
 

  

 

 

 

 

 

 

 

Biweekly Newsletter 

 

APRIL 12th 

Make sure you read the Guidelines Newsletter and the 

Disclaimer Newsletter before reading this newsletter. 

I like to read predictions. I always want to know why people 

come up with certain predictions and if they are based on 

data, some wisdom or just gut feeling. It is important to 

understand what others predict and expect. In the end that 

is what makes a market: all these predictions together. 

Sometimes predictions go one bridge too far. I would not 

try to predict the weather in Amsterdam on the 12th of April 

next year. It just does not make sense, no one is able to 

make a sensible prediction on that. We have problems 

predicting when a tsunami hits land, the outcome of the 

Brexit voting day or the US China trade war outcome. 

There is a lot of uncertainty and if it gets too complex the 

predictive power just goes down.  

Simon Ward, important analyst at Janus Henderson 

Investors, does not agree with that. Or he just wants media 

attention in which he succeeded. IEX wrote an article 

about Simon in which one of his predictions is discussed: 

“The next big financial crisis is in 2027” 

There is no need to explain that such a prediction is 

worthless. Too many (unknown) variables and too much 

uncertainty together mixing up to nonsense. I would call 

him a ‘strategic predictor’. If he is wrong, everyone will be 

forgotten about his prediction in 2027. He might be dead 

already, but no one can and will try to find back his article 

written in 2019. If he is right, he is lucky and he will get all 

the credits and will make a lot of more money. These 

predictions are nonsense, but they just do not have that 

much downside to make. Even if he is wrong in 2027 and 

he will be confronted with this prediction, he will find an 

easy way out of it: who could have predicted that Kanye 

West would have become president of the United States? 

If the landscape is too complex and too uncertain, long 

term predictions quickly develop into gambles. 

This newsletter is not about long-term predictions but 

about valuing companies and assessing how companies 

will perform in different kind of scenarios. Some scenarios 

look more likely than others, some companies are 

healthier than others and some balance sheets are safer 

than others. 

 

Time for some opportunities! 

In this newsletter two new opportunities are being 

discussed: 

• EARTHSTONE (Class C) 

• ARCELOR MITTAL (Class B) 

 (Read the Guidelines Newsletter for explanations about the classes) 
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“Predictions are hot” 



 

  

 

EARTHSTONE (ESTE) 

“Build and sell” 

“Earthstone Energy, Inc., an independent energy company, 

engages in the development and operation of oil and gas 

properties in the United States. Its asset portfolio includes the 

Midland Basin of west Texas and the Eagle Ford trend of south 

Texas. As of December 31, 2018, the company operated 93 

gross Eagle Ford wells; and 13 gross Austin Chalk wells, as well 

as had 98,847 thousand barrels of oil equivalent (MBOE) of total 

proved reserves comprised 23,646 MBOE of proved developed 

reserves and 75,201 MBOE of proved undeveloped reserves. 

Earthstone Energy, Inc. was founded in 1969 and is 

headquartered in The Woodlands, Texas” (Yahoo Finance). 

ESTE produces crude oil. Byproducts of their oil 

production are NGL (natural gas liquids) and other types 

of gas. Around 85% of their revenues are coming from the 

crude oil production. See in the next figure the revenues 

in thousands of dollars. 

 
ESTE operates mainly in the Midland Basin in the Permian 

Basin. More than 90% of the in the Permian produced 

barrels are coming from the Midland Basin. 

 
The Permian Basin lends its name to a large oil and 

natural gas producing area and coves more than 220.000 

km2. The Permian Basin consists of several component 

basins of which the Midland Basin is the largest. The US 

is getting less and less depending on imports of oil as 

there is and has been an impressive boom in the 

production of US oil. At the end of last year, the US was 

for the first time in 75 years a net exporter of oil. 

There are quite some small companies like ESTE making 

their money in the oil business in the Permian. Apart from 

the strongly growing revenues in the Midland Basin, ESTE 

has excellent and very experienced management and is 

leveraged in a conservative way. 

 

 

  

STOCK Earthstone (ESTE) 

PRICE $7.32 

MARKET CAP $473mln 

EST EPS 2019 $0.80 

P/E 2019 9.1 

NET DEBT/EBITDA ≈ 0.8 

DIVIDEND YIELD 0% 

  

 



 

  

Experienced management 

 

An experienced management is not any guarantee for 

success. But an experienced and great management team 

will have a very positive effect on the future of the 

company. Since 1992, most of the above leaders, have 

been working together. Frank Lodzinski is the most 

experienced one and has been running oil companies like 

ESTE before. He ran 5 companies since 1992 and did it 

every time very successful creating huge returns for 

investors, often more than 4x return for early investors. 

This management is not expected to make beginner 

mistakes and they know the business and their 

competitors.  

