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Agenda

• Portfolio Principles

• Leverage

• Bond Replacement

• Investment Layering

• Q&A
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Portfolio Principles
Foundations
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Building an “Efficient” Portfolio

(c) 2017, Framework Investing 4

• “Maximum returns for 
minimum effort”

• Academic Efficiency

• Buffett Efficiency
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Academic Market Efficiency
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“The Price is Right”

“There’s no free lunch”
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Portfolio Implications of Market Efficiency

Index “No free lunch”“Price is NOT right”
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Buffett’s Idea of Efficiency
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• “Sound Framework for Valuing 
Investments” LaunchPad
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"Investors should 

remember that 

excitement and 

expenses are their 

enemies…”
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“Never invest in a 

business you can’t 

understand.”
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“Wide diversification is 

only required when 

investors do not 

understand what they 

are doing.”



Leverage
The basics of an important but dangerous investment tool
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103 Class on Structuring
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Leverage Basics
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• Leverage always involves 
altering capital at risk to affect 
the percentage return of an 
investment

• Leverage always involves 
borrowing money – actually or 
virtually
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Leverage Basics
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• Leverage always involves 
altering capital at risk to affect 
the percentage return of an 
investment

• Leverage always involves 
borrowing money – actually or 
virtually

• Options ≠ Leverage

• Leverage has a different effect 
on the upside and the 
downside: “IOI Leverage”
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Leverage Basics
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• Leverage always involves 
altering capital at risk to affect 
the percentage return of an 
investment

• Leverage always involves 
borrowing money – actually or 
virtually

• Options ≠ Leverage

• Leverage has a different effect 
on the upside and the 
downside: “IOI Leverage”

• Levered and unlevered 
positions can be “layered”
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The Power of Leverage
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• “Sound Framework for 
Managing Portfolios” 
LaunchPad
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Bond Replacements
Accepting downside exposure
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Bond Replacements
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• Covered Call / Short Put

• Usually executed as an 
unlevered strategy

• Income focused

• Best uses:
• “Tentative” investments

• Small position size / diversified 
“bond portfolio”
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Bond Replacements
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• Covered Call / Short Put

• Usually executed as an 
unlevered strategy

• Income focused

• Best uses:
• “Tentative” investments

• Small position size / diversified 
“bond portfolio”

https://frameworkinvesting.com/video-bond-replacement-investment-overview/
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Layering
Options allow investor a wider range of choices – investing isn’t binary

(c) 2017, Framework Investing 22

https://frameworkinvesting.com/


Our Efficient Portfolio

“No free lunch”“Price is NOT right”
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A few slices –

let’s say five…
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A Balanced Investing Meal
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Operational + financial leverage 

Close to fairly valued

Special Occasions

Low valuation uncertainty

Extremely undervalued

High valuation uncertainty
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Theory into Action - Oracle
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Thank You
Q&A Session
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