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BURR CAPITAL LLC 

www.burrcap.com 

Third Quarter 2016 Letter 

Welcome to your Q3 2016 quarterly letter from Burr Capital LLC.  We thank you for the fiduciary trust 

you have placed in us and we look forward to serving your investment needs. 

The third quarter marked the first year anniversary of Burr Capital LLC.  Our objective is to achieve long 

term performance superior to that of the S&P 500 market index.  We believe that the S&P 500 market 

index is a good proxy for most leading investing companies over a reasonably long time period.  If we’re 

unable to achieve this superior performance, there is no reason for us to be in business.  

In the third quarter, the S&P 500 index, posted a 3.3% gain bringing the year-to-date returns before 

dividends to 6.1%.  Our results, on average, were superior to the S&P 500 index.  As you know, I invest 

the majority of my liquid net worth the same way I invest yours.  So while there is no certainty that our 

year-to-date (and since inception) outperformance will continue in the future, rest assured that our 

interests will remain entirely aligned.   

The list of macro worries remains long and growing: stubbornly low oil prices threatening the US shale 

oil industry; Fed raising rates hurting stock valuations (see our Q2 2016 letter for The Valuation 

Conundrum); a contentious presidential election raising serious questions around our place in the global 

economy; and Germany’s Deutsche Bank experiencing its own Lehman-like moment.  Yet the market 

remains stubbornly near all-time highs. So is it any wonder that more and more active managers who 

are likely trailing the market, are demanding (begging even) the Fed to raise rates, hoping that it will 

slow down the market and allow these managers to catch up?  

If we’re indeed in a bubble due to the Fed’s easy money policy, then it’s all but certain that we will 

experience a major correction soon.  But that’s like saying we will experience heavy snow here in 

Edgewater, one day - true, but not really actionable.  So we stick to our knitting, investing in businesses 

we understand, hedge our portfolio, hold large cash balances (dry powder), and stay vigilant.  

 

Portfolio review 

As a reminder, we maintain two model portfolios – Balanced and Income. Your portfolio, subject to size 

and liquidity constraints, will hold a blend of these two portfolios.  That means while each model 

portfolio can have 10-15 investments, your portfolio will hold 20-30 investments. Here’s a quick recap of 

noteworthy changes to these portfolios. 

Balanced Portfolio 

 Our Balanced model portfolio currently holds 11 businesses where we believe the share prices are 

trading at a roughly 50% discount to our projected 3-5 years estimate of underlying business value. 
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If Mr. Market agrees with our analysis, then we could see a 15-25% annual return on these 

investments over the next several years.  

 We have written previously on two of our highest conviction ideas - Cable One (CABO) and Liberty 

Broadband (LBRDK) – and both continue to develop as we expect.   

 Last quarter, we added two new positions, Liberty Braves and CommerceHub. We hold relatively 

small positions in these businesses because they have above average risk and the share prices 

gained too quickly even as we were purchasing shares.  We will remain patient and look for better 

entry points. 

o Liberty Braves (BATRK) owns the Atlanta Braves baseball team and a collection of highly 

valuable real estate properties, under development.  Project completion could provide a 

material uplift to cash flows and potentially significant uncorrelated returns for shareholders 

over the next several years.  

o CommerceHub (CHUBK) is a software-as-a-service (SaaS) e-commerce company that 

provides essential fulfillment services to much larger companies like Walmart and QVC. 

CommerceHub is an “arms dealer” of sorts.  Given the small size and massive addressable 

market, we see no reason why the business cannot compound cash flows at a mid- to high-

teens rate for years to come. A potentially suboptimal yet highly satisfactory outcome could 

be a sale of CommerceHub to a larger e-commerce or retail company.  

 In order to make room for Liberty Braves and CommerceHub, we liquidated our investment in one 

business - an engineering and construction company, where the risk/reward was less attractive than 

our new investments. 

 It is worth noting that your portfolio differs substantially from the S&P 500 market index.  The S&P 

500 index holds 500 stocks with market capitalization in the range $2.5 billion to $609 billion. The 

Balanced portion of your portfolio holds 11 businesses with market capitalizations in the range $700 

million to $100 billion.  The S&P 500 index has around 7% in Energy, 3% in Utility, and 3% in 

Materials stocks. As can be seen in the table below, we don’t have a material exposure to any of 

these businesses.  Studies have shown that a low correlation with the market (high “Active Share”) 

can lead to superior long-term outperformance. While we don’t own any energy stocks, we may 

hedge the portfolio through options on oil indexes if we find (as we do today) that the overall 

market is correlated with oil prices.  
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Income Portfolio 

 In our income model portfolio, we hold 10 common and preferred shares with an average dividend 

yield of 6.4%.  Preferred shares are debt-like instruments with high yields and limited capital 

appreciation potential, unless purchased at a large discount to par value.  Our primary goal with this 

portfolio is capital preservation and above average current income.  Some portion of your portfolio 

will be invested in this Income portfolio as the high dividend yield provides a solid defense during 

periods of heightened volatility, as we had early this year. Subject to your portfolio size and liquidity 

needs, we may replace some portion of the common stocks in the Income portfolio with higher 

yielding bonds with lower liquidity. 

