
Drawdown Patrol Investing
Upside Capture Through Downside Protection

Our approach is designed to produce what every 
investor wants, potential for growth and income while 

defending against their most feared risks. Today’s 
backdrop requires different thinking; here is ours.
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Range Of Stock, Bond, And Blended Total Returns
Annual Total Returns, 1960-2019

Why Invest?
To meet future spending needs, right? It may be spending by us. It may 
be the spending of our heirs or favorite causes. Either way, putting 
today’s dollars under the mattress is not going to get it done.

Investors often underestimate their time horizon and the compounding 
power that can bring. We design portfolios to help you harness that 
power, meet spending needs, and feel confident about answering the 
following three questions:

Am I going to be ok?
Can I maintain my family’s quality of life? 
Can I improve it?

For those consistently investing, short-term ups and downs have added 
up to long-term gains in every 20 year period in U.S. history.

“In the short-run, the market is a voting machine…but in the 
long-run, the market is a weighing machine.” Benjamin Graham
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Longevity Risk - outliving your money.

This threat is sneaky, and hard to recognize in the 
moment. An apparent sense of security today is 
exchanged for a dangerous longer-term shortfall.

Drawdown Risk - losing your money.

Can strike without warning. Easy to spot in hindsight, 
hard to swallow, and should be avoided because of.... 
math:

Don’t Dig A Hole

Drawdown % To Recover Years To Recover*
5% 5.3% 0.67
10% 11.1% 1.37
20% 25.0% 2.90
30% 42.9% 4.63
40% 66.7% 6.64
50% 100.0% 9.01

The ability to reduce drawdown can shorten recovery time

Source: Aptus Research
*Assumes recovery = 8% Net CAGR

Conceptual Illustration
Information presented above is for illustrative purposes only and should not be
interpreted as actual performance of any investor’s account. These figures are 
entirely assumed to illustrate the concept of drawdown impact and years to 
recover in equities. As these are not actual results and completely assumed, they 
should not be relied upon for investment decisions. Actual results of individual 
investors will differ due to many factors, including individual investments and 
fees, client restrictions, and the timing of investments and cash flows.

"The most important job is to strike the appropriate balance 
between offense and defense.”  Howard Marks

What Are the Risks?
The primary investing dangers we worry about 
generally fall into one of two categories:



Current Environment
Traditionally, lowering risk has meant owning more bonds and fewer 
stocks. The 60/40 portfolio has been great for the past 20 years. Let’s take a 
look below...the 60% from stocks has gone up, but look at the 40% going 
to bonds! Not everyone realizes this, the more conservative asset (bonds) 
known for stability has actually returned more than stocks!

Remember, falling interest rates lead to higher bond prices and vice versa. 
Bonds juiced portfolio returns because interest rates fell. That bond you 

bought 10 years ago with a 5% coupon became worth a lot more to 
someone else, when rates fell throughout the decade.

Vanguard Long-Term Bond Index vs S&P 500 Index Total Returns 01/01/2000 to 06/30/2023



How we build portfolios, to address longevity risk and explicitly manage drawdown 
risk, is the heart of what differentiates our approach. That conversation starts with 

understanding where returns come from.

Can Bonds Beat Stocks in the
Next 20 Years, Again?

Source: Bloomberg, Aptus Research

10 Year Treasury Note Yields Have Been A Solid Estimate For Future Returns

*Data through 
06.30.2022

Tailwind Dwindling

Even with yields improving since bouncing off all-time lows, it's critical to 
understand that bonds > stocks will not likely repeat itself over the next 20 
years. The reality of rising yields impacts nearly every portfolio.



How Are Returns 
Generated?
Returns are generated in one of three ways:

Yield: Dividends + Interest 
Growth: Annualized Improvement
Valuation: Changing Investor Appetite

Here’s a simple example of each...

You buy a share of company ABC for $10. Company 
ABC generates $2 a share of earnings. You paid a 
valuation of 5 times ( 5x ) earnings for your investment. 
Simple example, but hopefully brings clarity.



Yield – This piece is the easiest to quantify as it’s simply the return of 
capital on your investment. Sticking to our example, if Company ABC pays 
a dividend of $0.50, that’s a 5% return on your $10 investment. As the prior
chart shows, dividends have been a more reliable source of return than 
growth and valuations.

