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It is our pleasure to share our seventeenth 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

This table shows the performance of the funds of Leblon Equities in three periods: the last 
quarter of 2013, full-year 2013, and since their inception date November 28, 2008 to December 
31,2013.

Leblon Equities Partners Fund and the Leblon Value Hedge Fund declined in value in both the 
fourth quarter of 2013 (4Q13) and the full year. A considerable part of this negative performance 
came from two of the funds’ principal positions.
 
In the quarter, Saraiva fell 6%, and Springs Global fell 14%. These two assets together were 
approximately 25% of our Long-only portfolio. They were a determining factor in the 7.0% 
decline in value of the Leblon Equities Partners Fund in 4Q13, and a contributing factor in the 
3.0% decline in the Leblon Value Hedge Fund in the quarter.  As noted in previous Leblon Letters, 
we categorize both these investments as “structural” – they represent positions taken on a 
conjunction of factors: the stage of development in their core business, current market value, and 
the liquidity of their shares. We discuss both further briefly below.
 
The changes in these two shares’ percentage weight in the portfolio in 2013 were solely the 
result of changes in their price. We made other changes in the composition of the portfolio in 
the year, particularly in 4Q. We took opportunities to sell our whole positions in some shares 
that had appreciated strongly, reducing the attractiveness of their risk-return profile; we 
selectively increased exposure to some shares; and added one new company.
 
Changes in the portfolio

BRF has been one of our main investments for a long time (in 2011 it was the largest position in 
our Long-only strategy). In 4Q13 we sold our entire position, for a significant gain – our funds 
had nearly 5% of their portfolios  invested in BRF.  We believed the market had, relatively rapidly, 
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priced a lot of the potential for synergy gains from the change of management and the initiatives 
announced. We will continue to monitor BRF as it develops, with an attentive eye for any new 
opportunities to invest again at a price that could generate an attractive return for the fund.

Another important position we sold in 4Q was Dasa. With the increase in its price even prior 
to the public offering announced by the company controlled by Edson Bueno, its value was 
closer to what we had assessed as a fair price, based on a proper consideration of the execution 
and market risks that it faces in the future. Though still far from the R$ 7 billion valuation the 
market had given it at a certain point in 2011, the price at close to R$ 14 per share seemed to 
us attractive enough to realize a (moderate) gain in this investment.  At the present moment, we 
see a lot of uncertainties in a possible ‘new’ management of the company and its way of dealing 
with the challenges faced by Dasa in its market. The company is also distant from the level of 
operational margin and return that it showed in 2011 – in a change which appears to us to be 
largely structural.
 
At the beginning of 4Q we also monetized our position in Hypermarcas – one of the funds’ 
smaller positions – taking the opportunity offered by a share price above R$ 19.  As discussed 
in previous Leblon Letters, Hypermarcas was a case of extremes – from the euphoria of 2010 
following its wave of acquisitions, taking its valuation to R$ 15–16 billion in the second half of 
that year, to the pricing of a financial disaster in 2011, when at one point it was worth less than 
R$ 5 billion. We believed the truth was somewhere in the middle ground – and we believe that 
point was reached in 4Q 2013.
 
The fourth quarter gave us another opportunity to make some slight increases in our 
investment in three companies: Itaúsa, BVMF and Natura. 

Itaúsa: Over the course of the year Itaúsa had become one of the principal positions in the fund, 
and we added approximately one percentage point to that position when the price per share 
was below R$ 9, at the most intense moment of news/debate on the Supreme Court judgment 
on the decades-old government heterodox economic plans. Our decision does not mean that 
we are not aware of the risks to the banks’ value inherent in that judgment – which we believe 
is a significant issue and a real threat for the banking sector – but we saw a sufficiently attractive 
price. 

BVMF’s stock price suffered as a result of the second setback in its contestation of the 2010 tax 
claim against it on tax deduction of amortization of goodwill. We cannot predict the outcome 
of this case, but in our view the market had priced a considerable part of the risk of an adverse 
outcome. 
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We also added a new position in retail, which we will talk about in later Leblon Letters. 

After all the changes to the portfolio the cash position was broadly unchanged, at 8%, at the end 
of 2013.

Contributions to our perfomance in 4Q
 
Negative contributions: 

Saraiva and Springs: We discussed our investment case for these two positions in previous 
Leblon Letters, and this letter will not take up more than a few paragraphs with a quick mention 
of the key facts for both.
 
