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May 13, 2022 

Dear Partners and Friends, 

A lot has happened in the markets since I wrote to you just two months ago in March. I am 

writing again to update you on our performance year to date, and what we’re working on for 

the next several months. 

The Western world has just come out of the covid winter with excitement and euphoria, 

traveling and meeting each other again. At the same time, the inflationary consequences of 

the lockdowns, excessive monetary and fiscal stimulus, leverage, and overspending are 

coming to light. The result is a surge in demand and still restricted supply chains. On top of 

this, China lockdowns and the Ukraine war are exacerbating inflation in almost every 

commodity and asset class.  

There is no easy fix for inflation in the near term. The long-term solution is a much-needed 

market correction, and deflation of asset price bubbles in everything from the stock market, 

bond market, everyday goods and services, and real estate.  

That is what we are witnessing in the markets. We have been expecting this. Although painful 

in the short-term, this is a healthy correction, and we are excited about this opportunity to 

buy exceptional businesses at cheap prices.  

More than ever, we need to stay true to our investment values: 

Ownership – We are owners of underlying businesses, not numbers on a screen. 

Compounding – Invest in good ideas, and let the math do the work over the long term. 

Humility – Recognize where we were wrong and quickly course-correct.  

Truth Seeking – Find the companies’ true value, not what the market is pricing today. 

Honesty – Communicate honestly to you, our partners. 

Patience – Wait for the right opportunity to invest, and to take profits. 

As of April 30, our portfolio is down 40% year to date. This is mainly due to our exposure in 

platform technology companies and our higher leverage. This is normal for the types of 

businesses we invest in, and we believe we are positioned well to outperform in the long run.  

In this letter, I will share some macro-economic factors contributing to the recent sell-off, 

how we are positioning the portfolio going forward, an exciting new investment in Ohio in 

Installed Building Products (IBP), and a brief China update.  
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Here is a summary of our returns put together by a third-party administrator: As you can see, 

our -40% performance as of April 30th compares to -13% in the S&P and -24% in the Nasdaq.  
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Macro factors driving the stock market correction: 

The need for this healthy correction is best explained by Amazon’s experience over the past 

two years.  When fear of covid took over in March of 2020 and people quarantined in their 

homes, there was unprecedented demand to buy goods online. This demand was boosted by 

stimulus checks sent to almost every American. To meet this demand, Amazon hired more 

than 500,000 workers in the past two years and doubled their number of fulfillment centers, 

pulling forward capacity by three years. This led to a huge supply shortage of truck drivers 

and drove up shipping costs. Now that those stimulus checks have been spent, and the pain 

of higher prices is working its way through the economy, Amazon reported the slowest 

growth in sales in the first quarter in almost a decade. Now, Amazon is announcing layoffs, 

and letting go of many of the people who were just hired. They invested too fast and now they 

are reversing course. Hopefully this will ease some of the imbalance in truck driver shortages 

and other specialty programmers and engineers. The same thing happened in almost every 

other sector in the economy and now other major tech companies like Microsoft, Netflix, 

Spotify, are Shopify are experiencing similar problems.  

Again, I believe this is healthy for the market and the economy and will help to balance out 

much of the labor shortages.  

It is also increasingly clear that inflation is not going away anytime soon. Scott Grannis gives a 

good analysis that if M2 Money supply is still growing at 6% per year, the public reduces its 

money balances to the pre-covid level of 70% of GDP (people spend down their savings) over 

the next three years, and GDP grows at 2% per year, inflation will be about 10%.1 If this is 

correct, the Federal Reserve is “behind the curve,” meaning they are not raising the federal 

fund rate fast enough to slow inflation. The last time anything like this happened was the 

1970s, when Jerome Powell was a teenager, and I was an idea. Fortunately, Mr. Market is 

doing a lot of the work for Mr. Powell, as the 10-year treasury bond has increased from 1.5% 

to over 3% in just two months. The Fed is reacting too slow, and the market is ahead. Rather 

than calming the markets by raising rates slowly, the delay has caused a panic. 

Now a fear of recession in the short term is being priced into the stock market for technology 

companies. This could become a “white-collar recession,” where high earners and asset 

owners, a.k.a. rich people, might see much of their wealth - everything from stocks to crypto 

currency - cut in half. Real estate appears stable for now due to an under supply of housing in 

the US. With higher mortgage rates, however, different sectors in real estate will start to see 

prices coming down. Meanwhile, blue collar workers, many of whom are still trying to regain 

 
1 https://scottgrannis.blogspot.com/2022/05/m2-still-has-lot-of-inflation-potential.html 
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their financial footing after covid, will suffer from inflation but won’t see a dramatic drop in 

their net wealth.  For our portfolio of companies, the drawdown has been particularly painful 

in the technology platforms Roku (ROKU), Sea Limited (SE), and Farfetch (FTCH), with stocks 

down over 60% from their highs. This, and our leverage, is the major reason for our 

underperformance.  

We believe ROKU, SE, and FTCH may be suffering the same fate as Amazon, by expanding too 

quickly in the last two years. From a relative valuation perspective, we think SE and ROKU 

might have further to fall based on higher price to sales (P/S) ratio than FTCH, which is now 

trading at less than 1x 2022 sales. 

