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On June 1st, Third Point completed its 20th year of investing.  Since we like numbers, we will 

share some statistics about our performance. Over the past two decades, we have 

generated annualized returns of 20.5%, cumulative returns of over 4000%, and gross 

trading profits of over $12 billion for our investors.  Over the same period, the S&P 500 had 

annualized returns of 9.1% and cumulative returns of 475%.  Our average monthly return 

has been 1.6% and our average quarterly return has been 5.0%, each roughly double the 

S&P’s return over the same periods.  Finally, we have done this with a correlation to the 

S&P of only 0.4.1 

 

Of course, past performance is no guarantee of future results and it is unlikely we will 

duplicate these returns over the next 20 years.  However, we believe we are well positioned 

to continue to earn our investors superior risk-adjusted returns.  Third Point has many 

advantages, including the ability to invest opportunistically across various credit and 

equity strategies in different parts of the market cycle and in different geographies.   

 

Thanks to our long and successful track record, we have a particular advantage in the area 

of shareholder activism.  We are confident that opportunities will continue to exist to bring 

our owner’s perspective on capital allocation, profitability, and strategy to corporations. 

We will also continue to serve as an agent of change in extreme cases, when corporate 

boards are unable to make necessary management changes due to incompetence or 

unwillingness to take action. 

 

Lately, a varied chorus of powerful union bosses, politicians and candidates, an asset 

management company executive, and a few ivory tower types have asserted that activism 

is short term in nature, engaged in by “hit and run”  investors who care only about making 

a quick buck while leaving a company and its employees in ruins.  They assert that activists 

blackmail their targets to choke off long-term growth initiatives like research and 

                                            
1 All percentage data presented above represents that of Third Point Partners L.P. since inception through May 31, 

2015.  The gross trading profits represent that of all accounts managed by Third Point LLC over the same period.   
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development in favor of financial gimmicks that artificially and temporarily inflate share 

prices. 

 

It might surprise people to hear that we agree completely that the sort of activism they 

describe is abominable.  Luckily, it does not really exist, and certainly not at Third Point.  

Activists today are very different from corporate raiders of the ‘80’s (about whom these 

criticisms might have been leveled fairly).  Our activist investments, which we consider to 

be those in which we seek to use our minority shareholding to obtain board seats, have 

been some of our most complex and have been held for well over the one year threshold 

identified as offensive by the critics.  In almost every example – from Ligand to Yahoo to 

Sotheby’s – our influence has contributed meaningfully to the sustainability and growth of 

the companies in question.  In each of the three investments above, for example, we 

brought in all-star CEOs and gave them extensive runway to implement ambitious 

turnaround plans that would take years to come to fruition.  A strong CEO with a coherent 

operating plan can create value for shareholders along the way as their plans are 

implemented.  Our investors have benefitted from our ability to install visionary leaders 

like John Higgins, Marissa Mayer, and Tad Smith. 

 

Not every politician is a critic.  As you may recall, the case we made for good governance, 

and implicitly activism,2 in Japan two years ago was later adopted by Prime Minister Abe 

and his policy makers to successfully encourage economic momentum and wage growth.  

His approach has been a success, as better corporate governance principles have led 

companies like Fanuc to adopt more shareholder friendly approaches and led to increased 

foreign investments in individual Japanese companies and the overall market. 

 

We believe that activism serves an important function not only for our investors, but also 

for capital markets and society in general.  The success of America’s large and robust 

capital markets – the greatest in the world – rests on a framework based on principles of 

democracy like freedom of speech, transparency, and rule of law.  The reason that 

companies (with the exception of a few in the tech space) are able to raise capital so 

smoothly is because investors understand that a governance structure known as a board is 

in place to hold management accountable, be responsible for management’s fair 

compensation, and oversee important capital and strategic decisions.  The fact that 

shareholders have the right to vote for or sometimes remove directors is critical to the 

ecosystem of the capital markets.   

