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worth

I t’s natural to want to look your best. 
That applies to your finances, too. The best-
looking portfolio is one that provides a nice 

payoff for the various financial goals you’ve set. 
But keeping a portfolio looking good and per-
forming well takes more than window dressing. 

“You want to make sure that you have a good 
allocation amongst all the different asset class-
es based on your risk tolerance, goals and time-

lines,” said Mary D. Wright, a Certified Financial 
Planner (CFP) and Chartered Retirement Plan-

ning Counselor (CRPC) with Ameriprise Financial 
Services, Inc. in Austin.
Using those criteria, you periodically need to re-

balance your holdings to ensure your investments are 
actually doing what you want.

When you and your financial advisor established 
your portfolio, you did so with some specific goals in 
mind. You wanted your investments to allow you to 
retire when you were ready, send your kids to the col-
lege of their choice, travel as you wish or support a 
cause dear to you.

Since you set up your asset mix, however, some 
things have changed. The weight (yes, it’s a concern 
financially, too) of your portfolio’s assets likely has 
shifted. 

You started out with a nice mix of higher-risk equi-
ties (stocks), fixed-income instruments (bonds) and 
cash or its equivalents (money market accounts). But 
each category earned (or lost) some value during the 
year. For example, your bonds now are predominant, 
but you have a longer-range goal that would benefit 
from a larger stock exposure. 

So it’s time to rebalance. Essentially, this is a finan-
cial tune-up, much like the one you give your car, so 
that both vehicles can get you comfortably to your ul-
timate destinations.

What is Rebalancing? 
At its most basic, rebalancing is the buying and 

selling of portions of your assets with an eye toward 
better controlling your risks. You want to make sure 
that your portfolio isn’t overly dependent on the suc-
cess or failure of one investment or asset class.
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Rebalancing also helps you make sure that your 
investment strategy continues to meet your ulti-
mate financial goals. If your lifestyle and invest-
ment strategy have changed, it’s time to rebalance. 
Ditto if your tolerance for risk has changed, rebal-
ancing will help you sleep better.

But even if your goals remain the same and 
you’re still happy with your particular holdings, 
their changing values likely mean you’ve had an 
unwanted shift in your portfolio. 

Let’s look at a hypothetical portfolio worth 
$100,000. Based on your risk tolerance, financial 
goals and when you want to meet them, you cre-
ated a portfolio that is:

•	 $65,000	in	stocks,	or	65%,	
•	 $25,000	in	bonds,	or	25%,	and	
•	 $10,000	in	cash,	or	10%	of	your	holdings.
Let’s assume that it was a very good year for sev-

eral of your stocks. Your portfolio now looks like: 
•	 $85,000	in	stocks,	or	71%,	
•	 $25,000	in	bonds,	or	21%,	and	
•	 $10,000	in	cash,	or	8%	of	your	holdings.
Now your portfolio is worth $120,000 and that’s 

a good thing. But what’s not so good is that the 
mix of your holdings has shifted away from your 
original, ideal balance for your goals and risk 

tolerance level. You now have a much larger share 
of your investments in riskier equities, while the 
proportions of your safer investments have de-
creased.

It’s time to rebalance your portfolio so that it 
returns to its original, more satisfactory alloca-
tion. A general rule of thumb is that it’s time to 
rebalance when your assets move 5% or more from 
your original allocation. The shift could come 
quickly, as in our example, or via a slower rate of 
increase or decline in one or more asset classes.

When to Rebalance
Regardless of what moves your portfolio mix 

past the acceptable threshold, financial advisors 
say you shouldn’t simply let your investments sit, 
however tempting that might be. 

Wright also advises that you not become too 
emotional about your portfolio. “Sometimes that 
paralyzes people and they don’t do anything,” she 
said. “Or they feel like they don’t know what to do. 
People just say, ‘I don’t know how to deal with it.’”

“Don’t let that stop you,” said Wright. “Seek ad-
vice. Find something and someone you’re comfort-
able with.” 

That advisor can help you come up with a target 
allocation of what should go in the different asset 
classes for your goals, said Wright, and they can 
help you rebalance as needed.

An annual rebalancing is recommended. How-
ever, if your find your investment strategy or goals 
changing, you’ll obviously want to adjust your 
portfolio and the mix of assets. And, of course, 
you’ll want to rebalance your portfolio when you 
find your risk tolerance level is shifting. Some-
times, said Wright, “people aren’t as aggressive as 
they thought they were.”

Even if you’re comfortable with your invest-
ment strategy, getting outside opinions still could 
be valuable. “If your portfolio is looking good, it’s 
always good to know that, too,” said Wright.

How to Rebalance
OK. You’re ready to rebalance your portfolio. 

You can do so in several ways.
In our hypothetical portfolio, we can sell off 

some of the stocks that increased in value and in-
vest those profits in bonds and cash to get back to 
the original 65-25-10% mix.

Or we can sell some other stocks we own that 
are not doing so well and take that cash to rein-
vest in the other asset classes. “ so it’s time to rebalance. essentially, this is a financial tune-up, much like 

the one you give your car, so that both vehicles can get you comfortably to 
your ultimate destinations. ”

See Making a Pretty Penny on page 90
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Or we could use new money from 
other sources to buy more bonds 
and put into cash instruments to 
bring them up to the proper percent-
age levels.

If you sell assets, either those that 
gained in value or others that de-
clined, be aware of tax implications.

By selling holdings that appreci-
ated, you’ll face taxes. If the proceeds 
are long-term gains, i.e., profit on an 
asset you owned for more than a 
year, you’ll owe at the lower capital 
gains tax rate; this is 15% for most 
taxpayers. If you owned the asset for 
a year or less, you’ll owe tax on the 
proceeds at your ordinary income 
tax rate, which could be as high as 
35%.

Sometimes individuals are hesi-
tant to sell shares, even those taxed 
at long-term capital gains rates, be-
cause they don’t want to deal with 
the tax bill. But financial advisors 
are quick to point out that taxes 
shouldn’t be an investor’s primary 
concern; you don’t want the tax tail 
wagging the investment dog.

When the issue is paying taxes 
versus being so overweighted in an 
asset class that it increases your 
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There are many online photo solu-
tions. Some photo fanatic relatives 
swear by SmugMug. I used Shutterfly to 
create a calendar and photo cards for 
the holidays. And I loved the Snapfish 
photo album my Arizona friends cre-
ated of their Austrian Ironman trip.

This February, using a little focus, 
a few gadgets and some software, 
I’m getting my photos organized. 
Then it will be easy to surround my-
self with love and beauty. 

I’d love to hear any feedback or gad-
get suggestions you have. Please email 
me at cj@wildwoodinteractive.com. 

gadget girl from page 84

risk, you need to talk with both your 
financial and tax advisor before 
making any move, said Wright. In 
some cases, you might find that it’s 
better for your long-term investment 
goal to deal with the taxes.

Selling stocks to rebalance also 
might help out when it comes to your 
annual tax bill. 

“You might be able to harvest 
your losses,” said Wright. This is off-
setting any gains you have with cor-
responding losses, which will reduce 
your tax liability. 


