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2Q 2019 Update 
 
 
Dear Partner, 
 
The Partnership was up 1.37% in the second quarter and 15.16% year to date (gross). The S&P 500 was 
up 18.54% in the first half of the year. Please see your individual statement for specific net returns and 
performance since joining the fund.  
 
Investing always feels best in hindsight  
 
The hardest part about investing is that there are infinitely more bad times to sell than obvious times to 
buy. Unlike other businesses, our returns are not coordinated with the number of hours worked or the 
number of employees we have; less activity is better than more and there is a lot more luck and risk to 
earning massive outsized returns than fund managers will admit. 
 
It didn’t feel good to invest at the pre-recession peak of 2007, or at the bottom of the recession in mid- 
2009, or in December 2018. But in the end, if you had bought and held on to most US public companies, 
the outcome would have been much better than sitting on the sidelines.   
 
Seth and I presented our research on this topic last year at the CFA Societies in Geneva and Zurich, see 
link: “Survivor’s & Thrivers”. The point of the presentation is that even if you fully invested at the last 
peak (day) of 2007, then held over the next decade, you would have still done very well.   
 

The Behavior Gap 
 
Outbursts up or down in the market do not warn us about material surprises lurking inside our portfolio 
companies. Reacting to market sentiment and ignoring company-specific fundamentals is like putting 
your head in the sand to feel safe. But human nature is not that rational.   
 
The Behavior Gap is the term for the gap between the return of a specific investment, and the return that 
an individual actually earns on that same investment. Investors generally realize a return far below what 
the actual investment earns because people are more influenced by crowd behavior than the price and 
value of what they own. The longer the time frame, the larger the gap. 
 
But without this flaw in human behavior, markets would not be volatile, and we would not be able to find 
excellent opportunities when everyone is erroring on the side of a crowded opinion.   
 

Stocks are still the most attractive asset class  
 
The catch-up rally in stocks was no surprise given strong company earnings growth, attractive valuations 
of the largest and highest quality companies, and interest rates that seem to only go lower.  
 
There is now an estimated $15 trillion worth of negative interest rate bonds globally where investors pay 
to lend money to companies and governments in the form of an uneconomic premium to the bond price.  

https://jdpcap.com/wp-content/uploads/2018/04/Zurich-Survivors-_-Thrivers-Dec-_17.pdf
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Lower-for-longer rates have opened the floodgates for higher-for-longer stock valuations, at least until 
equity yields reflect a more reasonable discount to alternatives.  
 
Bloomberg recently reported: “investors have to pay to own more than 80% of Germany’s federal and 
regional government bonds; almost the entire Danish government market is negative.” The US 10-year 
sells for 48x its annual coupon or just over 2%, while the S&P started the year valued at ~16x 2019 after-
tax earnings (and growing 2x-3x GDP).  
 
The logic of paying to lend money is driven by the idea that there is no other safe place to put 
institutional capital. Large institutions have so far been able to convert a negative rate into a positive 
through currency swaps.  
 
From an equity perspective, when interest rates are negative, value is being transferred from debt 
holders to equity holders at an inequitable rate. Equity wins big until poor capital allocation decisions 
destroy value for everyone. 
 

Selected portfolio update 
 
Investing is an odds-based activity, so we look for situations where there are multiple avenues to win 
while maintaining a margin of safety in the price paid.   
 
Our recipe is to acquire a cash flow stream on a value basis that comfortably supports a business while it 
is going through a major transition (big growth, balance sheet reorganization, strategy shift, etc.).  
 
The idea is that we are not paying (much) for the valuable optionality that a transition should unlock over 
time.  EchoStar is an example of this thinking. 
 
EchoStar (SATS) – In the second quarter we added to our position in SATS making it a top 5 position at a 
cost of $38 per share or $3.5 billion in market cap terms. 
 
SATS is the market leader in broadband satellite services with around 1.3 million customers comprised of 
businesses, individuals and governments. Satellite broadband is used in areas of the world that are 
underserved by traditional cable. Internet speeds are rapidly catching up to cable, pricing is similar, and 
the service is reliable.  
 
JDP originally initiated a small position in 2018 because SATS is the only peer with no debt, free cash flow 
that is inflecting up faster than sales, has a leading market position in the market, and had an attractive 
price 8x free cash flow (adjusted for upcoming interest savings). The business has high barriers to entry, is 
contracted and sticky, growing ~10% annually, and earns more than 20% on invested capital. 
 
The broader geosynchronous satellite sector is under pressure as newer, smaller satellite technology—
LEO and MEO—start to take market share. But high-throughput satellites like ours are still ideal for high- 
speed wireless, and SATS’s Hughes satellite fleet is one of the leaders.   
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But the differentiator between SATS and public peers is that it has a non-traditional strategy to invest 
cash flows into cutting edge satellite and communication tech or business combinations.  
The goal is to make sure SATS is at the forefront of the sector’s transition to playing a major role in value 
chain for telco mega-trends (IoT Internet of Things, 5G).  
 
Being the only peer with no net debt means that SATS is the only peer with the flexibility to do anything 
they want with gushing free cash flow.  
 
