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Find out:

1

How to potentially protect your portfolio using
techniques that are common, but not commonplace.

What those techniques are, and by example,
how to manage the risk.

Why we think losses are more powerful than gains, and,
with proper hedging, how they might be mitigated.

Why we believe that you can’t predict
the movement in the market, but you can plan
so that no matter what happens, you are prepared.
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We are not dismissing the benefits of diversification. But it can only do so much. How well did 
your diversified portfolio hold up in 2000-2002 or 2008? If you feel like there must be a better 
way, consider Measured Risk Portfolio.

One interesting observation about MPT is the data from 
Determinants of Portfolio Performance (Brinson, Hood & 
Beebower, Financial Analysts Journal, July/August 1986, pg 
39-44) showing that more than 90% of return was achieved by 
exposure to a given asset class, and very little return was 
attributed to timing or individual stock selection within the sector.

Let that sink in for a minute.

Very little return is attributed to stock selection and timing. But 
isn’t that what most investors are paying their manager for?

Unfortunately, yes. We have come to the conclusion that 
successful timing and stock selection is, most likely, a random 
event. Sometimes you may win, other times you lose. Rather than 
play this game, we construct portfolios that are predominantly 
short duration fixed income and cash, and then we add the key 
ingredient: equity options. This unusual mix provides a very 
appealing risk/reward ratio. A small portion of the portfolio has 
the potential to suffer a 100% loss but also has the potential to 
achieve significant gains in a very short time period. When 
combined with a less volatile fixed income strategy the overall 
portfolio provides uncapped gain potential tied to the S&P 500 
Index with a substantially reduced risk profile. Large losses may 
be limited, but in exchange, smaller losses could be increased.

The best way to understand hedging is to think of insurance: When people decide to 
insure, they are hedging themselves against a negative event. This doesn’t prevent a 

negative event from happening, but if it does happen and you’re properly hedged, the 
impact of the event is reduced. So, hedging occurs almost 

everywhere, and we see it every day. For example, if you 
buy an umbrella, it won’t prevent a downpour, but it will 

help keep you dry.

Portfolio managers, individual investors and corporations 
use hedging techniques to reduce their exposure to 
various risks. In financial markets, however, hedging 
becomes more complicated than simply paying an 

insurance company a fee every year. Hedging against 
investment risk means strategically using instruments in 

the market to offset the risk of adverse price movements 
in the securities you derive your return from.

“hedging”What is
and how can it benefit my portfolio?

“asset
and modern portfolio theory?
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Core portfolio

Planning,

and measured risk management:

not prediction, provides confidence:
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Modern Portfolio Theory (MPT) is the concept of diversification, with the goal of 
selecting a mix of investment assets that has collectively lower risk than any one asset. 

Different types of assets often change in value in opposite ways. For example, when 
prices in the stock market fall, prices in the bond market might increase, and vice versa. 

A collection of both types of assets can therefore have lower overall risk than either 
individually. MPT was developed in the 1950s through the early 1970s and was 

considered an important advance in the mathematical modeling of finance. But nearly 
60 years later, many theoretical and practical criticisms have been leveled against it. 

These include the fact that financial returns do not follow a predictable symmetric 
distribution, and that correlation between asset classes are not fixed but can vary, 

especially during crises. Simply put, having your eggs in many different baskets won’t 
help if all the baskets get dropped at the same time.

We are constantly asked “What direction do you think the market is headed?” or “Is now the 
best time to invest?” It is very tempting, even for us, to start weighing the variables, process 
the current sentiment, refer to the charts and draw a conclusion. But we never predict. We 
plan. We know that in the near term, the market may go up, trade sideways, or fall. In some 
cases, the movements may cause euphoria (on the way up) or depression (on the way 
down). Both of these emotions, especially greed and fear, can lead to rash decisions. All the 
while, the press is bombarding us to take action… right after the event takes place.

So rather than buying into the notion that we can somehow predict what is going to happen 
and liquidate out of harms way, we focus on constructing our portfolio with a hedged 
strategy designed to limit potential losses to an acceptable level based on your risk profile.

allocation”
What about
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As we’ll learn later, small losses are typically not a problem for a long term portfolio. 
What is less obvious is the degree to which severe losses can become difficult to 
recover from. As the chart below illustrates, you’ll need an 11% gain to recover from a 
10% loss. But it takes a 100% gain to recover from a 50% loss. Effective hedges may 
help reduce catastrophic losses so that your portfolio may have a better chance of 
meeting your objectives over time.

versus not losing money:

not what you make:
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We’re not referring to taxes here. We’re 
talking about the same mathematics that 
drive the chart above, but in reverse. Let’s 
say you’ve been investing for years and have 
doubled your money. A nice, 100% gain. 
Based on the math above, it only takes a 50% 
loss to wipe out years or, potentially, even a 
decade of returns.

