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2016 YEAR-END LETTER
Before we look at the financial markets and what we, at 
Braeburn, are focusing on, I would like to share how grateful 
I am for a few things:

• I’m grateful for the clients Braeburn serves, so many of 
whom we have a personal relationship with. 

• I’m grateful for the people I work with.  They really are 
wonderful people who just so happen to be darn good, 
and are committed to what they do.  I believe our new 
hire, Nate, is cut from the same cloth.

• I’m grateful to be in a field I truly love, and to have a job I’m 
truly passionate about. 
The work I do here every 
day is something I would 
probably be doing for fun 
in my spare time anyway, 
if not for Braeburn. 

As we look back together on 
2016, I’ll focus only on financial 
matters- I’ll leave reflection on 
political events and celebrity 
deaths to someone else.  

Market Performance and 
Holdings Adjustments

A question that many of our 
clients have at the top of their 
list is: “How did we do?”  The answer requires a deeper look 
than just an overview of what the returns of the popular 
indexes were. The Dow Jones Industrial Average (“The Dow”) 
is an index comprised of 30 large blue-chip stocks, and holds 
no cash or other asset types (Top 30 Dow Holdings). In 2016, 
The Dow had its best year in a long time. It returned 12.26% 
for the year, plus dividends. Since this is a popularly reported 
index, it’s a natural one for clients to reference when 
comparing their returns. If a client’s accounts hold no cash, no 
bonds, and no other assets classes (small caps, international 

stocks, etc.), then comparison to The Dow may be a good 
starting point for performance evaluation. However, in our 
practice, such portfolio allocations are rare.    

When looking for more detailed information on how various 
investment categories performed, a great place to start is at 
Morningstar.com, a free website available to anyone.  The 
table below, titled “Index Performance: Return (%)”, was 
obtained from this site.  Keep in mind that the indexes below 
are comprised of stocks only, and are always fully invested 
in those stocks.  The table shows that while the overall US 
Stock Market averaged 12.44% in returns, the returns in sub 
categories varied dramatically in 2016.

Growth stocks really struggled in 2016, returning a mere 
3.16%.  This is significant because many investors, including 
some of our clients, own considerable amounts of growth 
stocks either individually or as part of Exchange Traded Funds 
(“ETFs”) and mutual funds.  Facebook, Google, Home Depot, 
Disney, Celgene and Starbucks are a few of the well-known 
blue chip growth stocks we own for our clients.  These stocks 
also greatly underperformed the market in 2016.  However, 
these are all fabulous stocks that will almost certainly have 
a great future ahead of them,         (CONTINUED ON PAGE 2)
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and we continue to hold and believe in them.   

On the other end of the spectrum is the performance of Mid 
Cap stocks in general, and Mid Cap Value stocks in particular.  
These stocks had a spectacular year in 2016, returning 
14.39% and 25.2% respectively.  We own this sector via two 
ETFs: the I-Shares Mid Cap ETF (symbol IJH) and the I-Shares 
Mid Cap Value ETF (symbol IJJ), which were up 18.7% and                  
23.9%,  respectively.  

Another thing we heard here at Braeburn last year is that, 
in general, our clients wanted (and continue to want) a 
bit of safety added to their portfolios. This is where bonds 
typically come into play. Bonds have traditionally been part of 
diversified portfolios for clients who don’t want to be “all in 
(the market), all the time.”  However, in the table below you’ll 
see that bond returns lagged greatly behind stock market 

returns, bringing down the overall return rate of diversified 
portfolios.  As we adjusted our diversified holdings, we took 
note of the lagging returns bonds experienced during the 
last 13 weeks of 2016 (see red “13 Week” column in table 
below). The negative performance is a direct result of the 
rising interest rates that came during the latter part of the 
year, at nearly the exact same time that The Dow moved to 
new highs. 

Cash is also typically considered to be a “safe” holding, but 
cash returns were abysmal last year. Cash performance 
should improve slightly as the fed raises interest rates, but 
will still only offer minimal returns as a reward for utilizing 
this element of safety in accounts.

Bonds and cash were not the only investment categories 
that experienced poor year-end performance.  Interest rate-
sensitive stock sectors (think sectors that pay high dividends) 
such as REITs, Defensive Stocks, and Big Pharma all suffered 
negative returns for the last quarter of the year.  Utilities 

squeaked out slightly positive returns over the final 13 weeks 
of the year.  We are currently evaluating additional changes 
to client portfolios that take into consideration the likelihood 
of rising interest rates in the future.  

