
Alternatives
Lastly, some clients have the requisite time frame and investment 
experience to commit to alternative investments, which o�en are 
illiquid and may require ten-plus years to reach their potential. �is 
is not an asset class for every investor. �at said, we would consider a 
focused real estate portfolio, commodities, private equity, or private 
debt investments for the right scenario.

We hope this overview has given you some insight into our thinking 
for 2022. We are not in the prediction business, as our investment 
process is not dependent on any concept that we “know what is 
going to happen”, but rather on time-tested investment principles, 
sound economic theory and diligent research. We look forward to 
connecting with you in 2022!

—Best regards, Michael

MICHAEL HATCH, CFP®, MBA, JD

Milestones in Focus
BY KODY BROWN ,  CFP®

FINANCIAL PLANNING TIMELINE:  
THE GOLDEN YEARS

Aging is a natural progression and is something we all must face if 
given enough time on this earth. As the saying goes, “failing to plan 
is planning to fail”. In the golden years of any household’s lifecycle, 
the reliance on and support from professionals and/or family should 
be expected. Organization and communication are both paramount 
when entering this phase. Getting ahead of the following topics 
before urgent needs arise, will help preserve your estate and personal 
directives, along with family cohesion.

Manage Spending
A well-funded retirement would ideally strike a balance between 
quali�ed and non-quali�ed assets which are de�ned as pre and 
post-tax resources. During your golden years, these assets frequently 
experience signi�cant drawdown. To safeguard against depletion, 
limit annual withdrawals to 4% - 6% of account values. In doing so, 
the withdrawal amounts may be o�set by the underlying performance 
of the investment accounts. We understand that in any given year 
there may be emergencies that require excess distributions, but this 

California) may not want to let you go, especially if some of your 
income continues to be generated in the state where you formerly 
resided. Be sure to consult with your accountant to establish 
appropriate expectations and avoid a nasty tax season surprise.  If the 
second home quali�es as a rental property, many related expenses 
could potentially reduce overall income tax.  One related expense is 
mortgage interest—be sure to work closely with your accountant 
and/or �nancial advisor to see how much can be deducted.

Travel Variety Limitations
For most second homes to “make sense”, they must be used for more 
than just one or two weeks each year.  Certain families will feel “stuck” 
going to a singular destination (i.e. the beach house), as the family will 
typically have less �exibility to travel elsewhere in the world, at least 
until retirement years provide more scheduling options.

Rental Considerations
While collecting rental income can o�set many related expenses, 
there are many other issues to think over. Laws related to rental 
properties can vary by state, city and even by neighborhood.  
Certain condo bylaws / HOA rules allow for renters or Airbnb-like 
rentals, whereas others strictly prohibit it.  Renters are o�en hard on 
furniture and the home itself, requiring additional maintenance.  
Many owners feel more comfortable with renters if they have 
adequate lockable storage space for pantry items, linens, and sports 
equipment; make sure the house has these spaces available.

Conclusion
�ere are many compelling reasons to purchase a second home, 
especially if it is an area you know well and your family already 
enjoys. Please take the time to think them through, as well as 
consider the needs of the rest of your family, before taking the 
plunge. As many of you know, several of us at Sterling Financial 
Group have direct experience with this topic, so please consider us a 
resource for these issues.

Sterling 2021 Christmas Party
Sterling Financial Group and guests enjoyed a Christmas Dinner 
together in early December at Bacchus’ Kitchen in Pasadena. Our 
fun evening was followed by a jazz duet performance of old 
standards and new music that helped us kick-start the holiday 
season. We hope you enjoyed time with family and friends.

framework can still be used as a general benchmark. Assuming that 
expenses are managed, and that intergenerational planning is also a 
goal, a tactical approach to asset depletion should also be 
incorporated during this phase.

�oughtful Asset Withdrawals
Many retirees �nd themselves selling assets to generate cash �ow. Tax 
deferred investments such as 401(k)s, 403(b)s, 457(b)s, Traditional 
IRAs, etc. will not receive a step-up in cost basis and are now required 
to be fully distributed by your designated (non-spouse) bene�ciaries 
within 10 years of your passing. Unfortunately, these bene�ciaries 
will o�en receive these distributions in what could be their peak 
earnings years. Due to this paradigm shi�, compare your potentially 
more favorable tax bracket to that of your bene�ciaries’; it may be 
prudent to accelerate the distributions of tax deferred accounts 
during your lifetime. Many experts now consider non-IRA assets as 
more tax favorable assets for generational planning purposes, as they 
may receive a step-up upon your passing.

Giving Intentions
Philanthropy and end-of-life giving can be structured as early as one 
would like, but during the golden years there may be an increased sense 
of urgency or desire. Fortunately, it is not too late to plan. Whether it be 
a looming estate tax bill, legacy planning, or altruism, several solutions 
may be implemented to increase the impact of your giving.  �ree of the 
most common charitable giving structures that we recommend, 
beyond outright gi�s of cash or assets,  are described as follows:

Donor-Advised Fund (DAF):  Donor makes an irrevocable gi� 
to a DAF of appreciated asset to which they receive a full write o� in 
the year of the gi�. Gi� can then be invested and distributed 
accordingly. �e donor may exercise discretion as to when, how 
much, and to whom the charitable gi�s are sent. All receiving 
charities must be 501(c)3 registered.

Charitable Remainder Trust (CRT): Donor makes an 
irrevocable gi� to a CRT of a highly appreciated asset for which they 
will receive a write-o� estimated to be between 25-50%. Once 
established, the donor may withdraw a predetermined amount (e.g. 
5%) for the remainder of their life. Upon passing, the remaining 
balance (minimum 10%) is sent to the donor’s listed 501(c)3 charity.

Pooled Income Fund (PIF):   Donor makes an irrevocable gi� of 
appreciated assets to the PIF for which they may qualify for an 
immediate, partial deduction, based on their life expectancy and 
anticipated income stream. Once established the donor may 
withdraw a predetermined amount (ex. 5%) for the remainder of 
their life, while the assets receive market performance of the 
underlying investment pool. Upon passing, the remaining balance is 
sent to the listed 501(c)3 charity.

Beside the charitable strategies above, retirees may wish to consider 
lifetime gi�ing to loved ones.

Annual Exclusion Limits: In 2022, gi�s of up to $16,000 per 
individual or $32,000 per married couple, qualify for the gi� tax 
annual exclusion amount. Such gi�s will not incur a gi� tax, nor will 
they reduce your lifetime exemption amount. Keep in mind, the 
annual gi�ing exclusion is viewed on a per bene�ciary basis and does 
not limit the number of bene�ciaries to whom you may gi�.    

We hope this big picture overview on spending, withdrawal 
strategies, and gi�ing serves as a thoughtful reminder of important 
topics to consider in your retirement.

Second Home Considerations
B Y  B E R K E L E Y  H A R R I S O N ,  C F A

During the Covid lockdown, media o�en cited the growing number 
of remote workers dialing in from a picturesque lake or mountain 
house. �e rosy picture these articles painted forced many Americans 
to ponder if purchasing a second home made sense for them. While 
far from a comprehensive list, we feel that pondering these 
considerations could help some families avoid making an expensive 
mistake.

