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 2019  
Return 

11 Year 
Annualized 

Value of  
$10M    

Correlation 
to the S&P 

500 

Prime Long Only (Gross) 
(150% Long) 

67.75% 35.25% $270.7M 0.55 

Benchmark: 
S&P 500 Total Return, w/ Dividends 

31.49% 15.30% $47.9M 1.00 

     
Prime Traditional Long/Short  (Gross) 
(125% Long, 60% Short) 

35.95% 22.15% $90.4M 0.22 

Benchmark: 
HFRX Equity Hedge Index  

10.71% 2.18% $12.7M  0.82 

     
Prime Ultra Hedged Unlevered (Gross) 

(100% Long, 90% Short) 
15.40% 13.97% $42.1M -0.02 

Benchmark:  
HFRX Market Neutral Index  

-1.87% -0.76% $9.20M 0.18 

 

 

Dear Investors and Friends, 

 

We hope everyone had a good year, both personally and financially. 

 

In 2019 we took a year off from writing an annual letter, for our sake and for yours, after writing several 

lengthy annual reports over the years. We decided to focus all of our attention on doing the work you 

count on from us—painstaking research into companies that may be undervalued (or overvalued), and 

careful stock selection. And it seems to have worked out well; we had one of our best years in 2019. 

 

For the year our Long Only portfolio was up 67.75% (gross), and our Long Only Unlevered portfolio was 

up 44.61% (gross), while the S&P 500 was up 31.49%. Our hedged portfolios also performed 

exceptionally well, with our Traditional Long/Short portfolio up 35.95% (gross), and our Ultra Hedged 

Unlevered portfolio up 15.40% (gross); while the HFRX Equity Hedge Index was only up 10.71%, and the 

HFRX Market Neutral Index was down -1.87% during 2019. 

 

We love writing about what we do and why we do it. That is why we have covered so much in past 

years—from our investment philosophy to our risk management approach to our actual research 

processes leading up to buy/sell decisions on numerous companies we’ve invested in (and shorted). In 

big-picture terms, through the 100+ pages we’ve written in past annual reports, we have probably 

already said everything there is to say about who we are and how we operate. So this year, we will walk 

a more modest path with our report. We’ll simply talk about a few sample companies, summarize our 

overall performance, and refer you back to previous years should you wish to go into more detail on our 

investment approach. Ultimately, performance says everything. The rest is only commentary.  

 

And our performance speaks volumes. Since inception, our Long Only product is up 2,669.68% (gross) 

and our Traditional Long/Short product is up 803.69% (gross). One million dollars invested with Prime 

eleven years ago would be worth $6.19 million (net of fees) if invested in our Traditional Long/Short 
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fund, and $15.42 million (net of fees) if invested in our Long Only portfolio, through 12/31/19. By 

contrast, that same million would be worth only $0.92, $1.27, or $4.79 million, respectively, had it been 

invested in the HFRX Market Neutral, HFRX Equity Hedge, or S&P 500 indexes. In terms of annualized 

gain, our Long Only fund has been outperforming its benchmark (the S&P 500) by 19.95% annually, 

while our Traditional Long/Short fund has been outperforming its benchmark (the HFRX Equity Hedge 

Index) by 19.97% annually, since we started the firm.  

 

All of our performance, since day one, has been based on picking the right companies. 

 

Why do we pick the companies we do? As we’ve discussed in the past, we evaluate many factors, but if 

we had to break it down in the most simplistic of terms, we like companies that have: (1) a wide moat or 

sustainable competitive advantage, (2) a great management team, and (3) a huge runway, or market 

opportunity. To find the very best companies, we research and read as much as we can. We meet and 

we share perspectives with one another. We argue, we defend, we listen, we adjust. When possible, we 

try to experience the company’s products and services firsthand by trying them ourselves, as we did 
with a Tesla vehicle before committing to buying that stock. And then we research and we read some 

more. This process allows us to find the needle in the haystack, and although it requires great effort, it is 

all worthwhile when we uncover the performance potential of these “buried gems.”   

