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Disclosures

This presentation is for general informational and educational purposes, and where appropriate, to assist in explaining the nuances of portfolio 
characteristics or composites. The statements and opinions reflect the judgment of the firm, and along with the information from third-party 
sources and calculations, are made on the date hereof and are subject to change without notice. There is no guarantee that any market forecast 
set forth in the presentation will be realized. This material represents an assessment of the market environment at a specific point in time, should 
not be relied upon as investment advice, and is not intended to predict or depict performance of any investment. Any specific recommendations or 
comparisons that are made as to particular securities or strategies are for illustrative purposes only and are not meant as investment advice for 
any viewer. Past performance does not guarantee or indicate future results. Information is obtained from sources Innovative Portfolios believes 
are reliable, however, Innovative Portfolios does not audit, verify, or guarantee the accuracy or completeness of any material contained therein

All investors who desire to participate in option transactions should obtain the option disclosure document, titled Characteristics and Risks of 
Standardized Options, which outlines the purposes and risks of option transactions. Despite their many benefits, options are not suitable for all 
investors. Individuals should not enter option transactions until they have read and understood the risk disclosure document which can be obtained 
from their advisor, any of the options exchanges, or OCC.

Innovative Portfolios, LLC, established in 2015, is a registered investment advisor with the Securities and Exchange Commission. Clients or 
prospective clients are directed to Innovative Portfolios Form ADV Part 2A and to one of Innovative Portfolios representatives for individualized 
information prior to deciding to participate in any portfolio or making any investment decision. Innovative Portfolios does not provide tax advice. 
Clients are strongly urged to consult their tax advisors regarding any potential investment. Innovative Portfolios is a federally registered 
investment adviser with the SEC.

For ease of explanation, examples in the presentation do not deduct commissions or advisory fees. Investments in financial instruments, and 
options in particular, carry significant risks, including the possible loss of the principal amount invested. Past performance does not guarantee 
future results; there is always a possibility of loss.

This presentation is the exclusive property of Innovative Portfolios, LLC . Any distribution of this presentation requires the express written consent 
of Innovative Portfolios, LLC
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Who we are...

*Innovative Portfolios claims compliance with Global Investment Performance Standards (GIPS®). IP has been 
independently verified for the periods from December 24, 2018, through December 31, 2021. GIPS is a registered 
trademark of CFA Institute. CFA Institute does not endorse or promote this organization, nor does it warrant the 
accuracy or quality of the content contained herein.

Sheaff Brock Capital Management, LLC, a holding company:

22-year history | 29 people across all firms

A wholly owned RIA, wealth 
management firm with assets 

in separately managed 
accounts, founded in 2001 

with a long-term expertise in 
options. More than 60% of 

the AUM is in option-related 
strategies: credit-spreads, 
covered calls, and equity 

puts. Other assets are equity, 
preferred stock, and REIT 

strategies.

A wholly owned RIA 
formed as a GIPS® verified 
subadvisor* to Sheaff Brock 
and other RIAs, institutions, 
and family offices. Founded

in 2018 and 100% owned 
by SBCM. Strategies include 

equity and option-based 
SMAs, two exchange- 

traded funds, and a limited 
partnership.

A 50% owned RIA, wealth 
management firm 

founded in 2009 and 
50% owned by SBCM.

All the AUM is separate 
accounts primarily using 
mutual funds and ETFs.

A 20% owned mutual fund 
manager founded in 2007 
and 20% owned by SBCM. 

All the AUM is in one 
growth mutual fund.
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Fear.

Risk…what is it really? 

Longevity.

Advisors’ fear of volatility can cost clients millions. 

Think different.

Discussion Objectives
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Most feared:

Public Speaking • Heights • Dentist • Snakes • Flying • Spiders • Confined Space
Source: Wikipedia, https://radiantdentistry.com/blog/top-10-things-people-fear-most

Investor fears:

Fear

Source: Nataxis Investment Managers, CoreData Research 
6/21/2023. https://www.im.natixis.com/us/resources/2023-
individual-investor-survey-full-report

1

Higher 
everyday 

costs

2

Inflation’s effect 
on investments

3

High interest 
rates—but most 
don’t know why.

