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August 23, 2023

Portfolio Recon Report: JOY, TDW, and AFM
A biweekly discussion on what’s happening with our portfolio companies …

In this week’s update, we discuss the latest earnings reports from:

➢ Journey Energy (JOY)
➢ Alphamin Resources (AFM)
➢ Tidewater (TDW)

Let’s get after it.

Journey Energy (JOY)
Journey Energy (JOY) is our low-decline, bet-on-the-jockey Canadian oil producer. The
company reported earnings on August 8. You can read the earnings report here, along
with our most recent Equity Note.

The company generated CAD 29M in Adjusted Funds Flows (AFF) during the 6M 2023
compared to CAD 54M in the prior year. JOY generated CAD 11.3M in AFF during Q2
versus CAD 33.3M for the previous period.

Besides the commodity price headwind (5%+), operating expenses increased by 15%
due to energy cost inflation. JOY also spent ~CAD 12M on its Mazeppa power plant
assets, the benefits of which won’t appear in this quarter’s report.

There were positives during the quarter. JOY reduced its net debt by 24% from
December 2022 by paying down its term loan and vendor take-back agreement. The
company also maintained steady sales volumes, with production declining only 4%
QoQ.

https://www.journeyenergy.ca/wp-content/uploads/Reports/Financial_Reports/JourneyMDAQ22023.pdf
https://operators.macro-ops.com/wp-content/uploads/2023/03/Market-Note_-The-Reluctant-Throes-of-Death%E2%80%A6-.pdf


JOY has massive leverage to higher oil prices. The higher the oil price, the more
production CEO Alex Verge “turns on.” Oil has traded over $80/bbl since quarter-end,
which should boost JOY’s Q3 earnings and cash flows.

But we can’t discuss JOY without mentioning its power generation assets. My friend,
Josh Young of Bison Interests, wrote a great piece dissecting JOY’s power gen value
proposition (read it here).

The short version is that Razor Energy sold a similar power generation business to
AIMICo for $5.4M per MW generated.

Let’s do some quick math on JOY’s power generation production potential:

➢ Countess: 4.0 MW
➢ Gilby: 15.5 MW
➢ Mazeppa: 16.5 MW
➢ Total: 36 MW
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https://bisoninterests.com/content/f/100mm-power-generation-transaction-implies-upside-for-journey


That’s $194M in asset value, assuming JOY gets $5.4M per MW like Razor Energy.
The company has a $252M market cap (CAD 337M).

Here’s another way to think about it. We’re paying ~1.3x asset value for the power
generation business and getting JOY’s low-decline, cash-flowing production business
for free.

Josh is more bullish on JOY’s power generation assets than I am. I’m uncomfortable
predicting how many MW the company will generate three years from now. But Josh
thinks JOY can reach 81 MW by 2025.

That would give JOY’s power gen assets a $440M valuation or nearly twice the current
market cap.

What’s the market missing to provide us this opportunity? I think it’s two things.

One, investors are scared of JOY’s optically high debt load. They see a leveraged
balance sheet on a small-cap oil and gas producer during a sideways-to-down oil price
environment.

The company hasn’t yet monetized its power gen business but has incurred elevated
Alberta electricity/power costs. This reduces operating profits and distorts the
company’s potential earnings power over the next 12-18 months.

The other reason power generation is so important is because it changes how
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investors view/value the company. Power generation is a utility business. Utilities have
predictable cash flow streams, unlike oil and gas production.

And investors love predictability. That means they’ll have no problem assigning an
8-12x multiple on JOY’s power generation cash flows. The greater the percentage of
revenue and power generation profits, the higher the company's multiple.

Fast forward two years, and there’s a real chance investors value JOY more like a utility
than a cyclical small-cap E&P.

Let’s look at the technicals.

The stock has gone nowhere over the past 18 months as it digests the move from $1
to $7/share.

Respecting risk is the most critical factor at MO. We’ll exit our position if the stock
breaks below this triangle.

That said, I’d add on a bullish reversal at the bottom of the range.

I love this setup. It’s a 4%+ notional position in the fund that I want to get up to 7-10%
on confirming bullish price action.

The downside is roughly its current market cap thanks to the company’s power
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generation business. You then get the low-decline production assets with tremendous
torque on commodity prices for free in a rising oil price environment.

Alphamin Resources (AFM)
AFM is the world’s leading pure-play tin miner, producing 4% of global supply. The
company has the world's lowest-cost and highest-grade tin mines. You can read our
prior research on AFM here.