 

                                            
2 http://www.wsj.com/articles/SB10001424127887324021104578551213361894312 and 
https://www.aei.org/wp-content/uploads/2013/06/-the-right-target-for-the-third-arrow_172849809480.pdf 

http://www.wsj.com/articles/SB10001424127887324021104578551213361894312
https://www.aei.org/wp-content/uploads/2013/06/-the-right-target-for-the-third-arrow_172849809480.pdf
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We are proud of the returns we have generated from being engaged, constructive, and 

sometimes “activist” investors, and even more so that our activities have led to more 

efficient organizations that are better able to compete, grow, and innovate.  We hope the 

critics will educate themselves about how activists contribute to the American economy.3  

Regardless, we believe the environment for constructive engagement with management 

teams is one of our more exciting areas of opportunity today and look forward to further 

successes in this strategy. 

 

Quarterly Results 

Set forth below are our results through June 30th and for the year 2015: 

 
Third Point  

Offshore Fund Ltd. S&P 500 

2015 Second Quarter Performance* 1.5% 0.3% 

2015 Year-to-Date Performance* 4.9% 1.2% 

Annualized Return Since Inception** 17.1% 7.5% 
*Through June 30, 2015.  ** Return from inception, December 1996 for TP Offshore Fund Ltd. and S&P 500. 

 

Select Portfolio Positions 

 

Equity Position: Allergan 

From our perspective, an ideal management team is one with a clear strategic vision, a 

thoughtful and pro-active approach to capital allocation, and a strong alignment with 

shareholders.  This rare trifecta of qualities exists today at Allergan, a pharmaceutical 

company led by Chairman Paul Bisaro and Chief Executive Officer Brent Saunders. 

 

We first became involved in what is now Allergan in 2013, when it was the much smaller 

company, Actavis.  It had recently completed its acquisition of Warner Chilcott and we 

believed it was poised to leverage its new Irish domicile to conduct additional accretive 

transactions.  Over the last 20 months, this management team has done just that, closing 

large transactions in Forest Laboratories ($21 billion) and Allergan ($65 billion), along 

with many smaller deals.  While critics say they are acquisition-happy, Bisaro and Saunders 

have articulated a strong strategic vision for Allergan and a coherent framework for 

pursuing deals.  Their mission is to create a growth-oriented pharmaceutical company with 

attractive long-duration assets while implementing strict expense controls and avoiding 

                                            

3 For helpful, researched facts about activism, see Lucian A. Bebchuk, Alon Brav and Wei Jiang; "The Long Term Effects of 

Hedge Fund Activism", June 2015 at http://www.nber.org/papers/w21227.  "We find no evidence that activist 
interventions, including investment-limiting and adversarial interventions that are the most resisted and criticized, are 
followed by short-term gains in performance that come at the expense of long-term performance."  See, also: 
http://www.economist.com/news/briefing/21642175-sometimes-ill-mannered-speculative-and-wrong-activists-are-
rampant-they-will-change-american.  For a full list of academic studies and white papers, please contact Investor 
Relations. 
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high-risk and undisciplined R&D spend.  Over the past two years, Allergan has used its 

formidable cash flow to acquire derisked assets and build a broad based pipeline, in line 

with its stated goals.   

 

On July 27, 2015, the company announced its latest transaction: the sale of its generic drug 

business to Teva Pharmaceuticals for $40.5 billion in cash and Teva shares.  Financially, the 

transaction is a home run for Allergan; they sold a structurally mature business for ~17x 

2015 EBITDA while delevering the balance sheet from $40 billion in net debt to nearly 

zero.  The strategic vision of the transaction is equally impressive.  Despite the fact that 

generic drugs were Allergan’s original business, Bisaro and Saunders recognized that the 

legacy segment had become an anchor on valuation and that its divesture was the right 

course of action for Allergan shareholders.  While shareholders applauded the decision, 

driving Allergan stock nearly 10% higher in the ensuing three days, we believe that there is 

still a meaningful valuation gap to close.   

