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July 24, 2017 

 

Dear Partners and Friends, 

The return of Maran Partners Fund, LP in 2Q 2017, net of all fees and expenses, was +5.1%1.  Year to date, 
the fund is up +6.9%.   

These results were generated against the backdrop of a broadly rising market with limited volatility.  While 
I run the risk of sounding like a broken record, I continue to think the stock market as a whole is not 
particularly compelling at current valuations.  Our fund, though, doesn’t resemble the market.  Our 
portfolio is concentrated in a handful of smaller, off-the-beaten-path, well-run companies (many by 
owner-operators with significant skin in the game,) with generally clean balance sheets, purchased at 
what I think are compelling valuations.  I’m very excited about the progress that many of our portfolio 
companies are making, as well as some of the new ideas that I have recently uncovered. 

At quarter-end, the fund was 100% long by 11% short.  The top 10 longs accounted for 91% of the total 
long exposure. 

New Position – Significant & Undiscovered Value in Real Estate 

As I mentioned last quarter, given the concentrated nature of our portfolio, it is not necessary for me to 
find great new ideas every month or quarter.  I was pleased to add a new core position in 1Q, and it would 
not have bothered me if I had not found a new core position in 2Q – but I’m pleased to report that I did.   

Although in this partnership we own minority positions (shares, stocks, securities) in companies, I tend to 
analyze a business as if we were going to purchase the entire thing. 

Consider the following growing, profitable, asset-rich business run by an owner-operator. 

This business has the following core assets:  

- Roughly 2,000 acres of land in California, the market value of which has been appraised at $40k – 
$60k/acre.  Thus this land is perhaps worth $80mm – $120mm.   

- A building carried on the books at ~$80mm. 
- Additional fairly liquid assets of ~$40mm – $60mm. 

Against this $200mm - $260mm of asset value is $75mm of debt (a mortgage that carries an interest rate 
of less than 4%).  According to this asset-based approach, the total equity value of this business is 
~$125mm – $185mm.  This is obviously a fairly wide range (and I’m ignoring a few additional sources of 
hidden value), but it would be a reasonable starting point for a discussion between a buyer and a seller 
of the entire business. 

I estimate that the cash earnings power of the business (after interest, taxes, and maintenance capital 
requirements) is ~$9mm.  On the above rough valuation range of $125mm – $185mm, the business would 

                                                           
1 Based on a hypothetical investor who invested at fund inception and is paying a 1% management fee and 20% 
incentive allocation.  Individual partner returns may vary based on fee structure and timing of investments.  Please 
see disclaimer on page 5 for important information. 



        MARAN CAPITAL MANAGEMENT 

Maran Capital Management, LLC  |  droller@marancapital.com  |  www.marancapital.com 
 

trade at 14-20x cash earnings, or a yield (cap-rate) of 5% - 7%.  Given the quality of the assets, this seems 
reasonable. 

This is a fairly simple and asset-rich business that has been around and growing for the last 40+ years.  I 
would be happy to put a consortium together to buy the business for $150mm.  I think buyers at that 
price would do well in the coming years and decades. 

But the business is not for sale (outright).  Shares in the business, though, are.  And at a valuation of far 
less than $150mm.  In fact, shares have recently traded at a valuation of less than $35mm. 

Yes, you read that right.  Shares can be acquired for roughly one fifth of my conservative estimate of 
intrinsic value, and for roughly four times the current cash earnings power of the business. 

Simply put, this is one of the most exciting investment opportunities I have come across in my ~15 years 
in the business. 

Our Competitive Advantages Strike Again 

I attribute our ability to buy and own this position to our fund structure, small size, stable capital base, 
and long-term horizon.  This is simply a position that most funds could not own given the size (small), 
liquidity (low), and number of immediate identifiable catalysts (none).  Most people have never heard of 
this company; it does not give investor presentations or host conference calls.  The company seems 
content to remain in obscurity.  It takes some real digging to identify and value their land holdings (I spent 
days poring over GIS maps and trudging through the records of the local county assessor’s office). 

This is not a position I could buy if I were focused on monthly or quarterly results.  It is essentially a private 
equity investment in a public company.  But with an expected holding period of years, this is exactly the 
type of situation I am delighted to find and own. 

