while	slower	growth	companies	trade	near	market	valuations.		As	you	know,	this	is	a	

very	 diverse	 sector	 for	 OPCM	 with	 holdings	 that	 span	 every	 type	 of	 technology	 industry.	 	 Our								

potential	future	purchases	are	also	diverse	with	reasonable	valuations	versus	earnings	growth.		

To	 summarize,	 we	 believe	 making	 a	 blanket	 call	 on	 valuation	 for	 the	 broad	 S&P	 500	 in	 this													

environment	 is	 a	 mistake.	 	 Within	 the	 S&P	 500,	 there	 are	 a	 few	 sectors	 that	 are	 extremely												

overvalued	 and	 risky	 due	 to	 investors	 chasing	 investment	 yields.	 	 Excluding	 these	 situations,	 a						

disciplined	 investor	 is	 left	 with	 an	 S&P	 universe	 of	 401	 companies.	 	 Within	 that	 universe,	 our									

investment	team	is	mainly	 inding	the	most	value	in	companies	that:	

First,	appear	to	be	expensive,	but	earnings	growth	may	surprise	to	the	upside,	thus	eliminating	the	

perceived	expensive	valuation.	And	second,	companies	that	recently	underperformed,	and	became	

exceedingly	 inexpensive	 due	 to	 overly	 negative	 sentiment	 about	 future	 earnings,	 and	 other	 fears	

that	may	pass	in	the	near	or	intermediate	future.	

So	today	when	asked	whether	U.S.	equities	are	expensive	or	inexpensive,	we	say	YES.		

Finding Value in the S&P 401 Cont.’d 
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We	are	three	quarters	of	the	way	through	2016	and	one	of	the	more	interesting	stories	of	the	year	

thus	far	has	been	the	resurgence	of	gold.	The	polarizing	metal	is	up	over	20%	through	September	

and	 seems	 to	 have	 worked	 its	 way	 back	 into	 investors’	 good	 graces	 after	 several	 years	 of																

disappointing	returns.	In	fact,	there	was	more	investor	demand	for	gold	in	the	 irst	two	quarters	of	

2016	than	we	saw	in	all	of	2014	or	2015.	So	what	has	caused	this	sudden	about	face?	There	hasn’t	

been	 one	 speci ic	 catalyst,	 instead	 a	 combination	 of	 things	 have	 contributed	 to	 this	 change	 in								

investor	sentiment	including:	Brexit,	the	U.S.	Presidential	Election,	negative	interest	rates,	concerns	

around	global	debt	levels	and	general	sluggish	economic	strength.	With	the	increased	attention	gold	

is	 getting	 this	 year	 we	 have	 received	 several	 questions	 about	 what	 role	 gold	 should	 play	 in	 a									

diversi ied	 portfolio	 (if	 any).	 	 In	 this	 article	we	will	 explore	 this	 question	 and	 take	 a	 look	 at	 the			

merits	of	owning	the	yellow	metal.		

Ask	three	investment	professionals	their	opinion	on	owning	gold	as	a	stand‐alone	investment	and	

you’re	likely	to	hear	three	completely	different	answers.	 	Despite	this,	one	thing	that	is	commonly	

agreed	 upon	 is	 the	 diversi ication	 bene its	 that	 gold	 (and	 other	 precious	 metals)	 can	 bring	 to	 a			

portfolio.	The	foundation	of	portfolio	diversi ication	is	built	on	the	premise	that	owning	a	basket	of	

non‐correlated	assets	will	reduce	the	overall	risk	of	the	portfolio.	Decades	ago,	 investors	typically	

thought	buying	a	few	bonds	would	diversify	a	portfolio	of	stocks.	Today,	assets	like	foreign	equities,	

natural	resources	and	real	estate	have	gained	acceptance	in	a	diversi ied	portfolio,	and	have	shown	

to	effectively	reduce	the	overall	volatility	in	a	portfolio.	This	is	where	the	bene it	of	owning	gold	in	a	

portfolio	can	really	be	seen.	Gold	has	some	of	 the	 lowest	correlations	 to	other	conventional	asset	

classes	as	seen	in	Exhibit	1	on	the	following	page.		
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Golden Diversification 

