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Welcome to this first edition of Sterling Financial Report, we hope you 
find this information useful and that we continue to be a resource for 
you and your family. 

With the first half of 2019 complete, financial markets have 
rebounded significantly from the poor showing in 2018, and the 
especially difficult 4th quarter. While Sterling Financial Group has 
focused on long-term results when making asset allocation and 
investment strategy decisions, and our investment choices reflect 
that outlook as a priority, we are not immune from the news 
distraction and market declines that occasionally occur. When 
experiencing volatility, most investors are very pleased to participate 
in the upside swings, but at times may be extremely anxious over 
downside volatility, which in reality is a fairly normal pattern and 
should not be feared. What volatility should we expect in stocks, and 
what is normal? Below we try and examine some of the facts and 
point to an example that hopefully illustrates the long-term nature of 
how companies have grown. 

The S&P500 tracks some 500 companies in many industries, but many 
investors are more familiar with the Dow Jones Industrial Average, 
thus we are using the Dow index for example purposes, even though 
it only tracks 30 large U.S. stocks. According to Dow Jones Market 
Data, since 1896 the Dow has fallen by at least 23 in a single day on 
more than 1000 occasions over the last 120 years. This is an average 
of about one decline of 23 or greater every 6 weeks or so. With the 
Dow currently over 26,000 as we go to print, a 23 decline is equal to 
more than a 500-point drop in the Dow. If such declines occur every 
6 weeks, can investors make money in stocks with this level of 
volatility? 

In our opinion, the answer is an unequivocal yes. Stocks represent a 
share of ownership in a business, and while the market value of a 
company on any day is determined by the "market" price on any 
given day, the long term correlation that we believe is most 
compelling for stocks, is the link between corporate earnings with 
stock prices. Over time, business' goal (from a financial standpoint), is 
to produce earnings, and they do this by offering valuable services or 
goods to their customers at a profit over the costs of offering such 
products. As businesses find more customers, develop more value 
and grow revenue (and hopefully) profits at a faster rate, the 
marketplace typically rewards them over time by sending share 
prices higher; this keeps the relationship intact between the price of 
a stock, and the earnings, the so-called PE Ratio. Returns to 
shareholders generally come from increases in earnings that are 
frequently reflected in increases in stock prices over time, and 
payouts in the form of dividends or other corporate distributions. 

Continued inside see ... Dow Jones Normal Volatility 

Many of you have asked how our team 
has changed in our transition. As you 
can see in the photo above, the core 
group of our service team, including Lisa 
Cortes, Danielle Smith, and Kody Brown, 
is looking forward to speaking with you 
and assisting in any way they can. 

We are pleased to announce our 
newest team members, Berkeley 
Harrison and Evelyn Cetina. Berkeley 
holds the prestigious Chartered 
Financial Analyst designation (CFA) 
and has over 25 years of investment 
management and financial planning 
experience, and he joins our group as 
Sr. Portfolio Manager. We are also 
pleased to announce the addition of 
Evelyn Cetina to our team. Evelyn has 
over 20 years of experience as a 
data/operations analyst, most recently 
with Bank of America. 

With other team members in the 
background, including legal, 
accounting, compliance and 
technology support, as well as 
numerous resources available at our 
custodian partners, LPL Financial and 
Charles Schwab, we are well 
organized to serve your needs for 
many years to come. From our 
perspective, our investment and 
financial planning services offered to 
you, should be more consistent with 
our more focused team. Please reach 
out and say hello if there is anything 
we can help you with. 



Dow Jones Normal Volatility 

However, this process doesn't normally unfold neatly over 1-2 
calendar quarters, or even 1-2 years, but typically is a pattern we 
can observe over a multi-year period, as the following example 
illustrates. 

