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This year we celebrate twenty years in business.
Thank you to our loyal clientele for making
that happen. Let’s highlight some of what
happened in 2017 to make it a great year and
further our goal of providing you with
exceptional investment management.

this year to get you set up). We also spent a
good portion of 2017 working with our IT
service provider to continue to upgrade the
security of our network and software to
protect your personal information and assets
on top of what your custodian already does.
The last part of this phase should be
completed by the end of the ﬁrst quarter.

We are pleased to have made Portland Business
Journal’s Top 25 investment management
ﬁrms in Oregon and SW Washington for the ﬁrst
time and moved up to #8 on InvestmentNews’
ranking of Registered Investment Advisers in
Oregon who primarily serve families.

All of the above investments in people,
processes, and performance is our commitment
to providing you with exceptional investment
management services.

As we write this, we now have over $400
million under management. Why do we point
this out? Our growing size and recognition in
the community allows us to attract and retain
the highest quality employees to manage your
wealth. Along these lines, Cheyne Sorensen
earned the privilege to use the Chartered
Financial Analyst (CFA) designation in 2017
after years of study and tests. This puts
Northwest in rareﬁed air in Oregon—100% of
our Portfolio Managers and Analysts
responsible for the investments in your
accounts have earned the CFA designation.
More importantly, we think it makes a
diﬀerence over the long-run in growing and
protecting your wealth. Turning to growing
your wealth, all four of our investment
strategies (Blue Chip Growth, Equity Income,
Smaller Companies, and Intermediate Fixed
Income) exceeded their primary benchmarks
in 2017. Not every year will be as good as 2017
but our goal is top-tier, net of fees, long-run,
risk adjusted returns. We spent much of 2017
implementing a new investment management
system, Black Diamond, that will improve our
ability to provide clients with pertinent and
user friendly information.

We have updated our policies and procedures
concerning certain forms of money movement
for our clients. All new links between bank and
brokerage accounts and one-time money
movements, even for existing links, will
require verbal veriﬁcation going forward. This
is the same procedure already in place for wire
instructions. Instructions to move money may
still be sent via email, but will be veriﬁed
verbally with a callback from our ﬁrm. We
appreciate your understanding as we enhance
our client asset protections.

We especially like that we can provide you
with daily online access to your portfolios
should you want that (we have been slowly
rolling this out and will be reaching out to you

MONEY MOVEMENT UPDATE

Northwest Calendar
February 9th – 47th Annual Estate Planning Seminar
Silver Sponsor
7:00 AM – 5:00 PM
Oregon Convention Center
February 19th – President’s Day
Oﬃce Closed
February 28thth – Private Wealth Management Series
Economic Outlook
Presented by NWIC Portfolio Management Team
9:00 AM – 10:00 AM
Kruse Oaks I - The Meadows Conference Room
5300 Kruse Way, Meadows Room
March 30th – Good Friday
Oﬃce Closed
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STOCKS
It was a great year for stocks, both domestic and
international. The S&P 500 racked up a gain of
over 21% for 2017 and international developed
market stocks (like Europe) rose over 25%.
Emerging markets (like China) did even better, up
over 35% depending on how you slice it. Investors
embraced risk throughout the year, with optimism
that a tax plan would pass before the close of 2017
(it did), and improving global economies. Both the
tax plan and improving economies worldwide
signal investors that increased earnings lie ahead
for companies. Three interest rate hikes by the
Federal Reserve in 2017 couldn’t dampen the
enthusiasm either. However, we caution that
increased interest rates in the coming years,
should they materialize, could eventually pose a
problem for stock valuations and/or the economic
expansion.
The chart below displays one of many popular
measures for how investors judge the valuation of
stocks, the Standard & Poor’s 500 Price-toEarnings Ratio (S&P 500 PE Ratio). It takes the
current price for the S&P 500 Index (the largest 500
publicly traded companies in the U.S.) and divides
it by the earnings those companies reported for
the last twelve months. This valuation measure

along with many others, indicates investors are
very optimistic, perhaps too optimistic. Something
will cool investor enthusiasm and we encourage
clients to temper expectations for future returns
compared to the last seven to ten years.

