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VANTOR INVESTMENT CLUB 

2015 Annual Letter to Members 

January 23, 2016 

 

Dear Members, 

 

Thank you all for being a part of the club during its early days. The club’s officers and I feel fortunate to have 

such high calibre individuals as members who bring unique insights from different fields. 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. 

 

The officers and I hope that you are beginning to see value in the club’s first objective of empowering and 

educating its members. Reviewing the educational material is completely optional; however, we strongly 

believe the material shared will increase your earnings power by not only helping with your investment 

decisions, but by also bringing a different perspective to your other professional endeavors. 

 

This letter contains the following: 
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Tax Documents will be sent out once TD Direct Investing provides documentation and our Treasurer prepares 

the tax filings for the club. 

 

Value of Each Member’s Units 

 

Each Vantor Investment Club Unit ended the year with a value of $100.68. Below is the number of units owned 

by each member and the value of their units as of December 31, 2015. 

 
Name Number of Units Value of Units 

(Kept private for members) (Private) (Private) 

(Kept private for members) (Private) (Private) 

(Kept private for members) (Private) (Private) 

(Kept private for members) (Private) (Private) 

(Kept private for members) (Private) (Private) 

(Kept private for members) (Private) (Private) 

(Kept private for members) (Private) (Private) 

(Kept private for members) (Private) (Private) 

(Kept private for members) (Private) (Private) 

(Kept private for members) (Private) (Private) 

Total Units (Private) (Private) 

 
We have amended our By-Laws to now require new members to subscribe to at least $10,000 worth of units, but 

additional investments remain at $5,000. If you are interested in subscribing to more units, please get in touch. 
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Per Unit Performance 
 

Our trading account opened on October 13th 2015 and this will be our date of inception going forward. Given 

the short time frame, the returns will not be insightful, and I am neutral regarding our performance so far. 

 

 Oct 13, 2015 to Dec 31, 2015 

Vantor Units 0.68% 

TSX Total Return Index -5.36% 

S&P500 Total Return Index in CAD 8.96% 

Benchmark* 1.80% 

Relative performance -1.12% 
*Our benchmark consists of 50% the TSX TR and 50% S&P 500 TR in CAD 

 

The biggest contributor to our underperformance relative to the benchmark was the strengthening US dollar as all 

our investments were in Canadian dollars over the period assessed. Since we convert the S&P500 into CAD for 

benchmarking purposes, as the USD strengthens, the value of our benchmark goes up in Canadian dollar terms. 

The USD strengthened by 6.3% relative to the CAD during the period assessed, indicating that if the USD stayed 

flat vs. the CAD, we would have beat our benchmark by 2%. Currency fluctuations can and will impact our 3rd 

objective of outperforming passive alternatives, so let’s delve a little deeper into the subject. 
 
 

Thoughts on Foreign Currency Risk 
 

Given its impact on performance, how should we incorporate foreign currency risk into our decision-making 

process? But, before we get into that, I’d like to take a step back and ask the following: Can the value of a currency 

be determined without knowing its market price?  

 

It is possible, but it is extremely complex with many hard to predict variables. Changes in purchasing power, flow 

of trade, monetary policy, fiscal policy, regulatory policy and economic conditions all play a role. More so, 

assessing how these variables interact with each other and how they interact with the conditions of other countries 

compounds the complexity of trying to value a currency if market prices are not available.  

 

On the other hand, you can value a stock, a private business or a piece of real estate without knowing its price by 

assessing 3 primary factors: 1) the government bond interest rates; 2) the expected cash flows the investment will 

generate; and 3) your assessment of the risk of the investment’s expected cash flows. Of course, it is often difficult 

to reliably determine the value of an investment, but if you can figure out the key drivers of its cash flows and 

test those drivers under various scenarios, you can come up with a reasonable range of purchase prices.  

 

You may be thinking, “But the expected cash flows of an American investment are denominated in USD. So, by 

buying an American company are you betting on the USD appreciating?” Not at all, and here’s why: 

  

1) Many US stocks have natural hedges: US companies often generate income from other countries, which creates 

a natural currency hedge for Canadian investors. For example, if we were to invest in a US company that generates 

income from India, a decrease in the value of the USD would mean that more USD would be received per INR. 

Therefore, the increase in the company’s earnings would likely be reflected by a higher stock price, partially 

offsetting the decrease in value of the stock in CAD terms; 

 

2) Currency risk is mitigated in the long term: Say you buy a non-dividend paying US stock for 100 USD that 

seems fairly valued as you purchased it at book value, on which it returns a fair 10%. Then, say immediately after 

your purchase the USD drops by 20% vs. the CAD and stays there (the USD has increased by 22% vs. the CAD 
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over the last 10 years). Even with this decrease, at the end of 10 years you would likely have achieved a return of 

7.6%/year in Canadian dollar terms, still beating the TSX, which returned under 5%/year over the last decade. 

