Summer 2026

The only way to get us out of the debt crisis and prevent America from going bankrupt is Al and robotics.
— Elon Musk.

The 2026 addition to the Intelligent Cloning Portfolio is Alpha Metallurgical Resources. For me it is a clone in the
truest sense — I came to it by studying Mohnish Pabrai. But Mohnish did not clone Alpha from anyone. What he
cloned was an interest: David Einhorn’s large stake in CONSOL Energy sent him, by his own account, down the
rabbit hole of coal, and his own research — not Einhorn’s portfolio — led him out the other side to Alpha.

As it happens, the company has had a moment. Over recent months a small crowd of YouTube videos appeared,
all making the case for Alpha Metallurgical Resources, several of them riding on the coattails of Mohnish’s now
very public enthusiasm. I sat down and studied four of them carefully. If you are curious, I would encourage you
to find and watch them yourself — a quick search will surface them, and they are worth your time. They are
competent. They walk through the balance sheet, the buybacks, the reserves, the cash flows, the cost curve, the
valuation. They get the facts right.

And yet every one of them missed the same thing. Not a number. A model. The mental model that actually
explains why a debt-averse, compounder-loving, “circle the wagons” investor would ever touch a coal miner in
the first place. They charted the tide in beautiful detail — every ripple of the price, every turn of the cash flow —
and never once mentioned the moon.

So I am not going to write the Alpha thesis here. The numbers are easy to find — the videos have them, and you
should do your own work on the company regardless of what I say. What I want to give you in this chapter is the
lens. Because if you have the lens, you can evaluate Alpha for yourself, and you can find the next one without me.
That lens has a name. It is called the Capital Cycle.

The Apparent Contradiction

In my last letter I told you to stay out of debt and own a handful of elite compounders — wide moats, long
runways, real economics, minimal leverage — and to circle the wagons around them and never cut the flowers.
Then I open this letter by adding a commodity producer to the portfolio. A price-taker. A business with no moat
to speak of, whose product is a brown rock that sells for whatever the world will pay that morning. Have I lost
the plot?

No — and the apparent contradiction dissolves the moment you stop treating these as rival models. They are not.
They are two layers of the same decision. The Capital Cycle tells you what to buy and when: why a hated, no-moat
commodity business can be a high-conviction bet at a particular moment, and what has to happen for that bet to
pay off. “Circle the Wagons” tells you how to hold it once you own it: concentrate, protect the position, and refuse
to be shaken out before the thesis has fully played out. One is the reason you buy. The other is the discipline that
keeps you from fumbling the reward.

That is precisely why Mohnish did not file Alpha away in some separate “cyclical” drawer — he put it inside the
wagon circle, right alongside his compounders. The Capital Cycle is what earns the company its seat there. And
the most reliable way to ruin a Capital Cycle bet is, exactly, a failure to circle the wagons: selling on the first leg
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up, pocketing the easy double, and watching the multi-year run play out without you. Mohnish has made that
mistake before — he will tell you about the tankers — and he is plainly determined not to make it twice.

There is one honest difference to keep straight, though, and it is the difference between a compounder and a
cyclical. You circle the wagons around a great business for decades, because the thesis is “this machine keeps
compounding.” You circle them around a Capital Cycle play for the length of the cycle, because the thesis is
“supply cannot respond, and prices must eventually recover.” Both demand that you hold through the noise and
refuse to cut the flower too early. Neither asks you to hold blindly forever: the compounder is sold when its moat
erodes, the cyclical when the cycle has done its work and capital comes flooding back. The wagons stay circled
until the thesis is complete — not one day longer.

So before I ever bought a share, I had to be certain of two things: that this was a genuine Capital Cycle and not a
value trap wearing its clothes — and that I had the temperament to hold the circle until the cycle closed. Let me
show you how that machine works.

Forecasting the One Thing You Can Actually Forecast

Here is the central idea, and it is almost embarrassingly simple. Most investors spend their lives forecasting
demand. They model GDP, end-market growth, adoption curves, the size of the addressable market five years out.
They build elaborate spreadsheets to predict a number that is, in truth, mostly unknowable.

The Capital Cycle investor does the opposite. He takes demand as roughly trend-following — it will be about
what it always is, give or take — and asks a different question entirely: What is supply going to do?

