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1Q18 Results 
 
During the first quarter of 2018, the Saga Portfolio (“the Portfolio”) declined 3.3% net of fees. 
This compares to the overall decline, including dividends, for the Russell 2000 and S&P 500 
Index of -0.1% and -0.8%, respectively. Since inception on January 1, 2017, the Saga Portfolio 
returned 11.7% net of fees, compared to the Russell 2000 Index and the S&P 500 of 14.5% and 
20.9%, respectively.  
 

 
 
Interpretation of results 
 
The first quarter ended the extended period of historically low market volatility. The market 
shifted from excitement over lower corporate taxes to fears of higher interest rate and inflation 
expectations, and more recently to talks of trade wars. All of this is interesting to read and talk 
about, however it does not have any major influence in our day-to-day investing decisions. 
 
In the short run, stocks can swing wildly based on unimportant and unpredictable factors. Much 
like a private business owner who does not get daily quotes on the price of their business, we are 
agnostic to daily stock movements. What we do care about is the fundamental performance of the 
companies we hold. This does not necessarily mean earnings per share, though we inevitably 
expect our holdings to generate cash flow to shareholders. We care whether the company is 
increasing its competitive advantage, or “moat”. Over the long run, a company’s stock price will 
increase in-line with the growth in intrinsic value of the business.  
 
We make no attempt to forecast either business or stock market cycles. The news, business 
publications, and talking heads on CNBC generally focus on the movements of macroeconomic 
indicators, attempting to use them to predict how they will impact the markets.  

Saga SMID Cap Russel l  2000 S&P 500
1Q17 6.1% 2.5% 6.1%
2Q17 7.7% 2.5% 3.1%
3Q17 -3.9% 5.7% 4.5%
4Q17 5.2% 3.3% 6.6%
2017 15.5% 14.7% 21.8%
1Q18 -3.3% -0.1% -0.8%

Since Incep t ion 11.7% 14.5% 20.9%
*Saga Portfolio performance calculated net of fees, using Modified-Dietz method. Russell 2000 and S&P 500 performance includes dividends.
Source: S&P Dow Jones Indices LLC, FTSE Russell International Limited.
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Macroeconomic variables can have a very real impact on the earning power of individual 
companies. However accurately forecasting these variables and subsequently knowing how they 
will impact a specific company is beyond our ability. Economic markets are complex systems 
with infinite interdependent variables working together. We prefer to not waste time analyzing 
things we cannot know or predict and instead spend our energy on what is potentially knowable, 
such as the underlying microeconomic fundamentals of a company.  
 
Investing Process 
 
Traditional “value stocks” are considered to have low valuation multiples relative to earnings, 
cash flow, book value, or some other financial metric. In our experience, low multiple stocks 
often deserve their valuation whether due to their lower quality or unpromising outlook. While 
historic operating metrics can often be used as a proxy for future performance, they are not always 
representative of results to come, therefore recent results can provide misleading valuations. 
Today’s share price is the sum all the future cash that can be taken out of the company, discounted 
at an appropriate rate. 
 
We focus first on the qualitative characteristics of a business to evaluate if it has a durable 
competitive advantage. We must feel confident about the company’s earnings power in five or 
ten plus years. Only after we determine a company meets our qualitative standards do we move 
on to quantitative analysis to determine the estimated intrinsic value. 
 
For any new and existing positions in the Portfolio, we essentially have four main investment 
filters: 
 

1. A company we understand and will be around and prospering in 10+ years?  
2. Is the company building a durable competitive advantage?  
3. Is management high caliber and aligned with shareholders?  
4. Does the current price provide an attractive return if the company is owned for 10+ 
years? 

 
If a company meets our four simple filters, the degree of uncertainty, or risk of permanent capital 
loss over the long term, greatly diminishes. While these filters can lead us to ideas that may not 
screen as traditional “value stocks,” our experience has shown they lead to the highest returning 
ideas while greatly reducing the risk of permanent capital loss over the long term. 
 
The best companies, i.e. franchises, consistently earn high returns on capital. A franchise is a 
company that provides a product or service that; 1. is needed or desired (demand), 2. customers 
think or believe has no close substitute (moat) and, 3. pricing is not subject to regulation (pricing 
power).  
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These characteristics provide the ability to price a product or service above the company’s cost 
of capital, and therefore earn excess returns. Economic theory suggests competition would lower 
excess returns, however possessing all three of these qualities can protect against competition. 
Alternatively, a commoditized business only earns high returns on capital if it is a low-cost 
operator or if supply for its product/service becomes tight, allowing the firm to raise prices. 
Inevitably, competition increases, tight supply ends, and excess returns on capital disappear.  
 
For example, the five largest U.S. companies by market cap- Apple, Google, Microsoft, Amazon, 
and Facebook- essentially require no capital to operate. In certain parts of their businesses they 
have the three franchise qualities, providing them a moat and the ability to earn high returns on 
the nominal capital invested. That said, a strong business only becomes a strong investment at the 
right price. 
 
While there may be several different types of moats, they essentially come down to one important 
variable, barriers to entry. In his book Competition Demystified, Bruce Greenwald does a great 
job defining a barrier to entry as an incumbent firm’s ability to do what potential rivals cannot. It 
boils down to three key advantages: 
 

1. Demand: Customer captivity either from customer habit, switching costs, or search costs. 
2. Supply: Ability to supply products at a lower cost than competitors such as through 

proprietary technology, experience, supplier agreements, etc. 
3. Economies of Scale: Ability to reduce costs per unit as volume increases, spreading fixed 

costs over a greater number of units sold.  
 
A company usually falls somewhere in between a franchise and a commoditized business. Moats 
are constantly under attack and the competitive environment often shifts as technology advances. 
What once looked like a high returning franchise such as local television broadcasters or 
newspapers can quickly turn into a less attractive commodity-like business. 
 
