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/��i�y�iÃ°���Ì�Ài>��Þ�`�iÃ°��Ƃ���ÃÌ���i�Þi>À�>}��Üi�«ÕL��Ã�i`��ÕÀ�wÀÃÌ�1}�Þ�Óä���ÃÌ°���Ì�
µÕ�V��Þ�LiV>�i�>��>�`Þ�}Õ�`i�Ì��V��ÛiÀÌ�L�i�L��`�>Û��`>�Vi�v�À��ÕÀ�V��i�ÌÃ°����Ì�i�
��>Õ}ÕÀ>��1}�Þ�Óä]���À�LiV��"vvÃ��Ài�Ü>Ã��Õ�LiÀ�£È�Ì��>Û��`°�����v>VÌ���À�LiV��Ã«i�Ì�
several weeks on the list until oil fell out of bed.  Since then, the bond’s optics have 
improved dramatically—at least for yield-oriented investors. While Hornbeck hasn’t made 
it all the way to the HOCS 20, it is a well-managed company that yield seekers may want 
to consider.

,i�i�LiÀ]�Li��}�>��i�LiÀ��v�Ì�i�1}�Þ�Óä�`�iÃ�½Ì��i>��Ì�>Ì�Ì�i�V��«>�Þ��>Ã�v>��i`�
to execute or that its prospects are not satisfactory.  Rather, it means that the traditional 
convertible bond price cushion is not available, while the premium may substantially limit 
upside participation, or worse.

Hornbeck proves the point. After the price of oil began to drop late last year, things went 
L>`�v�À�L�Ì��Ì�i���À�LiV��ÃÌ�V��>�`�Ì�i�V��ÛiÀÌ°�"��ƂÕ}ÕÃÌ�Ó£]�Óä£{]�Ì�i�L��`�>�`�
ÃÌ�V��ÌÀ>`i`�>Ì�Ì�i�À�ÀiÃ«iVÌ�Ûi���}�Ã��v�££È°xn�>�`�f{Î°�xÉÃ�>Ài°�/�`>Þ]�Ì�i�V��ÛiÀÌ��Ã�
ÌÀ>`��}�>Ì�nÎ°xä�>}>��ÃÌ�>�ÃÌ�V��«À�Vi��v�fÓ£°Ó£ÉÃ�>Ài°��/�>Ì��i>�Ã�Ì�i�«À�Vi��v�Ì�i�V��ÛiÀÌ�
�>Ã�v>��i��Ón¯�>�`�Ì�i�ÃÌ�V��vi���xÓ¯°��/�i�V��ÛiÀÌ�`À�««i`�>�vÕ���xx¯��v�Ì�i�ÃÌ�V��«À�Vi°��
Much more than the convertible “one-third” rule of thumb. This, in fact, is why we created 
Ì�i�1}�Þ�Óä\��Ì��}�Ûi�V��ÛiÀÌ�L�i���ÛiÃÌ�ÀÃ�>�LiÌÌiÀ�Ãi�Ãi��v�Ü�>Ì�Ì�iÞ�>Ài]�>�`�>Ài�½Ì]�
getting.

	ÕÌ�Ì�>Ì�Ü>Ã�Ì�i��>�`�Ì��Ã��Ã���Ü°�Ƃ�`���Ü�Ì�>Ì�Ì�i�«À�Vi��v�Ì�i��"-�£°x¯�V��ÛiÀÌ�L�i��>Ã�
fallen, it should behave a lot better.  As a busted convert, the bond turns some potential 
LÕÞiÀÃ�>Ü>Þ�Ü�Ì���ÌÃ���}��V��ÛiÀÃ����«Ài��Õ���v�££Ó°ä¯�>�`��ÌÃ�Ài�>Ì�Ûi�Þ���}��`iLÌ���>`°���
-Ì���]���ÛiÃÌ�ÀÃ����Ü�Ü�>Ì�Ì��iÝ«iVÌ�vÀ���Ì�i�L��`���>�È°ä{¯�Þ�i�`�>�`�>�Ì>��Ü��`��v�Ì�i�
price of oil rebounds strongly.

