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It is our pleasure to share our eighteenth 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 – 1Q2014

The table below shows Leblon Equities funds’ performance in 1Q2014 and since inception 
(November 28, 2008):

12 Month Performance Analysis

The performance of our funds over the last 12 months and, more particularly, in the first quarter 
of 2014, has been disappointing. 

Although we feel frustrated as for being responsible for our clients’ investments (which include 
our own investments as well), we are fully confident  that the recent losses are largely 
recoverable and that, after this period of decline in our Net Asset Values (NAV), we will emerge 
with an NAV higher than when this drawdown began. 

In this Leblon Letter we offer some insights of the last 12 months, and the outlook going 
forward. 
 
A first point that one must understand is that Leblon Equities Fund’s portfolio, and thus  the long 
portion of Leblon Value Hedge’s portfolio, are broken down into two sub-groups: 

1) Active investments - usually 30% of the portfolio.  These are long-term investments (with 
a 3 to 5 year investment horizon), in 5–6 companies, generally of smaller market capitalization 
(small caps), in which we adopt an active attitude as investors, participating in the companies’ 
decisions as Board Members.
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2) Passive investments - around 70% of the portfolio. This sub group consists of investments 
with medium to long term horizons (1–5 years) in companies that are usually larger (mid and 
large caps), in which we adopt a passive posture as investors.
  
Our funds’ recent performance has been strongly impacted by two investments in the first 
sub-group: Saraiva and Springs.  The table below shows their effects on the performance of the 
local funds in the last 12 months as of March 31, 2014:

Without Saraiva and Springs’ contribution, the Leblon Equities Hedge Master FIA fund would 
have returned a gain of 4.6%, and the Leblon Ações Master FIA would have returned a downfall 
of 0.1%, in the 12 months up to March 31, 2014.  In those 12 months the Bovespa index was 
down 10.5%. 

In those same 12 months, the sharp drawdowns in Saraiva (-42%) and Springs (-56%) are largely 
explained by the fact that in 2013 both companies did not achieve the results that we, and a 
significant proportion of investors, expected at the beginning of the year. For a different sets of 
reasons, we believed that both Saraiva and Springs would achieve a significant operational 
improvement in 2013. And both, although in our opinion they are on the right track for 
delivering these improvements, are approximately one year late in relation to our initial 
expectation.
   

LEBLON AÇÕES
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For Saraiva, 2013 was the year of implementation of the strong adjustments that it had begun 
to put in place in 2012.  Profit was strongly affected by non-recurring events related to 
restructuration of its editorial businesses, changes in its main executives, write-offs of assets, 
duplicated logistics expenses due to migration to a new distribution center, expenses on 
consultants and etc.  We believe that it has begun 2014 with its ducks in a row, and the results 
expected for 2013 are likely to be achieved in 2014.  If this does happen, Saraiva’s stock will be 
trading at the end of the year at 10x its 2014 earnings – which in our analysis indicates upside 
of 76% from closing price of March 31, 2014 (R$ 16.05 / share).
  
For the performance of our funds, this upside implies contribution of a potential gain of over 10 
percentage points by the end of the year. This would be more than enough to eliminate the 
8-percentage-point negative effect caused by Saraiva’s shares over the last 12 months.

Springs continues to make progress in building a profitable household linen retail chain in Brazil.  
Its retail operation, as well as having the potential to contribute with significant profits in the 
future, strengthens the value of the brands belonging to Springs (Artex, MMartan, Casa Moisés), 
and optimizes the use of its industrial capacity. 

The industrial segment (53% of revenue and 103% of Ebitda in 2013) did report results in line 
with expectations for 2013, and its outlook for 2014 is strong: it is gaining market share in Brazil 
from local competition that is in a weakened condition, and from imported product that is less 
competitive at the present level of the exchange rate.  The operations in the USA (35% of 
revenue and 14% of Ebitda in 2013) also provided no surprises in the year.  The big 
disappointment of 2013 was the retail operation in Brazil (12% of revenue and -17% of Ebitda). 
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Springs had become one of the three largest positions in our funds at the end of 2011, when we 
negotiated with the company a major process of operational restructuring and corporate 
reorganization. At that time, the company announced a decision to reduce its exposure to the 
US market, reduce its manufacturing capacity and concentrate its efforts on the Brazilian 
operation and on development of a retail chain integrated with the industrial operation.  As a 
sub-product of the reduction of installed capacity, it would have significant real estate assets 
available for sale, which would help to reduce its debt.  Two years later, successful development 
of the retail project is approximately one year late vis-à-vis the original plan, but its evolution is 
visible.  On the other hand, no real estate property has been sold so far, which has caused 
growing market skepticism on the value and liquidity of these assets.
 