Growth – Let’s revisit your investment and go back to our starting 
valuation of 5x earnings. Recapping, you paid $10/share with company 
ABC generating $2/share in earnings. Well, good news. Company ABC just
landed their biggest customer, earnings are now $3/share. If valuations 
remain the same (5x earnings), Company ABC now trades at $15/share... a
50% return on your initial investment. Not bad.

Valuation Change – There are rumors floating about Company ABC 
and its potential over the next year. Nothing has actually changed, but 
people’s expectations are rising. The rising expectations have caused the 
stock price to adjust to $12 a share. You bought in at a valuation of 5x 
earnings and now, the same company with the same $2 of earnings, is 
trading for 6x earnings –a valuation change that generated a 20% return 
on your investment. Valuation change has been the most fleeting source 
of return, and over time, it matters less than you might think.

"The market's not a very accommodating machine; it won't provide 
high returns just because you need them." Peter Bernstein



Finding Return
Of the 3 drivers of return, we place the highest 
emphasis on understanding yield and growth. If we 
do a decent job on yield and growth, we view positive 
valuation change as icing on the cake.

Control what you can control. Growth can go 
negative, valuation change can go negative, 

dividends paid cannot.

Source: Aptus Research via Robert Shiller, Bloomberg
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Our portfolios within this framework
This Y + G framework drives decisions at the asset class level down to the 
individual security level. Our goal is to compound capital, and today's 
market pushes allocations towards stocks and away from bonds. But 
doesn’t that increase the volatility in our portfolios?

Business Growth

Growth In Sales 
Growth In EBIT 
Growth In Margins 
Growth In Earnings 
Growth In Dividencs
Extensive Opportunities 
to Reinvest FCF 
Organically or Through 
M&A

Yield
Today’s market has us focused on consistent and repeatable yield vs high 
absolute yield. Our focus is on the quality of yield. As famously quoted by 
Raymond DeVoe of Legg Mason. “More money has been lost reaching for 
yield than at the point of a gun.”

Growth
An understanding of growth at the individual security level is important to 
portfolio construction overall, driving what to own and what to avoid.
Growth cannot be measured in a vacuum, as we need to address 
valuation, quality, and momentum to understand the opportunity to 
compound capital.

The goal is not a crystal ball into the "best", but a clear process for 
avoiding the worst, and a sell discipline to identify change. A few filters 
we use:

In Search of Total Return
The Potential Of Compounding Capital

+ + +Valuation

Price-to-Earnings 
Dividende Yield 
EV/EBITDA
Price-to-Book

Profitability

Enduring, Predictable 
High ROE and FCF 
Strong ROIC
Strong Balance Sheets 
Down Market 
Performance

Momentum

Trading Above Its 50-day 
Moving Average
Proximity to 52-Week Highs 
1-Year Relative Performance
6- Month Relative Performance



Enter...The Drawdown Patrol

“The essence of investment management is the management of risks, 
not the management of returns. Well-managed portfolios start with this 

precept.” Benjamin Graham

We view a portfolio as a fragile package in our hands, to get from point A 
to point B. Rather than depend on a smooth ride to our destination, we 
wrap the package with layers of protection to defend against the 
market’s inevitable bumps along the way.

How we get from point A to point B matters in enhancing outcome.

Our first layer of protection is diversification. This isn’t all that different.

It’s the additional layers of protection we include in the portfolios that 
makes our approach different. It changes the math and gives our 
investors the comfort of risk management over and above diversification.

We balance risk and returns for three reasons:

1. To be able to allocate to areas of higher return (stocks)
2. To reduce drawdown and the emotions that come along with it

3. To turn market drawdowns into opportunity

Lower prices can lead to higher returns in the future, but that only matters 
if you have cash to take advantage of it. Let’s dig in...



Valuations Matter
Let’s ingrain this simple concept in our minds: Today’s valuations impact 
tomorrow’s return in the stock market.

Markets oscillate from periods of higher valuations to lower valuations. 
High valuations tend to mean lower future returns with higher risks, a 
bad combination.

The opposite is also true. Low valuations tend to mean higher future 
returns with lower risks, a good combination. This simple concept is 
critical when thinking about the Drawdown Risk mentioned earlier.

We believe deploying cash in a market priced at 15 times 
earnings is far more attractive than one priced at 25 times.

The trick is having cash to deploy when that’s the case.

Strong Recent Returns 
Lower Potential Returns 
Higher Potential Risk

Poor Recent Returns 
Higher Potential Returns 
Lower Potential Risk



The 100 yr flood
that can crush a
retiree has actually 
occurred 30 times
since 1900!