 

There is not much we enjoy more than zeroing in on a position, studying it from all angles, and coming 

to the conclusion that it is significantly undervalued. We evaluate each company and its prospects from 

as many angles as possible, to ensure there are no contradictions in our theories. We endeavor to 

understand the intricacies of the company, catch the vision of where it is headed, and evaluate every 

shred of the bull case as well as the bear case – so that our thesis makes sense from every perspective. 

That is when you know you are on to something; when it makes sense from all angles. We simply put in 

the work required to identify the best investment opportunities. 

 

To outperform the market by nearly 20% per year – which our Long Only portfolio has done, averaging 

35.35% per year (gross) – while only investing in highly-liquid publicly-traded companies, with no 

options or derivatives, is quite remarkable. With our 36% gross outperformance of the S&P 500 this 

year, we can write a 50-page report on each company in our portfolio. That being said, there are two 

companies and cases we’d like to highlight today which we think you may find particularly enjoyable. 

One is a short story on not getting high on too much supply, and the other can aptly be titled A Broken 

Moat. 

 

A “Short” Story: Not Getting High on Too Much Supply 

On January 31, 2019, we began shorting Canopy Growth Corporation (NYSE: CGC), a marijuana producer 

and distributor. 

 

At the time, its market cap was about $17 billion. Today, about one year later, its market cap has fallen 

to $4.7 billion. To be blunt, we believe CGC could be worth zero. 
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To us, this was a classic case of investors getting overzealous and passionate about a “growth industry,” 
with its “massive potential”—but not objectively analyzing the details of the business’s economics and 
industry dynamics. 

 

The stock is down over 70% since we started shorting it, and the company will likely go bankrupt… or at 
best be recapitalized, wiping out all the current investors’ equity and debt. Bold statement, I know. Why 
do I feel comfortable making it? Sometimes the core business fundamentals are easily overlooked. 

 

Here’s our basic business case for shorting CGC: it takes as much space to grow a pot plant, which 

“feeds” hundreds of customers and produces product for years, as it does to grow a head of lettuce, 

which can only feed two or three people. Therefore, given enough time, pot prices should approximate 

the price of lettuce over the long run. At the time we got into our position, however, pot was selling for 

$600 per pound vs. 55 cents per pound for lettuce. 

 

That kind of irrational imbalance, unsupported by reality, simply can’t sustain itself. Once you realize 
that, everything else is elementary. It’s all about basic economics. 
 

Usually it takes reams of information and countless hours of research and thought for us to come up 

with a good idea of a company’s intrinsic value—and then to assess whether it is being mispriced by the 

market. In this case, however, the key ideas simply flew off the page. The big ideas are always the most 

important ones to understand when evaluating a company. The details are important too, but in this 

particular case, the main points were so compelling they stood on their own.   

 

The beautiful thing was that once we understood the main points and started diving more deeply into 

the supporting facts, the details not only verified our initial thesis but showed us that the situation was 

much worse for CGC than we even initially thought. 

 

I won't go into a long dissection of each and every point but I’ll mention just a few...   
 

First of all, pot is now legal in a fast-increasing number of countries. It is being grown more and more 

openly around the world. Columbia has legalized it. Mexico is growing it. The entire world is taking up 

the cause. Until now, the only constraint was the land needed to produce pot. Now that America, 

Canada, and the rest of the world have blessed pot, and are legalizing it, land is no longer the constraint. 

It’s now just a matter of time – and it only takes six months to grow a whole pot plant! We are only in 

the first inning of this game. In Canada alone, CGC has enough production capacity to produce enough 

pot for all of Canada by itself. And there are hundreds of other companies, and thousands of producers, 

that can supply it as well. 

 

Not only does it take very little space and resources to grow pot, but a pot plant can also be grown fast, 

and it can be harvested, as I said, for a long time. In six months you have a healthy thriving plant that 

can supply hundreds of people, in the same growing-space as a head of lettuce. Now add this fact: tens 

of billions of dollars are being thrown at this product around the world. Because pot has so much sex 

appeal, and because there is so much enthusiasm behind its becoming legal, the whole world is putting 

money behind it—all at once.    
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However, just as in the famous Tulip Mania phenomenon of the 1600s, the enthusiasm is excessive and 

unwarranted. With so many countries, companies, and individuals growing pot in their fields and back 

yards (yes, it is now legal in many countries to grow it for yourself), there is going to be such a glut on 

the market that prices are bound to collapse. During the tulip craze, the price for the prized flower got 

so far ahead of its intrinsic value that a single bulb of certain strains was selling for ten times the annual 

salary of the average Dutch craftsman. But tulips weren’t very hard to grow. A correction of this 

irrational situation had to occur.  