 

*** 

 

Many of our existing portfolio companies made solid strides building business value in the first half of the 
year.   

Black Diamond Equipment (BDE - $6.75) 

Black Diamond Equipment (BDE) announced impressive first quarter results.  Revenue growth accelerated 
to 9% y/y in the quarter with strength across all categories, channels, and geographies.  Changes 
implemented under the new President, John Walbrecht (who joined the company last fall), are starting to 
be reflected in the results. 

The company continues to reinvest in the business with the goal of further cementing its leadership 
position in the growing climbing equipment market.  The 9% growth is notable because it demonstrates 
the organic growth potential of the core business, before expansion into adjacent categories.  And BDE 
does have new category expansions planned; BDE will enter the climbing shoe market this fall, and also 
recently announced “BDE.dry,” a rainwear apparel line.  I believe these category expansions, combined 
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with increased advertising impressions throughout the rest of this year and into next year, should drive 
further acceleration in revenue growth over the coming quarters and years. 

Despite the impressive (and hopefully accelerating) revenue growth, BDE continues to trade at a 
discounted valuation: roughly 0.8x EV/sales. 

Canada Goose (GOOS), an outdoor/fashion apparel business which recently went public, trades at ~5x 
EV/sales.  While not a direct comparable to BDE, it shows what is possible for a high-margin, high-growth 
apparel business.  5x sales is somewhat extreme, but a number of recent transactions in the outdoor 
equipment and apparel space have occurred in a range of 1.5x – 2.6x sales.   

If BDE were to trade at even the low end of this range – 1.5x – on my forecast of next year’s revenue, the 
stock would trade around $12/sh.   

Biglari Holdings (BH - $395) 

Biglari Holdings (BH) is the holding company for restaurant companies Steak n Shake (400+ company-
owned units and 100+ franchise units) and Western Sizzlin’, as well as media company Maxim, and 
specialty insurance company First Guard.  The company also holds a large minority position in Cracker 
Barrel Old Country Store, Inc (CBRL).  BH trades at less than the value of its cash and securities.  Investors 
are getting the fully-owned businesses (which I value at over $400mm of equity value) for free, as well as 
all future value creation from capital deployment and organic growth.  Against the recent $395/sh stock 
price, I believe a conservative estimate of fair value today is $600 - $800/sh. 

During 2Q, the company announced a meaningful acquisition of another specialty insurance business, 
Pacific Specialty Insurance Company (“Pacific”).  As with First Guard, the current CEO will stay on board to 
continue to run the company. 

The structure of the deal is unique, as BH obtained seller-financing for over 90% of the purchase price.  
BH will pay just $24mm up front, with the rest of the $275mm purchase price being paid over the next 
10+ years.  Of this $275mm, $100mm will be “paid” in the form of a donation to the University of Notre 
Dame in 10+ years, which should create tax advantages for BH down the road (they could choose to 
donate appreciated stock, for example). 

Highlighting some of the unique attributes that BH provides to sellers of family-owned businesses, Mike 
McGraw, CEO of Pacific Specialty, said the following regarding his decision to sell to BH:  

“I am excited to join Biglari Holdings’ group of companies…Sardar Biglari has built a 
company we are proud to be associated with.  We now have a permanent home for our 
family business, one we have developed over the decades.  I’m looking forward to running 
the company as CEO for as long as possible.”2 

Pacific, which has grown rapidly over the last 10-15 years, specializes in niche lines including motorcycle 
and watercraft insurance.  Its low-90s average combined ratio is indicative of its underwriting discipline.  
It appears BH paid a reasonable price, in a great structure, for a very good business.   

 

                                                           
2 Source. 

http://www.prnewswire.com/news-releases/biglari-holdings-inc-to-acquire-pacific-specialty-insurance-company-300464242.html
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Conclusion 

I remain very bullish on our portfolio and the opportunities I continue to find in my favored hunting 
grounds: smaller cap stocks and special situations.  As the largest investor in the partnership, and with the 
majority of my family’s capital invested therein, I continue to eat my own cooking. 