Usage
Can most of the family break away for long stretches to enjoy the 
vacation house?  If the second home is more than a few hours away, it 
may only be used on long weekends or during school breaks. Limited 
vacation time or renewed “required o�ce face time” in a post-Covid 
world may make it di�cult to work remotely for long stretches in 
another state.

Costs  

Insurance: Homeowners insurance may be very di�erent than a 
primary residence, especially if it is a short-term or long-term rental.  In 
some mountain locations, �re insurance is almost impossible to obtain.

Utilities:  Is it cheaper to keep a house running on autopilot while 
you’re gone? Some houses don’t do well when the heating or air 
conditioning is turned o� as temperatures reach extreme high or lows 
(e.g. frozen pipes, cracked foundations).  

Security: As second homes become more remote, security becomes a 
bigger need.  Does it make more sense to have a security company 
drive by and take pictures once a day, or should a house sitter stay 
overnight periodically? Do you need security cameras / house alarm?

Maintenance: Basic upkeep maintenance is typically a year-round 
expense, as housekeeping, painting and lawn care is needed to keep the 
home attractive, especially for potential renters. Seasonal maintenance 
may also be required, such as snow clearance, gutter cleaning, and 
water line clearing in colder climates to avoid frozen pipes.

Vacancy: While you could rent your mountain cabin, it may sit 
vacant for much of the year, if not adjacent to popular attractions.  
�e “peace and quiet” you appreciate as an owner may not make it an 
attractive rental property.

Travel: Don’t forget that you may have to travel long distances by 
plane or car to arrive at your second home; these travel costs for the 
entire family can add up.

Income Tax
In many states, once you meet the threshold of “six months and a 
day”, you can claim residency and pay income taxes in that state.  
However, other states you may be trying to leave behind (e.g. 

Our best to you for 2022; we hope the year has started o� well for all 
of you and your families. We are now almost two years into the 
Covid-19 pandemic, and we know many have been impacted by this 
latest Omicron variant. Fortunately, 64% of the U.S. population is 
now fully vaccinated (according to the Mayo Clinic) and over 76% 
have received at least one dose, and many have also built up a natural 
resistance from contracting the illness. As a result, we may be reaching 
the “endemic” stage, and we are hopeful that 2022 will see a return to 
a more normal level of activity in all facets of our daily lives. �e 
balance of my comments will focus on the �nancial markets across a 
few of the major asset classes, to provide our best thinking.

U.S. Stocks
In the US, the S&P 500 �nished up 28% in 2021, but several sectors 
performed far better, with Financials and Technology stocks both 
earning 34-35% for the year and Energy and 
Real Estate earning 52% and 42% returns, 
respectively.  Although markets pulled back in 
January 2022, we believe our thematic, 
long-term approach of broad market exposure, 
with some exposure to sectors with strong 
fundamentals, should continue to serve 
investors well.  For example, Energy and Real 
Estate were by far the best performing sectors 
in the overall market last year, yet each 
represented less than a 3% weighting in the 
S&P 500 index.  We were fortunate enough to 
have a material weighting to Real Estate last 
year, our best performing investment selection.  

�e investment management arm of Goldman 
Sachs describes our current U.S. equity markets 
as being “in the third or fourth inning of a nine inning stretch” and we 
agree with that logic. We feel the U.S. economy should continue to 
expand, for AT LEAST another 12-24 months, regardless of policy, 
politics, interest rates, in�ation, or the occasional geo-political threat 
(which always seem to come at the worst time).  �e market is trading 
at a forward P/E of about 20, as opposed to historical averages closer to 
16 or 17; this slightly over-valued market is o�set, in our minds, by the 
number and variety of appealing companies and industries that trade 
well below those multiples. Even the tech-heavy NASDAQ market, 
with over 2500 stocks, illustrates this point — as of 12/31 
approximately 40% of those companies were down 50% from their 
previous all-time highs. We believe selectivity will matter even more 
this year, as returns become more varied across market sectors. As 
stocks reached all-time highs in recent months, we reminded clients 
that, as an asset class, stocks should only be used for investments 
expected to be held for �ve years or longer.

Bonds
�e US Aggregate Bond Market index declined -1.54% in 2021, its 
worst showing in some time.  However, a look under the hood of this 
index reveals that 75% of the index’s weighting is made up of U.S. 

Treasuries and mortgage-backed securities; those securities are very 
sensitive to rising interest rates. With the 10-year U.S. Treasury Bond 
rate increasing from 0.93% at the start of 2021 to over 1.5% at the end, 
it is little surprise the Aggregate Index turned in last year’s 
disappointing performance. So far this year, the yield on the U.S. 
10-year rose further to 1.8% as of this writing (1-26-2022). While our 
investment process does not depend on predicting interest rate 
movements, the Federal Reserve has articulated their plan to 
discontinue asset purchases (so-called “quantitative easing”) and to 
also raise interest rates in 2022, possibly two or three times.  Given this 
backdrop, our continued focus will be on ultra-short bonds, which 
tend to hold up relatively well in a rising rate environment, as well as 
asset backed securities (e.g. auto loans, equipment �nancing loans), 
and investment grade corporate or municipal bonds.  All these sectors 
had positive returns in 2021, and we have con�dence in them going 
forward.  Recall our article from the Q4 2021 newsletter- “Why Do 

I Have Any Bonds In My Portfolio?—for 
income, diversi�cation, and stability in 
times of �nancial market volatility. All of 
these attributes seem relevant in the coming 
quarters.  �e Fed thinks the economy is doing 
well and doesn’t need as much stimulus, so it 
can handle a slightly higher cost of capital.

Foreign Stocks
Foreign stocks earned roughly a +12% 
return in U.S. dollar terms for 2021, less 
than half the U.S. market’s return (MSCI 
EAFE index vs. S&P 500). Foreign 
developed markets are now priced 
one-third lower than the U.S. markets, as 
measured by P/E ratio, and may seem 

poised for a stock market rebound that has been anticipated for 
several years. Germany, a strong exporter which produces a quarter 
of Europe’s economic output and has o�en been called the “engine 
of Europe”, would typically be expected to lead Europe’s comeback 
from the Covid-related setback.  Unfortunately, its export focus has 
been hampered by a post-pandemic world of broken supply chains 
and rising energy prices.  Not surprisingly, Germany’s GDP grew by 
2.7% last year (not nearly as robust as the U.S.), and market pundits 
are less optimistic about a quick stock market rebound. Overall, the 
expected growth in many foreign developed markets is simply not as 
robust as in the United States, and thus we continue to underweight 
this sector overall.

Emerging markets were down slightly last year (-2.2%), following a 
strong 2020, as measured by the MSCI Emerging Markets index.  
With vaccinations lagging in most emerging markets, and rising U.S. 
interest rates posing an additional headwind (emerging market bond 
issuers frequently borrow in dollars), we see ongoing challenges for 
this asset class. However, as we have said before, it is a market of 
stocks not a stock market, and thus we favor an active, focused 
portfolio in this sector. 

Dear Clients & Friends,

S T E R L I N G  F I N A N C I A L  R E P O R T

2022 Q1 Newsletter

continued inside...

www.sterlingfg.com    (626) 440-9192



Alternatives
Lastly, some clients have the requisite time frame and investment 
experience to commit to alternative investments, which o�en are 
illiquid and may require ten-plus years to reach their potential. �is 
is not an asset class for every investor. �at said, we would consider a 
focused real estate portfolio, commodities, private equity, or private 
debt investments for the right scenario.

