
July 14, 2017 

Dear Clients, Partners, and Friends, 

The results for South Ocean Management’s Delaware LP, Hong Kong Partners’ L.P., 
before incentive fees, were as follows: 

Jun 2017 Year-to-date 

-1.5%  3.5% 
0.4%  17.1% 
0.3%  6.2% 

Hong Kong Partners LP  *    
Hang Seng Index **
Hang Seng Small Cap Index 
MSCI HK Small Cap Index -1.4%  7.6% 

Partners’ NAV $3.0905 after management fee and provisions, but before annual incentive fees of 15% on appreciation. 

Our portfolios of small/mid capitalized holdings of Hong Kong-listed companies with 
operations benefiting from earnings generated in China were subdued last quarter.  Our 
renewable energy /environmental holdings witnessed sharp profit taking and relative 
underperformance to the Hang Seng Index; 

China has become the world’s dominant player in alternative energy generation, producing 
>60% of the solar panels and half the wind turbines.  We own a leading, low-cost
manufacturer of solar glass & solar farm operator (*Xinyi Solar, code 968hk, 5% holding)
and the world’s leading wind turbine manufacturer, (Goldwin, code 2208hk, 4% holding)
in the alternative energy arena.  Other holdings in this group include China’s largest wind
farm operator, Huaneng Renewables (code 958hk, 5% holding), coal-to-natural gas
converter, China Gas (code 384hk, 5%), leading smart meter manufacturer, Wasion Group
(code 3393hk, 5%) and leading water treatment company, Beijing Enterprise Water Group
(code 371hk, 7%), all together amounting to 30.3% of total portfolio value.



 
 

This year, it’s been the property stock sector in Hong Kong which has gained.  

 
 
Average price/square foot costs in Hong Kong have almost doubled in the last 6 years, to 
HK$19,930/sf (US$2,560/sf):  

 
http://www.scmp.com/business/money/markets-investing/article/2098174/actually-deutsche-bank-was-right-its-time-bail-hong 

 
New property developments offered today are downsized, tiny abodes (some even smaller 
than a parking space, which can cost upwards of US$600,000.  Because of the sky high 
property prices, ‘coffin homes’ are presently housing a quarter of a million of Hong 
Kong’s residents.) 
 
We own no property stocks in our portfolios (see last year’s comments regarding our views 
on owning property stocks here) and didn’t participate in the strong buying in that sector. 
 



 
 

As noted in last month’s letter, short sellers have frightened investors.  Short-seller stories 
abounded and heavily influenced short-term trading during the 2nd quarter (short sellers bet 
on the decline of a share price and then make public detailed reports on why they believe a 
company may be flawed).  As reported in Bloomberg:  

Short-selling activity has picked up in Hong Kong, drawing 
recent regulatory scrutiny. Bearish research firms tracked by 
Activist Insight have targeted at least 20 companies in the 
former British colony over the past 12 months, the most since at 
least 2012. 

 
In the very small cap sector, it was quite turbulent.  Hong Kong’s second board, The 
Growth Emerging Market (GEM board), collapsed at the end of the quarter on rumors the 
Stock Exchange was planning to delist stocks trading less than HK$0.50/share (later 
denied).  This rumor set off margin calls on many of the unproven, micro-cap shares listed 
there;   

 
 
We own no positions listed on the GEM board.  Sentiment in Hong Kong has been weak in 
many areas outside the large cap, Blue Chips and some select Internet and Consumer 
names. 
 
We own four ‘tech’ stocks representing ~22% of total market values:  
    % of total PE est PE 5y expected  
        CAGR 
TONGDA GROUP  11.32% 14.2 10.0 15.5% -leading smartphone 
casing manufacturer. 
TPV TECHNOLOGY   4.05%  7.3 5.3 5.0% -major LCD TV/monitor 
manufacturer, Phillips brand. 
VST HOLDINGS   3.25%  5.9 4.9 9.7% - largest electronics 
distributor in Asia, Western Digital hard drives, iPhones, cloud computing systems. 



 
 

ZTE     4.87%  17.9 15.9 12.1% -world’s 4th largest 
telecom equipment manufacturer. 
 
In Q2, ZTE gained 30% in price on expectations of future 5G cellular build-out.  The other 
three declined between 12-18% in price on profit taking.  
 
We added to our position in smartphone casing manufacturer Tongda Holdings during the 
period. Tongda garnered two new strong buy recommendations, from Goldman Sachs and 
Bank of America/Merrill Lynch (BoA/ML’s 45-page report available upon request).  
Tongda’s prospects are very encouraging. 
 
As a result of the turbulent market conditions described above, our holdings have become 
deeply undervalued.  And, Hong Kong’s bourse is also an undervalued market: 
 

 
 
 
 
In spite of short term market action, we continue to screen for undervalued, out-of-favor 
stocks utilizing our proprietary intrinsic value system (South Ocean’s ‘Banquet System’).  
We seek fundamentally strong companies to own, selling below their intrinsic valuations. 