Recent Performance

��À�LiV��w�`Ã��ÌÃi�v�>Ì�Ì�i��i�}�Ì��v��ÌÃ��iÜ�Ã��«�LÕ��`�«À�}À>�����>�Ã�vÌ�V����`�ÌÞ�
«À�Vi�i�Û�À���i�Ì°���iÃ«�Ìi�Ì��Ãi��LÃÌ>V�iÃ]���À�LiV��ÌÕÀ�i`����>�VÀi`�L�i�+£�Óä£x�
performance report, missing consensus estimates on the top line, but beating them 
soundly on the bottom.

Revenue in $ millions

Actual
Î�Î£�£x

Consensus 
Estimate 
Î�Î£�£x

Percent 
Difference 
Act. V. Est.

Previous 
Year Actual 
Î�Î£�£{

Percent 
Change 

Y-O-Y

Revenue $134.6 $136.7 (1.5%) $136.5 (1.4%)

Adjusted EPS $0.42 $0.28 50% $0.31 35.5%

Source: Hillside Advisors, SEC Filings

1.5% 2019/09/01
Price (Bond) = 83.50
Stock = $21.21
YTM = 6.04%
Premium = 112.0%
HOCS-Overall = 56
HOCS-Growth = 59
HOCS-Safety = 50

As of June 26, 2015
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While revenue stumbled slightly, Hornbeck’s cost-saving measures in the face of the industry downturn paid 
�vv°�/�i�V��«>�Þ½Ã��«iÀ>Ì��}��>À}���Ü>Ã�Óx¯�v�À�Ì�i�µÕ>ÀÌiÀ�>vÌiÀ�>`�ÕÃÌ��}�v�À�}>��Ã����>ÃÃiÌ�Ã>�iÃ°�/�>Ì�
Ü>Ã�Õ«�vÀ���£n¯����Ì�i�wÀÃÌ�µÕ>ÀÌiÀ�Óä£{�>�`�ÓÎ¯�ÃiµÕi�Ì�>��Þ°��Ƃ`�ÕÃÌi`�	�/�Ƃ�Ài�>��i`�ÃÌÀ��}�>Ì�fÈÓ�
��������`ÕÀ��}�Ì�i�µÕ>ÀÌiÀ]�V��«>Ài`�Ì��fÈ�°Èx���������ÃiµÕi�Ì�>��Þ�>�`�fx{°Î������������Ì�i�wÀÃÌ�µÕ>ÀÌiÀ��>ÃÌ�
year.

There were a couple of factors responsible for the relatively stable results in the face of a steep industry 
`�Ü�ÌÕÀ�°��/�i�>ÛiÀ>}i�`>Þ�À>Ìi�v�À�Ì�i�wÀÃÌ�µÕ>ÀÌiÀ�Ü>Ã�fÓÈ]Çäx]�`�Ü��f�ää�ÃiµÕi�Ì�>��Þ]�LÕÌ�iÃÃi�Ì�>��Þ�
Ì�i�Ã>�i�>Ã�wÀÃÌ�µÕ>ÀÌiÀ�Óä£{°�/�i�V��«>�Þ�Ü>Ã�ÃÕVViÃÃvÕ�����Ãi����}�Ì�i�ÃiÀÛ�ViÃ��v��ÌÃ��iÜiÀ]��>À}iÀ�Ã��«Ã�
to enhance its product mix. Hornbeck has also undertaken an aggressive “stacking” program to take its 
Ã�>��iÀ�Ã��«Ã��ÕÌ��v�ÃiÀÛ�Vi°����À�LiV���>Ã�ÃÌ>V�i`�£n�Ã�>��iÀ�"-6Ã��vvÃ��Ài�ÃiÀÛ�Vi�ÛiÃÃi�Ã®]�Õ«�vÀ���
£Ó����Ì�i�Li}�����}��v�+£�>�`�âiÀ�����+£�Óä£{°�7���i�ÃÌ>V���}�«i�>��âiÃ�>ÃÃiÌ�ÕÌ���â>Ì���]�Ì�i�«À�}À>��
Ã�}��wV>�Ì�Þ�VÕÌÃ�iÝ«i�ÃiÃ�v�À�VÀiÜÃ]�iÌV°����À�LiV��Ài«�ÀÌÃ�Ì�>Ì��ÌÃ�V�ÃÌ�Ã>Û��}Ã��i>ÃÕÀiÃ��>Ûi�Ài>V�i`�
fnä������������>��>��Õ>��âi`�L>Ã�Ã]�fÈä���������vÀ���ÃÌ>V���}�>���i°

