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Portfolio Rebalancing

— A Disciplined Approach to Maintaining Target Risk Exposure Over Time

I. What Is Rebalancing

Rebalancing refers to the process of buying and selling assets to restore a portfolio to its target
asset allocation when it drifts from its original proportions.

Its core objective is not to maximize returns, but to maintain the intended level of risk.

Il. Core Insight: Risk Is Not Static

As markets fluctuate, the risk profile of a portfolio changes automatically.
Without active management, the portfolio may gradually drift away from its original risk target.

lll. Why Rebalancing Is Necessary

* Market rallies increase the proportion of equities, raising overall risk exposure
* Market declines reduce exposure to risk assets, potentially missing recovery opportunities
* Long-term deviation from target allocation alters the intended investment path

IV. How It Works (Core Mechanism)

e |[dentify deviations from target asset allocation

* Sell assets that have appreciated significantly

® Buy assets that have become underweight relative to the portfolio’s target allocation
e Restore the portfolio to its target allocation (e.g., 60/40)

V. Case lllustration (Key)

Hypothetical example for illustrative purposes only. This example does not represent actual
performance or any specific client experience.

Initial allocation: 60% equities / 40% bonds
After one year: Equities rise > 70% equities / 30% bonds
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Without rebalancing:
e Risk increases
¢ Portfolio becomes more dependent on equity performance

With rebalancing:

* Sell a portion of equities

* Buy bonds

e Restore the 60/40 structure

Result:
The portfolio is restored closer to its target allocation, which may help limit unintended changes
in risk exposure.

VI. Potential Role of Rebalancing Over Time
Rebalancing, through disciplined execution:

* May help reduce the likelihood of emotion-driven decision-making

e May involve trimming overweight positions and adding to underweight positions in a
disciplined manner

e |s intended to support consistency with a portfolio’s target risk structure over time, though it
does not guarantee performance or reduce losses in all market conditions

VIl. Key Considerations

¢ Transaction cost management

* Avoid excessive trading frequency

e Consider tax implications (capital gains)

e Set reasonable thresholds (e.g., 5% deviation)

VIIl. Common Misconceptions

e Misconception 1: Assets that perform well should always be held without adjustment
e Misconception 2: Not adjusting equals long-term investing
* Misconception 3: Rebalancing has a predictable effect on returns

IX. How Some Investors Approach Rebalancing Implementation
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Some investors choose to work with a professional advisor when implementing rebalancing as
part of a broader portfolio management process. This may include:

¢ Continuous monitoring of portfolio changes
* Determining when to rebalance (time-based vs. threshold-based)
e Integrating tax considerations and market conditions into decisions

Key Takeaway

The purpose of rebalancing is not to predict markets,
but to maintain the intended risk structure and support a disciplined process for maintaining
the portfolio’s intended risk structure over time.

Disclosures

This material is provided for informational and educational purposes only and does not
constitute individual investment, tax, or legal advice.

Actual results will vary based on individual circumstances. Asset allocation does not ensure
profit or protect against loss. Rebalancing may result in transaction costs and tax consequences.
There is no guarantee that any strategy will achieve its intended objectives. All investments
involve risk, including the possible loss of principal. Investors should consult qualified tax, legal,
and financial professionals before making decisions.
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