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At Sprung Investment Management our focus is to create investment portfolios for our clients that 

enable them to achieve their unique, long-term investment goals. In this endeavour, we strive to act 

with the utmost integrity, utilising all of our analytical skills, knowledge and intuitions. 

 

PRIVATE CLIENT FOCUS 

Sprung Investment Management is an independent discretionary investment management firm that 

serves the investment needs of high net worth private clients including business owners and 

entrepreneurs, professionals, family trusts, estates, and private charitable foundations. 

 

OUR PEOPLE 

At Sprung Investment Management, the investment team collectively has over 120 years of diversified 

investment experience. All of our principals hold the Chartered Financial Analyst designation and as 

such adhere to the CFA Institute Code of Ethics. Each has made a commitment to continuing education. 

  

RISK PERSPECTIVE 

We understand that our clients have worked hard to get where they are and we appreciate that they don’t 

want to lose it. As the chosen stewards of their investment assets, our risk management approach is to 

preserve their capital by purchasing under-valued securities, with a margin of safety that we expect will 

deliver income and capital appreciation over the long term. 

 

PERFORMANCE 

Sprung Investment Management has a track record of low volatility of returns since company inception 

in June 2005. This has served our clients well over this relatively difficult investment period that 

includes the bear market of 2007- 2008. Our performance numbers are available by request. 

 

CLIENT SERVICE 

At Sprung Investment Management, satisfying our client’s financial needs is our top priority. Each and 

every client is special and receives individual attention and customized investment advice based on 

his/her specific objectives and risk tolerance. Our principals are always available to speak directly to 

clients. 

  

INVESTMENT STYLE 

In building equity portfolios, individual security selection is based on “bottom up” research that is value-

driven and often contrarian to current popular thinking. We assess quality and continuity of return on 

equity, current price relative to intrinsic value, economic value added and quality of management. 

Although our typical investment horizon is two to five years, we constantly evaluate our current 

holdings against new opportunities that may offer better value. Our view is that a strong sell discipline is 

a critical component to long-term investment success. 

 

Our investment approach on the fixed income side is to conduct rigorous credit analysis in the context of 

future economic and interest rate expectations. 
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Introduction 

In the Pirates of the Caribbean, the young Miss. Elizabeth Swann demands that Captain Barbossa follow 

the “Pirate Code.” Barbossa rejects her demand, explaining that, “the code is more of what you would 

call guidelines than actual rules.” Investors would do well to interpret much conventional investment 

wisdom with the same flexibility. Instead many follow these so called ‘rules’ without questioning 

whether or not they are valid and whether they apply to their situation.  

Blind obedience to these rules can potentially increase risk and volatility in your portfolio. In this report 

we explain why you should dig a little deeper before making an investment decision based on 

conventional investment wisdom. 

 

Conventional Investment Wisdom That Can Hurt You #1:  

Your portfolio should out-perform a market ‘benchmark’ 

When investors are presented with an investment product, they typically ask, “How does its performance 

compare with the market benchmark?” 

This seems like an entirely reasonable question. Investors are willing to pay a manager for improving 

investment returns and comparing returns with market indices is a good way to compare the 

performance of various investment products. 

The Oxford Dictionary defines a benchmark as “a standard or point of reference against which things 

may be compared.” For example, Octane rating is a standard measure of the performance of gasoline. It 

compares the quality of the fuel you buy at the pump with an ideal fuel. Regular gasoline with an Octane 

rating of 87 provides 87% of the performance of pure Octane. 

The point here is that while Octane is an ideal fuel for the engine in your car, market benchmarks are not 

designed as ideal investment vehicles. Consider the S&P/TSX Composite Index, an index of the stock 

prices of the largest companies on the Toronto Stock Exchange (TSX) as measured by market 

capitalization. The Toronto Stock Exchange listed companies in the index comprise about 70% of 

market capitalization for all Canadian-based companies listed on the TSX. 

The challenge with using the S&P/TSX Composite Index is that, far from being a benchmark or 

investment ideal, it simply reflects the nature of business in Canada. And what business is Canada in? 

You have likely heard the expression that we are ‘hewers of wood and drawers of water.’ In fact, 

resource companies (combining the energy and materials sectors,) comprise about 50% for the market 

capitalization of the TSX Composite Index. 
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That concentration in the resource sector means that the S&P/TSX Composite Index is highly volatile. 

For example, as commodity prices rose in 2009, the TSX moved up sharply. When they declined in 

2011, the TSX dropped sharply.  

