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VANTOR INVESTMENT CLUB 

2016 Annual Letter to Members 

January 11, 2017 

 

Dear Members, 

 

With this letter, I hope to give you more insights regarding our performance, our strategies, our holdings and 

some bigger picture ideas that are relevant to investing in general. 

 

This letter contains the following: 
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You will receive your tax information before the end of February once our Treasurer determines the gains, 

dividends and interest allocated to each member. 

 
 

Value of Each Member’s Units 

 

Each Vantor Unit ended the year with a value of $112.18. The table below shows the number of units owned by 

each member, the value of each member’s units and each member’s gain as of December 31, 2016. 
 

Name Number of Units Value of Units Amount Invested Gain in $ Gain in % 

(Kept private for members) (Private) (Private) (Private) (Private) 12.18% 

(Kept private for members) (Private) (Private) (Private) (Private) 12.18% 

(Kept private for members) (Private) (Private) (Private) (Private) 12.18% 

(Kept private for members) (Private) (Private) (Private) (Private) 12.18% 

(Kept private for members) (Private) (Private) (Private) (Private) 12.18% 

(Kept private for members) (Private) (Private) (Private) (Private) 12.18% 

(Kept private for members) (Private) (Private) (Private) (Private) 12.18% 

(Kept private for members) (Private) (Private) (Private) (Private) 12.18% 

(Kept private for members) (Private) (Private) (Private) (Private) 10.19% 

(Kept private for members) (Private) (Private) (Private) (Private) 12.18% 

(Kept private for members) (Private) (Private) (Private) (Private) 12.34% 

(Kept private for members) (Private) (Private) (Private) (Private) 12.18% 

Total Units (Private) (Private) (Private) (Private) 11.97% 
 

While new members are required to invest a minimum of $10,000 to join the club, existing members can invest 

additional funds in minimum increments of $5,000. If you are interested in investing more or would like to 

recommend a new member, please get in touch by emailing am.vantor@gmail.com or by calling 647-537-3235. 

 

 

mailto:am.vantor@gmail.com
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Per Unit Performance 
 

The table below highlights key return figures for the club. 
 

  Since Inception+ 2016 

Vantor Units 12.18% 11.42% 

TSX Total Return Index 14.75% 21.24% 

S&P 500 Total Return Index in CAD 18.29% 8.56% 

Benchmark* 16.97% 14.90% 

Relative performance -4.79% -3.48% 
+  Our inception date is October 13, 2015 and the returns since then are non-annualized 

* Our benchmark consists of 50% the TSX TR and 50% the S&P 500 TR in CAD, rebalanced annually 
 

The 12.18% per-unit return in the table above differs from the 11.97% figure shown in the bottom-right of the 

table on the previous page due to the timing of new members joining. The 12.18% per-unit return is known as the 

time-weighted return (“TWR”) and it is more indicative of the club’s decision making than the 11.97% figure, 

which is known as the money-weighted return (“MWR”). This is because the TWR only takes into account how 

we invest and eliminates the impact of cashflows related to members putting money into the club. While the 

difference between our TWR and MWR is currently very small, it may be significant in the future. A video that 

does a good job of explaining the difference between the TWR and MWR is available here: 

http://www.valuewalk.com/2016/12/money-weighted-rates-return/. 

 

An important note before moving forward: we will use per-unit values in CAD as much as possible when assessing 

performance. Like TWRs, per-unit values ignore the impact of members putting money into the club and they 

will allow us to track each investment’s performance in a consistent, relevant manner as future contributions and 

withdrawals occur.  

 

Our return of 12.18% or $12.18/unit was achieved while holding an average cash position of 75% since inception1, 

with our lowest end-of-month cash position being 58% in November 2016. When looking at our non-cash 

investments, we have deployed a total of $51.80/unit towards stocks, which has returned 25%2. This return 

resulted in our stock investments contributing $12.92/unit towards our total $12.18/unit gain, with our cash 

contributing a loss of $0.73/unit3 due to our US dollars declining in value. What do all these numbers indicate? 

The 25% is what we earned for putting money at risk and when viewing it alongside our 12.18% total return and 

our high average cash position, we can see that cash remains the biggest drag on performance.  

 
 

Cash Positioning, Uncertainty and Concentration 
 

Our stocks did well, so why not use cash to buy more? Here are 3 factors that influence how much cash we hold: 

 

1) Firepower: Maintaining cash may allow us to buy more of the stocks we already hold and stocks of companies 

we are watching, like Visa and Starbucks, if their prices become more attractive. It is highly likely that our 

firepower will serve us well if the market were to experience a significant drop. 

