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Have you ever looked into what the life of a dairy farmer is like?

Every single day is a long, hard grind.

Three-hundred and sixty-five days a year, the alarm clock rings at 4:30 a.m. for the 

first round of milking.

That is how they make a living. By pushing on each and every day.

Those days don’t just start early. They are long. The final task is done around 8:30 

p.m. when the third round of milking is complete.

These 16-hour days include cleaning stalls, feeding cows, fixing equipment, tending 

to sick animals and who knows what else. When you are a dairy farmer, you are also 

an electrician, plumber, mechanic, repairman and all around handyman.

For his entire life of 80-plus years, Mike Krajacic was one of those dairy farmers. 

Krajacic put his head down and had scratched out a living on his dairy farm in 

Avella, Pennsylvania.1

Mike Krajacic — Marcellus Millionaire. Source: KOKA CBS News
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For many years Mike’s lifestyle was, in his own words, like “working for peanuts.” 

Then one day in 2013, Krajacic suddenly became rich.

After decades of those 4:30 a.m. starts followed by 16-hour days, Mike became rich with the stroke of a pen. By signing 
on the dotted line, Mike found himself with both a flush bank account and a new 30-year stream of steady income.

What happened to Mike Krajacic and his family? 

Mike signed a lease agreement with a top American natural gas producer and immediately became part of a club 
known as the “Marcellus Millionaires.”

Today, it’s time for you to get a piece of that same action.

One legendary investor already has…

At First I Thought Hedge Fund Legend Seth Klarman Had Lost His Mind
If you take a poll of hedge fund managers and ask them who is the 
peer that they most admire I guarantee that one name will emerge.

Seth Klarman, a true investing legend.

What sets Klarman apart from the rest of the crowd?

Two things: He generates big returns and he does it by taking very 
little risk.

He is probably the most disciplined investor the world has ever seen.

Since the inception of his firm Baupost Group in 1983, Klarman 
has generated annualized returns of 16.4% after fees.2

Those are fantastic returns over an incredibly long period of time, 
but this accomplishment is even better than you think. Klarman has 
generated this record while holding up to 40% of his fund in cash.

Klarman is the man you will find at the bottom of a market panic who is able to buy shares at unbelievable bargains 
from sellers who just want out and don’t care about the price.

Klarman is the shark at the poker table. The gunslinger with the cool hand.

Earlier this month, I was perusing Klarman’s most recent stock holdings.3 I do this regularly because Klarman’s portfolio 
is the source of some great ideas.

What I found this time, however, left me shaking my head. I saw a position in Klarman’s portfolio that made me think 
he had abandoned the disciplined, risk-averse strategy that has been the key to his success.

I was actually concerned for a moment that Klarman was losing it. I was worried that it might be time for him to step 
away from his computer and retire before he damaged his long-term track record.
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But then I dug in a little further. I pored through the 10-K and 10-Q filings related to this investment position that 
concerned me.

What I learned surprised me. Not only had Klarman not lost it- he had found yet another incredibly low-risk opportunity. 
A company that is the single best way to profit from the Marcellus Shale.

Better still, I found our next Contract Income Alert bond recommendation. This company puts us alongside Seth Klarman (ac-
tually ahead of him in the capital structure) and gets us a piece of the action that has so enriched the Marcellus Millionaires.

Antero Resources — The Premier Position in the World’s Best Shale Gas Play
For decades, farmers like Mike Krajacic toiled away in Pennsylvania on land that appeared to have little value.

If only they had known what they were actually sitting on- a natural gas treasure that would eventually be unlocked 
by America’s oil and gas entrepreneurs.

Over the past 15 years, through relentless trial and error, the American oil and gas industry cracked the shale code. 
By doing so, they unlocked an incredible amount of resources.

Mike Krajacic’s farm in Avella, Pennsylvania, sits squarely on top of the core of the Marcellus Shale natural gas play. 
The Marcellus is the 800-pound gorilla of natural gas. 

Oil and gas producers have happily cut large checks and agreed to pay future production royalties to farmers like 
Mike so that they can tap into this play.