In our opinion, two aspects caused the market to penalize Springs, collapsing its stock price to 
levels that we believe are unreasonably  low: (i) the retail operation lagging behind the expected 
maturation curve; and (ii) expected sales of assets not yet happening.  If Springs maintains its 
present EV/LTM1  Ebitda of 6x, the upside that we see for the share in the next 12 months is 
83%.  This assumes Ebitda at the lower extremity of the company’s range of 2014 guidance (R$ 
200 million), and does not take into account any sale of real estate assets in 2014.  The upside 
implies a potential contribution of 6 percentage points to the performance of our Funds – 
enough to annul the damage caused by our holding in Springs over the last 12 months. 

Although it is very frustrating to see two of our main positions performing so poorly in the last 
12 months, we believe these situations are part of the game and, therefore, will unfortunately 
happen from time to time. This does not weaken our conviction that investments in companies 
we believe our analysis has an edge over the market are the investments which, in the long run, 
will make the difference in our performance.

1 LTM = Last 12 months.
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A view over a longer period shows that these investments in which we concentrate our Funds 
most strongly (the funds’ three largest positions as of % NAV – Top 3), have made a 
disproportionately positive contribution to the performance of the Fund since inception.
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Chart 1: Leblon Equity Funds – Contribution of 3 largest 
positions (‘Top 3’) to Funds’ performance (since inception)
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The first chart shows the 21 companies which, at some moment since inception, have been 
among the three largest positions in the Funds.  Of these, 18 contributed positively in the 
period (September 2008 to March 2014), and only three made negative contributions.  The 
average exposure of the Funds to the shares in the top three group in this period was 30%, and 
the combined contribution of these companies has provided 40% of our performance since 
inception in September 2008.

The second chart shows all the other companies which, at some moment, have been part of our 
portfolios but have never been in the “Top 3”.  The success ratio is lower: 44 positive 
contributions, vs. 27 negative.  The average exposure to these companies was 62%, and their 
combined contribution was 44%2. 

Although the performance of the last 12 months has been adversely affected by two companies 
in which we believe that we have an analytical edge, and which were in our Top 3 in March 2013, 
we will continue to concentrate the Fund in these specific investment cases, with the conviction 
that the ratio of positive to negative results will continue to be more favorable for our investors 
in the long term.

Leblon Equities Fund 

In the first quarter of 2014, Leblon Equities Fund posted a negative return of 5.5%, net of all fees, 
which compares to a gain of 1.3% in the Ibovespa index measured in US dollars. Since inception, 
the fund has returned a gain of 143.1%, also net of all fees, while in this same period the 
Ibovespa index (in USD) is up 1.3% The fund’s annualized return since inception is 18.3%.  In this 
first quarter, the Fund’s largest gains came from positions in Cetip, Itausa, Lojas Renner and 
Aliansce; however, this gain was annulled by losses on shares including Springs Global, Saraiva, 
Mills and Wilsons Sons.

Over the quarter, we sold out two positions. One was ETSC3, which had risen strongly and in 
our opinion no longer offered such an attractive risk/return comparison. The other one was 
MILS3, which since the Fund’s inception has been the company that contributed most to our 
performance – but after reviewing our model we decided that its potential for additional 
appreciation was not enough to justify the risks of the investment.  We also selectively increased 
the exposure to certain shares, and added a call option on IBOV – and as a protection a call 
option on the US dollar.  Finally, we reduced the exposure in other shares of two sectors: 
financial and telecoms.

2 The rest of the performance is explained by the fund’s cash position, and hedge transactions to protect the portfolio. 

Leblon Value Hedge Fund

In 1Q2014, Leblon Value Hedge Fund had a return of -10.6% net of all fees, compared to a gain 
of 1.3% on the Ibovespa index (measured in USD) and +2,0% of the MSCI Brazil index. Since 
inception, the fund has returned a gain of 37.9%, also net of all fees, which compares to +42% 
Ibovespa index in USD and +39.2% MSCI Brazil index.  The annualized return since inception of 
the fund is 6.3% p.a.  Average gross exposure in the quarter was 133%, and average net 
exposure approximately 63%.

In this quarter, the funds’ gains came from two strategies: arbitrage and directional long, which 
mirrors the portfolio of Leblon Equities Fund.  The losses were in the short book and in pair 
trades.  Gross exposure of the fund in the quarter increased from 132% to 143%, and net 
exposure also increased, from 61% to 66%.

