
  

Schutt Capital Management LLC is the General Partner and manager of Schutt Private Investment Fund, LP, and is a 
Registered Investment Advisor in the Commonwealth of Virginia and the State of Texas. This document does not represent 
an offer to sell nor a solicitation of an offer to buy any securities. Any statements regarding future performance are 
investment objectives of the fund and cannot be guaranteed. 

August 3, 2017 
 
Dear Fellow Investor, 
 
The net return for Schutt Private Investment Fund, LP (the “Fund”) for the three months 
ended June 30, 2017 was 1.6%. During the same period, the S&P 500 and Wilshire 5000 
returned 3.1% and 3.0%, respectively. The Fund’s return 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: 

 

The major story in our first half performance is that three of our five largest holdings – 
Fairfax Financial, Biglari Holdings and Kennedy Wilson Holdings – each declined in value 
over the six month period. While a number of other investments have performed well, this 
headwind has kept our performance to roughly breakeven so far in 2017. To varying 
degrees, I have added to these positions through the first half of the year. This is the right 
behavior and discipline. If prices retreat and thereby become more attractive, we ought to 
increase our exposure within the confines of tolerable levels of portfolio concentrations. 
We embrace “long-termism” and, while it may be uncomfortable to be out of step with the 
market, it is absolutely normal that we may hold opinions that differ from prevailing market 
sentiment at times. I shared my current view on Fairfax Financial in last quarter’s letter.  
Thoughts on Kennedy Wilson are included below and a more detailed discussion of Biglari 
Holdings is included in the next section.  
 
Kennedy Wilson, an opportunistic real estate investor and operator, is in the process of 
consummating a significant acquisition, and I attribute much of its recent 
underperformance to deal-specific influences on its trading price. Once the acquisition is 
complete, the going-forward business will be stronger with more flexibility across a 
broader platform.  The company also intends to meaningfully increase its dividend. 
Management and a couple of key long-term shareholders own a significant percentage of 
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the shares outstanding which provides great alignment, as well as protection against actions 
that would be dilutive to value for long-term shareholders. 
 
Last quarter I also discussed in some detail the state of play with our investment in The 
Bancorp, which had declined dramatically during the first three months of the year. In the 
interim, progress has continued at the bank and its recent results support the conclusion 
that the scale is tipping in favor of a bright future over its legacy and discontinued lines of 
business. Our position appreciated by nearly 50% during the second quarter.   
 
I modestly increased our holding in Village Bank after attending its annual meeting and 
speaking with several of its senior managers. This is an investment that began with the 
Fund’s participation in the recapitalization of the bank in March 2015 with an investment 
made then at the offering price of $13.87 per share. It is a healthy bank today with a 
management team that is sophisticated relative to the company’s size, operating in a vibrant 
local market, and intent on building a high-performing enterprise.  
 
The Fund’s high-yield real estate loan portfolio is comprised of secured loans – either first 
lien or second lien in cases where the Fund also holds the first lien – that we directly 
originate, structure, and monitor. Most loans are 12-month notes, though each is designed 
to fit a specific borrowing need and, in some cases, will have a longer duration. We 
received three loan payoffs during the second quarter and originated two new loans. 
Overall capital invested in this area decreased modestly. 
 

_________________________________ 

Biglari Lands A Big Deal 
 
Biglari Holdings (“BH” or the “company”) is currently a large position for the Fund and, 
after more than three years of inactivity, it made a meaningful acquisition announcement 
during the 2nd quarter. 
 
An investment today in BH is without question a bet on the ongoing efforts of the 
company’s CEO, Sardar Biglari, whom I think embodies a unique combination of 
investment talent, relentless and disciplined operational acumen, and entrepreneurial 
flexibility and creativity. He has obviously studied some of the very best entrepreneurs and 
investors our country has known (such as Walton, Rockefeller and Henry Singleton) and 
works with seriousness to apply the lessons. His investment style is patient and 
concentrated. There are a few business models he clearly finds appealing: 1) brands, 2) 
low-asset intensity licensing, royalty or franchising revenue, and 3) float-based 
investments, such as insurance. 
 
He has often referred to BH as a “museum for businesses” – the company is seeking 
permanent operating company holdings that it will likely hold forever. A “forever” time 
horizon plus a permanent and growing capital base gives BH a tremendous long-term 
advantage over other public companies. As additional acquisitions or investment are made, 
the resiliency of the whole will continue to increase – an attribute of importance to the 
long-term investor. 
 