The Marcellus is a natural gas shale play with no peer on this planet, both in terms of size and, more importantly, economics. 
In a moment, when I show you how important the Marcellus has become for U.S. natural gas, you will be astounded.

The play is enormous and found deep underground, roughly 
19,000 feet. The Marcellus extends from Ohio and West Virginia 
up to the northeast into Pennsylvania and New York.

Total daily natural gas production in the United States is currently 
just over 80 billion cubic feet per day. The Marcellus by itself 
produces one quarter of that. 

That alone is incredible, but you don’t know the half of it.

As recently as 2010, natural gas production from the Marcellus 
was virtually nonexistent. In seven years, this one play has gone 
from nothing to become 25% of U.S. natural gas production.

A commodity that the country has been producing for over 
100 years.

The fact that the Marcellus could get this big this fast is just mind-boggling.

The chart on the next page shows production from all of the shale gas plays. Note that the Marcellus is almost as big 
as the rest of them combined.

What sets the Marcellus apart from the other shale plays are the economics of the play. Producers in the Marcellus get 
far more in terms of both production and revenue for each dollar that they invest drilling wells.

Simply put, the Marcellus offers producers the highest return on capital they invest drilling wells.

The key in the Marcellus is the deep location of the formation that creates intense pressures, resulting in very high 
production rates. Higher production rates per dollar mean better profitability.

And no company has a better land position in the Marcellus than Antero Resources. 

The Marcellus Is A Massive Shale Play

Source: NYC.Gov
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With 604,000 net acres, Antero has by far the largest land po-
sition in the core of the Marcellus. That acreage sets Antero up 
with 3,502 drilling locations, enough to keep Antero growing 
for decades to come.

When I found Antero Resources in Seth Klarman’s portfolio, 
I was shocked. The man never owns commodity producers, 
because he thinks that they are too risky.

Klarman obviously thinks that Antero is different. Now let me 
tell you why that is.

Drilling Into the Economics and the Hedges 
— Oh the Hedges!
When it comes to investing in commodity producers, there is one thing that you absolutely must remember.

Being the low-cost provider wins every, single, time.

Commodity production is an extremely tough business in which to turn a profit. Commodity prices are notoriously 
volatile, and the business requires massive amounts of capital spending.

Big spending and unpredictable revenues are not a good combination.

That isn’t to say that there aren’t commodity producers that are good businesses. There just aren’t a lot of them. My belief 
is that there is no future in owning commodity producers that aren’t among the lowest-cost producers in their industry.

You have seen how successful we have been by owning the bonds of select Permian Basin-focused oil producers over 
the past year. Those companies are operating in the lowest-cost shale oil play.

Low-cost producers like these make money at the bottom of the cycle and make more money than everyone else at 
the top of it.

Antero Resources is a natural gas producer, but the appeal is the same. This company has among the lowest, if not the 
very lowest, breakeven costs in the shale gas business.

It also has a couple of other differentiating factors on top of that.

If Antero Resources weren’t a low-cost producer, we wouldn’t be interested in Antero’s bonds, and you can be very 
certain Seth Klarman wouldn’t be interested in Antero stock.

Antero is focused on the Marcellus, which, as we’ve discussed, is the single best shale gas play on the planet. (A play 
that has already created so many Marcellus Millionaires).

However, just being in the play isn’t reason enough for us and Seth Klarman to get excited. The really important thing 
is that Antero’s assets are located in the right part of the Marcellus. The best part of the Marcellus.

When I say right part, what I mean is the liquids-rich portion of the Marcellus. “Liquids rich” means that production 
from drilling involves pumping not just natural gas but also natural gas liquids (NGLs) like ethane, butane, propane 
and condensate.

These NGLs sell for a much higher price than dry natural gas and provide a huge boost to the profitability of drilling. 
While pure dry natural gas production in the Marcellus might be marginally economic at low natural gas prices, the 
returns on the liquids-rich wells that Antero drills are excellent.

In addition to operating in the best part of the Marcellus, Antero has a big advantage in that it has lower transportation 
costs than its competitors. 

As the single most active operator in the region, Antero has been able to secure better transportation pricing than 
competitors. Yes, size can be a big advantage.
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But Antero’s ace in the hole is its hedge book. It is truly what takes this top natural gas producer and makes it the kind 
of low-risk investment that belongs in Seth Klarman’s portfolio.