Our plan going forward: 

We may have to assume this could be like the 1970s, with 10% inflation for a few years. 

Growth may stagnate and emerging markets like SE Asia might suffer. Therefore, we need to 

concentrate on businesses with cash on the balance sheet to fund operations and pricing 

power. We are in a good position to do this because we specialize in energy and industrial 

sectors. These sectors traditionally do well in times of high inflation.  

This week I started downsizing our positions in ROKU and SE to reduce our margin and take 

tax losses. These losses can be used in the future to realize some taxable gains without paying 

any taxes. We still own a sizable position in FTCH, which we believe has the best pricing 

power due to their wide technology moat in the luxury industry. We still believe in these 

platform companies, and we still think they will become very profitable the future. The 

market is not recognizing that right now however, so we need to concentrate on the other 

companies we own that are allocating capital with positive returns on investment, not 

investing in growth at all costs.  

At the same time, we are ready to double and triple down in these names if we don’t see 

revenue growth in these markets slowing down, and if we are wrong about inflation. 

For this same reason we also sold Hyzon Motors for now, as they won’t be selling any trucks 

this year, and still waiting on chassis for the next 16 months.  

We started out this year with over 40% of our portfolio invested in our Old Industry New 

Technology theme: Advanced Drainage Systems, Africa Oil, Air Products and Chem and EOG 

Resources.  Our Energy companies, led by AOI (+48%), are doing well, benefited by the higher 

prices and the supply/demand imbalance we highlighted in our last letter [HERE]. 

Our portfolio is now concentrated over 60% in that theme - in companies that have pricing 

and earnings power and are in necessary industries. WMS, our shining star, should do well, as 
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will TSM and our Energy names AOI, EOG and CEQP. Finally, we added a new building 

products company, IBP. 

New Investment in Installed Building Products (IBP): 

Without being able to travel to China to hunt for new investments, I traveled to Ohio last fall 

to meet with IBP’s Chairman Jeff Edwards and to visit our top holding WMS. The mid-west is 

the 4th largest economy in the world, bigger than India and Brazil. Chris Olsen from Drive 

Capital, a venture capital firm in Columbus, describes the opportunity this way: “If you put a 

circle around Columbus, a one-day car drive, you’re talking about 60% of the GDP of 

America…”2 I think of the mid-west as an emerging market. The mid-west is growing faster 

than other parts of the US, in job openings, new homes being built and now a $20 billion 

semiconductor fab from Intel in Columbus.  

IBP is the leading installation contractor of insulation for residential and commercial builders 

with over 9,500 employees serving 210 locations with a 28% market share in the US. They are 

vertically integrated from sourcing to installation and have been so successful at insulation 

they are expanding into a one stop shop for large contractors by specializing in 

complimentary services such as garage doors, rain gutters, shower doors, mirrors, window 

blinds etc.  

The founder Jeff Edwards is the chairman and CEO and still owns 30% of the company. IBP is 

a serial acquirer of small family-owned businesses much like a micro-Berkshire Hathaway, 

and has grown into a sizeable public company, with a $2.5 billion market cap and a 19% 

revenue CAGR over 8 years. IBP earned $1.9 billion in net revenue last year, adjusted EBITDA 

of $285 million and EPS of $5.39 and is currently trading at a forward P/E of 12x. We waited six 

months for the stock to fall from $140 down to around $80 before starting to buy. 

For the first quarter 2022, they performed exceptionally well, growing revenue by 34% year on 

year raising prices by 14% outpacing inflation (about 8%), with the dollar value of the backlog 

up 26%. We love this about IBP. This illustrates their pricing power; the ability to pass higher 

costs onto their customers, increasing margins at the same time.  

Finally, from a macro perspective, IBP is in the sweet spot of the housing market where there 

is housing gap of 3.8 million homes in the US.3 With rising mortgage rates, this might slow 

down the housing market reducing the gap, and easing pressure on the construction 

industry. What is unique about IBP is that it is immune to a slowdown in the housing market. 

 
2 https://techcrunch.com/2021/01/11/columbus-drivecapital/ 
3 2021 U.S. Census Bureau Housing Vacancy Survey 
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Supply chain issues have caused the cycle time between housing starts and completions to 

lengthen, increasing IBP’s backlog. IBP will achieve double digit revenue growth during this 

business climate, but they can easily add capacity if the housing market slows down and the 

cycle time shortens. As the CFO Michal Miller put it: “Quite honestly, a slowdown in starts 

would help reduce that construction cycle time, and we don't expect it to be "normal" 

anytime soon. But anything we can do to reduce it even a couple of weeks, we believe is very 

constructive...” 

China 

I sold Tencent and Miniso back in January and February to decrease our Chine exposure. The 

zero covid lockdown policy is significantly hurting the economy. We still own JD.com and JD 

logistics which are essential businesses for ecommerce in China much like Amazon is in the 

US. The policy crackdowns on technology firms have not had a material impact on JD.com, 

but they are a major risk. We are hopeful that the Chinese government is on record indicating 

that these anti big-tech crackdowns will be ending soon. 

We have identified some exciting Fintech companies that are trading at 1x P/E ratios and are 

conducting due diligence now. We believe “zero covid” will remain and the Chinese stock 

market will continue to lag until around October when President Xi is expected to get his 3rd 

term. More details to come on China soon. 

