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FROM
STEPHEN CHAFFIN

Fall is rapidly approaching bringing
in school, football, cooler weather
and the anticipation of the holidays.
This is my favorite time of year! As I
approach 60 (wow!), I look back and
realize I enjoy this time of year more
when I am prepared - when I have
my “house” in order - whatever the
issue may be. In this month’s
Directions, we have given you a few
things to consider if you want to
better prepare your “house”. We
hope you enjoy and please call with
any questions.

DIRECTIONS FOR LIFE

Through love and faithfulness sin is
atoned for; through the fear of the
LORD evil is avoided.

Proverbs 16:6

Each time you
connect to the
Internet, you risk
becoming the victim
of a cybercrime. It's
the price we pay for
living in a digital
world — whether it's
at home, at work, or
on your smartphone.

According to the
Identity Theft Resource Institute, the number of
U.S. data breaches in 2016 increased by 40%.
And as recently as May 2017, a widespread
"ransomware" attack targeted personal
computers across the globe. While software
companies are continually developing
strategies to combat the latest cybercrimes,
there are some steps you can take to help
protect yourself online.

The stronger, the better
It's a scary thought — most of us have a large
amount of financial and personal information
that's readily accessible through the Internet, in
most cases protected by nothing more than a
username and password.

Create a strong password by using a
combination of lower- and upper-case letters,
numbers, and symbols or by using a random
phrase. Avoid using a password with your
personal information such as your name and
address. In addition, have a separate and
unique password for each account or website
that you use.

If you have trouble keeping track of all your
password information or you want an extra level
of password protection, consider using
password management software. Password
manager programs generate strong, unique
passwords that you control through a single
master password.

Follow the 3-2-1 rule
Backing up your online data is critical to avoid
losing valuable information due to a cyber
attack. If you have digital assets that you don't
want to risk losing forever, you should back

them up regularly. This pertains to data stored
on both personal computers and mobile
devices.

When backing up data, a good rule to follow is
the 3-2-1 rule. This rule helps reduce the risk
that any one event — such as a computer hacker
gaining access to your computer — will
compromise your primary data and backups. In
order to follow the 3-2-1 rule:

• Have at least three copies of your data (this
means a minimum of the original plus two
backups)

• Use at least two different formats (e.g., hard
drive and cloud-based service)

• Ensure that at least one backup copy is
stored in a separate location (e.g.,
safe-deposit box)

Stay one step ahead
Finally, the best way to avoid becoming the
victim of a cybercrime is to stay one step ahead
of the cybercriminals. Here are some extra
precautions you can take before you go online:

Consider using two-step authentication.
Two-step authentication, which involves using a
text or email code along with your password,
provides another layer of protection for your
sensitive data.

Keep an eye on your accounts. Notify your
financial institution immediately if you see
suspicious activity. Early notification not only
can stop the cyber thief but may limit your
financial liability.

Think twice before clicking. Beware of emails
containing links or asking for personal
information. Never click on a link in an email or
text unless you know the sender and have a
clear idea where the link will take you.

Be careful when you shop. When shopping
online, look for the secure lock symbol in the
address bar and the letters https: (as opposed
to http: ) in the URL. Avoid using public Wi-Fi
networks for shopping, as they lack secure
connections.
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Medicare and Your Employer Health Plan
If you plan to continue working after you reach
age 65, you may be wondering how Medicare
coordinates with your employer's group health
plan. When you're eligible for both types of
coverage, you'll need to consider the benefits
and costs, and navigate an array of rules.

How does Medicare work with your
group health plan?
You can generally wait to enroll in Medicare if
you have group health insurance through your
employer or your spouse's employer. Most
employers can't require employees or covered
spouses to enroll in Medicare to retain eligibility
for their group health benefits. However, some
small employers can, so contact your plan's
benefits administrator to find out if you're
required to sign up for Medicare when you
reach age 65.

If you have Medicare and group health
coverage, both insurers may cover your
medical costs, based on "coordination of
benefit" rules. The primary insurer pays your
claim first, up to the limits of the policy. The
secondary insurer pays your claim only if there
are costs the primary insurer didn't cover, but
may not pay all the uncovered costs.

Who is the primary insurer? If your employer
has 20 or more employees, your employer
group health plan is primary and your Medicare
coverage is secondary. If your employer has
fewer than 20 employees, your Medicare
coverage is primary and your employer group
health plan is secondary.

Your employer can tell you more about how
your group health coverage works with
Medicare.

Should you wait to enroll in Medicare?
Medicare Part A helps pay for inpatient hospital
care as well as skilled nursing facility, hospice,
and home health care. Because Medicare
hospital insurance is free for most people, you
may want to enroll in Part A even if you have
employer coverage. It could be helpful to have
both types of insurance to fill any coverage
gaps. However, if you have to pay for Part A,
you'll need to factor the cost of premiums into
your decision.

