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BURR CAPITAL LLC 

www.burrcap.com 

Fourth Quarter 2015 Letter 

Welcome to your first 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. 

This letter will be somewhat different from our normal format.  We will spend less time discussing the 

macro-environment and a bit more time discussing your portfolio.  It will also be a somewhat longer 

than usual quarterly letter.  

Burr Capital LLC could not have launched at a more interesting time.  While the S&P 500 (i.e., the 

“Market”) appears set to finish 2015 around flat, the year was characterized by unusual monthly 

volatility.  All industry sectors, whether it be healthcare, or MLPs have had their fair share of unwanted 

drama.  An index fund investor lulled into a state of complacency due to the market calm of the last 

several years is now faced with a dilemma – is the market overvalued and ripe for a correction or is it 

taking a breather before resuming its march upwards.  Reasonable arguments can be made on both 

sides.  Luckily for us, we don’t need to have a strong macro-view as long as we continue to find a handful 

of high conviction ideas for our concentrated portfolio. 

 

A Closer Look at the ‘Balanced’ Model Portfolio 

In the rest of this letter we will dive a little deeper into the Balanced model portfolio.  

As of December 30th, 2015, the Balanced Model portfolio comprised the common shares of 27 

companies.  The top-10 holdings comprised 52% of the portfolio.  The largest holding was 8% of the 

portfolio.  Our investment approach is market capitalization agnostic.  15% of the portfolio was in 

companies with less than $1B in market capitalization (i.e., “small cap” stocks), 34% in companies with 

$1B to $10B market capitalization (“mid cap” stocks), and 51% in companies with greater than $10B in 

market capitalization (“large cap” stocks).  The smallest company has a market capitalization of $67M 

and the largest is a $450B company. 

   

A Simple and Repeatable Investment approach 

 Franchise-quality businesses with wide moats and stable and growing cash flows. 

 Excellent owner/operator shareholder friendly management teams. 

 Exploit market dislocations created by behavioral and institutional biases that create those rare 

opportunities to purchase excellent franchises at a meaningful discount to intrinsic value. 

 What is a “meaningful discount to intrinsic value?” We look for a 15-25% annual return on our 

investments over a 3-5 year time period.  Said another way, we look for investments that could 
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double in 3-5 years.  As of December 30th 2015, the Balanced model portfolio was trading at a 46% 

average discount to our estimate of intrinsic value 3-5 years out with a 13% to 26% projected annual 

rate of return.   

 

Staying within our circle of competence 

As of December 30th 2015, the Balanced model portfolio had the following distribution of holdings by 

segment.   

 

It is worth noting that 77% of the portfolio was in five segments – Cable distributors, Financials 

(primarily Community banks), Asset-rich companies, undervalued and misunderstood Technology 

companies, and Payments networks.  By investing in industries and companies we know well we can 

take advantage of market dislocations to build large concentrated positions.   

 

Cable Distributors (28% of total) 

Around 28% of the model portfolio was in cable distribution stocks.  In our view, the cable distribution 

space offers that rare combination of excellent franchise quality businesses, owner-operator 

shareholder friendly management, and shares that are trading at a material discount to intrinsic value.  

The largest holding (Company A) which was 8% of the Balanced portfolio, is a case in point.  Company A 

is a collection of assets with 90% of its underlying asset value derived from ownership in a major US 

cable operator which is pending approval on a transformative acquisition.  The business is a de-facto 
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monopoly with pricing power and a CEO who is arguably the best cable executive in the US.  Company A 

trades at a 10% discount to its net asset value (NAV) and the NAV itself could be 65-150% higher in 3-5 

years. 

 

A word about concentration risk 

Our rather large exposure to cable stocks may beg the question - Are we taking on too much 

concentration risk in one industry?  We don’t believe that’s the case because the cable business is 

inherently regional in nature and the cable businesses in the portfolio are distributed over more than 

nine countries with very different regulatory regimes and competitive dynamics.   

 

Financials and Community Banks (15% of total) 

15% of the portfolio is in financials with 10% in five small community banks.  These community banks 

are managed by shareholder friendly executives, are based in regions with attractive demographics, are 

well capitalized, well-reserved, and trading at large discounts to their intrinsic value.   

It’s worth noting that these banks, which have market capitalizations less than $200M, are attractive 

acquisition candidates, benefit from rising interest rates, and are also relatively uncorrelated with the 

gyrations in the broader market. 

