
  

Schutt Capital Management LLC is the General Partner and manager of Schutt Private Investment Fund, LP, and is a 
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March 29, 2017 
 
Dear Fellow Investor, 
 
The net return for Schutt Private Investment Fund, LP (the “Fund”) for the year ended 
December 31, 2016 was 14.1%, and for the fourth calendar quarter was 7.4%. The Fund’s 
returns for 2016 and overall allocation are summarized in the following table. 

 
 
1. Return on invested capital is calculated by dividing the Fund’s gross return by the average invested capital during the period, and then subtracting the percentage of fees and 

expenses incurred during the period.   
2. The S&P 500 return includes dividends and neither the S&P 500 nor the Wilshire 5000 reflect an adjustment for any fees or expenses 

I believe that reporting to you with quarterly frequency is appropriate so you have 
knowledge of, and transparency into, our activities. Be mindful, however, that three months 
is too short of a measurement period to adequately judge our results.  

Presented below are our top contributors and detractors for the three months: 

 

Performance Analysis 

In the fourth quarter, the heavy lifting done to drive return was mostly accomplished by 
our holdings in various financial service businesses. With one exception, these are holdings 
we have patiently held for years, believing them to be inexpensive. Value investing is 
nearly always an exercise in deferred gratification: you make a (hopefully correct!) 
decision one day and wait patiently, often through lots of market oscillation, before being 
proven right or wrong. 
 
A discussion of six securities that led fourth quarter performance follows: 
 

Bank of America and Wells Fargo TARP Warrants and common stock represent 
interests in two of the U.S.’s largest financial institutions. The entire banking sector 
traded at historically low valuations following the financial crisis of 2008 and through 
the subsequent recovery. These two companies enjoy broad, low-cost deposit bases and 
are essential to the workings of our national economy. In both cases, the majority of 
the Fund’s position is in the TARP Warrants, which are highly advantaged securities 
that responded with exuberance to appreciation in the share price of the common stock 
of each bank.  

SPIF Returns Benchmark Returns2

Net

Return on 

Invested Capital1 S&P

Wilshire 

5000 Cash

Secured 

Loans Equities

4Q 2016 7.4% 10.0% 3.8% 4.3% 25% 17% 58%

FY 2016 14.1% 18.7% 12.0% 13.0% 16% 21% 63%

SPIF Avg. Exposure/Allocation

Contributors Detractors

Bank of America TARP Warrants Fairfax Financial Holdings

The Bancorp (P&I Hammerhead, LP) Kennedy Wilson Holdings 

Wells Fargo TARP Warrants Valeant Pharmaceuticals Puts
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Our position in The Bancorp was established in July 2016 as part of a recapitalization 
of the bank. The position increased considerably in value from the pricing of the 
offering to the end of 2016. The Bancorp has a unique position as a national leader in 
providing deposit services to various forms of prepaid card and other affinity groups, 
like PayPal or Walgreens. This deposit base is low-cost and will remain so even as 
interest rates rise, a unique and valuable characteristic. The bank continues to be 
hindered, however, by the lagging underperformance of legacy loans originated prior 
to 2014. New management is driving lots of cost savings and an appropriate focus on 
enhancing the most promising and lucrative aspects of the business. This “great future, 
difficult legacy” scenario and the frustration it has brought upon investors has made 
this stock one of the more volatile holdings the Fund has ever held, to both the upside 
and downside. I remain confident in the multiyear thesis behind this holding.  

Leucadia National is a holding company comprised of a handful of good, but not 
excellent, businesses, the largest of which is investment banking outfit, Jefferies. 
Leucadia boasts one of the most exemplary corporate cultures in American finance 
today. (See one of Rich Handler’s CEO memos to his employees or clients, often posted 
on the Jefferies website. Or write me and I will send you a prior one that I enjoyed.) I 
had always admired this company but never invested in it until about a year ago when 
it became just plain cheap relative to the quality of the enterprise—trading at valuations 
significantly below the company’s book value. 

Berkshire Hathaway’s most important business remains insurance. It is the rocket fuel 
that ultimately has funded everything else this sprawling and diversified conglomerate 
now owns. Berkshire reached a mouth-wateringly low price in January 2016 and I used 
that period to build a substantial position in the security. At that time, the price very 
nearly touched levels at which we know Warren Buffett has broad authorization to 
repurchase the company’s shares, signaling substantial undervaluation. Further, 
Berkshire has such a broad range of consistent sources of earnings and such a wide 
field of reinvestment opportunities that it is nearly certain to increase in intrinsic value 
year after year. 

