
 

  

 

 

 

 

 

 

 

Biweekly Newsletter 

 

MARCH 29th 

Make sure you read the Guidelines Newsletter and the 

Disclaimer Newsletter before reading this newsletter. 

Currently we are still in the 10 year long enduring bull 

market that started the 9th of March in 2009. It is the 

longest bull market in the history. That might be a reason 

for people to think it should end soon. Based on the history 

one would expect so.  

 

On the other hand, everyone agrees that results from the 

past have no guarantee for results in the future. Looking 

at P/E ratios in the past, the current valuation of the stock 

market looks high. These days, different metrics for 

valuation are being used than in the past. It is difficult to 

compare the current information and internet era with the 

pricing of stocks 50 years ago. The big tech companies 

are being priced on the data they own. Amazon, 

Facebook, Netflix and Google have very high P/E 

multiples and based on historical analysis they would be 

massively overvalued. Everyone knows Amazon and they 

are clearly ‘taking over the world’ but they have a P/E of 

over 80! 

When analyst say that stocks are expensive, they need to 

come up with some very solid analysis considering new 

valuation metrics and taking into account the record low 

interest rate environment. 

It is true that since last year the bull market started to show 

signs of fatigue and that the world economy is cooling 

down. Uncertainty is high with the US-China trade war and 

the upcoming Brexit (or not). 

Even more fears started last Friday; the German 

Purchasing Managers Index (PMI) came out and was 

disastrous. It was the worst figure in over 6 years and was 

so bad caused by companies being very cautious due to 

uncertainties regarding the US-China trade relations and 

the Brexit.  

 

Anyway, it is time for some opportunities! 

In this newsletter two new opportunities are being 

discussed: 

• AEGON (Class A) 

• CATO (Class C) 

 (Read the Guidelines Newsletter for explanations about the classes) 
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“Recession coming up?” 



 

  

AEGON (AGN.AS) 

 

“Sustainable dividend” 

“Aegon N.V. provides life insurance, pensions, and asset 

management services. It offers life and protection products, such 

as traditional and universal life insurance products, as well as 

employer, endowment, term, and whole life insurance products; 

and supplemental health, accidental death and dismemberment 

insurance, critical illness, cancer treatment, credit/disability, 

income protection, travel, and long-term care insurance 

products. The company also provides variable and fixed 

annuities, retirement plans, mutual funds, and stable value 

solutions; individual and group pensions sponsored by or 

obtained through an employer; and mortgages, as well as 

banking products, including saving deposits” (Yahoo Finance). 

  

STOCK Aegon (AGN.AS) 

PRICE €4.27 

MARKET CAP €8.7bln 

EST EPS 2019 €0.65 

P/E 2019 6.7 

SOLVENCY II RATIO ≈ 211% 

DIVIDEND YIELD 6.8% 

  

Aegon is a strong insurance company and one of the 

world’s leading providers of life insurance, pensions and 

asset management. They had a difficult 2018. Currently 

they are attractively valued because of the drawbacks they 

have had in 2018 and the continuing low interest rates 

have also been affecting the share price significantly. Low 

interest rates make it more difficult for an insurance 

company to meet future obligation to policy holders. 

Insurance companies are heavily invested in interest-

sensitive assets like bonds and market interest rate 

sensitive products for their customers. Due to the lower 

interest rates, insurance companies like Aegon need to 

reserve more capital in order to “prove” that they can meet 

their future obligations to their clients. 

Aegon makes nearly all the EBITDA in Europe (mostly 

Netherlands and the UK) and the US.  

 

 

Lately, the share price has been weak as the ECB and the 

FED have been very dovish and interest rates do not seem 

to go up anywhere soon. That is the bad news. The good 

news is that Aegon has prepared itself well for this 

environment. 

2018 

For the stock price of Aegon, 2018 has been a difficult 

year. In general, it has been a very difficult year for banks 

and insurance company stocks. Equity markets did not do 

well in 2018 and the financials have been hit extra hard 

due to trust issues mostly caused by scandals like money 

laundering. The continuing low interest rates have also 

played a role in the underperforming of financials and 

insurers in 2018. 

 

 

 



 

  

 

Looking at the results of Aegon, 2018 was not as good as 

2017.  

The underlying earnings before tax went down in 2018 

compared to 2017.  

 

 

The net income for 2018 was much lower than in 2017 due 

to a book loss they had to take on the sale of their life 

insurance business in the US. This is a one-time off but 

influenced the net income by around $500mln for the year 

2018. In 2017 they made a massive net profit based on a 

book gain, so these two years are not comparable with 

each other when looking at the net income or the 

(unadjusted) EPS. The equity market downturn also 

negatively influenced the net income in 2018. 