 

2) Diligence and selectiveness: There are likely many good investment opportunities at any given time, but finding 

them, understanding them and assessing their risks is time-intensive. It can take a month or more to properly 

assess an opportunity depending on its complexity and even then, discipline must be maintained to walk away if 

there are too many negatives. Being diligent and selective will result in us taking longer to deploy cash and will 

also result in us cashing out once downside protection is limited.  
 

1. This was calculated by averaging the end of month % of cash relative to the portfolio starting in October 2015. 

2.  Calculation: ((end-of-year stock holdings of $35.48/unit + $29.23/unit worth of positions sold) / $51.80/unit deployed towards stocks)-1 = 24.92%  

3. The figures include transaction costs and do not sum due to rounding. 

http://www.valuewalk.com/2016/12/money-weighted-rates-return/
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3) Concentration and position sizing: Because we will be diligent and selective, the club will take highly 

concentrated bets compared to most mutual funds and passive strategies. While taking even more concentrated 

bets would have reduced our cash position and increased returns, investments must be made in proportion to 

an assessment of risk and valuation. For example, Timbercreek was a great opportunity, but given that 

Timbercreek itself had quite a concentrated borrower base and that it had relatively undiversified financing 

sources, I believe our initial position of slightly under 15% was appropriate.  
 

Determining the appropriate position size is an imprecise and somewhat subjective process. The world is very 

uncertain and taking too much of a concentrated bet can result in a permanent loss that cannot be recovered in a 

reasonable amount of time. In general, accounting errors, fraud, new entrants, obsolescence and macroeconomic 

events are some of the known unknowns that could impair an investment. Warren Buffett once said that 5 or 6 

stocks provide enough diversification for investors who conduct deep research (for those who don’t, extreme 

diversification in the form of an index fund would be best) and looking at our initial Timbercreek position, we 

weren’t far off of that framework. We may concentrate more in the future, but only if we can get the best of the 

best like Berkshire, Starbucks or Visa, at the right price. 

 
 

Holdings 
 

Shown below is our club’s investments, number of units and value per unit as of December 31, 2016: 
 

  % of Portfolio 

Cash and Cash Equivalents 68.4% 

Berkshire Hathaway Class B (“BRK”) 13.1% 

Timbercreek Financial (“TF”) 6.5% 

JPMorgan Chase and Co. (“JPM”) 4.9% 

Fannie and Freddie Preferred (“F&F”) 2.5% 

Fannie and Freddie Common (Also “F&F”) 1.4% 

Ally Financial (“Ally”) 3.2% 

Total Portfolio 100% 

Number of Units (Private) 

Value per Unit 112.18 
 

We trimmed our stocks late in the year due to Citigroup (“C”) and TF reaching our price targets and our sale to 

reduce our F&F exposures. The appreciation of these securities, and of BRK, resulted in our Q4 return being 

11.2%, making Q4 account for 92% of our returns since inception.  

 

The table below-left shows each of our investments made since inception and their returns. The chart below-right 

shows the contribution of each holding to the overall gain per unit. 
 

First Purchase Date Holding Return 

December 9, 2015 TF 26.25% 

January 15, 2016 BRK 17.91% 

July 15, 2016 F&F 85.53% 

August 31, 2016 C 24.27% 

November 15, 2016 Ally -0.83% 

December 20, 2016 JPM 0.52% 

N/A Cash -0.58% 

 Total 12.18% 
 

The next four sections will discuss our investments in greater detail and touch upon big picture investing concepts. 
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Timbercreek, Citigroup and the Club’s Selling Strategy 
 

Our TF position returned 26%, contributing $3.63/unit towards our overall gains. I believe this was quite good 

considering the risk we took, which was small even with the issues discussed in the “Cash Positioning, 

Uncertainty and Concentration” section. Our original thesis for buying TF (known then as “Timbercreek Senior 

Mortgage Investment Corp.”) was basically that it had shareholder friendly management, a very understandable 

business model and was trading at a price that offered a strong margin of safety. 

 

So, what caused us to sell over half of our position on November 24, 2016? It’s price. TF’s price rose to reflect 

the value of its mortgage portfolio and other assets less its liabilities, thereby offering less margin of safety and 

upside. Why didn’t we sell all our shares? TF remains a well managed, understandable company that should return 

close to 8% per year going forward. By selling a portion of our position we balanced the negative of lower 

downside protection with the positive of it being a good company. However, if TF were to rise in price sharply 

and without reason, we would likely trim more shares and if it were to drop significantly, we would replenish our 

position. The fact that TF was a good company saved it from the same fate as our C position, which we sold once 

it reached our range of intrinsic value.  

 

We invested $9.65/unit in C on August 31st and by December 20th, we had sold all our shares for proceeds of 

$11.99/unit, giving us a return of 24%. C had some margin of safety when we first bought it, but once it reached 

our range of value, its lack of a strong competitive advantage, its complicated exposures and its poor track record 

of risk mitigation led us to replace it with a superior organization in JPM. 

