
 

 

 
 
 
15 April 2014 
 
By email 
  
For the quarter ended 31 March 2014 
  
Dear Fellow Investor, 
  
JBS INVESTMENT PARTNERS FUND 
  
The JBS Investment Partners fund (Fund) returned 1.17% for the third quarter ended 31 March 2014. 
 
Commentary 
 
Two major themes became dominant in the latter part of the quarter, China growth concerns and the 
political crisis in the Ukraine. The Chinese political elite recently chose a path of growth despite very 
high levels of debt and increasingly unproductive capital investments. The use of “shadow banking” and 
unlisted investment trusts have hidden much of this debt from normal view in a Chinese economic 
environment that is murky at best. This cannot continue ad infinitum1 even when considering the vast 
capital reserves of the Chinese Treasury. We continue to watch China from the sidelines primarily for its 
impact on other countries, regions and companies; in the interim, caveat emptor2! 
  
Just when some light was starting aglow at the end of a very long and difficult economic tunnel in 
Europe, along came Russia’s action in the Crimea. The crisis in the Ukraine appears to mimic the events 
of Georgia some years past with some notable differences. As always we look for trouble in its many 
guises; no less Russia and Eastern Europe. The current calamity has provided the Fund with a few 
opportunities to invest in dominant companies at very cheap prices in Russia and add to our existing 
holding in Avangardco OAO whose business, although export oriented, is headquartered in the Ukraine. 
Avangardco dropped by 20% during the quarter.  
  
Notwithstanding what we have written above the investment outlook continues to be bright. The 
emergence of the EU and US/North American economies from the intensive care ward still provides us 
with a pipeline of good investment ideas, as does Japan. The Fund remains un-hedged with regard to 
currency. We also hold a substantial amount of cash ready to deploy as opportunities arise.  
 
 
 
 
                                                 
1 Forevermore. 
2 Buyer beware. 



 

 

Closed positions 
 
We closed the following positions during the quarter.  
 
Company Ticker Long/ 

short 
Entry price Exit price Profit/ 

loss 
Investment thesis 

Point Blank 
Solutions Inc 

PBSOQ L $0.74 $0.26 -64.8% We say goodbye and good riddance to a 
multi-year loser dating back to 2011. A 
liquidation arbitrage that never quite got 
around to liquidating and our patience 
finally ran out.   

MagicJack 
VocalTec Ltd 
 

CALL L $12.55 $18.53 47.6% We took a small long position in 
MagicJack, a former short position of the 
Fund. When we revisited this name, we 
found that many of the previous negative 
issues we had identified when short the 
stock had been resolved by new 
management. Investors, as judged from the 
large short interest, appeared to have been 
slow to recognise these changes and the 
stock traded at a depressed valuation. The 
market’s perception subsequently changed 
and we closed the position amidst a rally 
in the stock which arrived ahead of 
operational improvements. We elected to 
take these gains rather than wait for the 
business to catch up with more optimistic 
expectations.  

Yellow Media 
Ltd 

Y L $21.22 $24.79 16.8% We thought they had good prospects of 
evolving to meet the challenges of the 
digital age. For now, we’ve decided that 
the situation is not attractive enough. 

Central 
European 
Media 
Enterprises 
Ltd 

CETV S $4.22 $3.31 21.5% We took a short position after investors 
cheered a complex recapitalisation by 
Time Warner and priced in a turnaround 
that is yet to materialise. They should have 
paid more attention to the excessive 
dilution caused by the recap.  

Spirit 
Aerosystems 

SPR L $16.94 $27.79 64% Our thesis played out very nicely and we 
closed the position to focus on fresh ideas.  

