Letter To The Partners of Graham Theodor & Co. Ltd.:
Graham Theodor’s performance vs.
Year

Return

S&P 500 Return

S&P/TSX Return

2007

11.2%

5.49%

9.83%

2008

8.6%

-37.0%

-35.0%

2009

58.6%

26.46%

26.03%

2010

46.2%

15.06%

14.50%

2011

14.5%

1.46%

-12.4%

2012

34.9%

13.41%

4.00%

* Returns prior to 2010 are for the Theodor Tonca Join Account which predates the inception of Graham Theodor
& Co. Ltd.

In last year’s letter i wrote:
“Our goals in this regard for 2012 remain the same as they did at the outset of this past year, which are:
1) Safety of our Principal
2) Satisfactory return on our capital
The second objective is subjective and will be different for everyone, but speaking strictly for ourselves
it is to achieve an annualized return on our capital of over 10-12%. This threshold we know is not easy
to achieve, i liken it to having to consistently jump over 6 foot high bars rather than having to step over
1 foot bars. Therefore, we will inevitably stumble on occasion, but we believe that with hard work and
discipline one can achieve a fair, risk-adjusted return by investing over the long term and that is our
goal, but never our promise.”

To this end, we have far exceeded our goals (and expectations) set at the outset of the year. However,
before anyone gets too giddy or we get all puffed up; it should be noted that this kind of a performance is
simply not repeatable on a year over year basis.

Despite some of our good fortune over the past few years (after 2008) we expect to earn fair, though not
spectacular returns going forward (a multitude of things will see to that).
The Good, Bad & The Ugly
“If all else fails, immortality can always be assured by spectacular error.” - John Kenneth Galbraith
Back by popular demand is the annual re-cap of ways in which we should have allocated and occasionally
mis-allocated capital during the past twelve months. As it did last year, this exercise should prove both
enlightening and educational to all, and since my foibles and miss-steps were of such entertainment, this
section has moved up past the usual operations update in stature which all can still read in the next section
of this letter.
While this past year’s performance was satisfactory by all standards, we (or rather I) were far from error
free and this section will shine light on how much money i have cost myself and you (our partners) this
past year by diddle-daddling for good parts of it.
Without further ado, let the carnage commence:
Siem Industries Inc.
This is a classic case of a holding company valued at a substantial discount to the sum of it’s parts. What
can be attributed to this repeated (as we will show later) occurrence?
As my friend David Waters who maintains the OTC Adventures site noted when he wrote about Siem this
past April (see here) it’s a multitude of things:
- The well-known stock market phenomenon widely regarded as the “holding company” discount.
- Family control, as over 70% of shares are owned by the company’s founder, Kristian Siem and his
family.
- Finally and perhaps most importantly in this particular instance, poor underlying economics for the
primary sector in which the company does business (international container shipping) which suffers from
overcapacity issues and other ills.

Despite all this, the company was valued at a price which was well below a conservative measure of its
liquidation value. Surely, such an eye-catching price was certain to attract bargain hunters such as myself
(and lest, it did). To elaborate further, Siem Industries was valued at a total market capitalization of
approx. $987 Mil. as compared to a conservative liquidation value of $2.45 Bil.
Now this was in late April 2012, being that the only constant in life is change, things have progressed
quite a bit since that time. For one, Siem is now valued in the market at about $1.46 Bil. as a going

concern while its “break-up” value (aggregate value of the company’s public holdings) stands at approx.
$1.93 Bil. USD. Also, keep in mind that even this “sum of the parts” figure understates the company’s
true liquidation value as Siem’s wholly owned Siem Car Carriers Inc. subsidiary is assigned no value
whatsoever and neither is the company’s stakes in two smaller, private investments (Deusa International
& Siem Capital AB).
So you’re probably thinking my partners and I are likely relishing in the roughly 36.3% appreciation in
the value of the company’s shares year to date? Wrong! They (and I) would be if I had the wherewithal to
purchase any, unfortunately (for everyone) i didn’t.
Part of the reason can be attributed to the lack of liquidity in the company’s shares which itself can be
traced back to the controlling family and other minority shareholders owning (and wisely) not selling a
very large portion of the company’s common shares. Therefore, i was simply shut out of acquiring any
meaningful block of shares which would have made the holding worthwhile.
The other part of it is that i, in my infinite wisdom felt that i could do much better and locate an even
higher quality business than Siem selling at the same depressed level (or even lower). You will find out
later in this letter how that search turned out.
If you dare, read on as the omissions are about to cut deeper, ouch!
Beaumont Select Corporations Inc.
Ah, the one that got away (for now). I can be pretty persistent and never take no for an answer the
first few times around. Thus far though, i have yet to have any luck finding a price i truly like for this
particular business.
My partner Graham Young first stumbled upon Beaumont, which processes frozen food through its
wholly owned subsidiary Naleway Foods Ltd. this past March. Naleway is the largest processor of
perogies and private label panzerottis in Canada. In addition, Beaumont also has a portfolio of equity
securities which is primarily comprised of minority stakes in other publicly traded Canadian companies
that it holds for investment purposes.
Beaumont also occasionally looks for developed real estate which it can acquire to further diversify and
enhance earnings, although this particular activity has so far proven inconsequential for the company.
Moving on, the company was valued at approx. $8.2 Mil. in the market late this past March, as compared
to a net cash asset value (Current Assets discounted minus Total Liabilities) of $8.4 Mil. at the time.
There was just one hitch, while the company could be construed to be valued just slightly below a
very conservative measure of what its readily available assets would likely receive in a hypothetical
liquidation, the company was losing money from its operations as a whole.
Now, i have never and nor do i plan to ever purchase into a business which is not at the very
least moderately profitable. However, even purchasing into such a business as Beaumont’s at the
aforementioned depressed valuation has its merits, as other great investors have shown throughout time

