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Dear Partners,  
 
During the first quarter of 2021, Rhizome Partners generated a net return of 11.5% versus 6.2% for the S&P 
500 index.  The FTSE NAREIT All Equity REIT Total Return Index returned 8.3% during the quarter.  You may 
notice that the Class B returns may differ from your personal returns.  This is due to a recent announcement of 
an impending distribution in our side pocket investment in Point Blank Solutions.  Please see the appendix for 
details.   
 

 
 
Performance Update   
 
This quarter end marked our 8-year anniversary.  Class B investors have experienced a total return of 138% 
and 11.5% CAGR net of all fees and hedging costs since inception.  We have historically allocated about 28% 
towards cash and SPACs and 13% in market-neutral investments such as liquidations.  This resulted in an 
average market exposure of only 59% during a period when the overall market experienced strong gains of 
14.5% CAGR.  At quarter end, we are fully invested with some index puts as hedges.  This is consistent with our 
portfolio allocation going forward.  We believe this is the optimal portfolio allocation strategy as it allows us to 
fully invest our partners’ capital while providing tail risk hedging.  It also solves the difficult problem of 
“market timing” if we hold a large cash balance.   
 
Portfolio Updates  
 
The returns came from all segments of the portfolio during the quarter.  We are excited to have diversified our 
portfolio during 2020 while picking up bargains.  In the 2020 year-end letter, we talked in detail about a target 
composition of 50% allocation toward our core real estate strategy, 20-30% in traditional low multiple value 
strategy, and 20% in growth companies with multi-bagger potential.  If just one out of the three strategies 
experiences gains, it can shrink the portfolio weighting of the remaining laggards.  The strategy experiencing 
gains could also provide new investment capital towards the laggard category.  Even if left alone, this new 

Time Period S&P 5001 
Hypothetical 10% 
Absolute Return 

FTSE NAREIT 
All Equity REIT 
Total Return2

Rhizome Partners Class B 
Net Return3,4

April 10th thru Dec 31, 2013 18.2% 7.2% -4.9% 19.50%
Full Year 2014 13.7% 10.0% 28.0% 19.2%
Full Year 2015 1.4% 10.0% 2.8% -5.8%
Full Year 2016 12.0% 10.0% 8.6% 11.5%
Full Year 2017 21.8% 10.0% 8.7% 5.6%
Full Year 2018 -4.4% 10.0% -4.0% -7.2%
Full Year 2019 31.5% 10.0% 28.7% 17.8%
Full Year 2020 18.4% 10.0% -5.1% 23.7%
Q1 2021 6.2% 2.4% 8.3% 11.5%
Cumulative  Return Since Inception 193.7% 113.9% 87.6% 138.0%
Annualized Return Since Inception 14.5% 10.0% 8.2% 11.5%

2. FTSE NAREIT All  Equity REIT Total Return Starts on 3/31/2013 and includes dividend reinvestments and are fully invested 
3. Net return is net of expenses and incentive  allocation for Class B.  Individual partners may experience returns that are different than the Class B return.  

4. Rhizome Partners Class B Net Return is accomplished while holding 28% cash and SPACs while comparable indexes are fully invested. 
Class B Net Return also includes 13% of investments that are workouts/special situations/hedged 

1. S&P 500 returns include dividend reinvestments and are fully invested 
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portfolio construction can naturally rebalance our portfolio.  The modified portfolio allocation will also force 
us to allocate to the best opportunities in each strategy.  We believe the modification will add to the anti-
fragility of the portfolio.         
 
Non-Real Estate Operating Company Updates  
 
DuPont/Corteva/IFF Basket 
 
The DuPont/Corteva/IFF basket was the largest contributor to Q1 performance generating roughly 2.5% gross 
return.  We have written extensively about the anticipated DuPont’s Reverse Morris Trust merger with 
International Flavors and Fragrances (IFF) in January of 2021.  During the quarter, DuPont shares traded up 
significantly in anticipation of the deal.  We tendered about 40% of our DuPont shares for IFF and received 
about half of the allocation due to pro-ration.  Investors are finally starting to appreciate DuPont’s effort to cut 
costs, streamline operations, and spin off companies into pure-play companies that trade at higher multiples.          
 