 

Following the close of the TEVA transaction in Q1 2016, Allergan will be a pure-play 

growth pharmaceutical company with long duration branded assets in seven therapeutic 

areas, an underappreciated pipeline, an unlevered balance sheet and most importantly, a 

bold and forward thinking leadership team.  Despite this successful track record, on July 31, 

2015, Allergan stock traded at $329 per share or only ~16.5x estimated pro forma earnings 

of $20 per share, a valuation below comparable growth pharma companies like Celgene, 

Biogen, Bristol Myers, Shire, and Novo Nordisk who trade at an average 2017 earnings 

multiple of ~19x.  Moreover, the 2017 earnings estimate assumes neither any accretive 

acquisitions nor the use of cash for any other purpose such as buybacks.  However, on 

several occasions, Saunders has talked openly about the opportunity for a 

“transformational” transaction.  Looking across the pharmaceutical industry, we see 

several companies who could benefit from Allergan’s operating discipline and focus and 

whose acquisition by Allergan would drive significant accretion and shareholder value.   

 

While many management teams would be patting themselves on the back for a job well 

done, Paul Bisaro and Brent Saunders have consistently demonstrated a drive to create 

shareholder value in Allergan with bold strategic action and focused operational execution.  

To align themselves with shareholders, they and the rest of the senior management have 

tied their long-term compensation to achieving an aspirational $25 per share earnings 

target in 2017.  We believe that they are among the best leaders in business today and are 

glad to have put a significant portion of our investors’ capital in their hands. 

 

Equity Position: Suzuki Motor Company 

We are invested in the Japanese auto manufacturer Suzuki.  The company’s greatest asset is 

its low-cost manufacturing process for vehicles for the emerging market consumer which 
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relies on high commonality of parts to drive continuous cost reductions.  An overhang from 

a protracted litigation with Volkswagen has resulted in significant balance sheet 

inefficiency and created an attractively valued investment opportunity in this auto OEM 

with a dominant position in the Indian market and exposure to India’s rapidly growing 

middle class. 

 

Most of Suzuki’s intrinsic value originates from the company’s 56% stake in its 

consolidated subsidiary, Maruti Suzuki, which is listed in India with a $20 billion market 

capitalization.  Maruti has an unmatched network of dealerships and service shops in India, 

providing low-cost and more reliable servicing to customers, and a sustainable scale-based 

advantage over its competitors.  Suzuki also receives a 5.5% royalty stream on all Maruti 

sales.  This royalty stream is often overlooked by investors.  Suzuki does not even mention 

it in its regulatory filings and instead groups it into its Japanese business.  We view this 

misunderstood piece of the business as a $500 million (and growing) annual cash dividend 

that deserves a very high multiple given both its recurring nature and the substantial 

future revenue growth expected from Maruti.  

 

By our estimates, Suzuki’s Indian assets – the publicly-traded Maruti stake, the royalty 

stream, and Suzuki’s 100%-owned Gujarat plant (which will produce one million vehicles 

annually and become an emerging markets export hub over time) – are worth more than 

the parent company’s entire market capitalization.  This suggests that no value is being 

ascribed to Suzuki’s other assets:  its Japanese auto business, with over $500 million in 

annual EBIT; its cyclically depressed ASEAN operations; its European business; a $5 billion 

net cash position; and $2.75 billion worth of listed equity stakes in Volkswagen and a 

number of large Japanese companies.  

 

To make this proposition even more appealing, we expect meaningful additional value 

appreciation for Suzuki’s Indian assets.  The Indian automotive market remains one of the 

last global opportunities for open-ended secular growth with less than 2% of the 

population owning passenger cars.  After an unusually long downturn from 2011 – 2014, 

the nation’s automotive cycle has turned, supported by low oil prices, accommodative 

monetary policy, and the reform and infrastructure investment agenda of Narenda Modi’s 

government.  