 

3) Buying at a discount adds an extra layer of protection: Our club looks to buy stocks below their intrinsic value 

and say our patience allows us to wait until we are able to purchase the stock in the example above at 80 USD. If 

the same 20% drop in the USD were to occur, we would likely obtain a return of 10%/year in CAD after 10 years. 

 

Determining the importance of currency fluctuations on returns should be conducted on a case by case basis.  But, 

the points above demonstrate that for the most part, our decisions should not hinge on foreign exchange risk. 
 
 

Holdings 
 

Shown below is our club’s investments, number of units and value per unit as of December 31, 2015: 

 

 % of Portfolio 

Cash Equivalents (TD ISA) 61.2% 

Cash 24.6% 

MTG.TO stock 14.3% 

Total Portfolio 100.0% 

Number of Units (Private) 

Value per Unit 100.68 

 

85.8% of our portfolio is in cash and cash equivalents at the end of 2015, returning an average of 0.535%. We are 

not in these positions for the return and we haven’t made more stock investments because opportunities that 

provide the club with a margin of safety have not been found.  
 
 

Other Securities Assessed 
 

The club’s officers and I are constantly on the prowl. Here are some ideas that we were scoping out, but they 

didn’t look meaty enough: 

 

PayPal Holdings (NASDAQ: PYPL)  

In early October, our Investment Officer and I were undergoing our final discussion regarding whether or not we 

should send out a buy recommendation on PYPL. It was mutually agreed that despite there being many players 

in the payment space, PYPL was unique in the sense that it is involved in 1 in 6 online transactions and it was 

able to achieve this size because it incubated within eBay. 173M PayPal accounts are in use, more than the number 

of American Express cards outstanding, and 13M merchants use PYPL to process transactions (Visa and 

MasterCard have about 36M acceptance points for some context). PYPL’s scale and the manner in which it grew 

within eBay, indicated that it was very hard to replicate because any new system would have to grow within a 

large person-to-business ecosystem to achieve similar size; simply having a more user-friendly technology would 

not be enough to seriously compete with PayPal. In addition to a durable competitive advantage, PYPL seemed 

to have up to 39% upside. 

 

PYPL’s strengths led me to first purchase eBay in November of 2014 when PYPL and eBay were still one 

company. A key component of my thesis was based on the belief that the big credit card companies would not 

squeeze PYPL (about 50% of PYPL’s US transactions were done by using credit cards in 2013) because PYPL 

is in the business of managing deposits (PYPL has about $12B customer deposits in PayPal accounts), whereas 

Visa and MasterCard separated from deposit taking institutions long ago. 

 



4 

 

Then our Investment Officer brought Stripe to my attention. Stripe is a payment solution and it also manages 

deposits, but it doesn’t seem to pose an obvious threat to PYPL itself; the threat lies in the fact that it has PYPL’s 

former founders (which includes Elon Musk) and Visa as investors. Having Visa invested in an online payments 

company that manages deposits made our Investment Officer nervous and he wisely let me know. We then agreed 

that while PYPL is more likely to go up than down because of its current valuation, we weren’t convinced that it 

would offer the club a strong enough margin of safety. However, if PYPL’s price were to drop to the mid 20s (it 

is currently trading around $32), it may make sense and as such, we may release a PYPL report in the future. 

 

I am tolerant of PYPL’s risk level and will likely continue to hold it in my personal account until it reaches my 

estimate of intrinsic value. But, I cannot recommend it at its current price given the new information about Stripe.  

 

American International Group Inc. (NYSE:AIG) 

I first started looking at AIG (the large insurance company that almost took down the US economy in 2008) in 

June. The reason why AIG appealed to me is described by the following excerpt from my uncompleted report: 
 

“When a non-life insurance company records premium revenue, they also make an estimate regarding their 

expected payouts, known as loss reserves. The risk that these loss reserves are understated is a primary concern 

when assessing the balance sheet of a non-life insurer. Looking back over the last 10 years, AIG’s 2004 loss 

reserves were underestimated by 36%. If we were to increase AIG’s current loss reserves by this same amount, 

AIG’s book value of $104B would be reduced to $78B, still resulting in a P/B of under 1. This shows that AIG 

would have downside protection even in an extremely negative scenario.” 

 

In other words, I thought that even if AIG’s poor loss estimating ability in the past were to be repeated, AIG’s 

investors should still come out with a small gain. On the other hand, if AIG learned from the past and was 

estimating their losses correctly, investors could gain 39%, making it very undervalued.  

