
 

INSIDER WEEKLY ROUNDUP (22 APRIL 2017) 

Welcome, 

I’ve got another sunset photo from Bali, this 8me from one of our own team here at 
Capitalist Exploits. I can almost taste the humidity and spicy Balinese curries. 

Over the last week I have been digging deeper into the fundamentals of “wet shippers” and 
I have been pleasantly surprised at how financially robust many appear.  

I was also surprised to see how a number of hedge funds have taken reasonably sizeable 
shareholdings in these companies.  



Given the prolifera8on of bearish commentary from commentators in general, I suspect the 
point of “maximum misery” is either staring us right in the face or it isn’t too far off. As 
Templeton always said, buy at the point of maximum pessimism. 

For those with an eye for a bargain and the pa8ence to see it through I think now is a very 
good 8me to take a closer look at the wet shipping sector. 

Again, the purpose of the Weekly Insider isn’t so much to be a “Trade Alert” service but 
rather an opportunity for me to highlight observa8ons and musings on our never ending 
tour of the world to find deep value assets with asymmetric payoffs. 

Over the last 6 months we have been hearing all about how bleak the outlook for “wet 
shippers” has been. In the press we hear of bankruptcy aMer bankruptcy. And it isn’t just the 
shippers it is the shipbuilders, more on that later.  

So this week I thought I would dig deeper and see if I could find some wet shippers that 
were profitable, had robust balance sheets and were trading at bargain prices. Here are a 
few “gems”, well at least on the face of it! 

Belgium headquartered Euronav engaged in crude oil tanker business with one of the 
largest fleets of crude oil tankers in the world 

My male brain screams. Impressive looking ship, but what is more impressive are the 
financials.  

Does it get any beVer than this? 

 • P/Book: 0.67 
 • Div Yield: 7.4% 
 • P/E: 6x 
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 • Debt/Equity: 0.61 
 • Current Ra8o: 2x 
 • Times Interest Earned: 4.7 
 • ROA: 6.7% 
 • ROE 10.76% 

This, folks, are the stats that value investors crave. We have a respectably profitable 
opera8on with what appears to be a preVy robust financial posi8on. And seemingly against 
all odds Euronav has had an opera8ng income for the last three years. 

Earnings history: 

Now, in its own right this seems like an aVrac8ve investment opportunity but this isn’t what 
really excites me… it is how Euronav has achieved these results against a backdrop of an 
industry that has been kicked, beaten and forced to its knees.  

If you haven’t no8ced, over the last few years there has been bankruptcy aMer bankruptcy 
in the shipping sector (across the board - dry bulkers, wet tankers, container ships).  

So my thinking is this: what will happen to earnings if (or should I say when) freight rates 
rise? And how long will it take for rates to rise?  
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The value investor in me says I don’t really care because even under the tough condi8ons 
that Euronav has been subjected to over the last few years they’ve made very healthy 
returns, and sport respectably low levels of debt. Certainly they aren’t remotely close to 
keeling over - pun intended. 

But Euronav wasn’t the only wet shipper that struck me as offering fantas8c value with a 
robust balance sheet. The other was Frontline, the world’s largest crude oil shipper. 

The stats are equally as impressive as those of Euronav’s: 

 • P/Book: 0.76 
 • Div Yield: 9% 
 • P/E: 9 
 • Debt/Equity: 1:1 
 • Current Ra8o: 2 
 • Times Interest Earned: 4.3 
 • ROA: 4 
 • ROE 8% 

It is interes8ng to note that Frontline has not had an opera8ng loss in the last 5 years, and 
remember this is against a backdrop of a market that has been the most difficult in at least a 
genera8on.  

If I had any issue with Frontline it would be its debt load. Debt to equity is 1:1, which is a 
liVle higher than Euronav’s. However, Frontline is more than covering their interest expense.  
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For the char8sts amongst you, I’ve been very interested in Frontline’s chart for a while now. 
It seems to be in the process of hammering out a long-term boVom: 

Here’s a thought: dirty tanker rates (charter rates for crude oil carriers) haven’t changed 
much in some 7 years.  
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Below is the Bal8c Dirty Tanker Index (my apologies for the quality of the chart but it was 
the best I could get): 

However, if you look at the order books of shipbuilders a rather interes8ng picture emerges.  

Order books are dropping rapidly and some two years from now there is virtually nothing on 
shipbuilders’ order books. The graph below isn’t perfect but it does suggest that a few years 
from now there will be more life on Mars than in shipyards. 
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What seems an oversupply of shipping capacity now is likely to quickly lead to an 
undersupply rather rapidly. 

Again, this isn’t a trade alert but rather my musings on wet shippers on a sunny Autumn day 
in the Southern Hemisphere. There is definitely deep value here and moreover a number of 
these companies are a lot more robust than what the market is currently pricing. 

Over the coming days we’ll dig deeper into the wet shipping sector with the idea of figuring 
out which stock is best for a trade alert (yes, I am s8ll working on an alert for offshore oil 
drillers which I will have completed by the end of next week).  

One of the most important things I am focusing on is “survivability” – just which stock(s) 
have the highest odds of surviving the vicious bear markets in their industries. Those that 
do survive will tend to enjoy stock price movements that surprise on the upside in a huge 
way. We just have to be pa8ent. 

What else has caught my aVen8on this week?  

Well, the “craze” towards stock indexing, which I grant is nothing new.  

I did come across the following ar8cle this week with confirms everything I have been 
thinking of: capital going into ETFs is mindless at best: 
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The market is being overrun by ETFs (mindless capital): 

And the essence of the findings of the study: 

"This phenomenon eventually turns stocks into drones that move in lockstep with their 
industry. It makes life harder for traders seeking informa@onal edges by offering fewer 
opportuni@es to capitalize on insights into earnings and other signals."  