And supply, unlike demand, is countable. Project pipelines are visible. Industry capex is published. You can
count the mines being closed, the ships being scrapped, the rigs being cold-stacked, the permits being denied, the
average age of the existing fleet. Add it all up and you have a reasonable picture of what production capacity will
look like three, five, seven years from now — which is more than any demand model can honestly claim. The
edge is not that supply is more important than demand. The edge is that supply is forecastable and demand is not.
You are choosing to play the game on the half of the board where you can actually see the pieces.

This is not a new idea. It was popularised by Marathon Asset Management, the London firm founded in 1986,
whose investor letters Edward Chancellor later collected into two books — Capital Account and Capital Returns —
which are the canonical texts. But the roots run deeper, back through the Austrian theory of the trade cycle,
through Schumpeter’s creative destruction, and through old John Templeton’s habit of buying at “the point of
maximum pessimism.” Mohnish has spent two decades applying his own version of it, most famously in oil
tankers in the early 2000s and now in metallurgical coal. It is a borrowed idea, like most good ones. I am simply
passing it on.

The Machine, Turn by Turn

"It is worth keeping one eye on the diagram below as we walk through the cycle — boom, bust, recovery, and
round again — the whole machine drawn as one turning wheel."

Picture any ordinary industry earning ordinary returns. Now something happens — a demand shock, a war, a
competitor’s collapse — and prices spike. Suddenly margins are fat and returns sit far above the cost of capital.
This is where human nature takes the wheel.

High returns attract capital. Of course they do. The existing players, swimming in cash flow, announce
expansion. New entrants raise financing. Investment bankers arrive with pitch books. Analysts upgrade the
sector and extrapolate the good times forever. Management teams, paid on growth, build. And every single one
of these decisions is rational in isolation. If rents are high and rising, of course you put up the tower. If tankers earn
a fortune per day, of course you order the ship. If the rock fetches six hundred dollars a ton, of course you would
reopen the mine.
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What no individual sees is the aggregate. Everyone is building at once. And here is the cruel part: the new capacity
all arrives within the same narrow window, dictated by how long the asset takes to build. Supply overshoots.

Prices collapse. Returns fall below the cost of capital. The boom becomes the bust.
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The goal is to recognize it early and position ahead of the turn.

Now the machine runs in reverse, and the same psychology that built the glut clears it. Capital flees. The weak go
bankrupt. Survivors slash capex to the bone, sell assets, lay off crews, lose institutional knowledge. Banks stop
lending to the sector. Analysts drop coverage. The trade press turns hostile, then simply stops paying attention.

Capacity exits faster than demand falls — because mothballed assets rust, skilled workers scatter to other
industries, and permits lapse. Eventually supply has shrunk so far that the next ordinary uptick in demand
pushes prices back above the cost of capital. And the whole thing begins again.

Lead Time: Mohnish’s Amplifier

This is the part Mohnish adds, and it is the variable that most cleanly predicts how violent a cycle will be: the lead
time to bring new supply online.

In short-lead-time industries — a warehouse goes up in a year, a restaurant in six months — the feedback loop is
fast. Oversupply shows up quickly, builders pull back quickly, and the cycle is shallow. Modest peaks, brief
troughs. Nothing to get excited about.

But in long-lead-time industries — an office tower takes three to five years, a large tanker three to four, an
offshore rig four to five, a copper mine a decade or more — the decisions made at the height of the boom keep
arriving as new supply for years after the boom has died. A ship ordered in year three of a boom is delivered in
year six or seven, straight into a bust. And the people who ordered in year three watched the people who ordered
in year one get rich, and convinced themselves the party would last for them too — even as the warning lights
came on. So they over-commit, the supply lands late, and the price collapses harder and for longer.
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The same delay runs in the other direction, and this is the part worth waiting for. When the bust has finally done
its work and prices begin to recover, supply cannot respond quickly even if everyone desperately wishes it
would. Permits, financing, equipment orders, skilled crews — all take years to reassemble. So prices can
overshoot to the upside, and stay there, for a long time before any new supply arrives to cap them. That
asymmetric, delayed, drawn-out upswing is the prize the Capital Cycle investor is hunting for. Not a guess about
demand. A near-mechanical certainty about the slowness of supply.