Only 3% of 
respondents 

correctly answered 
that present bond 
values typically go 

down when
rates rise.

4

Loss of 
Assets

5

Volatility—Nearly 
four in ten (39%) 
say volatility has 

been so high 
that they just

don’t worry about 
it anymore.

The exception is 
millennials, 54% of 
whom say volatility 
keeps them up at 
night, compared
to 15% of older 

investors.
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Investment Advisor fears:

Fear

Source: Kristian Borghesan, Chief Marketing Officer, 
FutureVault.com Mar 12, 2023

1

Market volatility’s 
impact on client 

portfolios—and the 
morale and well-being 

of their clients.

2

Regulatory risk.

3

Fear of losing a client— 
retaining the next 

generation as a client; 
having assets move away 

from the firm.

4

The potential for 
reputational risk.



There are many potential 
risks of an investment:

• Volatility of price risk
• Liquidity risk
• Concentration risk
• Credit risk
• Interest rate risk
• Inflation risk
• Horizon risk
• Foreign currency risk

Risk...
CNBC Sector Heat Map
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There are many potential 
risks of an investment:

• Volatility of price risk - In 
today’s short-term oriented 
world, this risk gets most of 
the attention.

• Liquidity risk
• Concentration risk
• Credit risk
• Interest rate risk
• Inflation risk
• Horizon risk
• Foreign currency risk
• Permanent capital loss risk - 

Long-term, isn’t this risk the 
most important?

Risk...
CNBC Sector Heat Map
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Some smart people don’t agree that volatility is risk:

Warren Buffett:
“Risk is not the same as volatility, but that lesson has not customarily
been taught in business schools, where volatility is almost universally used 
as a proxy for risk. Though this assumption makes for easy teaching, it is 
dead wrong: Volatility is not synonymous with risk.”

The Wall Street Journal, April 30, 2018:
“The real risk is believing that volatility is risk.”

Howard Marks:
“The risk that matters most is the risk of permanent loss.”

Charlie Munger:
“Risk to us is 1) the risk of permanent loss of capital, or
2) the risk of inadequate return.”
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Risk...



Some smart people don’t agree that volatility is risk:

Bruce Berkowitz:
“I define risk as the chance of permanent capital loss adjusted for inflation. Volatility, I 
believe to be just price changes based on market perceptions of risk. Risk does 
not equal volatility.”

Chuck Akre:
“When we speak of risk, we are not speaking of share price volatility.
When we speak of risk we are thinking about exposure to permanent loss of capital.”

Jim Grant:
“I would say – many value investors would agree – that risk is the likelihood of 
the permanent impairment of capital.”
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Risk...



Longevity— 
a real risk

Source: Health status
https://data.oecd.org/healthstat/life-
expectancy-at-65.htm

Life Expectancy at Birth (Men / Total / Women, Years, 2022 or latest available)

Life Expectancy at Birth (Men / Total / Women, Years, 2022 or latest available)
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Longevity—a real risk

Source: Health status
https://data.oecd.org/healthstat/life-
expectancy-at-65.htm

Life Expectancy at 65 (Women / Men, Years, 2022 or latest available)Life Expectancy at 65 (Women / Men, Years, 2022 or latest available)
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Longevity of a 
married couple

Longevity evolves with age. 
For each additional year of life,
remaining longevity reduces by a 
fraction of a year.

Longevity continues to increase 
as one survives into advanced 
ages.

https://www.forbes.com/sites/wadepfau/2016/
08/25/how- long-can-retirees-expect-to-live-
once-they-hit-65/

Median Age of Death
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Source: Massimo Young, CFA, Individual 
Retirement Solutions group at Insight 
Investment. Erik Pickett, PhD, FIA, CERA, 
actuary and pension consultant, Club Vita.