  

Midland growth story 

ESTE is growing the company quite rapidly. As mentioned, 

most of their business is in the Midland Basin. Over the 

last three years they have grown their production from 

4.000 towards more than 10.000 barrels a day. They 

increased their Midland Basin acres by doing acquisitions 

and acreage trades. 

 

Their adjusted EBITDAX has been growing quickly as well. 

EBITDAX means the EBITDA before oil exploration 

expenses. 

 
With the growth, ESTE’s management has been able to 

reduce the cost of lease operating, and general and 

administrative expenses. ESTE sees potential in 

increasing production further while the crude oil price is 

above $40. At that price ESTE will currently break even for 

every barrel of oil added. 

 



 

  

 
 

Management’s main goal is to increase production further, 

reduce the costs per barrel further and to make ESTE cash 

flow positive from 2020 onwards. When the business turns 

cashflow positive, they expect oil majors like Shell, Exxon, 

BHP, et cetera to get interested in the business and 

eventually take ESTE over for a nice premium. Lodzinski 

has stated that they keep their eyes open for potential 

acquisitions that can accelerate the increase in oil 

production and will bring synergies to ESTE and a future 

buyer of ESTE. Lodzinski on the FY 2018 earnings call of 

March 2019: 

“Our strong balance sheet supports potential acquisitions as well 

and as we have demonstrated we intend on being strategic and 

disciplined in pursuit of growth”. 

Low leverage 

As you might have noticed when reading the previous 

newsletters, I really do not like overleveraged businesses. 

Yes, they can make you a lot of money in case the 

company can solve the debt issues. But quite often you 

will end up in a situation where a company gets in severe 

problems when a storm hits them. Or when they get close 

to bankruptcy and are depending on banks, lawyers and 

strategic alternatives to fix the situation. 

Anyway, no worries for ESTE. ESTE is conservatively 

leveraged for an oil company. Since 2016 they have been 

able to maintain a leverage below 1.5 times the EBITDAX. 

Currently they have a borrowing base of $275mln of which 

they are using $79mln. Leaving them $196mln of liquidity 

in case they find a nice acreage trade or acquisition 

opportunity. So currently they are using less than 1x 

EBITDAX worth of debt and have the liquidity to further 

expand the business. Going forward, a low leveraged 

company is far more likely to attract serious buying interest 

from oil majors. 

Main risk 

The biggest risk for ESTE is a falling oil price below $45 

due to weakening demand or oversupply. In such a case 

my bull thesis is no longer valid. They will not be profitable 

anymore and the chances for a takeover at an acceptable 

price will diminish. ESTE will not have a plan B in a 

massive downtick in oil. There is no reason to expect to 

see oil below $45 but it can happen in an economic 

downturn. Currently, expectations are that the oil price will 

slowly creep up in the coming years, but commodity prices 

are difficult to predict so I do not want to give too much 

attention to those forecasts. An interesting thing is that 

ESTE has hedged a significant amount of their oil 

revenues for the upcoming years with derivative contracts. 

For 2019 they have hedged half of their expected 

revenues at around $65 crude oil levels. For 2020 they 

have hedged close to 25%. 

Valuation 

ESTE is a stock that is not yet on the radar for the larger 

investors. The market cap is far below $1bln and the free 

 



 

  

float is only 18mln shares as more than 34% is held by 

insiders and 45% of all shares is held by institutions.  

The forecasted EBITDAX for 2019 is around $140mln. If 

we look at the Enterprise Value (EV), which is the market 

cap ($473mln) plus the debt ($79mln) we get to $552mln. 

For 2019 this means that we get an EV/EBITDAX of 3.9. If 

we look at ESTE’s peers like Jagged Peak Energy, 

Parsley Energy, Diamondback Energy, we see that they 

trade with EV/EBITDAX multiples between 7 and 12. To 

be conservative, let’s put a 7 EV/EBITDAX on ESTE and 

we get towards a share price of around $14, which is close 

to a double from here. 

Looking at the PE (price/earnings) ratio is not a good way 

to value ESTE. ESTE invests a lot of money each year 

($140mln CAPEX in 2019 for example, same as in 2018) 

to increase the company and with that large amounts are 

being depreciated each year. In a fast-growing company 

like ESTE, looking at the underlying earnings (EBITDAX) 

is the best way as they represent how the underlying 

business is doing at the moment. The capital expenditure 

that ESTE makes every year should lead to future large 

net income streams and eventually a takeover by an oil 

major earliest somewhere in 2020.  

Trading ESTE 

ESTE is a great longer-term investment with a horizon up 

to 3 years. Due to illiquidity in the stock there have been 

exaggerations in the stock price. In an economic 

downturn, on bad news, earnings or on a significant 

institution trading I have seen that the share price can 

overreact a lot. On these overreactions it is quite 

interesting to reduce or increase the positions. To 

conclude: ESTE is a strong buy for the long term, but make 

sure to have some extra cash available on the short term 

to call an overreaction. 

