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Year Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec YTD 

2019   0.1% 0.3% 4.3% -4.2% 0.1% -0.1% 0.9% -4.1% 7.5% 6.0% 10.5% 

2020 -6.2% -2.0% 2.5% 12.4% 3.6% -6.6% 19.6% 12.1% -3.0% -7.1% 2.8% 14.5% 46.0% 

2021 1.1% 3.5% -0.5% 6.3% 18.0%        30.5% 

 

• The Cypress Fund gained 6.3% in April, 18.0% in May for year-to-date returns of 30.5%. May 

figures are preliminary and will be finalized later this month.  

• Our biggest contributor in May is Filo Mining (9.0%). We discuss why copper and companies 

like Filo is our preferred way to invest in clean energy transition. 

• We touch on Okeanis Eco Tankers again, an owner of crude oil tankers. It has potential for 

additional upside of 40-80%, after having already produced ~70% gains since investing. 

• Finally, we briefly talk about crypto and highlight why we think Tether is a time bomb. 

 

Dear fellow investor, 

 

The Cypress Fund returned 6.3% in April, and an estimated 18.0%1 in May. Year-to-date, the fund 

generated net returns of 30.5%. Since our last letter, our investments have done well across the board, 

with gains in uranium, shipping, and even hedges. The standout was Filo Mining, a copper mining 

company that nearly trebled after release of excellent assay results.  

 

In the first two sections of this letter, we discuss our investments in Filo Mining and Okeanis Eco 

Tankers. We hope this will give you greater insight into our thought process and methodology. These 

names have performed well and we continue to hold them because there is still more upside; we hope 

to report back favourably in the coming months. We end with a short section on Tether – those of you 

interested in cryptocurrencies and this ticking time bomb may want to start there.  

 

Filo Mining: Investing in Clean Energy Transition 

 

 
 

Filo Mining (TSX: FIL) is the 100% owner of the Filo Del Sol copper/gold project at the border of 

Argentina and Chile. In early May, the company released exceptional assay results from recent drill holes 

(an indication of the size and quality of their deposit), leading to a 180% rise in the share price in a 
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matter of weeks. The Cypress fund had already established a position in Filo earlier this year; this surge 

thus added ~9% to the fund’s return in May. Given its outsized contribution to performance, we wanted 

to share our reasons for owning Filo and why we think copper mining companies are one of the better 

ways to invest in the world’s transition to clean energy. This case study also illustrates how 100-300% 

returns can be realized, which we shared in our last letter showing the sectors we are invested in. We 

have included an updated version of this table at the end of this document.   

 

Copper’s Role in Energy Transition 

The price of copper doubled from 2020 lows of under USD 5,000/mt to over USD 10,000/mt today. This 

is in part due to the perception that copper will play a key role in transitioning the world to clean energy 

from fossil fuels. Generating electricity from renewables is much more copper intensive than using coal 

or natural gas. For example, an offshore wind farm requires 6-10x the amount of copper to produce the 

same amount of energy as a conventional power plant while onshore wind farms and solar farms 

require 3-7x (see this report from Goehring and Rosencwajg for more details). 

 

You may have seen charts like the one below showing a looming deficit in copper which will be further 

exacerbated by energy transition, with the inexorable conclusion being higher copper prices. What you 

may not be aware of is that these supply-demand figures, as well as the Goehring report above, date 

from years back (see appendix for versions of this chart dating from 2010). If investors had bought 

copper based just on this narrative, they would have enjoyed little success. Copper prices fell over 50% 

in the early 2010s and thereafter stayed rangebound; it was only last year that prices started going up 

strongly. While we agree with the thesis that energy transition will drive higher copper prices in the long 

run, we do not know if the recent price rise is a head-fake or one that will persist and perhaps even 

make new highs. 

 

 
 

The fact is that we do not know with certainty what will happen to copper prices and there is every 

chance that they will sag again. Given this, we ask ourselves: how can we get exposure to higher, long-

term copper prices, while limiting our downside should prices fall? Enter Filo Mining.  