 

Going forward, if a mediocre company such as C reaches our estimate of intrinsic value, we will sell a big chunk, 

if not all our position. In cases of stronger companies such as TF or JPM, we will continue to hold our positions 

if they are within the range of our estimate of intrinsic value, but the size of the positions should be limited to 

under 10% of the portfolio because the downside risk and upside potential4, while acceptable, will not be great. 

 
 

JPMorgan Chase, Ally and How Banks Lend 
 

My analysis of C led to a better understanding of how to interpret the Federal Reserve Bank’s stress tests, which 

gave me greater confidence in assessing the downside risk of both C and JPM. In addition to being able to better 

measure risk, the following led me to believe that US banks carry low risk: a) American banks, in aggregate, have 

the lowest leverage since 1938 measured by the ratio of assets to equity; b) tough regulatory requirements have 

forced US banks to consider interconnectedness and hold more capital; and c) the financial crisis caused banks to 

make hidden risks more visible5. In addition to seemingly carrying low risk, US banks had relatively low 

valuations prior to the election, making them very compelling at the time.  

 

My research into banks gave me a better understanding of how they work and it was mentioned in the C report 

that I would explain how banks lend, so here we go: The way that banks lend is fundamentally different than how 

you or I would lend. If you were to lend me $1M to buy supplies for my new burger joint (I’d probably eat most 

of the inventory myself, but let’s say you lend me the money anyway), you would give me cash, a check or 

transfer money from your account to my account; you would replace your $1M cash asset with a $1M loan asset, 

so your overall assets wouldn’t change. However, if I get a loan from Bank A, the following would occur: Bank 

A would record a $1M loan asset on its balance sheet and would put a $1M deposit into my account, which would 

be recorded as a deposit liability on its books. In other words, Bank A would not replace cash with a loan, it would 

create a loan asset and a deposit liability. Bank A increased its assets by making a loan6. 

 
4. Subject to modeling assumptions, the stock of a good company that we consider fairly valued should return 8-10% per year in the long run. 

5. “Hidden” refers to the off-balance sheet structures that were prevalent pre-2007, and they became “visible” because once they blew up, they 

required support by the banks that set them up, which forced those banks to bring them on-balance sheet. 

6. US banks have to maintain a certain amount of cash equivalents in proportion to deposits, which restricts how much they can increase their assets. 
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Why is this relevant? If I were to buy the supplies from a vendor who deposits with Bank A, Bank A would simply 

reduce my deposits and increase the deposits of the vendor; Bank A would not move any of its cash. But, if I were 

to buy the supplies from a vendor who deposits with Bank B, then Bank A must transfer cash to Bank B. The 

smaller Bank A’s depositor base, the more likely its loans will result in payments to other banks, causing its cash 

assets and deposit liabilities to shrink, which may lead it to hold more low-interest liquid assets to make transfers 

to other banks and lead it to replenish its depleted deposits with more costly sources of funds, which together will 

decrease revenues and increase costs. This realization gave me a better understanding of why having a big base 

of depositors matters and our investment in JPM gives us exposure to the 2nd biggest bank by US deposits. 

 

Other than its big deposit base, JPM has impressive characteristics (details are available in the JPM report) that 

set it above other banks. On December 20th, we invested $5.44/unit in JPM and as of the 31st, the position was 

worth $5.46/unit. I believe JPM will likely return ~10%/year when dividends are included. We invested $3.64/unit 

in another deposit taking institution, Ally, on November 15, 2016 and our position was worth $3.61/unit as of 

December 31st. The Federal Reserve’s stress tests indicate that Ally would lose ~15% in a crisis scenario, but if 

nothing terrible happens, we should make 15% or more. Ally is in the auto loan space and the real opportunity 

will come if investors get unjustifiably spooked and we can buy more at lower prices. 

 

US bank stocks have performed very well since the election, with the financial sector gaining 16.3% in USD since 

November 9th vs. 4.63% for the S&P 500. Why the strong performance post-election? Trump’s administration 

and the Republicans have expressed interest in reducing regulatory restrictions on US banks, which may allow 

US banks to compete against their international peers on a more level playing field. 

 
 

Berkshire Hathaway and the Impact of Tax Cuts on Valuation 
 

The post-election rally could partially be due to a potential corporate tax cut. The republican stance is that 

corporate taxes should be lowered from 35% to 20% and Trump wants corporate taxes to be an even lower 15%. 