Headlines often feature technology or other fast-growing 
companies like Google, which increased its revenue to $137 billion 
by 2018, a spectacular growth of nearly 273 per year since 2005. 
Over that same period, Google's earnings increased 20-fold. 
However, let's look at a more traditional company, 180+ year old 
equipment maker, John Deere. In 2005 Deere had revenues of 
$19 .8 billion and earnings of $319 million, and in 2018 they had 
revenue of more than $37 billion, not quite double, but earnings of 
$2.4 billion or more than 7.5 times the 2005 level. Over this 13-year 
period, Google stock increased 11-12 times, but Deere also 
increased about 4-fold. And, importantly, John Deere pays nearly a 
23 dividend, (and has averaged around 23 dividends for years), 
while Google pays no dividend. Thus, we believe even established 
companies in mature industries, if they are well run, have the 
opportunity to increase revenue and profits over time. Neither of 
these examples are meant as a recommendation to buy Google or 
Deere, or to state that Deere and Google are equivalent 
companies, but to illustrate that while very different companies, 
they were both able to generate significant growth in revenues 
and earnings over time. And it is the power of that growth in 
earnings over time that our investment management approach 
seeks to leverage for our clients' benefit. 

Volatility and downturns in the market make for good television 
commentary on CNBC and grab front page headlines, but they 
often mask the long-term wealth building effect of markets 
reflecting growth in corporate earnings over time. Even in the 
difficult financial recession of 2008-09, such downturns have 
historically been temporary, not permanent conditions, and we 
believe investors should keep a close eye on the long-term goals 
they have, their overall asset allocation and financial structure, and 
pay less attention to what is going on in the stock market on any 
given week or month. As always, we look forward to speaking with 
you soon. 

- Michael Hatch, CFP ~ MBA, JD 
Financial Advisor & Principal 

De (Coding) the Future: 
How Artificial Intelligence 

Will Augment Our Lives 
By Michael Hatch 

Speaking of Google, our team 
recently had the opportunity to tour 
the Googleplex and spend an 
evening with professors from CalTech. 
What is the Googleplex you ask? It is 
the corporate headquarters of 
Google (parent company, Alphabet, 
Inc.) which occupies dozens of 
buildings encompassing millions of 
square feet of office space in 
Mountain View, California. During the 
afternoon and evening program, we 
had a peek inside the Google work 
process, how they assimilate and train 
new employees, and the measures they 
take to keep their employees engaged. 
Food, snacks and other creature 
comforts abound! Whether by 
necessity, due to the high cost of living 
and low availability of housing nearby, 
Google even has on site laundry 
facilities. 

After a casual dinner, we then heard 
numerous presentations on the 
CalTech and Google programs to 
expand the artificial intelligence field. 
From assisting physicians in identifying 
different cornea diseases, to driving an 
automobile around town, artificial 
intelligence continues its progress. Of 
particular interest to us was the 
amount and variety of data 
processing expertise and computing 
power required to have a sufficient 
data set for these initiatives. A very 
interesting program that took us out of 
our everyday routine and gave us a 
look at how "big-tech" and the 
academic world are partnering 
together. Very enlightening! 



Why Dividends Make 
Sense Now 
By Berkeley Harrison, CFA 

Time for a different allocation? 
Volatility has returned to the 
equity markets, as evidenced 
by an increase in the VIX {a 
popular measure of the U.S. 
stock market's expected 
volatility), from 12 in mid-April 
2019 to over 20 in late May 
2019. The traditional antidote 
to stock market volatility is 
long term Treasuries. 

Unfortunately, yields on Treasuries {2.03 for UST 10 year) are 
disappointingly low and expected to stay "lower for longer"; the 
Federal Reserve has already signaled that they are willing to cut the 
Fed Funds target rate as needed to support the economy. With more 
volatility in stocks and relatively low bond yields, clients are seeking 
higher portfolio yields without taking undue risk. 

What is an investor to do? Dividend-paying stocks may offer 
protection against rising uncertainty and slowing profit growth. An 
income stream from dividends {normally paid quarterly) provides a 
source of return that often generates roughly one-third of a stock's 
total return. For example, the current dividend rate for the S&P 500 
index is roughly 23. 

Are dividends like bond coupons? While dividends historically provide 
consistent, scheduled payments, they are not contractually 
obligated payments, like bond coupons. Dividend payouts are 
determined by each company's board of directors, and can be 
maintained, increased, or even eliminated at any point. 

What are common investor mistakes when buying high dividend 
stocks? 

1. Blindly chasing dividend yields. Many high dividend-paying 
companies have run out of good investment opportunities 
within their own firm or industry. Don't buy stocks with 
inconsistent earnings or poor outlooks. 

