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2 Small-Cap Stocks With Strong Insider Buying
Description

Large-cap stocks get all the limelight. There are more bargains to be found in the small-cap space.

Here are two small-cap stocks that have had recent strong insider buying, which suggests they could
be great buys today.

The book values of both Tidewater Midstream' & Infrastructure (TSX:TWM) and Birchcliff Energy (
TSX:BIR) have remained quite stable; while their price-to-book multiples are trading at historic lows,
but they come with high volatility:

M Tidewater Midstream and Infrastructure Ltd Book Value (Per Share)
M Birchecliff Energy Ltd Book Value (Per Share)
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Data by YCharts. Book value per share is quite stable.

B Tidewater Midstream and Infrastructure Ltd Price to Book Value
M Bircheliff Energy Ltd Price to Book Value

4.00

| |! ol
JHR K
m ' hw” 1.il ull' i
."l- h ."ll" IIIII‘-I II_‘] I| II |I
My | Tl ' "\
dr'll 1 'I rﬂ | " I‘ | B
'I .Il "' | L”\'l -'LI ll"| \ I
! J W _III"H'J, r 1'|.||l- |. I'III‘J M "4}“"‘: LS \IJ ; he
..f \ \ |||l " |
'f||| T Y
2010 2015
-ﬁé The Motley Fool Sep 11 2019, 10:09PM EDT. Poweredty Y GHARTS

Data by YCharts. A historic low but volatile price to book.

Tidewater Midstream & Infrastructure

Tidewater is an energy infrastructure company that has core operations in the Deep Basin, Edmonton,
and Montney regions of Alberta and British Columbia. It processes natural gas, upgrades liquids,
transports and stores energy, and markets them. The company’s market cap is about $365 million.

Tidewater is a great value today. In July, when the stock was trading at approximately $1.30 per share,
Joel MacLeod, Tidewater's CEO, thought the stock was undervalued and stated his intention to buy
about 5.5 million shares, which is worth roughly $6 million of stock based on Wednesday’s market
close price of $1.09.

This is a big amount given that MacLeod already indirectly or directly owns roughly $8.3 million worth
of stock. Combined, the CEO would own about 3.9% of the company, which is a meaningful amount,
because other insiders also own shares. This year, six other insiders bought TWM stock at roughly
30% higher than it is trading now.

MacLeod intends to acquire 5.5 million additional shares of TWM stock through a loan, using the
shares as collateral. Essentially, if he repays the loan within three years, he’ll be entitled to 100%
upside of the shares.
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The stock is good for a 3.7% yield. The dividend is supported by a distributable cash flow payout ratio
of 25%.

Analysts have an average target of $1.51 per share on TWM stock, which represents upside potential
of 38%.

Birchcliff Energy

Birchcliff Energy (TSX:BIR) produces natural gas, light oil, and natural gas liquids. About 78% of its
production is natural gas. The company’s market cap is about $590 million.

In the first half of the year, production was 76,678 barrels of oil equivalent per day. Essentially,
production remained flat against the comparable period in the prior year. However, the operating
netback (i.e., revenue minus expenses) improved by 10%.

Operating cash flow increased by 18%, while adjusted funds flow climbed 22%. Thanks to a reduced
share count, adjusted funds flow per share of $0.72 was 24% higher.

This year, nine insiders bought the common shares between $1:87 and $3.70 per share directly or
indirectly. Currently, the stock trades at less than the midpoint of-about $2.78 per share, which
suggests there’s room for upside.

The stock is good for a 4.7% yield: The. common stock and preferred shares dividends, in aggregate,
are supported by a payout ratio of-less than 10% of adjusted funds flow.

Analysts have an average target of $4.70 per share, which represents upside potential of 111% from
$2.22 per share.

Foolish takeaway

Investors can potentially generate higher returns from small-cap stocks, such as Tidewater and
Birchcliff. However, this type of stock tends to be more volatile and is viewed as a riskier investment.

So, interested investors should size their positions in small-cap stocks accordingly, for example,
ensuring that small caps don’t exceed 10% of their stock portfolios.
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1. TSX:BIR (Birchcliff Energy Ltd.)
2. TSX:TWM (Tidewater Midstream and Infrastructure Ltd.)
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