The company reported Q2 2023 earnings last week (click here for the full report).

Here are the highlights:

➢ 3,151 tons of production
➢ $35.4M in EBITDA
➢ Average tin price of $25,587
➢ Mpama South is progressing well and will increase production by 60%

AFM isn’t immune to the recessionary fears from China, Europe, etc. And the stock
sold off after earnings as tin prices declined.

The good news is that AFM has one of the lowest-cost operations globally. Let’s
assume tin trades around $25k/ton for the next two years (its historical average) and
$14K/ton in AISCs.

In that scenario, AFM would generate $11k/ton in EBITDA. The company currently
produces ~12.6K tons annually. However, Mpama South will come online later this
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https://operators.macro-ops.com/wp-content/uploads/2021/10/Market-Note_-The-Tin-Age...-1.pdf
https://www.alphaminresources.com/wp-content/uploads/2023/08/MDA0623.pdf


year. That increases production by 60%, giving us 20.1k tons annually.

So by 2024-2025, AFM could generate $220M in EBITDA at $25K/ton tin prices.

And with Mpama South completed, the company can shift 25% of its capital allocation
from growth capex to dividends/buybacks (see below from their June 2023 roadshow).

The Inflation Reduction Act (or IRA) only accelerates demand for tin from various
end-uses like solar, electric vehicles, and IoT devices.

Our thesis remains intact, and we want to add on technical strength.

Tidewater (TDW)
TDW is our offshore support vessel company. You can read more about TDW here and
our latest Long Pull Report on the Offshore Energy industry.

The company reported earnings last week. The earnings report itself is bland. But there
are gems in TDW’s conference call.
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https://www.alphaminresources.com/wp-content/uploads/2023/06/ALPHAMIN_BMO_19June2023.pdf
https://operators.macro-ops.com/wp-content/uploads/2023/01/Portfolio-Intelligence-Report_-01.21.2023.pdf
https://operators.macro-ops.com/wp-content/uploads/2023/08/THE-LONG-PULL_-Offshore-Energy-TDW-Notes.pdf
https://s25.q4cdn.com/923634175/files/doc_downloads/2023/08/Tidewater-Inc-Q2-2023-Earnings-Call-Aug-08-2023.pdf


CEO Quintin Kneen explained the strength in day rates during the quarter (emphasis
added):

“The most important indicator of strength in our business, average day rate,
continued its upward momentum during the second quarter, with the average day
rate up $1,400 per day sequentially, nearly a 10% movement.

The average day rate is now up approximately $5,500 per day since the
recovery began around the end of 2021. Every region and every vessel class
experienced a modest to quite significant day rate increase during the second
quarter, except our 8,000 to 16,000 BHP-class anchor handlers, which were
essentially flat sequentially.”

More importantly, leading-edge day rates keep ticking higher.

“The average day rate for contracts associated with the subset of vessels was
right at $23,500 per day with an average duration of about 6.5 months.

This compares to a leading-edge day rate of approximately $21,000 per day with
an average duration of 7.5 months in the first quarter. An 11% increase in
leading-edge day rates is meaningful.

Further, the leading-edge composite average day rate of $23,500 is 46%
above the average day rate for the second quarter. And this growth potential
continues to be a driving factor for our confidence in the revenue and gross
margin guidance for the year and our optimistic outlook for 2024.”

Higher day rates directly correlate to higher profits. So as day rates approach newbuild
economics, TDW’s fleet NAV increase and generates substantially more FCF along the
way.

Quintin then explained that the OSV market is so tight that he’d rather have 100% of
his order book on short-term spot market contracts versus long-term contracts
(emphasis added):

“No incremental supply of any magnitude is coming in from anywhere, and
activity levels continue to increase. So generally, I'm still going short.

Now we've been going short for so long that we're actually depleting a lot of our
coverage. We may add some longer-term contracts to balance out the book.

So -- because there's always a meaningful piece of long-term contracts. If you
can get the right terms, get the right price escalations. But if I had my [way], I'd
just jam it on the spot market.”
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Bob Robotti, an “Old Economy” value investing legend, bought another $7M worth of
TDW stock after earnings.

Bob was among the first to spot the OSV/TDW opportunity, and he’s averaged up the
whole way.

TDW is a significant position for us at ~9% notional. We’re up a cumulative 5R on our
combined position and have moved stops below 08/08 lows on half the position to
protect profits.

We maintain our $100-$150/share price target indicating an additional 100% upside
from the current share price (~$61).
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