Naturally, we were frustrated at the end of 2013 by the 39% fall in SGPS3 in the year, and with 
the return of Saraiva’s price to its level of the start of the year after its strong rise to May – 
when it briefly reached R$ 34, bringing the valuation to over R$ 900 million. We don’t intend to 
know exactly what led to this diversion from a path that seemed to us to be consistent, but 
certainly the 3Q13 results didn’t help. Looking at the result for the nine months it seems to us 
very probable that the full-year results will be below our initial expectations. In 4Q, the fall in 
Saraiva was responsible for almost a full single negative percentage point in the performance of 
our Long-only strategy. 

2013 was a year of substantial changes for Saraiva, and we see them as positive for the medium 
term. Two key executives left the company – the head of the Publishing division in April, and the 
head of the Retail division in June. This was followed by a restructuring of functions and 
responsibilities, and in October the creation of the post of CEO of the Saraiva Group – 
assumed by Michel Levy, former CEO of Microsoft Brazil and an executive with long experience 
in technology and telecoms companies. In December the company appointed a new executive 
as General Manager of the Retail division, and also centralized its Education business under a 
single executive. Other notable initiatives are the agreement with Kroton to supply content for 
25 courses offered by Kroton under the government’s Pronatec program (a program of 
assistance to technical and higher education), reflecting the acquisition in 2013 of a publishing 
company specialized in that educational sector. At the end of December Saraiva signed a 
contract to operate five stores in São Paulo’s Viracopos airport, adding to the single store it now 
operates in São Paulo’s main international airport, Guarulhos – this is a new segment of activity 
for Saraiva.
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Springs: In 4Q Springs Global’s market cap of fell by 14%, to approximately R$ 360 million.  A 
financial snapshot of Springs today still shows a situation with little margin for errors, and the 
history of results is not one of the most inspiring, but improvements have been taking place. We 
expect Springs to report net revenue of more than R$ 2 billion for 2013 – much higher than 
the R$ 1.4 billion of 2011 (comparing continued operations), keeping its working capital lower 
than two years ago, and with a lower need for investments (mostly relating to the retail 
operation). The company got very close to breakeven in 3Q, even with the retail performance 
still lower than planned. The operational cash flow in 9M13 was slightly positive, and has not yet 
resulted in a material reduction of the debt. But since the quarterly trend is improvement, we 
expect a reversion of that situation in 2014. In 12/30/2013, with the stock trading at R$ 1.78, the 
value of the equity was R$ 356 million and the enterprise value was R$ 1 billion. On a quick 
EV/Ebitda view, that price values the company at around 6.7 times probable 2013 Ebitda. 
Looking at 2014, assuming that the same multiple can be maintained and that, producing Ebitda 
around R$ 200 million, the company can generate a positive bottom line and not consume cash, 
an EV of R$ 1.3 billion should raise  the equity value of the company to R$ 650-700 million. This, 
in our opinion, is a possible scenario.
 
Positive contributions: 

First under this heading is Wilson, Sons – a positive highlight in 4Q. We commented on this 
company and its contribution to our portfolio in Leblon Letter 15.  In 4Q 13 it rose 16% – and 
was a significant component of our Long-only fund strategy, totaling approximately 6% of the 
portfolio. 

Two other stocks made a significant positive contribution in 4Q: 
• Dasa, with a strong rise at the end of the year; and 
• Mills, with a rise of almost 10%. 

New partners at Leblon Equities

We report with great satisfaction that at the end of 2013 two of our equity analysts – Leonardo 
Vazquez and Miguel Galvão – became partners in Leblon Equities. Miguel has been with the 
research team since 2009, and Leonardo since 2011. With these two additions, Leblon Equities 
now has 11 partners.
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Leblon Equities Partners Fund

The Leblon Equities Partners Fund posted a decline in value of 7.0% in 4Q13, net of all costs, 
which compares to a decline of 6.3% in the Bovespa index expressed in US dollar terms, and of 
a decline of 6.2% in the MSCI Brazil Index. Since its inception this fund has appreciated by 
157.2%, also net of all costs, compared to an increase of 40.2% in the Ibovespa (expressed in 
dollars) and 36.5% appreciation in the MSCI Brazil Index. The annualized return since the 
inception of the fund is 20.7% p.a. In the fourth quarter the largest gains came from the 
positions in Hypermarcas, Estacio, Wilson Sons and Fibria. These gains were more than offset by 
the losses in other positions, mainly Springs Global and Saraiva.