We hope this overview has given you some insight into our thinking 
for 2022. We are not in the prediction business, as our investment 
process is not dependent on any concept that we “know what is 
going to happen”, but rather on time-tested investment principles, 
sound economic theory and diligent research. We look forward to 
connecting with you in 2022!

—Best regards, Michael

MICHAEL HATCH, CFP®, MBA, JD

Milestones in Focus
BY KODY BROWN ,  CFP®

FINANCIAL PLANNING TIMELINE:  
THE GOLDEN YEARS

Aging is a natural progression and is something we all must face if 
given enough time on this earth. As the saying goes, “failing to plan 
is planning to fail”. In the golden years of any household’s lifecycle, 
the reliance on and support from professionals and/or family should 
be expected. Organization and communication are both paramount 
when entering this phase. Getting ahead of the following topics 
before urgent needs arise, will help preserve your estate and personal 
directives, along with family cohesion.

Manage Spending
A well-funded retirement would ideally strike a balance between 
quali�ed and non-quali�ed assets which are de�ned as pre and 
post-tax resources. During your golden years, these assets frequently 
experience signi�cant drawdown. To safeguard against depletion, 
limit annual withdrawals to 4% - 6% of account values. In doing so, 
the withdrawal amounts may be o�set by the underlying performance 
of the investment accounts. We understand that in any given year 
there may be emergencies that require excess distributions, but this 

California) may not want to let you go, especially if some of your 
income continues to be generated in the state where you formerly 
resided. Be sure to consult with your accountant to establish 
appropriate expectations and avoid a nasty tax season surprise.  If the 
second home quali�es as a rental property, many related expenses 
could potentially reduce overall income tax.  One related expense is 
mortgage interest—be sure to work closely with your accountant 
and/or �nancial advisor to see how much can be deducted.

Travel Variety Limitations
For most second homes to “make sense”, they must be used for more 
than just one or two weeks each year.  Certain families will feel “stuck” 
going to a singular destination (i.e. the beach house), as the family will 
typically have less �exibility to travel elsewhere in the world, at least 
until retirement years provide more scheduling options.

Rental Considerations
While collecting rental income can o�set many related expenses, 
there are many other issues to think over. Laws related to rental 
properties can vary by state, city and even by neighborhood.  
Certain condo bylaws / HOA rules allow for renters or Airbnb-like 
rentals, whereas others strictly prohibit it.  Renters are o�en hard on 
furniture and the home itself, requiring additional maintenance.  
Many owners feel more comfortable with renters if they have 
adequate lockable storage space for pantry items, linens, and sports 
equipment; make sure the house has these spaces available.

Conclusion
�ere are many compelling reasons to purchase a second home, 
especially if it is an area you know well and your family already 
enjoys. Please take the time to think them through, as well as 
consider the needs of the rest of your family, before taking the 
plunge. As many of you know, several of us at Sterling Financial 
Group have direct experience with this topic, so please consider us a 
resource for these issues.

Sterling 2021 Christmas Party
Sterling Financial Group and guests enjoyed a Christmas Dinner 
together in early December at Bacchus’ Kitchen in Pasadena. Our 
fun evening was followed by a jazz duet performance of old 
standards and new music that helped us kick-start the holiday 
season. We hope you enjoyed time with family and friends.

framework can still be used as a general benchmark. Assuming that 
expenses are managed, and that intergenerational planning is also a 
goal, a tactical approach to asset depletion should also be 
incorporated during this phase.

�oughtful Asset Withdrawals
Many retirees �nd themselves selling assets to generate cash �ow. Tax 
deferred investments such as 401(k)s, 403(b)s, 457(b)s, Traditional 
IRAs, etc. will not receive a step-up in cost basis and are now required 
to be fully distributed by your designated (non-spouse) bene�ciaries 
within 10 years of your passing. Unfortunately, these bene�ciaries 
will o�en receive these distributions in what could be their peak 
earnings years. Due to this paradigm shi�, compare your potentially 
more favorable tax bracket to that of your bene�ciaries’; it may be 
prudent to accelerate the distributions of tax deferred accounts 
during your lifetime. Many experts now consider non-IRA assets as 
more tax favorable assets for generational planning purposes, as they 
may receive a step-up upon your passing.

Giving Intentions
Philanthropy and end-of-life giving can be structured as early as one 
would like, but during the golden years there may be an increased sense 
of urgency or desire. Fortunately, it is not too late to plan. Whether it be 
a looming estate tax bill, legacy planning, or altruism, several solutions 
may be implemented to increase the impact of your giving.  �ree of the 
most common charitable giving structures that we recommend, 
beyond outright gi�s of cash or assets,  are described as follows:

Donor-Advised Fund (DAF):  Donor makes an irrevocable gi� 
to a DAF of appreciated asset to which they receive a full write o� in 
the year of the gi�. Gi� can then be invested and distributed 
accordingly. �e donor may exercise discretion as to when, how 
much, and to whom the charitable gi�s are sent. All receiving 
charities must be 501(c)3 registered.

Charitable Remainder Trust (CRT): Donor makes an 
irrevocable gi� to a CRT of a highly appreciated asset for which they 
will receive a write-o� estimated to be between 25-50%. Once 
established, the donor may withdraw a predetermined amount (e.g. 
5%) for the remainder of their life. Upon passing, the remaining 
balance (minimum 10%) is sent to the donor’s listed 501(c)3 charity.

Pooled Income Fund (PIF):   Donor makes an irrevocable gi� of 
appreciated assets to the PIF for which they may qualify for an 
immediate, partial deduction, based on their life expectancy and 
anticipated income stream. Once established the donor may 
withdraw a predetermined amount (ex. 5%) for the remainder of 
their life, while the assets receive market performance of the 
underlying investment pool. Upon passing, the remaining balance is 
sent to the listed 501(c)3 charity.

Beside the charitable strategies above, retirees may wish to consider 
lifetime gi�ing to loved ones.

Annual Exclusion Limits: In 2022, gi�s of up to $16,000 per 
individual or $32,000 per married couple, qualify for the gi� tax 
annual exclusion amount. Such gi�s will not incur a gi� tax, nor will 
they reduce your lifetime exemption amount. Keep in mind, the 
annual gi�ing exclusion is viewed on a per bene�ciary basis and does 
not limit the number of bene�ciaries to whom you may gi�.    

We hope this big picture overview on spending, withdrawal 
strategies, and gi�ing serves as a thoughtful reminder of important 
topics to consider in your retirement.

Second Home Considerations
B Y  B E R K E L E Y  H A R R I S O N ,  C F A

During the Covid lockdown, media o�en cited the growing number 
of remote workers dialing in from a picturesque lake or mountain 
house. �e rosy picture these articles painted forced many Americans 
to ponder if purchasing a second home made sense for them. While 
far from a comprehensive list, we feel that pondering these 
considerations could help some families avoid making an expensive 
mistake.