Finally, Village Bank is a Richmond-area community bank that the Fund helped 
recapitalize through a rights offering in March 2015. Since that time, CEO Bill Foster 
and his team have executed well on their plan to diversify the company’s loan book 
and source of funds to de-risk the bank and expand margins. They’ve also resolved 
legacy regulatory issues and attracted additional talented associates. The team has 
correctly pursued the goal of becoming a high-performing bank, rather than simply a 
bigger bank, and its enhanced efficiency has been rewarded by an increase in its share 
price. 

While grouped succinctly in this “financial services” category, each of these investments 
was thoughtfully purchased at a time at which the relationship of price to value seemed 
weighted in our favor. To date, I have only modestly reduced our exposure to these 
securities. 

Among these successes, meaningful mistakes were made too, and one stands out for 
commentary. I dabbled in Valeant Pharmaceuticals after the controversy around its 
management, accounting, and acquisition practices broke out, using options as a way to 
make a small bet with a potentially large payoff. At the time I initiated the position, Valeant 
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had already dropped 63% from its recent highs. Astonishingly, it has since gone on to drop 
another nearly 90% from that level.  

I take the time to re-visit and unpack the causes of investment mistakes, much like a post-
mortem. This exercise has helped me identify categories of mistakes—common themes or 
traps that have led me down unprofitable paths. I believe this forced exercise in self-
reflection is essential to improving my own game over time.  

There are ways in which, even in this specific situation, I behaved a little better in the face 
of a loss armed with the knowledge of these past mistakes—specifically, limiting our 
exposure to a certain, small level and being a bit more aggressive in recognizing the loss 
and moving on. These rules of thumb helped to minimize damage in the end. This position 
detracted about 0.6% from the Fund’s 2016 performance.  

Thoughts on Investment Philosophy: Skin in the Game 

As a bottoms-up investor, I have never used investment themes to drive selection. A 
number of years ago, however, I reviewed our eclectic holdings and made an attempt at 
categorizing them so that I could help others more succinctly understand our style. I found 
that a majority of our holdings featured “owner-operators”—business founders who have 
a majority of their own wealth invested in the business or, alternatively, managers who, 
while they may not be founders, have been with the business for a long time, are wedded 
to it, and have much of their net worth invested in its stock. 
 
This founder-led arrangement is very common in private businesses in the U.S., but is 
atypical and under-represented among public companies. I believe that the alignment 
between a long-term public company investor and an “owner-operator” is the best available 
to us, as it aligns our interest with a manager’s highest priority—protecting and growing 
the value of the business over the long-term. 
 
Further adding to the appeal of the owner-operator alignment is my belief that most market 
participants miss it or simply do not care about it. Why is that? First, for investors with 
short time horizons, considering what a business may be worth years down the road is of 
no consequence. Second, much like a company’s culture, this is a nuanced and qualitative 
business characteristic. It does not appear on a balance sheet or in valuation metrics, and 
so is not easily screened in investment analysis. This focus on an important attribute that 
is often overlooked by investors is one reason for the Fund’s unique composition when 
compared to other portfolios. 
 
Nassim Nicholas Taleb’s work, Antifragile, has had a lasting impact on my thinking and is 
a great advocate for owner-operators. One of his key concepts is “skin in the game.”1 Taleb 
discusses the toxic nature of relationships where one party gets upside optionality at the 
expense of another—where one has great rewards available without bearing any significant 
risk of loss if there is no success. An example would be a CEO who is given a rich package 
of stock options as incentive compensation. If during his tenure, the company performs in 
such a way that the value of its stock goes up, the CEO strikes gold. If the stock price does 
not appreciate, then he does not cash in this lottery ticket—but neither does he suffer 

                                                 
1 Taleb’s four works are closely related and somewhat interchangeable as one long essay on uncertainty, 
according to him. They are Fooled by Randomness, The Black Swan, The Bed of Procrustes and Antifragile. 
He has a new book forthcoming, a fifth in this series, titled Skin in the Game, the Logic of Risk Taking. 
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alongside shareholders who have invested precious capital behind him and gotten a low or 
negative return. 
 
In contrast, the owner-operator shares the downside risk with all other shareholders. The 
value of the business is his largest personal asset and the cornerstone of his family’s, 
children’s, and grandchildren’s prosperity. He worries for the business’s health and 
competitiveness 10, 20 and 30 years from now and positions it for success over that period. 
He bears real risk in the form of consequential personal loss if the business fails or is 
impaired. He has true “skin in the game.” 
 