 

Does history repeat itself? Well, it’s clear that the pot bubble is already losing air fast, and that CGC is 

pretty well doomed—as is the entire industry and anyone trying to make fast money from buying stock 

in it. We won't get into a philosophical discussion about the pros and cons of the product itself, but 

monetarily, it’s game over.   

 

There are numerous other data points and facts that further substantiate our view. For the sake of 

brevity, we’ll omit them here. But the central idea—that pot logically should approximate the price of 

lettuce over time—is so simple. It’s that differentiated business perspective that makes these companies 
so obvious to us. As with many of our ideas, this thesis becomes obvious after you hear it. The fact is, we 

haven’t heard anyone else – on or off Wall Street – discussing this aspect of the industry’s economics. 
That’s why we love ideas like this. And that is why we "lock on" to investments like this one and are so 
confident in their future prospects, positive or negative.  

 

If you were alive in the 1500s, would you invest in a company selling hand-printed books for a thousand 

dollars apiece when you knew the printing press had just been invented? Of course not. We’re in a 

similar scenario here—cheap, plentiful pot is definitely going to be available; that just makes logical, 

intuitive, inarguable sense. And we saw it coming sooner than others. We’re not bragging here, just 
making a point—about our future, and about your comfort level with our ideas and investment 

approach. 

 

We’ve maintained our short position as CGC has fallen from $17 billion to about $4.7 billion, where it is 
now. As it approaches $3 billion, due to our conservative risk management parameters, we plan on 

dramatically reducing our position, even though we think it has further room to fall. 

 

 

A Broken Moat 

We always look for companies with wide moats—sustainable competitive advantages. But the thing 

about moats is they don’t last forever. Even for the most well-positioned companies, circumstances 

eventually change, new technologies come along, and competitors with new ideas eventually arrive on 

the scene. 

 

If you were analyzing industries and companies eight years ago (as we were), you probably would have 

ranked the moat that FedEx enjoyed as among the widest and deepest of any company out there, given 

the massive amount of capital needed to replicate its operation and infrastructure (trucks, planes, 
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delivery centers). As evidence of this moat, for many years, FedEx was one of only two major companies 

dominating the industry (along with the USPS). In addition to its inherent competitive advantages, FedEx 

also was a main beneficiary of the growth of e-commerce, which signaled a massive increase in demand 

for package-delivery services. When we looked at FedEx, we saw a company with a wide moat, great 

management, and terrific long-term growth opportunities, which, considering all the facts, was 

significantly underpriced at the time. This analysis led us to invest in FedEx, which was a profitable 

position for us. 

 

Then, the facts changed. 

 

We pride ourselves in working hard to be unemotional and agnostic at all times. Because we take that 

approach, we constantly monitor the facts and premises for each of the companies and industries we 

are currently invested in (on the long or short side), as well as for companies we are researching as 

potential future investments. 

 

In FedEx’s case, in our view, the wide moat it had enjoyed for so many years had evaporated. And the 

major cause of that evaporation? One word: Amazon. 

 

We have a rule, never go against Amazon. (Unless and until the facts change for Amazon.) 

 

Because of what Amazon has started doing in the shipping and logistics arena, even one of the best 

defended companies in the world, with one of the widest moats—FedEx—loses its investment appeal. 

 

In March of 2019, we came to realize how—despite the words of FedEx management, which for many 

years had been proclaiming that Amazon had no effect on them and wouldn’t be able to compete with 

them–Amazon was going to significantly disrupt FedEx’s business and earning power. Over time, 
Amazon positioned itself to start its own full package delivery arm, which simultaneously reduced its 

reliance on delivery providers such as FedEx. As further evidence of Amazon’s decreased reliance on 
FedEx, in December 2019, Amazon blocked sellers from using FedEx Ground for Prime shipments – 

which partly caused FedEx’s stock price to decline 10% in a day. 
 