This is designed to capture more of the good and less of the bad while 
maintaining explicit focus on avoiding drawdown.

Our portfolios contain funds with active hedges to protect against 
disaster. For you statisticians out there, disaster could also be referred 
to as left tail market events. Our aim is to chop off left tails, which 
happen more than most expect and leave mathematical and 
behavorial wreckage behind.

Managing Drawdown
Drawdown risk doesn’t sneak up on you; it smacks you in the face. 
Nothing gets a client more uncomfortable than watching account values 
drop.

History has shown how hard it is to stick with things if it means riding the 
market’s waves without a plan to protect capital. We provide that plan.
It’s peace of mind through portfolio construction that explicitly manages 
drawdown risk. We can’t avoid volatility, but we can be positioned to take 
the sting out of severe market drawdowns.
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Attention to the left tail chop improves our ability to pursue 
long-term growth of capital.

Narrow the Range of Outcomes
We protect our cars, our lives, our health with insurance, why would we not 
protect our wealth? Our portfolio’s insurance comes in the form of options 
that rise in value when market prices drop and/or volatility rises.

These offsetting exposures rise in a non-linear way (meaning, "a lot!") 
during market drawdowns. Don’t let the fancy word get in the way. It’s 
similar to a term insurance policy that costs $400 a year for $1 million of 
insurance. If you don’t use the insurance, great, that $400 didn’t prevent 
you from enjoying your life. If you do use it, that $400 provides an 
enormous amount of non-linear payout!



Turning Volatility into 
Your Opportunity
The benefit of blending diversification, hedging, and 
long volatility exposure is that you are positioned to 
chop the left tail and avoid serious drawdown.

But the real benefit is how it can create capital at the 
precise time that a market decline is testing most 
investors.

We believe that a focus on risk management can lead 
to higher returns, and we scour each corner of a 
portfolio to make volatility our friend. In other words, 
we manage risk to pursue higher return. Everyone 
wants to “buy low” but sitting in a 4% money market, 
while waiting for prices to drop, amidst 6.4% inflation* 
is not a formula for success.

If markets drop 20%, the forward return potential goes 
up. That’s great for the younger investor adding 
money monthly. It’s not so good for folks already in 
retirement.

Unless, the drawdown creates the capital to deploy 
back into a market when the forward-looking 
opportunity is much better. Next, a hypothetical 
illustration of how our added layers of protection have 
the potential to create capital as prices drop.

* January 2023 CPI data



Buying the Dip Is Great In Theory But 
You Need Cash Available To Do It.
To bring this all together, we deploy a series of strategies that strive to defend 
against the most visible risk (drawdown). This hedging opens the door to 
pursue higher embedded returns at the initial allocation, and provides cash to 
buy into short term market dips.

Start

$990,000

$10,000

Equities Hedges Cash

Equities Down 10% Hedge Sold / Cash Raised 
Cash Invested
At 10% Discount

$891,000 $891,000

$941,000

$50,000

$10,000

$10,000

$60,000

Conceptual Illustration

Information presented above is for illustrative purposes only and should not be interpreted as actual 
performance of any investor’s account. These figures are entirely assumed to illustrate the concept of hedging 
during an assumed 10% drawdown in equities. As these are not actual results and completely assumed, they 
should not be relied upon for investment decisions. Actual results of individual investors will differ due to many 
factors, including individual investments and fees, client restrictions, and the timing of investments and cash 
flows.



AMG Managed Portfolio Series:
Multi-manager portfolio designed to help clients stayModerate invested through challenging market cycles.

Active/Passive Blend • Layers of Risk Management • Tax-Efficient Adjustments

AMG Approach
We believe the optimal portfolio is one an investor can stick with. With 
behavior in mind, we blend return, risk, and conviction to pursue our primary 
objective… improving investor outcomes. We start with low cost, high quality 
exposure to primary asset classes and build in alternative return opportunities 
and downside hedging through dynamic ETFs.

Portfolio Objective
Baseline template of 60% stocks / 40% bonds with flexibility to dynamically 
adjust exposure as risks & opportunities change. Proactive risk management is 
a key differentiator of this portfolio, designed to reduce hidden correlations and 
mitigate significant market declines.

Broad diversification, streamlined for robustness.