Usage
Can most of the family break away for long stretches to enjoy the 
vacation house?  If the second home is more than a few hours away, it 
may only be used on long weekends or during school breaks. Limited 
vacation time or renewed “required o�ce face time” in a post-Covid 
world may make it di�cult to work remotely for long stretches in 
another state.

Costs  

Insurance: Homeowners insurance may be very di�erent than a 
primary residence, especially if it is a short-term or long-term rental.  In 
some mountain locations, �re insurance is almost impossible to obtain.

Utilities:  Is it cheaper to keep a house running on autopilot while 
you’re gone? Some houses don’t do well when the heating or air 
conditioning is turned o� as temperatures reach extreme high or lows 
(e.g. frozen pipes, cracked foundations).  

Security: As second homes become more remote, security becomes a 
bigger need.  Does it make more sense to have a security company 
drive by and take pictures once a day, or should a house sitter stay 
overnight periodically? Do you need security cameras / house alarm?

Maintenance: Basic upkeep maintenance is typically a year-round 
expense, as housekeeping, painting and lawn care is needed to keep the 
home attractive, especially for potential renters. Seasonal maintenance 
may also be required, such as snow clearance, gutter cleaning, and 
water line clearing in colder climates to avoid frozen pipes.

Vacancy: While you could rent your mountain cabin, it may sit 
vacant for much of the year, if not adjacent to popular attractions.  
�e “peace and quiet” you appreciate as an owner may not make it an 
attractive rental property.

Travel: Don’t forget that you may have to travel long distances by 
plane or car to arrive at your second home; these travel costs for the 
entire family can add up.

Income Tax
In many states, once you meet the threshold of “six months and a 
day”, you can claim residency and pay income taxes in that state.  
However, other states you may be trying to leave behind (e.g. 

Our best to you for 2022; we hope the year has started o� well for all 
of you and your families. We are now almost two years into the 
Covid-19 pandemic, and we know many have been impacted by this 
latest Omicron variant. Fortunately, 64% of the U.S. population is 
now fully vaccinated (according to the Mayo Clinic) and over 76% 
have received at least one dose, and many have also built up a natural 
resistance from contracting the illness. As a result, we may be reaching 
the “endemic” stage, and we are hopeful that 2022 will see a return to 
a more normal level of activity in all facets of our daily lives. �e 
balance of my comments will focus on the �nancial markets across a 
few of the major asset classes, to provide our best thinking.

U.S. Stocks
In the US, the S&P 500 �nished up 28% in 2021, but several sectors 
performed far better, with Financials and Technology stocks both 
earning 34-35% for the year and Energy and 
Real Estate earning 52% and 42% returns, 
respectively.  Although markets pulled back in 
January 2022, we believe our thematic, 
long-term approach of broad market exposure, 
with some exposure to sectors with strong 
fundamentals, should continue to serve 
investors well.  For example, Energy and Real 
Estate were by far the best performing sectors 
in the overall market last year, yet each 
represented less than a 3% weighting in the 
S&P 500 index.  We were fortunate enough to 
have a material weighting to Real Estate last 
year, our best performing investment selection.  

�e investment management arm of Goldman 
Sachs describes our current U.S. equity markets 
as being “in the third or fourth inning of a nine inning stretch” and we 
agree with that logic. We feel the U.S. economy should continue to 
expand, for AT LEAST another 12-24 months, regardless of policy, 
politics, interest rates, in�ation, or the occasional geo-political threat 
(which always seem to come at the worst time).  �e market is trading 
at a forward P/E of about 20, as opposed to historical averages closer to 
16 or 17; this slightly over-valued market is o�set, in our minds, by the 
number and variety of appealing companies and industries that trade 
well below those multiples. Even the tech-heavy NASDAQ market, 
with over 2500 stocks, illustrates this point — as of 12/31 
approximately 40% of those companies were down 50% from their 
previous all-time highs. We believe selectivity will matter even more 
this year, as returns become more varied across market sectors. As 
stocks reached all-time highs in recent months, we reminded clients 
that, as an asset class, stocks should only be used for investments 
expected to be held for �ve years or longer.

Bonds
�e US Aggregate Bond Market index declined -1.54% in 2021, its 
worst showing in some time.  However, a look under the hood of this 
index reveals that 75% of the index’s weighting is made up of U.S. 

Treasuries and mortgage-backed securities; those securities are very 
sensitive to rising interest rates. With the 10-year U.S. Treasury Bond 
rate increasing from 0.93% at the start of 2021 to over 1.5% at the end, 
it is little surprise the Aggregate Index turned in last year’s 
disappointing performance. So far this year, the yield on the U.S. 
10-year rose further to 1.8% as of this writing (1-26-2022). While our 
investment process does not depend on predicting interest rate 
movements, the Federal Reserve has articulated their plan to 
discontinue asset purchases (so-called “quantitative easing”) and to 
also raise interest rates in 2022, possibly two or three times.  Given this 
backdrop, our continued focus will be on ultra-short bonds, which 
tend to hold up relatively well in a rising rate environment, as well as 
asset backed securities (e.g. auto loans, equipment �nancing loans), 
and investment grade corporate or municipal bonds.  All these sectors 
had positive returns in 2021, and we have con�dence in them going 
forward.  Recall our article from the Q4 2021 newsletter- “Why Do 

I Have Any Bonds In My Portfolio?—for 
income, diversi�cation, and stability in 
times of �nancial market volatility. All of 
these attributes seem relevant in the coming 
quarters.  �e Fed thinks the economy is doing 
well and doesn’t need as much stimulus, so it 
can handle a slightly higher cost of capital.

Foreign Stocks
Foreign stocks earned roughly a +12% 
return in U.S. dollar terms for 2021, less 
than half the U.S. market’s return (MSCI 
EAFE index vs. S&P 500). Foreign 
developed markets are now priced 
one-third lower than the U.S. markets, as 
measured by P/E ratio, and may seem 

poised for a stock market rebound that has been anticipated for 
several years. Germany, a strong exporter which produces a quarter 
of Europe’s economic output and has o�en been called the “engine 
of Europe”, would typically be expected to lead Europe’s comeback 
from the Covid-related setback.  Unfortunately, its export focus has 
been hampered by a post-pandemic world of broken supply chains 
and rising energy prices.  Not surprisingly, Germany’s GDP grew by 
2.7% last year (not nearly as robust as the U.S.), and market pundits 
are less optimistic about a quick stock market rebound. Overall, the 
expected growth in many foreign developed markets is simply not as 
robust as in the United States, and thus we continue to underweight 
this sector overall.

Emerging markets were down slightly last year (-2.2%), following a 
strong 2020, as measured by the MSCI Emerging Markets index.  
With vaccinations lagging in most emerging markets, and rising U.S. 
interest rates posing an additional headwind (emerging market bond 
issuers frequently borrow in dollars), we see ongoing challenges for 
this asset class. However, as we have said before, it is a market of 
stocks not a stock market, and thus we favor an active, focused 
portfolio in this sector. 

To safeguard against depletion, 
limit annual withdrawals to
 4% - 6% of account values. 
In doing so, the withdrawal 

amounts may be o�set by the 
underlying performance of
 the investment accounts.