Conclusion 

Bear markets are healthy and normal, they can be painful, but it’s important NOT to get 

caught up in emotions and remember that they do come to an end. For our holdings, the 

underlying businesses are still growing and their investments in new technologies and 

business models will yield fruit in the coming years. Now is the time to invest in these 

businesses.  

Referring to the chart below, it is helpful to look back and see that over the last 15 bear 

markets the average downturn is a loss of 30%. On average these last just under a year to 

reach bottom and take a year and half to break even.  
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Our strategy is long term and at times may seem volatile. This is the best time to invest. With 

our barbell approach, we can rotate between industrial businesses with pricing power and 

high growth technology businesses. We plan for these buying opportunities, and we are 

excited now more than ever to invest in great companies.  

We all should plan and be patient for the right opportunities.  

Please reach out to me with any questions, and send me your investment ideas, I would love 

to hear from you.  

Sincerely, 

George  

 
george@ellisvilleharbourpartners.com 
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Legal Disclosures 

Ellisville Harbour Partners LLC (“Ellisville” or the “Advisor”) is a registered investment advisor 

located in the Commonwealth of Massachusetts. This commentary is provided for 

informational and educational purposes only. It is not intended to constitute an offer to buy 

or sell any investment or to take any action with respect to one’s investment accounts. 

Ellisville will only provide investment management services to investors after entering into an 

investment management agreement and obtaining all required details regarding an 

investor’s financial situation, time horizon, tolerance for investment risk, other investments 

and related information.  

Due to the specialized nature of the Advisor’s investment management services, the fees 

charged by Ellisville may be higher than the fees and expenses charged by other investment 

advisors and may offset profits.  All investments are subject to various potential risks of loss. 

Please review the risks detailed in the Advisor’s Form ADV 2A – Disclosure Brochure for 

additional details.  

There are no guarantees that can be given that the investment objective will be achieved or 

that an investor will receive any particular level of return. Investment results may vary 

substantially over any given time period and in various market conditions. Reference and 

comparisons are made to the performance of other indices (together the “Comparative 

Indexes”) for informational purposes only.  

The Advisor’s investment strategy does not mirror any of the Comparative Indexes and the 

volatility of Ellisville’s investment strategy may be materially different than that of the 

Comparative Indexes. The securities or other instruments included in the Comparative 

Indexes are not necessarily included in the Advisor’s investment strategy and criteria for 

inclusion in the Comparative Indexes are different from those for investment.  

The performance of the Comparative Indexes was obtained from published sources believed 

to be reliable, but which are not warranted as to accuracy or completeness. Unless noted 

otherwise, the returns of the Comparative Indexes presented do not reflect fees or 

transaction costs, but those returns do reflect net dividends, if any. The performance in this 

report is gross of fees. Had investment management fees and performance-based fees been 

applied, the returns presented herein would be lower. Information provided herein is at a 

point in time and subject to change without prior notice. 
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March 23, 2022 


 


Dear Partners and Friends, 


 


The past two years have been very unusual in the financial markets, but we feel confident we 


are well-positioned in 2022. In November, I sent you a capital call asking for more investment. 


Thank you to those who answered the call. That capital has been invested during the current 


market sell off. Today, I am reminding those of you who might still be on the fence, this is one 


of the best times since March of 2020 to dig deep and invest in our highest conviction ideas! 


 


In this letter, I will update you on our investment performance, strategy, and outlook for 


2022. I will give an overview of two new investments we made last year in the energy space, 


Africa Oil and Hyzon Motors. At the time of writing this letter, Russia had not yet invaded 


Ukraine and oil was still below $80. With oil today over $100, our long-term thesis described 


below still remains the same, however we are watching the war very closely and might make 


tactical changes to the portfolio as the situation is very fluid. 


 


EXECUTIVE SUMMARY 


 


2021 performance highlights: 


- Our portfolio was down 9.6% last year but was up 70% since inception (August 2020). 


- Our allocation in December was split between three themes: Old Industry New 


Technology (61%), Growth in Asia (45%), and Small Cap Technology (18%). 


- The main cause of underperformance was a major drawdown in Growth in Asia and 


other early-stage platform businesses: SE, ROKU, FTCH, JD, and HYZN. 


- This was mainly due to the Fed decision to slow down purchases of treasuries and 


raise interest rates, which caused tech stocks to sell off in general. Despite this 


correction, our view has not changed and the fundamentals of these businesses (SE, 


ROKU, FTCH, JD) are strong.   


- On the positive side, our largest holding, WMS, was up 63% last year. This was due to 


both volume and price increases for drainpipes, especially the residential market at 


65%. 


- Our new investment in Africa Oil (AOI) was up 56%. 


- Our small cap technology theme was up 40% last year, mainly from SYNA, MXL, and 


CAMT. This theme gives us exposure to technology trends like Internet of Things (IOT), 


Wifi 6, A.I. and Machine Learning (ML). 
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- If you took out the top 5 stocks from the Nasdaq, the index would be down 15% for the 


year –more than our portfolio. 


