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November 2020 

Dear Fellow Investors,  

The Partners Fund returned +17.5% in the third quarter, bringing year-to-date performance to +6.4% for our 
Founders’ Class investors.  There has been a very wide dispersion in the returns of the underlying funds on a 
quarterly, annual, and since-inception basis.  This is not surprising, since we are invested in smaller managers who 
typically hunt for opportunities among unloved and underfollowed securities that they believe have the best 
potential to generate outsized, differentiated returns over time.   

One of the worst performing underlying funds, both YTD (-23.7% net) and since our original investment, has been 
Arquitos Capital, managed by Steven Kiel.  To date, we would have been better off if we had never invested in 
Arquitos.  Why do we remain invested?  It’s true that Arquitos has had three very rough years.  However, I take 
some comfort in Joel Greenblatt’s research on funds from 2000 to 2010: “the statistics for the top-quartile managers 
for that decade were stunning: 97% of them spent at least three of those 10 years in the bottom half of performance, 
79% spent at least three years in the bottom quartile, and 47% spent at least three years in the bottom decile.”  

I have known Steven for several years as we were both investors in TARP warrants, a quirky remnant of the financial 
crisis, as well as a number of special situations where the historical GAAP financials created distortions a proficient 
analyst could take advantage of.  For the first seven years, Arquitos’ returns were top decile.  Unfortunately, the 
fund has suffered more recently from a combination of some missteps and the fact that small cap value and 
complexity have been extremely out of favor.  Using the tagline “conviction not convention,” Arquitos manages a 
concentrated fund that invests long-term in smaller, less known companies with hidden assets that they believe are 
mispriced because of the vagaries of GAAP accounting. 

I invested our capital in Arquitos because I believed, and Steven’s track record suggested, that he could in fact be a 
top quartile (or better) manager over time.  The question now at hand is: (A) has Steven lost it? or (B) is he enduring 
a temporary period of underperformance that even top-performing managers will experience?  Arquitos did and still 
does meet the Partners Fund’s criteria that I believe can lead to outsized returns:  

• One-person investment committee 
• Concentrated holdings  
• Reasonable amounts of capital (AUM)  
• Significant personal investments (“skin in the game”)  
• Original thinking  
• Mindset: Getting rich is not the point 

Small cap value strategies have been out of favor for the past few years as investors have fawned over large, money-
losing growth stocks. In the fund’s most recent letter (attached), Steven quotes another Joel Greenblatt statistic, this 
one from 2020: “If you bought every company that lost money in 2019 that had a market cap over $1 billion – and 
so there are about 261 of those – and you bought every single one of those companies, you’ll be up 65% so far this 
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year.”  Arquitos’ strategy is decidedly different, and has not been as profitable in the short term.  What 
about the longer term?    

Let’s look at two of Arquitos’ holdings, beginning with $10M market cap Enterprise Diversified (SYTE).  As its 
name aptly suggests, Enterprise Diversified is diversified across industries with three primary assets: a cash-
generating, legacy internet services business; real estate investments; and asset management services.  SYTE shares 
have declined by 75% from their peak through the end of the third quarter, which has been a drag on Arquitos’ 
returns.  After using an activist strategy with the company and successfully ousting previous management, Steven 
became Enterprise Diversified’s Executive Chairman.  Beyond Steven’s management position, Arquitos owns 28% 
of the company.   

Today, Enterprise Diversified is shedding its ancillary businesses and concentrating on the “crown jewel,” Willow 
Oak Asset Management.  Willow Oak provides operational services, and sometimes capital, to emerging hedge 
fund managers in exchange for a revenue share from the underlying fund.  This is very similar to the arrangement 
that Greenhaven Road has with Stride Capital Group.  The economics of the Willow Oak seed deals may be very 
interesting over time if one or two of the funds achieve significant scale.  The seed deals and their embedded value 
do not show up on the SYTE balance sheet or in its book value; only the value of the investments in the underlying 
funds are considered assets under GAAP accounting.  As of quarter-end, the entire market cap of the company 
($10M) was less than the $11M cash value of Willow Oak’s investment in a single underlying fund.  We can argue 
about the actual worth of the real estate, the internet business generating net income of $450K per year (declining 
at 8%), and the seed economics in the funds, but suffice it to say that I do not think the current share price of 
Enterprise Diversified represents the intrinsic value of the company.   

Another unusually cheap Arquitos holding is Westaim (WED.V), a Canadian insurance company, which is about 
as boring as you can get.  WED shares trade at a discount-to-book value (which serves as its approximate liquidation 
value).  This provides a margin of safety, but if that were the only value proposition, I don’t think Arquitos would 
be a shareholder.  Five years ago, Westaim started a credit fund subsidiary, Arena Investors, with Dan Zwirn, a very 
successful portfolio manager whose first fund got derailed by back office issues (not performance or ability to raise 
AUM).  In addition to Zwirn, they also attracted the former head of investor relations at Bridgewater, the world’s 
largest hedge fund.  Over the past five years, the combination of strong returns and a strong team has propelled 
Arena past $1B in AUM (their breakeven point). Currently, committed capital is $1.7 billion. After making large 
and consistent purchases during the first half of the year, insiders now own 19% of Westaim.  