“

”

www.sterlingfg.com    (626) 440-9192



Alternatives
Lastly, some clients have the requisite time frame and investment 
experience to commit to alternative investments, which o�en are 
illiquid and may require ten-plus years to reach their potential. �is 
is not an asset class for every investor. �at said, we would consider a 
focused real estate portfolio, commodities, private equity, or private 
debt investments for the right scenario.

We hope this overview has given you some insight into our thinking 
for 2022. We are not in the prediction business, as our investment 
process is not dependent on any concept that we “know what is 
going to happen”, but rather on time-tested investment principles, 
sound economic theory and diligent research. We look forward to 
connecting with you in 2022!

—Best regards, Michael

MICHAEL HATCH, CFP®, MBA, JD

Milestones in Focus
BY KODY BROWN ,  CFP®

FINANCIAL PLANNING TIMELINE:  
THE GOLDEN YEARS

Aging is a natural progression and is something we all must face if 
given enough time on this earth. As the saying goes, “failing to plan 
is planning to fail”. In the golden years of any household’s lifecycle, 
the reliance on and support from professionals and/or family should 
be expected. Organization and communication are both paramount 
when entering this phase. Getting ahead of the following topics 
before urgent needs arise, will help preserve your estate and personal 
directives, along with family cohesion.

Manage Spending
A well-funded retirement would ideally strike a balance between 
quali�ed and non-quali�ed assets which are de�ned as pre and 
post-tax resources. During your golden years, these assets frequently 
experience signi�cant drawdown. To safeguard against depletion, 
limit annual withdrawals to 4% - 6% of account values. In doing so, 
the withdrawal amounts may be o�set by the underlying performance 
of the investment accounts. We understand that in any given year 
there may be emergencies that require excess distributions, but this 

California) may not want to let you go, especially if some of your 
income continues to be generated in the state where you formerly 
resided. Be sure to consult with your accountant to establish 
appropriate expectations and avoid a nasty tax season surprise.  If the 
second home quali�es as a rental property, many related expenses 
could potentially reduce overall income tax.  One related expense is 
mortgage interest—be sure to work closely with your accountant 
and/or �nancial advisor to see how much can be deducted.

Travel Variety Limitations
For most second homes to “make sense”, they must be used for more 
than just one or two weeks each year.  Certain families will feel “stuck” 
going to a singular destination (i.e. the beach house), as the family will 
typically have less �exibility to travel elsewhere in the world, at least 
until retirement years provide more scheduling options.

Rental Considerations
While collecting rental income can o�set many related expenses, 
there are many other issues to think over. Laws related to rental 
properties can vary by state, city and even by neighborhood.  
Certain condo bylaws / HOA rules allow for renters or Airbnb-like 
rentals, whereas others strictly prohibit it.  Renters are o�en hard on 
furniture and the home itself, requiring additional maintenance.  
Many owners feel more comfortable with renters if they have 
adequate lockable storage space for pantry items, linens, and sports 
equipment; make sure the house has these spaces available.

Conclusion
�ere are many compelling reasons to purchase a second home, 
especially if it is an area you know well and your family already 
enjoys. Please take the time to think them through, as well as 
consider the needs of the rest of your family, before taking the 
plunge. As many of you know, several of us at Sterling Financial 
Group have direct experience with this topic, so please consider us a 
resource for these issues.

Sterling 2021 Christmas Party
Sterling Financial Group and guests enjoyed a Christmas Dinner 
together in early December at Bacchus’ Kitchen in Pasadena. Our 
fun evening was followed by a jazz duet performance of old 
standards and new music that helped us kick-start the holiday 
season. We hope you enjoyed time with family and friends.

framework can still be used as a general benchmark. Assuming that 
expenses are managed, and that intergenerational planning is also a 
goal, a tactical approach to asset depletion should also be 
incorporated during this phase.

�oughtful Asset Withdrawals
Many retirees �nd themselves selling assets to generate cash �ow. Tax 
deferred investments such as 401(k)s, 403(b)s, 457(b)s, Traditional 
IRAs, etc. will not receive a step-up in cost basis and are now required 
to be fully distributed by your designated (non-spouse) bene�ciaries 
within 10 years of your passing. Unfortunately, these bene�ciaries 
will o�en receive these distributions in what could be their peak 
earnings years. Due to this paradigm shi�, compare your potentially 
more favorable tax bracket to that of your bene�ciaries’; it may be 
prudent to accelerate the distributions of tax deferred accounts 
during your lifetime. Many experts now consider non-IRA assets as 
more tax favorable assets for generational planning purposes, as they 
may receive a step-up upon your passing.

Giving Intentions
Philanthropy and end-of-life giving can be structured as early as one 
would like, but during the golden years there may be an increased sense 
of urgency or desire. Fortunately, it is not too late to plan. Whether it be 
a looming estate tax bill, legacy planning, or altruism, several solutions 
may be implemented to increase the impact of your giving.  �ree of the 
most common charitable giving structures that we recommend, 
beyond outright gi�s of cash or assets,  are described as follows:

Donor-Advised Fund (DAF):  Donor makes an irrevocable gi� 
to a DAF of appreciated asset to which they receive a full write o� in 
the year of the gi�. Gi� can then be invested and distributed 
accordingly. �e donor may exercise discretion as to when, how 
much, and to whom the charitable gi�s are sent. All receiving 
charities must be 501(c)3 registered.

Charitable Remainder Trust (CRT): Donor makes an 
irrevocable gi� to a CRT of a highly appreciated asset for which they 
will receive a write-o� estimated to be between 25-50%. Once 
established, the donor may withdraw a predetermined amount (e.g. 
5%) for the remainder of their life. Upon passing, the remaining 
balance (minimum 10%) is sent to the donor’s listed 501(c)3 charity.

Pooled Income Fund (PIF):   Donor makes an irrevocable gi� of 
appreciated assets to the PIF for which they may qualify for an 
immediate, partial deduction, based on their life expectancy and 
anticipated income stream. Once established the donor may 
withdraw a predetermined amount (ex. 5%) for the remainder of 
their life, while the assets receive market performance of the 
underlying investment pool. Upon passing, the remaining balance is 
sent to the listed 501(c)3 charity.

Beside the charitable strategies above, retirees may wish to consider 
lifetime gi�ing to loved ones.

Annual Exclusion Limits: In 2022, gi�s of up to $16,000 per 
individual or $32,000 per married couple, qualify for the gi� tax 
annual exclusion amount. Such gi�s will not incur a gi� tax, nor will 
they reduce your lifetime exemption amount. Keep in mind, the 
annual gi�ing exclusion is viewed on a per bene�ciary basis and does 
not limit the number of bene�ciaries to whom you may gi�.    

We hope this big picture overview on spending, withdrawal 
strategies, and gi�ing serves as a thoughtful reminder of important 
topics to consider in your retirement.

Second Home Considerations
B Y  B E R K E L E Y  H A R R I S O N ,  C F A

During the Covid lockdown, media o�en cited the growing number 
of remote workers dialing in from a picturesque lake or mountain 
house. �e rosy picture these articles painted forced many Americans 
to ponder if purchasing a second home made sense for them. While 
far from a comprehensive list, we feel that pondering these 
considerations could help some families avoid making an expensive 
mistake.

