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Introduction

The funds managed by Leblon did well in 1Q13, reflecting the performance of the main 

component of their portfolio. Leblon Equities Fund had a positive performance of 4.4% in the 

quarter and Leblon Value Hedge Fund had a positive performance of 1.0% in the quarter, net 

of all fees. In a contrary move, the Ibovespa Index in US dollars fell 6.2%. We did not position 

ourselves differently in any way in 2013: we only reaped the fruits of investments made quite 

a long time ago, and remained distant from the noise produced by the market. The two 

principal positions of Leblon Ações and Leblon Equities Hedge (Saraiva and Springs) rose 

significantly in this early part of the year. Another positive highlight of 2013 – which had 

already contributed significantly in the second half 2012 – was the investment in Porto Seguro.

In this Leblon Letter 14, we will make two suggestions for reading on the subject of market 

noise and the decision-making process; and then, below, we present our investment case for 

Porto Seguro.

Noise, and signal

The first book is “The Signal and the Noise – why so many predictions fail but some don’t” by 

Nate Silver (The Penguin Press, 2012) (not yet in Portuguese). It is an interesting take for 

those who want to go deep into forecast models and processes – something that is extremely 

important for investors in general. After all, when we try to understand the value of a 

company, we are always (implicitly or explicitly) taking a forecast view about the future. Even 

people who are the most skeptical about the use of discounted cash flow models (or any 

other quantitative or statistical method) to value a company need to foresee the future in 

some way, as for example assuming that the best people in the management of businesses will 

continue to take the right decisions in the future to create value for stockholders (or not, as 

the case may be).

The author examines patterns of errors and successes of the best professionals involved with 

forecasts (in the financial market, meteorology, sport, politics, etc.) and comes to the 

interesting conclusion that often it is more important to be right about an issue in relation to 

the competition, rather than in absolute terms. And as in almost everything, where there is 

competition there are better results. In a world that is increasingly inundated by information 

(noise) it becomes increasingly difficult to distinguish what is in fact important (the signal) for 

taking of decisions. This modern paradox only tends to increase, and we have to adapt 

ourselves to this new reality. New tools (potent computers, systems, search algorithms, etc.) 

will increasingly help us (explaining, of course, why Google is such a valuable company) – and 

quite often forecasts fail for lack of knowledge, principally statistical knowledge – but the most 

frequent cause of errors is excess of confidence. It is important to be humble, learning from 

mistakes so as to be increasingly efficient in the process of transforming information into 

knowledge and data into relevant conclusions. To find the real signal hidden behind the noise 

of modern life is the first step, but the climax comes when one succeeds in giving meaning to 

the signal. 

As fund managers, we are constantly taking decisions, and the importance of this subject is 

enormous. In the search for the best companies in the long term, we find ourselves coming 

up against decisions about people, processes, strategies and contexts. There is no science in 

these opinions, and experience is fundamental in the art of getting it right more often than 

wrong.

Another valuable book raises excellent questions for the construction of a more refined 

critical view of companies, in the search for signals: “Seven Strategy Questions – a Simple 

Approach for Better Execution”, by Robert Simons (Harvard Business Review Press, 2010).

Companies that do not have answers, or which don’t worry about looking for answers, for 

the following fundamental questions are not very likely to be building a successful future:

1) Who is your most important client?

2) How do your values allocate priorities between stockholders, employees and clients?

3) Which critical variables of the business are being monitored?

4) What are the established strategic limits?

5) How is an environment of creative tension being created?

6) How is an environment of cooperation between the employees being created?

7) What are the strategic uncertainties that make one lose sleep?

The context changes and the answers change with time. Also, usually there are no right or 

wrong answers for these questions. One can arrive at the same places through different 

routes, or different business models; but it is not often that one gets very far driving in the 

dark for a long period.
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The prices of companies do not always reflect the long-term fundamentals – and thanks to 

these differences, we succeed in generating value for our clients – but normally when we see 

enormous oscillations of price, we find, at their origin, strong connections with the questions 

above.

Porto Seguro

As an investment case, Porto Seguro has experienced a lot of “noise” in recent years, although 

the more important characteristics of the company have changed little, or, in reality, changed 

for the better.

