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It is our pleasure to share our fifteenth Leblon Letter. Once again we hope 
this channel of communication will be of interest, and succeed in conveying 
our opinion on important themes affecting our investment decisions.

Thank you and Regards,
Leblon Equities
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Introduction
 
The second quarter of 2013 did not bring much relief for equity investors in Brazil – the 
Ibovespa was down 28% in US dollars on the first half of the year.
 
In general, the funds managed by Leblon gave a very satisfactory relative performance, though 
it was still far from our long-term objective. The Leblon Equities Partners Fund was down 
10.35% and the Leblon Value Hedge Fund was down 2.62% in the six months of the year. As we 
have mentioned in two previous Leblon Letters, we have not substantially changed our 
positions over the last six or nine months. Rather, we have only continued to look for the best 
assets to invest in. 

In recent months, there have been some events that were even more disquieting for the 
market, and challenging for several companies. Some were more trivial, such as a change in the 
path of domestic interest rates, while others had a greater transformation potential over the 
long term, such as the widespread demonstrations that took over many cities and confused 
the most experienced politicians and observers. The Brazilian currency devalued considerably 
against the US dollar. All these events are important in reminding that the environment around 
us can indeed change suddenly and sharply. 

It’s also true that the weak performance of the Bovespa index does not reflect the reality of 
all the listed companies. Many of the good companies that were already “expensive” in 2012 
have continued to be expensive, at worst offering a slightly lower potential return, but without 
becoming obvious bargains. Looking at our investments, we have the example of a company 
that was considered ‘expensive’ whose stock rose 9% in the second quarter: BR Foods. At the 
same time, Saraiva, which can be classified as ‘cheap’, rose 3%. 

Several of the so-called ‘X companies’ faced one more difficult and complicated quarter – to 
say the least – not only in relation to the value attributed to their shares by the market, but 
also in the realities of their businesses: this is one more sequence of facts highlighting how 
market value can be distant from the real value of a company’s assets. Valuable lessons. 

At the same time, we saw two IPOs being successful, both at very high values. The IPO of 
Smiles raised more than R$ 1 billion, while Banco do Brasil sold more than R$ 10 billion in 
shares of BB Seguridade to investors. It’s early for a much more conclusive evaluation, but the 
two shares are trading above the IPO price – something relatively rare in recent Brazilian IPOs. 
At least we can say that the existence of some stories that are not of total success does not 
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eliminate investors’ appetite for new companies – particularly the retail investor, who was very 
present in the BB Seguridade offering. And this can only be constructive for the Brazilian stock 
market in the medium and long term. 

In this same period, we saw the Brazilian football team win a trophy, after a long period in the 
desert, with a surprising win over Spain’s powerful team. Before the start of the competition, 
not even diehard optimists would have placed a big bet on Brazil as champion – even more so 
on the score in the final game. So, the unexpected does happen. Meanwhile TV coverage of that 
Federations Cup showed Brazilian viewers some of the first world’s new and admirable 
stadiums – one more factor in the dissatisfaction of a public that is tired of extremely low 
quality public services, and projects that are never completed. It provides a sharp focus: The 
World Cup has a starting date; not meeting it would be an immense public embarrassment. 
There’s nothing quite like the right incentive at the right time... 

What did we do in 2Q?

With all the oscillation of prices, unexpected events and changes in the domestic and 
international scenarios, we made no fundamental changes in the composition of the 
investments of our funds in this quarter, particularly in the five main positions of the Leblon 
Equities Partners Fund. 

The higher volatility of recent months did however provide interesting opportunities for some 
one-off changes. Over the second quarter, we zeroed the positions in Banco Panamericano 
(now Banco Pan), Lopes and Linx – and realized a gain for the funds with all of them. 

Trading close to R$ 7, Banco Pan reached a market valuation of R$ 3.8 billion (1.5 times its 
stockholders’ equity): this price indicates expectation of results which, in our opinion, would 
take more than some considerable time to materialize. Simplifying the statement: Based on our 
best estimates, the market paid, for this share, the same P/E as for Banco Itaú Unibanco, but for 
Itaú Unibanco it was paying that multiple of the 2012 profit – while for Pan it was paying based 
on expected profit for 2015, in the best-case scenario. In our opinion, not only in absolute 
terms, it’s hard to see an adequate risk-return equation here – in our view the comparison 
would seem to be making a significant point. 