In the Leblon Value Hedge Fund, changes in the long book during this quarter were the same as 
the ones made on Leblon Equities Fund’s portfolio.  Additionally, we have opened a new 
long/short pair in the real estate sector, zeroed our shorts in education and consumer sector 
stocks, reduced our exposure in telecoms, and increased our exposure in some shorts that we 
judged to be opportune (in the financial and retail sectors).
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The first chart shows the 21 companies which, at some moment since inception, have been 
among the three largest positions in the Funds.  Of these, 18 contributed positively in the 
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contributions, vs. 27 negative.  The average exposure to these companies was 62%, and their 
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Although the performance of the last 12 months has been adversely affected by two companies 
in which we believe that we have an analytical edge, and which were in our Top 3 in March 2013, 
we will continue to concentrate the Fund in these specific investment cases, with the conviction 
that the ratio of positive to negative results will continue to be more favorable for our investors 
in the long term.
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In the first quarter of 2014, Leblon Equities Fund posted a negative return of 5.5%, net of all fees, 
which compares to a gain of 1.3% in the Ibovespa index measured in US dollars. Since inception, 
the fund has returned a gain of 143.1%, also net of all fees, while in this same period the 
Ibovespa index (in USD) is up 1.3% The fund’s annualized return since inception is 18.3%.  In this 
first quarter, the Fund’s largest gains came from positions in Cetip, Itausa, Lojas Renner and 
Aliansce; however, this gain was annulled by losses on shares including Springs Global, Saraiva, 
Mills and Wilsons Sons.

Over the quarter, we sold out two positions. One was ETSC3, which had risen strongly and in 
our opinion no longer offered such an attractive risk/return comparison. The other one was 
MILS3, which since the Fund’s inception has been the company that contributed most to our 
performance – but after reviewing our model we decided that its potential for additional 
appreciation was not enough to justify the risks of the investment.  We also selectively increased 
the exposure to certain shares, and added a call option on IBOV – and as a protection a call 
option on the US dollar.  Finally, we reduced the exposure in other shares of two sectors: 
financial and telecoms.
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Last  12 months returns ( US$)

Per iod Leblon Equit ies Fund Ibovespa US$ MSCI Brazil

12 Months - 26, 02% - 20, 39% - 15, 96%

ITD ( Until 03/ 31/ 2014) 143, 08% 42, 03% 39, 15%

March 14 3, 02% 10, 38% 10, 73%

February 14 5, 15% 2, 79% 3, 21%

January 14 - 12, 76% - 10, 70% - 10, 77%

December  13 - 1, 48% - 2, 60% - 4, 84%

November  13 - 7, 88% - 8, 36% - 6, 82%

October  13 2, 49% 4, 95% 5, 73%

September  13 10, 45% 11, 35% 12, 14%

August  13 - 7, 47% 0, 09% - 2, 43%

July 13 - 4, 05% - 1, 68% - 1, 57%

June 1 3 - 11, 38% - 15, 07% - 12, 64%

May 13 - 6, 18% - 9, 71% - 7, 35%

April 13 3, 24% - 0, 18% 0, 84%

Annual returns ( US$)

Per iod Leblon Equit ies Fund Ibovespa US$ MSCI Brazil

2014 ( unt il 03/ 31/ 2014) - 5, 49% 1, 32% 1, 97%

2013 - 18, 24% - 26, 29% - 18, 68%

2012 18, 85% - 1, 42% - 3, 50%

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

2010 21, 17% 5, 59% 3, 78%

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

2008* 13, 81% 2, 44% 0, 79%

Annualiz ed returns

Per iod Leblon Equit ies Fund Ibovespa US$ MSCI Brazil

1 year - 26, 02% - 20, 39% - 15, 96%

2 years - 12, 39% - 20, 79% - 15, 95%

3 years - 11, 04% - 19, 19% - 16, 20%

4 years - 3, 25% - 13, 38% - 11, 04%

5 years 15, 19% 4, 78% 4, 33%

Since Inception* 18, 34% 6, 88% 6, 47%

Volat ility since inception* 22, 08% 31, 35% 30, 84%

*Inception date of  the f und 11/ 28/ 2008

Leblon Value Hedge Fund

In 1Q2014, Leblon Value Hedge Fund had a return of -10.6% net of all fees, compared to a gain 
of 1.3% on the Ibovespa index (measured in USD) and +2,0% of the MSCI Brazil index. Since 
inception, the fund has returned a gain of 37.9%, also net of all fees, which compares to +42% 
Ibovespa index in USD and +39.2% MSCI Brazil index.  The annualized return since inception of 
the fund is 6.3% p.a.  Average gross exposure in the quarter was 133%, and average net 
exposure approximately 63%.