In this scenario, the attitude towards risk management is likely to be radically different too. 
The option-wielding CEO may show utter disregard for the health of the enterprise 10 years 
down the road, while the owner-operator is emboldened to run the business for the 
protection and growth of its long-term value. He simply exercises a higher level of care. 
The impact of such behavior compounds dynamically over the years.  
 
Incentives have immense power to motivate human beings. I find the financial incentives 
motivating a manager with “skin in the game” are optimal for long-term investors. It should 
be no surprise that “skin in the game” managers lead a large proportion of the Fund’s 
holdings, including Berkshire Hathaway, Biglari Holdings, Constellation Software, Fairfax 
Financial, Interactive Brokers, Kennedy Wilson Holdings, Leucadia National, Markel and 
W.R. Berkley. 

“I think I’ve been in the top 5% of my age cohort all my life in understanding the power of 
incentives, and all my life I’ve underestimated it.” – Charlie Munger2 

_________________________________ 

Thank you for your trust and confidence. Please contact me if you have any questions or 
concerns. If you know of anyone who may be interested in learning more about the Fund, 
I would welcome your introduction. 

The next opportunity to make additional investments in the Fund is March 31, 2017.   

I look forward to reporting to you again after the conclusion of the first quarter. 

Best regards, 

 
 
Marshall P. Schutt 
Managing Member 

 
 
 
 
 
 

                                                 
2 “The Psychology of Human Misjudgment.” A speech at Harvard University, June 1995. 
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Appendix A: Overview of Changes in Holdings and Current Holdings (10/1/16 – 12/31/16) 

 

 
 
Business Descriptions of Holdings at 12/31/16 
(*one of top 5 largest holdings at 3/28/17) 

ABL Alliance, LLLP – asset-based loan portfolio  
Bank of America Corp. – large U.S. financial institution 
Bank of America TARP Warrants – warrants to purchase stock in this large U.S. financial institution 
Berkshire Hathaway* – holding company; insurance, railroads, utilities, manufacturing, retail and services 
Biglari Holdings* – holding company; primarily restaurants 
Calfpasture Jeffrey Park, LLC – construction loan and direct equity investment in a real estate development project 
Constellation Software* – provider of vertical market software solutions (including a small corporate debt holding) 
Fairfax Financial Holdings* – property and casualty insurance and reinsurance globally 
Interactive Brokers Group – automated global electronic broker  
Kennedy Wilson Holdings* – real estate investment company 
Leucadia National Corporation – holding company; Jefferies, other financial services and merchant banking holdings  
Markel Corporation – property and casualty insurance globally 
P&I Hammerhead, LP – private investment in The Bancorp (TBBK) 
Residential Real Estate Loan VI – high yield first mortgage secured by residential property; Columbus, OH 
Residential Construction Loan VII – high yield construction loan secured by residential property; Columbus, OH 
Commercial Real Estate Loan IX – high yield first mortgage secured by commercial property; Columbus, OH 
Reynolds American Inc. – tobacco  
Village Bank & Trust Corporation – community bank 
W.R. Berkley Corporation – property and casualty insurance globally 
Wells Fargo Bank, N.A. – large U.S. financial institution 
Wells Fargo TARP Warrants – warrants to purchase stock in this large U.S. financial institution 
  

New Positions Disposals

Valeant Pharmaceuticals Puts

Positions Substantially Increased
1

Positions Substantially Reduced
1

Fairfax Financial Holdings Bank of America TARP Warrants

Interactive Brokers Group Wells Fargo TARP Warrants

Kennedy Wilson Holdings W. R. Berkley Corporation

(1) An increase or decrease representing at least 0.50% of the Fund’s capital, measured as of the beginning of the quarter.
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Appendix B: Performance 

My preferred measurement is not how the Fund performs quarter to quarter or year to year, but rather 
over three- to five-year periods – and encourage you as a limited partner to view our results the same 
way. The Fund’s objective is to achieve attractive risk-adjusted returns over sufficiently long periods. 
It is not to match a benchmark index in any given quarter or annual period. In fact, given its limited 
number of holdings, it should be expected to diverge from the broad market from time to time.  

 
1. The return on invested capital highlights the performance of the Fund’s investments, excluding its cash balances. It is 

calculated by dividing the Fund’s gross return by the average invested capital (“Exposure”), and then subtracting the 
percentage of fees and expenses incurred during the period. 

2. Exposure represents the average invested capital during each month within the quarterly period.  For example, 75% 
exposure would indicate 25% of the Fund’s capital is in cash.  

3. The S&P 500 return includes dividends and neither the S&P 500 nor the Wilshire 5000 reflect an adjustment for any fees 
or expenses. 