Sincerely, 

Brook McConnell  



 
 

President   
Email: brook@south-ocean.com Website: www.south-ocean.com  
Hong Kong 
 

*China flips the switch on world’s 
biggest floating solar farm 
Plant occupies flooded area once used for coal mining and can generate 40 megawatts of 
electricity – enough to power 15,000 homes 

PUBLISHED : Friday, 02 June, 2017, 4:52pm 
South China Morning Post 
 

 
 



 
 

 

The new floating solar plant was connected to the grid in Huainan, Anhui in May. Photo: Handout 
The solar farm occupies that for years saw intensive coal mining. Subsidence and heavy rain 
created the lake where the solar panels have been installed. 

Those panels float on the surface of the water, which ranges in depth from four to 10 metres. 

While Sungrow did not disclose the exact size of the plant, its capacity is double that of the solar 
farm previously considered the world’s biggest. That plant is also located in Huainan and was built 
by Xinyi Solar in 2016…Floating solar farms take advantage of areas that would otherwise go 

unused and the water helps to cool the surface of the panels, reducing the risk of overheating. 

China is now the largest solar energy producer in the world – its capacity reached 77.42 gigawatts 
at the end of last year, according to the National Energy Administration. Renewables make up 11 
per cent of the country’s energy use, but that number could go up to 20 per cent by 2030. 

China’s world-beating solar farm is almost as big as Macau, Nasa satellite images reveal 

 

 

 
 
 
 



*Hong Kong Partners LP risk disclaimer:

 Hong Kong Partners LP (The “Fund”) primarily invests in the Hong Kong equity market with a Greater China focus. 

 The Fund invests in China-related companies which involve certain risks not typically associated with investment in more developed markets, such as greater political, tax, economic, foreign exchange, liquidity 

and regulatory risks. 

 The Fund is also subject to concentration risk due to its concentration in Hong Kong, particularly China-related companies. The value of the Fund can be extremely volatile and could go down substantially within a 

short period of time. It is possible that a substantial value of your investment could be lost. 

 You should not make investment decision on the basis of this material alone. Please read the explanatory private placement memorandum for details and risk factors. 

**Index Descriptions: The Hang Seng Indexes are a widely recognized capitalization-weighted indexes that measures the 
performance of the three largest-capitalization sectors of the Hong Kong stock market in descending order.  The Hang Seng Index 
measures the largest 52 market capitalized listed companies in Hong Kong’s stock market.  The Hang Seng Mid Cap Index 
represents the next 193 largest capitalized listed companies, the Hang Seng Small Cap Index represents the next 187 largest 
capitalized listed companies in Hong Kong. 
The MSCI HK Small Cap Index is a free float-adjusted market cap weighted index designed to measure the performance of small 
cap equity securities in the bottom 15% of equity market capitalization in Hong Kong. With 69 constituents, the index represents 
approximately 14% of the free float-adjusted market capitalization of the Hong Kong equity universe. 
The Hong Kong Partners LP (HKP) is benchmark agnostic and its corresponding portfolio may have significant noncorrelation to any 
index.  The portfolios may invest in all sectors (within and/or on other stock markets) and the composition of securities in the 
portfolio may change periodically depending on market conditions at the time.  Securities in the portfolio will not match those in any 
index.  
Index returns are generally provided as an overall market indicator. You cannot invest directly in an index. Although reinvestment of 
dividend and interest payments is assumed, no expenses are netted against an index’s returns. Index performance information was 
furnished by sources deemed reliable and is believed to be accurate, however, no warranty or representation is made as to the 
accuracy thereof and the information is subject to correction. 
Before investing you should carefully consider the Partnership’s investment objectives, risks, charges and expenses. This and other 
information are in the prospectus, a copy for Accredited Investors may be obtained by inquiring to info@south-ocean.com.  Please 
read the prospectus carefully before you invest. 
The principal risks of investing in HKP: Equity Securities Risk. The value of the equity securities the Fund holds may fall due to 
general market and economic conditions.  Foreign Securities Risk. Investments in the securities of foreign issuers involve risks 
beyond those associated with investments in U.S. securities. Industrials Sector Risk. Companies in the industrials sector may be 
adversely affected by changes in government regulation, world events, economic conditions, environmental damages, product 
liability claims and exchange rates.  Consumer Discretionary Risk. Companies in this sector may be adversely impacted by changes 
in domestic/international economies, exchange/interest rates, social trends and consumer preferences. Information Technology 
Sector Risk. Information technology companies face intense competition, both domestically and internationally, which may have an 
adverse effect on profit margins. Detailed information regarding the specific risks of Hong Kong Partners LP can be found in the 
prospectus. Additional risks of investing in HKP include equity, market, management and non-diversification risks, as well as 
fluctuations in market value and NAV. An investment in a private limited partnership is subject to risks and you can lose money on 
your investment in the limited partnership.  
There can be no assurance that HKP will achieve its investment objective. The LP’s portfolio is more volatile than broad market 
averages. Shares of HKP cannot be bought or sold publicly, there is no active market in the Units and there are restrictions imposed 
on Limited Partnership unit transfers.  Partnership redemptions are handled by Authorized Administrators of the Partnership.   