PERFORMANCE US$ (SINCE NOVEMBER 28TH, 2008)

RELEVANT INFO - EQUITY PORTFOLIO
(DECEMBER 31ST)

Notes

Level 2: Bovespa's listing segment that demands high level of cor porate governance.

Novo Mer cado: Bovespa's listing segment with the highest star d ands of corpor ate governance
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Last 12 months returns (US$)

lizarB ICSM$SU apsevobIdnuF seitiuqE nolbeLdoireP

12 Months -18,24% -26,29% -18,68%

%74,63%81,04%12,751)3102/13/21 litnU( DTI

%48,4-%06,2-%84,1-31 rebmeceD
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July 13 %75,1-%86,1-%50,4-

June 13 -11,38% -15,07% -12,64%
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Apr il 13 %48,0%81,0-%42,3

March 13 %54,1-%47,3-%0,2-
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January 13 %38,2%77,0%94,3

Annual returns (US$)

lizarB ICSM$SU apsevobIdnuF seitiuqE nolbeLdoireP
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2012 %05,3-%24,1-%58,81

2011 -21,55% -27,26% -24,85%

2010 %87,3%95,5%71,12

2009 144,67% 145,16% 121,25%

2008* %97,0%44,2%18,31

Annualized returns

lizarB ICSM$SU apsevobIdnuF seitiuqE nolbeLdoireP

1 year -18,24% -26,29% -18,68%

2 years %44,11-%87,41-%34,1-

3 years %81,61-%91,91-%76,8-

4 years %16,11-%36,31-%79,1-

%73,6%49,6%56,02*noitpecnI ecniS

%20,13%15,13%33,12*noitpecni ecnis ytilitaloV

*Inception date of the fund 11/28/2008
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Leblon Value Hedge Fund

In 4Q13 the Leblon Value Hedge fund declined by 3.0%, net of all costs. Since inception it has 
returned a gain of 54.3%, also net of all costs. Annualized returns since inception of the fund is 
9.0%. 

In the quarter, the fund made gains on the short book and losses on the long book, which 
mirrors the portfolio of the Leblon Equities Partners Fund, and on pair trades. The fund’s gross 
exposure in the quarter remained practically stable at 131%, and the net exposure was reduced 
by 65%, to 61%.

PERFORMANCE US$ (SINCE NOVEMBER 28TH, 2008)

GROSS AND NET EXPOSURE

STRATEGY BREAKDOWN (DECEMBER 31ST)
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RETURNS
Last 12 months returns (US$)

lizarB ICSM$SU apsevobIegdeH eulaV nolbeLdoireP

12 months %86,81-%92,62-%56,8-

%74,63%81,04%72,45)3102/13/21 litnu( DTI

%48,4-%06,2-%16,0-31 rebmeceD

%28,6-%63,8-%01,4-31 rebmevoN

October  13 %37,5%59,4%08,1

%41,21%53,11%73,231 rebmetpeS

August 13 %34,2-%90,0%97,3-

July 13 %75,1-%86,1-%58,1-

June 13 %46,21-%70,51-%33,5-

May 13 %53,7-%17,9-%27,0-

Apr il 13 %48,0%81,0-%75,2

March 13 %54,1-%47,3-%62,0-

%46,2-%82,3-%13,131 yraurbeF

January 13 %38,2%77,0%50,0-

Annual returns (US$)

lizarB ICSM$SU apsevobIegdeH eulaV nolbeLdoireP

%86,81-%92,62-%56,8-)3102/13/21 litnu( 3102

2012 %05,3-%24,1-%03,01

2011 -10,53% -27,26% -24,85%

2010 %87,3%95,5%89,11

2009 %52,121%61,541%53,34

2008 %97,0%44,2%16,6

Annualized returns

lizarB ICSM$SU apsevobIegdeH eulaV nolbeLdoireP

1 year %86,81-%92,62-%56,8-

2 years %44,11-%87,41-%83,0

3 years %81,61-%91,91-%14,3-

4 years %16,11-%36,31-%42,0

%73,6%49,6%0,9*noitpecnI ecniS

%20,13%15,13%25,11*noitpecni ecnis ytilitaloV

*Inception date of the fund 11/28/2008

PERFORMANCE ATTRIBUTION (DECEMBER 31ST)

Total -0,61%

Dir ectional Shor t 0,48%

Cash + FX Hedge 0,29%

Ar bitrage 0,16%

Non-Equity Hedges 0,00%

Pair  Tr ade -0,19%

Dir ectional Long -0,92%

Expenses -0,43%
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Leblon Equities Team

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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