We are still getting used to the higher multiples that investors will pay for larger market cap and pure play 
companies such as DuPont, Corteva, and IFF.  We do understand the market’s rationale.  For example, Corteva 
operates in a duopoly with Monsanto, owned by Bayer AG, that provides genetically modified seeds and 
pesticides.  IFF’s products account for a small percentage of the customers’ cost while playing critical roles in 
the products’ performance.  Investors can pay a roughly 25x P/FCF multiple for businesses like these which 
equates to a 4% FCF yield.  If the companies can grow their revenue 2% faster than GDP, this would imply a 4% 
revenue growth.  With some operating leverage, these companies can probably grow FCF at 4-6% a year.  This 
brings the total return close to the long-term return of the S&P 500 index of 10%.  Through trial and error, we 
have come to appreciate how scale, higher market share, route densities, switching costs, and collaborative 
relationships amongst major industry players can contribute to sustained high returns on invested capital.         
 
HireQuest 
 
HireQuest is a franchisor of primarily blue-collar staffing operations.  The Company came public by conducting 
a brilliant reverse-merger with the publicly traded Command Center.  After selling Command Center locations 
to franchisees and adjusting for tangible assets received, HireQuest actually received excess funds while 
acquiring Command Center.  Through chance, we met with the former CEO of Command Center and learned a 
great deal about the day-to-day operation of the business.  Our knowledge of the Command Center business 
made us hesitant to invest in HireQuest initially.  But HireQuest transformed the legacy Command Center-
owned store model into a franchisor model.  The most important value-add of the HireQuest franchisor model 
is that it provides incentive for scrappy sales-oriented managers to become entrepreneurs.  Like the 
restaurant business, it is difficult for Burger King to hire store managers who will act like owners.  A franchise 
owner is motivated because he or she is personally responsible for the profit and loss.  This provides powerful 
alignment of incentives.  HireQuest also provides accounts receivable financing and a better workers’ 
compensation offering due to scale in purchasing.  The new model provides more operational support and 
allows franchise owners to focus on the task of staffing for customers.  The alignment of interest also reduces 
the need of regional managers which removes an extra layer of corporate overhead.   
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HireQuest’s franchisor model generated stable margins and solid cashflow during 2020.  This is despite 
system-wide sales declining by one third.  HireQuest also took advantage of the recent turmoil and made two 
acquisitions.  The two deals were accretive to true owners’ earnings and added scale and diversification to 
HireQuest’s operation.  We were also able to speak with some franchisees who are excited with the new 
corporate leadership.  They are even thinking of opening new locations.  It dawned on us that the CEO, Rick 
Hermanns, is a good jockey and there is a long runway for HireQuest to acquire staffing operators and convert 
them into franchises.  We increased our investment in HireQuest during the quarter to about 3% of our 
partners’ capital even though prices have increased meaningfully from our initial purchase.           
   
Real Estate Company Updates  
 
Howard Hughes Corporation, SPV Idea, and Real Estate #2 contributed 1.7%, 1.4%, and 1.4% gross returns 
respectively to the fund during the quarter.     
 