 

http://gorozen.com/research/commentaries/2Q2016_renewables
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When Filo first got on our radar, it was trading at a market cap of just over CAD 250m, or around 10% of 

the estimated net present value (NPV) of its resource (CAD 2.3b). Exploration companies never trade at 

NPV given the multitude of risks associated with getting to production, but a typical range would be 15-

60% of NPV depending on the project. Filo’s NPV came from a pre-feasibility study done in 2019 at 

substantially lower copper and gold prices. If it were updated to spot prices, this NPV would exceed CAD 

3.6b, meaning the discount is even larger and upside greater. In addition, this study was based only on 

Filo’s copper oxide resource delineated in 2019. Since then, new drill holes hint strongly at the 

possibility of a larger, deeper copper sulphide resource potentially worth billions, but not at all priced 

into the stock. The graphic below shows the copper oxide resource in grey, and the potential sulphide 

resource demarcated in red. In other words, an investor gets to own the grey asset at less than 10% of 

NPV and all of the red for free.   

 

 
 

Upside is sizeable, but what about downside? After all, we could also get exposure to copper through 

large miners like Freeport McMoran (NYSE: FCX), why take the risk with Filo? This is because majors like 

Freeport are basically levered copper proxies. Freeport has a beta of ~2 to copper; roughly speaking, this 

means its stock moves twice as much in percentage terms for a given move in copper price. On the 

other hand, Filo has a beta less than 0.2 to copper. Its share price is much more sensitive to 

fundamentals, as the recent assay results show, than changes in the short-term price of copper. 

 

Investors with stronger views on copper prices in the near term arguably should express their views 

through copper futures or producers like Freeport. While we believe that copper supply-demand 

dynamics point toward higher prices, it is a longer-term bet. Thus, we prefer to express ourselves via 

deeply-discounted, asset-backed companies like Filo Mining that offer exposure to long-term copper 

prices and which offer cheap optionality to new discoveries and potential takeouts. Obviously at CAD 9 

per share, the upside is less than when we initiated our stake. Nevertheless, we can easily see another 

100% upside from current levels; we will discuss this in a future letter.  
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Okeanis Eco Tankers: 70% Returns Since Inception; Potential for Additional 40-80% Gains 

 

Last year, we shared why we invested in Okeanis Eco Tankers (OSE: OET). At that time, OET’s share price 

meant we were effectively buying USD 90m ships for USD 70m, which we saw as a great opportunity 

given that ship charter rates were high and rising. Today, new-builds cost over USD 100m despite the 

fact that rates are at rock bottom levels (see chart below). While OET’s share price has risen a fair bit 

since our investment, we still like the company because it will continue to pay high dividends while 

giving investors optionality to potential spikes in charter rates.  

 

 
 

In our April 2020 investor letter, we wrote: 

 

We have a position in Okeanis Eco Tankers (OSE: OET), an Oslo-listed firm that operates in the 

crude tanker space. The company has a fleet of 17 tankers, including 8 VLCCs, 6 Suezmaxes and 3 

Aframaxes. The company has a market cap of USD 220 million, a 40% discount to NAV of USD 

$380 million. In 2020, the company is expected to generate USD 100 million in free cashflow 

(FCF), a yield of over 40%. From current prices, we estimate the potential returns (for a range of 

charter rate assumptions) to range from -50% to + 460%. 

 

 
 

We acquired our OET position at an average entry price around NOK 65/share; today OET trades at NOK 

95. In addition, we have received over NOK 8 in dividends from the company in the last three quarters. 

https://e9ab8f62-f904-4437-aa39-c609b40b9307.filesusr.com/ugd/203a8c_f94da043fdac4652887cde2861bb4340.pdf
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With an effective cost basis of under NOK 60/share, this investment has generated a return of ~70%. 

This return on investment approaches our base case projection (table above, circled in blue) of 100% 

upside. While OET no longer trades at a steep discount to intrinsic value, we believe there is potential 

for another 40-80% upside from here. We will start reducing our position should the stock exceed NOK 

130, our estimate of fair value.  

 

As previously shared, we liked OET for these reasons [SITUATION TODAY]: 

 

• Stock was trading at a substantial discount (40-50%) to NAV [Discount Closed] 

• Potential to pay high dividends due to long-term charters fixed at high rates [Yes]  

• Demand for floating storage to lead to a prolonged period of high charter rates [No] 

• Management intention to sell ships and buy back shares to close NAV discount [Done] 

• Extremely positive supply/demand fundamentals (very old fleet; low order book) [Ongoing] 

 

Our expectation that charter rates stay high was quickly overturned. Rates declined rapidly after the 

initial spike in Mar/Apr and by January this year were trading under USD 10k/day for VLCCs (which 

typically have operating and financing costs of ~USD 20k/day). Despite the extremely weak spot market 

for tankers this year, OET stock is up over 60% year-to-date. We believe this is driven by i) higher new-

build prices for tankers and ii) OET selling ships to close the NAV gap.  