 


 


2022 expectations: 


- We will focus on Energy and Industrials, and Growth in Asia 


- When the opportunity arises, we will take advantage of the tech sell off and add more 


capital to our highest conviction businesses at attractive prices.  


- We made three additions to our investment values: humility, honesty, and patience. 


- We had a total of five interns that all moved on to prestigious investment firms.  


- We registered as an Investment Advisor in October 2021 and are open to investors. 


 


Energy outlook: 


- Oil price to $100 by spring and to $150 by 2024, due to fundamental lack of supply 


- Near term volatility caused by sanctions on Russia further hurting global supply. 


- Our investments in AOI, EOG, and MLPs will benefit. 


- Long-term hydrogen to replace some oil supply for industrial vehicles 
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2021 INVESTMENT PERFORMANCE 


 


As of December 31, 2021, the Ellisville Harbour Partners portfolio was down 9.6% for the year. 


Since inception of managing separate accounts in August 2020, we were still up 70% by year-


end. Here’s a summary of our returns put together by a third-party administrator since 2017: 
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As of December 31, 2021, these were the holdings in our portfolio*: 


 
*This table reflects the weighted average of all SMAs. Separate account weights may differ.  


 


Each one of these portfolio companies is special, and we’ve invested in them to support good 


and innovative ideas that will transform their respective industries in the coming years. At the 


end of 2021, we had a 61% allocation in our Old Industry New Technology theme, 45% in 


Growth in Asia, and 18% in our Small Cap Technology theme. 


 


Our holdings in energy and industrial companies did well in 2021, while exposure to 


technology and Chinese companies was the main reason we ended up down for the year. We 


still have high conviction in the business models and financials of these three platforms 


(ROKU, FTCH, SE), so we’re excited that we will have the opportunity to buy more at a 


discount. 


 


Without its five biggest stocks – Apple, Microsoft, Amazon, Facebook, and Tesla – the Nasdaq 


index would have been down by about 15% in 2021: 
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These technology stocks started to sell off in anticipation of higher interest rates. Federal 


Reserve Chairman Jerome Powell indicated that in March 2022, they will taper their buying of 


treasuries and raise interest rates to stave off inflation. When rates go up, technology and 


growth stocks sell off, because the value of their future cash flows decreases.  


 


For a great overview of how the money supply and demand has caused higher inflation, check 


out Scott Grannis’s blog “M2 and Nominal GDP Update: still growing rapidly.” In short, the 


supply and demand imbalance of money, labor, and energy is shaping up to cause higher 


inflation in 2022 and beyond. We have positioned our portfolio accordingly. 


 


Two of our biggest positions, Advanced Drainage Systems (WMS), and Africa Oil (AOI.TO) 


continued to benefit from increasing demand for their products (pipes and oil), higher prices, 


and strategic M&A.  WMS was up 63% for the year, driven by strong growth across all their 


segments (especially their residential segment) as well as by increasing margins. Africa Oil 


also went up 56%, benefitted by the continued improvements in their producing assets in 


Nigeria and the higher oil price environment.  


 


We benefitted from strong performance in the small cap tech portfolio, which is a great 


screen of technology companies shared by the technologist and futurist George Gilder, 


making semiconductors and infrastructure for 5G, Internet of Things (IOT), WiFi 6 etc. We 


cherry pick the best ideas and conduct full due diligence. This theme was up over 40% in 2021 
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with top performers Synaptics (SYNA), MaxLinear (MXL), and Camtek (CAMT) all in the 


semiconductor industry. 


 


Our strategy remains to invest in high-quality businesses that are diversified across industries 


and geographies. Half our portfolio is invested in companies that will benefit from inflation 


and higher prices like WMS, AOI, EOG, APD, and TSM, which are also transforming from new 


technology that is lowering costs and expanding addressable markets. The other half are 


earlier stage platform companies that we believe are significantly mispriced like ROKU, SE, 


FTCH, due to their leading positions (or “moat”) in their respective markets, and their 


continued very fast growth.  


 


LOOKING AHEAD: EXPECTATIONS FOR 2022 


We will continue with our same themes: (1) Growth in Asia, (2) Old industry New Technology, 


and (3) Small  Cap fast growing technology. With rising interest rates, and higher expected 


inflation, we think we are well positioned with our companies in the second theme, with a 


focus on Oil and Gas and Industrials companies, two areas where we believe that we have an 


edge compared to the average investor.  


 


This year, our focus will be on refining our investment research process and portfolio 


management discipline learning from successes and mistakes over the past two years. This 


means forming rules around our core investment values and sticking to them.  


 


INVESTMENT VALUES UPDATE 


 


- Humility. We are always learning. We are clear on what we don’t know so we do not 


invest in industries that we do not understand. Examples of this are Healthcare and 


Biotech. 


 


- Honesty. We strive to invest in companies with management teams that have 


demonstrated a track record of honest actions and statements. Partners who invest 


with us have full transparency in their investments through separately managed 


accounts.  


 


- Truth Seeking. A good investor is always trying to find the truth about a company’s 


fair value, and where that value is with respect to the current stock price. If we have a 


clear picture of what the company is truly worth (call it $100 per share), short-term 


volatility when the company's stock goes down (to $50 per share) provides that good 
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entry point, also called “margin of safety." 


