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As a bonus, you’ll usually end up 
with more money over the long 
run which increases the reward 
for saving and investing. Studies 
we conducted for rolling 20-year 
periods since 1979 with a multi-
asset class portfolio showed that 

What is rebalancing?
To begin, determine your long-term financial goals and develop a 
globally diversified asset class portfolio that supports reaching them. 
For example, if your investments must grow significantly in order 
to comfortably sustain annual withdrawals throughout retirement, 
sufficient exposure to stocks may need to be maintained. 

Once the proper asset allocation has been established for your 
portfolio, each year some market segments will do better than 
others which will cause the original allocation to get out of whack. 
Rebalancing the portfolio merely gets it back aligned. This will 
involve selling funds (if you now own a higher percentage of the 
total than targeted) or buying funds (if it’s now lower). That’s it. Many 
investors find January to be a good month to establish disciplined 
annual rebalancing since they will know their portfolio is allocated 
as intended at the start of every New Year.

Won’t that require selling some of my recent winners and 
buying underperformers?
Absolutely, which is the whole point -- regularly selling high and 
buying low. What drives profits for businesses applies equally to your 
investments. That’s why it is also important to avoid costly funds as 
well as taxes generated by frequent trading since every dollar spent 
on costs and taxes is a dollar less earned from the investments.  To 
illustrate, suppose your asset allocation is currently 60% stocks and 
40% bonds. Then, after a good year for equities, the allocation drifts 
higher to 70% stocks and 30% bonds. Rebalancing would entail 
selling some of the stock exposure and using the proceeds to buy 
bonds, with the goal being to get back to the strategic 60/40 allocation.

What are the benefits?
Essentially, disciplined portfolio rebalancing takes the emotion out of 
market timing decisions (that are often mis-informed) in exchange 
for a more proven behavior. The portfolio will not wander off from 
intended allocations which helps contain risk exposure and also 
leads to more reliable results. Regularly selling securities for gains 
contributes to a positive investment return while providing proceeds 
to buy more of funds that are relatively cheaper, thereby contributing 
to additional future gains. Plus, the portfolio is kept at a risk level the 
investor is likely more comfortable with.

Rewarding experiences often occur just once a year – no more, no less. 
These include, to name a few:

        1. Birthdays
        2. July 4th fireworks
        3. Rebalancing

annual rebalancing led to a higher ending total and 
lower risk/volatility about 80% of the time compared 
to equivalent portfolios left unattended. The average 
increase was more than 1/3 of the original balance. 

In other words, on average, regularly rebalancing a starting $500,000 
portfolio grew the eventual balance after 20 years an additional 
$150,000 vs. one not rebalanced.*

Step by step recap:
First: Develop a financial plan and investment asset allocation 
that will reliably achieve your long-term goals. 
Second: Stick with the strategy despite periodic market volatility 
which is unavoidable and unpredictable.
Third: Utilize low cost, tax efficient funds to keep more money in 
your pocket. 
Fourth: Rebalance annually.

Is this strategy easy to manage and commonly done?
In a word, no. Developing an intelligently diversified, low-cost 
investment portfolio that will reliably achieve your long-term financial 
goals can be quite a task. Furthermore, not only is remembering to 
rebalance the same time each year challenging, actually selling 
funds that have been your best winners and then using the gains 
to buy recent losers is understandably more than most folks can 
stomach. After all, when stocks plummeted 50% during the recent 
2008 financial crisis, were you eager to load up and buy more? 
That’s what the appropriate professional investment manager will do, 
however. Each year, rain or shine, the portfolio will be rebalanced 
back to its strategic allocation in order to maximize the probability 
of reaching your cherished long-term goals. Give us a call if you’d like 
to learn more.

Rebalancing: a market timing strategy that works

*Analysis: Canandaigua National Bank & Trust; Hypothetical example based on lump 
sum returns of an account starting at $100,000, weighted evenly among the S&P 500, 
Russell 2000, Russell 2000 Value, U.S. REITs, MSCI EAFE, World ex-U.S. Value, and U.S. 
Gov’t/Credit Intermediate Bonds.

Let’s skip to number 3 because most 
people are likely unaware of the benefits from this 
simple yet lucrative aspect of successful investing.



