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ALL THINGS MUST PASS
Even though it’s the shortest month of the year, this
past February felt like it took a lifetime to play out. The
month began with a chaotic start to the Democratic
primary season with confusion on the results of the
Iowa Democratic caucus. Next was the acquittal of
President Trump in only the 3rd impeachment trial of
a U.S. president in our history. The New Hampshire
Democratic primary saw Senator Bernie Sanders
win in a close race followed by a dominant victory
in the Nevada Democratic caucus. The S&P 500
hit all-time highs in the middle of February only to
¿QLVKWKHPRQWKGRZQLQDPDUNHWFRUUHFWLRQ
due to concerns about the impact on the economy
from the Coronavirus. Needless to say that it’s been
D YRODWLOH PRQWK LQ ERWK WKH ¿QDQFLDO PDUNHWV DQG
our political landscape, but what does it mean for
us as investors going forward? What actions should
investors be taking?
For those of you asking this question, I’d advise
that you stick with your long-term plan. Financial
planning is a marathon, rather than a sprint. By
XWLOL]LQJ WKH ¿QDQFLDO WRROV ZH KDYH DYDLODEOH DQG
taking a knowledge-backed approach, we can avoid
risks made from short-term emotional reactions.
The most important tools we have at our disposal are
¿QDQFLDO PRGHOV DVVHW DOORFDWLRQ DQG LQYHVWPHQW
policy statements.
Financial models allow us to test varying assumptions
and consider a wide range of possibilities in the
FRQWH[WRI\RXU¿QDQFLDOSODQ)RUWKRVHRI\RXWKDW
are retired or are getting close to retirement age,

WKLVPHDQVZHFDQWDNH\RXU¿QDQFLDOSODQDQGVHH
what would happen to it if you went through a large
equity market decline early in your plan. We can
also stress test your plan using asset returns that
are lower than historical averages to test viability.
In addition to using lower than average historical
UHWXUQVZHDOVRPRGHORXWLQÀDWLRQH[SHFWDWLRQVWKDW
are higher than current levels to further stress test
\RXUSODQ8VLQJ¿QDQFLDOPRGHOVWKHFXUUHQWHTXLW\
market correction we are in and future equity market
corrections are planned for.
$QRWKHU WHQHW RI WKH ¿QDQFLDO SODQQLQJ SURFHVV LV
asset allocation. Asset allocation is a function of your
risk tolerance and your investment time horizon.
Risk tolerance is determined by your willingness
and ability to tolerate investment risk. Once these
data points are factored in, an allocation to equities
DQG¿[HGLQFRPHLVDJUHHGXSRQ7KHULVNLHUHTXLW\
component of your portfolio is designed to capture
equity market growth and protect against the longWHUP HIIHFWV RQ LQÀDWLRQ ZKLOH \RXU ¿[HG LQFRPH
portion is designed to generate current income
and buffer against equity market volatility. This
¿[HG LQFRPH FRPSRQHQW LV HVSHFLDOO\ LPSRUWDQW
in times where you have equity market corrections
RU UHFHVVLRQV EHFDXVH \RX DUH DEOH WR VHOO ¿[HG
income assets to cover spending needs as opposed
to liquidating equity assets at depressed price levels.
For example, say you have a $1 million investment
SRUWIROLR WKDW LV DOORFDWHG WR  HTXLWLHV DQG
 ¿[HG LQFRPH $W WKH EHJLQQLQJ RI HDFK \HDU
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you withdraw $40k to fund your retirement and
VXSSOHPHQW \RXU VRFLDO VHFXULW\ EHQH¿WV <RX JR
through the entire year and are ready to make your
annual withdrawal but you notice that your equities
ZHQWGRZQDQG\RXUERQGVUHWXUQHG:KDW
do you do? Based on these numbers you would sell
bonds and here is why. First, while your equity assets
are going through a drawdown, you wouldn’t want
to sell them at a loss and turn this paper loss into a
UHDOORVV6HFRQGDIWHUDUHWXUQRQERQGV\RXU
bond portfolio would have a value of approximately
 <RXU ERQG DOORFDWLRQ FRXOG VXSSRUW
almost 13 years of spending needs without ever
touching your equity assets. Since WWII, equity
recessions have lasted 14.5 months on average and
WDNH\HDUVRQDYHUDJHWRUHFRYHU:LWK\HDUVRI
spending needs in your bonds, you will have more
than enough time to let your equity assets recover.
Finally, another important aspect to remember is
that even when equity prices are depressed, you will
VWLOO EH UHFHLYLQJ LQWHUHVW LQFRPH IURP \RXU ¿[HG
income assets and dividend income from your equity
investments.
7KH ¿QDO FRPSRQHQW RI \RXU ¿QDQFLDO SODQ LV \RXU
Investment Policy Statement (IPS). The IPS is a
written document that outlines the mechanics of
\RXU¿QDQFLDOSODQDQGGLFWDWHVKRZ\RXUDVVHWVDUH
being managed. This document gets updated at a
minimum on an annual basis and will get updated
anytime a material change takes place. While this
document is helpful for us when we manage your
DVVHWVLWVIRUHPRVWEHQH¿WLVIRU\RXWKHFOLHQW7KH
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purpose of this document is for you to have a written
plan that can be referenced during periods of market
stress and to know the exact reasoning behind your
¿QDQFLDOSODQ
While we advocate for our clients to stick to their
plans and keep a long term focus, Sigma Investment
Counselors will take advantage of market weakness
in various ways. If Roth conversions are in your plan,
we will take advantage of the market weakness to
either lower the taxes due on your conversion or by
converting over more shares. We will also implement
tax loss harvesting for those of you with taxable
accounts to lower your tax liability for this year and
for future years. For those that are invested in our
common stock portfolio, we will use the current
ZHDNQHVVWR¿QGDWWUDFWLYHLQYHVWPHQWVIRULQFOXVLRQ
in our individual stock portfolio.
Ultimately, the Coronavirus will continue to have an
impact on US and global economic activity. Further
political uncertainty will also add to the volatility
LQ WKH ¿QDQFLDO PDUNHWV +RZHYHU RXU ¿QDQFLDO
planning takes into account these types of scenarios
and we have ways to manage this risk. Just like you,
we also don’t like to see the value of our equity
assets go down but we know that this is temporary
DQGZRQ¶WODVWIRUHYHU6XFFHVVLQ¿QDQFLDOSODQQLQJ
isn’t measured in months or even a year, but rather
over decades. Keep your focus on your long term
goals and the short term noise will fade away.
Paul Warholak

Disclosure: The views expressed represent the opinion of Sigma Investment Counselors. The views are subject to change and are not intended as a
forecast or guarantee of future results. This material is for informational purposes only. It does not constitute investment advice and is not intended as an
endorsement of any speciﬁc investment. Stated information is derived from proprietary and non-proprietary sources that have not been independently
veriﬁed for accuracy or completeness. Statements of future expectations, estimates, projections, and other forward-looking statements are based on
available information. Accordingly, such statements are inherently speculative as they are based on assumptions that may involve known and unknown risks
and uncertainties. Actual results, performance or events may differ materially from those expressed or implied in such statements.

Please remember to contact Sigma Investment Counselors if there are any changes in your ﬁnancial situation or investment objectives
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