Both the tax plan and improving
economies worldwide signal investors that
increased earnings lie ahead for companies.
We did not have much trading activity in the equity
portfolios in 2017. That is not unusual, especially
when stock prices are so rich. We might have sold
some stocks in your portfolio to rebalance or meet
a withdrawal request, but we didn’t add many stocks
outright. As we carefully monitor the current
holdings’ operating performance, we are generally
pleased with how the companies are doing. If you
are a new investor with us, welcome, and the
activity in 2017 was probably par for the course.
We are patient capital. We buy quality companies
that we estimate are intrinsically undervalued and
hold them, typically for long periods.

https://www.nytimes.com/2017/09/22/business/apple-investment.html
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So, let’s recap what activity there was in 2017.

EQUITY INCOME

BLUE CHIP GROWTH

In Q3 we added CVS Health (CVS) to the buy list.
CVS is a vertically integrated health care company.
CVS processes around 1.3 billion pharmacy
prescriptions every year and is one of the largest
Pharmacy Beneﬁt Managers. CVS operates around
10,000 retail pharmacies and 1,000 walk-in clinics.
Soon after we initiated our purchase, CVS
announced it had reached an agreement to acquire
Aetna, one of the largest health insurance
companies in America. The combination will make
for the largest health care company in America.

In Q2 our investment in Whole Foods was acquired
by Amazon.
In Q3, Starbucks (SBUX), which had been classiﬁed
as a hold/source of funds due to valuation was
added back to the buy list.
In Q4 we added General Electric (GE) to the buy
list. This isn’t Jack Welch’s GE anymore. GE has
been going through restructurings ever since
Jeﬀrey Immelt took the reins some seventeen
years ago from Welch. Now, the new CEO, John
Flannery, is likely in the wrap up phase of trimming
and simplifying GE. There are rumors that GE could
be split into perhaps four companies, focused on
power generation, health care, transportation, and
oil and gas. Either way, as a conglomerate or
broken up, we concluded the current stock price
does not adequately reﬂect the long-term earnings
and cash ﬂow potential of GE’s industrial
businesses, so we have added it to the buy list.

In Q4 we added Hanesbrands (HBI) to the buy list.
HBI makes innerwear and activewear apparel
under brand names which include, Hanes,
Champion, and Maidenform. HBI’s competitive
advantage stems from its scale and ownership of
about 70% of its manufacturing facilities.

SMALLER COMPANIES
We made no additions or deletions to the Smaller
Companies list of investments during 2017.

Our Portfolio Managers have all earned the Chartered Financial Analyst (CFA) designation, an internationally
recognized, graduate-level program that provides a strong foundation of practical investment and portfolio
management expertise. Our ﬁnancial guidance can be summed up by three key attributes that make
Northwest’s wealth management distinct and valuable. We put our clients’ needs ﬁrst rather than products or
quotas. Our team has a wide breadth of experience, education, and credentials to develop a portfolio that ﬁts
each unique individual. We focus on the long-term so our clients can Live Well and Retire Better.
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A ﬂattening yield curve proved to be the last major
monetary theme of 2017, among a litany of minor
storylines. As you may recall from the past
quarters’ newsletters, other major themes
included the Fed’s plan for balance sheet
reduction, rate hikes, and Janet Yellen’s
replacement. A ﬂattening yield curve is always of
curiosity to investors and economists due to the
possibility of an inverted yield curve, a possible
harbinger of economic recessions. An inverted
yield curve means that the interest rate on a
short-term Treasury is higher than the rate of its
longer counterpart. Put diﬀerently, the spread (i.e.
diﬀerence) between yields on long-term Treasuries
and short-term Treasuries turns negative. In the
chart below, note that following periods when the
spread between the 10-yr and 2-yr Treasury
dipped below zero (the black line) it was followed
by a recession (marked in gray). The link is largely
due to bank proﬁts, which shrink when spreads are
negative. While we are not currently predicting a
recession, the trend merits watching, and as we
discuss below, will inﬂuence us somewhat in our
ﬁxed income investments.

Much has been made the last few years concerning
the Fed’s rate hike campaign, as it should be, since
the levers of monetary policy weigh so heavily on
the economy, from consumer borrowing to bank
proﬁtability. There have been ﬁve rate hikes since
the decision to raise interest rates was made at the
end of 2015, with three of them coming in 2017.