Now, investors expect and even demand that fund managers earn their keep by out-performing market 

indices. In order to do that, managers must take on more risk. But if a fund out-performs in a rising 

market, it will often under-perform in a declining market. And that is exactly what many Canadian 

investors experienced in 2008: while the TSX Composite Index declined by 33%, many supposedly 

conservative large-cap equity funds declined by 40% or more. 

Many investors will claim that they are aggressive investors when markets are rising. But when markets 

fall, they find they are in fact risk adverse.  Daniel Kahneman and Amos Tversky founded the field of 

behavioral physiology. They studied how people manage risk and uncertainty and concluded that 

investors are not so much risk adverse as they are loss adverse. They summarized their research by 

saying that “losses loom larger that gains,” in investors’ minds. 

Rather than asking if a manager out performs the market, investors might be better served asking what 

the manager did to limit client losses in a year of market declines such as 2008. 

 

Conventional Investment Wisdom That Can Hurt You #2:  

ETF’s are a great investment because the management fees are low 

Exchange-traded funds (ETF’s) are investment funds that trade on stock exchanges, much like stocks. 

ETF’s holds assets such as stocks, commodities, or bonds.  Many ETF’s track an index, such as the 

S&P/TSX Composite here in Canada or the S&P 500 in the US. Others track market sub-sectors, such as 

the S&P/TSX Capped Energy index. Over the past decade, investors have moved billions of dollars out 

of mutual funds and into ETF’s. 

Why are ETF’s so popular? Low management fees are the main reason. ETF fees are in the 0.5% range, 

compared with 2.5% for many large Canadian mutual funds. But investors are switching to ETF’s 

without fully understanding what they are buying. 

While ETF’s offer investors diversification and lower fees, they expose them to a number of risks: 

Market Risk – Perhaps the most significant risk associated with ETFs is market risk. If you purchase an 

ETF that tracks the S&P/TSX Composite index for example, you have just put half of your money in the 

resource sector.  You will experience significant volatility as the index responds to changes in 

commodity prices.  



 

 

 
            25 Adelaide St. E., Suite 1914, Toronto, ON  M5C 3A1 | Phone: 416.607.6642 | www. SprungInvestment. com | P a g e  | 5 

Concentration Risk – The degree of diversification in any particular ETF varies significantly and the 

underlying portfolio should be closely examined to see what level of diversification a fund may offer. 

For example the iShares S&P/TSX Capped Information Technology Index Fund holds only 7 stocks, 

including a 21% exposure to RIM. 

Sampling Risk – While some index ETF’s invest 100% of their assets proportionately in the securities 

underlying an index—referred to as "replication"--other index ETFs use "representative sampling", 

investing 80% to 95% of their assets in the securities of an underlying index and investing the remaining 

5% to 20% of their assets in other holdings, such as futures, option and swap contracts. For index ETFs 

that invest in indices with thousands of underlying securities, some index ETFs employ "aggressive 

sampling" and invest in only a tiny percentage of the underlying securities. 

Liquidity Risk - All ETFs are purchased on an exchange with a bid and offer. In some cases, the number 

of shares trading in any given day may not easily support a sale or purchase at an efficient price relative 

to the underlying net asset value. In other cases where volume is high and market velocity rapid, ETFs 

have decoupled from their underlying net asset value. Also, many bond ETFs seem to trade at a 

premium or discount to net asset value. 

Leveraged ETFs - The use of leverage to amplify the rate of change for an investor has unique risks. 

Leveraged ETFs use swaps futures, and other derivatives to return two or three times the underlying 

index (or two or three times opposite that index’s movements) on a daily basis. This can expose 

investors to extreme volatility. 

Interest Rate Risk – As interest rates rise and fall over time, these changes have a direct effect on the 

value of ETFs that are investing in bonds. As interest rates rise, the value of an ETF invested in bonds 

should be expected to fall. In a declining interest rate environment, the value of a bond ETF investment 

should rise. Longer term bonds are more sensitive to changes in future inflation expectations than are 

short term bonds. 

Foreign Investment Risk – Many ETFs are organized to hold stocks from outside of Canada or the US. 

Investing in a basket of international stocks poses addition risks to shareholders including currency risk, 

liquidity risk, geopolitical considerations, less well established public markets and less stringent 

accounting methods. 
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Conventional Investment Wisdom That Can Hurt You #3:  

Market timing can improve your returns 

In searching for an advisor, some investors believe that they can find an individual whose experience 

and wisdom give them the ability to ‘time’ the market. Other investors think they can ‘time’ the market 

themselves.  

The emotional appeal of market timing is obvious: if you could sell a stock that has risen before it 

declines and move your cash to another stock that is about to rise, you could consistently earn significant 

capital gains. Unfortunately, reality is a harsh mistress. 