��À�LiV�½Ã����-«iV��*-6��Õ�Ì��«ÕÀ«�Ãi�ÃiÀÛ�Vi�ÛiÃÃi�®�>`�ÕÃÌi`�`>Þ�À>ÌiÃ��v�fÇÇ]Óää�v�À�Ì�i�wÀÃÌ�
µÕ>ÀÌiÀ��v�Óä£x�ÜiÀi�À�Õ}��Þ�fÓ{]Îää���ÜiÀ�Ì�>��Ì�i�«ÀiÛ��ÕÃ�µÕ>ÀÌiÀ]�LÕÌ�Ü�Ì����Ì�i���Ü�i�`��v�Ì�i�
company’s guidance.  Hornbeck has been adding MPSVs, allowing them to improve product mix. However, 
management reported that clients are coming to Hornbeck to renegotiate term contracts, so day-rates are 
under pressure.  Cost containment is key going forward.

Business Summary

��À�LiV�½Ã�LÕÃ��iÃÃ��Ã�«À�Û�`��}�ÃÕ««�ÀÌ�Ã��«Ã�Ì��`À���iÀÃ]�«À��>À��Þ����Ì�i��Õ�v��v��iÝ�V�°��/�i�yiiÌ���V�Õ`iÃ�
smaller OSV’s (offshore service vessels) and larger MPSVs (multi-purpose service vehicles).  While Hornbeck 
`iÃ�}�Ã�>����v��ÌÃ�Ã��«Ã�Ì��Li�>Ã�yiÝ�L�i�>Ã�«�ÃÃ�L�i����Ì�i�ÌÞ«iÃ��v�ÃiÀÛ�ViÃ��Ì�V>���vviÀ]�Ì�i��*-6Ã��>Ûi�Ó°x�
Ì��È�Ì��iÃ�Ì�i�`i>`Üi�}�Ì�Ì���>}i�V>«>V�ÌÞ��v�Ì�i�Ã�>��iÀ]���Ài�Ã«iV�>��âi`�"-6Ã°��/�i��*-6Ã�V>��>VÌ�>Ã�
supply ships or tankers and undertake subsea construction – the company calls it cradle-to-grave service.  
The larger MPSVs are also able to operate in more adverse weather conditions, reducing downtime for 
customers.  The OSVs are smaller and typically more specialized, providing supply services with tanks for 
���`��}�V�i��V>�Ã]��`À�����}��Õ`]�Ü>ÌiÀ�>�`��Ì�iÀ���µÕ�`Ã��iViÃÃ>ÀÞ�v�À�`À�����}��«iÀ>Ì���Ã°��

/�i�V��«>�Þ��>Ã�}À�Ü��`À>�>Ì�V>��Þ��ÛiÀ�Ì�i��>ÃÌ�wvÌii��Þi>ÀÃ°�����Óäää]���À�LiV���>`�Ã��«Ã�Ü�Ì��>�
`i>`Üi�}�Ì�Ì���>}i��v�£Î]ÎÈÈ°��/�>Ì�w}ÕÀi�Ì�Ì>�i`�xx]ÎÓ{����Óääx]�£È£]n£Ó����Óä£ä�>�`�Ü����Ài>V��Ó�£]�£Ó�
���Óä£È°����À�LiV���Ã�>``��}�Ì���ÌÃ�>`Û>�Vi`�yiiÌ�Ü�Ì��£n��iÜ����iÃ�ƂVÌ�µÕ>��wi`�"-6Ã�Õ�`iÀ�V��ÃÌÀÕVÌ����
>�`�Ã�Ý����iÃ�ƂVÌ�µÕ>��wi`��*-6Ã�Õ�`iÀ�V��ÃÌÀÕVÌ���°��/�>Ì�Ü����«ÀiÃiÀÛi�Ì�i�V��«>�Þ½Ã�«�Ã�Ì����>Ã��>Û��}�
��i��v�Ì�i�Þ�Õ�}iÃÌ�yiiÌÃ����Ì�i���`ÕÃÌÀÞ�Ü�Ì��>�VÕÀÀi�Ì�>ÛiÀ>}i�>}i��v�ÃiÛi��Þi>ÀÃ°
The company provided the following chart regarding its current new-build program.