Longevity of a 
married couple

Five takeaways:

• Planning to 90 is not 
conservative.

• One of two people will survive 
longer than just one.

• It’s an average, not a “stressed” 
scenario.

• Medical advances extend 
longevity over time.

• Wealthier people have higher 
life expectancies.

Longevity Estimates for a 65-year-old Couple



Increase fixed income?

Diversify equity?

Add alternatives, private equity, private debt? 

Structured products, annuities?
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What do we do to reduce volatility?



Global diversification is better, right?

U.S. Stocks 
Fixed Income

Cash

US large value
US large growth 

US mid value
US mid growth
US small value

US small growth 
Global value

Global growth
Global mid growth 

Int’l small value 
Emerging value

US large momentum

Int’l large momentum 
Emerging momentum 

US large low-vol
Emerging large low-vol 

Frontier growth
Global real estate 

Short Treasury 
Long Treasury 

Int’l Gov’t
Int’l corporate bonds 

Emerging bonds
US TIPS

Bank loan funds 
Hedge funds 

Private Equity 
Commodity ETF 

Gold
Platinum, 

Cash
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Global diversification
At last year’s market bottom, you 
may have said, “Yes, the market’s 
down, but we’re diversified!”

Please see additional disclosures at the beginning of this 
presentation.
Past Performance is no guarantee of future results. For 
Institutional use only. Source: lazyportfolioetf.com/world-
country-indexes-returns/
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Global “diworsification”
Some interesting observations:

1. Better returns: Over the last 10 
years, the U.S. stock market 
outpaced the rest of the world, by 
a longshot, at nearly 2X the gain, 
over 100% more.

2. Better returns: Over the last 
5 years the U.S. has been the 
winner, again gaining nearly 
twice as much as #2, Israel.

3. Lower volatility: Over 
every period the U.S. market 
experienced the smallest
drawdown of the 25 countries.

Please see additional disclosures at the beginning of this 
presentation.
Past Performance is no guarantee of future results. For 
Institutional use only. Source: lazyportfolioetf.com/world-
country-indexes-returns/
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Global “diworsification”
Another interesting one is the bottom 
of the list, China, who booked a 
negative return over 3, 5, and 10-year 
periods! This was all during a 
fantastic period of economic growth. 
According to the International 
Monetary Fund (imf.org), China’s 
economy grew an average of 6.4% 
annually since 2012 vs. the U.S.’ 
growth rate of 2.0%. China’s economy 
nearly doubled in size yet their ETF 
underperformed by 250% vs. the 
U.S.’ ETF.

Please see additional disclosures at the beginning of this 
presentation.
Past Performance is no guarantee of future results. For 
Institutional use only. Source: lazyportfolioetf.com/world-
country-indexes-returns/
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International Diversification
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Structured notes, 
buffered CDs, 
annuities

Features of the 3-Year 
Growth Opportunity CDs:

• Regardless of the Index 
performance, depositors will 
receive at least the Principal 
Amount at maturity, subject 
to our credit risk and FDIC 
insurance limits.

• The CDs do not provide 
periodic interest payments 
over the term of the CDs, 
rather, the CDs will pay the 
Interest Payment Amount only 
at maturity.

• The CDs provide a return equal 
to 100.00% of the Index Return, 
subject to the Maximum Return 
provided that the return on the 
CDs will not be less than zero if 
the CDs are held to maturity.

3 Year Growth Opportunity Certificates of Deposit 
Linked to The S&P 500® Index

Preliminary Terms

Issuer HSBC Bank USA, National Association

Issue 3 Year Growth Opportunity Certificates of Deposit

Principal Amount $1,000 for each CD

Minimum Denomination $1,000 and increments of $1,000 thereafter

Trade Date / Pricing Date July 26, 2023

Settlement Date July 31, 2023

Valuation Date July 28, 2026

Maturity Date July 31, 2026

Term 3 Years

Reference Asset The S&P 500® Index (Ticker: SPX) (the “Index” or the “SPX”)