I believe that our small size creates opportunities and is a source of competitive advantage for our 
partnership.  That said, we are a long way from the point at which too much capital will create headwinds.  
At the moment, I have more good ideas than our partnership has capital, and would welcome the 
opportunity to bring additional like-minded partners into the fold. 

Thank you for your continued trust and support.  Please feel free to reach out if you have any questions. 

Sincerely, 

 

Dan Roller 
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Disclaimer 

This document is not an offer to sell or a solicitation to buy any interests in any fund managed by Maran Capital 
Management, LLC (“MCM”.  Any such offering will be made only in accordance with the Fund’s Confidential Offering 
Memorandum (the “Offering Memorandum”). The Fund may not be eligible for sale in some states or countries, nor 
suitable for all types of investors.  Prior to investing, investors are strongly urged to review carefully the Offering 
Memorandum and related documents, including the risks described therein associated with investing in the Fund, 
to ask additional questions and discuss any prospective investment with their own advisers. Additional information 
will be provided upon request. 

The statements of the investment objectives are statements of objectives only.  They are not projections of expected 
performance nor guarantees of anticipated investment results.  Actual performance and results may vary 
substantially from the stated objectives.  Performance returns are estimated pending the year-end audit.   

An investment in the Partnership involves a high degree of risk and is suitable only for sophisticated and accredited 
investors.  Investors should be prepared to suffer losses of their entire investments.  The Offering Memorandum 
contains brief descriptions of certain of the risks associated with investing in the Fund. 

Certain information contained in this document constitutes “forward-looking statements,” which can be identified 
by the use of forward-looking terminology such as “may,” “will,” “should,” “expect,” “anticipate,” “target,” “intend,” 
“continue” or “believe,” or the negatives thereof or other variations thereon or comparable terminology.  Due to 
various risks and uncertainties, actual events or results or the actual performance of the Partnership described 
herein may differ materially from those reflected or contemplated in such forward-looking statements. 

This document and information contained herein reflects various assumptions, opinions, and projections of Maran 
Capital Management, LLC (“Maran Capital Management” or “Maran”) which is subject to change at any time.  Maran 
does not represent that any opinion or projection will be realized. 

The analyses, conclusions, and opinions presented in this document are the views of Maran Capital Management 
and not those of any third party. The analyses and conclusions of Maran contained in this document are based on 
publicly available information. Maran recognizes there may be public or non-public information available that could 
lead others, including the companies discussed herein, to disagree with Maran’s analyses, conclusions, and opinions. 

Funds managed by Maran Capital Management may have an investment in the companies discussed in this 
document.  It is possible that Maran may change its opinion regarding the companies at any time for any or no 
reason. Maran may buy, sell, sell short, cover, change the form of its investment, or completely exit from its 
investment in the companies at any time for any or no reason.  Maran hereby disclaims any duty to provide updates 
or changes to the analyses contained herein including, without limitation, the manner or type of any Maran 
investment. 

The top five positions of the fund as of June 30, 2017 were Black Diamond (BDE), Biglari Holdings (BH), Undisclosed 
(Company A), CafePress (PRSS), and Purecycle (PCYO).  Prices for securities discussed are closing prices as of July 21, 
2017 unless otherwise noted, and are not representative of the prices paid by the fund for those securities.  Positions 
reflected in this letter do not represent all of the positions held, purchased, and/or sold, and may represent a small 
percentage of holdings and/or activity. 

In Q2 2017, and YTD, respectively, the total return of the S&P 500 was 3.1% and 9.3%, and the total return of the 
Russell 2000 was 2.5% and 5.0%.  The S&P 500 and Russell 2000 are indices of US equities.  They are included for 
information purposes only and may not be representative of the type of investments made by the fund.  The fund’s 
investments differ materially from these indices.  The fund is concentrated in a small number of positions while the 
indices are diversified.  The fund return data provided is unaudited and subject to revision. 

None of the information contained herein has been filed with the U.S. Securities and Exchange Commission, any 
securities administrator under any state securities laws, or any other U.S. or non-U.S. governmental or self-
regulatory authority.  No governmental authority has passed on the merits of this offering or the adequacy of the 
information contained herein.  Any representation to the contrary is unlawful. 
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