Rather than expose your portfolio to that 
risk, it makes sense to attempt to protect it 
with something in addition to diversification.

 keep,

5

Percentage chance* of recovery from loss within…

Needed
cumulative

gain to
restore loss

Portfolio
loss

-65% 186% 0% 0% 0% 2% 4% 50%

-50% 100% 0% 0% 6% 11% 36% 75%

-35% 54% 0% 15% 32% 59% 60% 90%

-20% 25% 22% 50% 72% 72% 71% 93%

-10% 11.1% 57% 79% 83% 78% 78% 95%

1 Year 2 Years 3 Years 4 Years 5 Years 10 Years

*Probability was determined using cumulative calendar year returns of the S&P 500 Index that exceeded the cumulative gain
required to restore the illustrated loss divided by the total number of cumulative return period during the period 1970 - 2019. 
Source: Measured Risk Portfolios

We can see from the chart on the left that a portfolio loss of 35% requires a 54% gain to 
restore the portfolio to whole. In 2008, the S&P 500 index dropped more than 37%, 
requiring more than a 54% gain to break even. From 1970 through 2019, the S&P 500 
Index has never had a one-year calendar return in excess of 54%. The largest one-year 
return was 37.58% in 1995. Therefore, based on historical returns of the S&P 500 Index 
over the past 50 years, a loss of 35% will likely require more than one year to recover.

As shown in the chart below, the S&P 500 Index has a 15% chance of gaining 54% (as a 
cumulative percentage return) within a contiguous two-year period and thus recovering 
from a 35% loss. The probability of fully recovering from a 35% loss increases to 32% 
over a holding period of three years. There is a 59% chance of recovery over a four-year 
period, and a 60% chance of recovery over five years. All of these loss recovery 
estimates are based on the performance of the S&P 500 Index over the past 50 years, 
from 1970 to 2019. They assume that no money is withdrawn from the account during 
the recovery period and that no additional money is invested. Taxes and inflation have 
not been considered in this analysis. And, as always, past performance is not a 
guarantee of future results.

Smaller portfolio losses, such as 10%, are more quickly resolved. The S&P 500 Index 
generated a single-year gain of 11% or more (11% being the minimum gain needed to 
restore a portfolio following a loss of 10%) in 29 separate years between 1970 and 2019. 
Therefore, based on historical return patterns, there is a greater than 50% chance that 
the S&P 500 could recover from a 10% loss within one year.

More serious losses require longer recovery time, and this might not be feasible. For 
instance, a portfolio invested completely in the S&P 500 Index that loses 50% has a 
very small chance of recovery within one or even two years.

Buy and Hold,
and the likelihood of recovery:

P o r t f o l i o sMEASUREDRISK

The information has been provided for illustrative purposes only. Source: Measured Risk Portfolios
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advisor to keep me that way.

Our Message is Simple

6

I don’t expect my advisor“

“

I expect my
7

”
to make me wealthy,

Each person has their own unique circumstances that 
dictate what is prudent. Some client’s can withstand a 
greater loss because they have greater funds and more 
time to recover. Other clients may be near retirement and 
unable to bear the risk. With Measured Risk Portfolios, 
there may be a greater potential that significant losses can 
be avoided than is possible with diversification alone. We 
can’t prevent your investments from losing value, but our 
hedging, if successful, will reduce the effect on your
overall portfolio.

The market will do what the market will do. Without a 
protective plan in place, years of successful investing 
could be wiped out in just days or months.

With our approach, we can help you arrive at an 
acceptable risk level so the movement in the market 
doesn’t have to be uncontrolled.

P o r t f o l i o sMEASUREDRISK

1

2

3

Take steps to manage the risk

We utilize software that can run a historical analysis of your 
current portfolio in order to calculate the prior gain and 
loss ranges that have already occurred. We can then apply 
these percentages to the value of your account to share 
with you the actual dollar amounts that you are risking in 
exchange for the potential reward.

Many investors find this process to be enlightening. 
Learning you have, for example, a historical 20% loss 
exposure may not sound like much, but when you apply it 
to a $1,000,000 portfolio, we’re talking about $200,000. 
That’s risking the approximate value of many years at a 
prestigious private college or even a home in many parts of 
the country.

Assess the risk in your portfolio

Stop worrying about what
you can’t control

Now that we’ve demonstrated how our attention to losses 
may ultimately pay off with long term rewards, let us help 
you take the next step:

Rule number 2 is refer to rule number 1.
Rule number 1 is don’t lose money.

As Warren Bu�ett has said,

”
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Measured Risk Portfolios, Inc. (MRPI) is a SEC Registered Investment Advisor and Program Manager (PM) of 
Measured Risk Portfolios. Information regarding this investment program including investment management 
fees, as well as important information regarding MRPI, its services, compensation, and conflicts of interest is 
contained in its Form ADV, Part II or substitute disclosure document, available from MRPI upon request.

