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Welcome,
Everett Coulter!

So that was 2021. Huh. It’s fair to say
it wasn’t quite what we were expecting.
A year later and, despite vaccines
and other therapies, daily COVID–19
cases are at all–time highs. Businesses
are going back to remote work when
possible, and many countries are
reinstituting lockdowns and other
measures. Instead of the much–hyped
and widely–anticipated return to
normal we had all been hoping for, we
find ourselves living in a quasi–normal
world where social interaction remains
limited, distancing and mask wearing
remain recommended, and nothing is
quite back to the way it was. Rather
than a grand reopening, we’re in the
midst of a grand congestion of sorts –
yes, of noses, but also of ports and
railways and any other way of getting
goods from one place to another. The
result has been a sharp increase in
prices that has left many people feeling
worse off now than they were last year.
It brings to mind the climactic scene
from the 2005 film, Star Wars: Episode
III – Revenge of the Sith, when Obi–
Wan Kenobi faces Anakin Skywalker
on Mustafar. To paraphrase Obi–Wan’s
words (with our own twist): “You were
the chosen one, 2021! It was said that
you would destroy the COVID, not join
it! Bring balance to the world, not leave
it in darkness!” Alas, we must now turn
our eye toward 2022 – a new hope, a
Luke Skywalker for us all.
There is reason to believe 2022 will
be better. Early data on the omicron
variant from South Africa and the
UK suggest the virus is becoming
less deadly even as it becomes more
infectious. Though it is too early to tell,
a weakening virus could change the
math for those weighing the personal
health risks versus the social, mental,

and economic benefits of reintegrating
into everyday life. Indeed, many people
have learned to live with COVID,
if packed football stadiums across
the country this fall have been any
indication. Still, COVID’s resurgence
places further strain on a healthcare
system already at or past its breaking
point. As doctors and nurses, whose
ranks have been depleted by attrition,
illness, and other factors, stare down
a third year of this pandemic, there is
no guarantee that even a mild form of
COVID won’t continue to wreak havoc
and drive uncertainty.
It is this uncertainty that the Federal
Reserve is trying to navigate, and the
Fed’s choices in 2022 will likely have
a meaningful impact on both bond
and equity markets, not to mention
everyday things like inflation, jobs,
mortgage rates, etc. Over the past
decade, via a series of policy decisions
that could be described as anything
from “loose” to “ultra, ultra loose,” the

Rather than a grand reopening,
we're in the midst of a grand
congestion of sorts.
Fed has forced itself into an avoidance–
avoidance conflict. It must now choose
between two undesirable scenarios:
1) It can continue its accommodative
stance in an effort to drive the
unemployment rate down further,
which will likely fuel inflation and
asset price bubbles or; 2) it can begin
raising interest rates to curb inflation,
even if this has the potential to deflate
asset prices and risk the nascent
economic recovery.
At its December 15th meeting, the Fed
largely chose the second scenario –
combatting inflation – when it decided
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to double its reduction in bond buying from $15 billion
to $30 billion per month. At this renewed pace, the
Fed’s asset–buying program should end in March. Then,
with bond buying off the table, the Fed should have a
clear runway for interest rate increases throughout the
rest of the year. Presently, a majority of Federal Open
Market Committee (FOMC) members expect three
rate hikes of 0.25% apiece throughout 2022. Markets
generally agree with this outlook and are pricing in a
two–thirds likelihood that the first rate hike happens
in March. If inflation remains high throughout the year
even in the face of higher rates, it is possible the Fed
could enact four interest rate hikes. Conversely, if the
economy starts to wobble, then the Fed might only raise
rates once or twice.
For much of the fourth quarter, broad markets shrugged
off the looming specter of higher interest rates. In our
last market commentary, we discussed the market’s
penchant for climbing a wall of worry, and that’s exactly
what happened through the end of the year. Led by a
resurgent Apple (AAPL), the S&P 500 Index fought
back from a dismal September and made it through a

For much of the fourth quarter, broad markets
shrugged off the looming specter of higher
interest rates.
choppy holiday season to finish the year up a whopping
28.68% on a total return basis. This showing bested
both the Nasdaq Composite Index (22.21%) and the Dow
Jones 30 Index (20.95%) – just the third time since 2010
where the S&P 500 outperformed the Nasdaq.
These attention–grabbing, broad–market returns,
however, belied much volatility beneath the surface.
As 2021 wore on, investors shifted, abruptly at times,
from the growthiest areas toward higher quality
names. Due to this underlying volatility, roughly 92%
of S&P 500 stocks had experienced a drawdown of
10% or more by the fourth quarter, with the average
drawdown being 18%. Among Nasdaq–listed companies,
89% had experienced a double-digit price decline, with
the average decline a whopping 40%. The story was
even worse among small cap stocks, as 98% of Russell
2000 companies experienced a decline of 10% or more
throughout the year. Thus, in more ways than one,
2021 was a year of challenged expectations. It would be
reasonable to assume, in a market up 20% or more, that
all boats would rise in a rising tide. But a majority of

