
The intention of this very first letter is to establish a transparent and plain communication channel in 

order to explain the way we think about investments and how the decision-making process works at 

LIS1. In this opening letter, we will lay out our central goal and how we proceed as to achieve it, in 

addition to briefly introducing the Value Investing philosophy and how it permeates LIS functioning. 

Lastly, we summarize what our partners should expect, not only in terms of result, but also as to the 

path leading to it.   

OUR GOAL 

The fund aims to generate real net returns above the local opportunity cost by investing in equities 

with a long-term horizon. We do not seek to merely outperform the market. At the end of the day, 

surpassing others when they are all losing can only do good to the ego, but not for our partners´ 

wallets. 

 VALUE INVESTING 

The Value Investing philosophy has been around for more than 80 years, and has proven to be the 

most solid and consistent approach for capital protection and accumulation over long periods. The 

philosophy was conceived by who later became an investor icon – Benjamin Graham – and was later 

adopted and refined by probably the most famous investor in the world – Warren Buffett, owner of 

an outstanding average annual return track-record of 19,2% for the last 50 years2 while the S&P 500 

delivered 9,7% in the same period.     

Generally speaking the Value philosophy has as its most basic premise the notion that companies have 

an intrinsic value and that it can be measured by the diligent investor. Moreover, companies’ market 

value may temporarily diverge from their intrinsic value for a variety of reasons. Therein lies the 

opportunity for the thoughtful investor to buy a company for less than its worth, and thereby ensure 

a margin of safety for his investment. 

It is very important to understand the central role of the margin of safety, as it reduces the chances of 

losses due to errors in the fair value assessment and against the vicissitudes of the future. Likewise, it 

increases the potential gains from the investment, as the market price tends to converge to its fair 

value over the medium and long-term. Consequently, the margin of safety plays a crucial role in 

bringing protection against permanent capital losses, the very hard core of the whole Value 

philosophy.   

An important distinction is due here. A high quality company does not necessarily translate into a good 

investment, nor does a second-tier company into a bad one. A great company bought at a high 

valuation can prove itself a poor investment whereas investing in a second-tier kind of business paying 

a very low valuation can be quite rewarding to the investor. 

It is also worth mentioning that Value Investing is far from a homogeneous practice. In fact, it has a 

wide range of different approaches and strategies. Obviously, there is not a better or a worse 

approach, but only the approach that best suits ones personality and knowledge. In the next section, 

we seek to explain a little bit about how we think and execute our investing strategy, as well as what 

our partners should expect from LIS. 

 

                                                             
1 Acronym for Long-term Investment Strategy  
2 See Berkshire Hathaway’s 2015  annual letter (http://www.berkshirehathaway.com/letters/2015ltr.pdf) 



 
 

 

 

 

OUR PHILOSOPHY 

Primarily, we focus our investments on high quality companies that we identify from running an 

extensive bottom-up analysis - a comprehensive and meticulous process. When we refer to quality, 

we are looking for companies with essentially 3 main characteristics: (i) sustainable competitive 

advantages that translate into high returns over the capital employed in the business; (ii) honest, 

capable and shareholder-value oriented management; and (iii) a corporate governance structure that 

protects the interests of the minority shareholders. The challenge, of course, is finding companies that 

meet such characteristics and are negotiating at attractive prices, i.e. less than their fair values. 

As it is easy to imagine, high-quality companies are usually overvalued by the market, close to their 

fair price or even beyond, and therefore do not represent an interesting investment opportunity, quite 

the opposite. For this reason, we have adopted an opportunistic strategy of investing; that is, we run 

a deep analysis on our targeted companies and wait for propitious times to buy them. Such 

opportunity loopholes often appear during periods of widespread fear and panic in the market, or 

when the business or its industry is going through troubled times. It’s key to have the patience and 

discipline to wait for opportunities that will provide ample margin of safety, bringing protection 

against permanent capital losses. 

The companies analysis process outcome, which is ever recurring, is the decision on which 

opportunities deserve to have our sacred capital allocated to, always taking into consideration price 

and quality. When we finally decide to invest in a particular company, we become effectively owners 

of it. We do not regard our investments as stock tickers flashing on a computer screen, rising or falling 

to the whim of the market mood. We do however take advantage from the liquidity of our investments 

by constantly trying to use the market volatility in our favor since it offers us with opportunities to buy 

in moments of pessimism and to sell in those of optimism, but always policing ourselves in order not 

to allow the decisions to be influenced by the market constant frenzy. 

It should also be emphasized that we consider both the analysis and the decision-making processes to 

depend much more on transpiration and hard work rather than inspiration, or any kind of abnormal 

intellectual capacity to spot undervalued companies. We believe in serious and diligent work, and for 

this reason, we cherish the disciplined execution of our processes, starting at the generation of ideas, 

through the analysis of companies, to the portfolio management and trading execution.      

 WHAT TO EXPECT 

Once we believe that the safest way to ensure LIS success and sustainability is by always placing the 

interests of our partners first, we structured LIS as to ensure the convergence of these interests. The 

fundamental pillar of this structure lies in the fact that a significant part of the LIS shareholders and 

executives net worth is and will continue to be invested along with LIS. That means, in simple and plain 

English, that the ones running LIS will not make or lose money unless the same happens to our 

partners. LIS success depends solely and exclusively on delivering good results to the fund's partners. 

As our philosophy always focuses on the long term, looking for occasions of divergence between price 

and value, there is a chance that our short and medium term performance, from time to time, falls 

short of market average returns, which should happen especially at times of bull markets. Thus, the 

willingness to withstand short-term weak performance is necessary to ensure superior long-term 

returns, which will be built on smaller losses during downturns in the market. 



 
 

 

 

As a final note, it is worthwhile stating that the whole process of thoroughly investigating the 

functioning of the various parts of a business, the long hours of study, the shoe soles spent visiting 

and speaking with several different interlocutors and the endless debates among our team, all this 

brings us much personal satisfaction.  

Thank you in advance for your trust. We will be happy to answer any questions you may have or to 

discuss more about the topics covered herein. 

contato@liscapital.com.br 
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