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THREE PILLARS OF PROTECTION

Three Pillars of Protection

Understanding that markets are inherently volatile prior to beginning an investment operation is absolutely 
imperative. This means that when an investment operation is undertaken, there should be a clear and 
thoughtful strategy to both protect the portfolio and maximize risk-adjusted returns prior to even getting 
started. This is certainly the case when you invest with T&T Capital Management (TTCM) and I will explain 
how this is so, by illustrating our 3 pillars of portfolio protection:

“The individual investor should act consistently as an investor and not as a speculator. 
This means that he should be able to justify every purchase he makes and each price he 

pays by impersonal, objective reasoning that satisfies that he is getting more than his 
money’s worth for his purchase.”

– Benjamin Graham

We Almost Always Buy Financially Strong and Profitable Businesses 

This means that the companies that we buy usually don’t need constant access to outside capital, so they 
aren’t likely to face a liquidity squeeze or similar cash restraint. It also means that the companies generally 
are earning returns in excess of their cost of capital and are growing in value. This means that when stocks 
are declining the margin of safety is increasing; the intrinsic value of the business is actually growing at the 
same time, which creates even more upside potential and less long-term risk. This is very different than 
buying a glamor stock at an extremely high multiple of earnings, cash flow, and/or book value. Often these 
stocks are losing money or have absurdly high expectations associated with their valuations, when in most 
cases, the actual business results disappoint over the long-term, except for rare exceptions such as a 
Google or an Apple. Even after overpriced glamor stocks decline there is still no margin of safety, creating a 
situation where the market participants holding the stock must either hold in the speculative hopes that the 
stocks will rally again, or sell and lock-in a permanent loss of capital because the stock can very likely will 
drop further.

Stocks are Fractional Shares of a Business

Every business has a balance sheet, an income statement and a statement of cash flows. Every business 
also has certain qualitative characteristics, which may or may not offer it certain advantages or 
disadvantages versus competitors. Before entering into an investment, we arduously examine both the 
qualitative and quantitative characteristics of the business. Then we will only buy the business if we can 
acquire it at an extremely large discount to our estimate of intrinsic value. By purchasing the business at a 
large discount to intrinsic value, we are providing us with the largest margin of safety possible, in addition to 
allowing for maximum upside potential as the gap between the stock price and intrinsic value is realized 
over time. Purchasing businesses at a discount to intrinsic value doesn’t eliminate short-term mark to market 
risks, but as long as your analysis is correct, this practice should greatly diminish the risks of permanent 
losses of capital over reasonable time spans.
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We Regularly Sell Cash-Secured Puts on Stocks that We Want to Own and more Rarely will Sell 
Covered Calls on Stocks We Own.

Cash-secured means that the cash is put up when we set the trade so there is no risk of a margin call, as 
opposed to when one uses leverage. Both of these strategies are risk reduction strategies, with 
cash-secured puts actually being the safest strategy to use. We almost always only use these strategies 
with stocks that meet our first 2 pillars of portfolio protection. By selling the put we collect a premium for 
being willing to own the stock at a cheaper price. We only do this when the premium is attractive to us, 
which generally means between 13-25% potential annualized returns on the maximum risk. Our worst case 
scenario is that we will end up having to buy the stock at an even bigger discount to our estimate of intrinsic 
value. The premium from the put provides us with a cushion before we would take losses on the stock, 
assuming that we hold the option until expiration if the stock does indeed expire below our strike price.

Below I will provide a hypothetical example of how this all works together:

Company XYZ has a book value of $75 and is trading for $50. We believe book value in this example is a 
proxy for liquidation value, therefore the price of $50 provides us with a strong margin of safety. The 
company is earning about 10% on equity, which it is retaining, meaning that intrinsic value is also growing by 
about 10% per annum.