Strategies related to MRP: MRPI employs various strategies to achieve the objective of limiting losses. The 
primary tool to achieve this objective is the use of options. Options involve risk and are not suitable for all 
investors. Prior to buying or selling an option, a person must receive a copy of Characteristics and Risks of 
Standardized Options. Copies of this document may be obtained from MRPI, from any exchange on which 
options are traded or by contacting The Options Clearing Corporation, One North Wacker Dr., Suite 500, 
Chicago, IL 60606 (1-888-678-4667). The program is not limited to any asset class and the PM retains 
discretionary trading authority on all accounts. In no event will the PM engage in “naked” option trading, 
which is the most speculative form of trading.

Custody of Client Accounts: The majority of all accounts are currently held at TD Ameritrade. MRPI does not 
maintain custody of client accounts and is only authorized to place trades and bill for management fees.

Limitations of Past Performance; Possibility of Losses: Past performance does not guarantee future results. 
Prospective clients should not assume that future performance will be profitable. Participation in this program 
carries the potential for profit as well as the probability of loss, especially over shorter time periods.

Other Fees and Expenses; Impact of Taxes: The investment management fee paid to MRPI is separate and 
distinct from the internal fees and expenses charged by mutual funds and ETFs to their shareholders. These 
fees and expenses are described in each fund's prospectus, and will generally include a management fee, 
internal investment, custodial, and other expenses, and a possible distribution fee. Prospective clients should 
consider all of these fees and charges when deciding whether to invest in the program. Performance results 
for this program do not reflect the impact of taxes. Program accounts may engage in a significant amount of 
trading. Gains or losses will generally be short-term in nature; consequently, this program may not be suitable 
for clients seeking tax efficiency.

Comparisons to Indices: The S&P 500 Composite Index (the “S&P 500 Index”) is a market capitalization- 
weighted index of 500 widely held stocks often used as a proxy for the broader stock market, and includes 
the common stocks of industrial, financial, utility, and transportation companies. The historical performance 
results of the S&P 500 Index do not reflect the deduction of transaction or custodial charges, nor the 
deduction of an investment management fee, which would decrease historical performance results. Investors 
cannot invest directly in the S&P 500 Index. Performance of the S&P 500 Index is provided solely for 
comparison purposes and does not imply that the program seeks to match or outperform the index over 
time.

Other Considerations: The PM reserves the right to accept smaller accounts. Because accounts are managed 
separately, smaller accounts may not be able to benefit from all option strategies. This may result in inferior 
performance during market declines and superior performance in up markets.

While the information herein has been obtained from publicly available sources which MRP believes to be 
reliable; MRP cannot and does not guarantee the accuracy, adequacy or completeness of any such 
information. The information herein may change from time to time without notice, and MRP has no obligation 
to update this material.

An equity option is a contract that gives the buyer the right, but not the obligation, to buy (“call”) or sell 
(“put”) an underlying security (or index) at a specific price on or before a certain date (“expiration”). An 
option, just like a stock or bond, is a security. It is also a binding contract with strictly defined terms and 
properties including underlying, strike price, expiration date and premium. The seller (or “writer”) of an option 
receives the premium from the buyer in exchange for the obligation, not the right, to buy or sell the 
underlying security at a specific price during the contract term. Visit mrpfolios.com/glossary-of-terms for 
additional information.

MEASURED RISK PORTFOLIOS DISCLOSURE STATEMENT

While there is inherent risk in investing,
the degree of risk can be mitigated, or “measured,”

by using speci�c hedging techniques
to limit the severity of losses.

�ese techniques result in an approach
that seeks to protect investor wealth,

while at the same time o�ering growth potential.

Summary

KEY HIGHLIGHTS

Minimum Investment: $50,000
Maximum Annual Fee: 2% billed quarterly in advance
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reliable; MRP cannot and does not guarantee the accuracy, adequacy or completeness of any such 
information. The information herein may change from time to time without notice, and MRP has no obligation 
to update this material.

An equity option is a contract that gives the buyer the right, but not the obligation, to buy (“call”) or sell 
(“put”) an underlying security (or index) at a specific price on or before a certain date (“expiration”). An 
option, just like a stock or bond, is a security. It is also a binding contract with strictly defined terms and 
properties including underlying, strike price, expiration date and premium. The seller (or “writer”) of an option 
receives the premium from the buyer in exchange for the obligation, not the right, to buy or sell the 
underlying security at a specific price during the contract term. Visit mrpfolios.com/glossary-of-terms for 
additional information.

MEASURED RISK PORTFOLIOS DISCLOSURE STATEMENT

While there is inherent risk in investing,
the degree of risk can be mitigated, or “measured,”

by using speci�c hedging techniques
to limit the severity of losses.

�ese techniques result in an approach
that seeks to protect investor wealth,

while at the same time o�ering growth potential.

Summary

KEY HIGHLIGHTS

Minimum Investment: $50,000
Maximum Annual Fee: 2% billed quarterly in advance



What if …

Other strategies may offer protection

is no longer working?TRADITIONAL ASSET ALLOCATION

FOR YOUR PORTFOLIO ?

Your current approach to risk management

 IS SIMPLY NOT ADEQUATE ?

5405 Morehouse Drive
Suite 230

San Diego, CA 92121
858.935.1125

info@mrpfolios.com
www.mrpfolios.com