Lopes: This stock had performed surprisingly well in 2013, considering the worsening of 
fundamentals that could be seen clearly in the property development business, especially 
including the sharp slowdown in launches by the big companies. We believe the long-term 
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growth trend for the sector is still strong, and that Lopes still has opportunities for 
consolidation at multiples that add value to the company, but it’s impossible not to notice that 
there could be several weak years immediately ahead. The figures for the first quarter did not 
reflect this expectation; and we believe they contributed to the stock’s performance this year 
– but when we worked with slightly more conservative assumptions, we could not see 
potential for significant upside. 

Linx was a very positive investment for the fund, and in a short time from its IPO its market 
cap reached a level that we judged appropriate for our expectation of its growth and earnings. 
We don’t frequently invest directly in an IPO, but in this case we took the view that we had 
built a good level of knowledge of Linx’s business, and its challenges and opportunities, and 
with assumptions that we believed to be reasonable, we could see value of R$ 27 per share. 
We can note that part of that knowledge was built from the fact that one of Leblon’s private 
equity investments in the retail sector is a long-standing client of Linx. We recognize that this 
is a short investment period for our Long-Only strategy, but the rise of more than 35% in just 
over four months generated a very high IRR, and we had the discipline to realize the gain. 

Conversely, we added only four new companies to the portfolio of our Long-Only strategy in 
the quarter. We brought Aliansce back in, as an intermediate investment, reflecting a very 
interesting price opportunity. You may remember that we had significantly reduced our 
investment in Aliansce as recently as the end of 2012, and we zeroed it at the beginning of this 
year. The company issued stock in December 2012, at R$ 23.25, enhancing its cash by more 
than R$ 350 million, in a movement that was important in strengthening its balance sheet and 
giving it extra breathing space for new projects and growth opportunities within its present 
portfolio of shopping malls. Since the end of 2012, it has: increased its percentage ownership 
in one of the main malls in its portfolio; acquired a site contiguous with its mall in Belo 
Horizonte; and bought 40% of a mall in Fortaleza. Even with the challenge of generating good 
returns on a larger volume of funds, we saw an interesting opportunity to invest again, below 
R$ 20 per share, when the market was valuing the company at approximately R$ 3 billion. We 
had been investors at its IPO in 2010, when it was valued at just over R$ 1 billion; and it was 
an important position in our Long-Only strategy for almost three years, during which time it 
made a significant positive contribution to our funds. 

Another addition to the Long-Only portfolio was Wilson, Sons, which has significant assets and 
operations in the port and maritime logistics businesses. It had been an important investment 
for our funds in 2009 and 2010, but we had zeroed the position in the beginning of 2011. Since 
then, its market value had declined by between 10 and 15%, and in spite of its profit having not 
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grown much in the period, it completed important investments. These included: acquisition of 
Briclog, which strengthened its position in the offshore business; expansion of the shipyard at 
Guarujá, which has already signed contracts for construction of new vessels; expansion of the 
Salvador Cargo Terminal (‘Tecon’); and construction of two new logistics centers. The last five 
years have been a cycle of high investments and consequent increase of debt (with tenor and 
cost appropriate to the characteristics of the business) – which have pressured margins and 
returns, but in our view also increased the strategic value of its assets. We believe we have 
re-invested at prices that offer potential for attractive appreciation, with appropriate 
risk/return. 