2. Concentrated portfolios. Some investors only buy the 5-6 
highest yielding stocks. If one or two companies falter in a 
concentrated portfolio, the total return of the portfolio will 
suffer disproportionately. 

3. Not all dividends are created equally. While most dividends 
are considered qualified {taxed at only 203 for lower tax 
brackets), some are taxed as ordinary income, with 
significantly higher marginal tax rates. 

Is there a smarter way to invest in high dividend paying stocks? 
Within your larger portfolio, we recommend that you consider a 
strategy with a diversified portfolio of companies currently paying 
dividends, likely to increase their payout levels, and supported by 
strong, growing earnings. In this manner, you get the ideal 
combination of another income stream (dividends) to complement 
bond coupon payments, as well as strong, long-term appreciation 
potential in the core stock portfolio. 

Book Review 
''Mastering The Market Cycle'' 

by Howard Marks 
By Michael Hatch 

Howard Marks is a legendary investor 
and founder of Oaktree Capital 
Management, currently managing in 
excess of $120 Billion; earlier this year 
Oaktree agreed to be acquired by 
Brookfield Asset Management. 
Howard Marks has long been 
considered one of the top investors in 
the world, especially in the area of 
distressed debt. 

Mr. Marks central belief is that markets 
rise and fall over cycles, although he 
displays a certain humility in 
recognizing that he cannot possibly 
predict the timing of when things will 
turn up or down. The cyclical factors 
that go into his thinking are the very 
large cycles of population growth, the 
corresponding hours worked in the 
economy, and the output of that work, 
typically measured by productivity. 
Since those factors change very little 
year by year, Mr. Marks believes the 
long-term cycles are inevitable, and 
only short-term cycles can be 
influenced by government policies, 
capital market conditions and 
importantly, investor psychology. 

Mr. Marks demonstrates that typical 
investor behavior is predictable in 
three stages: 1) markets look bad, and 
few people perceive things will get 
better, 2) investors realize 
improvements are taking place, and 
3) nearly everyone concludes things 
will continually improve. Eventually, 
investment options either become 
over-crowded (and thus over-priced) 
or assets become so cheap they are 
not even priced at their intrinsic or 
replacement value. Deciphering 
where we are in those cycles and 
positioning a portfolio to take 
advantage of these long-term trends 
has proven particularly rewarding for 
Mr. Marks. His useful and readable 
book is a good overview of how you 
can gauge for yourself where we are 
in the cycle. 
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BUILDING TRUST OVER GENERATIONS™ 
Investment advice offered through Sterling Financial Group, Inc., a Registered Investment Advisor and separate entity from 

LPL Financial. Financial Advisors are registered with, and securities offered through LPL Financial, Member FINRA/SIPC. 

Interesting Facts 

• According to the Hotel Lodging Industry Association, the United States currently has 5,509 hotels 
under construction, the most of any country in the world. Hotel companies have long lead cycles 
and do their planning over many years, and the hundreds of thousands of hotel rooms currently 
under construction indicates to us that the lodging industry sees great promise for travel, commerce, 
and tourism in the US over the coming decade. 

• There are currently some $13 trillion of government bonds around the globe paying negative interest 
rates according to the Financial Times. Meanwhile, the US 10-year dropped from 2.66 to 2.10 so far 
this year. 

Investment advice offered through Sterling Financial Group,lnc., a registered investment advisor and separate entity from LPL 
Financial. Financial Advisors are registered with, and securities offered through LPL Financial, Member FINRA/SIPC. 

Content in this material is for general information only and not intended to provide specific advice or recommendations for any 
individual. All performance referenced is historical and is no guarantee of future results. All indices are unmanaged and may not be 
invested into directly. This information is not intended to be a substitute for specific individualized tax advice. We suggest that you 
discuss your specific tax issues with a qualified tax advisor. There is no guarantee that a diversified portfolio will enhance overall returns 
or outperform a non-diversified portfolio. Diversification does not protect against market risk. The Dow Jones Industrial Average is 
comprised of 30 stocks that are major factors in their industries and widely held by individuals and institutional investors. The Standard 
& Poor's 500 Index is a capitalization weighted index of 500 stocks designed to measure performance of the broad domestic economy 
through changes in the aggregate market value of 500 stocks representing all major industries. 
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