First of all, we would buy the stock. If the stock declines, the static margin of safety increases. As time 
elapses and the XYZ’s earnings accumulate and balance sheet strengthens, intrinsic value grows. This not 
only reduces risk, it also improves our upside potential. This means that as the stock declines, we would be 
intelligent to buy more and we certainly would never want to panic and sell, as the opportunity is actually 
getting better. This is why the only sensible investing is value investing, as other investing is really akin to 
speculation on price movements without the same fundamental backing that this type of analysis provides. 

Now we know that stocks don’t go straight up despite buying at a great price, so we tend to not buy all of 
our stock in one gulp. Often we will either dollar cost average or sell cash-secured puts, which are in our 
estimation, an even more attractive way to dollar cost average. 

On Stock XYZ, we might sell a $50 put expiring in 1 year for $7.00 per share. This means that assuming we 
hold the option till expiration, two things can happen: 

If the stock expires above $50, we will collect keep the $700 premium on the $4,300 of maximum risk. 
($50 strike price x 100 shares per contract= $5,000-$700 premium collected) This equates to a return 
of 16.2% on the maximum risk in a year, which is a fabulous result. 

If the stock expires below $50 at expiration, we will own the stock at a breakeven of $43 per share. 
This means that the stock can decline by 16.2% by expiration before we would even lose a penny, as 
long as we hold till expiration. This is another reason why it is important not to worry about short-term 
price movements. Remember that we believed the stock was worth $75 initially and if the company 
meets our target of a 10% ROE, intrinsic value would have grown to $82.50 now, which means that our 
return prospects are even greater and our risks are that much lower. This scenario where the stock 
declines allowing us to buy at even better prices often results in the best long-term gains for us.
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These are TTCM’s 3 pillars of portfolio protection; following them should provide you with the framework 
and education to not panic when markets decline. These pillars were modeled after the investment 
philosophies of the most successful investors of all time, with Warren Buffett being very prominent among 
them. While nothing is ever guaranteed, I’m confident that these pillars offer the best risk-adjusted return 
potential out there, which is why I invest my own personal money the same way as I do for clients. If you 
have any questions, please don’t hesitate to contact us!
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Why T&T Capital Management

Focused Portfolios

We build focused portfolios based on maximizing risk-adjusted returns, as opposed to the overly-diversified 
approach others take. We do not allocate our clients into cookie-cutter asset allocation models as we only 
invest in attractive opportunities with risk return parameters.

Thoroughly Researched

Every investment is hand-picked and thoroughly researched based on deep-value principles. On a daily 
basis T&T Capital Management is actively managing your positions to adjust accordingly and to find new 
opportunities as they pop up. We utilize our sophisticated investment and trading strategies to constantly 
add value in order to help grow your portfolio. The bottom line is that your money should be working far 
harder than you are and no service exemplifies this as much as the T&T Capital Management managed 
account program.

Unique Strategies

We use proven strategies of selling covered calls and cash-secured puts, which can potentially generate 
returns in poor market conditions, and which generally result in less losses in bear markets. This is another 
way we add substantial value to our clients and it gives them a unique competitive advantage. Always 
Expect Excellence from T&T Capital Management
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Investing with T&T Capital Management involves risk, including loss of principal. T&T Capital Management is 
less-diversified, meaning it invests in a smaller number of securities in comparison to index funds and, 
therefore, is potentially exposed to greater volatility than a diversified fund. T&T Capital Management may 
invest in special situations involving out of favor securities which may entail greater volatility risk. T&T Capital 
Management focuses on minimizing the risk of permanent losses of capital but is willing to take short-term 
mark-to-market risk, which we deem to be temporary in nature. The composition of T&T Capital 
Management’s holdings and sector weighting are subject to change and should not be considered 
recommendations to buy or sell any securities. Current and future portfolio holdings are subject to risk. Past 
performance is not indicative of future results. Options are not suitable for all investors.
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Website: www.ttvalueinvesting.com
Email: tim@ttcapitalonline.com
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