 

Underfollowed underappreciated asset-rich companies (13% of total) 

13% of the portfolio is invested in three under-followed and undervalued asset rich companies.  Let’s 

call them Companies B, C, and D.   

 Company B is essentially a cash-like asset which provides the high quality management team 

tremendous optionality to deploy the balance sheet towards a highly accretive acquisition. 

 Company C comprises a hodge-podge of assets, including a hard-to-value sports team, and the 

shares are trading at a 15-20% discount to the Net Asset Value (NAV). Not only is the NAV 

compounding every year effectively increasing the discount, but management has also announced 

plans to unlock the value in the underlying assets by spinning out the assets.   

 For Company D, if you strip out non-earning assets including an over-funded pension plan, the core 

business is trading at only three times EBITDA (Earnings before Interest Taxes and Depreciation).   At 

a more reasonable 7-9x EBITDA, the shares could be worth significantly more in 3-5 years. 
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Technology companies (12% of total) 

Of the 12% in technology, 5% is in a small under-followed, left-for-dead company that has just 

undergone a transformative change which has gone completely unnoticed by the market.  The company 

was created through a spinoff back in 2012.  The early set of investors, primarily value investors and 

special situations investors, abandoned the stock when it became clear that the business was 

structurally challenged.  When the well-regarded CEO, a turnaround specialist, managed to sell a major 

chunk of the business, effectively creating a cash-rich shell company, it attracted a whole new class of 

investors.  When management subsequently “blew” through the cash balance buying an unknown 

European technology company these new investors voted with their feet and the stock was left for dead 

trading at less than three times EBITDA.  When the market comes to realize that the acquired asset is in 

fact a high quality high margin software company with large recurring revenues the business could be 

rewarded with a higher multiple translating into a materially higher share price. 

 

Payment networks (9% of total) 

There are few industries more attractive than payment networks.  High incremental margins, high 

returns on capital, prodigious cash flows, and excellent management teams.  5% of the portfolio is in a 

domestic credit card company that’s almost as widely accepted in the US as the two major credit card 

networks.  At the current share price, you are effectively purchasing this company’s card issuing 

business and getting the payments network for free.    

 

A note on idea generation 

Because we hold a relatively concentrated portfolio we are under no pressure to come up with new 

investment ideas every day.  That said, we maintain tiers of ideas with a broader focus list of businesses 

that we’re actively working on where we are assessing the business quality and management quality.  

We also maintain a smaller focus list of businesses that already satisfy our business and management 

criteria and we would love to purchase them at the right price. 

 

Where we differ from traditional value investors 

Our investment process can often lead to ideas that may not screen as traditional “value” stocks.  We 

believe there is a mistaken notion, among some value investors, that companies with low “rule-of-

thumb” valuations like a low price-to-earnings multiple, price-to-book, or price-to-cash flows are value 

stocks.  In our experience, stocks that trade on low multiples of these readily available metrics are often 

indicative of broken businesses – i.e., value traps.  Instead we look for value in businesses that are 

undergoing significant change, have under-appreciated businesses, hard to analyze asset quality, or are 
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cheap due to structural inefficiencies driven by behavioral and institutional biases (such as spinoffs and 

M&A) that may not be fully captured in the headline valuation metrics.  

 

A final note on oil exposure 

As of December 30 2015, the balanced model portfolio had around 2% direct energy exposure and an 

additional 0.5% indirect exposure to energy through an engineering and construction company.  Value 

investors look where there is blood on the streets and there is plenty in the energy industry.  Oil prices 

today are near cash costs and appear to be unsustainably low.  So why don’t we back up the truck on 

exploration and production (E&P) companies which should experience a hockey stick recovery when oil 

prices rise? Unfortunately, E&P companies (those tied to US shale, for example) just don’t satisfy our 

investment criteria – they are mediocre businesses that rarely earn their cost of capital and have 

unimpressive management teams.  We do however own an oil service company which we believe to be 

a special situation trading at a material discount to the announced takeover price with an acquirer that’s 

quite motivated to get the deal approved.  Even on a standalone basis this company has large upside 

because it is an under-earning business with an activist shareholder in the name.  We believe there are 

multiple ways to win with this company which also has greater staying power than an E&P company in 

case oil prices stay lower for longer.   

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 
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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 

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. 