Usage
Can most of the family break away for long stretches to enjoy the 
vacation house?  If the second home is more than a few hours away, it 
may only be used on long weekends or during school breaks. Limited 
vacation time or renewed “required o�ce face time” in a post-Covid 
world may make it di�cult to work remotely for long stretches in 
another state.

Costs  

Insurance: Homeowners insurance may be very di�erent than a 
primary residence, especially if it is a short-term or long-term rental.  In 
some mountain locations, �re insurance is almost impossible to obtain.

Utilities:  Is it cheaper to keep a house running on autopilot while 
you’re gone? Some houses don’t do well when the heating or air 
conditioning is turned o� as temperatures reach extreme high or lows 
(e.g. frozen pipes, cracked foundations).  

Security: As second homes become more remote, security becomes a 
bigger need.  Does it make more sense to have a security company 
drive by and take pictures once a day, or should a house sitter stay 
overnight periodically? Do you need security cameras / house alarm?

Maintenance: Basic upkeep maintenance is typically a year-round 
expense, as housekeeping, painting and lawn care is needed to keep the 
home attractive, especially for potential renters. Seasonal maintenance 
may also be required, such as snow clearance, gutter cleaning, and 
water line clearing in colder climates to avoid frozen pipes.

Vacancy: While you could rent your mountain cabin, it may sit 
vacant for much of the year, if not adjacent to popular attractions.  
�e “peace and quiet” you appreciate as an owner may not make it an 
attractive rental property.

Travel: Don’t forget that you may have to travel long distances by 
plane or car to arrive at your second home; these travel costs for the 
entire family can add up.

Income Tax
In many states, once you meet the threshold of “six months and a 
day”, you can claim residency and pay income taxes in that state.  
However, other states you may be trying to leave behind (e.g. 

Our best to you for 2022; we hope the year has started o� well for all 
of you and your families. We are now almost two years into the 
Covid-19 pandemic, and we know many have been impacted by this 
latest Omicron variant. Fortunately, 64% of the U.S. population is 
now fully vaccinated (according to the Mayo Clinic) and over 76% 
have received at least one dose, and many have also built up a natural 
resistance from contracting the illness. As a result, we may be reaching 
the “endemic” stage, and we are hopeful that 2022 will see a return to 
a more normal level of activity in all facets of our daily lives. �e 
balance of my comments will focus on the �nancial markets across a 
few of the major asset classes, to provide our best thinking.

U.S. Stocks
In the US, the S&P 500 �nished up 28% in 2021, but several sectors 
performed far better, with Financials and Technology stocks both 
earning 34-35% for the year and Energy and 
Real Estate earning 52% and 42% returns, 
respectively.  Although markets pulled back in 
January 2022, we believe our thematic, 
long-term approach of broad market exposure, 
with some exposure to sectors with strong 
fundamentals, should continue to serve 
investors well.  For example, Energy and Real 
Estate were by far the best performing sectors 
in the overall market last year, yet each 
represented less than a 3% weighting in the 
S&P 500 index.  We were fortunate enough to 
have a material weighting to Real Estate last 
year, our best performing investment selection.  

�e investment management arm of Goldman 
Sachs describes our current U.S. equity markets 
as being “in the third or fourth inning of a nine inning stretch” and we 
agree with that logic. We feel the U.S. economy should continue to 
expand, for AT LEAST another 12-24 months, regardless of policy, 
politics, interest rates, in�ation, or the occasional geo-political threat 
(which always seem to come at the worst time).  �e market is trading 
at a forward P/E of about 20, as opposed to historical averages closer to 
16 or 17; this slightly over-valued market is o�set, in our minds, by the 
number and variety of appealing companies and industries that trade 
well below those multiples. Even the tech-heavy NASDAQ market, 
with over 2500 stocks, illustrates this point — as of 12/31 
approximately 40% of those companies were down 50% from their 
previous all-time highs. We believe selectivity will matter even more 
this year, as returns become more varied across market sectors. As 
stocks reached all-time highs in recent months, we reminded clients 
that, as an asset class, stocks should only be used for investments 
expected to be held for �ve years or longer.

Bonds
�e US Aggregate Bond Market index declined -1.54% in 2021, its 
worst showing in some time.  However, a look under the hood of this 
index reveals that 75% of the index’s weighting is made up of U.S. 

Treasuries and mortgage-backed securities; those securities are very 
sensitive to rising interest rates. With the 10-year U.S. Treasury Bond 
rate increasing from 0.93% at the start of 2021 to over 1.5% at the end, 
it is little surprise the Aggregate Index turned in last year’s 
disappointing performance. So far this year, the yield on the U.S. 
10-year rose further to 1.8% as of this writing (1-26-2022). While our 
investment process does not depend on predicting interest rate 
movements, the Federal Reserve has articulated their plan to 
discontinue asset purchases (so-called “quantitative easing”) and to 
also raise interest rates in 2022, possibly two or three times.  Given this 
backdrop, our continued focus will be on ultra-short bonds, which 
tend to hold up relatively well in a rising rate environment, as well as 
asset backed securities (e.g. auto loans, equipment �nancing loans), 
and investment grade corporate or municipal bonds.  All these sectors 
had positive returns in 2021, and we have con�dence in them going 
forward.  Recall our article from the Q4 2021 newsletter- “Why Do 

I Have Any Bonds In My Portfolio?—for 
income, diversi�cation, and stability in 
times of �nancial market volatility. All of 
these attributes seem relevant in the coming 
quarters.  �e Fed thinks the economy is doing 
well and doesn’t need as much stimulus, so it 
can handle a slightly higher cost of capital.

Foreign Stocks
Foreign stocks earned roughly a +12% 
return in U.S. dollar terms for 2021, less 
than half the U.S. market’s return (MSCI 
EAFE index vs. S&P 500). Foreign 
developed markets are now priced 
one-third lower than the U.S. markets, as 
measured by P/E ratio, and may seem 

poised for a stock market rebound that has been anticipated for 
several years. Germany, a strong exporter which produces a quarter 
of Europe’s economic output and has o�en been called the “engine 
of Europe”, would typically be expected to lead Europe’s comeback 
from the Covid-related setback.  Unfortunately, its export focus has 
been hampered by a post-pandemic world of broken supply chains 
and rising energy prices.  Not surprisingly, Germany’s GDP grew by 
2.7% last year (not nearly as robust as the U.S.), and market pundits 
are less optimistic about a quick stock market rebound. Overall, the 
expected growth in many foreign developed markets is simply not as 
robust as in the United States, and thus we continue to underweight 
this sector overall.

Emerging markets were down slightly last year (-2.2%), following a 
strong 2020, as measured by the MSCI Emerging Markets index.  
With vaccinations lagging in most emerging markets, and rising U.S. 
interest rates posing an additional headwind (emerging market bond 
issuers frequently borrow in dollars), we see ongoing challenges for 
this asset class. However, as we have said before, it is a market of 
stocks not a stock market, and thus we favor an active, focused 
portfolio in this sector. 

 BUILDING TRUST OVER GENERATIONS™



Alternatives
Lastly, some clients have the requisite time frame and investment 
experience to commit to alternative investments, which o�en are 
illiquid and may require ten-plus years to reach their potential. �is 
is not an asset class for every investor. �at said, we would consider a 
focused real estate portfolio, commodities, private equity, or private 
debt investments for the right scenario.