Antero has the most valuable natural gas hedge book in the business.

Antero has locked in some fantastic natural gas pricing in the options market for future production. They know exactly 
the price they will be receiving for almost all of their production over the next three years.

The chart on the right shows how much more production 
Antero has than its group of peers:

The amount of cash flow security that Antero has soars 
beyond its competitors. Antero has virtually no commodity 
price risk through the end of 2019. Better still, the natural 
gas prices that Antero has locked in are also far superior to 
the hedges that competitors have.

You could say that the predictability of Antero’s future cash 
flow stream is more like a utility than it is like a commodity 
producer. A very profitable utility.

I’m certain the best-in-industry hedge book is a huge part of the reason why Seth Klarman has allocated 4% of his 
portfolio to Antero Resources. Something you would never have expected him to do with a natural gas producer.

How Does Antero Resources Stand up to Our C.A.S.H. System?
We evaluate each of our high-yield bond opportunities by looking at four key metrics that affect the company’s ability 
to pay us back. If a company doesn’t measure up to any of these metrics, we take a pass.

Let’s take a quick look at how Antero Resources stacks up…

Cash
Our first concern is how much actual cash the company has on hand.

Antero actually has a bit of a uniquely structured balance sheet. Unique in a good way. 

Like most oil and gas producers, Antero uses a revolving credit facility as its main source of liquidity. At last quarter-end 
(March 31, 2017) Antero had a $4.0 billion credit facility on which it has $2.77 billion of unused capacity. That is plenty 
of liquidity to operate with and a very comfortable position to be in.

In addition to that, Antero owns $3.6 billion worth of shares in a separately traded company called Antero Midstream. 
Antero Midstream is a fully independent company that Antero spun its infrastructure (pipelines, processing facilities) 
assets into.

Those shares are highly liquid, and a portion of them could be sold at any time, with no impact on Antero’s operations, 
to add cash to the balance sheet.

The value of those shares is roughly equivalent to all of the debt that Antero has, which provides another huge layer 
of security. I don’t know of any other oil and gas producer that could match that.

With its unused credit line and shares of Antero Midstream, this company is in an enviably liquid position today. On top 
of that, we must also remember that Antero’s incredible hedges provide it with the most certain cash flows in the business.

Assets
A firm’s assets give us more information on its ability to repay debt.

Antero’s core Marcellus position is as good as you are going to find in the natural gas business. Antero’s acreage position 
is huge and right in the very core of the play. If any company is going to make money producing natural gas it is Antero.
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But the Antero asset story is even better than that. Antero has two other significant assets that none of its peers have.

The first is the best hedge book in the natural gas business. Antero could sell its natural gas hedges today for almost 
$2 billion. That is how valuable those hedges are. 

The second asset is the $3.6 billion worth of Antero Midstream shares that the company owns. These shares by themselves 
could be sold to repay all of Antero’s outstanding debt.

Antero’s assets are an embarrassment of riches. 

Safety
Is our investment safe if we buy these bonds?

The fact that the most risk-averse hedge fund manager in the history of the business owns Antero Resources should 
provide a pretty good hint here.

The man is so picky that he often lets 40% of his fund sit in cash.

I love the Seth Klarman stamp of approval, but we don’t buy anything without doing our own due diligence. What our 
own work uncovered was a company with great assets, great hedges and a $3.6 billion safety valve through its Antero 
Midstream ownership.

Seth Klarman thinks that shares of Antero Resources are safe enough to own. That is fantastic, and remember that by 
owning bonds instead of shares, we are in a safer position than Klarman in Antero’s capital structure.

Health
The overall health of the business should ensure debt is repaid.

Antero has almost no exposure to commodity prices for the next several years. The cash flow stream here is more like 
that of a utility than a natural gas producer.

Those hedges take us most of the way through the period over which we will be receiving interest payments from this 
company. I would expect that Antero will add to that hedge book opportunistically between now and then to provide 
even more cash flow security.

Beyond the hedge book, the company also has the lowest breakeven costs in the business and all of those Antero 
Midstream shares.