It has been said that if a diversified portfolio had no losers 
in it, then it was not a diversified portfolio. The idea behind 
owning a portfolio, as opposed to concentrating on just a few 
select holdings, is to diversify with assets that are not highly 
correlated to one another in performance. In an effort to 
buffer client accounts through typical market cycles, we’ve 
begun adding “Alternative Asset” mutual funds to our lineup 
of client holdings. These include several managed futures 
funds, as well as a smaller position in gold.  Alternative 
Assets are held as a means of combating negative stock 
performance. The idea is that when stocks “zig”, Alternative 

Assets will “zag”. With that in mind, we are evaluating our 
weightings in these holdings and actively discussing this 
concept when meeting with clients. Our top four holdings 
under the category of “Alternative Assets” are:

Client Performance, Risk Tolerance, and ETF Portfolios

So, how do we organize all this performance data into 
something clients can bite into? How do we assure ourselves 
that we are delivering the appropriate returns for our clients? 
(Believe me, this is something we think about regularly.)  The 
solution is in a comprehensive performance report, which 
is provided to every client annually at minimum. Reports 
are organized first by overall      (CONTINUED ON PAGE 3) 
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household performance, and are further broken down by 
individual account. We compare each account to Benchmark 
Portfolios which are categorized by risk tolerance as Growth, 
Moderate or Conservative, and are tailored to reflect actual 
market conditions. Clients can generally identify with one of 
these tolerances, and can compare their performance to what 
an actual portfolio in each category delivered. You may be 
wondering, “Is there a more definitive way to identify which 
Benchmark Portfolio to compare my returns to?” We believe 
the answer is ‘yes’, and it comes in the form of Riskaylze. 
Riskalyze is a Nobel Prize-winning tool that uses a short 
series of questions regarding risk and return expectations 
to assign the client a personal Risk Number. Risk Numbers 
range from 1 to 99, with 1 reflecting an all-cash allocation 
and 99 reflecting an entire account invested in one volatile 
stock. The table below lists our Benchmark Portfolios with 
their corresponding Risk Number and 2016 returns.  

The use of Riskalyze is helping us close the divide between 
what a client’s real return number should be, given their 
very specific risk tolerance, and how we try to deliver that.  
We started with the benchmarks above and then built an 
investable series of ETF Portfolios to meet varying risk 
tolerances.  We offer these exact portfolios as investment 
options, and client reception has been very favorable. 
During client meetings, we are actively discussing our 
ETF Portfolio’s (listed below).  

If we have not spoken with you about them and you’re 
interested in learning more, please contact us.

The Navigator

Together, with our friends at Callesen Wealth Management, 

we have developed what we call “The Navigator.”  The 
Navigator was born by combining a trend-following tool with 
a market-breadth tool, and we utilize it to identify periods 
of heightened and/or optimal market risk. To be clear, 
The Navigator will not protect from abrupt short sell-offs, 
like the one that occurred in October of 1987, or what we 
experienced in the first few days following 9/11. We have 
been discussing The Navigator during client meetings as we 
move forward with employing this tool.  If you would like to 
learn more, please call me directly at (231) 720-0598.

What Braeburn Can Do for You

This year, we really wanted to identify a clear and well-
organized process for achieving overall portfolio health and 
client success. The chart below outlines the complete flow of 
services that we offer to our clients.  Some may choose not 
to use all of these services, but we believe clients will benefit 
most, and receive the clearest and most complete image of 
their total financial health, by employing each step outlined 
in our process.  

All of our relationships begin with a discussion of where 

you’re at, and where you want to be. What do you want to 

accomplish? Completing a financial plan is a great way to 

organize your current financial situation.   (CONT. ON PAGE 4)
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Portfolio 
Expense 
Analysis

Am I paying too 
much for my 

current investments?

The COMPLETE PROCESS for YOU

Financial Plan

What are my
goals and 
objectives?

Riskalyze

What is  my          
specific 

Risk Number?

Risk Number™

How does my risk 
number align with 
my portfolio(s)?

Existing 
Portfolio

Am I on track?

Braeburn       
Portfolio

■ Fidelity
■ Risk/reward 

match
■ Low expenses

NAVIGATOR

Is my               
portfolio aligned            

with current      
market risk?

Performance     
Analysis and 

Report

■ Morningstar
How am I doing?

YOU
& 

Client meetings to assess, 
review and discuss the           
complete process.

Ongoing communication                       
to track investment needs.
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Is your current allocation in line with your goals and objectives? A 
review of your existing portfolio, on its own or in conjunction 
with a financial plan, (CONTINUED ON PAGE 4) can help us 
determine where changes to your portfolio may be beneficial. 

Is your existing portfolio’s Risk Number matched to your 
personal Risk Tolerance? We’ll enter your current portfolio 
into Riskaylze, and have you complete a 5-minute survey, to 
see how the Risk Numbers compare. Together we’ll discuss 
any differences between the two numbers, what those 
differences mean to you, and how we might bridge the gap in 
those numbers, if one exists. 

What are you paying in portfolio expenses? In conjunction 
with a review of your Risk Tolerance, we regularly evaluate 
portfolios for their underlying internal expenses. By utilizing 
ETFs and select individual stocks, we can often lower the 
overall internal expenses in your portfolio. 

To ensure that your accounts are properly allocated according 
to your goals and Risk Tolerance, we offer a variety of custom-
built Braeburn Portfolios. Our clients are increasingly 
choosing to incorporate our ETF portfolios into their accounts. 
We continue to use our 21 Stock Portfolio, Braeburn Income 
Strategy, and other individual stock solutions in partnership 
with these ETF portfolios. It’s not uncommon for clients 
to choose a mix of these strategies and portfolios in their 
accounts. 