We believed the ramifications of Amazon’s owned and operated delivery operation would hurt FedEx 
dramatically. The “hurdle” for delivery investments to make sense for Amazon is significantly lower than 
it is for FedEx. Amazon can afford to break-even on the actual delivery service – if that service fuels 

faster deliveries, which causes more orders on Amazon. In other words, Amazon can earn a greater 

profit from the increased volume of orders (and the profit associated with those orders), rather than the 

delivery itself. 

 

And on top of all of that, in the meantime, because of its massive scale, it can eventually build out a full-

fledged delivery service that can earn healthy profits while undercutting FedEx’s prices. 
 

Ultimately, we got out of FedEx in March of 2019 at around $180 per share. By the end of the year, 

FedEx dropped 16% while the S&P 500 was up 14%. We think it could go down further from here, as 

Amazon’s rapid expansion into this sector will become deafening. 
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Increased Volatility = Increased Opportunity 

As we’re putting the final touches on this report, the world is in the midst of the coronavirus pandemic. 

In this challenging time, we hope that you and your families are remaining safe and healthy. As we have 

all been reminded, there is nothing more important than our health and well-being. 

 

During this time of heightened uncertainty, the volatility in financial markets has increased significantly. 

For anyone investing in the equity markets with a very short-term time horizon, volatility can be 

exceedingly painful. They can see the value of their securities sharply decline in a short period of time. 

 

However, for the investor that invests with a long-term view on value – which we most certainly do – 

volatility can be your friend. We love volatility. With prices moving dramatically (in either direction), we 

are seeing increased inefficiencies in the market, and more investment opportunities. With increased 

volatility, comes increased opportunity. 

 

For investors that want less exposure to the market, we recommend our Ultra Hedged Unlevered 

portfolio. In Q1 2020, in the midst of the coronavirus-induced volatility, the Ultra Hedged Unlevered 

portfolio is up over 26% (gross), while the S&P 500 is down 20%. Moreover, it was up in each of the first 

three months of the year. Since inception, even with a low net exposure, it has averaged 13.97% per 

year (gross) through 2019, with a negative correlation of -0.02, while the HFRX Market Neutral Index has 

averaged negative -0.76% per year, with a higher correlation of 0.18 to the S&P 500. Ultimately, we 

believe the most important variable for long-term outperformance in the market is to have the business 

sense to consistently identify companies that are significantly undervalued (and overvalued on the short 

side). 

 

2019 was another exceptional year. As always, we thank you for placing your trust in us. We will 

continue to research companies intensively, and do the detailed work required to find the very best 

investment opportunities. We look forward to many more successful years. 

 

All the best, 

 

Pouya David Yadegar 
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IMPORTANT MESSAGE FOR POTENTIAL INVESTORS: All information is from sources deemed to be reliable, but the accuracy of the information 

cannot be guaranteed. The foregoing information is intended as a summary and illustration of our services. Interested investors who intend to 

participate will enter into a more detailed written Offering Memorandum. Consequently, the Offering Memorandum will contain the specific 

terms and conditions, and such Offering Memorandum, when signed by the Investor, will represent the controlling terms and conditions. 

Therefore, any inconsistencies between the information and/or representations made herein, will be superseded by the signed Offering 

Memorandum. This report may provide information, commentary, and discussion of issues relating to the state of the economy and the capital 

markets. All opinions, projections and estimates constitute the judgment of Prime Opportunities Investment Group, LLC ("Prime") as of the date 

of the report and are subject to change without notice. Prime is under no obligation to update this report and readers should therefore assume 

that Prime will not update any fact, circumstance or opinion contained in this report. 

The content of this report is provided for discussion purposes only. Any forward-looking statements or forecasts included in the content are 

based on assumptions derived from historical results and trends. Actual results may vary from any such statements or forecasts. No reliance 

should be placed on any such statements or forecasts when making any investment decision, and no investment decisions should be made 

based on the content of this report. This report is not intended to provide personal investment advice and it does not take into account the 

specific investment objectives, financial situation and particular needs of any specific person.  Under no circumstances does any information 

represent a recommendation to buy or sell securities or any other asset, or otherwise constitute investment advice. 