with their buys of aptly titled “cigar butts”.
Needless to say, i never pulled the trigger on Beaumont and we have paid for the omission. As i write
this, Beaumont’s present market value (as of Dec. 1, 2012) stands at $9.2 Mil., book value at: $22.6 Mil.
and the company turned a modest profit of $0.07 per share for the first quarter of fiscal year 2013. Worse
yet, the company commenced a buyback program for approx. 5% of all of their outstanding shares on July
2, 2012, which is what more companies ought to do with their cash when their own shares are valued in
the market at prices well below their intrinsic value.
Rest assured, Beaumont is still very much on my radar and if i ever get the chance to purchase a
significant minority stake in the company at anywhere near the price i previously alluded to, i will not
hesitate.
IFL Investment Foundation
In last year’s letter i wrote about the voluntary liquidation of the closed-end investment holding company.
The orderly liquidation proceeded as expected and concluded on March 30, 2012.
I also told you that i would assess the damage (to our overall performance) in this year’s letter, well here
goes. Beginning in January 2012, IFL began disposing of its portfolio of marketable securities, the total
proceeds from the divestiture of the entire portfolio came to $14.17 Mil. CAD. This is slightly lower
than initially anticipated, this ended up being the case simply due to the net assets of the investment fund
decreasing from $17.11 Mil. down to $15.16 Mil. during FY 2011 or -11.4%.
Nevertheless, this slight on my part ended up costing us approx. 6.1% in capital gains which would have
been attributed to us had i purchased a position in IFL when i originally had the chance at a market price
of about $13.3 Mil.
To sum up, i hope for you as Aesop once elucidated:
“Better to become wise by the misfortunes of others than by your own.”
Unfortunately, the “others” at whose expense you are becoming wiser in this instance is us:(
Now that our gaffes (some bad, more ugly) are largely behind us, its time to do a bit of gloating (not too
much though) and marvel at some of the gems which were uncovered over the past twelve months.
Pargesa Holding S.A.
Pargesa through its holdings is active in various industrial and services sectors. I wrote about the
company at length in my personal journal earlier this year (see here) for brevity’s sake will not repeat the
process here.

Pargesa owns significant minority stakes in a number of the largest and most significant businesses in
the European economy, including a 5% stake in the largest electric utility company in France; GDF Suez
and a 7.5% shareholding in Pernod Ricard, whom is the world leader for wines and spirits among others.
Despite this “part-ownership” in a small group of world class businesses, all of which are profitable and
possess some distinct competitive advantages in their respective industries as well as a not insignificant
cash position of approx. $1.94 Bil. CHF around the time of our initial purchase. The company was valued
at little more than $4.06 Bil. CHF in the open market.
This against a total market value of all of the company’s holdings of $5.41 Bil. CHF at the time.
Things have progressed (somewhat) since the time of our purchase in early June 2012. The market
has now placed a slightly greater (though still irrationally pessimistic) valuation on the company of
approx. $4.81 Bil. CHF. This compares to a present liquidation value of $5.22 Bil. CHF (market value of
available for sale financial assets plus cash & equivalents less debt and other liabilities).
As this evidences, whilst fiscal conditions in many countries throughout Europe remain subdued and may
indeed continue to deteriorate over the short-term, there are very definite benefits to be reaped during
such periods in time.
First Trust Bank of Charlotte
Our First Trust position is part of a small group made up of several “special situation” holdings which we
own.
First Trust was just the kind of merger arbitrage opportunity we like, it was between two businesses we
understand (community bank BNC Bancorp Inc. acquiring First Trust Bank of Charlotte), relatively small
in size ($35 Mil. USD in total), short completion timeline (just under 7 months from time first announced)
and very simple terms (no extensive “subject to” clauses, other than the customary shareholder and
regulatory approvals).
Although this particular transaction was not of the “all cash” variety (our much preferred type;) the 70%
stock, 30% cash combo sufficed and unbeknownst to us, Mr. Market (Benjamin Graham’s pejorative term
for the stock market in general) would offer us an early Christmas present in the form of a sudden burst of
irrational exuberance.
During the latter days of October as well as the first few of November, Mr. Market was a particularly
cheery fellow as he placed an arbitrary value on First Trust shares, that was well above the BNC
acquisition price. Needless to say, we took full advantage of his generosity and sold our shares before the
deal could ever be consummated (which if you are wondering, closed on Nov. 30).
Western Reserve Bancorp Inc.
This one is hot off the press (literally) as i just got the following bit of news while compiling this letter.