Anyway, looking at the underlying earnings above gives a 

better representation of Aegon’s business results and 

does not take into account incidental book gains or losses, 

equity market returns and restructure expenses. Looking 

at the underlying business results, EPS for 2018 would 

have been around €0.60 and in 2017 around €0.70. These 

are high earnings per share, looking at the current share 

price of around €4.35. 

 

Ready for the future? 

Aegon is highly solvent and has in the last couple of years 

put tremendous effort in making the company financially 

very healthy and ready to cope with downturns. Currently 

the share is priced at such a level that one would think that 

Aegon is in serious trouble. With a PE for 2019 below 7, 

the share is priced for a recession and bad weather for the 

insurance sector.  

Aegon’s strategy for the upcoming years is based on 

simplification of their business, optimizing the portfolio and 

sustainably growing the capital return. Their focus on an 

increased return on equity and capital return to 

shareholders makes the stock interesting to own. Next to 

that, they have significantly more capital reserved than is 

required to withstand unfavorable future scenarios. Aegon 

has a Solvency ratio II of 211%, meaning more than twice 

the amount in own funds required to weather a severe 

shock in the market that is being calculated to happen 

once in 200 years.  

Returning capital to shareholders 

As mentioned before, Aegon is very committed to their 

shareholders and they aim to provide sustainable growing 

dividends to their shareholders. They aim to return 

between 45 and 55% of their generated income each year 

in dividends. 

See below the dividend history of Aegon. For 2018 the 

dividend has been set at €0.29 which means a dividend 

yield of around 6.8%. 

 



 

  

 

Conclusion 

Aegon is attractively valued at below 7 times earnings for 

2019. Compared to other insurers as Generali, NN Group 

and Swiss Life, Aegon scores best on dividend yield and 

is valued lower on price to book. Meaning that the stock 

price is the lowest compared to the book value on the 

balance sheet: 

 

Moreover, Aegon is financially healthy, one of the market 

leaders in their businesses and in good shape to weather 

unfavorable future scenarios such as a recession, no-deal 

Brexit and even lower interest rates. This will let a 

shareholder sleep well at night. Meanwhile, they pay a 

sustainable and significant dividend of 6.8% dividend. 

Aegon is very committed to returning value to 

shareholders. Aegon is a buy and hold at this price with 

limited longer-term downside. Though, the upcoming 

Brexit deal or no-deal can make the market sell off the 

stocks of financials and insurance companies more. I 

would keep some extra room in the portfolio to buy at lower 

prices as well. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Allocation  3.75% (7.5%<€4.00) 

Recommendation Buy < €4.60 

Current level  €4.27 

Target level  €5.75 (+35%) 

Bad case  €3.75 (-13%) 

Class   A 

 

Execution idea:  

Buy 3.75% of your portfolio now and an extra 

3.75%<€4. 

 



 

  

CATO (CATO)  

“Cash is king” 

“The CATO Corporation, together with its subsidiaries, operates 

as a specialty retailer of fashion apparel and accessories 

primarily in the southeastern United States. It operates through 

two segments, Retail and Credit. The company's stores and e-

commerce Websites offer a range of apparel and accessories, 

including dressy, career, and casual sportswear; and dresses, 

coats, shoes, lingerie, costume jewelry, and handbags. It also 

provides men's wear, as well as lines for kids and newborns. The 

company operates its stores and e-commerce Websites under 

the CATO, CATO Fashions, CATO Plus, It's Fashion, It's 

Fashion Metro, and Versona names. As of February 3, 2018, it 

operated 1,351 stores in 33 states. The company also provides 

credit card services to its customers, as well as layaway plans. 

The CATO Corporation was founded in 1946 and is 

headquartered in Charlotte, North Carolina” (Yahoo Finance). 

  

STOCK CATO (CATO) 

PRICE $14.90 

MARKET CAP $350mln 

EST EPS 2019 $1.20 

P/E 2019 12.4 

DEBT / EQUITY ≈ 0 (No debt) 

DIVIDEND YIELD 9.7% 

  

CATO was founded in 1946 in North Carolina. For 27 

years in a row they have been profitable with the current 

business model. They lease more than 1000 stores in over 

30 states in the US. Their key business is offering trending 

ladies’ apparel and accessories at low and competitive 

prices. Their merchandise is generally more fashionable 

than the ones offered in discount stores and generally 

priced lower than comparable merchandise offered in 

department stores and specialty apparel chains. Cato is 

market leader in the low-price fashion segment.  

Stock price CATO 

 

Challenges 

As nearly every retailer, CATO is being challenged by the 

internet. In the last 10 years foot traffic in shopping malls 

has declined significantly. CATO stores are mainly located 

near supermarkets or grocery stores. Because of their 

location, foot traffic has not been declining much in the 

stores of CATO and with that e-commerce did not have 

such a large effect on their business as it had on the 

business of the competitors. 

