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BURR CAPITAL LLC 

www.burrcap.com 

Fourth Quarter 2016 Letter 

Welcome to your Q4 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. 

Burr Capital LLC aggregate accounts posted a 22.8% gain in 2016 versus a 12% gain for the S&P 500.  

Please remember that past performance may not be indicative of future results. Individual accounts may 

vary significantly.  Please see the Disclosures section at the end of this letter for more information on 

the computation of portfolio performance. 

 

2016 market review 

As a reminder, our objective is to achieve long term performance superior to that of the S&P 500.  We 

believe that the S&P 500 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.   

The market (as a reminder we refer to the S&P 500 as the “market”) ended 2016 posting a strong 12% 

gain while shrugging off a host of worries such as a collapse in oil prices, a brewing credit bubble in 

China, a strong dollar, an unexpected UK Brexit vote, and an unexpected US presidential election 

outcome.  The underlying fundamental concerns have not gone away, and heightened caution is 

warranted. 

When I began writing this letter in early December, the market was on track to test a historical anomaly 

with consecutive quarters of accelerating growth and 3% back-to-back months in November and 

December.  Since 1950, the market has risen more than 2.5% in consecutive months only 10% of the 

time.  
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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. For more on portfolio 

construction, please refer to our Q3 2016 investor letter.  

Some noteworthy updates: 

 LILAK: After a string of disappointing earnings results, we liquidated our investment in this Latin 

American cable company before re-initiating a toehold position when it seemed the selloff was 

overdone. While we love cable businesses because of their contractually recurring cash flows and 

excellent shareholder friendly management teams, this investment really challenged our conviction. 

The strong management team was somewhat guilty of over-promising when the business was spun-

out creating overly elevated expectations. Add to that, a questionable large acquisition and a strong 

dollar, and we had the recipe for a poor overall investment.  

 LVLT: We were happy to see our investment thesis validated when CenturyLink announced its 

intention to buy Level 3. We have no plans to sell our position until the deal is consummated.  

 ABBV: We owned AbbVie because we believed the market underappreciated the sustainability of its 

Humira franchise, leading to a very cheap stock with a juicy 4% dividend yield. We sold the position 

when it was apparent that both presidential candidates were equally determined to curb drug 

pricing (a source of revenue upside for AbbVie) and the patent expiration overhang over Humira was 

getting incrementally harder to handicap making the risk/reward unattractive at current prices. 

 LVNTA/LEXEA: Liberty Ventures (LVNTA) consummated the spin-off of Liberty Expedia (LEXEA).  

LEXEA enables us to invest in Expedia at a material discount to its underlying business value so we 

continue to hold both investments while the discount persists.  

 DFS: Discover card had a 30% post-election rally benefiting from rising rate expectations and an 

improving economy. 

 Income investments: Our income-oriented holdings including Allergan preferred stock and Bank of 

America preferred stock came under pressure post-election, as animal spirits took hold of market 

participants leading to a sharp rise in 10-year treasury yields. We added to both holdings. 

 Option hedges and cash position:  We continue to hold a high level of cash (10-25% on average) 

reflecting our overall concern with the elevated level of the overall market. 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.  Also, as noted in prior letters, with our large cash balances and option hedges acting as 

speed breakers, we expect to underperform in strong rising (“bull”) markets as we saw in Q4 and 

outperform in falling markets (not experienced in 2016).  As a reminder, while your portfolio differs 

substantially from the S&P 500 (an attribute called high “Active Share”), we’re not completely 

immune from gyrations in the overall market.  Our sweet spot is flattish markets (modestly rising or 

declining).  
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What we learnt in 2016:  Macro forecasting is hard  

Some predicted a Clinton win in the presidential elections and a “steady as she goes” stock market post-

election. Others predicted a Trump victory and a deep market selloff post-election.  Not too many 

predicted both a Trump win and a post-election stock market rally.  The winning strategy here was to 

get the forecast wrong (a Trump win), and the stock market rally right (“steady as she goes”).  

There are fundamental reasons behind the market rally:  A 10-percentage points decline in the 

corporate tax rate could translate into as much as a 15% boost to corporate earnings. And a tax holiday 

for repatriating offshore cash could lead large companies, like Apple and Cisco, to bring their cash home 

and redeploy towards share repurchases and M&A.   

There are also non-fundamental reasons:  Investors sitting on large capital gains in 2016 could be 

holding off selling their winners until 2017 when the personal income tax rate could be much lower.  

In periods such as these when animal spirits take over and markets appear to turn parabolic we must 

brace for the inevitable market correction.  So what can go wrong? Fiscal policy (building roads, bridges, 

and infrastructure) can take longer than Mr. Market’s investment horizon.  Foreign policy-by-tweets is 

fraught with unknown risks.  China’s credit bubble keeps on brewing.  Valuations can act like gravity 

dragging down the market.  Finally, if history is any guide, a strong dollar, strong stock market, strong (or 

rising) oil market, and rising yields is rarely a sustainable combination.  

 

Thinking like business owners 

Finally as we look forward to a new year, it’s worth noting that we’re part-owners of some wonderful 

businesses: 

 Franchise quality cable companies in the US, Europe, and Latin America, the lifeblood of the internet 

and the information economy and at the heart of ecommerce, Internet-Of-Things (IOT), and Over-

The-Top (OTT) TV 

 ITV, UK’s premier TV network and home of “Lewis”   

 A quirky ecommerce retailer and an e-commerce supply chain “arms-dealer” 

 A premier pharmaceutical company and a handful of hospitals, beneficiaries of an aging population 

 Real-estate investment trusts 

 A major league baseball team  

 The Formula-1 racing team 

 

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.  
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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 

 

DISCLOSURES 

Please remember that past performance may not be indicative of future results.   

Individual accounts may differ significantly depending on timing of investments, the effects of additions, 

and the impact of withdrawals from the account.  Not all accounts have identical securities and 

weightings. Portfolio holdings and weightings may vary depending on the size of the account. For 

example, due to liquidity constraints, it may not be possible to own fixed income securities in smaller 

accounts.   

Figures are unaudited and may include impact of accrued but unpaid fees for the latest quarter. 

Returns are computed on a before-tax time-weighted return (TWR) basis and are net of all paid 

management fees and brokerage costs.  

Burr Capital LLC accepted one outside client in November 2015; returns are therefore computed from 

2016 onwards. 

The Burr Capital LLC aggregate account excludes those client accounts that place any restrictions on 

investing in stocks (common and preferred), bonds, or options.  Two IRA accounts with restrictions on 

trading in options were excluded from the aggregate. 

S&P 500 returns include dividends but do not reflect any fees. 

Returns are computed using Interactive Broker's PortfolioAnalyst feature. 

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.   

mailto:rray@burrcap.com
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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 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. 