Conclusion 
 
While past updates about the Portfolio were more brief, we plan to spend a little more time 
discussing our investment philosophy and providing more color on specific holdings going 
forward in order to provide a greater level of transparency and understanding about how the 
Portfolio is managed. If you have any questions or comments please reach out, we are always 
happy to hear from you. 
 
Sincerely, 
 
Joe Frankenfield 
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DISCLOSURES & DISCLAIMERS 

 
Not an offer and confidential: This communication is provided for your internal use only. The information contained herein is  proprietary and 
confidential to Saga Partners LLC (The “Adviser”) and may not be disclosed to third parties or duplicated or used for any purpose other than the 
purpose for which it has been provided. Although the information provided herein has been obtained from sources which the Adviser believes to be 
reliable, we do not guarantee its accuracy, and such information may be incomplete or condensed. The information is subject to change without notice. 
This communication is for information purposes only and is not intended as an offer or solicitation with respect to the purchase or sale of any security 
or for the services of the Adviser. We furnish all information as part of a general information service and without regard to your particular circumstances. 
The Adviser shall not be liable for any damages arising out of any inaccuracy in the information. 
 
This document should not be the basis of an investment decision. An Investment decision should be based on your customary and  thorough due 
diligence procedures, which should include, but not be limited to, a thorough review of all relevant offering documents as well as consolation with 
legal, tax and regulatory experts. Any person subscribing for an investment must be able to bear the risks involved and must meet the particular fund’s 
or account’s (each a “Fund” and, collectively, “Funds”) suitability requirements. Some or all alternative investment programs may not be suitable for 
certain investors. No assurance can be given that any Fund will meet its investment objectives or avoid losses. A discussion of some, but not all, of the 
risks associated with investing in the Funds can be found in the Funds’ private placement memoranda, subscription agreement, limited partnership 
agreement, articles of association, investment management agreement or other offering documents as applicable (collectively the “Offering 
Documents”), among those risks, which we wish to call to your attention, are the following: 
 
Future looking statements, Performance Date: The information in this report is NOT intended to contain or express exposure or concentration 
recommendations, guidelines or limits applicable to any Fund. The information in this report does not disclose or contemplate the hedging or exit 
strategies of the Funds. All information presented herein is subject to change without notice. While investors should understand and consider risks 
associated with position concentrations when making an investment decision, this report is not intended to aid an investor in evaluating such risk. The 
terms set forth in the Offering Documents are controlling in all respects should they conflict with any other term set forth in other marketing materials, 
and therefore, the Offering Documents must be reviewed carefully before making an investment and periodically while an investment is maintained. 
Statements made in this release include forward-looking statements. These statements, including those relating to future financial expectations, involve 
certain risks and uncertainties that could cause actual results to differ materially from those in the forward-looking statements. Unless otherwise 
indicated, Performance Data is presented unaudited, net of actual fees and other fund expenses (i.e. legal and accounting and other expenses as disclosed 
in the relevant Fund’s Offering Documents”), and with dividends re invested. Since actual fees and expenses have been deducted, specific performance 
of any particular capital account may be different than as reported herein. Due to the format of data available for the time periods indicated, both gross 
and net returns are difficult to calculate precisely and the actual performance of any particular investor in a Fund may be different than as reported 
herein. Accordingly, the calculations have been made based on a number of assumptions. Because of these limitations, the performance information 
should not be relied upon as a precise reporting of gross or net performance, but rather merely a general indication of past performance. The performance 
information presented herein may have been generated during a period of extraordinary market volatility or relative stability  in the particular sector. 
Accordingly, the performance is not necessarily indicative of results that the Funds may achieve in the future. In addition, the foregoing results may be 
based or shown on an annual basis, but results for individual months or quarters within each year may have been more favorable or less favorable than 
the results for the entire period, as the case may be. Index information is merely to show the general trend in the markets in the periods indicated and 
is not intended to imply that the portfolio of any Fund was similar to the indices in either composition or element of risk. This report may indicate that 
it contains hypothetical or actual performance of specific strategies employed by The Adviser, such strategies may comprise only a portion of any 
specific Fund’s portfolio, and, therefore, the reported strategy level performance may not correspond to the performance of any Fund for the reported 
time period. 
 
Investment Risks: The Funds are speculative and involve varying degrees of risk, including substantial degrees of risk in some cases, which may result 
in investment losses. The Funds’ performance may be volatile. The use of a single advisor could mean lack  of diversification and, consequently, higher 
risk. The Funds may have varying liquidity provisions and limitations. There is no secondary market for investors’ interests in any of the Funds and 
none is expected to develop. 
 
Not Legal, Accounting or Regulatory Advice: This material is not intended to represent the rendering of accounting, tax, legal or regulatory advice. A 
change in the facts or circumstances of any transaction could materially affect the accounting, tax, legal or regulatory treatment for that transaction. 
The ultimate responsibility for the decision on the appropriate application of accounting, tax, legal and regulatory treatment rests with the investor and 
his or her accountants, tax and regulatory counsel. Potential investors should consult, and must rely on their own professional tax, legal and investment 
advisors as to matters concerning the Fund and their investments in the Fund. Prospective investors should inform themselves as to: (1) the legal 
requirements within their own jurisdictions for the purchase, holding or disposal of investments; (2) applicable foreign exchange restrictions; and (3) 
any income and other taxes which may apply to their purchase, holding and disposal of investments or payments in respect of the investments of a 
Fund. 
 
The S&P 500 Index is an unmanaged index of 500 widely held common stocks. The S&P Index is not available for investment, and the returns do not 
reflect deductions for management fees or other expenses. 