In this quarter, the funds’ gains came from two strategies: arbitrage and directional long, which 
mirrors the portfolio of Leblon Equities Fund.  The losses were in the short book and in pair 
trades.  Gross exposure of the fund in the quarter increased from 132% to 143%, and net 
exposure also increased, from 61% to 66%.

In the Leblon Value Hedge Fund, changes in the long book during this quarter were the same as 
the ones made on Leblon Equities Fund’s portfolio.  Additionally, we have opened a new 
long/short pair in the real estate sector, zeroed our shorts in education and consumer sector 
stocks, reduced our exposure in telecoms, and increased our exposure in some shorts that we 
judged to be opportune (in the financial and retail sectors).



The first chart shows the 21 companies which, at some moment since inception, have been 
among the three largest positions in the Funds.  Of these, 18 contributed positively in the 
period (September 2008 to March 2014), and only three made negative contributions.  The 
average exposure of the Funds to the shares in the top three group in this period was 30%, and 
the combined contribution of these companies has provided 40% of our performance since 
inception in September 2008.

The second chart shows all the other companies which, at some moment, have been part of our 
portfolios but have never been in the “Top 3”.  The success ratio is lower: 44 positive 
contributions, vs. 27 negative.  The average exposure to these companies was 62%, and their 
combined contribution was 44%2. 

Although the performance of the last 12 months has been adversely affected by two companies 
in which we believe that we have an analytical edge, and which were in our Top 3 in March 2013, 
we will continue to concentrate the Fund in these specific investment cases, with the conviction 
that the ratio of positive to negative results will continue to be more favorable for our investors 
in the long term.
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which compares to a gain of 1.3% in the Ibovespa index measured in US dollars. Since inception, 
the fund has returned a gain of 143.1%, also net of all fees, while in this same period the 
Ibovespa index (in USD) is up 1.3% The fund’s annualized return since inception is 18.3%.  In this 
first quarter, the Fund’s largest gains came from positions in Cetip, Itausa, Lojas Renner and 
Aliansce; however, this gain was annulled by losses on shares including Springs Global, Saraiva, 
Mills and Wilsons Sons.

Over the quarter, we sold out two positions. One was ETSC3, which had risen strongly and in 
our opinion no longer offered such an attractive risk/return comparison. The other one was 
MILS3, which since the Fund’s inception has been the company that contributed most to our 
performance – but after reviewing our model we decided that its potential for additional 
appreciation was not enough to justify the risks of the investment.  We also selectively increased 
the exposure to certain shares, and added a call option on IBOV – and as a protection a call 
option on the US dollar.  Finally, we reduced the exposure in other shares of two sectors: 
financial and telecoms.
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Leblon Value Hedge Fund

In 1Q2014, Leblon Value Hedge Fund had a return of -10.6% net of all fees, compared to a gain 
of 1.3% on the Ibovespa index (measured in USD) and +2,0% of the MSCI Brazil index. Since 
inception, the fund has returned a gain of 37.9%, also net of all fees, which compares to +42% 
Ibovespa index in USD and +39.2% MSCI Brazil index.  The annualized return since inception of 
the fund is 6.3% p.a.  Average gross exposure in the quarter was 133%, and average net 
exposure approximately 63%.

In this quarter, the funds’ gains came from two strategies: arbitrage and directional long, which 
mirrors the portfolio of Leblon Equities Fund.  The losses were in the short book and in pair 
trades.  Gross exposure of the fund in the quarter increased from 132% to 143%, and net 
exposure also increased, from 61% to 66%.

In the Leblon Value Hedge Fund, changes in the long book during this quarter were the same as 
the ones made on Leblon Equities Fund’s portfolio.  Additionally, we have opened a new 
long/short pair in the real estate sector, zeroed our shorts in education and consumer sector 
stocks, reduced our exposure in telecoms, and increased our exposure in some shorts that we 
judged to be opportune (in the financial and retail sectors).
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Although the performance of the last 12 months has been adversely affected by two companies 
in which we believe that we have an analytical edge, and which were in our Top 3 in March 2013, 
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In the first quarter of 2014, Leblon Equities Fund posted a negative return of 5.5%, net of all fees, 
which compares to a gain of 1.3% in the Ibovespa index measured in US dollars. Since inception, 
the fund has returned a gain of 143.1%, also net of all fees, while in this same period the 
Ibovespa index (in USD) is up 1.3% The fund’s annualized return since inception is 18.3%.  In this 
first quarter, the Fund’s largest gains came from positions in Cetip, Itausa, Lojas Renner and 
Aliansce; however, this gain was annulled by losses on shares including Springs Global, Saraiva, 
Mills and Wilsons Sons.