The bit of news is that, the acquisition of Western Reserve Bancorp by Westfield Bank, originally
announced on June 6, has been completed as per Crain’s.
For Western Reserve shareholders (which includes us) that means the receipt of $29 per share, total deal
size being $18 Mil. This amounting to a gain of approx. 6.4% on our initial purchase, which was made in
mid-August or little more than three and a half months ago.
Just as in the First Trust case mentioned above, this particular transaction was dead simple, both
management teams expressed their support for the transaction from inception and since all parties were
ready and willing (perhaps even eager) to consummate a transaction, the deal did not come with a lot of
the hang-ups which are associated with a great many mergers and acquisitions today.
This to say nothing of the deal being an “all cash” transaction, our favorite kind;)
Stay tuned to learn about a few similar “workouts” we hold in our bag which will (hopefully) pay off in
the new year later in this letter.
ES Bancshares Inc.
I don’t know who it was that originally said: “sometimes the best investment, is the one you don’t make.”
therefore i will not venture to attribute it incorrectly, but it rings true for us here.
Before i begin, let me just say that Anthony P. Costa, ES Bancshares Chairman & Co-CEO along with his
team, spearheaded by Philip Guarnieri, President & Co-CEO of ES have done the best job they possibly
could do amidst a very challenging economic environment despite some headlines to the contrary.
When we initially considered taking up a minority stake in ES in the latter parts of 2011, the nationally
chartered bank holding company was valued just north of $5.2 Mil. USD in the market, total assets stood
at approx. $161 Mil. (comprised primarily of residential and commercial real estate loans receivable),
total deposits at $139 Mil. (for a loan/deposit ratio of 91.5%), total non-performing loans were under 2%
(at 1.94% to be exact), net charge-offs to total loans at only 0.36% and book value at $10.9 Mil. So far so
good.
Unfortunately, a great part of this performance did not persist and there were also other metrics (which i
will mention shortly) that did not register with us either and why ultimately we opted not to invest.
First, total non-performing loans as a percentage of total loans increased to 2.4% and net charge-offs net
of recoveries also increased ever so slightly. This, coupled with slight deterioration in several other areas
of operation has directly caused the bank’s market value to fall below $4 Mil. near the end of 2012.
Given our conservative nature, we look to Reserves/Non-Performing Assets, Asset/Liability Structure &
Efficiency Ratio, as three of the most important criteria when working to approximate a bank’s intrinsic
value. Of course, these are not the only criteria as a multitude of others must always be taken into
consideration such as Deposit Growth/Net Charge-Off Ratio & Adjusted Earnings/Total Assets to name

just a few, but they are very meaningful nonetheless.
To put it in some perspective as it applies to ES, the operating bank’s efficiency ratio is currently
in excess of 100%, which is a sign that a bloated organizational structure may currently be in place.
Additionally, the bank’s asset/liability structure as it currently stands, is decidedly liability sensitive
with liabilities generally possessing shorter maturities than assets, thus leaving it vulnerable should a
rise in interest rates occur, which inevitably will be the case. Of course, Mr. Costa and Guarnieri are
but too aware of this and are actively working to correct this, as can be seen by an improvement in the
composition of the bank’s liability er asset structure in the latest quarter ending September 30, 2012, by
way of an increase in non-interest bearing deposits and a corresponding decrease in money market and
COD deposits as a result of a concerted effort on the part of management.
For this reason and since we fully understand that long-term economic value is the key to exploiting
short-term stock market folly, we will continue to keep abreast of developments at ES as well as several
other community banking institutions we have our eye on.

***************************

Present Holdings
Holdings as of Nov. 30, 2012 were as follows:
Holding

Avg. Cost

Cash

-

Silver Bullion Trust

$16.64

Sprott Physical Gold Trust

$11.98

Broad Commodity Index

$20.55

Pargesa Holding S.A.

$51.20

Retail Holdings N.V.

$17.15

Brazil Fast Food Corp.