Why the Edge Survives — The Behavioural Moat

A fair question: if this framework is well known, and all the data is public, why does the edge persist?

Because the obstacle is not informational. It is psychological. The edge survives because most capital cannot behave
well enough to capture it. Capital Cycle investing demands habits that are nearly impossible for most professionals
to sustain:

— Buying when coverage is hostile or absent — which is career-threatening, because if you are early and
wrong-looking, you look like a fool to your clients.

— Holding through years in which the thesis appears broken — prices can stay below the cost of capital for
a long time before supply finally tightens.

— Selling reluctantly into euphoria — which fights every instinct you have to lock in a gain and enjoy being
proven right.

— Tolerating high uncertainty about timing — and here is the distinction that matters most.

Mohnish draws a careful line between risk and uncertainty, and you should tattoo it somewhere. Risk is the
probability of permanent loss of capital. Uncertainty is not knowing when the payoff arrives. They are completely
different animals, and the market constantly confuses them — which is the source of the opportunity. A situation
can carry very low risk of permanent loss and very high uncertainty about timing at the same time. Most investors
flee from that combination because the uncertainty is uncomfortable. The Capital Cycle investor runs toward it,
because low risk paired with high uncertainty, held patiently, is precisely the recipe for a great reward. Mohnish’s
own phrase for the required temperament is that one should learn to “love watching paint dry.”

The institutional world makes this even harder. A fund manager who underperforms for three years while
waiting for a cycle to turn will face redemptions long before the thesis pays off. So the framework, in practice,
only works for capital with a genuinely long horizon and an owner who will not panic.

This is why the edge survives. Most institutions are structurally unable to capture it. Their clients demand
quarterly results, their boards demand explanations, and their incentives reward activity over patience. A
handful of exceptional organisations have escaped these constraints — Berkshire Hathaway, Fairfax Financial,
and Baupost come to mind — but they are rare precisely because their structures allow them to think and behave
differently from the industry around them.

That is the moat. Not a patent, a brand, or a network effect, but a behavioural moat: the ability to act rationally
when others cannot, and to remain patient when others are forced to move.

Where This Beautiful Machine Breaks Down

Now the warning, and it is probably the most important paragraph in this chapter — the one that separates a
thoughtful application of this model from an expensive disaster.

The Capital Cycle is not a universal solvent. It works only in a particular kind of industry: where supply is
physical and capacity-constrained, where the product is broadly fungible so that price is set by aggregate supply
and demand, where lead times are long enough for human behaviour to over- and under-shoot, and — this is the
killer condition — where demand is sticky enough that it does not collapse permanently during the bust.
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It works poorly, or not at all, in knowledge and software businesses where supply is human capital that scales
infinitely, in network-effect businesses where the winner compounds rather than attracts competition, and —
fatally — in industries in genuine secular decline, where demand will simply never return to support recovery
prices.

This last one is where fortunes go to die. The framework promises you that supply will eventually respond to
high prices. It does not promise you that prices will ever return. If you misapply the model to a structurally dying
business, the cycle never closes. You sit there, patient, debt-free, owning the cheapest stock in a sector — and the
sector keeps shrinking until your “cyclical bottom” turns out to have been a step on a staircase to zero.
Newspapers looked cheap for twenty years. So did a great deal of legacy telecom. The cure for low prices is low
prices — unless the patient is terminal.

So the investor’s very first task, before any of the lovely checklist work, is to answer one question honestly: is the
industry in front of me cyclical, or is it secularly dying? This is the entire ballgame. And it is exactly the
question you must ask about coal — which is why I will say only this about Alpha, and leave the rest to your own
research: the discipline of this model demands that you do not let the word “coal” answer the question for you.
Thermal coal, burned for electricity, and metallurgical coal, consumed to make steel, are different products
serving different masters with different futures. Whether one of them is a sticky-demand cyclical and the other a
secular decline is precisely the analysis the model forces you to do.

The Radical Simplicity

There is another, less obvious implication to Mohnish's approach. Most investors confronted with a cyclical
business become obsessed with the volatility of its earnings. One year the company earns nothing; another year it
earns several billion dollars. They conclude that the business is too unpredictable to value.