By: Jay M. Skaalen, CFA 

In	this	article:	We	take	a	look	at	some	of	the	key	drivers	of	gold	prices	this	year	
and	discuss	the	value	that	gold	brings	to	a	multi‐asset	class	portfolio.		
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Even	more	signi icant,	the	correlation	between	gold	and	equities	has	typically	fallen	during	periods	

of	market	 stress.	 In	other	words,	when	equity	markets	 start	 performing	poorly,	 gold	has	 typically	

performed	well	(see	Exhibit	2	below).	There	are	several	reasons	that	help	to	explain	this	phenome‐

non	with	the	most	logical	being	that	when	investors	lose	faith	in	stocks	(and/or	other	asset	classes)	

they	typically	view	gold	as	a	relative	safe‐haven.	This	can	be	seen	in	the	strong	negative	relationship	

that	has	existed	between	gold	prices	and	consumer	con idence	over	the	past	50	years.		

Page 8 Economic Memorandum 
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Exhibit	1	

Exhibit	2	
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Golden Diversification Cont.’d 

Another	 common	 role	 that	 gold	 plays	 in	 a	 diversi ied	 portfolio	 is	 to	 hedge	 against	 in lation.	 And,	

since	in lation	often	coincides	with	a	falling	U.S.	dollar	it	also	serves	as	a	currency	hedge	(see	Exhibit	

3).	Given	that	in lation	has	been	relatively	benign	and	the	dollar	has	been	uncharacteristically	strong	

in	recent	years,	neither	of	these	risks	have	been	a	chief	concern	for	investors	–	until	recently	that	is.	

In	 June	 of	 2014,	 in	 an	 attempt	 to	 jumpstart	 economic	 growth	 and	 in lation,	 the	European	Central	

Bank	introduced	negative	interest	rates	and	became	the	 irst	major	central	bank	to	do	so.	At	the	time	

it	 raised	 a	 few	 eyebrows	 but	 was	 widely	 viewed	 as	 a	 short‐term	 experiment	 intended	 to	 boost	

growth.	Then,	in	January	of	this	year,	the	Bank	of	Japan	followed	suit	and	also	introduced	negative	

interest	 rates.	 Since	 this	 decision	by	 the	BoJ,	 skepticism	has	 grown	around	 the	 ef icacy	of	 current	

monetary	policies	and	the	potential	rami ications	they	may	have,	particularly	on	in lation	and	global	

currencies.	 In	 fact,	 we	 are	 starting	 to	 hear	 more	 investors	 proclaim	 that	 investing	 in	 gold	 is	 an							

outright	 hedge	 against	 misguided	 central	 bank	 policies.	 Whether	 or	 not	 these	 unique	 monetary					

policies	result	in	the	failure	that	some	are	suggesting	remains	to	be	seen	and	any	declarations	that	

these	policies	have	been	a	failure	are	likely	a	bit	premature.	Regardless,	we	agree	that	it	is	prudent	to	

own	gold	in	the	current	environment	and	have	held	this	belief	for	the	past	few	years.		

As	an	investment	team,	we	take	a	bottom‐up	approach	to	analyzing	investments.	For	example,	when	

analyzing	 an	 individual	 company,	 this	means	 scrutinizing	 a	 company’s	 income	 statement,	 balance	

sheet,	cash	 low	statement,	valuations	metrics	and	industry	outlook,	amongst	many	other	considera‐

October  2016,  Issue 65 
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tions.	Because	gold	 is	a	commodity,	 it	doesn’t	produce	ongoing	cash	 low	or	pay	a	dividend	yield,	

which	is	part	of	the	reason	that	analyzing	it	as	an	investment	can	be	perplexing	or	even	challenging	

at	 times.	 It	 was	 in	 this	 vein	 that	 Warren	 Buffet	 once	 said,	 “Gold,	 however,	 has	 two	 signi icant					

shortcomings,	 being	 neither	 of	 much	 use	 nor	 procreative.	 True,	 gold	 has	 some	 industrial	 and							

decorative	utility,	but	 the	demand	 for	 these	purposes	 is	both	 limited	and	 incapable	of	 soaking	up	

new	production.	Meanwhile,	 if	 you	 own	one	ounce	of	 gold	 for	 an	 eternity,	 you	will	 still	 own	one	

ounce	at	its	end.”	Despite	its	shortcomings	we	maintain	that	gold’s	role	in	a	portfolio	is	validated	by	

its	superior	diversi ication	qualities	as	well	as	its	ability	to	help	hedge	against	in lation	risk,	curren‐

cy	 luctuations	and	maybe	even	precarious	monetary	policy.		