$8.20

- Avg. Cost shown on a per share basis.
- Weighting of positions are in numerical order
- Holdings exclude various special situation investments

Cash
Our love/hate (more love than hate;) relationship with cash and equivalents continued this past year.
While we absolutely love having it around (who wouldn’t) we just wish it were more productive at times
(many can identify with this sentiment).
Wherever possible, we have put more capital to work this past year than in ones previous to it in special
situation investments, including the two arbitrages mentioned above from which cash plus capital gains
have already been returned to us.
We are primarily seeking out such market uncorrelated opportunities into the new year as we have found
there to be a general dearth of bargains on the whole, in terms of good businesses being on sale over the
past twelve months plus. The following table should shine some light on the underlying cause for this:
Time Period

S&P 500 Returns

1980-1984

56.8%

1985-1990

100.6%

1991-1995

46.2%

1996-2001

93.9%

2002-2008

8.3%

2009-2012

55.5%

- S&P 500 Returns include dividends

As one can plainly see, the past four year period has been the fourth most prosperous (in terms of overall
stock market returns) over the past three decades and change, just narrowly trailing the third best finisher
the 1980-1984 period, which was incidentally plagued by recession throughout 1982 that saw business
bankruptcies rise more than 50% over the previous year, but proved itself resilient going forward for the
remainder of the decade.
The time periods coming in first (1985-1990) and second (1996-2001) respectively, were both marked
by booms of differing sorts, the “Reaganomics” years of the 1980’s and the tech boom of the late 90’s.
Evidently, there was no such similar boom to spur real economic growth over the past few years, just
fiscal and monetary stimulus as well as a near zero interest rate policy induced rise in risk asset prices.
Looking at it from a more authoritative rather than arbitrary standpoint, in terms of current business
earnings and asset values in relation to price, as applied to the market as a whole, one would find that
the market is valued only slightly above historical norms at the moment, which is what we have found.
Although we also find (rather sadly) that business valuations are also trending north. We take solace in

the fact that over the long run, stock market valuation reverts to its mean. Thus, a higher current valuation
certainly correlates with lower long-term valuations in the future.
Nonetheless, we will continue to look for opportunities to allocate capital intelligently, while keeping our
foremost principles top of mind: Safety of principle first, followed by a satisfactory return as a secondary
consideration. As Ben Graham would say, operations not meeting these criteria are to be deemed
speculatory or worse can be defined as gambling. Two activities which we have no interest in whatsoever.
Silver Bullion
Gold’s poor cousin had a moderate year, much like its richer relative. Total silver supply (mine
production, net government sales, old silver scrap & producer hedging) is expected to rise by approx.
5.5% year-on-year to an all-time high of 1.122.5 Moz. While overall demand (industrial applications,
jewelry, coins & medals, silverware & photography) looks as though it is set to exceed 935 Moz. up
2% over 2011. The market surplus of just under 230 Moz. being comfortably absorbed by investment
demand.*
Industrial applications are far and away leading the charge in terms of demand at just over 47.5% of the
total. Followed by jewelry and coins & medals respectively.
These moderate changes are reflected in the modest rise of the price of silver from about $29.50 oz. in
December 2011 to around $33 oz. in mid-December 2012.
As with most other things, i have no special insight into the silver industry whatsoever. I simply
understand that the underlying economics over the short/mid-term are favorable and this coupled with
some of the fiscal and monetary headwinds mentioned below make for an intelligent speculation in the
metal due to a very lopsided risk/reward ratio. Looking back, my thoughts were much the same when
we initially began establishing our silver position in the early fall of 2009 at a price per oz. of just over
$16.50, which given today’s price per oz. of roughly $33, equates to an annualized return over the past
three years of approx. 33%.
* Statistics courtesy of the Silver Institute & Thomson Reuters GFMS.

Gold Bullion
The underlying fundamental economics of the precious metal have been a mixed bag thus far for the year
(as of the end of Q3 2012). Allow me to elaborate a little.
While total demand was 2% weaker year-on-year*, the supply of gold also contracted by approx. 2%
year over year. This counterbalancing act continued across the major sectors, for example demand in
the gold jewelry sector in China was down 5% on year-earlier levels, meanwhile over in the largest gold
consuming market in the world India, gold jewelry demand increased by about 7% over the prior year.
By now i think you get the picture, overall demand was relatively flat, if not slightly down due to fall in
demand from the investment and technology sectors, while the supply story was much the same. The end

result being that the price of Au is only slightly up over the same time last year at around $1,713 an ounce
at the present, as compared to $1,655 this time in December 2011. All in all, nothing to see here.
Looking forward, though i am no seer and have no crystal ball (only a rear view mirror:) i believe the
price of the yellow metal will be higher over the very long-term than at present. This in spite of assuming
gradually declining demand going forward, which is still hovering near multi-year highs. Exempting
Central Bank buying where diversification of reserve assets remains a driving force behind demand. This
can also be attributed back to the expectation of a lower supply of gold components going forth, after
a rise in supply and output in each of the past six years averaging approx. 3.9% per annum. due to an
overall decrease in discovery rates, despite increased spending by the industry as a whole.
We also cannot discount the effect that our central bank friends have at present and will continue to
have at an increasing rate on the spot market price. Despite being seemingly well intentioned, monetary
policies
currently in place (which are unprecedented in both size and scope) do have long-term unintended
consequences as even Federal Reserve Chairman Ben Bernanke recently admitted while announcing a
new round of long-dated U.S. Treasury purchases on December 12.
These unintended consequences will almost certainly come in the form of increased inflation and prices
of real goods going forth as a direct result of an increase in the general money supply as current policy
dictates.
* Statistics courtesy of World Gold Council research.