Not that this is anything we didn’t know about already. However, is this one of the 
consequences of a whole lot of dumb money being fired into the stock market: 

Long short funds capitalize on market inefficiencies but if the market remains “inefficient”, 
then it is difficult for long short funds to generate returns. 

Burbank is no duffer; he has been around a long 8me. Then so, too, was (and s8ll is) Julian 
Robinson. Remember when he got bashed so much in shor8ng TMT stocks in the late 
1990s that he had to close down his Tiger fund (more or less at the top of the tech bubble 
in early 2000). 
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I don’t see this as Burbank being an idiot rather the market remaining insane longer than 
investors can remain sane.  

Burbank runs a business and that business is only profitable in terms of opera8ng expenses 
when LPs are prepared to invest in it. You and I are fortunate because we don’t have to be 
concerned about these things but rather acknowledge them for what they are and trade 
accordingly. 

There are a number of unintended consequences here. 

On seeing Burbank closing his long short fund, hedge fund managers are likely to be even 
more cauOous of straying too far from the crowd.  

So in essence, fund managers will likely “driM” further towards being closet indexers 
themselves or if not they won’t want to be “wrong for too long” – this is to say that their 
8meframes narrow.  

The end result is “posiOoning for where something will likely be 5 years from now” 
becomes merely a wet dream for fund managers. Simply put, fund managers cannot afford 
to be wrong for too long.  

As per the ZeroHedge ar8cle above, I wonder where the capital redeemed from Burbank’s 
Passport Capital will go. Wouldn’t it be ironic if the San Bernardino County Employees 
Re8rement Associa8on put their capital redeemed from Burbank into an index tracking 
fund or at least a quasi index tracking fund? 

For those who are pa8ent the crowding into ETFs by lazy investors just creates more 
opportunity for deep value investors like us.  
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And lastly, my musings on the French Elec8on. Yes, it is upon us, it seems like a genera8on 
waits for dawn. 

Yes, all a big deal. What am I doing about it? In short, nothing. Why? 

We’re already short the euro which is going the way of the dodo bird. And we’re already 
long rates and short the German bund, which I’d strongly suggest adding to on a Lep Pen 
victory because the odds are it’ll get bought by the knee jerk crowd of first level thinkers.  

Where we need to be concentra8ng is on our usual business of scanning the globe for deep 
value situa8ons with asymmetric returns.  

The French elec8ons like Brexit or Trump are simply part and parcel of the long-term macro 
trends.  

Sincerely, 

Chris MacIntosh 

Founder & Editor In Chief, Capitalist Exploits Independent Investment Research 
Founder & Managing Partner, Asymmetric Opportuni8es Fund 
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Unauthorized Disclosure Prohibited 

The informa@on provided in this publica@on is private, privileged, and confiden@al informa@on, licensed for your sole 
individual use as a subscriber. Capitalist Exploits reserves all rights to the content of this publica@on and related 
materials. Forwarding, copying, dissemina@ng, or distribu@ng this report in whole or in part, including substan@al 
quota@on of any por@on of the publica@on or any release of specific investment recommenda@ons, is strictly 
prohibited. 

Par@cipa@on in such ac@vity is grounds for immediate termina@on of all subscrip@ons of registered subscribers deemed 
to be involved at Capitalist Exploits. Capitalist Exploits reserves the right to monitor the use of this publica@on without 
disclosure by any electronic means it deems necessary and may change those means without no@ce at any @me. If you 
have received this publica@on and are not the intended subscriber, please contact admin@capitalistexploits.at. 

Disclaimers 

Capitalist Exploits website, World Out Of Whack, Insider, and any content published by Capitalist Exploits is obtained 
from sources believed to be reliable, but its accuracy cannot be guaranteed. The informa@on contained in such 
publica@ons is not intended to cons@tute individual investment advice and is not designed to meet your personal 
financial situa@on. The opinions expressed in such publica@ons are those of the publisher and are subject to change 
without no@ce. The informa@on in such publica@ons may become outdated and there is no obliga@on to update any 
such informa@on. You are advised to discuss with your financial advisers your investment op@ons and whether any 
investment is suitable for your specific needs prior to making any investments. 

Capitalist Exploits and other en@@es in which it has an interest, employees, officers, family, and associates may from 
@me to @me have posi@ons in the securi@es or commodi@es covered in publica@ons or the website. Corporate policies 
are in effect that aRempt to avoid poten@al conflicts of interest and resolve conflicts of interest should they arise, in a 
@mely fashion. 

Capitalist Exploits reserves the right to cancel any subscrip@on at any @me, and if it does so it will promptly refund to 
the subscriber the amount of the subscrip@on payment previously received rela@ng to the remaining subscrip@on 
period. Cancella@on of a subscrip@on may result from any unauthorized use or reproduc@on or rebroadcast of any 
Capitalist Exploits paid publica@on/s, any infringement or misappropria@on of Capitalist Exploits proprietary rights, or 
any other reason determined in the sole discre@on of Capitalist Exploits. 

Affiliate No8ce 

Capitalist Exploits has affiliate agreements in place that may include fee sharing. If you have a website and would like 
to be considered for inclusion in the Capitalist Exploits affiliate program, please email admin@capitalistexploits.at. 
Likewise, from @me to @me Capitalist Exploits may engage in affiliate programs covered by other companies, though 
corporate policy firmly dictates that such agreements will have no influence on any product or service 
recommenda@ons, nor alter the pricing that would otherwise be available in absence of such an agreement. As always, 
it is important that you do your own due diligence before transac@ng any business with any firm, for any product or 
service. 
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