 

I) Higher Tanker New Build Prices 

Compared to last year, new build prices are up over 10%. A new VLCC ordered from a Korean/Japanese 

yard was quoted at USD 90m last year; today prices are just over USD 100m, if you can even get a 

shipbuilding berth. This pulls up prices of second-hand vessels and we estimate that this will contribute 

5-8% upward adjustments in the value of OET’s fleet. And if VLCCs are being ordered for USD 100m 

when charter rates are so low, how much higher could prices be when rates recover, as we expect them 

to later this year as OPEC normalizes crude production? 

 

II) Selling Ships to Close NAV Gap 

We highlighted in our July 2020 investor letter that OET management intends to sell vessels and buy 

back shares (“Discount Control Mechanism”) in the event that shares keep trading too cheap to intrinsic 

value. Last month, news broke that the company has sold three Aframaxes for a total of USD 120m and 

net proceeds of USD 45m. Shares immediately rallied after this news came out. The knowledge that 

management can, and will, sell vessels at the right price and return capital to shareholders, will likely set 

a floor to OET’s stock price.  

 

In summary, even though OET’s share price is quite a bit higher than when we acquired them, we still 

like the investment because of the high dividends, shrewd management decisions and optionality to 

higher charter rates. For what it is worth, in a strong tanker bull market, our models produce a price for 

OET greater than NOK 250, or over 160% upside from here, not including dividends. 

 

 

 

 

https://e9ab8f62-f904-4437-aa39-c609b40b9307.filesusr.com/ugd/203a8c_b9d6ec0a5f604a09a66bf68f97950d76.pdf
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Tether: Would You Keep Your Money in An Unregulated Bank with a History of Bad Behaviour? 

 

Cryptocurrencies fell substantially in April and May – Bitcoin dropped more than 50% from its April highs 

of USD 64k and the entire ecosystem’s market cap contracted by over USD 1 trillion. Whether we like it 

or not, crypto is now an asset class in and of itself, and it behooves us as investors to pay attention.  

 

We want to highlight Tether (USDT) because it poses systemic risk to the entire crypto ecosystem. 

Today, it is the largest stablecoin in the ecosystem and is reportedly used in 40-80% of all transactions 

on crypto exchanges. At best, Tether is operating as an unregulated bank with negligible equity, 

substantial regulatory risk and potential for a “bank run”. At worst, it is a scam waiting to unravel. 

Regardless, it is a bomb waiting to go off.  

 

What is Tether? What we know 

Digital money 1:1 backed 
by USD reserves 

Tether once claimed that it is fully-backed by USD. This is no 
longer the case. See NYAG settlement. 

Digital money issued by an 
unregulated bank 

The most likely scenario. 97% of Tether’s balance sheet 
comprises loans, bonds, equity investments and other non-
cash items. See breakdown provided by Tether. 

Digital money issued by a 
remittance agent 

It is being used by Chinese and Indians, amongst others, to 
skirt capital controls and move money overseas. 

A scam Tether could be issuing USDT at will. Hard to ascertain ex 
ante.  

 

Tether is the company which issues the stablecoin USDT, a class of cryptocurrencies pegged to 

traditional currencies, hence “stable”. According to the company, Tether creates new USDTs in exchange 

for deposits of actual USD, making it a fully-reserved, privately-issued digital USD (they also have EUR 

and CNY versions). USDT can then be easily traded for other cryptocurrencies; using actual USD to buy 

crpyto is still not convenient today. With the growth of the space, Tether issuance shot up exponentially 

from under USD 1m in 2016 to over USD 60b today. If Tether continues to grow at its current growth 

rate of ~0.6% a day, there will be over USD 240b of issued USDTs by the end of the year.     

 

 

https://tether.to/
https://ag.ny.gov/press-release/2021/attorney-general-james-ends-virtual-currency-trading-platform-bitfinexs-illegal
https://tether.to/wp-content/uploads/2021/05/tether-march-31-2021-reserves-breakdown.pdf


    
 

Page | 7  
 

We do not profess to know exactly how Tether operates nor what will transpire in future. What we do 

know is that its scale is massive and growing, it is counterparty to a majority of transaction volume, and 

instead of being fully reserved in US dollars, Tether today admits it holds loans, bonds and other 

securities instead. Tether is akin to a bank and USDT liken to deposits in the bank than to a USD-backed 

private currency. In addition, the following is also known about Tether (and Bitfinex, Tether’s owner): 

 

• After investigations by the New York Attorney General’s office (NYAG), the NYAG declares that 

“Bitfinex and Tether recklessly and unlawfully covered-up massive financial losses to keep their 

scheme going and protect their bottom lines. Tether’s claims that its virtual currency was fully 

backed by U.S. dollars at all times was a lie.” 