Agricultural Commodities
In last year’s letter i cited findings from the Organization for Economic Development & Cooperation
(OECD) and Food & Agricultural Organization (FAO) of the United Nations ten year outlook (20112020).
I will follow suit this year, from their recently published 2012-2021 outlook:
- Given that global agriculture is increasingly linked to energy markets. It is noteworthy that oil price
projections contained in the report’s basic assumptions have a per barrel price of $110-$140 USD over
the outlook period (at least 30% higher than today’s per barrel price for crude of approx. $86 USD).
- Despite strong prices, slower growth in production is still anticipated in virtually all regions over the
next decade, as compared to the past several decades.
- Based on greater potential to increase land devoted to agriculture as well as to improve productivity,
developing countries are expected to be the main source of global production growth to 2021, averaging
growth of 1.9% p.a. as compared to 1.2% p.a. in developed countries.

All told, agricultural production needs to increase by approx. 60% (1.5% per annum) over the next forty
years to meet the rising demand for food. This falls somewhat in line with overall output growth rates
over the past fifty five years of 1.6% per annum. The problem emanates from the double edged sword of
total arable land and population growth.
In terms of the former, the earth’s total land area is 150 Mil. km2, much of this is not suitable for
agriculture. For one, nearly 34% of the world’s land surface supports very little or no vegetation (think
urban areas, deserts, etc.) the remainder is primarily comprised of forests and woodlands as well as
meadows and pastures, at approx. 31% and 24% respectively. This leaves about 10% as arable land,
of which only approx. 1% is used for permanent crops. Meaning, that the vast majority of the world’s
productive land has already been exploited.
Going forward, any additional agricultural production will need to come from increased productivity,
much like it has for the past half a century or so. This is going to be much easier said than done, as some
25% of all agricultural land worldwide is highly degraded and much cultivable stock is already at risk of
being over-exploited.
As far as the latter is concerned, Thomas R. Malthus 1798 prediction that human population growth
would outstrip food supply has thus far not come to fruition yet. Population growth as per the CIA World
Factbook, largely peaked in 1962/1963 at 2.2% per annum, it has not tapered off much since that time and
currently averages just below 1.5% per year, and this with a current population of 7.058 Bil. individuals
as of 2012. While the “Green Revolution” brought about remarkable increases in crop production
between the 1950’s to the 1980’s by a factor of about 2.6% annually and acted as a saving grace during
this period, no such advances are expected going forth, as per capita agricultural production since that
time has increasingly slowed and is now in decline.
In aggregate, these factors even under the assumption of better agronomic practices and increased
sustainability going forward, make for a very powerful combination which is most certainly going to
create an environment of increased commodity prices over the long-term.
Retail Holdings N.V.
To say that Retail Holdings had a good first half of 2012 would be an understatement. The company’s
wholly owned operating subsidiary, Singer Asia Ltd. realized record top line revenue and operating
results through the first six months of the year.
So, just how good were said results? Well, revenue increased by 7.1%, net income was up 34.4% and just
as importantly SG&A expenses (largest area of cost for the company) decreased to 21.6% of revenue,
as compared to 22.5% of revenue for the six months ended June 30, 2011. Despite this and the fact that
both revenue as well as operating results were up markedly at all of Singer Asia’s various operating
subsidiaries in Bangladesh, Pakistan, Sri Lanka, Thailand & India respectively, year over year. Current
economic and equity market conditions have precluded the company from realizing fair value from a sale
of Singer Asia in the immediate term, which remains ReHo’s strategy.

