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SMART SAND

  Frac Sand for Shale Oil & Gas

  “Northern White” in Wisconsin
  1 Mine, 1 Product

  Capacity: 5.5 million tons



ENORMOUS UPSIDE?

  IPO at $11, stock at $1.88 (-83%)

  Collapse of Production & Price of “Northern White”
  Most of the mines in Wisconsin are projected to close



THE PROBLEM

  Transportation is very Expensive

  Replaced by Local Sand in Permian

  New mines + Slowdown in Drilling Activity

  “Northern White” felt it most

  All producers report ugly results

  Smart Sand: 100% exposure to “Northern 

White”

 Cyclical Industry

 Large Discount:

Price to Sales: 0.37x – P/BV: 0.32x

  Dig Deeper for Qualitative data

THE OPPORTUNITY



CYCLICALITY CAN BE YOUR FRIEND

Similar to Turnarounds
  Awful results, Stock price hit hard

  Reversal + Huge Discount = Enormous 
Upside (multi-baggers)

But,

  Most Turnarounds won’t turn around.

  Cyclicals: conditions alternate 

(summer, winter)

Cyclicals
  More ugly and scary

  Reversal, a matter of time

  Higher Success rate

Patience, strong stomach

peak low-cost, low-debt companies



IS SMART SAND LOW-COST

Low-cost in a shrunken market Can still serve Bakken & Utica/Marcellus



HOW MUCH CAN SMART SAND EARN?

  Revenue per ton includes 
Transportation

  Contracts

  Shortfall Payments

  Impairments



“THE DEATH”
SCENARIO

SCENARIOS & VALUATION

THE GOOD SCENARIO
  4.5 million tons

  Cont. Margin:
$24 per ton

  Net Income: $54 million

at 12.5x earnings

$672 million

THE BAD 
SCENARIO

20%

204%
Upside Potential

$0

20% 20%

Current Price: $1.88
Current Capitalization: $78 million

THE MAIN SCENARIO

40%

  3.0 million tons

  Cont. Margin:
$20 per ton

  Net Income: $16 million

at 12.5x earnings

$198 million

  2.0 million tons

  Cont. Margin:
$17 per ton

  Net Income: -$6 million

at 0.5x tangible book

$116 million

$236 million or $5.72 per share



INTERESTING FACTS

 U.S. Well pending litigation

 Significant Investments
  Capacity: from 3.5 to 5.5 tons ($49 million)
  Smart Systems ($30 million)
  Van Hook Terminal ($15.5 million)

 Trasportation biggest cost => 
Sand Producer: leverage to exploit shortage of sand



IN FEW WORDS

  Extremely Undervalued

  Operating in the Cyclically Depressed frac sand industry

  Low Debt, Low Cost
— 204% upside, $5.72 per share —

  Astonishing Returns when things reverse

  Evaluation of Earnings is tricky
Impairments, Shortfall, Logistics, Contracts



THANK YOU!
en.investorblog.gr | youtube.com/Investorblog
seekingalpha.com/author/dimitrios-koutsoubos