Antero is the cream of the natural gas-producing crop and gets an A-plus from me in terms of financial health.

Let’s Join the Marcellus Millionaires and Start Receiving Income From This  
Incredible Shale Gas Play
I’m sure that the life of a farmer can be rewarding. There has to be satisfaction in producing the very food that feeds 
the people on our planet.

Still, though, I bet the Marcellus Millionaires like their new gig even better. 

Instead of working physically demanding 16-hour days, this group’s new method of putting cash in the bank involves 
simply cashing the big checks that Marcellus producers send to them.

I like the sound of that!

That is why we are going to do the same thing and let Antero Resources do the hard work and then send us regularly 
scheduled interest payments.

Passive income is the best kind of income.
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As one last reminder as to why we like this company so much, 
please have a look at the chart on the right. It shows the estimated 
selling price for production that analysts expect Antero and 
its competitors to realize in the years ahead.

Antero’s fantastic hedge book is clearly providing the company 
with an unbeatable advantage. Antero’s natural gas production 
will be sold at a huge premium to that of its competitors.

Let’s go lock down some yield with this best-in-class producer.

Our 5.125% Annual Income Stream From 
Antero Bonds
Today we’re going to buy Antero Resources bonds that mature on Dec. 1, 2022. These bonds pay an annual interest 
rate of 5.125%, based on the $1,000 “par value” of each bond. Each bond is legally obligated to pay investors $25.63 
in two “coupon payments” each year.

Our Antero Resources bonds are trading at roughly 102 
cents on the dollar. No surprise here, given the strength 
of this company and the security of its hedge book that 
the bonds are trading over par. 

I’m thrilled that we can lock in a 5.125% yield on a 
company of this quality. 

On the right is a table that shows exactly what payments 
you can expect for each of the bonds you buy today.

Remember, these bonds have a $1,000 “par value,” 
which means the company owes investors $1,000 for 
every bond outstanding. Today, you can buy the bonds 
for about $1,020 each (and I would use a limit order to 
make sure you don’t pay more than $1,030).

Once again, these bonds carry a 5.125% interest rate. 
So for every bond you purchase, you’ll receive a $25.63 
payment twice a year. Those payments should add up to 
$281.88 over the remaining life of the bond. Antero Resources is still legally obligated to pay you the full $25.63 twice 
each year. 

Our bonds are scheduled to mature on Dec. 1, 2022, or roughly 5½ years after this issue is printed. You’ll receive the 
full $1,000 per bond on that date, or before if the company chooses to refinance early.

Editor’s Note 
When you buy a bond, you’re responsible to pay the “accrued interest” on the bond. This is the interest that has accumulated since our 
corporation made its last interest payment. The interest is added on to the “base price” for the bond and included in your purchase price. 
The good news is that when our bond pays its next interest payment, you’ll receive the full amount of interest since the last payment.

The tables in this report include accrued interest as of July 25, 2017. If you’re buying the bond later, the amount of accrued interest will in-
crease slightly for every day that passes. So your purchase price may be slightly higher depending on what day you purchase your bonds.
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Investment

Antero Resources Corp —5.125% 12/1/2022 — Cusip: 03674XAC0

Coupon/Interest Payments

Principal Payment

Guaranteed Profit

$1,020.00

$7.83

$1,027.83

$25.63

$25.63

$25.63

$25.63

$25.63

$25.63

$25.63

$25.63

$25.63

$25.63

$25.63

$281.88

$1,000.00

$1,281.88

$(1,027.83)

$254.05

24.7%

Principal

(55 days accrued interest)

Total Investment

12/1/2017 Coupon Payment

6/1/2018 Coupon Payment

12/1/2018 Coupon Payment

6/1/2019 Coupon Payment

12/1/2019 Coupon Payment

6/1/2020 Coupon Payment

12/1/2020 Coupon Payment

6/1/2021 Coupon Payment

12/1/2021 Coupon Payment

6/1/2022 Coupon Payment

12/1/2022 Coupon Payment

Total Coupon Payments

12/1/2022 Maturity

Total Payments

Initial Investment

Profit

Total Return
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Between the $281.88 in interest payments and the $1,000 you’ll receive when the bonds mature, you should accumulate 
profits of $254.05 for each bond. That’s a contractually obligated 24.7% return with a very comfortable level of risk.