Porto Seguro is now Brazil’s fourth largest insurance group, with 12% market share, leader in 

automobile products (26% market share), and homeowner insurance. It generated total 

insurance premiums of R$ 9.6 billion in 2012. Auto insurance was approximately two-thirds 

of total premiums in 2012, and since the company was created almost 70 years ago, has been 

its most important product – and the one in which Porto Seguro developed a strong brand 

and recognition by clients, brokers and the market in general. In spite of the importance of 

auto insurance for the company’s profit, its activity in the segments of health, life, property 

and casualty lines, and also in financial services, represents an important diversification and 

contributes to the sustainability of the business in the long term. The financial businesses, and 

services, provided 15% of the company’s profit in 2012. This percentage has been growing 

over recent years and shows the importance of the initiatives outside the world of insurance 

and the success in construction of new businesses. In the financial segment, Porto Seguro has 

more than 900,000 credit cards issued, and a lending portfolio of R$ 2.6 billion, basically 

composed of installment transactions with cardholders, and this operation has default levels 

below the market average. The product was launched about five years ago.

The company’s long-term history is one of profitable growth and successfully-chosen strategic 

initiatives. 

In 2003 it acquired the local operations of AXA, of France – transformed into Azul Seguros – 

and in 2004 acquired the company controlling what are now its financial companies.

In 2004, the year it listed, Porto Seguro had just over 5,000 employees, total insurance 

premiums of R$ 2.6 billion, and a fleet of 1.3 million vehicles insured, representing 15% market 

share. At the end of that year, it had relationships with just over 9,000 brokers, 1 million 

clients in its life insurance product, and R$ 418 million of assets in the pension plan business. 

Since its listing, as well as a consistent organic growth, it has made several important strategic 

movements that have ensured growing market share, diversification and good results.

In 2009 Porto Seguro associated itself with Itaú Unibanco. The bank became holder of 43% in 

a new company created in this association, which holds 71% of Porto Seguro S.A., while the 

57% holding remained in the hands of the controlling stockholder of Porto Seguro, and its 

present Board Chairman, Jayme Garfinkel. In the association, Itaú Unibanco merged its auto 

and homeowner insurance company into Porto Seguro in exchange for the 43% stake, which 

then took over control of Itaú Seguros’ Auto and Home businesses, and became the exclusive 

vehicle for sale of auto and home insurance in Itaú Unibanco. In the association, Itaú Unibanco 

signed a stockholder’s agreement for 30 years with the controlling stockholder of Porto 

Seguro, which defines the company’s governance, and contains an operational agreement that 

regulates the sale of auto and residential products in the distribution channels of Itaú 

Unibanco. The right of access to distribution by the bank is a very significant asset of the 

company, in our opinion, even if so far this sales channel is performing below its long term 

potential.

The association with Itaú in 2009 was a significant milestone, consolidating Porto Seguro’s 

position as one of Brazil’s largest insurance companies, and opening new opportunities for 

growth. Itaú had already associated itself with other companies that are specialized in 

particular segments: the purchase of Banco BBA is a good example, and more recently the 

agreement with Banco BMG, in relation to payday lending. Porto Seguro continues to be the 

only subsidiary (even though indirectly) that is listed, after the delisting of Redecard. We 

believe that at some time, Itaú might consider the purchase of 100% of the business, but this 

is a more complex decision than the one that involved the delisting of Redecard. The bank is 

not the controlling stockholder, and in our opinion is likely to feel it has an interest in keeping 

the former stockholders close to the business due to their experience, and this investment 

also has impacts on their capital base. It is good to have this possibility in mind, but today we 

attribute a low probability to this scenario materializing in the short term. 

At present, Porto Seguro is a holding company that controls 21 operational companies, and 

this structure has approximately 13,000 employees in 130 branches, as well as the presence 

in the branches of Itaú Unibanco. As well as its own structure, the group works with 25,000 

brokers and 10,000 service providers, with exclusivity contracts. The company at present has 

just over 4.2 million vehicles insured, and 26% market share in this segment. At the end of 

2012, it had 380,000 clients in corporate health plans, R$ 2.4 billion in assets in the pension 

plan business, and 4 million lives insured. 