	

	

The	 search	 for	 yield	 intensi ied	 in	 the	3rd	quarter	 in	 an	environment	where	a)	 the	U.S.	 economy			

continued	to	grow	at	a	pace	not	strong	enough	to	cause	the	Federal	Reserve	to	raise	interest	rates,	

b)	10‐year	Japanese	government	debt	continued	to	trade	with	a	negative	yield	as	the	Bank	of	Japan	

incrementally	 eased	monetary	 conditions,	 and	 c)	 the	 yield	 on	 10‐year	 German	 government	 debt		

remained	negative	as	the	European	Central	Bank	kept	 in	place	their	accommodative	policy.	These	

factors	contributed	to	keeping	the	amount	of	negative‐yielding	debt	globally	above	$11	trillion,	the	

10‐year	U.S.	Treasury	below	1.73%,	and	investors	clamoring	for	yield	during	the	3rd	quarter.		

A	 popular	 destination	 in	 the	 quest	 for	 yield	 was	 corporate	 credit.	 U.S.	 high	 yield	 was	 a	 prime									

example.	 U.S.	 credit	 spreads	 (the	 difference	 between	 high	 yield	 and	 Treasury	 bond	 yields),											

continued	to	decrease	 in	 the	3rd	quarter.	After	peaking	at	a	 four‐year	high	of	8.87%	in	February,	

spreads	started	the	3rd	quarter	at	6.21%	before	compressing	to	4.97%	to	end	the	3rd	quarter.	Even	

after	this	current	spread	decline,	spreads	remain	above	the	cycle	low	of	3.35%	set	in	2014.		

As	interest	rates	remain	near	historic	lows	and	credit	spreads	have	compressed,	our	 ixed	income	

strategy	 remains	 to	 ill	 the	 core	 bond	 allocation	with	 investment	 grade	 corporate	 and	municipal	

bonds	with	maturities	 of	 3	 to	 7	 years,	 since	 this	 is	 the	 steepest	 portion	 of	 the	 yield	 curve,	 thus	

providing	the	best	trade‐off	between	income	generation	and	the	risk	of	principal	decline	when	rates	

rise.	Supplementing	this	core	bond	exposure	are	small	allocations	to	high	yield	and	bank	loans,	due	

to	their	outperformance	in	rising	rate	periods.	
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Fixed Income Round-Up 

By: Ben T. Viemeister, CFA 

In	this	article:	A	search	for	yield	led	to	strong	corporate	bond	returns	in	the	third	
quarter.		
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As	we	close	in	on	the	last	leg	of	a	very	unique	Presidential	Election	season	a	very	important	ques‐

tion	comes	to	mind.		What	legacy	do	you	want	to	leave	for	future	generations?		It	may	seem	like	an	

easy	question	to	answer,	but	we’ve	found	most	investors	fail	to	establish	an	adequate	legacy	plan,	or	

what	is	more	commonly	known	as	an	estate	plan.		Without	an	adequate	estate	plan,	your	assets	may	

be	distributed	in	a	way	that	is	counter	to	your	wishes,	and	may	cost	your	heirs	a	signi icant	amount	

of	their	time	and	money	(or	inheritance).		In	this	article	we	will	review	the	basics	of	an	estate	plan,	

who	should	have	one,	and	some	of	the	risks	that	may	arise	if	one	is	not	implemented.						
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Estate Planning 101 

By: Jeremy M. Enos, CFP® 

In	 this	article:	What	 type	of	 legacy	do	 you	want	 to	 leave?	 	We	will	discuss	 the	
basic	elements	of	an	estate	plan,	and	why	your	legacy	may	depend	on	it.		
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What	is	an	estate	plan?	