 

 

 

 

 

 

 

 

 

 

 

 

Allocation  2.5% 

Recommendation Buy < $7.50 

Current level  $7.32 

Target level  $14 (+91%) 

Bad case  $5.50 (-25%) 

Class   A 

 

Execution idea:  

Buy 2.5% of your portfolio now, an extra 2.5% below 

$6.75 and an extra 2.5% below $6.00. 

 



 

  

ARCELOR MITTAL (MT)  

“Strong economic downturn priced in” 

“ArcelorMittal, together with its subsidiaries, owns and operates 

steel manufacturing and mining facilities in Europe, North and 

South America, Asia, and Africa. It operates through five 

segments: NAFTA, Brazil, Europe, ACIS, and Mining. The 

company produces finished and semi-finished steel products 

with various specifications. Its principal steel products include 

semi-finished flat products; finished flat products comprising 

plates, hot- and cold-rolled coils and sheets, hot-dipped and 

electro-galvanized coils and sheets, and tinplate and color 

coated coils and sheets; semi-finished long products, such as 

blooms and billets; finished long products, including bars, wire-

rods, structural sections, rails, sheet piles, and wire-products; 

and seamless and welded pipes and tubes. The company's 

principal mining products comprise iron ore lumps, fines, 

concentrates, pellets, and sinter feeds; and coking and thermal 

coal, and pulverized coal injections. It provides its steel products 

to the automotive, appliance, engineering, construction, energy, 

and machinery industries.” (Yahoo Finance). 

Arcelor Mittal, with an industrial presence in 18 countries, 

is the leader in all major global steel markets including 

automotive, construction, household appliances and 

packaging. Arcelor Mittal operates in highly cyclical 

market. The steel industry and the iron ore and coal mining 

industries have historically been very cyclical. They are 

significantly affected by general economic conditions, 

consumption trends as well as by worldwide production 

capacity and fluctuations in international steel trade and 

tariffs. The economic crisis in 2008/2009 is a good 

example of the danger for Arcelor Mittal. In such a crisis, 

steel demand and global economy worsen significantly, 

and this has dramatic consequences for the profitability of 

a company like Arcelor Mittal. Last year, when the trade 

war started between the US and China, fears got in the 

market. The trade war can worsen the global economy and 

can bring demand for steel down significantly. This can hit 

Arcelor Mittal hard as their profits are very sensitive to the 

economy. A crisis can bring the current highly profitable 

business quite easily to a net losing business. Not 

because Arcelor is leveraged but mainly because their 

fabrics need to run at a high occupancy rate. This makes 

their business very cyclical and with that the stock can get 

very volatile. 

 

 

 

 

 

 

  

STOCK Arcelor Mittal (MT.AS) 

PRICE €19.60 

MARKET CAP €19.8bln 

EST EPS 2019 €4.0 

P/E 2019 4.9 

NET DEBT/EBTIDA ≈ 1.0 

DIVIDEND YIELD 0.9% 

  

 



 

  

Deleveraging 

Arcelor has deleveraged their business significantly and 

has reduced the operating costs significantly as well. See 

below how they have reduced their net debt/EBITDA 

 

At the end of 2010 Arcelor had a net debt of over $20bln. 

They have reduced that significantly and currently have a 

net debt of $10bln. This is important in the way going 

forward as Arcelor should be able to easily survive bad 

economical weather without having to do any more share 

emission like they did in 2016. 2015 was a disastrous year 

with massive write downs on iron ore mines and 

inventories due to a massive slump in iron ore prices. After 

that year they had to do a share emission for a value of 

$3bln to reduce the debt. Currently they are financially 

healthy, and they have the goal of deleveraging further 

towards a net debt below $6bln.   

Trade war & economic downturn 

Under 10% of sales is done in Asia and Africa. Still, a 

slowdown in demand from China will have a significant 

effect on the demand in the rest of the world. A trade war 

or an economic downturn will hit Arcelor Mittal. For 2019, 

Arcelor Mittal still sees a small global growth potential for 

Apparent Steel Consumption (ASC). See the figure below. 

 

In 2018 Arcelor had around $76bln in revenues and nearly 

$5bln in net income. Mostly coming from the NAFTA 

region and Europe. In a significant downturn in steel 

demand, as we saw in 2012, revenues of Arcelor can drop 

with $10bln which will lead to a net income somewhere 

between $0 and $1bln. Such a downturn of less than 15% 

in revenues can lead to a profit decrease of 100%. A 

situation like that will be quite a pain for shareholders. In 

such a case the share price of Arcelor can drop below €15. 