stocks had a challenging year, as companies struggled to
meet unrealistic comparisons to stellar 2020 operating
performances.
Now, a week into the new year, this dynamic has
persisted. After a strong first trading day, market chop
has resumed. On January 5th, the Nasdaq declined
3.1%, its worst single-day performance since March. The
Nasdaq wasn’t alone, as the S&P 500 lost 1.9% and the
Dow dropped 1.1%.
Ostensibly, markets were spooked by the Fed’s
December meeting minutes, within which certain Fed
members floated the possibility of reducing the Fed’s
balance sheet sooner rather than later. This sentiment
was unexpected and would imply a more hawkish
Fed stance than has been seen throughout much of
Chairman Powell’s tenure. Thus, it is possible that
markets are finally waking up to the potential negative
impact of tighter monetary policy on stock prices. Our
view remains that it takes very little to upset the apple
cart when valuations are as stretched as they are, and
the Fed minutes are just one example of a bump in
the road. We are likely to experience more bumps, and
so investors should understand that 2022 could be a
volatile ride. Fortunately, it comes on the back of three
consecutive strong years for markets.
As always, we’re happy to answer any questions or
concerns you might have. Now that we are in a new
tax year, for example, it might be worth looking at your
appreciated securities with an eye toward trimming the
biggest winners. Until next time, we wish you and yours
a very Happy New Year. May the next few months keep
you warm and healthy. ■

To Convert or Not to Convert?
Questions to Ask about Roth IRA Conversions
Roth conversion has been a popular topic in the media
lately, thanks to the Build Back Better Act. While the
status of the Act and its effect on Roth conversions
remains up in the air, we continue to advise clients
on whether a Roth conversion makes sense for their
retirement plan. The answer is always, “it depends.”
How does a Roth IRA conversion work?
A Roth IRA conversion involves transferring funds from
a traditional IRA or 401(k) into a Roth IRA. Since the
initial contributions to the traditional IRA or 401(k)
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A Note From Lucie
Happy New Year! May the coming months bring health,
happiness, and prosperity to each of us.
The fourth quarter was a busy time at Birchbrook,
as we spent time rebalancing portfolios, checking
in with clients about charitable giving, finalizing
RMD payments, and taking time to enjoy our friends
and family.
We said goodbye to Alison Berube who left us to
continue her educational pursuits, and we welcomed
Everett Coulter who will be an integral part of our
investment team as a Portfolio Manager. Flip the page
to learn a bit more about Everett. We look forward to

were tax–deferred, the account owner must pay tax on
transferred funds in the year of the conversion. Funds
transferred to a Roth IRA grow tax–free and remain
tax–free upon withdrawal.
Who is a good candidate for conversion?
The best candidates are those who:
1. Have a significant portion of their retirement
assets in qualified plans;
2. Have outside assets available to pay the tax on
the conversion;
3. Are currently in a low–income tax bracket.

Everett’s Golden Retriever, Olin, coming into the office
on occasion, too.
Roger Miller said, “Some people walk in the rain, others
just get wet.” When challenges come our way, it helps
to remember that sunbeams follow the dark. COVID-19
continues to wreak havoc and upend many things we
took for granted – like supplies of basic necessities
and being free to travel and gather. We will adjust to
what becomes the new normal; humans are creatures
of habit, but we are also resilient. We can enjoy rainy
walks now and again.
We hope to see you (either in person or via Zoom) at
our new location this spring. We will officially open the
doors at 82 Columbia Street on April 1, 2022. ■

income tax in the future by intentionally incurring that
tax during the year of conversion. Strategy is key.
Those best positioned for Roth conversions are currently
in a low tax bracket and have an outside source of funds
to pay the tax on the conversion. If tax–deferred funds
are used to pay the tax on the conversion, the amount
transferred to the Roth is decreased, reducing the
benefit of long–term tax savings and requiring years of
additional growth to make up the difference, years that
a retiree may not be able to wait. If there is a source of
funds outside the tax–deferred account to pay the tax,
then the entire amount of funds converted to the Roth
continues to grow tax free for the future.