Mohnish turns the problem upside down. Instead of forecasting each year's cash flow, he asks only what the
business might produce on average over an entire cycle. In effect, he prices the mean while the market prices the
variance. The very volatility that frightens most investors is often the reason the opportunity exists.

Taken to its logical conclusion, the approach is unconventional. If a company can be purchased for two billion
dollars and is capable of producing, on average, one billion dollars of annual free cash flow, then the question of
whether it survives for ten years or fifty becomes almost academic. Two years of ordinary economics are
sufficient to recover the purchase price. The distant future, which dominates most discounted cash flow models,
becomes a bonus rather than the foundation of the investment case. Put differently, the terminal value is no
longer load-bearing. Everything past the payback is gravy.
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In Search of Float

From long-term value investing to short-term trading — an unusual pairing for a single letter, but, as you'll see,
not an accidental one. It is also, I should warn you, a little heretical.

This past May, at Berkshire’s annual meeting, Warren Buffett was asked about the very arena I am about to spend
a chapter in. His verdict on one-day options was not kind: “That’s not investing. It's not speculating. It's
gambling, just totally.” He called the present the most gambling-minded mood he has ever seen, the casino, in his
old phrase, finally drowning out the church. I take the warning seriously. I do not take it as the last word — and
what follows is, in part, my answer to it.

And let me be plain: I agree with him. For all but a vanishing few, ODTE options are precisely what he says they
are — a casino with a clock, a beautifully efficient machine for moving money from the impatient to the house.
Most people who sit down at that table will lose, and they will not lose slowly. They will be cleaned out.

I have watched the same trade win or lose on nothing more than the timing of the entry. Same structure, same
instrument, same session; entered a few minutes earlier or a few minutes later, and that alone was the difference
between a clean win and a loss. Not the thesis. Not the signal. The minutes. A matter of minutes. Let that sink in.

If a handful of minutes at the entry can flip the result, you are entitled — obliged, really — to ask whether this is
the kind of business you want to be in at all. For most of us, honestly, the answer should be no. In that narrow but
unsparing sense, Warren's casino is not a caricature; it is the correct description.

Unless. Unless you refuse to treat it as a bet and insist on treating it as a system. Unless you are willing to do the
dull, unglamorous work that almost no one does — to measure what actually happens, session after session, until
the noise resolves into something you can name, test, and trust. The hypothesis — and it remains only that — is
that somewhere in the noise sits a subset of trades that win often enough, and pay enough past the occasional
loss, to be worth isolating. Unless, in short, you can crack the code.

The Missing Database

Another six months of experimenting, learning and trading — both live and on paper — has convinced me that a
statistically meaningful level of profitability in short-term trading is genuinely within reach. Before I explain how,
let me put a single trade in front of you, so the rest of this chapter has something concrete to stand on.
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The chart traces the unrealised P&L of a single one-lot 0DTE SPX bull put spread on 18 June. At 10:04 ET a
separate monitoring program flagged the entry signal; while the operation is still in its test phase I gave it a five-
second check and launched the bot with a single click — an entry step I intend to make fully automatic in time.
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From there the bot ran on its own: it opened the spread for a $440 credit, worked to a 30% profit target, and closed
the position automatically three minutes and fifteen seconds later. The unrealised line peaked at the +$141.72
mark that tripped the exit; the actual fill, as Interactive Brokers reports it, came in at +$140.00 gross — +$133.44
net of the $6.56 commission. That small gap between the mark and the fill is slippage, and I would rather show it
to you than hide it. Every figure is traceable in the Interactive Brokers (Paper) trading statements, and across the
fleet I finished the day +$375.59 net. And that is one lot.

You will notice the dashed line: had the position been held to the close it would have kept almost the entire $440
credit. That is the point, not an embarrassment. The 30% rule is not a verdict on this one trade; it is a policy
applied to hundreds of them — take the quick, smaller gain, never give a winner the room to become a loser, and
let that discipline pay for itself on the days the market turns instead of runs. Whether 30% is the right threshold
— rather than 25%, or 40% — is itself one of the questions the record is being built to answer; the principle of
capping the winner I hold to, the exact number I still hold loosely.