 

Maruti’s 45% domestic market share is on the rise thanks to an impressive line-up of new 

models, an expanded diesel and automatic transmission product portfolio, and the 

company’s ongoing entry into higher-end segments of the market, such as sedans and 

SUV’s.  Our on-the-ground diligence leads us to believe that Maruti is a much higher quality 

business than a traditional auto OEM because of the Indian populace’s reliance on OEM-run 

networks for repairs and service.  Maruti’s servicing and dealer networks are more than 



6 

 

twice as dense as those of its closest competitor with the company the sole provider in 

many rural areas.  This scale allows Maruti to offer the most inexpensive servicing, 

dramatically lowering the total cost of ownership and preventing new entrants from 

gaining market share.    Maruti’s margins have significant room to expand on the back of 

falling discounts, higher ASPs, raw materials benefits, rising capacity utilization and a 

depreciating yen, supporting an annual EPS growth of over 30% for the next several years.  

 

Unfortunately, while Maruti’s equity value has appreciated 3.5x since 2013, the parent 

company’s shareholders have been much more modestly rewarded due to a nearly five-

year arbitration with Volkswagen that has apparently paralyzed the company, leaving it 

unable or unwilling to fix its inefficient balance sheet.  Suzuki is seeking to terminate a 

failed 2009 cooperation agreement with Volkswagen and buy back Volkswagen’s 20% 

stake which was previously owned by General Motors.  Volkswagen has vehemently 

defended its right of ownership of the stake and we believe it wants to buy all of Suzuki.   

 

Should Suzuki be successful in the arbitration, the company’s significant net cash position 

and the potential unwinding of its sizeable cross shareholdings provide ample liquidity for 

the repurchase as well as for the ongoing investment needs of the business.  In contrast, if 

Volkswagen retains its investment, we expect Suzuki management to find a way to work 

together with its minority shareholders and Volkswagen to maximize shareholder value. 

With a resolution to the arbitration finally on the horizon and the improving cyclical 

tailwinds to its dominant Indian business in place, Suzuki seems undervalued today.   

 

“Value Compounders”: Constellation Brands, Mohawk, Roper 

Over the past few years, we have found investment opportunities in several companies that 

share simple, common characteristics: talented management teams, strong and growing 

free cash flows, and a proven track record of smart capital allocation that drives significant 

increases of intrinsic value per share.  These three elements have proven particularly 

appealing in an environment where interest rates remain low, growth is anemic, and 

significant multiple expansion is unlikely.  Our average holding for these non-event driven 

situations is over 24 months as the management teams implement their strategies and 

growth stories play out.  We think these types of investments have an important place in 

our equity portfolio as workhorses and detail below three of our current favorites.  

 

Constellation Brands 

A compounder that has quietly been making a contribution to our portfolio for several 

years is Constellation Brands which sells beer (more than 60% of its profits), wine, and 

spirits, primarily in the United States.  We bought our first shares in 2012, when Anheuser-

Busch InBev reached an agreement to buy the half of Modelo it didn’t already own and set 

in motion a course of events that would ultimately result in Constellation acquiring full 
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control of Modelo’s portfolio of iconic Mexican beer brands like Corona and Modelo 

Especial in the United States market.  

 

Like many of our investments, Constellation started as an event-driven trade – in this case, 

a transformative acquisition.  However, over time, the situation has evolved into a 

compelling multi-year earnings growth story in a sector (consumer staples) where organic 

growth isn’t always easy to find.  We now see a clear path to approximately $7.50 of cash 

EPS (using company’s cash tax rate) in calendar 2017 driven primarily by strong volume 

trends and self-help margin improvement for the beer business.  Beer volumes have been 

growing at an impressive high single digit rate since Constellation assumed full control of 

the larger business.  We expect the company will benefit from strong volume trends for 

some time given favorable Latino demographic trends and the meaningful opportunity to 

increase distribution for brands like Modelo Especial, while also introducing new formats 

like draft and cans for Corona.   