It is not unusual for the primary income source
in retirement to be tax–deferred accounts – IRAs,
401(k)s, 403(b)s, etc. When funds are withdrawn from
these accounts during retirement, they constitute
taxable income to the account owner. At age 72 account
owners are required to take RMDs (required minimum
distributions) from the account, based on the value
of the account and the owner’s age. If a retiree defers
distributions from qualified accounts until the RMDs
become mandatory, she often faces large minimum
distributions, which incur significant income tax and
can create other tax consequences, including a higher
capital gain bracket, a tax on social security benefits,
higher Medicare premiums, etc.

When is the best time to consider Roth conversions?

Additionally, after the death of the account holder most
non–spouse beneficiaries will have only 10 years to
take full distribution of the balance of the account. This
is likely to incur significant tax due to the shortened
distribution period. A Roth conversion eliminates

The second consideration in timing a Roth conversion
is the value of the tax–deferred account. The market
has done well the past few years and generally account
values are high from growth. Consider waiting for a bit
of a dip in the market to convert assets at slightly lower

There are two primary considerations in timing Roth
conversions: current income tax rate and current value
of the tax–deferred account. For those who retire prior
to receipt of social security retirement and RMDs, there
is often a “gap” period of little to no income, yielding a
low tax bracket for those years. A primary question in
financial planning is how will this gap be funded? After
age 59 ½, funds can be withdrawn from qualified plans
without penalty, but they will still be subject to tax. If
there is a healthy cash cushion or a taxable investment
account, those funds can be used for living expenses,
allowing for the conversion of tax–deferred funds to fill
up a lower tax bracket in transfer to Roth accounts.

values, and then waiting for the market
to rebound. The rebound would then
occur in the tax–free account.
When is it NOT a good idea to convert?
Funds contributed to a Roth IRA
cannot be withdrawn for five years
without penalty unless an exception
applies. If access to converted funds
will be needed within five years,
conversion may not be a wise decision.
Also, as mentioned above, it may not be
prudent to convert tax–deferred funds
if you must draw from those funds to
pay the tax incurred on the conversion.
If you anticipate being in a lower tax
bracket later in life, it may not be
advantageous to pay a higher income
tax rate by converting funds now. If you
are still working or have healthy other
taxable income, the tax incurred on a

conversion may not save money in the
long term. In this instance, a careful
breakeven analysis can help determine
how long it will take to recover the
amount of tax paid in conversion
through growth of the Roth account.
It also doesn’t make sense to convert
funds to a Roth if that breakeven point
is too far down the road.
Roth conversions sound exciting and
have generated quite a bit of buzz in
the last few years. Who doesn’t love
tax–free growth and tax savings? It’s
not a simple choice, however, and
it should be done only after careful
calculation and planning, and informed
decision–making. We are always happy
to talk with you about whether a Roth
conversion is the right choice for your
retirement, and when. ■

We’d love to
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Chief Executive Officer
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Welcome, Everett Coulter!
Birchbrook is pleased to start 2022
with a new member of the team!
Everett Coulter joined us on January
1st as a Portfolio Manager. Everett
comes to us from a southern Maine
firm where he served as a Senior
Investment Analyst. He graduated
magna cum laude from the University
of Maine with a double major in finance
and economics. Everett is currently a
Level II candidate for the Chartered
Financial Analyst® (CFA®) exam. Here’s
a chance to get to know Everett:

Jennifer L. Eastman, J.D.
Chief Operations Officer
jennifereastman@birchbrook.com
Matthew T. Skaves, CFA
Chief Investment Officer
matthewskaves@birchbrook.com
Jenifer L. Butler, CFA, CFP®
Senior Advisor
jeniferbutler@birchbrook.com

Why did you want to join us at Birchbrook?

What is your favorite thing to do in Maine?

I was thrilled about the opportunity
to join the highly qualified team at
Birchbrook. Birchbrook is independent
and privately owned, which allows
me to put my client’s best interests at
the heart of everything I do. This was
a prerequisite, as I began to explore
new opportunities. I spent the first
five years of my career conducting
independent, in–house investment
research and tailoring investment
portfolios to individual client needs. I
am eager to continue doing that here
at Birchbrook while also developing
relationships with clients.

I chose to stay in Maine due to all that
it has to offer. Some of my favorite
activities here in Maine are skiing,
boating, fishing, golfing, and enjoying
the great outdoors.
Do you have any pets?
I have a wonderful Golden Retriever
named Olin.
What is your favorite flavor of ice cream?
My favorite flavor of ice cream is Pine
Point Cold Brew from the Dairy Corner
in Scarborough. ■

Everett B. Coulter
Portfolio Manager
everettcoulter@birchbrook.com
Tyler D. Hoxie, CFA
Investment Analyst
tylerhoxie@birchbrook.com
Donna A. Bushey
Client Service Associate
donnabushey@birchbrook.com