But just as important as all these strategic initiatives is the fact that Porto Seguro has 

maintained consistent returns over its history, in a highly competitive market. Although it’s 

distant in time, it is worth remembering that the Brazilian insurance market was opened to 

foreign companies in 1996, and since then there has been the entry (and exit) of some 

companies. As well as the external competition, Porto Seguro has always disputed market 

with the insurers linked to the large banks, and stood out for its capacity to bring innovation 

to the market, even if many of these innovations were able to be subsequently copied (as they 

were). She chart below shows the company’s track record of earnings (in nominal terms) and 

return on equity since 1999. The ROE in the last three years was lower than the average for 

the period, but in a more challenging market reality (lower interest rates, more competition, 

greater regulation) and at the moment when the company reorganized after the association 

with Itaú in 2009.
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quarter and Leblon Value Hedge Fund had a positive performance of 1.0% in the quarter, net 

of all fees. In a contrary move, the Ibovespa Index in US dollars fell 6.2%. We did not position 

ourselves differently in any way in 2013: we only reaped the fruits of investments made quite 

a long time ago, and remained distant from the noise produced by the market. The two 

principal positions of Leblon Ações and Leblon Equities Hedge (Saraiva and Springs) rose 

significantly in this early part of the year. Another positive highlight of 2013 – which had 

already contributed significantly in the second half 2012 – was the investment in Porto Seguro.

In this Leblon Letter 14, we will make two suggestions for reading on the subject of market 

noise and the decision-making process; and then, below, we present our investment case for 

Porto Seguro.

Noise, and signal

The first book is “The Signal and the Noise – why so many predictions fail but some don’t” by 

Nate Silver (The Penguin Press, 2012) (not yet in Portuguese). It is an interesting take for 

those who want to go deep into forecast models and processes – something that is extremely 

important for investors in general. After all, when we try to understand the value of a 

company, we are always (implicitly or explicitly) taking a forecast view about the future. Even 

people who are the most skeptical about the use of discounted cash flow models (or any 

other quantitative or statistical method) to value a company need to foresee the future in 

some way, as for example assuming that the best people in the management of businesses will 

continue to take the right decisions in the future to create value for stockholders (or not, as 

the case may be).

The author examines patterns of errors and successes of the best professionals involved with 

forecasts (in the financial market, meteorology, sport, politics, etc.) and comes to the 

interesting conclusion that often it is more important to be right about an issue in relation to 

the competition, rather than in absolute terms. And as in almost everything, where there is 

competition there are better results. In a world that is increasingly inundated by information 

(noise) it becomes increasingly difficult to distinguish what is in fact important (the signal) for 

taking of decisions. This modern paradox only tends to increase, and we have to adapt 

ourselves to this new reality. New tools (potent computers, systems, search algorithms, etc.) 

will increasingly help us (explaining, of course, why Google is such a valuable company) – and 

quite often forecasts fail for lack of knowledge, principally statistical knowledge – but the most 

frequent cause of errors is excess of confidence. It is important to be humble, learning from 

mistakes so as to be increasingly efficient in the process of transforming information into 

knowledge and data into relevant conclusions. To find the real signal hidden behind the noise 

of modern life is the first step, but the climax comes when one succeeds in giving meaning to 

the signal. 

As fund managers, we are constantly taking decisions, and the importance of this subject is 

enormous. In the search for the best companies in the long term, we find ourselves coming 

up against decisions about people, processes, strategies and contexts. There is no science in 

these opinions, and experience is fundamental in the art of getting it right more often than 

wrong.

Another valuable book raises excellent questions for the construction of a more refined 

critical view of companies, in the search for signals: “Seven Strategy Questions – a Simple 

Approach for Better Execution”, by Robert Simons (Harvard Business Review Press, 2010).

Companies that do not have answers, or which don’t worry about looking for answers, for 

the following fundamental questions are not very likely to be building a successful future:

1) Who is your most important client?

2) How do your values allocate priorities between stockholders, employees and clients?

3) Which critical variables of the business are being monitored?

4) What are the established strategic limits?

5) How is an environment of creative tension being created?

6) How is an environment of cooperation between the employees being created?

7) What are the strategic uncertainties that make one lose sleep?

The context changes and the answers change with time. Also, usually there are no right or 

wrong answers for these questions. One can arrive at the same places through different 

routes, or different business models; but it is not often that one gets very far driving in the 

dark for a long period.
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The prices of companies do not always reflect the long-term fundamentals – and thanks to 

these differences, we succeed in generating value for our clients – but normally when we see 

enormous oscillations of price, we find, at their origin, strong connections with the questions 

above.

Porto Seguro

As an investment case, Porto Seguro has experienced a lot of “noise” in recent years, although 

the more important characteristics of the company have changed little, or, in reality, changed 

for the better.