• Get your broker on the phone

• Tell him you want to buy Antero Resources bonds

• Explain these are the 5.125% bonds maturing on 12/1/2022

• The CUSIP is 03674XAC0

• Tell your broker to pay no more than $1,030 in principal

• Tell him you understand there will be additional accrued interest

• (Each bond should cost roughly $1,027 based on the current $1,020 price)

• Your broker will place the trade and call you back with a “fill.”

Alternatively, you can log on to your brokerage account, locate the Antero Resources 5.125% 12/1/2022 bonds with 
the CUSIP 03674XAC0. Make sure you use a $1,030 limit for these bonds (this way you pay no more than 103 cents 
on the dollar).

Once you own the bonds, you are legally entitled to payments of $25.63 two times every year.

Your first payment should hit your account on Dec. 1, 2017. Also, Antero Resources is legally required to pay you 
$1,000 per bond on Dec. 1, 2022. Between the coupon payments and your $1,000 principal payment, you will receive 
a 24.7% return over that time period with an annual income stream of 5.0%.

Here’s the growing your income,

Zach Scheidt 
Editor, Contract Income Alert

ACTION TO TAKE: 
Buy the Antero Resources 5.125% bonds at $103 or better.
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Contract Income Alert Portfolio Positions

Debt Restructuring Positions

Prices Current as of Market Open 07/24/2017

COMPANY SYMBOL BUY  BUY CURRENT CURRENT GAIN/ COUPONS NEXT 
 (CUSIP) DATE PRICE DATE PRICE LOSS RECEIVED PAYOUT DATE

EP Energy * 29977HAB6 4/11/16 $51.05 7/24/17 $84.93 93.92% $140.63 11/1/17
Resolute Energy 76116AAB4 7/27/16 $79.09 7/24/17 $100.91 38.33% $85.00 11/1/17
iHeartCommunications 184502BN1 9/1/16 $82.00 7/24/17 $75.50 5.79% $112.50 9/1/17
Atwood Oceanics 050095AM0 9/28/16 $79.88 7/24/17 $95.44 23.55% $32.50 8/1/17
K Hovnanian Enterprises 442488BU5 11/9/16 $87.28 7/24/17 $91.00 7.13% $25.00 11/1/17
Walter Investment Mgmt 93317WAC6 11/23/16 $77.27 7/24/17 $58.20 -14.48% $78.75 12/15/17
Bill Barret 06846NAD6 12/21/16 $96.00 7/24/17 $88.17 -4.51% $35.00 10/15/17
Scientific Games 80874YAQ3 1/18/17 $91.60 7/24/17 $102.45 15.46% $33.13 11/15/17
ION Geophysical 462044AE8 2/15/17 $95.74 7/24/17 $97.97 6.57% $40.63 11/15/17
Iron Mountain 46284PAP9 3/15/17 $100.47 7/24/17 $103.17 2.69% $0.00 8/15/17
Tempur Sealy Intl 88023UAG6 4/19/17 $98.74 7/24/17 $101.86 5.95% $27.50 12/15/17
Freeport-McMoRan 35671DBL8 5/24/17 $94.21 7/24/17 $96.55 2.48% $0.00 11/14/17
Carrizo Oil and Gas 144577AH6 6/29/17 $100.00 7/24/17 $101.57 1.57% $0.00 12/1/17
Antero Resources 03674XAC0 7/26/17 NEW! 7/26/17 NEW! NEW! NEW! 12/1/17

* EP Energy and Everest Acquisition are joint issuers. 

COMPANY SYMBOL BUY  BUY CURRENT CURRENT GAIN/ COUPONS NEXT 
 (CUSIP) DATE PRICE DATE PRICE LOSS RECEIVED PAYOUT DATE

Gymboree Corp. 403777AB1 5/25/16 $51.98 7/24/17 — — $91.26 —
Erickson Inc.  29482PAB6 6/29/16 $53.01 7/24/17 ** — $0.00 —

** Being converted into new shares of Erickson stock. 
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