2017 KEY FINANCIAL DATA
Individual Income Tax Rates 10%, 15%, 25%, 28%, 33%, 35%, 39.6% Medicare Tax 1.45%

Long-Term Capital Gains Tax Rates 0%, 15%, 20% Added Medicare Tax (> $200K single/$250K joint) 0.9%

Federal Annual Gift Tax Exemption $14,000 per donor per recipient Contribution Limits:

Federal Lifetime Gift Tax Exclusion $5,490,000 Defined-Contribution Plans $54,000

Federal Estate Tax Exclusion $5,490,000 401(k)/403(b)/457(b) Plans $18,000

NYS Estate Tax Exclusion $4,187,500; $5,250,000 (4/1/2017)      Catch-Up, age 50 or higher $6,000

2016-to-2017 Social Security COLA 0.3% SIMPLE Plans $12,500

Maximum Social Security Benefit $2,687/month      Catch-Up, age 50 or higher $3,000

Social Security Maximum Taxable Earnings $127,200 IRAs, Roth IRAs $5,500

Social Security Tax up to Limit 6.2%      Catch-Up, age 50 or higher $1,000

Most of us are gathering 2016 data and 
getting ready to prepare (or have someone 
else prepare) our 2016 income taxes.  It is 
important to be mindful of federal legislation 
that impacts tax returns we’ll be filing soon.  

In December 2015, federal legislation 
addressed many provisions which expired 
at the end of tax-year 2014. Many had come 
up for renewal every year or two, leading 
to uncertainty for taxpayers and making 
meaningful tax planning difficult.   Retroactive 
to tax-year 2015, the act enhanced or made 
“permanent” a number of these provisions 
and further extended others temporarily.  
Below is a summary of some of the more-
popular personal tax provisions impacted 
by the legislation.  

Qualified Charitable Distributions
For nine years off-and-on, Congress allowed 
taxpayers age 70-1/2 and older to transfer 
up to $100K annually directly from IRAs to 
charities.  Such transfers, known as Qualified 
Charitable Distributions (QCDs), are treated 
as non-taxable distributions.  They are now 
allowed on an ongoing basis.  Since a QCD 
is not taxable, gifts made in this manner 
cannot also be listed as itemized deductions.  
Note that if you made such a distribution 
from an IRA in 2016, you will receive a Form 
1099-R from your IRA custodian coding the 

distribution as “normal”.  You will show the full 
distribution on line 15a Form 1040 but then 
list the taxable amount as zero on line 15b.  
Write/print “QCD” next to line 15 to alert the 
IRS as to the nature of the distribution.   

State and Local Sales Tax Deduction 
State and local sales taxes may be now be 
claimed as federal itemized deductions 
on an ongoing basis in lieu of state and 
local income taxes.  This is particularly 
advantageous for folks who pay no NYS 
income tax.  For folks who do not track their 
annual sales tax history, the IRS provides a 
simple table to estimate total sales tax based 
on income.  For big-ticket purchases, such as 
an auto, the IRS allows taxpayers to add sales 
tax for such purchases to the table amount.   

Other “Permanent” Provisions:
 y Additional Child Tax Credit – 
maintains a portion of the credit that is 
refundable (allows for a refund even if 
the total tax is zero).  Limited by Adjusted 
Gross Income (AGI).

 y American Opportunity Credit 
covering qualified college costs – 
maximum credit is $2,500/student/year 
for first four years of college.  Covers 
tuition costs plus materials and supplies 
including computers.  40% of the credit is 
refundable.  Limited by AGI.  

Tax Law Changes Impact 2016 Tax-Year Returns
 y Earned income credit – Refundable 
credit for low-income taxpayers who have 
earned income.  Credit increases with 
number of dependents.

 y Teachers’ deduction – Educators will 
continue to be able to deduct up to $250 
of unreimbursed qualified out-of-pocket 
expenses as an “above-the-line” deduction.  
Includes professional development 
expenses.  Will be indexed for inflation.

Extended through Tax-Year 2016:
 y Mortgage insurance premiums deduction.
 y College tuition and fees “above-the-line” 
deduction.

 y Mortgage debt exclusion – exclusion from 
income for forgiveness of mortgage debt 
on principal residence.

There is something here for just about 
everyone who pays federal income taxes.  
Make sure you are aware of these provisions 
when filing your 2016 taxes. 
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When to expect tax reports.
IRA Accounts:
Form 1099-R mailed by January 31, 2017.  
Form 5498 mailed by May 31, 2017. 
Investment and Custody Accounts: 
Forms 1099 mailed by March 15, 2017.  
Trust and Estate Accounts:
Schedules K-1 mailed by April 17, 2017.  

Contributions to your IRA.
If you make contributions to your 
Traditional IRA, Roth IRA, or SEP IRA on 
or before April 18, 2017, you can choose 
to report the contributions on your tax 
return for the 2016 tax year.  Make sure 
that you’re taking full advantage of tax-
advantaged retirement savings vehicles! 

Tune in to WHAM 1180 or listen online at www.wham1180.com to hear our trusted advisors.

Ask the 
Experts

2017 Shows, Saturdays at 8:00pm
January 28th  •  March 25th  •  May 27th  •  July 29th  •  September 23rd  •  November 25th

• Up-to-date tax law provisions
• Individual tax rate schedules
• Business tax deductions and credits

Now available at CNBank.com/WSG

2017 Tax Planning Guide! 