 

Margin improvement should start coming soon from purchasing savings associated with a 

new glass sourcing strategy, as well as manufacturing efficiencies and transportation 

savings associated with a $1 billion brewery expansion project currently underway in 

Mexico.  Constellation is currently sourcing about 45% of its beer volumes at cost from 

older Modelo breweries that are less efficient and farther away from the US border (as part 

of a transition supply agreement with Anheuser-Busch InBev) until the brewery expansion 

project is complete, and the company can satisfy its own supply needs.  We are focused on 

calendar 2017 since it will take some time before the full benefits of those initiatives are 

captured.  

 

Finally, as capital expenditures return to more normalized levels, the company will be in a 

position to more aggressively return capital to shareholders.  Management recently 

initiated a modest dividend and we expect share buybacks to become a bigger part of the 

story going forward given the sizeable free cash flow and incremental borrowing capacity 

from holding leverage constant.  

 

Despite its strong share price performance, the stock only trades for about 16x our 

calendar 2017 cash EPS forecast and we see plenty of room for the multiple to re-rate.  Few 

consumer staples companies are growing volume, sales, and earnings on an organic basis 

as quickly as Constellation Brands, and those that are doing so trade for significantly higher 

multiples. 

 

Mohawk Industries 

In 2014, we invested in Mohawk Industries, a global flooring company that is exceptionally 

well managed.  Jeff Lorberbaum, the company’s CEO and largest shareholder, has spent the 



8 

 

last two decades building the group following a strategy of industry consolidation and 

product innovation.  Building off the modest footprint of a Georgia-based carpet mill, 

Mohawk has become the largest flooring company in the world by expanding successfully 

into new product categories like ceramic tiles and LVT, and new geographies like Europe, 

Mexico, and Russia.  The CEO has created a culture and a system of processes that allows 

Mohawk to gain scale by empowering local managers to pursue acquisitions and capacity 

expansions.  This system has enabled Mohawk to remain entrepreneurial, nimble, and 

adaptable to change, even as it has grown significantly in size.  

 

Mohawk’s end markets have only recently begun a notable cyclical recovery with many 

product categories still some 30% below prior peak, pre-housing crisis volumes.  A collapse 

in raw material prices as well as significant fixed cost reductions during the downturn are 

resulting in margin improvement far beyond what building products competitors can 

achieve.  Finally, a sustained low interest rate environment is contributing to a robust 

acquisition pipeline.  With this winning formula in place, our investment horizon on 

Mohawk remains long, although perhaps not as long as the CEO’s, who often reminds us 

that his is “forever”. 

 

Roper Technologies 

Roper Technologies is one of the best capital allocators among industrial companies.  Over 

the last 10 years, the company has produced an annualized shareholder return of 18% vs. 

the S&P 500’s return of 6%.  Roper’s management team has created tremendous value by 

deploying in excess of 100% of its FCF to acquire asset-light, cash-generative growth 

companies with strong competitive moats.   

 

Acquired businesses have flourished under Roper’s decentralized and entrepreneurial 

management approach.  Business managers are equipped with ‘Roper Strategic Focus’ tools 

to expand market share and have strong financial incentives to improve operating 

performance every year.  An emphasis on management continuity ensures that managers 

don’t trade long-term growth investments for short-term profits.   

 

Roper also boasts the highest returns-on-capital and profit margins among multi-industry 

companies.  Many business units have a high percentage of recurring revenue and very 

high market share in their respective niche markets.  Roper’s organic revenue growth rate 

has averaged 6% over the last 10 years.  Recent healthcare technology acquisitions 

including Sunquest and MHA have enhanced the group’s organic growth profile and 

reduced the cyclicality of Roper’s cash flows.   

 

We are confident that Roper’s management team can continue to generate excess returns 

through a combination of capital deployment and operating excellence.  We expect Roper 
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to grow earnings organically at a high-single digit rate through the next economic cycle.  If 

management is able to deliver on its target to deploy 100% of annual FCF, future 

acquisitions can potentially generate 7 – 8% annual earnings accretion.  This combination 

positions Roper to compound earnings at a 15% CAGR, making Roper a continuing core 

position in our portfolio.  