Net 
Return

Return on 
Invested 
Capital1 Exposure2 S&P 5003

Wilshire 
5000

4Q 2016 7.4% 10.0% 74.7% 3.8% 4.3%
Year-to-date 14.1% 18.7% 85.4% 12.0% 13.0%

Quarter Cumulative Quarter Cumulative Exposure2 Quarter Cumulative Quarter Cumulative

2Q 2009 1.3% 1.3% 25.7% 25.7% 6.1% 15.9% 15.9% 16.8% 16.8%

3Q 2009 4.1% 5.4% 20.9% 51.9% 21.1% 15.6% 34.0% 16.3% 35.9%

4Q 2009 3.5% 9.0% 8.5% 64.8% 43.4% 6.0% 42.1% 6.0% 44.0%

1Q 2010 6.3% 15.9% 11.5% 83.8% 56.0% 5.4% 49.8% 6.3% 53.0%

2Q 2010 -3.5% 11.8% -5.5% 73.7% 62.1% -11.4% 32.7% -11.1% 36.1%

3Q 2010 2.6% 14.7% 3.9% 80.4% 70.5% 11.3% 47.6% 11.7% 52.0%

4Q 2010 7.1% 22.9% 9.8% 98.0% 74.0% 10.8% 63.5% 11.7% 69.7%

1Q 2011 4.8% 28.8% 6.6% 111.1% 74.1% 5.9% 73.2% 6.0% 79.9%

2Q 2011 -2.7% 25.3% -3.3% 104.1% 78.2% 0.1% 73.4% -0.1% 79.7%

3Q 2011 -10.3% 12.5% -13.2% 77.1% 76.6% -13.9% 49.3% -15.2% 52.5%

4Q 2011 2.5% 15.3% 2.9% 82.2% 75.4% 11.8% 67.0% 12.0% 70.7%

1Q 2012 10.3% 27.2% 13.2% 106.2% 79.1% 12.6% 88.0% 12.8% 92.5%

2Q 2012 -1.5% 25.3% -1.8% 102.5% 73.9% -2.8% 82.8% -3.2% 86.4%

3Q 2012 5.7% 32.4% 8.0% 118.7% 72.5% 6.4% 94.4% 6.1% 97.7%

4Q 2012 0.5% 33.1% 0.8% 120.5% 74.7% -0.4% 93.7% 0.3% 98.2%

1Q 2013 8.6% 44.5% 11.3% 145.5% 76.5% 10.6% 114.2% 11.2% 120.5%

2Q 2013 0.4% 45.1% 0.7% 147.2% 78.5% 2.9% 120.5% 2.9% 126.9%

3Q 2013 3.8% 50.7% 5.0% 159.4% 79.3% 5.2% 132.0% 6.3% 141.2%

4Q 2013 7.0% 61.2% 9.1% 183.0% 78.3% 10.5% 156.4% 10.1% 165.7%

1Q 2014 3.3% 66.5% 4.3% 195.1% 78.8% 1.8% 161.1% 1.9% 170.8%

2Q 2014 3.6% 72.6% 4.8% 209.1% 78.7% 5.2% 174.7% 4.9% 184.0%

3Q 2014 -1.5% 70.0% -1.8% 203.7% 82.5% 1.1% 177.8% 0.0% 183.9%

4Q 2014 4.6% 77.8% 5.0% 219.0% 91.7% 4.9% 191.5% 4.9% 197.8%

1Q 2015 3.2% 83.4% 3.7% 230.7% 88.6% 1.0% 194.3% 1.8% 203.0%

2Q 2015 2.4% 87.9% 2.9% 240.3% 85.6% 0.3% 195.1% 0.0% 203.0%

3Q 2015 -3.1% 82.1% -3.5% 228.3% 85.0% -6.4% 176.1% -7.4% 180.6%

4Q 2015 2.7% 87.0% 3.1% 238.5% 89.0% 7.0% 195.5% 5.9% 197.1%

1Q 2016 -1.6% 84.1% -1.6% 233.1% 96.3% 1.4% 199.5% 0.8% 199.5%

2Q 2016 2.2% 88.2% 2.6% 241.6% 88.1% 2.5% 206.9% 2.8% 208.1%

3Q 2016 5.6% 98.8% 6.9% 265.3% 82.6% 3.9% 218.7% 4.5% 222.0%

4Q 2016 7.4% 113.4% 10.0% 302.0% 74.7% 3.8% 230.9% 4.3% 235.8%

Net Return
Return on Invested 

Capital1 S&P 5003 Wilshire 5000


