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Don’t Lose Money

Since Inception:

Three realized losses – 94.6% of trades have been profitable

Zero unrealized losses 

Our portfolio has compounded at more than 17% per year – easily 
outperforming the market 

Portfolio value is $380,581 as of January 26, 2018 



Long-Term Compounders

Options Contracts

Cash-out Arbitrage
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1. Can you understand the business?

2. Is the business predictable?

3. Is the business consistent?

4. Is there a sustained competitive advantage?

5. Is there a valuation gap?



• Food & Beverage Company

•Owns 22 “billion dollar” brands 

✓ Understandable



• Sales have grown 725% since 1984

• Profits have grown 1,902% since 1984

✓ Predictable & Consistent



• Companies like Pepsi have “economic moats”

• There are four types of moats:
• Intangible Assets

• Switching Costs 

• The Network Effect

• Cost Advantages

✓ Sustained Competitive Advantage



Entry Point

Price to Earnings



Entry Point

Price to Free Cash Flow



Entry Point

✓ Value Gap

Enterprise Value/Earnings Before Interest & Tax
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Total Rate of Return: 122.8%



Strategically targets entry & exit points

Increases cash flow to the portfolio 

Total option gains since inception of $13,017.51 (or about 1% 
to 2% of additional return per year)

Put contracts are cashed secured and call options are covered



When one company announces a buyout of another

1. All cash deal

2. Friendly buyout

3. Few regulatory hurdles

4. Secured financing

5. Significant market price discount to cash out price



• February 15, 2017 – SoftBank Group announces 

acquisition of Fortress Investment Group

• Cash out price: $8.08/share

• Entered on 11/2 and 11/15 at an average price of $7.83

• December 27, 2017 – Deal Completed 



Weighted Average Number of days held: 49

Gross Return: 3.16%

Annualized Return: 24.8%



Arbitrage Opportunity Gross Return # of Days Held Annualized Rate

Bally Technologies 7.0% 86 29.6%

Blackboard 6.5% 49 49.1%

Bowne 5.5% 68 29.6%

Cleco 9.5% 130 26.4%

Cooper Tire 12.5% 221 20.8%

Fortress Investment Group 3.16% 49 24.8%

Lexmark 11.9% 121 35.9%

Motorola Mobility 4.6% 105 16.0%



Arbitrage Opportunity Gross Return # of Days Held Annualized Rate

New Frontier Media 3.2% 42 27.7%

NXP Semiconductors 21.8% 382 20.8%

Orbitz 4.8 111 15.7%

Planar 14.1% 60 84.6%

RDA Microelectronics 15.4% 57 98.6%

TerraForm Global 3.58% 153 9.93%

Wesco -0.6% 50 -4.2%

Zhongpin 4.0% 38 37.9%



Total Arbitrage Transactions: 16

Average Annualized Return: 32.7% 



Issues that merit further research:

• Historically high valuations

• Dramatic increases in debt

• Decreasing profit margins

Always Remember:

• Any company can become overvalued

• Do NOT fall in love with an investment



• Acquired CARQUEST on January 3rd, 2014 



Over the next 2 years: 

• Long-term Debt nearly tripled

• Return on Equity fell from 38% to 17%

• Operating and Net Profit Margins were declining 

• Inventory Turnover, Asset Turnover, Cash Conversion cycle were worsening

• Replaced Long-Time CEO 
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•Entered in October 9, 2012 at $69.93/share

• Sold on January 25, 2016 at $144.72/share

•Rate of Return: 107%
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• 52 Week Returns: 

• 3 Year Returns: per year or cumulatively

• 5 Year Returns: per year or cumulatively



• Portfolio Value: 380,581

• 3 Year Returns: per year or cumulatively

• 5 Year Returns: per year or cumulatively

• Since Inception: per year or cumulatively

• Total Gains Since Inception: 

*Time Weighted Rate of Return 
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Time-Weighted Total Rates of Return of 

Our Portfolio vs. Benchmark

Our Portfolio Vanguard 500 Index

Vanguard 500 TWRR: 219.89%

Our Portfolio TWRR: 273.58%



“Price Is What You Pay.