INDUS Realty (formerly known as Griffin) raised $105 million at $60 per share during the quarter.  Investment 
banks who syndicated the capital raise include Morgan Stanley, Citigroup, Baird, BTIG, JMP Securities and J.P. 
Morgan.  This is a wise allocation among the investment banks as it increases the odds of potential research 
coverage.  This transaction should be considered the IPO of the company.  INDUS now has access to capital 
and a pipeline to grow and potentially become a multi-billion dollar warehouse REIT.  As value investors, we 
need to remember the original purpose of the capital market which is to provide low-cost capital.  This is 
particularly important for a small REIT with a good track record and a long runway.  INDUS currently has 
$100mm of development projects that they expect to yield 6.1-6.5% upon stabilization.  Comparable public 
companies trade at a 4% cap rate.  If INDUS can raise equity capital at a 4% cap rate valuation and develop 
assets at 6.1-6.6%, then INDUS will generate 53-65% of value on $100mm which equates to roughly $7-$8.5 
per share on a $60 stock.  Having bulge bracket underwriters signals that INDUS is a quality company.  Based 
on our experience, there is an inverse relationship between reputation of the underwriters and the cost of 
capital.  We are excited by the roster of underwriters because they can improve value creation of 
development projects and acquisitions.  The access to cheap capital could potentially turn INDUS into a 
compounder.   
 
Our SPV company continues to execute and will benefit from more vaccinations and a potential infrastructure 
plan. Despite appreciating by 20% since inception, we still believe it is a high-conviction idea.  Real Estate Idea 
#2 will benefit from vaccinations even more.  Occupancy and rent trends have improved in the submarket.  
We believe that this idea is still trading at less than a half of NAV and we are getting paid a nice dividend to 
wait.  
 
Howard Hughes experienced strong gains during the quarter.  The company’s Hawaii condo sales continue to 
improve.  We believe that vaccinations and a lack of entertainment competition may make the Seaport in NYC 
a favored destination for New Yorkers in the summer of 2021.  Narratives often drive stock prices.  In the last 
few years, Howard Hughes has been link to 1) a real estate compounder 2) an oil and gas crisis 3) an event 
driven trade via strategic initiative 4) a pandemic and 5) a millennial homebuying and net migration story.  The 
company has continuously developed and improved their real estate holdings while the market mostly ignored 
the growth in NAV.  Instead, narratives drove the stock price rather than NAV or the growth in NAV over time.  
Wall Street is currently enamored with everything related to homebuying and net migration stories and 
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Howard Hughes provides excellent exposure to both themes.  Our job is to discover companies trading at large 
discounts to NAV at the start.  Equally important, our job is to assess the current narrative and its trajectory 
and adjust our positions accordingly.  We believe the current favorable narrative can last for a while.     
 
Market Observations  
 
The first quarter saw some bizarre market reactions.  Game Stop is a heavily shorted legacy video game 
retailer that saw its stock price rise from $17 to a peak of $483 within a month.  It appears that retail investors 
on a Reddit.com forum called WallStreetBets used memes to create a viral feedback loop of forced buying.  
Game Stop reached $20 billion in market cap and had more daily trading volume than Apple at one point.  The 
Game Stop short squeeze became a black swan event for the short sellers.  Large hedge funds such as Melvin 
Capital suffered 50% losses during a short period and required emergency capital injections that resulted in 
costly dilution.   Shorting is difficult and introduces a risk of ruin.  This is especially true in situations where a 
large percentage of the float is shorted.  We want to remind you that we hedge our portfolio via index puts, 
sector puts, and sometimes buying puts directly in our own portfolio companies.  However, we rarely short 
because 1) we are not good at it 2) the potential for brain damage is too high and 3) we want to avoid the risk 
of ruin.   
 
Recently, the financial news is buzzing with how the Archegos family office managed to gain $100 billion of 
exposure through total return swaps.  Unknown to a group of large banks, they had somehow provided a 
rumored 5-8x leverage to Archegos.  Due to a small amount of market volatility, the investment banks forced 
the family office to liquidate.  It is rumored that Archegos lost $10 billion of net worth in mere days.  Market 
participants were startled to learn that Archegos had grown its net worth from a mere $200 million to $10 
billion in less than a decade through outsized risk-taking and leverage.  This story is a reminder that leverage is 
a double-edged sword.  It is fun on the way up and even more gut wrenching on the way down.  Those who 
get rich quickly through risky leverage often have trouble holding onto their wealth.    
 