What’s the impact of tax cuts on stock prices? Let’s take a very simple example of a company that consistently 

earns $100 before taxes and pays out all its after-tax earnings in the form of dividends. If the company pays a 

35% tax rate, it would earn $65 after tax and if we were to attach a 10x multiple on the company, it would be 

worth $650. Now say tax rates suddenly decrease to 20%, the company will now earn $80 after tax and be worth 

$800. The decrease in taxes from 35% to 20% resulted in the company being worth 23% more ($800/$650-1). 

 

The example above is very simplified as companies often do not pay the full corporate tax rate and real life 

situations are further complicated due to the impact of competitive pressures (companies may pass on the benefits 

of lower taxes to customers), retaining earnings (not paying them out) and different rates of return on reinvested 

earnings (the more a company earns on reinvested earnings and the less it pays out, the greater the benefit of a 

tax cut will be). Regardless, tax cuts taken in isolation should lead to higher stock prices.  

 

BRK would likely benefit from tax cuts, as it paid an average tax rate of 30% from 2013 to 2015, and it should 

also be able to sustain itself if interest rates start to creep up because it would earn more on insurance premiums 

collected, its credibility and low debt load give it financing flexibility and it holds minimal exposure to interest 

rate-sensitive assets. In BRK’s 2015 annual report, it was disclosed that a 1% increase in interest rates should 

increase BRK’s book value by $5B (its book value at the end of Q3 2016 was $269B). 

 

Our BRK position returned 18%, contributing $2.52/unit towards our overall gains. BRK is now trading at 1.49 

times its book value, which is higher than the 1.2x yardstick that Buffett uses to repurchase shares. So, should we 

start trimming? Buffett wrote that he would build BRK’s per-share intrinsic value by, amongst other things, 

“repurchasing Berkshire shares when they are available at a meaningful discount from intrinsic value”; therefore, 

we can infer that he believes that at 1.2x book value, BRK is still at a meaningful discount from intrinsic value.  
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But what is a meaningful discount? If we were to assume that BRK’s year-end price of $163 equaled intrinsic 

value, “meaningful” would have to be at least 25%7. This number is not unreasonably high, indicating that 

Buffett’s estimate of BRK’s intrinsic value could easily be higher than the year-end price, and potential tax cuts 

could push his estimate of intrinsic value even higher. Even if BRK may be only slightly undervalued or within 

the range of intrinsic value, it is a company with very unique assets and management. I believe we shouldn’t start 

trimming our position until it seems obviously overvalued.  

 
 

Fannie, Freddie and Keeping Performance in Perspective 
 

We sold slightly under half of our F&F positions at the start of December to limit our downside risk. When taking 

our sales into account and the value of our remaining positions, F&F returned 86%, contributing $4.43/unit to our 

overall gains. Sounds great, right? When considering the risk we took, it is not that impressive. I believe F&F 

have the highest chances of going to zero than any other investment that I have made in the past (the risks are 

detailed in the Fannie Mae report) and because of the risk we took and our original thesis, I believe another 150% 

gain would be required before we can consider these investments to be truly successful. Don’t get me wrong, I 

am pleased that these investments have returned this much in the time frame that they have, but it is important to 

keep in mind that the return made must always be assessed relative to the risk taken. 

 

The reason that F&F have appreciated so much in such a short time is likely because of Trump’s pick for Treasury 

Secretary, Steve Mnuchin, saying that “We have got to get Fannie and Freddie out of government ownership” 

and that doing so would be one of his top 10 priorities. The problem is that this may not happen due to the grind 

of the political process and even if it does happen, we don’t yet know what it would entail and how it would 

impact our position. Given their risk and return profiles, I believe our combined F&F position of under 5% gives 

us upside potential and is small enough so that we can recover if these investments don’t play out. 

 
 

Concluding Remarks 
 

Despite the club’s underperformance relative to our benchmark, I believe the results have been satisfactory to 

date given that our investments have played out more or less according to plan. Having an investment play out 

according to plan in a short time frame involves as much luck as skill (perhaps even more luck than skill), and 

our investments going forward will likely not play out over short time horizons as they have for us so far. 

 

This is brought up because volatility can and will lead to periods of poor performance and those with the stomach 

and mindset to bear volatility in the short term have a better chance of performing well in the long term. Bearing 

volatility means being able to double down when things move against you, remaining steadfast when everyone is 

surpassing you and keeping your ego in check when you are performing at the pinnacle of those around you, 

while at the same time constantly questioning your own judgement. 

 
Thank you all for being a part of the club during its early days. You have entrusted the club’s officers to make 

investment decisions and we will not forget our duty to allocate your capital in a prudent manner.  

 

Regards, 

 
Ashvin Moorjani 

President 

Vantor Investment Club  
 

 

7. This was calculated by the following: $163 Class B year end price ÷ ($109 book value per class B share *1.2) -1. 