To	put	 it	 simply,	 an	 estate	 plan	 addresses	 the	most	 important	 aspects	 of	 someone’s	medical	 and		

inancial	 life	 in	the	case	of	death	or	 incapacitation.	 	A	properly	constructed	plan	will	allow	you	to	

address	topics	such	as	asset	distribution,	guardianship	of	loved	ones,	and	in	the	case	of	incapacita‐

tion,	who	will	manage	your	 inancial	and	medical	affairs.		To	accomplish	these	goals	the	estate	plan	

must	contain	certain	elements.	

	

What	are	some	elements	of	a	basic	estate	plan?	

	

1.	Power	of	Attorney	“POA”	–	This	is	a	legal	document	that	allows	you	to	name	someone	to	make	

decisions	on	your	behalf.			It	can	take	many	different	forms	depending	on	your	need.		Those	forms	

are:	

i.	Types:	

	Limited	–	can	be	used	for	very	speci ic	purposes	and	time	frames	

	General	–	this	form	is	more	comprehensive	and	gives	the	attorney‐in‐fact	all	the	powers	

and	 rights	 that	 you	 have.	 	 Keep	 in	 mind	 the	 general	 POA	 will	 end	 on	 one’s	 death	 or														

incapacitation	

	Durable	 –	 this	can	be	 limited	or	general,	but	 the	key	bene it	 to	a	durable	POA	 is	 that	 it		

remains	intact	if	you	become	incapacitated	

	Springing	–	this	POA	will	become	active	on	incapacitation	

ii.	Who	needs	it?	–	In	addition	to	protecting	yourself	and	your	family,	you	may	need	a	POA	if	you	

travel	frequently	and	need	someone	to	handle	your	affairs	while	away.	

iii.	Risks	of	not	having	POA	–	If	a	POA	has	not	been	established	and	you	 ind	yourself	in	one	of	

the	situations	mentioned	above,	your	family	will	likely	face	costly	and	time	consuming	delays.		It	

can	also	create	more	complications	if	one	family	member	is	called	upon	to	make	a	decision	that	

other	family	members	disagree	with.	

iv.	Additional	considerations	–	Each	state	has	its	own	requirements	on	what	constitutes	a	valid	

power	of	attorney.		Although	most	states	accept	POA’s	created	in	another	state,	if	you	decided	to	

move,	 it	would	be	wise	 to	execute	a	new	POA	in	the	new	state.	 	Along	the	same	lines,	we	have	

found	that	many	 inancial	institutions	require	their	own	POA	paperwork	to	be	 illed	out	in	order	

to	act	upon	those	powers.		We	suggest	contacting	your	 inancial	institutions	and	reviewing	their	

policies	to	be	sure.		
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2.	Living	Will	(aka	Advance	Directive)	‐	This	document	provides	instructions	regarding	end	of	life	

medical	 care.	 	 It	 can	be	 very	 important	 if	 you	have	 certain	wishes	 concerning	 treatment	 and	 are			

unable	to	make	the	decision	yourself.	

i.	Who	needs	it?	–	Most,	if	not	all	people	over	the	age	of	18	should	have	a	living	will.		It	is	even	

more	necessary	if	you	have	declining	health	or	if	you’ve	been	diagnosed	with	a	terminal	illness.			

ii.	Risks	of	not	having	one	–	Having	a	living	will	in	place	can	spare	your	family	the	anguish	of	

making	dif icult	 life‐support	decisions	on	your	behalf	and	will	give	your	doctor	clear	direction	

on	how	to	treat	you.	

iii.	Additional	considerations–	A	copy	of	this	document	should	be	given	to	your	physician	so	it	

is	part	of	your	medical	records.	

	

3.	Last	Will	&	Testament	(aka	Will)	–	Possibly	 the	most	common	estate	planning	document,	 the	

will	designates	which	individuals	or	charities	receive	your	property	and	possessions.		It	also	allows	

you	to	name	guardians	to	care	for	minor	children	or	family	members	with	special	needs.			

i.	Who	needs	it?	‐	Everyone	over	the	age	of	18	should	have	a	will.		In	California	you	can	make	a	

will	in	three	ways:			

	Handwritten/Holographic	will	 –	This	must	be	signed	and	dated.	 	 It	also	must	be	very	

clear	what	you	are	leaving	and	to	whom.	