 


- Ownership: We see ourselves as owners of the underlying businesses and we like to 


grow with these businesses over a 10-, 20- or even 30-year time horizon. I put my 


money where my mouth is, so that most of my liquid assets are invested in this 


strategy alongside our partners. 


 


- Compounding. Time in the market is more important than timing the market. We aim 


to put all our capital into our best investment ideas, and to let these ideas compound 


exponentially over time. Investing for the long term, and letting them grow 


untouched, provides the best outcome. 


 


- Patience. Be willing to wait before investing in a company with a big enough margin 


of safety. 


 


BUSINESS UPDATE 


 


Staff Highlights 


 


At the beginning of 2021 we hired a full-time analyst and a rotation of 5 interns throughout 


the year, all sourced from the Babson College Fund (BCF). It was fun having a team, and 


challenging learning how to manage people with diverse interests, backgrounds, schedules, 


and time zones. 


 


Paurav Barot (MSF 2020) joined as a full-time analyst from the Babson Energy and Materials 


Team in January 2021. He pitched investing in Renewable Energy Group (REGI), which we did, 


making fivefold in profit when we exited in April. He will start a new job at the Mass General 


Brigham investment office in March 2022. Shasha Xia (BS 2020), Ben Stegman (BS 2021), Nick 


Martinez (BS 2021), Thawin (Marc) Chongkavinit (BS 2022), all rotated as interns throughout 


the year. Shasha moved on to Wellington, Ben to Trillium Trading, and Nick to RBC Capital 


Markets. We wish them luck! We will take on another round of interns this summer. 


 


Investment Advisor registration achieved! 


 


We registered Ellisville Harbour Partners as an Investment Advisor in October 2021. Starting 


in 2022 we will begin charging nominal fees on existing and new investors. All the fees will be 


spent on research expenses, intern stipends, and ongoing compliance.  
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2022 energy outlook and our case for investing in Africa Oil (AOI.TO) 


 


Early last year before the unexpected war with Russia, we thought that oil would be at $150 


by 2024, which offers opportunities to invest in both traditional oil exploration and 


production (E&P) and hydrogen fuel cell technology. Essentially, there is not enough oil 


production today to meet growing energy demand.1 All the investment in renewables will not 


meet the gap. Therefore, the price of oil will rise. As the oil price rises, the use of hydrogen fuel 


cells will become more competitive.  


 


The world will not be able to afford basic energy in five to 10 years without more significant 


investment and adoption of all sources of energy, including traditional oil and gas, nuclear, 


renewables, and especially hydrogen fuel cell technology. This is already playing out in 


Europe, and parts of New England.2 


 


To see this illustrated, the chart below shows how the energy supply demand gap was 


already at an all-time high in 2020:   


 
 


The chart below shows renewables only account for a fraction of energy consumption today:  


 


 
1 See this fun article https://doomberg.substack.com/p/theres-not-enough-oil for a great 
summary 


2 https://doomberg.substack.com/p/new-england-is-an-energy-crisis-waiting 
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Global E&P capital expenditures (Capex) peaked in 2013 and has decreased significantly since 


then. Less oil will be produced in the coming years. 


 


Compare that to over $4 trillion that has been invested in renewable energy and 


infrastructure so far according to Blackrock.3 


 


Meanwhile, OPEC continues to struggle to meet their production quotas as shown below: 


 


3 https://www.cnbc.com/2022/01/18/larry-fink-next-1000-billion-dollar-start-ups-will-be-in-climate-


tech.html?utm_content=Tech&utm_medium=Social&utm_source=Facebook&fbclid=IwAR31u4h3pwUXN7maU8


EFIIUwi0HOWf7UpNUTr9NTU-LqLHbShv5ver8zp7A#Echobox=1642522365 
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https://www.cnbc.com/2022/01/18/larry-fink-next-1000-billion-dollar-start-ups-will-be-in-climate-tech.html?utm_content=Tech&utm_medium=Social&utm_source=Facebook&fbclid=IwAR31u4h3pwUXN7maU8EFIIUwi0HOWf7UpNUTr9NTU-LqLHbShv5ver8zp7A#Echobox=1642522365

https://www.cnbc.com/2022/01/18/larry-fink-next-1000-billion-dollar-start-ups-will-be-in-climate-tech.html?utm_content=Tech&utm_medium=Social&utm_source=Facebook&fbclid=IwAR31u4h3pwUXN7maU8EFIIUwi0HOWf7UpNUTr9NTU-LqLHbShv5ver8zp7A#Echobox=1642522365
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“World liquids fuels consumption is expected to increase 4.4 million 


barrels per day (mb/d) by end of 2022: This large increase in demand is 


expected to be met by 1.4 mb/d production increase from the U.S. 


(unlikely because capital and financing have been pulled away) and 3.9 


mb/d from other non-OPEC (also very unlikely because capital and 


financing have been pulled away). Sufficient capital and financing 


probably will not move back into the sector until oil is about $100-$130. 


OPEC does not have enough surplus capacity to make up the 


difference.” 


– John Hook, Jan 2022, an analyst we follow 


 


[March 14 update] An additional 2 mb/day will most likely be taken offline from Russia. 