 
 
 
 



 

 

New positions 
 
Pharmstandard 
 
Pharmstandard OJSC (Pharmstandard) is a market leading domestic pharmaceutical company based in 
Russia. Pharmstandard has a 3.4% share of the Russian pharmaceutical market by value, making it the 
number three player after Novartis (6.3%) and Sanofi-Aventis (5%). In terms of local players, which are 
greatly favoured by the Russian regulators, Pharmstandard has a 17% share of the market compared to the 
number two player with 6%. The Russian pharma market has been growing at remarkable rates since 
2002, averaging over 25% annual growth from 2002 to 2010 and 17% in 2012. The average annual 
product price mark-up has been growing rapidly as well, with 16.6% growth in the average price for 
2012. Pharmstandard has been a beneficiary of this growth and has demonstrated impressive growth rates 
during its history with its net revenue growing by an incredible 37.8% CAGR from 2004 to 2012.  
 
JBS Investments believes that a number of factors caused Pharmstandard to become mispriced during the 
quarter, including (1) investor confusion following the announcement of two complex transactions - the 
spin-off of its branded over-the-counter (OTC) business and the purchase of a supplier company from a 
board member (2) a low priced buy-back for GDR holders that voted against the deal (3) concern over 
insider aspects and limited disclosure about the acquisition (4) confusion over the record date of the spin-
off transaction, and (5) an announced 53% drop in the sales of third party products. This combination of 
events was too much for investors and caused the stock to drop dramatically.  
 
JBS Investments, however, believes that many of the above factors are not problematic on closer 
examination. The spin-off of the OTC business is logical as it separates two segments with different 
earnings and growth prospects allowing investors to value these more accurately. It may also lead to a 
takeover of the OTC business. The acquisition of the supplier company will be earnings accretive and 
secure the supply of critical ingredients. The drop in sales of third party products was simply a revenue 
timing issue due to a Government purchase program which was delayed by a quarter which will result in 
no loss of annual revenue. One further reason for investor confusion was the different record dates for the 
spin-off of the OTC business as between the Moscow listed shares and the London listed GDRs3. It is a 
recurring phenomenon that the record date for a GDR dividend or distribution is typically much later than 
the underlying locally listed shares. This regularly causes investor confusion. In Pharmstandard’s case, 
after the record date for the OTC spin-off passed the Moscow stock dropped to reflect the fact that future 
local investors would not receive this stock distribution. The GDR price moved down in sync with the 
locally listed shares despite the fact that the record date for the distribution to GDR holders had not yet 
passed. As a result, the sellers of GDRs had not priced in the substantial value of the spin off (even 
though it represents around 25% of the company’s revenue).  
 
JBS Investments established its position in Pharmstandard via its GDRs at an average price of $6.70. At 
the time, adjusting for its earnings in the OTC business, this represented less than 4x our estimated EPS. 
This was an extremely attractive valuation for such an entrenched, high quality business with an exciting 

                                                 
3 GDRs, or Global Depository Receipts, are negotiable certificates issued by depositary banks which represent ownership of a 
given number of a company’s shares which trade independently from the underlying shares. These instruments are typically used 
by companies from emerging markets. GDRs trade on the London Stock Exchange and are priced in US dollars. 



 

 

growth and earnings profile. Pharmstandard’s progress since the spin-off has validated JBS Investments’ 
initial work. Pharmstandard ended the quarter at $8.70, up 29% on our purchase price. This increase in 
value understates the actual appreciation to date on the position as it does not include the value of the 
OTC spin-off distribution we will receive next month. Interestingly, we acquired our shares prior to the 
Ukrainian crisis and the stock price appreciation has occurred regardless of those events.   
 
BFC Corporation 
 
BFC Financial Corporation (BFCF) is a holding company with an unusually complex capital structure, 
misleading consolidation accounting, contingent liabilities, outstanding litigation and a pending merger 
which makes a valuation analysis of the stock challenging. As a result of this, combined with an over the 
counter (OTC) listing, it is understandable why BFCF is a misunderstood company.   
 
The most significant asset owned by BFCF is a share of Bluegreen Corporation (Bluegreen) which is a 
large timeshare operator. In the timeshare business, bigger is better. Potential timeshare purchasers 
generally prefer to purchase from a large network so that they have a wide choice of vacation location and 
the ability to swap their timeshare interest in one location with that of another. This network effect serves 
to reinforce Bluegreen’s competitive position.  
 