2015 2016 Total

Estimated In-Service 
Dates: 2Q 3Q 4Q 1Q 2Q 3Q 4Q

300 class OSVs - - - - - - - -

Î£ä�V�>ÃÃ�"-6Ã £ £ - - - - - 2

320 class OSVs 2 - - - - - - 2

Total OSVs 3 £ - - - - - {

Î£ä�V�>ÃÃ��*-6Ã - - £ £ £ £ - {

Total new builds 3 £ £ £ £ £ - 8

Source: Company Filings
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Hornbeck is focused on the high-end of the OSV market. The company is the third largest Hi-Spec OSV 
operator worldwide and the second largest Hi-Spec OSV operator in the Gulf of Mexico.  Hornbeck has an 
iÛi���>À}iÀ�Ã�>Ài��v�Ì�i�1�ÌÀ>����-«iV��>À�iÌ°��/�iÀi�>Ài�ÓäÇ�1�ÌÀ>����-«iV�ÛiÃÃi�Ã�Ü�À�`Ü�`i���V�Õ`��}�
xÓ�ÛiÃÃi�Ã�Õ�`iÀ�V��ÃÌÀÕVÌ���®�>�`�Ç{�1�ÌÀ>����-«iV�ÛiÃÃi�Ã���V�Õ`��}�ÓÇ�ÛiÃÃi�Ã�Õ�`iÀ�V��ÃÌÀÕVÌ���®°��
While the higher performance ships can command a premium, margins may still take a hit due to the large 
number of new ships under construction as they enter the market.

OSV size has increased as wells have been drilled to deeper depths further offshore.  Deepwater drilling, 
much like shale related oil & gas, is a trend enabled by continually advancing drilling technology.  These 
trends favor the larger OSV and multi-purpose vessels.  According to Hornbeck statistics, the average depth 
�v�Üi��Ã����Ì�i��Õ�v��v��iÝ�V��`�ÕL�i`�vÀ���>L�ÕÌ�£ä]äää�viiÌ�Ì��Óä]äää�viiÌ�vÀ���£�ÇÈ�Ì��Óä£Î°��/�>Ì�
average has leveled off as the shale oil revolution has taken hold, but the trend is intact.  Deepwater wells 
>Ài�vÕÀÌ�iÀ�vÀ���Ã��Ài�>�`��>Ûi�>���Ài�V��«�iÝ���vÀ>ÃÌÀÕVÌÕÀi]�v>Û�À��}���À�LiV�½Ã�yiiÌ°

��À�LiV���Ã�ÃÌÀ>Ìi}�V>��Þ�`�ÛiÀÃ�wi`�LÞ�}i�}À>«��V��>À�iÌ�Ì��Ì>�i�>`Û>�Ì>}i��v��ÌÃ���Õ�Ã�>�>��i>`µÕ>ÀÌiÀÃ�
��V>Ì���°�/�i�V��«>�Þ�«À�Û�`iÃ�ÃiÀÛ�ViÃ����v�ÕÀ��>��À��>À�iÌÃ���V�Õ`��}�Ì�i��Õ�v��v��iÝ�V�]��>Ì���Ƃ�iÀ�V>�
	À>â��®]�7iÃÌ�
�>ÃÌ�1��Ìi`�-Ì>ÌiÃ]�>�`�>ÃÌ�
�>ÃÌ�1��Ìi`�-Ì>ÌiÃ°