 


To capture this investment opportunity, we looked through several of the global E&P 


companies and came across a little company listed in Toronto called Africa Oil. 
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New investment in Africa Oil Corporation 


 


As is often the case with the investments in our portfolio, the idea came through a 


relationship. My former colleague at AAG Energy introduced me to Keith Hill, the CEO of Africa 


Oil (AOI.TO/ AOIFF) last January. They both began their career at Shell and my former 


colleague spoke very highly of Keith. This was more than enough to pique my interest. Keith 


is a 30-year veteran in oil and gas and a serial entrepreneur, with a few successful companies 


within the Lundin Group of companies. After a brief introduction to the company, and some 


initial research we met with Keith several times at the beginning of last year and started to 


build a position in the stock at around $CAD 1.10 or $0.85.  


 


Africa Oil 5-year share price: 


 
 


Africa Oil is a diversified E&P company with producing, development and exploration assets 


in the African continent. It fits our strategy of global frontier markets. We like it because it has 


great owner operators with Keith Hill and the Lundin Group and is small enough so we can 


spend significant time with the management team. It also covers a large geography with 


assets in Nigeria, Kenya, Namibia, South Africa, and Guyana.  


 


Investment Thesis 1: Margin of safety at $70 oil with producing asset in Nigeria alone. 


Thesis 2: Direct exposure to oil price, which we believe is going stay above $100 due to the 


global supply shortage. Africa Oil is unhedged after the first half of 2022 and has paid down all 


their debt.  


Thesis 3: Free optionality and potential upside in Kenyan development (by March 2022) and 


two huge exploration wells.  
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The map below shows an overview of Africa Oil’s assets, reserves, production, costs, etc. 


 
 


The main assets in Nigeria account for all the value in the stock right now. In fact, based on an 


average $73 oil price, at today’s stock price you are buying the whole company at a 25% 


discount to just the value of the producing Nigeria assets.  


 


We think there is low risk of losing any contracts because 90% of Nigeria’s foreign exchange 


depends on oil production. AOI’s interest in Nigeria (called “Prime”) is 450 thousand barrels 


per day (kbpd) or 23% of Nigerian total oil production. The Nigerian government would not 


risk jeopardizing this major source of tax revenue. Prime’s partners are Chevron, Famfa, 


Total, and SA Petro, which are world-class operators. Africa Oil’s 50% interest in Prime’s two 


producing assets is about 30 kbpd. Operating costs (Opex) per barrel are between $5 and $7.   


 


The development asset in Kenya, and exploration projects we can buy for “free” as there is no 


value being given to them in the stock right now. Even after Total announced a 1.5 billion 


barrel light oil discovery in the Venus well on Feb 24th, most of this value is not priced in the 


stock.4 


 


Below is a summary of the exploration projects. If successful, any of these could add 


significant value to the AOI’s stock price.  


 
4 https://africaoilcorp.com/news/africa-oil-announces-major-light-oil-discovery-off-122825/ 
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Valuation 


Africa Oil has their production hedged for the first half of 2022 (1H2022) at $73. This is a good 


price for the first half, and the hedges guarantee financing. We assume 2022 realized price of 


$78 Brent which values the Prime Asset in Nigeria at $2.18. Based on a 5x earnings per share 


(EPS).  
 


For the Kenya development “free option”, we have the proven but undeveloped reserves 


risked at 20% which gives a potential upside of $0.43 per share. 
 


The Venus exploration well “probable” reserves which is typical risked at 20% due to the 


recent discovery, for a potential value of $0.33 per share 


 
We get a value of $0.23 through Africa Oil’s ownership in Africa Energy and Eco Atlantic, which 


are both public companies. 


 
To summarize, Nigeria’s Prime assets alone are worth $2.18 which is a 25% upside from 


today’s price. With oil price staying above $100 in the second half of the year as we expect, we 


could have 100% upside from here. When further appraisal wells get drilled by Venus well or a 
joint venture development with the Kenya development finalizes by June, there is even more 


upside potential.  
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Near term catalysts: 


1. Oil price remain above $70 for the second half the 2022 


2. Positive results from Venus, expected in Feb 2022 (1.5 bil. discovered on Feb 24) 


3. Kenya Lokichar JV farm out to Indian or Chinese SOEs expected in March 2022 


4. M&A expected by June 2022 


5. Nigeria license extension by 3Q2022 


6. Further deleveraging in Prime. 


7. Dividend and and/or buyback expected 


 


Risks: 


1. Oil price below $70 in 2H2022  


2. Kenyan elections in March without positive JV deal, would delay for 1-2 years 


3. Issue with Nigerian license  
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New investment in Hydrogen through Hyzon Motors (HYZN):  


 


As oil price surpasses $100, the unit economics for electric vehicles (EVs) are becoming more 


competitive. While battery powered EVs have won the passenger vehicle market with 10 


million units sold, hydrogen fuel cell EVs (FEV) are a better replacement for traditional diesel 


in the commercial vehicle market.  We believe there is huge opportunity for investment in the 


hydrogen space, specifically with hydrogen fuel cell electric trucks and buses.  