• Having USD 880m of funds frozen as a result of money laundering investigations into their 

payment provider Crypto Capital, forcing them to come to market to raise new equity. 

• Zhao Dong, one of Bitfinex’s shareholders, pled guilty in China to laundering USD 480m for 

casinos. Zhao awaits sentencing.  

 

There is a long record of questionable behaviour associated with Tether and its team and it would not 

be possible to list them all. I would encourage those interested to look at this piece on Tether written by 

Patrick McKenzie. The fact that Tether has held its peg despite all these revelations is perhaps testimony 

to its resilience. That said, would you hold your money at an unregulated bank with a history of 

prevarications and associations with shady characters? And what happens to the crypto space should 

there be a run on Tether “Bank”? 

 

Conclusion 

 

Our portfolio performed admirably in the first five months of 2021, helped by buoyant equity markets as 

well as gains in many of our investment themes. After strong gains in April and May, we would not be 

surprised if some of the names we own take a breather or even give back some gains in the coming 

months. This would be natural and arguably healthy; a normal market does not go straight up. That said, 

as long as the reasons that we invested in a company remain valid, we will maintain core positions while 

managing volatility with hedges. At the end of this letter, we share again a table showing the themes we 

are invested in. We will include this in future letters and use it to flag changes in our views; we hope this 

is useful. Thank you for your support and look forward to connecting again soon. 

 

 

 

Sincerely, 

 

 
 

Yongchuan Pan 

5 June 2021 

https://www.kalzumeus.com/2019/10/28/tether-and-bitfinex/


 

1Based on preliminary estimates. Figures will be finalized later in the month. 

 

 

Theme Thesis Upside Risks 

Nuclear/Uranium  Growing acceptance of nuclear as source of carbon-free 
energy 
 Growing demand and falling supply for uranium  
 Priced below marginal cost of production 

300-500%  Larger amounts of secondary 
inventory than expected 
 Another Fukushima 

Shipping  Extremely favourable supply dynamics for tankers and LPG 
vessels (old fleet, few new build orders) 
 Stocks trade at deep discounts to already-depressed NAVs 
with large dividends (>10%) 

100-200%  OPEC+ production cuts 
 Recession 

Basic Materials  Adriatic Metals trading at substantial discount to NPV 
 Heavy insider ownership with likely takeout by current 
shareholder 
 Leverage to silver price without paying for it  

200%  Country risk 
 Construction risk 
 Lassonde curve 

Computing Power  Surging chip and tin consumption due to increasing 
demand for compute – automobiles, IoT, defence  
 Demand not priced in at all at current multiples; huge 
exploration upside for free 

100-300%  Recession 
 Idiosyncratic company risks 

Precious Metals  Protection against inflation and fiat debasement 
 Under-owned by official sector/central banks 
 Potential alternative to bonds – producers trade at high 
and growing free cashflow yields 

100-300%  Strong economy with low inflation 
 Regulatory risk 
 Challenge from crypto 

Clean Energy Transition  Climate change is driving energy transition; this shift to 
cleaner energy will rely heavily on electrification 
 Own highest quality copper producers levered to higher 
prices with exploration upside 

200-300% 
100% 

 Recession 
 Idiosyncratic company risks 

Oil & Gas  Energy transition will take longer than expected; fossil fuel 
use will remain for decades to come 
 Own producers and mineral rights owners pricing in much 
lower crude oil and natural gas prices than in the market 

100-300%  Recession 
 Regulatory risk 

Farmland  Growing demand for food and improving productivity 
driving higher yield for farmland and hence valuations 
 Overlooked asset class, 20-30% discounts to fair value, 
dividend-paying  

50%  Recession 
 Poor harvests / climate anomalies 

Financing  Own equity in structured financing vehicles 
 Substantial upside with very limited risk 
 

50-100%  Opaque and hard to analyze 
 Narrative too complicated for most 
investors  
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Analysts Have Been Forecasting a Copper Deficit Since 2010 
 

 

 

 