We have also made a new investment in Gerdau S.A., at a price per share lower than R$ 13, 
representing market valuation of around R$ 21 billion. Gerdau has operations in 14 countries, 
it is one of the world’s largest producers of nonflat steels, and had net revenue of R$ 38 billion 
in 2012. The last four years were not exactly positive for the company: it did not recover its 
net revenue level of 2008; and in 2012 its Ebitda margin was 11%, less than half its 2008 Ebitda 
margin. Average ROE in the last three years has been single-digit, and the 2012 profit was less 
than a third the 2008 profit. Although 2008, for obvious reasons, should not be seen as the best 
comparison, and although today Gerdau operates in a very different reality, it did produce 
average Ebitda margin of 22% in 2006–2008, and before 2008 had ROE of more than 20%. 
Clearly, since past performance doesn’t guarantee anything, these are only references to put 
the current situation in a longer-term context. We have invested because in our best estimates, 
the combination of a small growth over the coming years, and a recovery of margins only to 
their levels of 2010, would result in a potential gain of approximately 25% if we use a discount 
rate slightly above 10% in real terms. We believe that under reasonable market conditions, 
these factors are feasible and, also, we have bought the company at a value approximately 25% 
below its book value, which in our opinion is in no way the only significant parameter for 
valuation, but is certainly one of them in the case of Gerdau. 

We continue to believe in the long-term appreciation potential of the assets that comprise the 
Long-Only strategy. 

IPOs of small and medium-sized companies in Brazil
 
We are still strongly feeling the absence of and active market for, public share offerings with 
lower volume. The average value of public offerings in Brazil in 2011 was US$400 million, while 
the worldwide average was US$138.7 million. And the “average ticket” for the total of Brazil’s 
offerings over 2010–2012 was US$ 490 million.
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In other countries – ranging from the US, UK, Australia and Canada to China and Poland – 
smaller public offerings have been an important source of financing for companies, especially 
smaller ones, generating economic growth, personal income, jobs and tax revenue. We 
discussed this in the article published June 13 in the Palavra do Gestor [“Word of the 
Manager”] section of Valor Econômico newspaper – which can be read at: 
http://www.leblonequities.com.br/imprensa/.

Aware of the problem, BM&FBovespa has been coordinating a working group to discuss and 
propose financing alternatives for small and medium-sized companies through share offerings. 
The group also has the support of the Finance Ministry, the Science, Technology and Innovation 
Ministry, the CVM (the Brazilian Securities Commission), the BNDES (Brazilian Development 
Bank), Finep and ABDI – and has published a diagnostic report, which you can read at: 
http://www.bmfbovespa.com.br/empresas/download/Apresentacao-Mercado-Capitais.pdf.
In 2012 this working group created a public-private Technical Committee to discuss a group of 
specific proposals to make these lower-volume offerings feasible. We have the honor of being 
a part of that committee, discussing and selecting a group of 12 proposals that was presented 
to the Finance Minister in June of this year. 

The proposals include simplification and reduction of the cost of public offerings, reduction of 
the costs for listed companies, a program of training for entrepreneurs, adaptation of the 
regulations of investment funds, tax incentives relating to investments in smaller companies, 
and initiatives to support and encourage the distribution channels. Some of the proposals for 
reform of the regulations are already the subject of public hearings – these can be seen on the 
CVM site at: http://www.cvm.gov.br/port/audi/ed0713sdm.pdf.

Not only as investors, but also as Brazilians, we intend to continue to contribute to the 
development of our capital market. We believe that public offerings of lower volume will be an 
important vector for growth, generation of jobs, professionalization of companies and 
reduction of informal business and employment. Also, due to the enormous potential of this 
new market of listed companies, we can’t wait to be able to analyze what we hope is this very 
considerable number of investment cases that will be coming up. 
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Leblon Equities Gestão de Recursos Ltda. (“Leblon”) does not sell nor distribute shares of investment funds or any other security.  The content of this 
document has been prepared solely for informational and transparency purposes to the management carried out by Leblon and is neither intended, nor 
should be considered, as an o�er to sell, or as a solicitation to acquire shares in any investment fund or any other security. The content of this document is 
solely for the use of the recipient and shall not be reproduced, distributed, published, copied or disseminated to others, except with prior and express 
written permission. Past performance does not guarantee futureresults. Investments in the Funds are not guaranteed by Leblon or any other service 
providers to the Funds, any insurance mechanisms or the Credit Guarantee Fund of Brazil (FGC). Leblon takes no responsibility for investment decisions 
taken based on this material.  Access to this document or use of the services or information provided herein is prohibited by any person or entity in any 
jurisdiction or country where such distribution or use would be contrary to local law, rule or regulation.       
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