We use the Navigator to identify market risk. If the Navigator’s 
signal is positive, we seek to stay as fully invested in the market 
as possible. If the signal indicates a risk-adverse posture, we’ll 
move select assets to cash. It’s important to note that we 
are only incorporating the Navigator into our procedures for 
clients with whom we’ve previously discussed it. We want to 
make sure that the client understands what the Navigator will 
and will not do before implementing it as part of a client’s 
investment strategy. 

The final component in our Complete Process is a performance 
analysis and report. We use Morningstar software to report 
to our clients on exactly how they’re doing. We view the 
performance report, and subsequent discussion, as a method 
of ongoing feedback and correspondence with our clients. 
Performance reports and reviews help us ensure that a client’s 
portfolio remains aligned with their Risk Tolerance, and they 

invite communication regarding potential changes in client 
circumstances or market activity. Performance figures are 
reported net of all expenses.

Looking Ahead

What do we expect in 2017?  Certainly, rising interest rates 
are on our minds.  We are actively assessing the potential for 
bonds and other interest rate-sensitive investments to lose 
value as interest rates rise, and reviewing client accounts 
accordingly. A simple method to reduce the related risk would 
be to scale back on bond holdings, and in many cases, we 
have or will be doing that. Yet, bonds serve a vital portfolio 
role when markets turn violently negative. During such times, 
high-quality bonds rise in value. Therefore, eliminating bonds 
from portfolios entirely does not make good sense from a risk 
management point of view. We are keeping maturities short in 
existing bond portfolios. We also like the individual bonds, as 
the return and maturity value were locked in upon purchase. 
All we have to do with such bonds is hold them to maturity 
(baring any individual bond-issue quality concerns). Though we 
are not avoiding the bond space all together, we are reducing 
interest rate-sensitive securities in many situations. Another 
key thing to note for 2017 is that stocks are not cheap. As I 
write this, the Price to Earnings Ratio (PE) on the S&P 500 is 
24.9 times, while the PE on Utility stocks stands even higher 
at 28 times. This doesn’t mean that stocks can’t go higher, but 
it does mean that we need to be diligent in observing market 
movements, and make adjustments accordingly. 

Please take care not to interpret any of the above as my 
implying that we will avoid drawdowns due to market 
declines, or not experience declines in our bond and fixed 
income holdings.  My goal in all this is for you to feel confident 
and secure knowing that we take a long-term point of view, 
acknowledge that some degree of volatility is normal, and do 
our best to adjust the sails of the ship along the way.

Final Thoughts

I began working in this field in April of 1989.  In the years 
since, I have digested many books, web sites, newsletters, etc., 
relating to the financial markets.  Financial prognostications 
are hardly few and far between -  they’re quite the opposite; 
widely held and disseminated, and fluidly changing.  What’s 
the point of this acknowledgement?           (CONT. ON PAGE 5) 
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Managing financial assets has never been a function of one or 
two key bits of information.  Even if you think that you have the 
best or most relevant information, the markets will inevitably 
leave you looking foolish. This is not to say that we shut out 
sources of research or follow fewer economists or strategists.  
It’s purely meant to highlight that nothing is certain.  We 
must remain flexible and diligent in our management of client 
assets, ensuring that we don’t act on one single piece of news 
or research that will likely change tomorrow or next week.  We 
must be sensible.  In doing so, we won’t always be right in all 
we do -  that’s impossible.  Our responsibility is to you, our 
client, who has placed their trust in us in the management of 
precious financial resources. We will manage your accounts in 
a sensible and thoughtful manner, adjusting to changes that 
we view as significant and avoiding undue risk.  

The danger in writing a year-end letter, focusing on just one year, 
is that it brings attention to phenomena which are transient in 
nature and often not long lasting in their effects.  You’ve often 
heard me quote the market sage (unknown) who, when asked 
what we should have learned from the 37% down turn in 2008, 
said “be careful you don’t learn a lesson you won’t need for 
another 32 years.”  Markets fluctuate, and we’ll adjust along 
the way. But investing has always been a long-term endeavor, 
and this will never change.

We hope 2017 brings you health, wealth and happiness. 

Sincerely,

Michael A. Poland, CFA®
and the Braeburn Wealth Management Team

The Braeburn Observations is our means of sharing with clients and interested parties what it is we are reading in our research.  These are research items, news and 
statistics that are being considered as we make investment decisions for our clients.  Items noted do not necessarily drive an investment decision in and of itself.   We are 
trying to make the best decisions we can given all that we are looking at.    We also highlight key financial metrics that will provide a “point in time” glimpse of how the 
financial markets are behaving.  Again, it is often the trend in these metrics and/or anticipated movements that drives our decision making in our clients’ portfolios.  All 
observations are taken at a point in time and should not be used to infer our opinion or to rely upon as a matter of fact that we are currently acting upon. 

Bull and Bear Paperfold by:  © Norbert Buchholz.Dreamstime.com
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