Although the fanfare has been great, the pace and
number of hikes has been slow by recent
standards, exacerbated by the contrast to the
nine-year period of the Fed Funds rate set to
0-.25% (see chart below of Fed Funds Upper Range
of Target Rate). In 2017, and particularly in the 4th
quarter, the Fed’s tone seemed to indicate a wider
range of views internally concerning the strength
of the economic recovery, the direction and level
of inﬂation, employment, and appetite for staying
the course on raising interest rates. This was
reﬂected by the Fed raising its forecast for
economic growth in 2018, but not increasing its
projection for three rate hikes in 2018.

Following each of the previous four rate hikes (not
including the most recent), long-term Treasury
yields—which tend to move somewhat distinctly
from the short rates set by the Fed—declined as an
indication of the lower growth expectations caused
by higher borrowing costs. Following the most
recent interest rate hike on December 12th, 2017,
rates have drifted upwards, prompting some
analysts to suggest that the long bull market in
bonds could be over. Other investors still see
macro headwinds to rising yields such as low
inﬂation, a low consumer savings rate, and a
ﬂattening yield curve. As we remind clients often,
our bond portfolios are well constructed for either
scenario. Since bond yields and interest rates move
in opposite directions, the rising interest rates
investors have been waiting for will impact current
bond prices. Our portfolios are laddered so that we
can adjust to this change gradually, taking
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outperformance was repeated in 2011 and 2014.
When the world experiences economic or
geopolitical turmoil, investors at home and abroad
pony up to buy Treasuries, making them
wonderful, inversely correlated investments when
stocks plummet. The table below aptly details the
key diﬀerences between holding Treasuries and
corporate bonds. As we observe the yield curve
ﬂatten into 2018, it may not mean we’re on a
recession’s doorstep, but it certainly isn’t a bad
time to hold the world’s reserve safety investment.

advantage of higher yields while not suﬀering the
losses a longer duration, non-laddered portfolio
would incur.

CORPORATE BONDS AND THE TAX BILL
Though the ultimate beneﬁts and drawbacks of the
GOP tax bill remain yet unknown, there are at least
a couple provisions which should oﬀer solace to
holders of corporate bonds. A one-time
repatriation holiday will reduce the tax rate paid by
companies to bring their foreign held cash back to
the United States from 35% (less any foreign taxes
paid) to 15.5%. The oft touted primary beneﬁt of a
repatriation holiday is the potential for job
creation resulting from an inﬂux of cash previously
held abroad. The economic jury is still out on
whether repatriation positively impacts national
employment, but the beneﬁt to bondholders of
having more cash available domestically to repay
maturing debts is palpable. Similarly, the lower
overall corporate tax rate should be a net beneﬁt
to bondholders, although it’s fair to point out that
companies currently use interest expense from
debt to reduce taxable income. This beneﬁt will be
smaller going forward.

TREASURIES
Many of our clients have noticed an increase in the
number of Treasuries purchased in bond portfolios
recently. Treasuries are known widely as the safest
of all bonds, since they bear the explicit backing of
the US government. However, due to their safety,
Treasuries generally don’t pay as much interest as
corporate bonds. Instead they are known as liquid,
low-volatility, secure investments. So why do we
buy Treasuries when we have the means to
conduct corporate and municipal sector research
and earn higher yields? For one, we are total
return bond investors, meaning we view bond
returns as interest accumulation plus price
appreciation or depreciation, preferably the
former. In 2008, as the ﬁnancial world was melting
down due to faulty mortgage loans, US Treasuries
returned 25.87% for the year, while similar
maturity corporate bonds returned 8.78% . This
Risks
Price Depreciation
Illiquid
High Correlation to Equities
Possibility of Default

For all the ﬂaws of corporate bonds discussed in
the context of Treasuries, we pride ourselves on
the due diligence and research we conduct to
identify opportunities to safely add yield in our
clients’ bond portfolios. Corporate bond spreads

U.S. Treasuries
-
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(the additional amount earned over Treasury
yields) declined in the past year, but we have
nevertheless been able to continue adding
credit-worthy corporate bonds to client accounts
with yields and maturities we ﬁnd attractive.