 


Here are the key reasons we arrived at this conclusion: 


- The key driver for commercial trucks is the cost per mile unit economics which are 


better for hydrogen EV than battery EV 


- 10,000-pound battery for EV cuts into the load as shown in the graphic below 


 
- The charging time for battery EV creates additional down time for the truck 


- 1 kg of hydrogen can store 236 times more energy than 1 kg of Li-Ion batteries. 


- Advancements in solar power allow for “green” hydrogen production which is carbon 


negative. An example is the NEOM project in Saudi Arabia 


- Existing pipelines for industrial gasses can be used to transport hydrogen  


- Emissions of renewable hydrogen and battery EVs are similar as shown in this chart: 
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- The Public transport sector is an early adopter of hydrogen FEV with a back to base 


model in markets like Japan and California. Japan already has 150 hydrogen fueling 


stations to support a fleet of 40,000 FEVs.  


- Waste to hydrogen plants which use methane from farmland, dairies, and industrial 


waste allow for extremely cheap production of hydrogen which is carbon negative. 


- The current global supply of commercial vehicles is 22 million per year, of which 99% 


are diesel trucks. As seen in the graphic below, the unit economics for hydrogen are 


already better than diesel in key geographies, due to higher diesel costs in markets 


like California and Europe. 
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HYZON Motors (HYZN) 


  


We were introduced to the Hyzon management team through another close friend who is the 


Managing Partner at Ascent, a hydrogen focused PE fund, and one of Hyzon’s biggest and 


earliest investors. We trust their thesis, but also spent a lot of time with the management 


team ourselves. Hyzon went public through a SPAC last year and raised $500 million in cash, 


still sitting in the bank. They sold over 80 trucks in 2021 and plan to sell 600 this year. We 


started purchasing shares at around $9, and today with the price of around $5 HYZN is trading 


at 2x cash, and over 60% below our bear case assumptions.  
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Hyzon share price chart. 


 


 
 


Company intro 


Hyzon is a hydrogen technology company and was established as a new business of Horizon 


Fuel Cell, a Chinese company. Horizon, the parent company, already has 17 years of hydrogen 


technology development and commercial sales in Asia. 


Hyzon Motors paid a one-time Intellectual Property (IP) fee to Horizon and now owns the fuel 


cell IP and exclusivity for all mobility. Hyzon then bought an abandoned General Motors 


hydrogen testing lab in Rochester, NY, for pennies on the dollar giving them a big head start 


on their own state of the art facility. 


Hyzon today is the global supplier of zero-emissions hydrogen fuel cell powered commercial 


vehicles, including heavy duty trucks, buses, and coaches. As compared to Nikola, Lordstrom 


and other FEV startups which still don’t have a product, Hyzon already has vehicles in 


commercial use. 
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Paurav driving a Hyzon FEV in July 2021 


As shown in the graphic below, Hyzon pursues an asset-light model which means they only 


manufacture and produce the fuel cell and other key components, while they source 


everything else from the chassis to the motors and wheels from 3rd party OEMs. While they 


invest in building two hydrogen fuel cell factories in Chicago and Rochester, they can already 


source the fuel cell from Horizon, and the chassis from major truck manufacturers. Hyzon 


assembles the vehicles at their facilities in NY, Australia, Netherlands, and China.  
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Investment Thesis 1: Great exposure to Hydrogen, which fits our long-term view for energy. 


 


Thesis 2: Back to base go-to-market strategy. Hyzon sells trucks directly to the end users with 


access to hydrogen supply at the base. The trucks or busses return to base at the end of the 


day to refuel. This model allows for sourcing of cheap off-grid hydrogen. Examples are a city 


bus or garbage truck fleets. 


 


Thesis 3: Proven technology with a 20-year track record. The Horizon fuel cell is already 


proven and commercialized. Hyzon has redesigned it to be the highest power density fuel cell 


for trucks in the world. Hyzon owns the IP for Heavy and Medium truck class with a range of 


up to 380mi per fill, powered by electric motors up to 500KW and 670 horsepower.   


 


Sales strategy 


Hyzon’s sales strategy gives them a first mover advantage over competitors with their global 


presence, asset light model, and back-to-base focus. They sell directly to large companies like 


Bao Steel (the largest steel company in the world) and directly to municipalities (cities and 


airports).  


The asset-light model allows Hyzon to focus on building the best fuel cell and partnering with 


local OEMs for other truck parts. The assembly of the trucks happen at their local end markets 


with production in place to meet the demand in current end markets like China, Australia and 


Europe.  


At the Rochester facility, they plan on assembling the core fuel cell stack, along with testing, 


with a capacity of 10,000 fuel cells a year, starting with over 600 in 2022. Based on our visit to 


the facility, and our conversations with the management team, we think this sales projection 


is achievable. 
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We believe there is further upside for Hyzon to increase their TAM (target addressable market) 


by entering ship and aviation markets in the future. This is highlighted by the evaluation 


order for Hyzon’s fuel cell stack from ZeroAvia, a company working towards developing an 


aircraft powered by green hydrogen with Hyzon fuel cells. See ZeroAvia.  


 


"Hydrogen provides three times higher specific energy content compared to jet fuel and is 


over 100 times higher than the best batteries today, making it the only viable option for large 


scale zero emission aircraft," says Val Miftakhov, founder and CEO of ZeroAvia. "We are 


always interested in exploring new technologies for our powertrains, and we look forward to 


seeing how Hyzon fuel cell stacks perform in the demanding aviation applications." 