Over the quarter, we sold out two positions. One was ETSC3, which had risen strongly and in 
our opinion no longer offered such an attractive risk/return comparison. The other one was 
MILS3, which since the Fund’s inception has been the company that contributed most to our 
performance – but after reviewing our model we decided that its potential for additional 
appreciation was not enough to justify the risks of the investment.  We also selectively increased 
the exposure to certain shares, and added a call option on IBOV – and as a protection a call 
option on the US dollar.  Finally, we reduced the exposure in other shares of two sectors: 
financial and telecoms.

Leblon Value Hedge Fund

In 1Q2014, Leblon Value Hedge Fund had a return of -10.6% net of all fees, compared to a gain 
of 1.3% on the Ibovespa index (measured in USD) and +2,0% of the MSCI Brazil index. Since 
inception, the fund has returned a gain of 37.9%, also net of all fees, which compares to +42% 
Ibovespa index in USD and +39.2% MSCI Brazil index.  The annualized return since inception of 
the fund is 6.3% p.a.  Average gross exposure in the quarter was 133%, and average net 
exposure approximately 63%.

In this quarter, the funds’ gains came from two strategies: arbitrage and directional long, which 
mirrors the portfolio of Leblon Equities Fund.  The losses were in the short book and in pair 
trades.  Gross exposure of the fund in the quarter increased from 132% to 143%, and net 
exposure also increased, from 61% to 66%.

In the Leblon Value Hedge Fund, changes in the long book during this quarter were the same as 
the ones made on Leblon Equities Fund’s portfolio.  Additionally, we have opened a new 
long/short pair in the real estate sector, zeroed our shorts in education and consumer sector 
stocks, reduced our exposure in telecoms, and increased our exposure in some shorts that we 
judged to be opportune (in the financial and retail sectors).
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RENTABIL IDADES
Rentabilidade nos últ imos 12 meses ( R$)

Per íodo Leblon Equit ies Hedge Ibovespa CDI

12 meses - 11, 61% - 10, 54% 8, 89%

Desde o Início* 73, 13% 1, 76% 66, 80%

PL em 31/03/2014 R$ 35. 675. 656, 31

PL mensal médio R$ 48. 968. 973, 83

Março 14 - 1, 51% 7, 05% 0, 76%

Fevereiro 14 1, 35% - 1, 14% 0, 78%

Janeiro 14 - 7, 39% - 7, 51% 0, 84%

Dezembro 13 0, 10% - 1, 86% 0, 78%

Novembro 13 - 2, 51% - 3, 27% 0, 71%

Outubro 13 0, 72% 3, 66% 0, 80%

Setembro 13 3, 72% 4, 66% 0, 70%

Agosto 13 - 3, 99% 3, 68% 0, 69%

Julho 13 - 0, 02% 1, 64% 0, 71%

Junho 13 - 4, 81% - 11, 73% 0, 59%

Maio 13 - 0, 95% - 3, 84% 0, 58%

Abril 13 3, 63% - 0, 78% 0, 60%

Rentabilidades anuais ( R$)

Per íodo Leblon Equit ies Hedge Ibovespa CDI

2014 ( até 31/ 03/ 2014) - 7, 56% - 2, 12% 2, 40%

2013 - 2, 12% - 15, 50% 8, 05%

2012 18, 43% 7, 40% 8, 41%

2011 - 4, 23% - 18, 11% 11, 59%

2010 16, 94% 1, 04% 9, 74%

2009 46, 85% 82, 66% 9, 90%

2008* - 1, 76% - 24, 20% 3, 32%

Retornos anualiz ados

Per íodo Leblon Equit ies Hedge Ibovespa CDI

1 ano - 11, 61% - 10, 54% 8, 89%

2 anos - 1, 38% - 11, 62% 8, 22%

3 anos 0, 67% - 9, 76% 9, 27%

4 anos 4, 09% - 8, 01% 9, 55%

5 anos 11, 71% 4, 27% 9, 45%

Desde o início* 10, 52% 0, 32% 9, 77%

Volat ilidade desde o início* 11, 03% 28, 69% 0, 10%

*Data de início do f undo 30/ 09/ 2008

ATRIBUIÇÃO DE PERFORMANCE NO MÊS (31 DE MA R ÇO)

Total - 1, 51%

Direcional Long 0, 47%

Arbitragem 0, 41%

Renda Fix a 0, 15%

Non- Equity Hedges - 0, 08%

Pair  Trades - 1, 12%

Direcional Short - 1, 13%

Custos - 0, 22%
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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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