The Gulf of Mexico is by far Hornbeck’s largest market and it provides strategic barriers to entry against 
v�Ài�}��V��«iÌ�Ì�ÀÃ°�/�i��Õ�v��v��iÝ�V���Ã�Ài}Õ�>Ìi`�LÞ�Ì�i����iÃ�ƂVÌ�£�Óä®]�Ü��V��«À���ÌiÃ�Ì�i�1-�
�iÀV�>�Ì��>À��i�LÞ�«À�Û�`��}�Ì�>Ì�}��`Ã�ÌÀ>�Ã«�ÀÌi`�LiÌÜii��1-�«�ÀÌÃ�V>ÀÀÞ�>�1-�y>}]�Li�V��ÃÌÀÕVÌi`����
Ì�i�1-]�Li��Ü�i`�LÞ�>�«iÀ�>�i�Ì�1-�i�Ì�ÌÞ�>�`�Li�VÀiÜi`�LÞ�1-�V�Ì�âi�Ã°��/�i����iÃ�ƂVÌ��>�iÃ��Ì�`�vwVÕ�Ì�
for foreign entities to support drilling activity in the Gulf, particularly when the foreign operators tend to 
be highly fragmented, offering only one or two ships in the Gulf of Mexico.  So while foreign MPSV ships 
have relocated to the Gulf during the latest downturn, they are not viewed as a fully dependable partner 
V��«>Ài`�Ì��>�1-�L>Ãi`�ÃÕ««��iÀ�ÃÕV��>Ã���À�LiV�°

Ƃ�Ã�����Ì�i�«�ÕÃ�V��Õ��]�Ì�iÀi��>Ûi�Lii������iÜ�`��iÃÌ�V��À`iÀÃ��v����-«iV�Ã��«Ã�Ã��Vi�Óä£Î�>VV�À`��}�
Ì����À�LiV�]�Ã��Ì�i��>À�iÌ�Ã��Õ�`���Ì�Ãii�>�Þ��iÜ�ÃÕ««�Þ�Õ�Ì���Óä£n��À�Óä£�°��7���i������i�V>��V>���Ì�i�
VÕÀÀi�Ì�`�Ü��VÞV�i�Ü�Ì��Ì�Ì>��V��w`i�Vi]���À�LiV���Ã�������}�v�À�ÌÜ��`�Ü��Þi>ÀÃ°

Leverage

��µÕ�`�ÌÞ�Ài�>��Ã�ÃÌÀ��}�Ü�Ì��fÓÇ�°x������������V>Ã��>�`�>�fÎää���������Õ�`À>Ü��ÀiÛ��ÛiÀ�Ü��V��Ü>Ã�ÀiVi�Ì�Þ�
iÝÌi�`i`�Ì��ÓäÓä°����À�LiV��L��ÃÌi`�V>Ã��LÞ�Ãi����}�v�ÕÀ�Ã��«Ã�Ì��Ì�i� >ÛÞ�v�À�>��>}}Ài}>Ìi�Ã>�i�«À�Vi�
�v�f£xÓ���������>�`�>�Ì�Ì>��}>����v�f{{°£��������°�/�i�Ã>�i��v�Ì�Àii��v�Ì�i�Ã��«Ã�V��Ãi`����Ì�i�wÀÃÌ�µÕ>ÀÌiÀ�
v�À�>��>}}Ài}>Ìi�}>����v�fÎÎ°£���������>�`�Ì�i�v�ÕÀÌ��Ã>�i��Ã�iÝ«iVÌi`�Ì��V��Ãi�Liv�Ài�Ì�i�i�`��v�Ì�i�Þi>À°�
Management has stated that it expects to have enough cash to get the company through the current new-
build program without drawing down on the revolver.