My trading journey started with a question. If ODTE has become one of the fastest-growing arenas in retail
markets, where is the serious research? Not the marketing, not the YouTube thumbnails, not the screenshots of
winning trades — the real database, the one that tells you what actually works. The one that answers questions
such as: how often does a strong breadth day fail? Which exit rules improve results, and which quietly destroy
them? How much does discretionary intervention actually add?

These questions sound simple. Answers proved surprisingly hard to find. There is no shortage of trading
journals, and the good ones are very good. They log entries, exits, screenshots, win rates, average profits, holding
periods. But almost all of them answer one question — how did the trade perform? — and rarely the more important
one: why did it perform?

The distinction is everything. Imagine two traders, both with a 75% win rate. The first knows exactly which
market conditions produce it. The second only knows that the number exists. Only one of them owns something
durable. That durable thing is exactly what I am trying to build. The June 18 session alone is documented in a
sixteen-page Trading Day Assessment — charts, numbers and written commentary — on top of the raw log files
in the Trading Intelligence Database I am quietly building, one day at a time. It is an attempt — and by now, I
think, a serious one — to take the gambling and casino mentality out of options trading and find trades with a
measurable edge.

What has surprised me most is that the raw market data was never the bottleneck — excellent databases already
exist for that. What proved scarce was intelligence: a record not of what the market did, but of what strategies
actually prospered under those conditions. What makes mine worth keeping is that it logs the high-precision
behaviour of my own bots — every entry, every automated exit, every micro-decision of a system built on
thousands of lines of code that are mine alone. This isn't just data; it is a proprietary record — highly
idiosyncratic, and difficult to replicate — of how my specific system meets the market, session by session. And
the lesson it keeps teaching is that the edge, where it exists at all, is rarely a single indicator or a secret formula.
More often it is context: a strong signal in the wrong environment fails, an ordinary signal in the right one
succeeds, and the ability to tell the two apart is where intelligence becomes valuable. Intelligence, unlike opinion,
can be measured.

None of this comes free. A database like this is not handed to you; it is built one logged session at a time — and
that takes years. Anyone serious about ODTE should expect a long stretch spent in a paper-trading environment
and nowhere else: logging session after session, refining, failing cheaply, while real money stays firmly on the
sidelines. The people who put in that work end up seeing things the rest never will.

What I have not yet told you is that this is not one strategy but a pipeline — and the pipeline matters more than
anything in it. An idea begins where it should, in experience: a pattern I have watched pay, often enough and
under varied enough conditions to be worth the trouble of automating. Only then does it earn a backtest against
the database, and most ideas die right there, having cost nothing but the afternoon it took to disprove them. The
survivors go to paper, where they must perform not once but across many sessions; the few that clear that bar
graduate to a single live lot, and only after a long live record — not a good month, a long record — does any of
them earn more size. The discipline I care most about is the least glamorous one: a strategy is promoted not
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because it won, but because it survived the conditions under which it was supposed to lose — and a run of wins
on a quiet stretch proves only that the weather has been kind, not that the system can take a storm. So most of
what I build is not waiting in the wings to be unveiled; it has been quietly retired, on paper, before a cent of real
money ever saw it. That is not the failure of the process. It is the process — and the cheap death of bad ideas is
exactly what earns the few survivors the right to manage real float.

Three disciplines in ODTE trading are non-negotiable. First, no undefined risk: my broker will reject a naked short
outright, and every structure I trade — an iron condor, for instance — has a known maximum loss before it is
opened. Second, risk management is fully automated; if I fall asleep mid-session, the position is still exited in an
orderly way. My own experience is that discretionary ODTE trading is simply too dangerous. For me there is no
ODTE without automation. The bots are not there to be clever in the moment — the cleverness is built in
beforehand and then applied the same way, every time. They are there to be consistent, and to produce clean
data.

And I am not doing this alone. Al systems have become genuine working partners in the operation: it drafts the
pre-market analysis, the intraday updates and the post-close Trading Day Assessment, and it writes a good deal
of the software too — the charts that render my market internals and thousands of lines of trading-bot Python
that have to behave flawlessly with real money on the line. Al is not infallible, and part of the work is catching the
moments when it drifts. But the deliverables are not the heart of it. The heart of it is the daily back-and-forth with
the database — questioning it, re-cutting it, arguing with it — which surfaces things I would not have seen on my
own: a pattern buried across hundreds of sessions, an exit rule that looks prudent and isn’t, an environment that
quietly predicts failure. That loop, more than any single tool or model, is what keeps the system improving.