 

My AIG thesis started falling apart when I began researching a comparable company, ACE Limited 

(NYSE:ACE). ACE has an incredible record of accurately measuring its losses and it has one of the Property and 

Casualty Insurance industry’s best underwriting performance shown by its combined ratio, which measures an 

insurance company’s underwriting losses and expenses relative to the premiums it earns. At the time of my AIG 

research, ACE was trading at a similar price to earnings ratio (a measure of valuation) as AIG, which severely 

weakened the case for AIG being undervalued. I determined that it did not offer enough margin of safety for the 

club. However, like in the case of PYPL, I own AIG stock. I purchased it during the severe downturn on August 

24th before I discovered the strength of ACE. I plan to continue to hold AIG, but I cannot recommend it. 

 

WestJet Airlines Ltd. (TSE:WJA) 

WJA seemed to have a durable competitive advantage over Air Canada (TSE:AC) because of its cost structure. 

In the Airline industry costs are measured based on Cost per Available Seat Mile (“CASM”), which is the average 

cost to transport a seat a mile. WJA’s CASM is about 13.30 cents vs. 16.65 for AC. Also, to my pleasant surprise, 

WJA earned about the same amount as AC for transporting a customer a mile (about 19 cents). Taken together, 

this meant that while WJA was still the 2nd largest Canadian airline by revenue with a 35% market share (Air 

Canada has a 55% share), it had a major advantage if a price war broke out. Another advantage of WJA was its 

valuation, which pretty much assumed 0% operating profit growth despite operating profit actually growing by 

23% per year from 2011 to 2014. It seemed like an obvious buy, but cracks soon began to emerge… 

 

WJA’s management was targeting a Return on Invested Capital (“ROIC”) of 12% before taxes and although it 

has been beating that, a 12% pre-tax ROIC target is simply too low. A 12% pre-tax ROIC equates to an 8% after-

tax ROIC and if we can get close to 8% after tax by investing in stocks, an operating company with added risks 

should be able to generate more than that.  
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The nail in WJA’s coffin came when I discovered that in the year ended April 30, 1999, WJA made about 20 

cents for transporting a customer a mile despite there being less demand per seat, shown by only 71% of its seats 

being used by customers vs. +80% in 2014. This showed me that WJA has weak to non-existent pricing power, 

indicating that there is a good chance that WJA would not be able to raise its prices even if the demand for its 

service increases. Therefore, to grow its operating profit in line with inflation, WJA would have to reinvest in 

new planes and as discussed in the previous paragraph, the return on investment would not be satisfactory. In fact, 

if WJA could keep up with inflation without additional capital, I estimate that it would be worth around $28/share. 

But, since WJA has minimal to non-existent pricing power, my estimate of its value dropped to about $15/share.  
 
 

Businesses vs. Franchises: Thoughts from Warren Buffet 
 

West Jet Airlines (“WJA”) has the characteristics of what Buffet calls a Business Enterprise. To elaborate, it has 

been able to do well in the past because it is a low-cost operator and has been managed by capable people. 

However, a superior class of enterprise is what Buffett calls a Franchise. This is what Buffett wrote about 

Franchises in his 1991 Annual Letter to Shareholders: 

 

“An economic franchise arises from a product or service that: (1) is needed or desired; (2) is thought by its 

customers to have no close substitute and; (3) is not subject to price regulation. The existence of all three 

conditions will be demonstrated by a company's ability to regularly price its product or service aggressively 

and thereby to earn high rates of return on capital. Moreover, franchises can tolerate mis-management. Inept 

managers may diminish a franchise's profitability, but they cannot inflict mortal damage.” 

  

WJA does not meet the second criteria, nor do most airlines. A close substitute of one airline’s flight is simply a 

similarly priced flight from another airline. Buffett also mentions that a franchise can tolerate mis-management. 

This is not the case with WJA. If WJA were to be run by a non-labour friendly management team, it could cause 

its workforce to unionize, which could result in less efficient operations. Also, WJA doesn’t demonstrate the 

ability to price its product aggressively, hence it ability to earn a high rate of return on capital is questionable. 

 

I wondered why airlines were considered poor businesses and now I know. But, if WJA were to drop to say 

$5/share and maintain the same fundamentals (it is currently trading at $19), I would definitely buy it. Even a 

poor business can be a good investment if the price is right. 
 
 

Events Subsequent to Year End 
 

The markets have been getting punished since the end of the year. From our inception date to January 22, 2016, 

our benchmark is down 4.2% and we are down 0.3%. Our units are now worth $99.71 each.   

 

Our cash position is currently 72% and given this allocation, we will be very strongly positioned if the markets 

go down further as we will be able to buy stocks we like at better prices. The downturn has already allowed the 

club to buy BRK.B at $126.23 and if the price decreases further, we could purchase more to bring our average 

cost closer to $120/share. 

 

Thank you all for being a part of Vantor and I look forward to generating new investment ideas in 2016. 

 

Regards, 

 
Ashvin Moorjani 

President 

Vantor Investment Club  