Porto Seguro is now Brazil’s fourth largest insurance group, with 12% market share, leader in 

automobile products (26% market share), and homeowner insurance. It generated total 

insurance premiums of R$ 9.6 billion in 2012. Auto insurance was approximately two-thirds 

of total premiums in 2012, and since the company was created almost 70 years ago, has been 

its most important product – and the one in which Porto Seguro developed a strong brand 

and recognition by clients, brokers and the market in general. In spite of the importance of 

auto insurance for the company’s profit, its activity in the segments of health, life, property 

and casualty lines, and also in financial services, represents an important diversification and 

contributes to the sustainability of the business in the long term. The financial businesses, and 

services, provided 15% of the company’s profit in 2012. This percentage has been growing 

over recent years and shows the importance of the initiatives outside the world of insurance 

and the success in construction of new businesses. In the financial segment, Porto Seguro has 

more than 900,000 credit cards issued, and a lending portfolio of R$ 2.6 billion, basically 

composed of installment transactions with cardholders, and this operation has default levels 

below the market average. The product was launched about five years ago.

The company’s long-term history is one of profitable growth and successfully-chosen strategic 

initiatives. 

In 2003 it acquired the local operations of AXA, of France – transformed into Azul Seguros – 

and in 2004 acquired the company controlling what are now its financial companies.

In 2004, the year it listed, Porto Seguro had just over 5,000 employees, total insurance 

premiums of R$ 2.6 billion, and a fleet of 1.3 million vehicles insured, representing 15% market 

share. At the end of that year, it had relationships with just over 9,000 brokers, 1 million 

clients in its life insurance product, and R$ 418 million of assets in the pension plan business. 

Since its listing, as well as a consistent organic growth, it has made several important strategic 

movements that have ensured growing market share, diversification and good results.

In 2009 Porto Seguro associated itself with Itaú Unibanco. The bank became holder of 43% in 

a new company created in this association, which holds 71% of Porto Seguro S.A., while the 

57% holding remained in the hands of the controlling stockholder of Porto Seguro, and its 

present Board Chairman, Jayme Garfinkel. In the association, Itaú Unibanco merged its auto 

and homeowner insurance company into Porto Seguro in exchange for the 43% stake, which 

then took over control of Itaú Seguros’ Auto and Home businesses, and became the exclusive 

vehicle for sale of auto and home insurance in Itaú Unibanco. In the association, Itaú Unibanco 

signed a stockholder’s agreement for 30 years with the controlling stockholder of Porto 

Seguro, which defines the company’s governance, and contains an operational agreement that 

regulates the sale of auto and residential products in the distribution channels of Itaú 

Unibanco. The right of access to distribution by the bank is a very significant asset of the 

company, in our opinion, even if so far this sales channel is performing below its long term 

potential.

The association with Itaú in 2009 was a significant milestone, consolidating Porto Seguro’s 

position as one of Brazil’s largest insurance companies, and opening new opportunities for 

growth. Itaú had already associated itself with other companies that are specialized in 

particular segments: the purchase of Banco BBA is a good example, and more recently the 

agreement with Banco BMG, in relation to payday lending. Porto Seguro continues to be the 

only subsidiary (even though indirectly) that is listed, after the delisting of Redecard. We 

believe that at some time, Itaú might consider the purchase of 100% of the business, but this 

is a more complex decision than the one that involved the delisting of Redecard. The bank is 

not the controlling stockholder, and in our opinion is likely to feel it has an interest in keeping 

the former stockholders close to the business due to their experience, and this investment 

also has impacts on their capital base. It is good to have this possibility in mind, but today we 

attribute a low probability to this scenario materializing in the short term. 

At present, Porto Seguro is a holding company that controls 21 operational companies, and 

this structure has approximately 13,000 employees in 130 branches, as well as the presence 

in the branches of Itaú Unibanco. As well as its own structure, the group works with 25,000 

brokers and 10,000 service providers, with exclusivity contracts. The company at present has 

just over 4.2 million vehicles insured, and 26% market share in this segment. At the end of 

2012, it had 380,000 clients in corporate health plans, R$ 2.4 billion in assets in the pension 

plan business, and 4 million lives insured. 