We have also witnessed a SPAC mania where an entire ecosystem of electric vehicle-related development 
companies have seemingly gone public by merging into SPACs at pie-in-the-sky valuations.  We have also 
witnessed the emergence of social media investing which uses short form videos to tout specific stocks.  A 
cameo by Carol Baskins of Netflix’s Tiger King fame caused a penny stock called Zomedica to soar 270%.  It 
appears that social media virality, memes, and momentum can drive stock prices.  There are certainly pockets 
of irrational exuberance in the market.  Rest assured, we are not chasing any of these fads.   
 
Sticking with Fundamentals  
 
We are sticking steadfast to fundamentals.  Ultimately, value investing is the pursuit of buying a stream of 
future cashflow at a large discount today.  It often feels like we are watching paint dry in our portfolio.  With 
our portfolio, we actually do get rich from waiting for paint to dry and walls to be put up.  While our results 
may not be those of the dizzying pace of a GameStop short squeeze or Archegos’s leverage, it allows us to 
become wealthy over time and most importantly, to hold onto that wealth.       
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Organizational Updates  
 
We achieved sufficient scale and acquired a new office (with my personal capital) by the beach.  The new 
office location has already proven strategic as we had several top-notch investors come visit and engaged in 
thoughtful conversations.  Our office will serve as a natural hub for investors to gather and ideas to be 
exchanged.  For long-time readers, please reach out if you pass through New York City.  We are just a 15-
minute Uber ride from JFK Airport.   
 
One of our objectives now is to bring on an operations member.  We have a qualified candidate in mind and 
would like to bring him onboard.  We believe this decision will streamline our operations and provide us with 
more time to focus on research and idea generation.  Our goal is to become better investors each day and 
every decision is centered on making choices that accomplish this goal. We are excited about the next 10-20 
years at Rhizome because we now have the scale, experience, network, and infrastructure in place.  Equally 
important, I believe I personally have several decades of health, energy, and drive to execute our strategy.      
   
Regards,  
 

 
Chong Tong “Bill” Chen  
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Appendix  
 
The difference between the Class B returns and your return is mostly due to the write-up of the Point Blank 
Solution liquidation after the estate announced intentions to make distributions of an additional $0.195 per 
share.  This would bring the total expected distribution to $0.345 from our cost basis of roughly $0.16 per 
share.  Existing investors of Rhizome Partners prior to year-end 2015 are eligible for this distribution while 
subsequent investors are not.  The Class B returns calculated by our fund administrator incorporate all the 
capital allocation decisions since fund inception.  The return for the Point Blank liquidation is decent at a mid-
teens CAGR over 6 years for a true market neutral investment backed by cash in the bank account.  However, 
the additional operational requirement of reading multiple bankruptcy dockets resulted in a low return on 
brain damage.  We are glad to announce that once this liquidation is complete, we will have fully exited all 
side pocket and Master Limited Partnership investments.  Since the fund’s inception, every investment that 
we have allocated to the side pocket has received cash distributions greater than the “going in” price.  We 
have never lost money with side pockets and often receive distributions that are much higher than the “going 
in” price.  However, going forward we are streamlining our operation by focusing solely on publicly-traded 
corporations and REITs.  For the 2021 tax year, we do not need to wait for our portfolio companies to send us 
their K-1s to prepare Rhizome Partners’ K-1.  We expect to send you our K-1 forms by late February to early 
March going forward.      
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Important Disclosures 
 
This information is for illustration and discussion purposes only and is not intended to be, nor should it be construed or used as 
investment, tax or legal advice, or an offer to sell, or a solicitation of any offer to buy, an interest in any private investment fund 
managed by Rhizome Capital Management, LLC (the “Investment Manager”), including Rhizome Partners, L.P. (the “Fund”).  Any offer 
or solicitation of an investment in the Fund may be made only by delivery of the Fund’s confidential offering documents (collectively, 
the “Memorandum”) to qualified investors.  Prospective investors should rely solely on the Memorandum in making any investment 
decision.  An investment in the Fund is not suitable for all investors.  Before making any investment in the Fund, you should thoroughly 
review the Memorandum with your financial and tax advisors to determine whether an investment in the Fund is suitable for you in 
light of your investment objectives and financial situation.  You should not rely in any way on this summary. 