The frosting on the 2012 cake was management’s decision to divest a portion of the seller notes which
ReHo holds as a result of the sale of the worldwide Singer trademark to Kohlberg & Co. back in 2004.
The notes were sold for a cash consideration of $5 Mil., which went towards increasing this past year’s
annual distribution to shareholders. This distribution amounted to $2.50 per share for 2012, which
comes out to a dividend yield of approx. 14.55% on our average cost per share of $17.15. Furthermore,
ReHo anticipates continuing to pay annual distributions in excess of $1.00 per share until the company
can locate an adequate suitor for the Singer Asia subsidiary. With such yields i am sure that while
shareholders like us, wish the company would fully divest itself of its sole operating subsidiary, complete
its voluntary liquidation and proceed to return capital to shareholders, they hope the realization of this
eventuality doesn’t come too soon;).
Of course such results should really come as no surprise, since ReHo has a long-standing policy of
maximizing and monetizing the value of its assets, and distributing the resulting funds to shareholders.
Such a policy when administered by a manager who very obviously possesses energy, intelligence and
most importantly integrity as Stephen H. Goodman, ReHo’s Chairman & CEO does, not to mention one
whose interests are also completely aligned with that of shareholders, as Mr. Goodman’s once again are,
as he and his family beneficially own close to 20% of ReHo’s outstanding shares, is a sure fire recipe for
favorable long-term results, as has been the case in this instance.
Brazil Fast Food Corp.
The past year proved a very important learning lesson in terms of the often wide divergence between a
business’s operating results and the performance of its publicly traded common stock. I have earnestly
been hoping for such an example (or excuse) to elaborate on the many peculiarities of Mr. Market and
his ways. Anyone taking cues from the market in general and letting it guide them, as opposed to serving
them will do well to heed the following advice.
First, lets look at BFFC’s operating results for the first nine months of the fiscal year ending September
30. System wide sales were up 12.5% over 2011 results, this was due largely to a substantial increase
in the company’s points of sale from 846 on September 30, 2011 to 983 as at September 30, 2012. As a
direct result of this increase in franchised retail outlets, BFFC’s net revenue from franchisees increased by
approx. 28% year over year, as was the company’s emphasis going into the year.
Both operating and net income were up, 36% and 86% respectively. To reconcile, cash flow from
operating activities also increased by close to 34% year-on-year, right in line with its more liberal, accrual
based counterpart.
Finally, operating margins improved to 12.4%, as compared to 9.1% in the same period of 2011, while
expenses declined by 3.5% in all, to take up 87.6% of total revenue, as opposed to 90% in the same period
of 2011. Only sour spot in all this, was the fact that company-owned net restaurant sales (Bob’s Burgers
& Doggis) were down 5.9% year over year, although this was more than offset by increases in sales at the
company’s franchised KFC & Pizza Hut brands.

Moreover, BFFC accomplished all of this while increasing its net investment in its retail operations
property and equipment and also completing the acquisition of the “Yoggi” frozen yogurt brand and its
network of franchised outlets back in May, which now numbers over 60 points of sale across Brazil.
With all of this, one would logically come to the conclusion that even the oft-schizophrenic Mr. Market
would reward BFFC and its management, led by its President & CEO Ricardo Bomeny with a somewhat
equal appreciation in the market price of its common shares. Turns out, such an expectation was much too
lofty for Mr. Market, as the company’s share price has declined by just under 13% for the year thus far.
What could possibly cause such an occurrence to take place? Well, a few things:
Firstly, there is the case of the company’s re-assessed taxes stemming from the disposition of certain
properties and fixed assets in the third quarter of fiscal year 2010. The non-recurring gain of close to R$6
Mil. which resulted from this disposition translated into a R$5.6 Mil. non-cash charge, as a result of a
balance sheet adjustment made to the company’s provision for tax-loss carryforwards.
While this primarily impacted third and fourth quarter 2011 results, BFFC still bears a Contingencies &
Re-Assessed tax account of approx. R$17.8 Mil. which is paid down on a quarterly basis and is a drag on
current operating results.
This account came about as a consequence of the Brazilian federal government’s amnesty programs for
domestic companies to pay off taxes which they feel are in arrears. BFFC’s parent, Venbo Comercio de
Alimentos Ltda. does not agree with this assessment and has initiated proceedings to have its tax debt
reviewed, which they feel is much overstated and should amount to no more than R$4.2 Mil in total.
Notes 6 & 7 respectively, in the company’s latest quarterly report contains a much deeper breadth of info
on this particular case than space here permits and which all shareholders should read.
Moving on, the second cause which may have effected a knee-jerk reaction on the part of Mr. Market is
the fact that on October 15, BFFC formally announced its intention to deregister with the SEC by filing a
Form 15, which the company subsequently did on October 22. The deregistration will thereby take effect
within 90 days of the filing date.
The decision to voluntarily deregister was driven by the company’s desire to achieve cost savings by
reducing their legal, accounting and administrative expenses, which is always desirable. The savings
achieved by taking this step should be in the neighborhood of $300K annually as a result of reduced filing
fees and SEC compliance costs. Further, this move will enable management to focus even more attention
on its day-to-day operations, which is a very welcome initiative.
Sadly, Mr. Market did not feel the same way and in a moment’(s) of un-clarity sold-off the company’s
common stock. Needless to say, Mr. Market’s irrationality does not bother us in the least. We will gladly
accept under-performance of the company’s stock in exchange for over-performance of the company’s
underlying business any day. The reverse of this (over-performance of the company’s stock price and
under-performance by its underlying operations) is such a condition, that should it persist long enough
can lead to disaster in the end.