Medicare Part B medical insurance, which
helps pay for physician services and outpatient
expenses, requires premium payments, so it
would be wise to compare the costs and
benefits of Medicare to your employer's plan. If
you're satisfied with your employer coverage,
you may be able to wait to enroll in Part B.

Late-enrollment penalties typically apply if you
do not enroll in Medicare Part A and Part B
when you are first eligible. However, if you are
covered by a group health plan based on
current employment, these penalties generally
do not apply as long as you follow certain rules.
You can sign up for Medicare Part A and/or
Part B at any time as long as you are covered
by a group health plan through your own
employment or your spouse's employment.
When you stop working or your coverage ends,
you have eight months to sign up without
penalty. This eight-month period starts the
month after your employment ends or the
month after your employer group health
coverage ends (whichever occurs first). Visit
medicare.gov for more information.

What if you have an HSA?
If you have a high-deductible health plan
through work, keep in mind that you cannot
contribute to a health savings account (HSA)
after you enroll in Medicare (A or B). The good
news is that the HSA is yours, even if you can
no longer contribute to it, and you can use the
tax-advantaged funds to pay Medicare
premiums and other qualified medical
expenses. So it might be helpful to build your
HSA balance before enrolling in Medicare.

Whether you should opt out of premium-free
Part A in order to contribute to an HSA depends
on what you consider to be more valuable:
secondary hospital insurance coverage or
tax-advantaged contributions to pay future
expenses. HSA funds can be withdrawn free of
federal income tax and penalties provided the
money is spent on qualified health-care
expenses. HSA contributions and earnings may
or may not be subject to state taxes.

How are Medicare claims handled?
Once you enroll in Medicare, tell your
health-care providers that you have coverage in
addition to Medicare to help ensure that claims
are submitted properly. You can also contact
the Medicare Benefits Coordination & Recovery
Center (BCRC) at (855) 798-2627 if you have
questions about how your claims will be
handled.

Medicare rules are complex, and these are only
guidelines. Different rules and considerations
apply if you have retiree health coverage
through your former employer (or your spouse's
employer) or other types of health coverage.
For more detailed information, visit
medicare.gov.

The U.S. Bureau of Labor
Statistics projects that the
labor force will grow to
about 164 million workers
by 2024. Approximately 13
million of these workers
(roughly 8%) will be age 65
and older.

Source: U.S. Bureau of
Labor Statistics, Older
workers: Labor force trends
and career options, May
2017
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Does Your Business Need a Buy-Sell Agreement?
When you're mired deep in the day-to-day
challenges of the management of your
business, it's often hard to step out of the trees
and take a good hard look at the forest. But at
various points in the business cycle, it's
important to do just that. For example, one of
the key decisions you'll need to consider is
what would happen to your business if you
decide to step away, or you die or become
permanently disabled. A buy-sell agreement
can be a useful tool in helping you plan for
these circumstances.

What is a buy-sell agreement?
A buy-sell agreement is a legally binding
agreement that establishes when, to whom,
and at what price you can sell your interest in a
business. Buy-sell agreements are also known
as business continuation agreements and
buyout agreements.

You can create a buy-sell as a separate
agreement or you can include certain
provisions addressing the buy-sell issues in a
business's operating agreement. Regardless,
the agreement or provisions must clearly
identify the potential buyer, any restrictions and
limitations, and the conditions under which a
sale will occur. Under the terms of the
agreement, you and the buyer enter into a
contract for the transfer of your business
interest by you (or your estate) at the time of a
specified triggering event. Typical triggering
events include death, long-term disability,
retirement, divorce, personal insolvency or
bankruptcy, criminal conviction, loss of
professional license, and resignation or
termination of employment.

A well-crafted buy-sell agreement creates a
market for your business interest, establishes
its price, and provides cash to complete the
business purchase. The ability to fix the
purchase price as the taxable value of your
business makes a buy-sell agreement
especially useful in estate planning. That's
because if death is the triggering event, it can
help reduce the estate tax burden on your
heirs. Additionally, because funding for a
buy-sell agreement is typically arranged when
the agreement is executed, you're able to
ensure that funds will be available when
needed, providing your estate with liquidity that
may be needed for expenses and taxes.

Pricing the company and funding a
buy-sell agreement
A buy-sell should establish a formula for
determining the purchase price or state the
price outright. Without establishing this price in
advance, lengthy disputes and lawsuits can

arise at the time the ownership interest must be
bought back. When the buy-sell involves family
members, it must also be proven that the
transaction is comparable to an arms-length
sale between unrelated people and was
entered into for a bona fide business purpose.

After determining the value of the business,
you, your advisors, and other parties to the
agreement will determine the best way to fund
the transaction and the triggers appropriate for
your business situation. There are many
different ways to fund a buy-sell agreement,
including a sinking fund, cash, borrowed funds,
installment sale, self-canceling installment note,
private annuity, life insurance, and disability
insurance. Depending on the situation, one or
more of the possible methods may be used.