LOOKING AHEAD
As credit conditions change we have preferred
slightly higher credit quality A-rated and AA-rated
issuers, especially on bonds of longer maturities.
We will continue utilizing this strategy within our
bond ladders, while also buying bonds from a
range of sectors in the ﬁxed income market to

create stable, interest generating portfolios. We
feel well positioned to meet the challenges of
either rising or falling interest rates in 2018.
The ﬁxed income market is larger and more
disjointed than the equity market and as such
there is more diversity in the ﬁxed income portion
of our clients’ portfolios than for equities. We
encourage clients to reach out to learn about
individual bonds in their portfolios to better
understand our investment process and rationale.
Options are also available to create bond portfolios
that meet speciﬁc cash ﬂow or tax-eﬃciency
requirements.

SOME NUMBERS YOU MIGHT FIND RELEVANT
The following are some limits and/or adjustments
for 2018 that might interest you:

Gift tax exclusion will rise to $15,000 per person in
2018 for a total of $30,000 per couple.

Social Security cost-of-living adjustment for 2018 is
2%.
Contribution limit for retirement savings plan is
$18,500 with workers over 50 able to contribute an
additional $6,000 for a total of $24,500.
Contribution limits for IRAs remains $5,500 with
those over 50 able to contribute an additional
$1,000 for a total of $6,500 (same as 2017).

FOUNDATIONS & ENDOWMENTS
As always, we appreciate your referrals to friends
and families. Did you know that we also work with
Foundations and Endowments? If you or someone
you know sits on a board we wanted to make you
aware that we oﬀer complimentary reviews of
Investment Policy Statements. We are very familiar

with investment guidelines for non-proﬁts as not
only do we manage these types of assets, but many
of us sit on boards and speciﬁcally Investment
Committees for these boards.
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NW BLUE CHIP GROWTH STOCKS
Relative to

NW EQUITY INCOME STOCKS

S&P 500
% of Total

Top Stocks

Top Stocks

% of Total

PepsiCo Inc

4%

Johnson & Johnson

8%

Apple Inc

4%

Caterpillar Inc.

6%

Oracle Corp

4%

Emerson Elec.

5%

Cisco

4%

Stanley Black & Decker

5%

Microsoft

4%

Paychex

4%

Accenture PLC

4%

Wells Fargo

4%

Laboratory Corp

3%

Sysco Foods

4%

Automatic Data Processing

3%

BlackRock Inc.

4%

Wal-Mart

3%

3M Company

4%

Procter and Gamble

3%

McDonalds Corp

4%

NW INTERMEDIATE FIXED INCOME

NW SMALLER COMPANIES STOCKS

Top Bonds

Coupon/Maturity

% of Total

Top Stocks

% of Total

Insperity

5%

Maxim Integrated Prods Inc

2.500% Due 11-15-18

3%

AMN Healthcare

5%

United States Treas NTS

2.250% Due 11-15-24

2%

Wynn Resorts

4%

United States Treas NTS

2.000% Due 11-15-26

2%

Broadridge Fin Sol

4%

United States Treas NTS

1.750% Due 09-30-22

2%

Fair Isaac Co.

3%

Fiserv Inc

4.625% Due 10-01-20

1%

SEI Investments Co

3%

United States Treas NTS

2.250% Due 11-15-25

1%

Price T Rowe

3%

Mead Johnson Nutrition Co

4.900% Due 11-01-19

1%

Generac Holdings

3%

United States Treas NTS

2.125% Due 12-31-21

1%

Orbotech Ltd

3%

United States Treas NTS

1.375% Due 06-30-23

1%

Eaton Vance Corp

3%

Agilent Technologies Inc

3.200% Due 10-01-22

1%

MARKET INDEX DATA
Alternatives

1 Year

3 Years

5 Years

Timber

34.5%

12.2%

11.4%

Energy Infrastructure

-4.6%

-5.6%

--

Commodities

2.7%

-4.4%

-9.4%

Real Estate

3.5%

4.7%

8.8%

Equity Indices

1 Year

3 Years

5 Years

Large Stocks (S&P 500)

21.8%

11.4%

15.8%

Small Stocks (Russell 2000)

14.6%

10.0%

14.2%

International Stocks (EAFE)

25.1%

7.9%

7.4%

Fixed Income Indices

1 Year

3 Years

5 Years

Intermediate G/C (Barclays Int.)