Current valuation 

Over 2018, Arcelor made earnings per share (EPS) of 

€4.3. The current share price is trading around €20 

meaning the PE (price/earnings) of Arcelor is below 5. It is 

difficult to say what a reasonable PE should be at the end 

of a bull market and looking at a cyclical stock. A PE of 10-

 



 

  

15 seems reasonable when the AEX is priced at 15 times 

earnings. So, the market expects Arcelor profit to 

decrease by more than 50% for Arcelor to get a PE above 

10. This can happen if iron ore prices drop significantly or 

if the global revenues decrease with at least 5% in the 

upcoming years. A risk to consider. If we look at the iron 

ore price history, we can see that this one has been 

steadily going up the last couple of years. 

 

Personally, I am not that pessimistic regarding a massive 

global downturn. I can see the global demand for iron ore 

decrease and I can see a global slowdown as a good 

possibility. But I do not see a wide spread crisis as likely. 

With the central banks keeping interest rates low and no 

signals for a strong crisis yet I do not think Arcelors profits 

are in a huge danger. Moreover, Arcelor deleverages 

further and is continuously reducing the production costs.  

Mainly because of the deleveraging I expect Arcelor Mittal 

to withstand a possible downturn in the economy without 

having to harm the long-term benefits for shareholders. 

Furthermore, it is important to mention again that Arcelor 

is the global market leader in the steel market. Market 

leaders have more capacity to absorb downturns. 

I expect a repricing of the stock in the direction of levels 

we have seen last year: somewhere in the range of €25- 

€30. I would not yet take a large position in the stock as 

bad economic data can bring the stock still quite a bit lower 

and Arcelors dividend yield is very low at this price. They 

pay less than 1% dividend. Arcelor could pay more 

dividend, considering that it is currently a very profitable 

and mature company. I think the dividend yield is really 

something management should focus on more. They have 

a share buyback programs in place but dividend returns is 

what the average shareholder likes better. 

 

MARKET UPTICKS 

Last weeks the market has considerably ticked up. Some 

of the stocks in the model portfolio are getting closer to 

levels where I would reduce the allocation. I will keep you 

posted when I reduce them and will give a short 

explanation with it. For example, the third clip (2.5%) of 

ETM stock that was bought when it dipped below $5.5 is 

an interesting one to scalp soon. Currently the ETM 

allocation in the model portfolio is 7.5% (including the 

previous clips) and I might reduce it on further upticks. 

ETM currently trades around $6.30 and the target level is 

still $10. I will always keep you posted when I 

increase/decrease positions or change target levels 

regarding stocks that have been discussed in any of 

the newsletters. 

  

Allocation  2.5% 

Recommendation Buy < €20.00 

Current level  €19.60 

Target level  €27.50 (+40%) 

Bad case  €15 (-23%) 

Class   B 

 

Execution idea:  

Buy 2.5 of your portfolio now and an extra 

2.5%<€18.50. 

 



 

  

COMBINED PORTFOLIO 

 
The execution idea column represents the allocation if you would follow the execution idea for 

the stock which often means buying stocks based on the price development. 

OFFENSIVE PORTFOLIO (Deep value/Distressed) 

 

DEFENSIVE/NEUTRAL PORTFOLIO (Safe and Quality) 

 

 

 

 

 

AUTHOR 

Sven Hubens, owner of Hubens Capital. Traded nearly 8 years 

successfully for Optiver as an option trader. Experienced the 

different ways in which markets can behave. Expert in assessing 

risk rewards. With this newsletter I want to show you some 

insight in favorable risk reward trades for your personal portfolio. 

Especially in the smaller stocks, huge opportunities now and then 

arise. Because of algorithms causing it, or illiquidity, tax loss 

selling, short sellers, etc. 

TRADING LESSON 

“Do not scalp just to make a scalp” 

You bought a stock and the stock has gone up. You decide to 

sell to just lock in some profit. This is not a great strategy. Only 

sell your longs if you do not want to be long anymore or want to 

decrease your position based on fundamental reasons. If you still 

think the stock is an interesting position, do not lock in the profits. 

Let them run and be rich. Do not do a bad trade to compensate 

for a good one. 

Stock Class Execution idea

Aegon (AGN.AS) A <3.75%

Arcelor (MT.AS) B <2.5%

CATO (CATO) C <2.5%

Daimler (DAI.DE) A <3.75%

Data I/O (DAIO) C <5.0%

Earthstone (ESTE) C <2.5%

ETM (ETM) C <7.5%

GameStop (GME) C <5%

Macy's (M) B <7.5%

PostNL (PNL.AS) B <5%

Vastned (VASTN.AS) A <3.75%

Stock

CATO (CATO)

Data I/O (DAIO)

Earthstone (ESTE)

Entercom (ETM)

GameStop (GME)

Stock

Aegon (AGN.AS)

Arcelor (MT.AS)

Daimler (DAI.DE)

Macy's (M)

PostNL (PNL.AS)

Vastned (VASTN.AS)

 