During the industry downturn, stacking (idling with minimal crew) will play an important role in conserving 
V>Ã�°���>�>}i�i�Ì�«�>�Ã����>�Ã�}��wV>�Ì��Õ�LiÀ��v�ÛiÃÃi�Ã�Ì��Ài�>���ÃÌ>V�i`�Õ�Ì���Ì�i�VÞV�i�ÌÕÀ�Ã�Õ«°


�i>À�Þ�«ÀiÃÃÕÀi�Ü����Ài�>��������À�LiV��`ÕÀ��}�Ì�i�`ÕÀ>Ì�����v�Ì�i�`�Ü�ÌÕÀ��>�`�Ì�>Ì½Ã�ÀiyiVÌi`����Ì�i�
Þ�i�`��v�Ì�i�V��ÛiÀÌ�L�i�L��`°��/�i�}��`��iÜÃ�v�À�V��ÛiÀÌ����`iÀÃ��Ã�Ì�>Ì�Ì�i��ÃÃÕi��Ã�Ì�i�wÀÃÌ�Ì���>ÌÕÀi�
���Ì�i�VÕÀÀi�Ì�V>«�Ì>��ÃÌÀÕVÌÕÀi°��/�i�Õ�`À>Ü��ÀiÛ��ÛiÀ�Ã��Õ�`�}�Ûi�L��`���`iÀÃ�Ã��i�vÕÀÌ�iÀ�V��w`i�Vi]�
although Hornbeck must meet certain criteria under the revolver if it is used to pay off the convertible bond.

The waters are currently rough in the oil and gas services industry, but with Hornbeck, investors get decisive 
management with a well thought-out strategy for staying at the high performance end of the drilling service 
ship industry.
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Disclaimer
����Ã�`i�Ƃ`Û�Ã�ÀÃ���
��Ã�>�w�>�V�>��«ÕL��Ã�iÀ]�«ÕL��Ã���}���v�À�>Ì����>L�ÕÌ��>À�iÌÃ]���`ÕÃÌÀ�iÃ]�ÃiVÌ�ÀÃ�>�`���ÛiÃÌ�i�ÌÃ����Ü��V���Ì�
believes subscribers may be interested. The information in this letter is not intended to be personalized recommendations to buy, 
hold or sell investments. Hillside is not permitted to offer personalized trading or investment advice to subscribers. The information, 
statements, views and opinions included in this publication are based on sources (both internal and external sources) considered to 
be reliable, but no representation or warranty, express or implied, is made as to their accuracy, completeness or correctness. Such 
information, statements, views and opinions are expressed as of the date of publication, are subject to change without further notice 
and do not constitute a solicitation for the purchase or sale of any investment referenced in the publication.

Readers should do their own research before trading in any investments referenced herein. Investing in convertible bonds and related 
ÃiVÕÀ�Ì�iÃ]�ÃÕV��>Ã�ÃÌ�V�Ã]�L��`Ã�>�`��«Ì���Ã]��Ã�Ã«iVÕ�>Ì�Ûi�>�`��>Þ�V>ÀÀÞ�>���}��`i}Àii��v�À�Ã�°�,i>`iÀÃ��>Þ�ÃÕÃÌ>���Ã�}��wV>�Ì���ÃÃiÃ�
in these securities.

Advisors to Hillside serve as investment advisers to clients, including limited partnerships and other pooled investment vehicles.  The 
>vw��>ÌiÃ��>Þ�}�Ûi�>`Û�Vi�>�`�Ì>�i�>VÌ����Ü�Ì��ÀiÃ«iVÌ�Ì��Ì�i�À�V��i�ÌÃ�Ì�>Ì�`�vviÀÃ�vÀ���Ì�i���v�À�>Ì���]�ÃÌ>Ìi�i�ÌÃ]�Û�iÜÃ�>�`��«�����Ã�
��V�Õ`i`����Ì��Ã�«ÕL��V>Ì���°� �Ì���}��iÀi����À����Ì�i�ÃÕLÃVÀ�«Ì����>}Àii�i�Ì�Ã�>�������Ì��À�ÀiÃÌÀ�VÌ�Ì�i�À�}�Ì��v�>vw��>ÌiÃ��v�����Ã�`i�Ì��
perform investment management or advisory services for any other persons or entities. Furthermore, nothing herein or in any subse-
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activities for their own accounts or for the accounts of their clients. If you have received this communication in error, please notify us 
immediately by electronic mail or telephone. This disclaimer applies to the beta version of Hybrid Vigor.
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