But just as important as all these strategic initiatives is the fact that Porto Seguro has 

maintained consistent returns over its history, in a highly competitive market. Although it’s 

distant in time, it is worth remembering that the Brazilian insurance market was opened to 

foreign companies in 1996, and since then there has been the entry (and exit) of some 

companies. As well as the external competition, Porto Seguro has always disputed market 

with the insurers linked to the large banks, and stood out for its capacity to bring innovation 

to the market, even if many of these innovations were able to be subsequently copied (as they 

were). She chart below shows the company’s track record of earnings (in nominal terms) and 

return on equity since 1999. The ROE in the last three years was lower than the average for 

the period, but in a more challenging market reality (lower interest rates, more competition, 

greater regulation) and at the moment when the company reorganized after the association 

with Itaú in 2009.
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Results (profit and ROE) of the last three years have been relatively consistent, with only 

some minor frights inherent to natural quarterly volatility. The company suffered from a dip 

in the result of insurance operations, at the same time as it saw its companies in the financial 

and services segments increase their percentage contribution to overall profit. On the other 

hand, its financial results have always been strong.

 

Although there has clearly been an upward trend in price since its IPO (chart 2 below), the 

value of Porto Seguro’s shares has oscillated considerably in the last three years (chart 2), due 

to relatively volatile quarterly results. Market capitalization reached R$ 9.2 billion at the end 

of 2010, fell to close to R$ 5 billion in 2012, and then followed a consistent upward path. We 

believed the market had really quite optimistic expectations after the association with Itaú, 

and assumed that the very good results of second half 2010 were the company’s new level, 

but was subsequently disappointed with less exciting numbers in 2011 and early 2012. Over 

this period, the exaggerated price reactions, very influenced by the constant noise, provided 

good investments opportunities.
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In the middle of all the noise, we tried to find the correct signal. We always saw Porto Seguro 

as an excellent company, well positioned in its principal markets of operation, with solid 

governance and a history of consistent results and value creation. We believed that the 

markets in which it operates present significant growth opportunities, illustrated by that 

traditional indicator of penetration of the insurance industry, premiums/GDP. Although this 

indicator hides some significant questions in a comparison with other countries, such as, for 

example, per capita income and the cost of insurance (if a car in Brazil is one of the most 

expensive in the world, so will its insurance be...) – it gives an important dimension of the 

opportunity in the long term. 

The sector has other opportunities that will be defined more in the micro than the macro: an 

example is the near-absence of insurance for automobiles more than five years old. Figures 

presented by Porto Seguro itself show that for this age bracket of vehicle, only a little over 

12% of the Brazilian fleet has insurance (67% of cars less than five years old have insurance), a 

consequence of the high price of automobiles and also of a very rigid product regulation that 

still prevents the creation of policies with more appropriate cover. A change in this area could 

add millions of potential new clients to the automobile insurance market. Home insurance, in 

our opinion, holds an even greater opportunity, since it is a product of much lower cost 

(average premium close to R$ 200/year) for a more important asset. What is lacking is 

development of a culture of purchase of this product and a more efficient distribution, which 

we think will come with greater specialization of the sales channels (bank branches and 

brokers). At present, the banks are excellent sellers of products for asset accumulation  

(PGBL, VGBL), due to their similarity with a pure financial product, and of corporate life 

insurance. Meanwhile, today the great mass of brokers dedicate themselves to automobile 

insurance, which is less complex to sell, has a relatively high individual value (average premium 

is close to R$ 1,700/year) and commission around the level of 20%. The financial maturing of 

the much celebrated new middle class is likely, in our opinion, to involve a greater 

consumption of insurance products.

The funds managed by Leblon Equities invested in Porto Seguro for the first time in 2011. 

Over 2012, we increased the fund’s exposure to 5%, transforming PSSA3 into a position of 

intermediate importance in the fund. In the first quarter of 2013, Porto Seguro was one of the 

largests contributors to the performance of the funds.

 

Today Porto Seguro is worth R$ 8.8 billion, and trades at a 2013 P/E lower than 12x. We 

believe that its profit per share could grow at a rate close to 15% p.a., on average, up to 2016, 

maintaining ROE around 17% on a solid capital base. The present market value gives it a 

Price/Book of 2.0x, which if on the one hand is not exactly a bargain, does not seem to us 

adequate in the context of the outlook for returns and growth. Porto Seguro is today one of 

the five largest positions of Leblon Ações, remembering that the two most significant 

investments make up approximately 23%, and the fund has six other investments each 

representing between 4.5% and 6% of the portfolios. 
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