The strategies described represent Prime's intentions. However, Prime may pursue any objectives, employ any techniques, or purchase any 

type of financial investment that it considers appropriate. There are no limits on the number, size or liquidity of positions or the concentration 

or exposure of the portfolio. Prime has absolute discretion to change its targeted guidelines in response to changes in markets and other 

conditions. 

Any information relating to the tax status of financial instruments discussed herein is not intended to provide tax advice or to be used by 

anyone to provide tax advice. Prime is not a legal or accounting firm. Investors are urged to seek tax advice based on their particular 

circumstances from an independent tax professional. 

NO GUARANTEES OFFERED: Past performance is no guarantee of future results. All economic and performance information is historical and not 

indicative of future results. Different types of investments involve varying degrees of risk, and there can be no assurance that the future 

performance of any specific investment, investment strategy, or product made reference to directly or indirectly in this brochure, will be 

profitable, equal any corresponding indicated historical performance level(s), or be suitable for your portfolio. Moreover, you should not 

assume that any discussion or information provided here serves as the receipt of, or as a substitute for, personalized investment advice from 

Prime or any other investment professional.  Further, the charts and graphs contained herein should not serve as the sole determining factor 

for making investment decisions.  To the extent that you have any questions regarding the applicability of any specific issue discussed to your 

individual situation, you are encouraged to consult with Prime or your financial professional. 

ONE STRATEGY DOES NOT FIT ALL:  Our investment strategy is not necessarily suitable for ALL types of investors.  Additionally, an investment 

strategy may be suitable for only a portion of a client’s total investable assets.  When Prime does not manage all of a client’s investable assets, 
we recommend the client seek assistance from other financial professionals for the purpose of developing a fully diversified investment 

portfolio. It should be noted that Prime does not recommend specific financial professionals. For reasons including variances in account 

holdings, variances in the investment management fee incurred, market fluctuation, the date on which a client may engage our investment 

management services, and any account contributions or withdrawals, the performance of a specific client's account may vary substantially from 

the performance represented herein. 

FIRM DEFINITION: Prime Opportunities Investment Group, LLC (“Prime”) is defined for GIPS purposes as an independent investment adviser, 

registered with the California Department of Business Oversight. Prime claims compliance with the Global Investment Performance Standards 

(GIPS®) and has been independently verified for the periods January 20, 2009 through December 31, 2013. Verification and performance 

examination reports are available upon request. Contact management@primeopp.com or call us at (800) 550-4188. 

PERFORMANCE AND PORTFOLIO: Prime Opportunities Long/Short Composite performance results reflect time-weighted rates of return, the 

reinvestment of dividends and other account earnings, and are net of applicable account transaction and custodial charges, and Prime’s 
performance based allocation. The reinvestment of dividends and other earnings may have a material impact on overall returns. Valuation is 

computed and performance is reported in U.S. dollars. All Prime products are subsets of a single core portfolio, with the same securities. 

Returns for Ultra Hedged Levered portfolio reflect the performance of the Prime Opportunities Long/Short Composite. “Long Only Unlevered,” 
“Long Only,” “Traditional Long/Short,” “Ultra Hedged Unlevered,” and “Ultra Hedged 50% Cash Unlevered” performance represent the stock 

performance of Prime Opportunities Long/Short Composite, adjusted based on each portfolio's level of hedging and leverage. Prime has never 

used options on our long positions. Options on our short positions were used in the past on two securities, but have not been purchased for 

four years, and when bought were limited to Deep-in-the-Money LEAP puts for tax efficiency. Prime does not anticipate any use of options 

going forward. 
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Returns for Prime’s Ultra Hedged Levered portfolio reflect the performance of the Prime Opportunities Long/Short Composite. Returns for 

subset products "Traditional Long/Short", "Ultra Hedged Unlevered", "Ultra Hedged 50% Cash Unlevered", "Long-only", "Unlevered Long-Only“ 
are illustrated net of fees and subject to a high water mark, and do not include cash or cash equivalents. Actual long exposure of the Prime 

Opportunities Long/Short Composite used for all products, with the following maximums: Ultra Hedged Unlevered and Long-Only Unlevered: 

100% long exposure; Ultra Hedged 50% Cash Unlevered: 50% long exposure; Traditional Long/Short: 125% long exposure.  Actual net exposures 

of the Prime Opportunities Long/Short Composite used for all Long/Short products with the following exception: Returns for Traditional 

Long/Short are illustrated using actual net exposures of the Prime Opportunities Long/Short Composite through July 2010, with 125% long 

exposure and 60% short exposure thereafter; the Prime Opportunities Long/Short Composite first surpassed 125% long exposure in July 2010. 

