
Warren Buffett's First Two Rules of Investing…
Warren Buffett’s mentor, Benjamin 
Graham, believed that successful 
investing was about managing 
risks, not avoiding them: “The 
essence of investment management 
is the management of risk, not 
the management of returns.” The 
investment philosophy at SAGE is 
deeply rooted in risk management 
and capital preservation. The impact 
of large losses on a portfolio requires 
exponentially larger gains to recover—
if you have $100k invested and lose 
25%, you then need a 33% return 
to recover from $75k back to $100k 
again. If you lose 50%, you will need 
a 100% return to recover from $50k 
back to $100k. We agree with Warren 
Buffett’s first two rules of investing:
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The chart below illustrates the asymmetric and 
exponentially worsening impact of losses—the green line 
shows the returns required to recover from increasing 
levels of losses (red line).

 
This is why risk management is the cornerstone of long-
term investing success, and why we take it so seriously 
here at SAGE. 

As we grow and look for ways to improve how we serve 
our clients, risk management is our number one priority. 
With that in mind, we are very pleased to introduce you to 
one of our newest team members:

 
Ian Johnson 
Business Development Specialist

Ian is a chartered financial analyst with extensive 
theoretical and hands-on experience trading proprietary 
equity options strategies. In an increasingly complex 
market environment, Ian brings experience and expertise 
in options, hedging and risk management to SAGE. 
Ian’s role within the team is that he acts as SAGE’s chief 
risk officer. In this role, he monitors portfolio risk and 

constantly seeks ways to improve processes and solutions 
for mitigating risk. Ian oversees our institutional-quality 
risk management systems, with a particular focus on what 
we call our WOWS (Writing Options With SAGE) options 
overlay strategy. His deep commitment to professional 
development and keeping up with fast-paced changes 
make him perfect for this job.

His History

Before joining SAGE, Ian actively managed multiple 
portfolios for some of Canada’s most sophisticated 
institutional investors, including Ontario Teachers’ 
Pension Plan and the Jim Pattison Foundation. Ian 
used option overlay strategies to lessen the impact of 
market volatility and generate additional yield. In 2012, 
one of the investment funds that Ian helped create and 
which he co-managed was nominated by Morningstar 
as "Best Opportunistic Hedge Fund." Deeply committed 
to education, he currently teaches an investment 
course at the University of Victoria. Ian has been a CFA 
charterholder since 2015 and is a graduate of Queen’s 
University.

A proud father, Ian lives in beautiful Victoria, BC with his 
young family. Ian worked overseas and speaks Japanese 
and when he had spare time, he was an avid tennis player 
and skier.

Ian joining SAGE brings our team to eight professionals 
with a combined investing management experience of 
more than 145 years.



MARKET COMMENTARY: Q3 | 2017

WOWS (Writing Options With SAGE)

Vice Chairman Charlie Munger of Berkshire Hathaway, 
when asked what the secret to success was, once 
answered, “Take a simple idea, and take it seriously.” 
This simple philosophy is the guiding principle in our 
development of the SAGE equity strategy.

The strategy has been developed with three key 
foundations:

1. Stock selection 
2.  Investment allocation 
3. Profiting from volatility

The profiting from volatility piece of the investment 
strategy is currently implemented through the SMART 
(Systematic MeAn Reversion Trading) process. The 
basis of the SMART process is that, due to various 
forms of market noise and inefficiency, the volatility of 

a company’s stock price is greater than the volatility of 
the company’s actual value. This provides opportunities 
to systematically take profits on positions when they 
trade significantly above their historical average price, 
and systematically add to positions when they trade 
significantly below their historical average price. SMART 
trading both mitigates risk and generates incremental 
profits over ‘buy-and-hold’ strategies (historically, the 
SMART trading process has led to outperformance 
relative to a buy-and-hold approach on more than 70% of 
the positions in the SAGE equity portfolios). 

Taking this simple idea seriously, the next step in the 
process is to take advantage of the options markets 
on the core portfolio holdings, further increasing yield 
while lowering overall risk. In September we completed 
a one-year pilot of a new offering called WOWS (Writing 
Options With SAGE). The WOWS options strategy takes 
the SMART process one step further, selling call options 
at levels where the SMART process would systematically 
trim positions, and selling put options and put spreads at 
levels where we would systematically add to positions. 
Using options allows us to get paid in advance for 
implementing the SMART process.

This strategy provides the opportunity to sets up a 
heads-we-win, tails-we-win scenario where:

1. In the majority of cases the options we sell will expire 
worthless, allowing us to sell another round of options 
and further increase yield from options premiums, 
and 

2. In scenarios where we get assigned call options, we 
win by selling stocks at profitable levels and when 
we get assigned put options, we win by buying high 
conviction stocks at attractive levels (having been 
paid in advance to do so).
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SAGE in the Community:

We are pleased to announce that Patti Dolan, who acts 
as SAGE’s chief ethics officer, was named one of Wealth 
Professional’s top 26 Women of Influence for 2017.

The SAGE team shares a strong belief in the value of 
education. Below are some of the upcoming courses and 
seminars that the team will be teaching:

Course: Investing for Success Level I 
Instructor: Brad Moore  
Location: University of Calgary 
Days/Time: Mon 6:00PM - 8:30PM 
Course Duration: 29 Jan 2018 – 12 Mar 2018  
 
Course: Investing for Success Level II 
Instructor: David Sherlock  
Location: University of Calgary 
Days/Time: Tue 6:00PM - 8:30PM 
Course Duration: 30 Jan 2018 – 6 Mar 2018 

Course: Investing for Financial Wellness 
Instructor: Ian Johnson  
Location: University of Victoria 
Days/Time: Tue 6:30PM – 9:00PM 
Course Duration: 20 Feb 2018 to 13 Mar 2018

Seminar: Strategies for Healthcare Professionals and 
Business Owners: IPPs and CIRPs 
Instructor: Pierre Fournier 
Day/Time: December, TBD

We welcome your thoughts and feedback. Please contact us at info.SAGE@raymondjames.ca or (403) 221-0308.

This newsletter has been prepared by SAGE Connected Investing and expresses the opinions of the authors and not necessarily those of Raymond James Ltd. (RJL). Statistics and factual data 
and other information in this newsletter are from sources RJL believes to be reliable but their accuracy cannot be guaranteed. It is for information purposes only and is not to be construed as 
an offer or solicitation for the sale or purchase of securities. Commissions, trailing commissions, management fees and expenses all may be associated with mutual funds and the use of an asset 
allocation service. Please read the prospectus of the mutual funds in which investment may be made under the asset allocation service before investing. Mutual funds and other securities are 
not insured nor guaranteed, their values change frequently and past performance may not be repeated. 

This newsletter is intended for distribution only in those jurisdictions where RJL and the author are registered. Securities-related products and services are offered through Raymond James 
Ltd., member – Canadian Investor Protection Fund. Insurance products and services are offered through Raymond James Financial Planning Ltd., which is not a member – Canadian 
Investor Protection Fund.

The WOWS strategy has added 3.25% before fees in 
annual yield to the SAGE equity strategy. This increased 
cash flow provides a layer of protection against market 
declines, thereby actually reducing risk while increasing 
overall returns. The use of options also gives the 
investment management team more risk mitigation tools 
to manage downside risk, and should lead to lower 
volatility over a full business cycle.

Due to the number of options transactions involved, the 
cost of implementing this strategy is higher than the 
SAGE equity strategy, and as a result there is a minimum 
investment of $2,000,000.00 (non-registered) and there 
is an additional 1% management fee for clients in the 
WOWS strategy.