1.8%

1.5%

1.3%
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Disclosures
Please read this Disclosure section for a summary of changes made to our Form ADV Parts 2A & 2B, which we recently ﬁled with the Securities and Exchange
Commission (SEC). As a reminder, Registered Investment Advisers, like us, make at least annual ﬁlings with the SEC regarding changes in our business
practices and how we manage money for our clients. It is the summary of these changes that you will ﬁnd below in Disclosures. Should you want a complete
copy of our Form ADV, please do not hesitate to contact anyone here at Northwest Investment Counselors.
Item 2 Material Changes
The following are material changes made since our last annual ﬁling in 2016:
• Item 8 Methods of Analysis, Investment Strategies and Risk of Loss
We stopped oﬀering Cash Reserve Plus portfolios to new clients.
• Part 2b of Form ADV Item 4
We updated the disclosures regarding Michelle C. Garcia’s volunteer activities.
Northwest Investment Counselors, LLC Privacy Policy
Northwest Investment Counselors, LLC, an investment advisory ﬁrm, is committed to safeguarding the conﬁdential information of its clients. We do collect
nonpublic personal information in order to open and administer your accounts with us and to provide you with accurate and pertinent advice. We hold all
nonpublic personal information you provide to us in the strictest conﬁdence. If we were to change our ﬁrm policy, we would be prohibited under the law from
doing so without advising you ﬁrst.
You may direct us not to make disclosures (other than disclosures required by law) regarding nonpublic personal information to non-aﬃliated third parties.
If you wish to opt out of disclosures to non-aﬃliated third parties please contact us at (503) 906-9624.
Northwest Investment Counselors, LLC collects personal information about you from the following sources:
• Applications or other forms.
• Discussions with non-aﬃliated third parties.
• Information about your transactions with us or others.
• Questionnaires.
• Tax Returns.
• Estate Planning Documents.
Northwest Investment Counselors, LLC uses your personal information in the following manner:
• We do not sell your personal information to anyone.
• We limit employee and agent access to information only to those who have a business or professional reason for knowing, and only to non-aﬃliated parties
as permitted by law. (For example, federal regulations permit us to share a limited amount of information about you with a brokerage ﬁrm in order to execute
securities transactions on your behalf, or so that our ﬁrm can discuss your ﬁnancial situation with your accountant or lawyer.)
• We will provide notice of changes in our information sharing practices. If, at any time in the future, it is necessary to disclose any of your personal
information in a way that is inconsistent with this policy, we will give you advance notice of the proposed change so you will have the opportunity to opt out
of such disclosure.
• We maintain a secure oﬃce and computer environment to ensure that your information is not placed at unreasonable risk.
• For non-aﬃliated third parties that require access to your personal information, including ﬁnancial service companies, consultants, and auditors, we also
require strict conﬁdentiality in our agreements with them and expect them to keep this information private. Federal and state regulators also may review
ﬁrm records as permitted under law.
• We do not provide your personally identiﬁable information to mailing list vendors or solicitors for any purpose.
• Personally identiﬁable information about you will be maintained during the time you are a client, and for the required time thereafter that such records are
required to be maintained by federal and state securities laws. After this required period of record retention, all such information will be destroyed.
Disclaimer
The opinions and views expressed are those of Northwest Investment Counselors, LLC. They are current as of the date(s) indicated but are subject to
change. Any estimates, targets, and projections are based on Northwest’s research and analysis. No assurances can be made that any such estimate, target,
or projection will be accurate; actual results may diﬀer substantially.
Nothing contained herein should be construed or relied upon as ﬁnancial, legal, or tax advice. All investments involve risks, including the loss of principal.
Investors should consult with their ﬁnancial professional before making any investment decisions.
Some information has been taken directly from unaﬃliated third party sources. Northwest believes such information is reliable, but does not guarantee its
accuracy or completeness.
Speciﬁc securities mentioned may be used solely for example only and do not necessarily represent actual investments in any client portfolio.
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