
October 19, 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: 

Sep 2017 Year-to-date 

 3.4%  6.0% 
-1.5%  25.2% 
3.7%  13.0% 

Hong Kong Partners LP*      
Hang Seng Index **
Hang Seng Small Cap Index 
MSCI HK Small Cap Index 1.9%  9.8% 

Partners’ NAV $3.1647 after management fee and provisions, but before annual incentive fees of 15% on appreciation. 

Our portfolios of Hong Kong-listed, small/mid cap holdings of companies benefiting from 
operations in China, have out-performed since the inauguration of our Banquet System 
investment discipline; 

 Sept Banquet System 31 Dec 2012 
Hong Kong Partners LP 3.4%  21.6% 
Hang Seng Small Cap Index 3.7%  -0.4%
(Under)/Over Performance  -0.4% 22.0% 

Hong Kong’s stock market has been subject to several narrowly-focused, fund-flow buying 
programs affecting returns this year.  Shares of Internet giant, Tencent, and shares of 
financials, including real estate developers, have driven the main indexes to new heights.  
These sectors have witnessed unprecedented fund inflows from a combination of 
passive/Exchange-Traded Fund investing and the HK/China stock connect programs.   

B of A Merrill Lynch’s strategist, Ajur Kapur, finds robo-investing, or digital platforms 
that provide automated algorithm-driven financial planning services used by Millennium 
investors, as a chief driver year-to-date. Mainland/Hong Kong stock-connect buying of 
China property developer stocks has been primarily concentrated in the large caps, with 
speculative buying, lately, in smaller, riskier sectors of the market.   Momentum trading 
hedge funds have accentuated these trends.   

We have almost zero exposure in our portfolios to these sectors, and, with our own capital 
invested alongside our Partners, we haven’t chased these ‘in-vogue’ themes. 

Our proprietary Banquet System is an investment program developed in-house, named and 
styled after the investing methods of Berkshire Hathaway’s Warren Buffett.  The Banquet 
System is an investment program that seeks to identify and own fundamentally strong 
companies selling below their intrinsic value.  Intrinsic value is simply what an entire business 
could be sold for in 5-10 years, based on reasonable growth rates of the current business 



 
 

(namely, earnings per share).  The system discounts that future value to a maximum price to 
pay today to realize a 20% compound annual return. 
 
Our program accomplishes several things: we view our holdings as actual ownership of an 
entire business rather than just a quoted stock.  Short term market fluctuations, therefore, are 
perceived as opportunities.  The discipline demands we restrain from paying too high a price 
for any stock and, as the screening process uncovers values in the out-of-favor sectors of the 
market, the risk of considerable loss is lessened (though, of course, not entirely eliminated).  
 
The program fundamentally ranks all Hong Kong listed stocks, generally identifying 
values in the lesser-followed, small/mid capitalized segments of the market. The equities 
that are carefully chosen for our portfolios are companies that all operate in growth areas 
and are leaders and/or low-cost operators in their industries.  Most selections are 
companies where management tends to be founding/large shareholders as well.   
 
Historically, our portfolios have consisted of approximately two dozen companies. Our top 
five positions have averaged ~8-9% each of the total portfolio, the next five have averaged 
4% each and we’ve held cash as high as 20%. We don’t leverage our concentrated holdings 
and, with a median market cap of US$1.3 billion, most are fairly liquid – and can be 
liquidated within days. 
 
Running concentrated portfolios is difficult when reporting monthly results, as our 
holdings are generally held for years, and aren’t expected to provide monthly appreciation. 
 
For instance, our largest position is a long-term, core holding in cell phone casing 
manufacturer, Tongda Holdings (code 698hk, 10% holding, market cap HK$, US$ ).  The 
position has been lagging this year, dragging lower our short-term, relative performance.  
The company is ramping-up production of glass casings to meet higher-demanding, 5G 
cell phone requirements (metal casings in today’s smartphones will interfere with the 
amount of radio frequency in 5G phones).  Tongda’s shares have gained just 4.5% year-to-
date and we find its valuation very attractive today. 
 
Below are a few examples of how we work our program. 
 
This year, we acquired shares of leading container paperboard manufacturer, Nine Dragons 
(3.8% position, US$9.8 billion market cap) here based on our system: 
 



 
 

 
 
 
We bought shares of Shenzhen-based ZTE (4.9% position, US$16.5 billion market cap), 
China’s largest-listed telecommunications equipment supplier, here based on our system: 
 

 
 
(Article on 5G development: 1 billion could be using 5G by 2023 with China set to dominate) 
 
We bought shares of the world’s largest coal-to-gas conversion company, China Gas Holdings 
(3.5% position, US$14.8 billion market cap) here based on our system. 



 
 

 
 
The system does work! 
 
Huaneng Renewables, a core holding mentioned in a recent letter, is the largest wind power 
producer in China.  Clean power generation is a priority in China, and now accounts for 30% 
of China’s total power output.  Yet, the shares of the utility-like producer have gained just 
2.4% % year-to-date even though the company reported net income rose 14% in the interim 
period through June. 
 
We were early buying this leading wind producer;  
. 

 
 
 
Another position we were early into was leading smart meter manufacturer, Wasion Holdings 
(4.9% position, US$502 million market cap).  A massive replacement cycle for old 
water/electricity meters is just getting underway throughout China and we believe Wasion 
Holdings will be a beneficiary; 



 
 

 
 
Many small/mid cap stocks are selling at depressed price earnings ratios relative to their 
average historic multiples.  The Hang Seng Small Cap Index has just 5% of the free-float 
liquidity of the large cap, main Hang Seng Index constituents.   
 
It wouldn’t take much buying in the small/mid cap stocks to catch up with the large cap 
stocks.   
 
Lastly this month, the important consideration of why someone might invest in China was 
addressed by Charlie Munger, Warren Buffett’s partner at Berkshire Hathaway.  A 
question was posed to him, that with all their (China’s) savings, the Chinese will want to 
invest outside of China after capital controls are eventually lifted.  Therefore, what and 
where do you believe they should invest in the US? 
 
“What would be the first thing you’d tell a Chinese person who wants to invest in the US, 
what should they do with their money, where to initially invest?” Munger was asked. 
 
Munger responded: “You make an assumption I don’t follow.  If I were a Chinese person 
of talent, intelligence, good qualities… I would invest in China, not the United States…” 
(this question to Munger starts at 1:38:20 minutes into this YouTube video: click this 

Charlie Munger speaks at the Daily Journal annual meeting…Also 
in these questions, Munger’s thought-provoking views on China versus India, at 1:28 
minutes into the video). 

Sincerely, 

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



*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.   


