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Long Pull Report: The Psychology of Hot/Cold
Streaks and Valeura Energy (VLE.TO)

We’ve got a shorter Long Pull Report this week.

First, | discuss a recent conversation with a Collective member about the psychology
of hot/cold streaks and how they relate to risk-taking and portfolio management.

Then, we explore our recent purchase of Valeura Energy (VLE.TO).
Let’s get after it.
The Psychology of Hot/Cold Streaks

Last week, | talked with a Collective member about hot/cold streaks and whether to
“press the gas” when you’re up versus dialing back and protecting existing profits.

Here’s the comment.

Member: I’m convinced that individual P&Ls are often hurt by people clinging to
monthly, quarterly, and yearly returns. One of my takeaways from Annie Duke is
that the best poker players and risk managers would never think like that. Don’t
get more aggressive when doing well (or vice versa) ... Don’t be a slave to having
to produce numbers at a specific point in time.

The member said this because | mentioned that | want to hit 60% returns by year-end
(higher would be nice, too ©).

He then referenced a personal poker analogy (emphasis added):

“The same phenomenon [in markets] can happen to me at poker. If I go to a
poker room and win early it’s often a down night.”

| found that fascinating because I’'m the exact opposite.

Sticking with poker ... if | win early, | relax and often play better due to my early
success.

Psychologically, a few early wins allow me to risk “the house’s” chips and play more
aggressively than | would if | risked my stack (i.e., principal).



| may bluff, ride more hands to the river card, or change my tactics completely. Why?
Because I’m not risking “my” capital.

What struck me was the dichotomy between how people view “being up” and “being
down” in markets, the poker table, or other competitive endeavors.

Take sports, for example.

Some athletes perform better with a lead, while others perform better when losing.
Why is that?

There are two types of athletes:

1) “Feed Me” Winners: These athletes play more relaxed and aggressive when
leading because they have a cushion. They feel confident like they can beat
anybody ... “Feed me the rock, | can’t miss.”

2) “Back To Basics” Losers: These athletes perform better when losing because
they hyper-focus on fundamentals or the basics of their craft. How do you eat an
elephant? One bite at a time ... one good shift, one good crossing pass, one
good mid-range jumper, etc.

Of course, the world’s best performers seamlessly transition between states depending
on the game's score.

Let’s use tennis as an example since it’s my favorite (as best) sport.

| play as the “Feed Me” Winner when I'm winning. Maybe | take that down-the-line
backhand winner. Maybe | try two first serves because | have a comfortable lead. | play
more aggressively because I’'ve earned the right by being in the lead.

But if I’'m losing, | strip my game down to its most basic job: getting the ball over the
net. Instead of that down-the-line backhand, I’ll hit a heavy topspin ball deep into the
center of the court.

The idea is that | must earn the right to play aggressively. | earn that by having a
lead and playing with the house’s money.

This applies to trading and investing. | earn the right to trade more aggressively by
being up on the year, booking substantial profits on closed trades, and having existing
positions at breakeven or profit levels.

George Soros said it best (emphasis mine):
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"Risking your profit is much easier than risking your principal. The reason we have
such a good record is we never lose our principal.”

Stanley Druckenmiller echoes this idea, saying, “You gotta make hay while you’re hot.”

I've also found as an investor, | believe in streaks, you see it in baseball, you see in everything else. | see it investing.
Sometimes you're seeing the ball. Sometimes you're not one of my number one jobs is to know whether I'm hot or cold. And
when I'm hot, |'m supposed to turn the dial way up. Not not say, okay, I'm up 40% this year. Let's go. This will look good at
the end of year, go take a break. No, you gotta make hay while you're hot. And then when you're cold, the last thing you
should do is try and make big bets to get back to even you should, you should tone yourself down. So believe it or not, that's,
that's part of the, all your eggs in one basket. Not only do | have to see the, see the investment that really excites me, | also

have to see myself sort of being in a good, in a good trade trading rhythm.

| love this part ... “When I’'m hot, I’'m supposed to turn the dial up.”
In other words, if you know you’re in the zone, go for the jugular.

Let’s go back to the tennis example. There are days when | feel like | can hit every shot.
And there are days when | forget how to grip my racquet.

| should play as aggressively as possible — so long as I’ve earned that through being up
in the match — when | feel like | can hit every shot.

But we can dive even deeper than that.

There are days when | can’t miss my backhand, but my forehand gives me trouble. So
what do | do? | stay aggressive on my backhand and hit big targets on my forehand.

This is the game-within-the-game. It’'s how Druckenmiller never had a down year (see

below).