Types of structures
Buy-sell agreements can be structured to meet
the needs of both the business and its
owner(s), taking into consideration tax
consequences and individual goals. Following
are three types of buy-sell agreements, along
with brief descriptions of each:

• An entity purchase (or redemption)
buy-sell obligates the business to buy the
interests of the departing owner(s).

• With a cross-purchase buy-sell, each
owner agrees to buy a share of the departing
owner's interest. The business is not a party
to the transaction.

• A wait-and-see buy-sell is used when the
parties are unsure whether the business or
the owners will buy the business interest.
Typically, the business is given the first
option, and if it is not exercised, the
remaining owners are given the opportunity. If
the remaining owners do not wish to buy, the
business must purchase the interest.

Other considerations
Keep in mind that there are costs and possible
disadvantages involved in establishing a
buy-sell agreement. One such disadvantage is
that the agreement typically limits your freedom
to sell the business to outside parties.

If you think that a buy-sell agreement might
benefit you and your business, consult your
attorney, accountant, and financial professional.

The cost and availability of
life insurance depend on
factors such as age, health,
and the type and amount of
insurance purchased. As
with most financial
decisions, there are
expenses associated with
the purchase of life
insurance. Policies
commonly have mortality
and expense charges. In
addition, if a policy is
surrendered prematurely,
there may be surrender
charges and income tax
implications.

An individual disability
income policy could help
replace a percentage of your
income (up to the policy
limits) if you're unable to
work as a result of an
illness or injury. The policy
will stay in force, regardless
of your employment
situation, as long as you
pay the premiums.
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Past performance may not be indicative of future
results. Different types of investments involve varying
degrees of risk, and there can be no assurance that
future performance of any specific investment,
investment strategy, or product or any
non-investment related content made reference to
directly or indirectly in this newsletter (including
investments and/or strategies recommended or
undertaken by Smith Capital), will be profitable, equal
any corresponding indicated historical performance
level(s), be suitable for your portfolio or individual
situation, or prove successful. Due to various factors,
including changing market conditions and/or
applicable laws, the content may no longer be
reflective of current opinions or positions. You should
not assume that any discussion or information
contained in this newsletter serves as the receipt of,
or as a substitute for, personalized investment advice
from Smith Capital. If a reader has any questions
regarding the applicability of any specific issue
discussed above to his/her individual situation,
he/she is encouraged to consult with a professional
advisor of his/her choosing. Smith Capital is neither a
law firm nor a certified public accounting firm and no
portion of the newsletter content should be construed
as legal or accounting advice. If you are a Smith
Capital client, please remember to contact Smith
Capital, if there are any changes in your
personal/financial situation or investment objectives.
A copy of Smith Capital’s current written disclosure
statement is available upon request. Smith Capital is
an Investment Advisory Firm registered with the
SEC. Clients include pension and profit sharing
plans, endowments, trusts, and individuals. The
minimum portfolio size is $500,000.
Address inquiries to: Smith Capital 100 Morgan
Keegan Drive, Suite 410 Little Rock, AR 72202
Phone: 501-228-0040 Toll Free 800-866-2615
E-Mail: info@smithcap.com Website:
www.smithcap.com

How do economists measure inflation, and why does it
matter to investors?
The Federal Open Market
Committee (FOMC) adjusts
interest rates to help keep
inflation near a 2% target. The

FOMC's preferred measure of inflation is the
Price Index for Personal Consumption
Expenditures (PCE), primarily because it
covers a broad range of prices and picks up
shifts in consumer behavior. The Fed also
focuses on core inflation measures, which strip
out volatile food and energy categories that are
less likely to respond to monetary policy.

The typical American might be more familiar
with the Consumer Price Index (CPI), which
was the Fed's favorite inflation gauge until
2012. The Consumer Price Index for All Urban
Consumers (CPI-U) is used to determine
cost-of-living adjustments for federal income
taxes and Social Security.

The CPI only measures the prices that
consumers actually pay for a fixed basket of
goods, whereas the PCE tracks the prices of
everything that is consumed, regardless of who
pays. For example, the CPI includes a patient's
out-of-pocket costs for a doctor's visit, while the
PCE considers the total charge billed to

insurance companies, the government, and the
patient.

The PCE methodology uses current and past
expenditures to adjust category weights,
capturing consumers' tendency to substitute
less expensive goods for more expensive
items. The weighting of CPI categories is only
adjusted every two years, so the index does not
respond quickly to changes in consumer
spending habits, but it provides a good
comparison of prices over time.

According to the CPI, inflation rose 2.1% in
2016 — right in line with the 20-year average of
2.13%.1 This level of inflation may not be a big
strain on the family budget, but even moderate
inflation can have a negative impact on the
purchasing power of fixed-income investments.
For example, a hypothetical investment earning
5% annually would have a "real return" of only
3% during a period of 2% annual inflation.

Of course, if inflation picks up speed, it could
become a more pressing concern for
consumers and investors.
1 U.S. Bureau of Labor Statistics, 2017 (data through
December 2016)
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