DALBAR Inc., a U.S. research firm, compared actual investor returns with market returns. Their study 

found that while the S&P 500 has returned 8.4% over a 20 year period ending in 2008, the average 

equity investor earned just 1.9%, which was less than the inflation rate of 2.9%. Bond investors fared no 

better. They earned returns of just 0.8% compared to 7.4% for the index. 

In the Little Book of Common Sense Investing, John C. Bogle, the founder and former CEO of the 

Vanguard Group, estimates that over a 25 year period ending in 2005, the average mutual fund investor 

earned 7.3% compared to the 12.3% for the benchmark. The shortfall isn’t limited to active fund 

investors. Bogle also notes that index fund investors earned 10.8%, a full 1.5% shortfall compared to the 

index over the same 25 year period. 

Why do investors who try to time the market do so poorly? Consider the past few years: the market 

timer says, “if I had sold in the summer of 2008 and bought in the spring of 2009, I would have made a 

huge gain.” Unfortunately few investors had the foresight or intestinal fortitude to do that. Few sold in 

the summer of 2008, many sold after the markets had plunged, and fewer were willing to buy in March 

of 2009. 

The problem is that emotions get in the way of rational decision making. Stock prices in the spring of 

2009 were low because investors, scared by the experience of the previous 6 months believed that things 

were going to get even worse. If it was suggested that now was a good time to buy, their reaction was 

likely that they would prefer to wait until ‘things looked clearer.’ By which time of course, stocks had 

already risen significantly. 

The sad reality it that too many investor’s market timing strategy turns out to be buy high and sell low. 
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Conventional Investment Wisdom That Can Hurt You #4:  

‘Sell in May and go away’ 

Every spring market pundits trot out the old investment ‘rule’ that investors should ‘sell in May and go 

away.’ Many investors choose to accept this received wisdom without taking the time to do a little 

research into actual seasonal market performance. 

During the past 20 years, the S&P/TSX Composite Index has gained in 13 summer periods and declined 

in seven. On the US side, S&P 500 Index has gained in 12 summer periods and declined in eight.  

The ‘sell in May and go away’ investment rule would be better stated along the following lines: if you 

choose to sell in May, markets may go down over the course of the summer or they may go up. Based 

on actual market performance over the past twenty years there is in fact a greater probability that they 

will go up rather than down. 

So, choosing to ‘sell in May and go away’ is not an investment strategy, it’s a speculative bet: you could 

be right and win or you could be wrong and loose. But like gamblers, speculative investors believe that 

they can beat the odds. 

This highlights an important point: too many investors assume that investing is in fact nothing more than 

speculative bet.  

Warren Buffet: ‘The Stock Market is designed to transfer money from the Active to the Patient.’ 

All too often, investors are distracted by the day-to-day noise of the market.  This noise comes in the 

form of news releases, sell-side analyst reports, quarterly earnings announcements and, more recently, 

television broadcasts.  Successful investors focus on the longer-term and try to shut out the day-to-day 

market noise.   

 

Conventional Investment Wisdom That Can Hurt You #5:  

Stop loss orders are a good way to protect your portfolio 

Given current market volatility, some investors believe using stop-loss orders is a good way to protect 

your profits. However, stop-loss orders have a number of risks that can cost you money.  

A stop-loss order is a direction to your broker to buy or sell a stock if it hits a specific price. Suppose 

you own a stock that is currently trading a $10, you might direct your broker to sell it if the price to drop 
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to, say $7.50. This will limit your losses if you paid more than $7.50; if you paid less, it will preserve 

some of your profits.  

But stop-loss orders can hurt your returns. For example, a stock you currently own could rise over time 

from, say, $25 to $75. However, even the best quality stocks experience short-term downturns along the 

way. During periods of market volatility, your stock could drop by $2, $10, or even more. You may 

avoid some losses with stop-loss orders. But you will potentially miss out on longer term gains. 

On days when stocks are declining sharply you may not get your stop loss price. The triggering of the 

$7.50 stop-loss order does not guarantee that you will sell the stock for $7.50. In reality you enter a 

“sell-at-market order.” However, if other if other bids for your stock are less than $7.50, your order 

could clear at a much lower price.  

Stop-loss orders can be helpful if you hold speculative stocks. A sudden decline in a speculative stock 

can be an indicator of more serious problems ahead. In that case, a stop-loss order can save you from a 

catastrophic loss. However, we believe that investors are better off avoiding speculative stocks and 

instead stick with high-quality value stock picks. By focusing on company fundamentals, carefully 

scrutinizing the prices paid for securities and not being distracted by the day-to-day’ noise’ of the 

market, investors can focus on longer term grow, rather than worrying about daily price movements. 
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Conclusion 

 

"Rules are for the guidance of wise men and the obedience of fools." 