There is a deeper answer to Warren than disciplined automation. The edges the bots attempt to trade rest on
regularities in the markets. The underlying tendencies have been observed repeatedly over many years and under
widely differing conditions. So the underlying phenomena are real; whether I can harvest them cleanly... we'll
see. The operation is designed to eliminate as much gambling as possible, but only long-term live results will
determine whether a genuine edge exists. What I am attempting is the disciplined harvest of a premium the
historical record appears to document — pursued with defined risk and with the understanding that the
occasional loss is part of the price paid for whatever premium may ultimately prove to be there.

So here we are...

Let me tell you plainly where I stand today. These high-speed, high-precision bots handle the timing and the risk
management with a care and consistency I could never match by hand, and in doing so they have, in a sense,
drained some of the casino out of the room — trading the gambler’s reflex for a structured, repeatable process.
Thus far the results have been encouraging, both in paper trading and with deliberately small amounts of live
capital. When the conditions are favorable, I launch them; and when the conditions stay favorable, they exit at a
profit. Over the last three months my favorite setup did not lose once in paper trading. So far, so good.

But a compelling paper business case is not a proven one, and that is the line I will not let myself cross in my own
head. The final stage is the only one that truly counts, and it is the one still ahead of me: verifying the one-lot case
against real, live capital, over a stretch long enough to trust, and only then expanding gradually as the live results
confirm what the paper results promised. That is the agenda for the next few years, in that order, with no steps
skipped. If the float is real, this is how it will prove itself. If it is not, this is how I will find out cheaply — which,
in the end, is the entire reason for building the database in the first place.

The honest question is what happens when the conditions deteriorate after the trade is already on. Does that turn
into a solid loss, a small loss, or — with a disciplined exit — even a small gain? A single unexpected headline in
the middle of a session can make or break a position. And more telling than the severity is the frequency: how
often will the weather turn against a trade after the entry? That count, far more than any win rate I can show you
today, will decide whether these bots end up merely profitable-looking or genuinely, statistically profitable. The
live one-lot phase now beginning is the only thing that can settle it — not decisively in six months, but session by
honest session until the answer is unambiguous.
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So why ODTE trading after all? Because of a problem I have thought about for years, and it is one Warren solved
long before I came to it. To invest patiently you need patient capital — money that will not be pulled at the wrong
moment, that lets you hold the circle until the cycle closes. And patient capital tends to come from one of two
places. Either you run a firm whose partners think in decades rather than quarters, or you generate a stream of
your own — a float — that arrives whether the market is kind that month or not. Berkshire, famously, had the
insurance float, and on top of it the river of dividends thrown off by the businesses underneath. The float is what
lets the patient investor stay patient.

I do not own an insurance company. The question this chapter is really asking — beneath all the talk of breadth
and exits and databases — is whether a disciplined ODTE operation can become a second such stream. Not a
jackpot. A float: a modest, recurring, self-funded pool of capital to feed back into the compounders and the
Capital Cycle bets from the first half of this letter. Whether ODTE can honestly supply it is exactly what the past
year has been spent trying to find out. Everything else in this chapter has been the method. This is the motive.

Thank you for reading my letter. Enjoy Summer!

Peter

Peter Coenen
Founder & CEO
The Value Firm®
28 June 2026

Disclaimer

This presentation and the information contained herein are for educational and informational purposes only and do not constitute, and
should not be construed as, an offer to sell, or a solicitation of an offer to buy, any securities or related financial instruments. Responses to
any inquiry that may involve the rendering of personalized investment advice or effecting or attempting to effect transactions in securities
will not be made absent compliance with applicable laws or regulations (including broker dealer, investment adviser, or applicable agent or
representative registration requirements) or applicable exemptions or exclusions therefrom. The Value Firm® makes no representation, and
it should not be assumed, that past investment performance is an indication of future results. Moreover, wherever there is the potential for
profit, there is also the possibility of loss. Everybody makes mistakes now and then. If you find any, let me know: peter@thevaluefirm.com.
Always do your own research!
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