	Statutory	will	–	California	provides	 its	own	“ ill	 in	 the	blanks”	 form	that	 is	appropriate	

for	people	with	relatively	small	estates.				

	Will	established	by	an	Estate	Planning	Attorney	–	A	quali ied	estate	planning	attorney	

can	make	sure	your	will	conforms	to	California	state	laws.	

ii.	Risks	of	not	having	one	–	 If	a	will	 is	not	present,	 the	state	 in	which	you	reside	will	decide	

how	to	distribute	your	assets.						

iii.	Additional	considerations	–	If	you	have	only	a	will,	your	estate	will	pass	through	probate.		

Probate	 is	 the	 court	 supervised	 process	 of	 distributing	 your	 estate.	 	 Not	 only	 is	 the	 probate				

process	public	but	we’ve	seen	circumstances	where	the	process	can	take	between	six	months	to	

a	year,	and	could	cost	the	estate	up	to	4%.								
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4.	Trust	–	A	legal	arrangement	that	allows	one	party	(Grantor),	to	give	another	party	(Trustee),	the	

right	 to	 hold	 assets	 and	 property	 on	 behalf	 of	 a	 bene iciary.	 	 The	 bene its	 of	 establishing	 a	 trust				

include	having	more	control	over	the	distribution	of	your	assets,	potential	reduction	of	taxes	owed	

by	your	estate	or	heirs,	and	keeping	your	information	out	of	the	public	eye	by	avoiding	probate.		

i.	Who	needs	it?		–		You	should	strongly	consider	establishing	a	trust	if	you,	among	other	things,	

meet	any	of	the	following	criteria;	You	have	signi icant	assets	(over	$150,000	in	CA);	you	want	

to	provide	income/assets	to	a	family	member	or	charity	after	your	passing;	you	have	a	blended	

family;	or	would	like	to	maximize	the	after	tax	inheritance	of	your	bene iciaries.	

ii.	 Risks	 of	 not	 having	 one	 –	 	 Your	 heirs	 would	 have	 to	 deal	 with	 the	 higher	 costs	 and														

potentially	time	consuming	probate	process	as	well	as	miss	out	on	considerable	tax	savings.		

iii.	Additional	considerations	–	 There	 are	many	 different	 types	 of	 trusts,	 each	with	 speci ic	

advantages	and	disadvantages.		The	most	common	is	a	revocable	living	trust.		This	trust	allows	

you	 to	 retain	 control	 of	 your	 assets	 while	 you	 are	 alive,	 and	 then	 transfers	 them	 to	 your										

bene iciaries	 upon	 death.	 	 They	 are	 revocable	 because	 you	 can	 change	 them	 as	 your																	

circumstances	 change,	 whereas	 irrevocable	 trusts	 cannot	 be	 changed	 or	 modi ied	 without					

permission	of	the	bene iciary.			

Understanding	the	key	players	in	establishing	your	plan	is	as	vital	as	the	elements	we’ve	discussed.		

An	attorney	is	essential	and	can	help	guide	you	through	the	process	of	building	the	right	plan.		Using	

a	 inancial	 advisor	 (or	 OPCM	 Portfolio	 Counselor)	 and	 a	 tax	 professional	 can	 help	 you	 take													

inventory	 of	 your	 assets	 and	work	 directly	with	 your	 attorney	 to	make	 the	 entire	 process	more				

ef icient	and	easier	to	manage.		Once	your	plan	has	been	established,	the	rule	of	thumb	is	to	review	

it	every	three	to	 ive	years	or	when	any	signi icant	 life	changes	occur.	 	Putting	together	an	estate	

plan	can	seem	daunting	and	even	intimidating,	but	with	the	help	of	the	proper	advisors	and	a	little	

work,	you	can	make	sure	your	legacy	is	one	your	heirs	appreciate	and	desire	to	continue.		We	here	

at	OPCM	are	more	 than	happy	 to	work	 closely	with	 your	 attorney	 to	develop	 and	maintain	 your	

plan.	