After all, why should we feel drab, as it is this same foolhardiness on the part of Mr. Market which
allowed our minority stake in BFFC to increase over the past year due to the decrease in the market value
of the company’s shares, thereby enabling us to own more of a good business. Whomever said stupidity
doesn’t pay, very obviously never encountered modern securities markets;)
Special Situations (Workouts)
As i noted last year, such holdings can cover the gamut. From merger/acquisition arbitrage to voluntary
liquidations to spin-offs and other event driven opportunities.
In the past year, we have increasingly sought out and located such deals to allocate significant sums of
capital to. I will briefly touch upon some of our existing holdings in this space as well as some of the
deals which we once held but have since closed during the past twelve months, sans the two i already
mentioned earlier in this letter.
ACME Communications Inc.
ACME Communications at one time owned and operated six broadcast television stations (affiliates of
CW Television Network & MyNetworkTV) and a morning news program (The Daily Buzz) which airs on
over 150 stations across the country.
Fast forward to today (Dec. 2012) and the company’s sole remaining asset other than cash & equivalents,
is the Daily Buzz morning news show which it produces. This is the near-end result of ACME’s twoplus year voluntary liquidation which commenced in early 2011 with the sale of its WBDT and WCWF
stations, followed the divestiture of its WBUW station in February of this year which serves the Madison,
Wisconsin market.
Most recently, as in two weeks ago, ACME completed the sale of its New Mexico affiliate stations
(KWBQ, KASY & KRWB) respectively to a pair of private media companies. In connection with this
sale, the company’s board has approved a special cash distribution of $0.93 per share, which equates
to approx. 100% of our purchase price per share. That said, the company is still very much focused on
monetizing their sole remaining operating asset, The Daily Buzz by finding a strategic acquirer for the
program in the new year. Once such a sale takes place, we fully expect a final distribution to be made to
shareholders thus completing the voluntary liquidation process, which ACME’s CEO Doug Gealy has
done a wonderful job overseeing.

ECB Bancorp Inc.
The Crescent Financial Bancshares Inc. acquisition of ECB Bancorp Inc. strikes a very familiar tone with
the rest of our special situation portfolio and that is, simplicity. If one looks at ECB’s Form 8-K filed
on September 25, you will see that the merger agreement is covenant and provision light, the timeline
for completion is no lengthier than two quarters out and perhaps most importantly, both Crescent’s and

ECB’s boards wholeheartedly approved of the merger thereby paving the way for shareholder approval
which
goes to create one of the largest community banking institutions in eastern North Carolina.
Though the terms of the merger agreement call for an “all-stock” transaction (not our favorite), with ECB
shareholders receiving 3.55 shares of Crescent Financial stock for each share of ECB stock. The margin
of safety inherent in the deal’s anticipated 11.4% overall gain over the course of approx. four months was
too much sense for us to pass up.
Since the merger is expected to be completed by the end of the first quarter of 2013, i will have a full
update on how this arbitrage played out in next year’s letter. I fully anticipate reporting good results, as
i typically do when involved in transactions which are accretive to shareholder interests as is the case in
this particular instance.
Maxco Inc.
No significant update in regards to a very small position we hold in the company, which is in the very
final leg of its voluntary liquidation.
As you may recall from last year’s letter, the last remaining asset of the company that needed to be
liquidated were some balances of land contracts receivable from the sale of real estate over the past few
years, the vast majority of these were reconciled during the past fiscal year which ended on March 31,
2012.
As you may also recall, the single item holding the wind-down process up at this point is IRS audit which
is required as a result of tax refunds received by the company resulting from loss carrybacks which were
previously filed. The audit still has not been performed as yet and thus a final distribution date has not
been set either. We await further updates on both of these matters from Maxco’s Chairman & CEO Max
Coon in the new year.
Give the low average price paid for shares, we still anticipate a final distribution ultimately yielding us in
excess of 18-20%.
The Generals
Some will undoubtedly recognize this title from Warren Buffett’s 1961 letter to partners and more
specifically from the “method of operation” section where he eloquently described his avenues of
investing.
In much the same fashion, this section consists of generally undervalued businesses, which we possess
no particular insights into, so far as their operating policies are concerned and absolutely no idea as to
when their state of substantial undervaluation may correct itself. We have stakes in five or six of these
“generals”, all of which are involved in businesses which are easily understandable, possess little or no