 

Business Updates 

 

Second Quarter Webcast and Conference Call 

Our Second Quarter 2015 Performance Review and Business Update Webcast and 

Conference Call was held on Tuesday, July 28th.  The webcast will be available until August 

11th and can be accessed by contacting Investor Relations. 

 

Sincerely, 

 

Third Point LLC 

 

_____________________ 

 
Third Point LLC (“Third Point” or “Investment Manager”) is an SEC-registered investment adviser headquartered in New York. Third Point is primarily 

engaged in providing discretionary investment advisory services to its proprietary private investment funds (each a “Fund” collectively, the “Funds”).  Third 

Point’s Funds currently consist of Third Point Offshore Fund, Ltd. (“TP Offshore”), Third Point Ultra Ltd., (“TP Ultra Ltd.”), Third Point Partners L.P. (“TP 

Partners LP”) and Third Point Partners Qualified L.P.  Third Point also currently manages three separate accounts.  The Funds and any separate accounts 

managed by Third Point are generally managed as a single strategy while TP Ultra Ltd. has the ability to leverage the market exposure of TP Offshore. 

 

All performance results are based on the NAV of fee paying investors only and are presented net of management fees, brokerage commissions, 

administrative expenses, and accrued performance allocation, if any, and include the reinvestment of all dividends, interest, and capital gains.  While 

performance allocations are accrued monthly, they are deducted from investor balances only annually (quarterly for Third Point Ultra) or upon withdrawal.  

The performance results represent fund-level returns, and are not an estimate of any specific investor’s actual performance, which may be materially 

different from such performance depending on numerous factors.  All performance results are estimates and should not be regarded as final until audited 

financial statements are issued.    

 

The performance data presented represents that of Third Point Offshore Fund Ltd.  All P&L or performance results are based on the net asset value of fee-

paying investors only and are presented net of management fees, brokerage commissions, administrative expenses, and accrued performance allocation, if 

any, and include the reinvestment of all dividends, interest, and capital gains.  The performance above represents fund-level returns, and is not an estimate 

of any specific investor’s actual performance, which may be materially different from such performance depending on numerous factors.  All performance 

results are estimates and should not be regarded as final until audited financial statements are issued.  Exposure data represents that of Third Point Offshore 

Master Fund L.P.  

 

While the performances of the Funds have been compared here with the performance of a well-known and widely recognized index, the index has not been 

selected to represent an appropriate benchmark for the Funds whose holdings, performance and volatility may differ significantly from the securities that 

comprise the index.  Investors cannot invest directly in an index (although one can invest in an index fund designed to closely track such index).  

 

Past performance is not necessarily indicative of future results.  All information provided herein is for informational purposes only and should not be 

deemed as a recommendation to buy or sell securities.  All investments involve risk including the loss of principal.  This transmission is confidential and may 

not be redistributed without the express written consent of Third Point LLC and does not constitute an offer to sell or the solicitation of an offer to purchase 

any security or investment product.  Any such offer or solicitation may only be made by means of delivery of an approved confidential offering 

memorandum. 

 

Specific companies or securities shown in this presentation are meant to demonstrate Third Point’s investment style and the types of industries and 

instruments in which we invest and are not selected based on past performance.  The analyses and conclusions of Third Point contained in this presentation 

include certain statements, assumptions, estimates and projections that reflect various assumptions by Third Point concerning anticipated results that are 

inherently subject to significant economic, competitive, and other uncertainties and contingencies and have been included solely for illustrative purposes.  

No representations, express or implied, are made as to the accuracy or completeness of such statements, assumptions, estimates or projections or with 

respect to any other materials herein. 
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Information provided herein, or otherwise provided with respect to a potential investment in the Funds, may constitute non-public information regarding 

Third Point Offshore Investors Limited, a feeder fund listed on the London Stock Exchange, and accordingly dealing or trading in the shares of that fund on 

the basis of such information may violate securities laws in the United Kingdom and elsewhere. 

_____________________ 

 