Value Is What You Get” 

- Warren Buffett
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Historical Positions



Membership Breakdown 

39

19
Males

Females
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All Buys



Buys



Sells / Transfers



Current Positions

• AIG

• BRK.B

• CHRW

• DG

• IBM

• MCK

• MSFT

• NKE

• NSRGY

• NXPI

• OMC

• ORCL

• PEP

• PII

• QCOM

• TSCO

• UHAL

• UNP



American International Group 

• Following the 2008 bailout, AIG was able to repay the 
government back with $22.7 billion profit

• Smaller, more focused, and understandable insurance company

• Derivatives liquidated

• Trading at a discount to tangible book 

• New CEO who is strong 



Berkshire Hathaway 

• By owning shares of Berkshire, an investor is able to place money in the 
hands of some of the smartest, most logical, and proven capital allocators 
in the history of investing

• They have compounded Berkshire’s book value at an annualized rate 
north of 20%

• Their subsidiaries that they wholly own reflect the philosophies that they 
preach

• As lender of first and last resort, Berkshire can negotiate extremely 
favorable rates

• Were able to buy Berkshire below Buffett’s stated repurchase price 2011-
2012



C.H. Robinson 

• Benefits from a fragmented industry because they are the largest 
coordinator of shippers and suppliers. In addition to the network effect, 
this also leads to economies of scale and efficiencies that peers do not 
benefit from

• Decentralized management allows for flexibility and performance-
incentivized employees

• Consistently high ROE, without leverage

• As growth slowed, momentum investors ran for the door, opening an 
opportunity for value investors

• Very shareholder friendly management



Dollar General

• Long-term compounder that is continually growing and 
building stores

• Bases stores in rural America, where leasing is cheap, and 
limited competition 

• Stores located in lower income areas, that are in walking 
distance of many consumers

• Able to maintain strong net profit margin, that is not heavily 
impacted by Amazon



International Business Machines

• Largest patent portfolio of any company in the world 

• High switching costs for the customers

• Brand name loyalty 

• High dividend yield at 4%

• With as large as IBM is, it can hard for them to move the 
needle and grow, but at the same time, this has created an 
attractive entry point 



McKesson

• Largest of the 3 main drug distributors 

• Hard market to enter as costs, and regulations build a strong 
moat

• 5th highest revenue generating company in the US 

• Very consistent company, that is able to produce a consistent 
ROE 



Microsoft

• Able to buy at a discount to historical multiples and peers in 
2011 and 2012

• Microsoft office is increasingly becoming a cash cow and 
harder to pirate than previous versions

• Margins have dropped as the company has transitioned from 
services and software to manufacturing consumer hardware

• The company is shareholder friendly with share repurchases, 
and dividends from its cash flow 



Nike

• Nike is the largest supplier of athletic shoes and apparel 

• Strong brand name, with some of the top endorsements 

• Generates a strong cash flow 

• Great potential growth in emerging markets

• Highest profit margins amongst competitors  



Nestle

• Broad exposure to consumer staple products

• Large exposure to emerging markets, which allows for 
additional growth

• ROE is consistently over 15%

• Repurchases shares back every year



NXPI Semi-Conductors

• Cash-out Arbitrage 

• Strong company, that is undervalued with purchase price 

• Trading well over the cash out price 

• Will receive $2 billion if Qualcomm does not complete the 
merger 



Omnicom

• 2nd Largest Advertising company in the world 

• Consistently high ROE with minimal debt

• Strong moat with brand name and information 

• Changing market as advertising is becoming cheaper and more 
digital 



Oracle

• Database leader with high switching costs

• Products that are scalable and reliable 

• Steady margins

• Able to buy at a discount in 2012 and 2013 

• Produces high amounts of cash flow 



PepsiCo

• Has 22 billion dollar brands

• Largest seller of American beverages and snacks

• High return on capital

• Purchased its bottlers 



Polaris

• Great brand name in niche markets

• Consistently high ROE, with the exception of recent recalls 

• Entered at a historically low valuation 

• Smart management with wise acquisitions 



Qualcomm

• Strong moat as majority of phones use its semi-conductor chip 
technology

• Large amounts of cash on hand

• Generates high margins

• Patent protected technology 



Tractor Supply 

• Retailer with strong private label brands

• Located in rural areas, where Amazon has trouble competing 

• Acquired PetSense

• Generates higher margins and ROC than peers 

• Future growth of stores planned in future 



Amerco (Uhaul)

• Largest moving company in the US

• Has consistently improving margins as it grows storage 
business

• A huge network effect with its dealers

• Can move in-town or one way



Union Pacific 

• Large train track foot print

• Consistently improving margins and becoming more efficient 

• Hard for competitors to replicate 

• Double stacking carts 

• Economies of scale 



TWRR vs. IRR

• The IRR provides a measure of  the growth of  a portfolio in absolute 
terms, so it is useful for determining if  a portfolio is growing fast 
enough to meet a future need or goal. The TWR measures investment 
performance (income and price changes) as a percentage of  capital "at 
work," eliminating the effects of  capital flows into and out of  the 
portfolio.

• Because an IRR is influenced by the timing and size of  capital flows 
and a manager typically has no control over the timing or size of  
contributions and withdrawals, the IRR is not suitable for determining 
the relative skill of  the manager.

• Also, because it is influenced by the timing and size of  capital flows, 
the IRR cannot be compared to a market index or the results of  other 
asset managers. The market index does not include the impact of  the 
capital flows. Therefore, the TWR is a better measure to compare with 
indexes.