Floor for all products: 0% short exposure. Gross returns for subset products were calculated on a monthly basis using figures from the 

Composite as follows: ((Product long exposure / Composite long exposure) * Composite long contribution)) + ((Product short exposure 

/Composite short exposure) * Composite short contribution)). Net returns of subset products represent actual fees of the Prime Opportunities 

Long/Short Composite product, and were calculated using the Prime Opportunities Long/Short Composite gross return to net return ratio. 

"Long-only performance" as illustrated in this report represents the long only stock performance of the Prime Opportunities Long/Short 

Composite. Returns were reduced by a simulated incentive fee of 20% of all profits, charged quarterly through 12/31/13, represent actual fees 

of the Prime Opportunities Long/Short Composite through 12/31/14, and represent actual product fees thereafter. 

LIMITATIONS WITH PERFORMANCE BASED ALLOCATIONS: The nature of performance based allocations creates a potential conflict of interest 

between Prime and clients.  For example, a performance allocation may encourage Prime to make riskier and more speculative investments. 

Prime does not represent that the amount or the manner of calculating the performance allocation is consistent with the amounts or methods 

used by other investment advisers under the same or similar circumstances. 

LIMITATIONS WHEN COMPARING AGAINST BENCHMARKS: Prime's strategies may differ materially from the composition and performance of 

the S&P 500, HFRX Equity Hedge Index (Long/Short), and HFRX Equity Market Neutral Index, which have been used as benchmarks. These 

benchmarks are more widely known indices and are shown simply as references and not because Prime strategies are, or are likely to become, 

representative of past or expected benchmark performance. There may be other benchmarks that better correlate to Prime’s strategy and 
Prime’s performance against such strategies may be lower than performance compared to benchmarks used herein. The historical performance 

results of benchmarks may or may not include dividends and may or may not reflect the deduction of transaction and custodial charges, or the 

deduction of an investment management fee, the incurrence of which would have the effect of decreasing indicated historical performance 

results of the benchmarks. All information, including that used to compile charts, is obtained from sources believed to be reliable, but Prime 

does not guarantee its accuracy. Page 6 is a comparison between Prime and the fifteen largest long/short funds according to Hedge Fund 

Research, as well as 5 other notable funds most investors are familiar with. 

COMPOSITE DEFINITION AND RISKS: The Prime Opportunities Long/Short composite includes U.S. and international securities which utilizes a 

fundamental stock selection process. This process is combined with rigorous risk control to create an attractive return/risk product. The 

portfolio's value added is a function of the return spread between the long and short portfolios with the goal of providing long-term capital 

growth from a well-hedged strategy. Positions in the underlying portfolios are leveraged at a ratio up to, but not limited to, 2:1 for long 

positions and 2:1 for short positions. 

REPORT NOTES: This report is prepared for the exclusive use of Prime partners, subscribers to this report and other individuals who Prime has 

determined should receive this report. This report may not be redistributed, retransmitted or disclosed, in whole or in part, or in any form or 

manner, without the express written consent of Prime. You agree you are using this report and the Prime subscription services at your own risk 

and liability. Neither Prime, nor any director, officer, employee, or agent of Prime, accepts any liability whatsoever for any direct, indirect, 

consequential, moral, incidental, collateral or special damages or losses of any kind, including, without limitation, those damages arising from 

any decision made or action taken by you in reliance on the content of this report, or those damages resulting from loss of use, data or profits, 

whether from the use of or inability to use any content or software obtained from third parties required to obtain access to the content, or any 

other cause, even if Prime is advised of the possibility of such damages or losses and even if caused by any act, omission or negligence of Prime 

or its directors, officers, employees, or agents and even if any of them has been apprised of the likelihood of such damages occurring. If you 

have received this report in error, or no longer wish to receive this report, you may ask to have your contact information removed from our 

distribution list by emailing clientservices@primeopp.com. 

 