 

-Group Captain Sir Douglas Bader, CBE 

 

 

How do we choose investments for our clients? We stick to high-quality value stock picks—Canadian 

and US publicly traded companies whose names you would generally recognize.  Value investing 

preserves wealth by focusing on company fundamentals and carefully scrutinizing the prices paid for 

securities. This is the same approach embraced by value investors such as Warren Buffet. 

 

On behalf of our clients, we seek long-term growth of capital by investing in companies that we believe 

are ‘mispriced.’ We do this by identifying companies that are financially strong and well managed. We 

appraise the intrinsic value of a company by estimating its earnings prospects over the business cycle to 

establish value. Finally, we utilize a margin of safety to promote return of capital...not just return on 

capital.  

 

Why does our approach work? All too often, investors are distracted by the day-to-day noise of the 

market.  This noise comes in the form of news releases, sell-side analyst reports, quarterly earnings 

announcements and, more recently, television broadcasts.  By focusing on the longer-term, we shut out 

the day-to-day noise; a skill that is often foreboding for armchair investors. We focus on the earnings 

power of a company over a business cycle in light of the current macro-economic environment.  Then 

we estimate a value for those earnings that, as an owner, would generate a return sufficient to 

compensate for the intrinsic risk inherent in the investment.  Finally, we access how our valuation 

compares with that of the immediate market place and determine whether a sufficient margin of error 

exists to justify making the investment.  All of this is done in the context of the overall portfolio. 

 

In psychological terms, investors put unrealistically high expectations on stocks in that are in the 

broker/media limelight, often missing opportunities in those companies not currently in the limelight. 

Over time, patient investors are rewarded for focusing on the long-term fundamentals while avoiding the 

volatility inherent in chasing short-term trends. 

 

 

“The essence of investment management is the management of risks, not the management of returns.” 

 

- Ben Graham  
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Our Team 
 

Michael  Sprung, CFA: Chief Investment Officer 

msprung@sprunginvestment.com  

• Chief Investment Officer 

• More than 30 years experience in Canadian Investment industry, overseeing portfolios up to $2.5B 

• Senior level positions with YMG Capital Management, Goodman & Company, Ontario Teachers’ Pension Fund, 

Ontario Hydro and Cassels Blaikie & Co. 

• Frequent contributor to BNN-TV, Globe & Mail, National Post and Money Sense 

 

Fred Palik, CFA: Vice President, Fixed Income 

fpalik@sprunginvestment.com  

• Extensive experience in fixed income management in a variety of senior positions, primarily in the insurance 

and hospital sectors. 

• Member of the Toronto CFA Society and the CFA Institute. 

 

Lois O’Sullivan, CFA: Vice President 

loiso@sprunginvestment.com  

More that 25 years experience in investment management. 

• Co-founder of Sprucegrove Investment Management, specializing in international markets. 

• Senior level roles at Confed Investment Counselling and Confederation Life Insurance Company. 

• Fellow of the Life Office Management Institute (FLMI), the Toronto CFA Society and the CFA Institute. 

 

Joie P. Watts, CFA, FSCI: Vice President & Portfolio Manager 

jpwatts@sprunginvestment.com  

• Over 30 years of progressive experience in the securities and investment industry. 

• Senior level roles at Burns Fry Limited, Merrill Lynch Canada and Nesbitt Thomson. 

• Managing Director of Instinet Canada Limited for over 10 years 

• CEO of Shorcan ATS Limited, a specialized marketplace for equity dealers trading as principal. 

 

Robert D. Champion, MSEd: Vice President, Client Services 

rchampion@sprunginvestment.com   

• Joined Sprung Investments Management in 2012 after several years with Successful Investor Wealth 

Management. 

• Prior to that, he had a fifteen-year career in OEM industrial sales. 

• Manager with investment-publishing division of MPL Communications in the 1980s and early 1990s. MPL 

publish Investor’s Digest and Investment Reporter.  

• Robert is a Chartered Investment Manager (CIM) candidate. 
 

Stay connected with Sprung Investment Management: 
Twitter  http://bit.ly/T2ekDv  

Facebook http://on.fb.me/WAgm3j  

Linkedin http://linkd.in/PDCENE  

Google+  http://bit.ly/SttIHz 

 

See Michael on BNN http://watch.bnn.ca/#clip811800  
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