Sources:	

https://www. idelity.com/	

www.legalnature.com	

www.legalzoom.com	

http://www.calbar.ca.gov/	
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After	graduating	from	UC	Berkeley	with	a	Bachelor’s	in	Mathematics,	Son	went	to	

work	for	Howard	Johnson	&	Co	(HJ&C),	an	employee	bene it	consulting	 irm	that	

provides	 retirement	 administration	 and	 consulting	 services.	 Working	 with						

clients	 like	 Intel	 and	 Lucille	 Packard	 Children	 Hospital,	 Son	 helped	 process						

client’s	 payroll,	 401(k)	 contributions,	 withdrawals,	 transfers,	 etc.	 	 After	 HJ&C	

was	acquired	by	Merrill	Lynch,	Son	moved	to	Advent	software.	

Advent	Software	makes	software	designed	to	automate	portfolio	accounting	and	

trading	 for	 investment	 management	 irms.	 While	 at	 Advent,	 Son	 interfaced	 with	 registered												

investment	advisor	(RIA)	 irms	all	over	the	world.	There	he	learned	how	to	offer	 lexible	solutions	

and	how	to	think	more	broadly	and	creatively	when	dealing	with	client	needs	and	requirements.		

Since	 then,	 Son	 has	 been	 applying	 everything	 he	 learned	 at	 Advent	 to	 the	 RIA	 business.	 	 As	 an							

Advent	 client,	Osborne	Partners	 is	 lucky	 to	 be	 able	 to	 tap	 Son’s	 portfolio	 accounting	 and	 trading		

experience	 on	 a	 daily	 basis.	 He	 has	 multiple	 responsibilities	 at	 the	 irm	 from	 reconciling	 data,					

trading,	 technical	 support,	 to	 evaluating	 new	 software	 and	 implementing	 and	 migrating	 to	 new		

software.		Son	is	currently	OPCM’s	equity	and	 ixed	income	trader	and	works	closely	with	both	the	

investment	team	and	the	operations	team.	He	has	been	with	the	 irm	for	over	5	years.		

In	 his	 spare	 time	 Son	 volunteers	 at	 a	 local	 food	 bank.	 The	 work	 there	 is	 simple,	 relaxing,	 and									

rewarding.	Outside	of	work	Son	also	enjoys	running,	biking,	and	watching	movies.	
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The opinions expressed herein are strictly those of Osborne Partners Capital Management, LLC as of the date of the material and is subject to 

change without no ce.  None of the data presented herein cons tutes a recommenda on or solicita on to invest in any par cular investment 

strategy and should not be  relied upon  in making an  investment decision.   There  is no guarantee  that  the  investment strategies presented 

herein will work under all market condi ons and investors should evaluate their ability to invest for the long‐term. Each investor should select 

asset classes for investment based on his/her own goals,  me horizon and risk tolerance. The informa on contained in this report is for infor‐

ma on purposes only and should not be deemed investment advice.  Although informa on has been obtained from and is based upon sources 

Osborne Partners Capital Management, LLC believes to be reliable, we do not guarantee its accuracy and the informa on may be incomplete or 

condensed. Past performance is not indica ve of future results. Inherent in any investment is the possibility of loss.  Osborne Partners Capital 

Management, LLC does not provide tax or legal advice. Please consult with your tax and legal advisors regarding your personal circumstances. 

580	California	Street,	Suite	1900							

San	Francisco,	CA	94104	

Phone:	(415)	362‐5637	

Fax:	(415)	362‐5996	

	

	

				535	Middle ield	Road,	Suite	160	

				Menlo	Park,	CA	94025	

					Phone:	(650)	854‐5100	

			Fax:	(650)	854‐5661	

 Contact	Us:		

E‐mail:	info@osbornepartners.com	

Phone:	(800)	362‐7734	

www.osbornepartners.com	

Locations:	

Our	updated	ADV	is	available	upon	request	and	on	the	client	portion	of	the	OPCM	website.		

Certified Financial Planner Board of Standards Inc. owns the certification marks CFP®, CERTIFIED FINANCIAL PLANNER™ 
and federally registered CFP (with flame design) in the U.S., which it awards to individuals who successfully complete CFP 
Board’s initial and ongoing certification requirements. 

Referrals	of	your	friends	and	family	are	the	greatest	compliments	we	can	receive.	 	If	you	

know	of	anyone	who	can	bene it	from	our	unique	combination	of	investment	management	

and	active	 inancial	planning,	please	do	not	hesitate	to	contact	us.		