We hope this overview has given you some insight into our thinking 
for 2022. We are not in the prediction business, as our investment 
process is not dependent on any concept that we “know what is 
going to happen”, but rather on time-tested investment principles, 
sound economic theory and diligent research. We look forward to 
connecting with you in 2022!

—Best regards, Michael

MICHAEL HATCH, CFP®, MBA, JD

Milestones in Focus
BY KODY BROWN ,  CFP®

FINANCIAL PLANNING TIMELINE:  
THE GOLDEN YEARS

Aging is a natural progression and is something we all must face if 
given enough time on this earth. As the saying goes, “failing to plan 
is planning to fail”. In the golden years of any household’s lifecycle, 
the reliance on and support from professionals and/or family should 
be expected. Organization and communication are both paramount 
when entering this phase. Getting ahead of the following topics 
before urgent needs arise, will help preserve your estate and personal 
directives, along with family cohesion.

Manage Spending
A well-funded retirement would ideally strike a balance between 
quali�ed and non-quali�ed assets which are de�ned as pre and 
post-tax resources. During your golden years, these assets frequently 
experience signi�cant drawdown. To safeguard against depletion, 
limit annual withdrawals to 4% - 6% of account values. In doing so, 
the withdrawal amounts may be o�set by the underlying performance 
of the investment accounts. We understand that in any given year 
there may be emergencies that require excess distributions, but this 

California) may not want to let you go, especially if some of your 
income continues to be generated in the state where you formerly 
resided. Be sure to consult with your accountant to establish 
appropriate expectations and avoid a nasty tax season surprise.  If the 
second home quali�es as a rental property, many related expenses 
could potentially reduce overall income tax.  One related expense is 
mortgage interest—be sure to work closely with your accountant 
and/or �nancial advisor to see how much can be deducted.

Travel Variety Limitations
For most second homes to “make sense”, they must be used for more 
than just one or two weeks each year.  Certain families will feel “stuck” 
going to a singular destination (i.e. the beach house), as the family will 
typically have less �exibility to travel elsewhere in the world, at least 
until retirement years provide more scheduling options.

Rental Considerations
While collecting rental income can o�set many related expenses, 
there are many other issues to think over. Laws related to rental 
properties can vary by state, city and even by neighborhood.  
Certain condo bylaws / HOA rules allow for renters or Airbnb-like 
rentals, whereas others strictly prohibit it.  Renters are o�en hard on 
furniture and the home itself, requiring additional maintenance.  
Many owners feel more comfortable with renters if they have 
adequate lockable storage space for pantry items, linens, and sports 
equipment; make sure the house has these spaces available.

Conclusion
�ere are many compelling reasons to purchase a second home, 
especially if it is an area you know well and your family already 
enjoys. Please take the time to think them through, as well as 
consider the needs of the rest of your family, before taking the 
plunge. As many of you know, several of us at Sterling Financial 
Group have direct experience with this topic, so please consider us a 
resource for these issues.

Sterling 2021 Christmas Party
Sterling Financial Group and guests enjoyed a Christmas Dinner 
together in early December at Bacchus’ Kitchen in Pasadena. Our 
fun evening was followed by a jazz duet performance of old 
standards and new music that helped us kick-start the holiday 
season. We hope you enjoyed time with family and friends.

framework can still be used as a general benchmark. Assuming that 
expenses are managed, and that intergenerational planning is also a 
goal, a tactical approach to asset depletion should also be 
incorporated during this phase.

�oughtful Asset Withdrawals
Many retirees �nd themselves selling assets to generate cash �ow. Tax 
deferred investments such as 401(k)s, 403(b)s, 457(b)s, Traditional 
IRAs, etc. will not receive a step-up in cost basis and are now required 
to be fully distributed by your designated (non-spouse) bene�ciaries 
within 10 years of your passing. Unfortunately, these bene�ciaries 
will o�en receive these distributions in what could be their peak 
earnings years. Due to this paradigm shi�, compare your potentially 
more favorable tax bracket to that of your bene�ciaries’; it may be 
prudent to accelerate the distributions of tax deferred accounts 
during your lifetime. Many experts now consider non-IRA assets as 
more tax favorable assets for generational planning purposes, as they 
may receive a step-up upon your passing.

Giving Intentions
Philanthropy and end-of-life giving can be structured as early as one 
would like, but during the golden years there may be an increased sense 
of urgency or desire. Fortunately, it is not too late to plan. Whether it be 
a looming estate tax bill, legacy planning, or altruism, several solutions 
may be implemented to increase the impact of your giving.  �ree of the 
most common charitable giving structures that we recommend, 
beyond outright gi�s of cash or assets,  are described as follows:

Donor-Advised Fund (DAF):  Donor makes an irrevocable gi� 
to a DAF of appreciated asset to which they receive a full write o� in 
the year of the gi�. Gi� can then be invested and distributed 
accordingly. �e donor may exercise discretion as to when, how 
much, and to whom the charitable gi�s are sent. All receiving 
charities must be 501(c)3 registered.

Charitable Remainder Trust (CRT): Donor makes an 
irrevocable gi� to a CRT of a highly appreciated asset for which they 
will receive a write-o� estimated to be between 25-50%. Once 
established, the donor may withdraw a predetermined amount (e.g. 
5%) for the remainder of their life. Upon passing, the remaining 
balance (minimum 10%) is sent to the donor’s listed 501(c)3 charity.

Pooled Income Fund (PIF):   Donor makes an irrevocable gi� of 
appreciated assets to the PIF for which they may qualify for an 
immediate, partial deduction, based on their life expectancy and 
anticipated income stream. Once established the donor may 
withdraw a predetermined amount (ex. 5%) for the remainder of 
their life, while the assets receive market performance of the 
underlying investment pool. Upon passing, the remaining balance is 
sent to the listed 501(c)3 charity.

Beside the charitable strategies above, retirees may wish to consider 
lifetime gi�ing to loved ones.

Annual Exclusion Limits: In 2022, gi�s of up to $16,000 per 
individual or $32,000 per married couple, qualify for the gi� tax 
annual exclusion amount. Such gi�s will not incur a gi� tax, nor will 
they reduce your lifetime exemption amount. Keep in mind, the 
annual gi�ing exclusion is viewed on a per bene�ciary basis and does 
not limit the number of bene�ciaries to whom you may gi�.    

We hope this big picture overview on spending, withdrawal 
strategies, and gi�ing serves as a thoughtful reminder of important 
topics to consider in your retirement.

Second Home Considerations
B Y  B E R K E L E Y  H A R R I S O N ,  C F A

During the Covid lockdown, media o�en cited the growing number 
of remote workers dialing in from a picturesque lake or mountain 
house. �e rosy picture these articles painted forced many Americans 
to ponder if purchasing a second home made sense for them. While 
far from a comprehensive list, we feel that pondering these 
considerations could help some families avoid making an expensive 
mistake.

Usage
Can most of the family break away for long stretches to enjoy the 
vacation house?  If the second home is more than a few hours away, it 
may only be used on long weekends or during school breaks. Limited 
vacation time or renewed “required o�ce face time” in a post-Covid 
world may make it di�cult to work remotely for long stretches in 
another state.