Having purchased too much land at the peak of the real estate market for development, Bluegreen 
experienced financial distress in 2009. Subsequently, Bluegreen successfully shrunk its balance sheet, 
reduced debt and dramatically changed its business model, largely ceasing development activities. The  
majority of its operating profits and cash flows now derive from property management fees, financing 
activities and commissions on reselling existing timeshare interests. As a result, the capex requirements 
for the business are now very modest. The success of this transformation to a less capital intensive 
business model is evident in its results. Cash flow from operations has averaged $165m per annum from 
2010 to 2012 and the business paid off $400m in debt during this time. We estimate Bluegreen will 
generate around $85m in normalised free cash flow next year.  When valued on the basis of comparable 
timeshare companies, Bluegreen alone is worth at least $1 billion. In addition, BFCF owns a number of 
other assets: including $250m in cash, carry forward tax losses and performing and non-performing loans 
as well as a confectionary business. On a combined basis, net of debt, JBS Investments estimates that an 
appropriate valuation is between $850m and $1.35 billion, which compares favourably to the current 
market cap (pro forma for the merger) of around $387m, this represents large upside. The catalyst for the 
unlocking of this value is BFCF’s pending merger with BBX Capital (currently 53% owned by BFCF) 
which will simplify the ownership structure and result in BFCF uplisting to the NYSE.  
 
Israel Corp 
 
Israel Corporation Ltd (Israel Corp) was founded in 1968 by the Government of the State of Israel to 
attract foreign investors and has played a pivotal role in the privatization of a number of government-
owned enterprises. Israel Corp owns assets in the chemicals, shipping, energy and power sectors. The 
company’s largest asset is a 52.3% stake in Israel Chemicals Ltd (ICL) which is a leading global 
fertilizers and specialty chemicals company. ICL is the second largest company listed on the Tel Aviv 
Stock Exchange. ICL has a number of competitive advantages including access to abundant raw materials 



 

 

and low production and shipping costs. Israel Corp owns a significant stake in Oil Refineries Ltd (ORL), 
which is one of Israel’s largest energy groups operating Israel's largest oil refining and petrochemical 
complex. Other assets owned by Israel Corp include one of the largest container shipping companies in 
the world.  
 
A number of these investments have had a challenging recent past. ICL has been hurt by last year’s 
potash-industry collapse, when Russia’s OAO Uralkali abandoned a marketing venture that controlled 40 
percent of global exports of the soil nutrient. The shipping industry has continued to face severe 
overcapacity issues leading to continuing losses. Recent investments have not helped such as a disastrous 
foray into electric car charging stations.   
 
The equity market capitalisation of Israel Corp is US$4.3 billion. The stand alone value of Israel Corp’s 
ownership stake in ICL is US$5.9 billion. This excludes the value of its other holdings, which we 
essentially receive for free at the current price. Conglomerate discounts can persist for extended periods 
depending on whether management is willing to take action to address the valuation disparity. We were 
drawn to Israel Corp by its announced plans to split its core chemical and refineries business from its 
other holdings. At the same time, ICL intends to seek a foreign listing on the NYSE. Over time, JBS 
Investments believes that Israel Corp can create substantial value by continuing to split up its disparate 
assets and as the earnings outlook improves for its various business units. We established our position at 
an average price of 1,946 ILs4 per share.  
 
We will write to you again after the quarter ended 30 June 2014. Please feel free to contact Investor 
Relations with any questions or comments. 
 
Yours faithfully, 

  
  
John Sampson      
  
Chief Investment Officer    
JBS Investments  
 

 

"Many trust loans and investments in some wealth management products (WMPs) [in China] are secured 
by real estate. This exposes investors to losses if property values fall sharply. The Golden Elephant No 38 
WMP, which offered investors 7.2 per cent a year, was found to be secured by a deserted housing estate 
in a rice field in Jiangxi province."  
 

Satyajit Das speaking in relation to shadow banking products in China 

                                                 
4 Israeli shekel. 