The Fund commenced operations in April 2013 and has limited performance history.  All performance of the Fund shown is from 
inception, net of applicable fees and expenses, presumes reinvestment of income and reflects the performance of the Class B Interests 
with a 1% Management Fee and a 15% Performance Allocation.  The performance of Class A, which is also currently being offered and 
charges a 2% Management Fee and a 20% Performance Allocation, is not shown but is available upon request.  Past performance is 
not indicative of future results.  No representation is made that the Fund will or is likely to achieve its objectives, that the Investment 
Manager’s investment process or risk management will be successful, or that any investor will make any profit or will not sustain 
losses. 

Any descriptions involving investment process, investment examples, statistical analysis, investment strategies or risk management 
techniques are provided for illustration purposes only, will not apply in all situations, may not be fully indicative of any present or 
future investments, may be changed in the discretion of the Investment Manager and are not intended to reflect 
performance.  Portfolio characteristics and limits reflect guidelines only and are implemented, and may change, in the discretion of 
the Investment Manager.  Investments are selected by, and will vary in the discretion of, the Investment Manager and are subject to 
availability and market conditions, among other factors.  Portfolio information shown may not be fully indicative of future portfolios. 

Targeted returns are used for measurement or comparison purposes and only as a guideline for prospective investors to evaluate the 
Fund’s investment strategy and performance.  Target returns shown reflect the Investment Manager’s subjective view based on a 
variety of factors including, among others, investment strategy and prior performance of products pursuing similar strategies and 
market conditions.  Targeted returns should be evaluated over the time period indicated and not over shorter periods. 

Any statements regarding market events, future events or other similar statements constitute only subjective views, are based upon 
expectations or beliefs, should not be relied on, are subject to change due to a variety of factors, including fluctuating market 
conditions, and involve inherent risks and uncertainties, both general and specific, many of which cannot be predicted or quantified 
and are the beyond the Fund’s or the Investment Manager’s control.  Future evidence and actual results could differ materially from 
those set forth in, contemplated by, or underlying these statements.  In light of these risks and uncertainties, there can be no assurance 
that these statements are now or will prove to be accurate or complete in any way.  The Investment Manager undertakes no 
responsibility or obligation to revise or update such statements. 

Any financial indices shown are unmanaged, assume reinvestment of income and do not reflect the impact of any management or 
performance fees.  There are limitations in using financial indices for comparison purposes because such indices may have different 
volatility, credit and other material characteristics.  The S&P 500 is an unmanaged, capital-weighted index representing the aggregate 
market value of the common equity of 500 companies primarily traded on the NYSE. 

This information is as of the date indicated, reflects present intention, is not complete, is subject to change, and does not contain 
material information regarding the Fund, including important risk disclosures.  The Fund is a private investment fund that is NOT 
subject to the same regulatory requirements as mutual funds, including mutual fund requirements to provide certain periodic and 
standardized pricing and valuation information to investors.  Investment in the Fund may involve a high degree of risk and its 
performance may be volatile.  Such risks may include, without limitation, risk of adverse or unanticipated market developments and 
risk of illiquidity. 
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Certain information has been provided and/or is based on third-party sources and although believed to be reliable, has not been 
independently verified; the Investment Manager makes no express warranty as to its completeness or accuracy, nor can it accept 
responsibility for errors appearing herein. 

This information is confidential, is intended only for intended recipients and their authorized agents and may not be distributed to any 
other person without the Investment Manager’s prior written consent. 

 