There are shortcomings to the situation that I suspect have turned many investors off. At 
times he has operated as an activist, publicly challenging other public-company 
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management teams. These campaigns have exposed his less than warm-and-fuzzy 
personality. He has an unconventional, performance-based compensation arrangement that 
delivers him potentially massive paydays if there is growth in the value of the overall 
enterprise. Corporate governance has been weak at times, and he has executed moves that 
were not immediately in the best interest of shareholders, but rather designed to solidify 
his own control over the company. In addition, GAAP accounting brings a lot of messiness 
to the financial statements. For all these reasons, I view this investment as one where an 
investor ought to consistently apply critical analysis and high vigilance. 
 
There is an easy argument to be made for the cheapness of BH’s stock today. It owns a 
restaurant business, Steak n Shake, that is cash flowing, competing well, and growing 
through an asset-light franchise model. BH assumed control of Steak n Shake while it was 
losing money in 2008, re-engineered its strategy, and successfully turned it around. I value 
it around $650 million today, based on my estimate of normalized free cash flow. The 
company owns a 20% stake in Cracker Barrel’s public equity plus other cash and 
investment holdings that total $1 billion, or $850 million after deducting a capital gains tax 
liability.  
 
In addition, there are a few smaller wholly-owned business units: First Guard Insurance 
(estimated value of $20 million), the “men’s brand” Maxim magazine (estimate: $0), and 
restaurant chain Western Sizzlin (estimate: $20 million). There are at least a couple of real 
estate investments that I doubt total more than $20 million in value. As for liabilities, Steak 
N Shake carries $184 million in debt, guaranteed at the subsidiary level only. 
 
That all comes to an equity value, after deducting debt and future tax liabilities on 
investment gains, of nearly $1.4 billion ($650 per share) versus a current market cap of 
about $785 million ($380 per share).  This wide gap between estimated intrinsic value and 
market value, paired with the high likelihood of an increasing intrinsic value over time, is 
exactly the type of situation we target. 
 
It is my expectation that Sardar Biglari’s continuing efforts to reallocate the capital at his 
disposal will drive growth in the underlying value of the business at an attractive rate. For 
example, in May, BH announced an agreement to purchase 100% of Pacific Specialty 
Insurance for $300 million dollars. The deal is expected to close during the third quarter of 
2017. The deal structure is highly advantageous, with BH paying $24 million in cash at 
closing and the remaining $275.5 million funded by forms of seller financing and deferred 
cash payments. Pacific Specialty has a history of underwriting profitability, will continue 
to be managed by its current CEO (a member of the founding family), and will add 
approximately $290 million in investment assets and over $150 million of investment float 
(no cost borrowings) to BH’s investment arsenal. 
 
 

_________________________________ 
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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 September 30, 2017.   

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

Best regards, 

 
 
Marshall P. Schutt 
Managing Member 
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Appendix A: Overview of Changes in Holdings and Current Holdings (4/1/17 – 6/30/17) 

 
 
Business Descriptions of Holdings at 6/30/17 
(*one of top 5 largest holdings at 8/3/17) 

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 
MMA Capital Management – investment manager; affordable housing and renewable energy 
P&I Hammerhead, LP* – private investment in The Bancorp (TBBK) 
Residential Acquisition & Construction Loan XVIII – high yield loan and direct equity investment secured by 
residential property; Columbus, OH 
Residential Real Estate Loan XIX – high yield first mortgage secured by residential property; Columbus, OH 
Residential Real Estate Loan XX – high yield first mortgage secured by residential property; Columbus, OH 
Commercial Construction Loan XXI – high yield construction loan secured by commercial property; Columbus, OH 
Reynolds American Inc. – tobacco  
Rite Aid Corporation – retail pharmacy chain 
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

MMA Capital Management Residential Real Estate Loan VI 

Residential Real Estate Loan XX Residential Construction Loan VII 

Commercial Construction Loan XXI Commercial Real Estate Loan IX 

Positions Substantially Increased
1

Positions Substantially Reduced
1

Biglari Holdings Fairfax Holdings (Reduced in May)

Fairfax Holdings (Increased in April and June) Leucadia National Corp.

Kennedy Wilson Holdings

Village Bank & Trust Corp.

(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

2Q 2017 1.6% 1.9% 85.7% 3.1% 3.0%

Year-to-date -0.9% -1.1% 83.6% 9.3% 8.8%

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%

1Q 2017 -2.5% 108.2% -2.9% 290.2% 81.5% 6.1% 251.0% 5.7% 255.0%

2Q 2017 1.6% 111.5% 1.9% 297.7% 85.7% 3.1% 261.8% 3.0% 265.5%

Net Return
Return on Invested 

Capital1 S&P 5003 Wilshire 5000