It is highly likely that Westaim will continue to grow book value. More importantly, the fruits of the asset 
management business should begin to appear in the income statement as AUM increases have taken it from being 
a cost center to a profit center.  Any investor solely focused on book value or GAAP accounting is missing the 
progress of Arena Investors and the asset management business overall, as their value constitutes just 3% of total 
book value.   As of the end of the third quarter, Westaim shares traded at C$2.28, a substantial discount to the 
company’s C$3.15 book value, which was already understated and is growing.  Now, this is not as sexy as a SAAS 
business, but given the asymmetry of the downside protection and upside potential, I understand why Steven has 
invested and I am glad that we own a piece of Westaim through our Partners Fund investment in Arquitos.  
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As we construct a portfolio of funds, I am looking for style diversity, and think that there remains a place for 
Arquitos’ focus on companies with conservative balance sheets, hidden assets, and significant optionality.  
Performance in concentrated funds can change quickly, both positively and negatively.  Arquitos compounded 
capital in the high twenties in their first seven years.  While sustained performance at that level may be too much 
to ask for, I suspect that over the next three years, Arquitos will be a significant contributor to the Partners Fund’s 
performance.   

For what it is worth, my wife added to her investment twice so far this year and will do so again for 1/1/21.  

As I have said at the end of every letter, our fund of funds is going to be different. It will be smaller, the underlying 
holdings will be more esoteric, and I hope the managers will continue to collaborate more over time. I believe that 
it will all be good different, but only time will tell. Thank you for joining me on this journey. I will work hard to 
grow your family capital alongside mine.  

 
Sincerely,  

 
 

Scott Miller  
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Disclaimer: 

This document, which is being provided on a confidential basis, shall not constitute an offer to sell or the solicitation of any offer to 
buy which may only be made at the time a qualified offeree receives a confidential private placement memorandum (“PPM”), which 
contains important information (including investment objective, policies, risk factors, fees, tax implications and relevant 
qualifications), and only in those jurisdictions where permitted by law. In the case of any inconsistency between the descriptions or 
terms in this document and the PPM, the PPM shall control. These securities shall not be offered or sold in any jurisdiction in which 
such offer, solicitation or sale would be unlawful until the requirements of the laws of such jurisdiction have been satisfied. This 
document is not intended for public use or distribution. While all the information prepared in this document is believed to be accurate, 
Greenhaven Road Capital Partners Fund LP and MVM Funds LLC makes no express warranty as to the completeness or accuracy, 
nor can it accept responsibility for errors, appearing in the document. 

An investment in the fund/partnership is speculative and involves a high degree of risk. Opportunities for withdrawal/redemption and 
transferability of interests are restricted, so investors may not have access to capital when it is needed. There is no secondary market 
for the interests, and none is expected to develop. The portfolio is under the sole investment authority of the general partner/investment 
manager. A portion of the underlying trades executed may take place on non-U.S. exchanges. Leverage may be employed in the 
portfolio, which can make investment performance volatile. An investor should not make an investment, unless it is prepared to lose 
all or a substantial portion of its investment. The fees and expenses charged in connection with this investment may be higher than 
the fees and expenses of other investment alternatives and may offset profits. 

There is no guarantee that the investment objective will be achieved. Moreover, the past performance of the investment team should 
not be construed as an indicator of future performance. Any projections, market outlooks or estimates in this document are forward-
looking statements and are based upon certain assumptions. Other events which were not taken into account may occur and may 
significantly affect the returns or performance of the fund/partnership. Any projections, outlooks or assumptions should not be 
construed to be indicative of the actual events which will occur. 

The enclosed material is confidential and not to be reproduced or redistributed in whole or in part without the prior written consent 
of Greenhaven Road Capital Partners Fund LP and MVM Funds LLC. The information in this material is only current as of the date 
indicated, and may be superseded by subsequent market events or for other reasons. Statements concerning financial market trends 
are based on current market conditions, which will fluctuate. Any statements of opinion constitute only current opinions of 
Greenhaven Road Capital Partners Fund LP and MVM Funds LLC, which are subject to change and which Greenhaven Road Capital 
Partners Fund LP and MVM Funds LLC do not undertake to update. Due to, among other things, the volatile nature of the markets, 
and an investment in the fund/partnership may only be suitable for certain investors. Parties should independently investigate any 
investment strategy or manager, and should consult with qualified investment, legal and tax professionals before making any 
investment. 

The fund/partnership is not registered under the investment company act of 1940, as amended, in reliance on an exemption thereunder. 
Interests in the fund/partnership have not been registered under the securities act of 1933, as amended, or the securities laws of any 
state and are being offered and sold in reliance on exemptions from the registration requirements of said act and laws. 