Druck only played the markets where he had a “Feed Me” Winning psychology. It kept
him from having a down year.

There are times when futures carry the MO portfolio. Other times, one or two equity
positions generate most of the portfolio’s returns. It’s all about what market we “feel
hot” in.
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Stanley Druckenmiller: First of all, the no down years is true, but a lot of it is luck. I've been deep in the hole three or
four years. And in every case, something came along, and it was just a coincidence of the calendar. December 31st,
December 31st, I happened to be up. Had you measured from another part of the year, say May to May, I would have

had some down years.

But I would say, Tony, and you’re right, I referenced it earlier, the fact that I can travel around five or six asset classes
does a couple of things. Number one, it can point you in the right direction. And if you really believe something, you

can make big, big gains there.

Number two, as a macro investor, currencies and bonds trade 24 hours a day and they’re very liquid and you can

change your mind, which I've had to do a lot in my career because I've been wrong a lot in my career.

And number three, this is more subtle, but it also gives you discipline not to be playing in it around in an area that is
dangerous. If you’re an equity only investor, it’s your job to be in equities. If you have the latitude to say, I’'m just not

going to play, it’s too complicated, you don’t play in them.

What does this mean for the MO portfolio, and how do we view the last few weeks of
the trading year?

We’re being as aggressive as possible with our current book ... buying more of what’s
working and cutting what’s not.

We’re using our closed and open profits (i.e., stops beyond the breakeven point) to
increase risk without risking our principal. In other words, we’re trying to make hay
while we’re hot. We’re risking the house’s money to do it, all while protecting our
principal.

That’s our mission over the next 14 trading days of 2024.

Alright, onto Valeura Energy!

Valeura Energy (VLE.TO): A Trifecta Lens Energy Trade

Valeura Energy (VLE.TO) is a $500M market cap Canadian oil producer with four
producing assets in Thailand.

Here’s why we bought it.

The company has $156M in cash and no debt, and it recently reorganized its
operations to unlock $400M in tax losses. At the historic 50% tax rate, the tax losses
represent ~$200M in incremental cash flow.
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Insiders own ~19% of the company, and VLE recently announced an NCIB to
repurchase 7.4M shares (6.5% of the total).

The stock is up 137% over the past year, crushing its peers in relative outperformance.
Value investors don’t like buying stocks that have gone up a lot, so the outsized returns
are part of the bull case ... there’s still more meat on the bone.

Management knows what they’re doing. They took VLE from a $30M cash box to a
$500M market cap company with four producing assets and hundreds of millions in
annual FCF while increasing reserves/production and reducing ARO liabilities.

Over the past year, the company increased reserve replacement by 200% while
reducing ARO by 30%.

How cheap is VLE? Here’s our napkin math.

At $70/bbl and 26.4K/bopd, VLE would generate $640M in revenue. The company
pays ~$10/bbl in royalties, $24/bbl in opex, ~$4/bbl in SG&A, and another $12.50/bbl
in sustaining capex.

That gives us $175M in pre-tax profits.

And remember, we have $400M in tax losses. This means next year’s pre-tax profits
could equal net profits ... and the year after.

SUSD
Current Market Cap S487
Net Cash $156
Current EV $331
NTM Est. Profits $176
NTM Est. EV $155

VLE could generate half its current EV in net cash flow this year while still having
$200M in tax losses to carry forward in 2026 ... which would be worth more than the
entire EV by year-end 2025 (assuming we’re directionally correct on oil price and
business model).

This doesn’t include any acquisitions VLE might make next year to increase production
and cash flow. We’re getting that for free.
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Catalysts:

> Acquisition announcement (probably an onshore Turkish asset)
> Increased buyback allotment on the NCIB

> Special dividend

> Higher oil prices

| highly recommend watching the latest VLE CEO interview (here). Here’s what CEQ Dr.
Sean Guest said about buybacks (emphasis mine):

“The best way to return capital to shareholders is through buybacks. When we
buy those shares, we’ll cancel them. And we want to tell people that our shares
are a very good investment at the current price. They represent a good
investment.”

And they’re still investing in growth.

“We have so much cash flow that we can do all these things ... acquisition,
buybacks, production increases. Our cash flow allows us to do all of these things
simultaneously.”

VLE is a Trifeca Lens trade.
It has outperformed nearly every E&P on a 1-YR and 3-YR time frame.

The stock is still very cheap and will earn half its EV in net profits this year thanks to
$200M in tax losses.

Oil prices and sentiment look like they’re bottoming and could provide a huge boost to
revenue and cash flows.

Your Value Operator,

Brandon
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