Maturity Redemption 
Amount

The Principal Amount plus the Interest Payment Amount

Index Return The quotient of (A) the Final Level minus the Initial Level, 
divided by (B) the Initial Level

Participation Rate 100.00%

Maximum Return At least 22.00% (to be determined on the Trade Date)

Initial Level The Closing Level of the Index on the Pricing Date

Final Level The Closing Level of the Index on the Valuation Date

Preliminary Terms
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Buffered CD

Features of the 5-Year 
Growth Opportunity CDs:

• Regardless of the Index 
performance, depositors will 
receive at least the Principal 
Amount at maturity, subject 
to our credit risk and FDIC 
insurance limits.

• The CDs do not provide 
periodic interest payments 
over the term of the CDs, 
rather, the CDs will pay the 
Interest Payment Amount only 
at maturity.

• The CDs provide a return equal 
to 100.00% of the Index Return, 
subject to the Maximum Return 
provided that the return on the 
CDs will not be less than zero if 
the CDs are held to maturity.

5 Year Growth Opportunity Certificates of Deposit 
Linked to The S&P 500® Index

Preliminary Terms

Issuer HSBC Bank USA, National Association

Issue 5 Year Growth Opportunity Certificates of Deposit

Principal Amount $1,000 for each CD

Minimum Denomination $1,000 and increments of $1,000 thereafter

Trade Date / Pricing Date July 26, 2023

Settlement Date July 31, 2023

Valuation Date July 26, 2028

Maturity Date July 31, 2028

Term 5 Years

Reference Asset The S&P 500® Index (Ticker: SPX) (the “Index” or the “SPX”)

Maturity Redemption 
Amount

The Principal Amount plus the Interest Payment Amount

Interest Payment Amount The Principal Amount multiplied by the Interest Rate

Interest Rate The Index Return multiplied by the Participation Rate, subject 
to (A) a minimum of 0.00% and (B) the Maximum Return

Index Return The quotient of (A) the Final Level minus the Initial Level, 
divided by (B) the Initial Level

Participation Rate 100.00%

Maximum Return At least 45.50% (to be determined on the Trade Date)

Preliminary Terms

21



Buffered CD vs. 
S&P 500

Source: Bloomberg, Innovative 
Portfolios 22



The cost of (mostly unnecessary) insurance

Buffered CD vs. 
S&P 500

Source: Bloomberg, Innovative 
Portfolios 23



How is this costing 
clients millions?

Accumulation Phase

For illustrative use only. Not 
actual results. 24



How is this costing 
clients millions?

Accumulation Phase

For illustrative use only. Not 
actual results. 25



How is this costing 
clients millions?

Distribution Phase

For illustrative use only. Not 
actual results. 26



How is this costing 
clients millions?

Distribution Phase

For illustrative use only. Not 
actual results. 27
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Implied vs. Realized 
Volatility

Implied volatility can be 
monetized with index options 
on the S&P 500. Investor fear 
generally creates a profitable 
implied volatility spread which 
can be exploited over time.
Implied volatility is usually 
higher than the 30-day realized 
volatility.

Generally, these periods of 
positive spread, as shown by the 
green bars in the chart, the seller 
of an option contract can profit 
from the collection of option 
premium.

Implied volatility is investors’ 
forecast of likely movements in 
the market. Realized volatility 
is the actual movement that 
occurred over the prior period. 
The spread is the difference 
between the two.

Source: 
Bloomberg LP

Implied Volatility vs. Realized Volatility

Average positive spread 5.15%



S&P 500–Monetizing volatility

Number of New S&P 500 Closing Highs Per Year



Think different

Instead of spending your client’s money on insurance they mostly don’t need, 
why not have them collect other people’s money who are buying insurance they, 
over the long term, never collect on?

30



We do.

For intelligent advisors (like you).

Option overlays in SMAs or embedded in ETFs, 

a Private Fund, 

or a UCIT.

