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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:

Jan. 2024
Hong Kong Partners LP* -7.2%
Hang Seng Index** -9.3%
Hang Seng Small Cap Index -14.2%
MSCI HK Small Cap Index -6.0%
HS Mid Cap Index -11.0%

Partners’ NAV $1.7488 after management fee and provisions, but before annual incentive fees of 15% on appreciation.
Please refer to footnotes at the end of this commentary for descriptions of the Fund's indexes and Fund risk disclosures.

“The deeper you go, the higher you fly
The higher you fly, the deeper you go”

Everybody’s Got Something to Hide Except Me and My Monkey
Song by The Beatles

It would be an understatement to suggest or feign that the Hong Kong stock market was
weak in January. Though South Ocean Management portfolios of small/mid cap, Hong
Kong-listed, fundamentally strong companies geared towards growth from China, out-
performed, we still couldn’t totally avoid the depth of selling (we had been net sellers of
stocks since mid-August last year with a large ~30% sidelined portfolio cash position over
the past several months).

Overall, 6 out of 7 stocks declined in price with no sectors spared in the sell-off last month
(except coal/energy).

These steep declines in stock prices were unusual. There was forced selling as banks
liquidated derivative contracts (“snowballs™) into a market with few buyers. With the
extensiveness of selling, it could be conjectured that both institutional and retail investors,
concerned that Beijing has not brought out the desired bazooka stimulus programs, have
given up, and capitulated.

Yet, China is looking at ways to lift its market (it wants to be a financial superpower). It
has been one of the only buyers in the market with its sovereign wealth fund buying ETFs
this year. The China Securities Regulatory Commission (CSRC) said...that it would
continue to guide more mutual and private funds, brokerages and social security funds into


https://youtu.be/eyV3zCq1OHM
https://sc.mp/9rc7?utm_source=email&utm_campaign=3249061&utm_medium=share_widget

the market, and encourage more buy-backs as a way to attract fresh capital and maintain
market stability.
https://www.scmp.com/business/china-business/article/3251055/hong-kong-stocks-lifted-
regulator-pledge-stem-rout-and-stepped-buying-china-sovereign-wealth-fund

In 2023, the Hang Seng Index concluded the year with its fourth consecutive year of price
decline. It is extremely rare for any index to decline four years straight. Deutsche Bank
highlighted one such occurrence with the Dow Jones Transportation Averages:

Set-up for HK/CH multi-year downturns an outlier

Figure 39: 10Y average rolling return prior to multi-year Figure 40; Subsequent returns following multi-year
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The Transportations sailed higher in the subsequent years.

The Hang Seng Index sells today at 7.8 times this year’s expected earnings, 0.7x book
value and a 4.3% dividend yield. Cheap.

Index Price: 15703.45
Measure Actual F12 Est Growth Y+1 Est Growth Y+2 Est Growth
1|EPS 1682.06 2050.95 17.99% 1883.57 10.70% 2045.51 17.77%
2|EPS positive 1664.14 2050.95 18.86% 1883.57 11.65%| 2045.51| 18.64%
3|Cash flow per share 1686.75 2070.34 18.53% 1874.12 10.00%| 2057.72| 18.03%
4|Dividends per share 584.00 720.73 18.97% 662.44 11.84% 724,93 19.44%
5|Book value per share 13586.75 18453.91 26.37% 17057.39 20.35% 18409.51 26.20%
6|Sales per share 19997.37 22622.84 11.61% 21262.27 5.95% 22582.85 11.45%
7|EBITDA per share 2526.14 3135.04 19.42% 2919.19 13.46% 3125.60 19.18%
8|Long term growth 0.00 5.63 100.00% 0.00 0.00% 0.00 0.00%
9|Net Debt per share 77175 #HHBHHEHE 106.57% 929.27 16.95% HH##HEEE 106.76%
10|Enterprise Value per share 16688.53 14748.54 -13.15% 16268.57 -2.58% 14733.68 -13.27%
Valuation Measure Actual F12 Est Y+1 Est Y+2 Est
11|Price/ EPS 9.34 7.66 8.34 7.68
12|Price/ EPS positive 9.34 7.66 8.34 7.68
13|Price/ Cash flow 9.31 7.58 8.38 7.63
14|Dividend Yield 3.72 4.59 4.22 4.62
15|Price/ Book 1.16 0.85 0.92 0.85
16|Price/ Sales 0.79 0.69 0.74 0.70
17|Price/ EBITDA 6.22 5.01 5.38 5.02
18|EV/EBITDA 6.61 4,70 5.57 4,71
19|Net Debt/ EBITDA 0.31 -3.75 0.32 -3.65
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Bank of America has called China the world’s most enticing contrarian long “trade’ (no-
one believes it’s an “investment”).

The Hong Kong stock market offers deep value for investors today. History recounts it is
likely to be high flying tomorrow.

The Beatles aptly sang this tune.

Yours Faithfully,

MANAGEMENT, LTD.
Kooon oG

Woa oo

Brok McConnell

President, South Ocean Management, Ltd. (Est. 1992)

21/F, The Phoenix Building, 23 Luard Road,

Wan Chai, Hong Kong

Tel: +852 2521-0332, Cell +852 9082-7474

Email: brook@south-ocean.com website: www.south-ocean.com

"Our proprietary investing systems, developed since the early 1990s, capture
growth in China, the fastest growing large economy on earth, by owning

intrinsically undervalued Hong Kong-listed companies.”
South Ocean Management, Ltd. is a fund management company based in Hong Kong. South Ocean has 6
team members and is registered with the SFC and SEC regulators.

*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.

The S&P 500 Index is a market capitalization- weighted index of 500 widely held stocks often used as a proxy for the stock
market. It measures the movement of the largest issues. Standard and Poor’s chooses the member companies for the 500
based on market size, liquidity, and industry group representation. Included are the stocks of industrial, financial, utility, and
transportation companies.

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.


mailto:brook@south-ocean.com

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.
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