Costs  

Insurance: Homeowners insurance may be very di�erent than a 
primary residence, especially if it is a short-term or long-term rental.  In 
some mountain locations, �re insurance is almost impossible to obtain.

Utilities:  Is it cheaper to keep a house running on autopilot while 
you’re gone? Some houses don’t do well when the heating or air 
conditioning is turned o� as temperatures reach extreme high or lows 
(e.g. frozen pipes, cracked foundations).  

Security: As second homes become more remote, security becomes a 
bigger need.  Does it make more sense to have a security company 
drive by and take pictures once a day, or should a house sitter stay 
overnight periodically? Do you need security cameras / house alarm?

Maintenance: Basic upkeep maintenance is typically a year-round 
expense, as housekeeping, painting and lawn care is needed to keep the 
home attractive, especially for potential renters. Seasonal maintenance 
may also be required, such as snow clearance, gutter cleaning, and 
water line clearing in colder climates to avoid frozen pipes.

Vacancy: While you could rent your mountain cabin, it may sit 
vacant for much of the year, if not adjacent to popular attractions.  
�e “peace and quiet” you appreciate as an owner may not make it an 
attractive rental property.

Travel: Don’t forget that you may have to travel long distances by 
plane or car to arrive at your second home; these travel costs for the 
entire family can add up.

Income Tax
In many states, once you meet the threshold of “six months and a 
day”, you can claim residency and pay income taxes in that state.  
However, other states you may be trying to leave behind (e.g. 

Our best to you for 2022; we hope the year has started o� well for all 
of you and your families. We are now almost two years into the 
Covid-19 pandemic, and we know many have been impacted by this 
latest Omicron variant. Fortunately, 64% of the U.S. population is 
now fully vaccinated (according to the Mayo Clinic) and over 76% 
have received at least one dose, and many have also built up a natural 
resistance from contracting the illness. As a result, we may be reaching 
the “endemic” stage, and we are hopeful that 2022 will see a return to 
a more normal level of activity in all facets of our daily lives. �e 
balance of my comments will focus on the �nancial markets across a 
few of the major asset classes, to provide our best thinking.

U.S. Stocks
In the US, the S&P 500 �nished up 28% in 2021, but several sectors 
performed far better, with Financials and Technology stocks both 
earning 34-35% for the year and Energy and 
Real Estate earning 52% and 42% returns, 
respectively.  Although markets pulled back in 
January 2022, we believe our thematic, 
long-term approach of broad market exposure, 
with some exposure to sectors with strong 
fundamentals, should continue to serve 
investors well.  For example, Energy and Real 
Estate were by far the best performing sectors 
in the overall market last year, yet each 
represented less than a 3% weighting in the 
S&P 500 index.  We were fortunate enough to 
have a material weighting to Real Estate last 
year, our best performing investment selection.  

�e investment management arm of Goldman 
Sachs describes our current U.S. equity markets 
as being “in the third or fourth inning of a nine inning stretch” and we 
agree with that logic. We feel the U.S. economy should continue to 
expand, for AT LEAST another 12-24 months, regardless of policy, 
politics, interest rates, in�ation, or the occasional geo-political threat 
(which always seem to come at the worst time).  �e market is trading 
at a forward P/E of about 20, as opposed to historical averages closer to 
16 or 17; this slightly over-valued market is o�set, in our minds, by the 
number and variety of appealing companies and industries that trade 
well below those multiples. Even the tech-heavy NASDAQ market, 
with over 2500 stocks, illustrates this point — as of 12/31 
approximately 40% of those companies were down 50% from their 
previous all-time highs. We believe selectivity will matter even more 
this year, as returns become more varied across market sectors. As 
stocks reached all-time highs in recent months, we reminded clients 
that, as an asset class, stocks should only be used for investments 
expected to be held for �ve years or longer.

Bonds
�e US Aggregate Bond Market index declined -1.54% in 2021, its 
worst showing in some time.  However, a look under the hood of this 
index reveals that 75% of the index’s weighting is made up of U.S. 

Treasuries and mortgage-backed securities; those securities are very 
sensitive to rising interest rates. With the 10-year U.S. Treasury Bond 
rate increasing from 0.93% at the start of 2021 to over 1.5% at the end, 
it is little surprise the Aggregate Index turned in last year’s 
disappointing performance. So far this year, the yield on the U.S. 
10-year rose further to 1.8% as of this writing (1-26-2022). While our 
investment process does not depend on predicting interest rate 
movements, the Federal Reserve has articulated their plan to 
discontinue asset purchases (so-called “quantitative easing”) and to 
also raise interest rates in 2022, possibly two or three times.  Given this 
backdrop, our continued focus will be on ultra-short bonds, which 
tend to hold up relatively well in a rising rate environment, as well as 
asset backed securities (e.g. auto loans, equipment �nancing loans), 
and investment grade corporate or municipal bonds.  All these sectors 
had positive returns in 2021, and we have con�dence in them going 
forward.  Recall our article from the Q4 2021 newsletter- “Why Do 

I Have Any Bonds In My Portfolio?—for 
income, diversi�cation, and stability in 
times of �nancial market volatility. All of 
these attributes seem relevant in the coming 
quarters.  �e Fed thinks the economy is doing 
well and doesn’t need as much stimulus, so it 
can handle a slightly higher cost of capital.

Foreign Stocks
Foreign stocks earned roughly a +12% 
return in U.S. dollar terms for 2021, less 
than half the U.S. market’s return (MSCI 
EAFE index vs. S&P 500). Foreign 
developed markets are now priced 
one-third lower than the U.S. markets, as 
measured by P/E ratio, and may seem 

poised for a stock market rebound that has been anticipated for 
several years. Germany, a strong exporter which produces a quarter 
of Europe’s economic output and has o�en been called the “engine 
of Europe”, would typically be expected to lead Europe’s comeback 
from the Covid-related setback.  Unfortunately, its export focus has 
been hampered by a post-pandemic world of broken supply chains 
and rising energy prices.  Not surprisingly, Germany’s GDP grew by 
2.7% last year (not nearly as robust as the U.S.), and market pundits 
are less optimistic about a quick stock market rebound. Overall, the 
expected growth in many foreign developed markets is simply not as 
robust as in the United States, and thus we continue to underweight 
this sector overall.

Emerging markets were down slightly last year (-2.2%), following a 
strong 2020, as measured by the MSCI Emerging Markets index.  
With vaccinations lagging in most emerging markets, and rising U.S. 
interest rates posing an additional headwind (emerging market bond 
issuers frequently borrow in dollars), we see ongoing challenges for 
this asset class. However, as we have said before, it is a market of 
stocks not a stock market, and thus we favor an active, focused 
portfolio in this sector. 
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• For over two decades, the number of American companies that are public has decreased; in 2021 that 
began to change and the number of publicly listed companies in the U.S. rose above 4,000 for the �rst time 
in more than a decade (Wall Street Journal).

• �e Commerce Department report that in 2021 we started 1.6 million homes in the U.S., the most since 2006.

• For the sixth consecutive year, taxable-bond funds led all U.S. category groups in annual in�ows, collecting 
over $531 billion in 2021, more than double international equities' second-place sum, and well over three 
times U.S. stock fund �ows (Morningstar).

Interesting Facts
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