debt whatsoever, their operations are all profitable and were (at the time of purchase) given a valuation by
the market which in most cases was well below the cash & equivalents on their books. Some even offer
generous dividend yields, meaning we are getting paid while we wait for a re-valuation of the company’s
shares.
However i should pass on the following warning to you, just as Warren did to his limited partners in the
aforementioned letter:
“Sometimes these situations work out very fast; many times they take years. It is difficult at the time
of purchase to know any specific reason why they should appreciate in price. However because of this
lack of glamour or anything pending which might create immediate favorable market action, they are
available at very cheap prices. This individual margin of safety, coupled with diversity of commitments
creates a most attractive package of safety and appreciation potential.”
Following are a very few words about a limited set of our “general” holdings.
Noda Screen Company Ltd.
Noda is a Japan based company whom is mainly engaged in manufacturing printed circuit boards which
ultimately go into mobile phones and other electronics. At the time of purchase (back in mid-June) the
company had a market value of $2.61 Bil. Yen ($30.6 Mil. CAD) as compared to their cash & equivalents
which stood at $3.33 Bil. Yen ($38.8 Mil. CAD) Apparently, this is a far from uncommon occurrence in
the Land of the Rising Sun, as we have come to find out.
Now recall what i said above in my warning, regarding these situations sometimes (though not nearly
often enough) working out very fast. This is because Noda just agreed to a management buyout of the
company as of December 14. The buyout has now commenced as of December 17 and will conclude
on or about February 4, 2013. Noda was valued at approx. $4.9 Bil. Yen ($57.7 Mil. CAD) in the
transaction, well above our average purchase price and netting a gain of somewhere close to 84.9% in all
when the transaction is completed.
Shinko Shoji Company Ltd.
The case of Shinko Shoji Co. is perhaps even more dramatic than that of Noda Screen Co. mentioned
above. The company was valued slightly above $15.2 Bil. Yen ($179.1 Mil. CAD) by the market as
a whole at the time of our purchase in early July. This despite possessing all of the characteristics
mentioned in the prelude to this section, including a 4.21% yearly dividend yield to boot. Heck, just
Shinko’s cash as
shown on its balance sheet stood at $17.7 Bil. Yen ($208.4 Mil. CAD) alone.
Little progress has been made to correct this incongruous situation, as a very significant undervaluation
still persists. The company’s current market value has only reached $17.6 Bil. Yen ($208.3 Mil. CAD)
as i write this, which comes close to meeting only Shinko’s cash on hand, but nothing else and with the
company’s adjusted net cash asset value (NCAV) standing at over $19.2 Bil. Yen ($226.1 Mil. CAD) we

still have a quite a way to go (unfortunately) before Shinko is valued at just a conservative measure of its
liquidation value.
***************************
Miscellaneous
Since i promised an update as it pertains to the potential purchase of a control position on our part in last
year’s letter i fully expected to be held to it, so here it is.
While we have not made any purchase in this regard during the past twelve months, we have made much
progress in terms of narrowing the universe of potential candidates as we have looked at a good many
businesses (both public and private) to possibly take a control position in. We are now more optimistic
than ever about our prospects going into the new year as we been finding not only an abundance of
businesses which fall within our circle of competence, but more importantly available at valuations which
range from fair to downright cheap.
While i cannot name names at this time, we are at present working with a formidable shortlist of
candidates from which we are hopeful will emerge our first wholly owned subsidiary.
Look for another update from us on this front in next year’s letter or perhaps much sooner;)
***************************
Our ad in last year’s letter proved so effective and enabled us to meet a number of individuals whom
we otherwise may not have had the good fortune of getting to know, that i will repeat it here in hopes of
similar results to last year’s.
Since we know this letter will be read by a varied audience, and it may be possible that we may be able to
help some members of this audience and they may be able to help us.
If you or someone you know is:
(1) Looking to protect their capital (principal)
(2) Looking to earn a satisfactory return on their capital
(3) Looking to achieve the first two objectives while taking on substantially less risk than the market as a
whole
(4) Is long-term oriented and can afford to be so
(5) Is looking to align themselves with people who are honest, intelligent and energetic

We will not take on partners who do not fit within the above criteria, neither will we accept capital from
those who are short-term oriented and looking to simply make a quick buck while taking on a substantial
amount of risk.
For those interested, the best way to reach us is to contact us directly at info@grahamtheodor.com
***************************
Those in, near or just passing through Vancouver, BC (Canada) can still visit the Vancouver Value
Investors Club’s monthly meetups (typically hosted the third or fourth week of every month).
I am also very happy to report that this small group has spawned a much larger initiative, The Canadian
Association of Individual Investors, which has now become the first registered non-profit organization
dedicated solely to financial literacy in the country that is completely independent (does not accept any
subsidies from the financial industry whatsoever).
CAII has the lofty goal of helping make individual investors throughout Canada better via various
initiatives which I, as Founding Chairman along with a whole lot of help look forward to implementing in
the new year and beyond.
If anyone has any suggestions, advice or is wanting to offer up any of the “help” i previously alluded to
towards this very worthy cause, please do get in touch as i and the inaugural board will gladly accept it,
seeing as how we can use all the help that we can get.
Sincerely,
Theodor Tonca,
Principal