CATO has been experiencing a difficult last couple of 

years with declining revenues. 2015 was one of their top 

years and since then the revenues have declined 

significantly.  

In 2015, most competitors were already suffering a lot from 

the e-commerce competition, but CATO had their 

strongest year. See below CATO’s revenues and earnings 

over the last five years. 

 

As one can see, the revenues have been declining a lot 

since 2015. Nearly 20%. With that the EPS has been 

2014 2015 2016 2017 2018

Revenues $977.87M $1.00B $947.37M $842.00M $821.11M

Net Income $60.50M $66.84M $47.21M $8.54M $30.46M

Net EPS $2.15 $2.39 $1.72 $0.34 $1.23

Dividend Per Share $1.20 $1.20 $1.29 $1.32 $1.32

 



 

  

deteriorating and for 2017 and 2018 the EPS was below 

the dividend: CATO paid out more dividend to their 

shareholders than they make in net profit. Obviously, this 

is not a long-term sustainable situation. I am not betting on 

a recovery of their business to 2015 levels. CATO has time 

to improve their business model and to let the company 

stabilize their revenues. Currently, CATO is attractively 

valued. Not per se on the basis of EPS or revenues, but 

on one important aspect of their balance sheet: the cash 

position. 

Loads of cash 

CATO has no debt but has $207mln in cash and short-

term investments on their balance sheet. This 

corresponds to nearly $8.70 dollar per share in cash. This 

is quite a margin of safety for the upcoming years and 

gives CATO the time to reorganize and trying to get back 

to higher revenues and earnings. The current share price 

is trading around $14.00. If you deduct the cash position 

you are left with just over $5 per share, representing the 

business. As a shareholder it means that CATO for 2018 

made $1.23 EPS on these $5 which is an enormous 

return. It sounds too good to be true. Yes, that is 

definitively a possibility. If CATO is going to use their cash 

in a way that does not create significant value, the situation 

will get worse. If they buyback shares or invest huge 

amounts of cash in restructuring the business and the 

business deteriorates significantly further, the stock will go 

down further as well, and the huge cash position will not 

generate enough value. Though, I have faith in John Cato. 

He is the third generation in his family running the 

business and has done this successfully for the last 20 

years. There are no guarantees that he continues to be 

successful, or that his successor will be, but the skillset 

and the work experience are speaking for him. If he can 

retain the cash position, or even better achieve positive 

returns on the cash position, CATO stock is a huge buy at 

the current level. For now, John Cato needs to make sure 

the business does not deteriorate further and starts to 

stabilize. On any indication that his will happen, the stock 

will quickly revert to a $20+ level as we have seen 

happening last year as well. Currently value stocks like 

CATO are out of favor in the market and CATO is trading 

at a level where the risk/reward for shareholders is very 

favorable. The market might have the misperception that 

CATO is running behind the rest as they only realize a 

small portion (<10%) of their sales through digital 

channels. As mentioned before, it is quite likely that the 

internet era is not affecting CATO that much (yet) as the 

store traffic is not lacking at CATO. The market might 

punish CATO more than it already did and owning CATO 

will then become an even bigger opportunity. Meanwhile, 

the cash position gives shareholders a safe downside 

protection. Upon that, shareholders receive a nearly 10% 

dividend, which is safe based on their cash position. If the 

EPS deteriorates further, they might reduce the dividend 

in order to not payout more to shareholders than is being 

earned in net income.  

I did the analysis on CATO last weekend and wrote most 

of this article when it was trading at $14. Currently it is 

trading around $15. For the moment, I would hold off and 

start building up a position on the dip below $14.00. 

 

Allocation 2.5% 

Recommendation Buy < $14.00 

Current level  $14.90 

Target level  $22 (+48%) 

Bad case  $11 (-26%) 

Class   C 

 

Execution idea:  

Buy 2.5% of your portfolio <$14, an extra 2.5%<$13 

and an extra 2.5%<$12. 



 

  

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 

“Losses are part of investing” 

You will do losing trades. Even if you think you have done the 

analysis correctly and made a good decision to buy a stock, there 

are numerous ways the trade can go against you. Otherwise you 

could just put all your capital in the same trade. It is all about 

getting most of your analysis right and doing more good trades 

than bad trades. Sometimes you will be unlucky, sometimes your 

analysis will be wrong, sometimes the market does not agree 

with you. It will happen to every investor. On the other hand, if 

you think you have only done good trades and only made money 

so far, then you probably have made not enough decisions. 

Stock Class Execution idea

Aegon (AGN.AS) A <3.75%

Daimler (DAI.DE) A <3.75%

Data I/O (DAIO) C <5.0%

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

Data I/O (DAIO)

Entercom (ETM)

GameStop (GME)

Stock

Aegon (AGN.AS)

Daimler (DAI.DE)

Macy's (M)

PostNL (PNL.AS)

Vastned (VASTN.AS)

 


