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Dear New England Capital Clients:

All of us at New England Capital Financial Advisors would like to take this opportunity to wish you and
your family a very happy holiday season and a very healthy safe and prosperous New Year. It is one of
our greatest pleasures to exchange season’s greetings and thank those whose friendship and goodwill
are so highly valued.
In addition to the financial planning work done by our Certified Financial Planners in the office, another
main activity we do is investment management. At this time of the year, the list we make and check
twice for both our broker/dealer clients and our investment advisory clients is our Required Minimum
Distribution (RMD) list. It’s not quite a “naughty or nice” list, but it could have very bad consequences.
For example, we review our client lists to see who needs to take required distributions from their
retirement accounts to make sure the minimum amount required by the Internal Revenue Service has
been distributed. If the required amount has not been taken, the IRS penalty is 50% of what should
have been taken. That’s a tremendous penalty we want you to avoid!
For our advisory clients we will make changes to our managed portfolios as we constantly search for the
best and most appropriate mutual funds, exchange traded funds and other investments for the
achievement of your goals. We also look for tax loss harvesting opportunities where we can offset
potential capital gains with any capital losses that may have occurred. We also will typically rebalance
your advisory accounts annually that our in our model portfolios.
Rebalancing your advisory accounts through our managed portfolios means we will typically sell enough
of a fund or funds which have appreciated the most and buy a fund or funds that have appreciated the
least or even depreciated. I’ve had some clients ask me why we rebalance at all. There are two
reasons:
•
•

Rebalancing forces us to “buy low and sell high”. This is something we all want to do but
rebalancing systematically provides the way to do this.
Rebalancing assures the maintenance of proper allocation of asset classes (think stock verses
bonds). It also allows us to remain consistent to the investment policy and risk tolerance you
wanted.

For example, if you invested $100,000 with an allocation of 60% stock funds and 40% bond funds about
10 years ago (September 30, 2009) and didn’t rebalance, your allocation would now be 78% stock funds
to 22% bond funds. Using the Standard and Poor’s 500 as our stock position and the Barclay’s Aggregate
Bond as our bond position, you can see in the charts below the drift caused by market fluctuations. Due
to not rebalancing your account, volatility increased by 34%, the average loss increased by 46%, the
average drawdown increased by 40% and the maximum drawdown increased by 50%.
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As you now see we rebalance because we prefer to maintain proper risk exposure for you. Our goal is
not just to gain the most during the good times but potentially protect the downside, which is just as
important.
If you have questions or need to share any changes that would affect how we should manage your
account, please call us for a review.

Happy Holidays from all of us at New England Capital

