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Seabird performed well across all three of our
strategies in 2021. Below are the composite
returns for the full year (more detailed
performance is attachedgz

Equity +: 1.4 %
Income+: 13.9%
Muni+: 122 %

Although our performance was solid across the
board, one investment led the way in all three
strategies - Puerto Rico municipal bonds
backed by the U.S. federal excise tax on rum
imgorts — respectively adding 8%, 6.6%, and
6.5% to the above results while appreciating
approximately 300% over the year. It’s also
interesting to note that the price appreciation
on the rum tax bonds is unlikely to be reversed.
As of this writing, the Title 3 court overseein

the Puerto Rico reorganization has approveg
the plan of adjustment allowing for substantial
cash distributions to bondholders which should
be received early this year along with new
“contingent value instruments.” Despite the
recent run-up in price, we still believe the
bonds to be priced at a generous discount to
fair value. (They will not however be

appreciating another 300%!)

Had we not owned the rum tax bonds, our
performance would still have been exceptional
and well above any relevant indices. Let’s look
at our two fixed income strategies first.
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The widely followed Barclay’s Aggregate Bond
Index showed a loss for the year while
Municipal bond indices were generally slightly
positive. In real terms however — ie., after
giving weight to the effect of inflation - the
returns of the relevant averages were solidly in
negative territory.

Qur fixed income returns, however, were
positive in rea/terms and were so even without
reliance on our single outlier, a fact which gives
evidence both to the repeatability of our
investment process and our defensive stance
toward changing interest rates.

As to equities, beyond the performance of the
rum tax bonds, our returns were broad|
positive with two major contributors wort
noting: Bluegreen and Athene (we'll discuss
Athene later in this note). We admit that
Bluegreen is a bit of a relic from the past for us
— an old school “cigar butt” type of investment
bought primarily on the basis of its discount to
tangible book value. Bluegreen, however, does
check many of our boxes as to quality: well
understood, profitable, and resilient in its
markets. While our chief concern remains the
quality of the management team, the recent
spin-off of non-core assets into BBX Capital
seems to demonstrate a new focus on the core
timeshare business and the company remains
considerably undervalued in our estimation.




Expectations

Setting realistic expectations is critical to
executing a rational investment strategy. A
recent survey released by Nataxis reported
that individuar/investors expect stocks to return
17.5% above inflation for the foreseeable
future. In other words, even with inflation seen
running at benign levels, investors have an
expectation of annual returns north of 20% in
the foreseeable future despite a historical
record of closer to 10% over the past 50 years.
Before we circle back to equities though, we’d
like to share a few year-end data points that
inform our expectations for our fixed income
portfolios:

10 Year US Treasury yield: 15%
Income+ Current yield: 45%
Muni+ Current yield: 39%

We should note that current yield is often a
deceptive Fgure; If a bond trades at a premium
to par (the face value of the original loan), your
ultimate yield will be reduced by the
amortization of the premium over time. In our
case however, on average our portfolio is priced
close enough to par to make current yield a
useful figure.

As you can see from the table, we enter the
year with a material advantage in terms of the
cash income our strategies are generating. But
we have several additional advantages as well. In
Incomet, we were slightly underinvested at the
onset of the year anfalready as of this writing,
our current yield has risen to 4.95%. Also, the
pending resolution in Puerto Rico mentioned
earlier s likely to add significantly to current
yield over the course of the year as these
opportunistic investments are converted to
income generating securities. And of course,
we have some cash on the sidelines should new
opportunities arise.

Our base case entering the year is that we
should be able to generate cash income in
Muni+ and Income+ of greater than 4% and 5%
respectively (our “bird in hand” component)
and opportunistically add to total return as the
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market obliges, all while remaining uniquely
positioned to take advantage of the potential
rising interest rate environment. It should be
noted that these targets are relatively
unchanged from the ones we have had for the
past 5 vyears, and which have ultimately
%enerated significantly higher total returns.
ssentially, our “Plus” ﬁxeg Income strategies
distinctly separate our core income drivin
component from our more ambitious tota%
return activities.

So, what about equities? We've mentioned the
general public’s irrational optimism. Below are
a few data points that guide our thinking:

S&P500 20-year returns: 9.5 %*
*Annualized

S&P500 dividend yield: 13%
GDP growth 20-year avg: 42 %
10 Year US Treasury yielgz 15%

Neither past performance nor current data
support a rational expectation of 20% plus
returns for the broad equity market in the
foreseeable future. Skipping the obvious
disconnect from historical experience, there
are only two sources of value from business
ownersKip: paid dividends and growth. Adding
those two numbers together %rom the table
above would give us an estimate of 5.5%, and
even with corporate earnings growing a percent
or so faster than GDP, woulgseemingry imply
that an expectation of returns greater than
6.5% would require a significant stretch of the
ima%ination. Such an expectation necessarily
implies one of two purely subjective
assumptions, either corporate profits are to
grow dramatically — at least three times faster
than today - or interest rates would have to
drop precipitously. How many of you are willing
to bet on either of those outcomes?

So where do investors go when they want to
indulge their fantasies? They head to a new
%roup of stocks which defy rational valuation.

nd thankfully for them, these can be found in
abundance. Crypto, NFTs, SPACs, and meme

stocks, are the newest innovations that defy




attempts at rational valuation. And of course,
even if no economic value is eventually be
found, one can indulge one’s fantasy of being
able to sell to an even more optimistic (and less
rational) speculator. To be sure, it’s almost a
certainty that some will do very well in these
ventures, yet it’s almost equally as certain that,
on aggregate, significant pain will ensue for
many.

Our process remains unchanged headed into
the new year. We have conservatively and
consistently underwritten our portfolio for 10%
plus returns since our inception and acted
aggressively to capitalize when investor
sentiment has overshot reality. Our checklist
similarly remains unchanged in our search for
well understood, resilient businesses run by
capable management and offered at attractive
prices.

Where we find attractive opportunities is
always changing, and especially so in today’s
inflationary environment. Businesses  that
benefit from rising rates and monetary
expansion, maturing tech, and alternative
assets, are some of the themes where we see
opportunity today.

Apollo Global Management is certainly a good
example of this perspective and has grown to
our largest holding upon its absorption of the
remainder of Athene Holdings. We liked the
prospects of Athene as a stanf—alone company
(although always tied closely at the hiF to
Apollo) under the leadership of James Belardi.
A leading provider of annuity products and
manager of pension assets, Athene has built a
book of assets quickly approaching $200
billion. Going forward, the combined entities
are one of the best equipped to benefit from
institutional investor’s continued interest in
alternative assets, and more importantly, to
capitalize on the emerging opportunity to
address high net worth and mass affluent
investors.

Interestingly, today’s irrational exuberance in
equities harkens back to 1999 when Warren
Buffet gave a talk to a group of attendees at a
conference in Sun \/aﬁey, ldaho. In his talk,
Buffet warned that the bullish forecast for
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stocks was not warranted by then current
fundamentals. He went on to predict that
equities were likely to return less than 6%
annually over the next 17 years and indeed, the
actual number turned out to be closer to 4.5%,
a return which could have been easily exceeded
by simply investing in 10-year Treasuries.

Lest you infer that the preceding discussion is
in any way an endorsement of market timin%, a
few of you may remember that the years 2000
and 2007 were two of our very best in the
market, more than doubling our market value
over that period. And as for Buffet, what was
Berkshire’s annualized performance over the

ensuing 17 years? 20.8%.

-Arch Perego F
-Joseph Di Scala