 Last quarter, we added a new position, acquiring the preferred shares of Allergan, a leading 

pharmaceutical company, with an attractive 6.7% dividend yield and some capital appreciation 

potential.  To make room for this investment we sold our long term holding in Six Flags 

Entertainment (SIX) where due to strong outperformance over the last five years, the shares no 

longer offered the same attractive risk/reward we were looking for and the relatively lower dividend 

yield of around 4% made the shares vulnerable to a market-driven selloff.   

 Here is a distribution of holdings in the Income portfolio. 
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Cash position 

We continue to maintain a very high level of cash, as much as 30% in some client accounts.  We will 

continue to deploy this “dry powder” to invest in businesses as opportunities arise.  We have no doubt 

that the future will present ample opportunities for us to do so, as we face many real risks in the 

upcoming months (some outlined above). 

 

Using options to manage near-term volatility 

As we’ve discussed previously, we actively hedge the portfolio to manage volatility, using options. This 

strategy has been highly effective this year where a handful of events (fall in oil prices, Brexit, election 

uncertainty, Deutsche Bank) created panic and a sharp drop in prices. 

Options also serve an important purpose, which I don’t believe is fully appreciated by other fundamental 

value investors.  They enable us to manage risk without having to trade our core investments thus giving 

those core investments time to develop.  I think this approach shares some parallels with Warren 

Buffett’s investment process even if it doesn’t get as much coverage by the investment community as 

his highly successful stock investments.  

 

Compound Math 

As you know, I teach a class on Personal Finance at a local college. I usually allocate several classes to 

illustrating the power of compounding (the 8th wonder of the world) and related concepts like Delayed 

Gratification and the Marshmallow experiment. This seemingly basic concept is sometimes hard to fully 

grasp, perhaps because other than investing (and passing exams), very few real world situations require 

us to perform compound math calculations.  
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Say we’re able to eke out only a 1.5% return on investment per month.  That translates into a 19.5% 

annual return. Over 10 years, that’s an almost 6-fold return ($1 invested becomes $6).   

I believe the long term is built on a series of short-term events. That’s not to say that one can achieve 

1.5% per month every month with certainty over any reasonable time period, but hopefully it provides 

some framework to think about short-term results through the lens of long-term capital appreciation.  

 

I hope you found this review has given you a better understanding of my investment philosophy and 

your portfolio composition.  Thank you for your support and please do not hesitate to reach out if you 

have any questions.  

Sincerely, 

 
Rahul Ray 

Principal and Portfolio Manager 

Burr Capital LLC 

725 River Rd, Ste 32-123 

Edgewater, NJ 07020 

Email: rray@burrcap.com 

Phone: (551) 257-5126 

 

This commentary candidly discusses a number of individual companies.  These opinions are current as of 

the date of this commentary but are subject to change. All information provided is for information 

purposes only and should not be considered as investment advice or a recommendation to purchase or 

sell any specific security.  While the information presented herein is believed to be reliable, no 

representations or warranty is made concerning the accuracy of any data presented.  This 

communication may not be reproduced without prior written permission from us.  Please remember 

that past performance may not be indicative of future results.  Different types of investments involve 

varying degrees of risk, and there can be no assurance that the future performance of any specific 

investment, investment strategy, or product (including the investments and/or investment strategies 

recommended or undertaken by Burr Capital LLC), or any non-investment related content, made 

reference to directly or indirectly in this research will be profitable, equal any corresponding indicated 

historical performance level(s), be suitable for your portfolio or individual situation, or prove successful.  

Due to various factors, including changing market conditions and/or applicable laws, the content may no 

longer be reflective of current opinions or positions.  Moreover, you should not assume that any 

discussion or information contained in this research serves as the receipt of, or as a substitute for, 

personalized investment advice from Burr Capital LLC.  To the extent that a reader has any questions 

regarding the applicability of any specific issue discussed above to his/her individual situation, he/she is 

mailto:rray@burrcap.com
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encouraged to consult with the professional advisor of his/her choosing.  Burr Capital LLC is neither a 

law firm nor a certified public accounting firm and no portion of the research content should be 

construed as legal or accounting advice.  A copy of Burr Capital LLC’s current written disclosure 

statement discussing our advisory services and fees is available for review upon request. 