Despite having made several interesting investments that could pan out big, the company’s lack of a 
detailed and specific capital allocation plan scares institutional investors away from the stock. To us, it 
makes sense to be patient and opportunistic with excess cash given the speed of change happening in a 
sector with only a handful of competitors.  
 
Two venture-like investments that SATS has made with more than $1B in valuation each include: 
OneWeb, a planned network of 648 small low orbit satellites to compete with cable internet, and Tarana 
Wireless, a wireless internet technology that penetrates buildings.  
 
The interest in satellite tech is rising with the decline of launch costs, smaller and cheaper satellites, 
wireless broadband speeds increase, and population growth set to outpace current cable infrastructure 
capacity built in the 1990s. 
 
As the 5G world approaches and all “things” get connected as they move around, satellites have the 
potential to play a big role, either directly or through backhaul. Meanwhile, there are 3+ billion people 
who don’t have an internet connection today and satellite is the most logical option.   
 
The core business is attractive and mispriced, optionality substantial and free. 
 
The core business model is to launch a satellite and then fill it up with long-term broadband contracts, 
some direct, some wholesale. Returns on equity improve asymmetrically as capacity fills up the because 
costs are fixed. Management does not provide a profit sensitivity scale per satellite, but the company’s 
overall 20%+ returns on tangible equity will rise as capacity on their newest satellite, the Jupiter 2, is 
filled.  
 
Recent examples of international wholesale partnerships include a JV with Yahsat to offer broadband in 
the Middle East, Latin America, and Africa, a JV with Facebook for connectivity in Mexico and Brazil, a JV 
with Airtel for VSAT operations in India and a partnership with PHSAT in the Philippines.   
 
Although the stock has moved up a bit, there are three near-term catalysts that could re-rate the 
normalized cash flow multiple to reflect a reasonable 7% yield or roughly $60 per share. This does not 
include longer-term optionality, which is not priced in, and could be worth another $40+ per share.  
 
What is happening now:   
 

1. Swapping $1B of cash for debt in June, the remaining balance could be paid off next year as it 
comes due. The debt balance is the result of an acquisition that never materialized and is fully 
offset by unrestricted cash. Paying off the debt will save $240 million in interest expense which 
will more than double free cash flow to $450 million. 
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2. Upcoming divestiture of the declining SBB satellite services business creates a growing pure-play 
broadband satellite business 
 

3. The flurry of recent sales partnerships with emerging market communication groups to speed-up 
the filling of Jupiter 2 capacity, free cash flow and margins to improve on full deployment 
 

4. Growth in airline WiFi business, aggressively winning market share from ViaSat and Gogo 
 

5. Growing awareness of the role satellites will play in 5G backhaul 
 
Dish stock dividend 
 
On May 20th SATS announced a deal to swap its legacy BSS business that services Dish for 0.24 shares in 
Dish stock for every SATS share, or roughly $9 per share of DISH stock at our cost basis. The move is 
welcomed as it was the final step to cleaning up the SATS story as a pure wireless broadband player and 
removing a melting-ice-cube business unrelated to EchoStar’s future. 
 
JDP plans to hold to the DISH stock dividend as part of our total SATS position.  Dish is in the early stages 
of a major transition to become the 4th largest wireless carrier in the US. The company also owns wireless 
spectrum potentially worth more than its market cap.  I have no view on Dish other than it seems like a 
call option on founder-Charlie Egan’s ability to create a mobile carrier from scratch while appearing 
“cheap” because the legacy TV business is in structural decline.    
 

Closing remarks 
 
JDP is a conduit for a group of families to own direct stakes in a handful of businesses that we would own 
in their entirety if it was possible.   
 
The best part about public market investing is that it gives you the ability to own remarkable businesses 
and one-of-a-kind management teams for valuations and terms that are superior to anything we could do 
as a private equity fund. 
 
Nearly all of my net worth is invested in the partnership on the same terms because I am excited about 
our prospects for continuing to compound capital far into the future.   
 
Thank you for your continued trust and referrals.   
 

Sincerely, 
 

 
Jeremy Deal 
Managing Partner 
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JDP Overview

² Founded October 2011

² Value strategy concentrated on highest conviction ideas

² Focused on companies undergoing a major transition

² Multi-year time horizon per idea with compounder potential

² Long only, no leverage
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Team

Jeremy Deal, Founder, Portfolio Manager 
Business Experience
² Private equity
² Co-founder Secure Wireless Inc., sold to Nortek (NASDAQ: NTK) 
² Co-founder Energy Eye Inc., sold to Somfy SA (EPA:SO) 
² Honeywell International (NYSE: HON), Home Controls Division

Seth Lowry, Senior Analyst
Business Experience
² Tech Coast Angels, Analyst
² Citigroup, Equity Research, Transportation
² Merrill Lynch, Investment Banking, Energy and Power
² Merrill Lynch, Global Securities Research

Mark Chapman, Director, JDP Offshore Ltd.
Business Experience
² Azur Consulting, Partner
² Director, Aquamarine Fund Zurich
² Deloitte & Touche, Managing Partner, BVI
² Deloitte & Touche, Senior Manager, Cayman Islands
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