31

Think different



Index Income Overlay (as of Sept. 30, 2023)

Please see fact sheet disclosure on next page of 
presentation 32



Index Income Composite Disclosure
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The Index Income Composite includes portfolios where a client’s marginable collateral (whether managed by IP or the client) is used to invest in three put credit spread 
trades on the S&P
500. The investment objective of the composite is income. The performance does not include income or appreciation/depreciation from the underlying collateral. 
The Index Income composite consists of fully discretionary portfolios, including those accounts no longer with the firm. The composite excludes portfolios under 
$100,000. Although the put credit spreads are sold against the S&P 500, the intent is not to earn returns similar to the S&P500, but instead attempt to profit from the 
volatility of the S&P 500. Although there is no applicable benchmark because the composite seeks an absolute return based only upon the volatility of the S&P 500, for 
comparison purposes the composite is measured against the S&P 500 Index as a market indicator. The Composite was created on January 1, 2021 and the inception date 
is June 1, 2016.

IP acquired the composite through a subadvisor agreement with Sheaff Brock Investment Advisors, LLC (SBIA), wholly owned by SBCM, in December 2020. 
Performance prior to January 1, 2021 occurred while the investment management team was affiliated with SBIA. The investment management team has managed the 
composite since its inception, and the investment process has not changed. Performance prior to January 1, 2021 is linked to performance earned at SBIA. Performance 
presented are time-weighted returns. Valuations and performance is reported in U.S. dollars. Composite performance is presented on gross-of-fees and net-of-fees basis 
and includes the reinvestment of income (dividends/interest). Gross-of-fees returns are presented before management and custodial fees but after all trading expenses. 
Net-of-fees returns are calculated by deducting a model management fee of 0.3125, ¼ of the highest annual management fee of 1.25%, from the quarterly gross 
composite return. Actual advisory fees incurred by clients may vary. Policies for valuing investments, calculating performance, and preparing GIPS reports are available 
upon request.

The S&P 500 Index is a market value weighted index comprised of 500 of the largest publicly traded U.S. companies. The material differences between an S&P 500 index 
and the composite performance are as follows: the total return from an index is derived from price appreciation/depreciation plus the reinvestment of dividends and the 
performance from the composite is derived from the option premium credit received only, there is not participation in the appreciation/depreciation or dividends of the 
index. An index is not available for direct investment and does not reflect any of the costs associated with buying and selling individual securities or management fees, 
the incurrence of which would have the effect of decreasing historical performance results. There can be no assurances that a composite will match or outperform any 
particular benchmark.

Cash flow yield represents the cash received from the sale of index option premium divided by the average composite value. Cash flow yield is presented grow and 
net of investment management fees. Net-of-fees is calculated by deducting a model management fee of 0.3125, ¼ of the highest annual management fee of 1.25%, from 
the quarterly gross cash flow yield.

Past performance is no guarantee of future performance and there is a risk of loss of all or part of your investment. Individual client performance returns may be 
different than the composite returns listed. Changes in investment strategies, contributions or withdrawals, and economic conditions may materially alter the 
performance of your portfolio. Different types of investments involve varying degrees of risk, and there can be no assurance that any specific investment or 
composite will be suitable or profitable for a client’s portfolio. Individuals should not enter into option transactions until they have read and understood the risk 
disclosure document titled, Characteristics and Risks of Standardized Options which can be obtained from their broker, any of the options exchanges, or OCC. 
Information is obtained from sources IP believes are reliable, however,
IP does not audit, verify, or guarantee the accuracy or completeness of any material contained herein.



For the folks checking social media for the last 50 minutes, today 
we discussed…

Fear.
(You are more afraid of volatility than your client.)

Risk…what is it really?
Not volatility. Permanent loss of capital.

Longevity.
A 65-year-old may live longer than you think.

Advisors’ fear of volatility can cost clients millions. 
Literally millions.

Think different.
Think innovative investing—with us!
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Got a hard question?
Ask her:

innovativeportfolios.com

Christy Jordan
National Business 
Development Director
christy.jordan@innovativeportfolios.com 
317.689.6450