The Risk Number and the 95% Probability Range are calculated using a long-term average of 7.5% for the S&P 500, 0bps change in the Ten 
Year US Treasury Rate, and correlation and volatility data from 2008 to present. Riskalyze uses actual historical data to calculate the statistical 
probabilities shown. For securities calculated using Average Annual Return, the Average Return will be calculated using actual price history 
from June 2004- present or inception. We calculate the annualized return number as ( final price / initial price ) ^ ( 1 / number of years ) - 1. 
Riskalyze does not provide investment analysis on investments with less than 6 months of historical performance. In instances where an 
investment’s inception is more recent than January 1, 2008 and greater than 6 months, Riskalyze will use correlation statistics from the 
investments actual trading history to extrapolate missing volatility data. In most cases the extrapolation calculation increases the risk 
presented in the investment analysis as a means of protecting the investor. Investments with an inception more recent than January 1, 2008 
are highlighted with an information icon.

Past performance is not indicative of future results. This is not a recommendation to buy or sell any of the securities mentioned herein. The 
holdings identified above do not represent all of the securities purchased, sold, or recommended for the adviser's clients. Holdings are subject 
to change without notice. A complete list of holdings is available upon request.



About Us
AMG Wealth Advisors is led by three highly credentialed, experienced 
managing partners, providing asset growth and protection for high net 
worth individuals and institutional investors.

Jean Arias, Polly Moore, and Lori Gann Morris have advised clients 
together since 2006, and each brings distinct talents, training, and 
perspectives to your side through every twist and turn of life. Each 
partner contributes to your plan and strategy, giving you full confidence 
in the decisions you make.

“Being a women-owned firm is rare in this field. We take that as a 
challenge to be a bit more diligent, more studied, and more 
proactive. And we listen with the unique perspective life has given 
us. That is a signature gift we bring to the table.” Polly Moore

Our Investment Partner

The Impact Series is a model portfolio solution developed by Aptus 
Capital Advisors, LLC. Aptus Capital Advisors, LLC is a Registered 
Investment Advisor (RIA) registered with the Securities and Exchange 
Commission and is headquartered in Fairhope, Alabama. Registration 
does not imply a certain level of skill or training. For more information 
about our firm, or to receive a copy of our disclosure Form ADV and 
Privacy Policy call (251) 517-7198 or contact us here.

APTUS CAPITAL ADVISORS



Securities offered through Calton & Associates, Inc. Member FINRA/SIPC. Advisory services 
offered through of Waterloo Capital LP d/b/a AMG Wealth Advisors, an SEC-registered 
investment advisor. Calton and Waterloo Capital, LP are separate unrelated entities. For 
more information about Waterloo, or to receive a copy of our disclosure Form ADV, Form 
CRS and Privacy Policy call 800.266.1723 or visit adviserinfo.sec.gov/Firm/133705.

Information presented is for educational purposes only and does not intend to make an 
offer or solicitation for the sale or purchase of any securities or to advise on the use or 
suitability of The AMG Managed Portfolio Series, or any of the underlying securities in 
isolation. Information specific to the underlying securities making up the portfolios can be 
found in the Funds’ prospectuses. Please carefully read the prospectus before making an 
investment decision.

This commentary offers generalized research, not personalized investment advice. It is for 
informational purposes only and does not constitute a complete description of our 
investment services or performance. Nothing in this article should be interpreted to state or 
imply that past results are an indication of future investment returns. All investments 
involve risk and unless otherwise stated, are not guaranteed. Be sure to consult with an 
investment & tax professional before implementing any investment strategy.

Investing involves risk. Principal loss is possible. Investing in ETFs is subject to additional 
risks that do not apply to conventional mutual funds, including the risks that the market 
price of the shares may trade at a discount to its net asset value(“NAV), an active secondary 
market may not develop or be maintained, or trading may be halted by the exchange in 
which they trade, which may impact a fund’s ability to sell its shares. Shares of any ETF are 
bought and sold at Market Price (not NAV) and are not individually redeemed from the 
fund. Brokerage commissions will reduce returns. Market returns are based on the 
midpoint of the bid/ask spread at 4:00pm Eastern Time (when NAV is normally determined 
for most ETFs), and do not represent the returns you would receive if you traded shares at 
other times. Diversification is not a guarantee of performance and may not protect against 
loss of investment principal.



2700 Via Fortuna, Suite 120 Austin TX 78746
T 512.647.1500

TF 800.266.1723
amg@amgwealthadvisors.com

AMG
W E A L T H A D V I S O R S
Your Goals. Our Focus.
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