 


Valuation 


 


We think that with a current price of around $5.00, even if Hyzon executes at half the speed, 


we still see the share price double to 10.53. Our cost basis is around $8.50 in the stock, and we 


hope to buy more if it goes below $3.00.  


 
Our model is based on Hyzon management projections of 9,860 vehicle deliveries and 31% 


EBITDA margins by 2025. 


 


Our Base case uses 8,000 vehicles and a 28% EBITDA, 10x EV/EBITDA multiple and a 15% 
discount rate. We provided our sensitivity tables below.  


 


 



mailto:info@ellisvilleharbourpartners.com

https://www.zeroavia.com/





Ellisville Harbour Partners LCC info@ellisvilleharbourpartners.com +1508 503 6974 


 


22 
 


 
 


Catalysts: 


1. Completion of hydrogen fuel cell stack factories in Chicago and Rochester 


2. Consistent monthly sales and deliveries of trucks meeting company guidance 


3. More local governments supporting hydrogen fuel adoption 


4. Large scale hydrogen supply like APD ACWA NEOM green hydrogen plant in Saudi 


Arabia 


 


Risks 


1. Failure to execute significant sales of vehicles 


2. Higher than expected costs 


3. Supply chain constraints 


4. Slower than expected adoption of hydrogen 


5. Availability of hydrogen fuel and fueling infrastructure 


 


  


Sensitivity Tables 


$20.19 6000 7000 8000 9000 10000


24% 10.53$        12.29$        14.04$        15.80$        17.55$        


26% 11.41$        13.31$        15.21$        17.11$        19.01$        


28% 12.29$        14.33$        16.38$        18.43$        20.48$        


30% 13.16$        15.36$        17.55$        19.75$        21.94$        


32% 14.04$        16.38$        18.72$        21.06$        23.40$        


$20.19 8x 9x 10x 11x 12x


24% 13.84$        15.58$        17.31$        19.04$        20.77$        


26% 15.00$        16.87$        18.75$        20.62$        22.50$        


28% 16.15$        18.17$        20.19$        22.21$        24.23$        


30% 17.31$        19.47$        21.63$        23.80$        25.96$        


32% 18.46$        20.77$        23.07$        25.38$        27.69$        


Number of vehicles 2025
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Conclusion 


 


There are a lot of opportunities in the energy industry, both traditional oil and gas and in 


hydrogen. We have the background and the industry knowledge that has given us a small 


edge on two interesting companies that are now in the Ellisville portfolio. We are monitoring 


the energy situation globally, and trust that the managers of these companies are investing 


for the long term.  


 


While stock market volatility remains high, we will make tactical changes when appropriate, 


such as doubling and tripling down on our platform and technology companies that are 


oversold.  


 


Meanwhile, our focus is on building a long-term scalable investment business, so we will 


continue to refine our research process, and hunt for great companies to invest in. 


 


Thank you all for your investment and support. Feel free to reach out any time if you have any 


questions. 


 


We are grateful that you’ve entrusted us with your investment dollars and support our new 


venture. 


 


Sincerely, 


 


George W. Massey 


Managing Member 


george@ellisvilleharbourpartners.com 
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Legal Disclosures 


 


Ellisville Harbour Partners LLC (“Ellisville” or the “Advisor”) is a registered investment advisor 


located in the Commonwealth of Massachusetts. This commentary is provided for 


informational and educational purposes only. It is not intended to constitute an offer to buy 


or sell any investment or to take any action with respect to one’s investment accounts. 


Ellisville will only provide investment management services to investors after entering into an 


investment management agreement and obtaining all required details regarding an 


investor’s financial situation, time horizon, tolerance for investment risk, other investments 


and related information.  


 


Due to the specialized nature of the Advisor’s investment management services, the fees 


charged by Ellisville may be higher than the fees and expenses charged by other investment 


advisors and may offset profits.  All investments are subject to various potential risks of loss. 


Please review the risks detailed in the Advisor’s Form ADV 2A – Disclosure Brochure for 


additional details.  


 


There are no guarantees that can be given that the investment objective will be achieved or 


that an investor will receive any particular level of return. Investment results may vary 


substantially over any given time period and in various market conditions. Reference and 


comparisons are made to the performance of other indices (together the “Comparative 


Indexes”) for informational purposes only.  


 


The Advisor’s investment strategy does not mirror any of the Comparative Indexes and the 


volatility of Ellisville’s investment strategy may be materially different than that of the 


Comparative Indexes. The securities or other instruments included in the Comparative 


Indexes are not necessarily included in the Advisor’s investment strategy and criteria for 


inclusion in the Comparative Indexes are different from those for investment.  


 


The performance of the Comparative Indexes was obtained from published sources believed 


to be reliable, but which are not warranted as to accuracy or completeness. Unless noted 


otherwise, the returns of the Comparative Indexes presented do not reflect fees or 


transaction costs, but those returns do reflect net dividends, if any. The performance in this 


report is gross of fees. Had investment management fees and performance-based fees been 


applied, the returns presented herein would be lower. Information provided herein is at a 


point in time and subject to change without prior notice. 
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