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October 25, 2021 

Dear Partners and Friends,  

In the third quarter Steel City Capital, LP returned (0.4%), net of fees and expenses. Year-to-date, the Partnership has 

gained 10.7%, net. The Partnership ended the quarter with gross long exposure of 94% and gross short exposure of 

19%.  

 

YOU SAY YOU WANT A REVOLUTION… 

While touring the U.S. in 1989, newly-elected Russian President Boris Yeltsin made an unscheduled visit to a 

supermarket in the suburbs of Houston. A local journalist reported that Yeltsin “roamed the aisles of Randall’s 

nodding his head in amazement […]” Yeltsin reportedly remarked to his compatriots that if the people of Russia – 

whose own shopping experiences were characterized by long lines, limited choice, and shortages – saw what U.S. 

supermarkets had to offer, “there would be a revolution.” Recalling the episode decades later, another reporter 

relayed the following: “In Yeltsin's own autobiography, he wrote about the experience at Randall's, which shattered 

his view of communism, according to pundits. Two years later, he left the Communist Party and began making reforms 

to turn the economic tide in Russia.” 

The notion that scarcity could have such profound societal, economic, and geopolitical impacts has seemingly been 

lost on policymakers and large swaths of the public over the past 5-10 years. Today, this is nowhere more evident 

than in the energy market where a confluence of factors has left the global community ill-equipped to meet the 

demands of a resurgent, post-pandemic economy. Shortfalls have manifested themselves in the form of significantly 

higher prices. Oil and natural gas recently touched their highest points in seven years while seaborne coal prices have 

gone parabolic.  

To be fair, some of the decisions that brought us to this point were quite rational and well-intentioned. Most of us 

(myself included) support the idea of reducing carbon emissions in an effort to stymie climate change. Policymakers 

have incentivized a transition from dirtier fuel sources to cleaner, more sustainable ones. At the same time, oil and 

gas companies have reduced investment in response to lower prices and investor pressure to prioritize profits over 

growth.   
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But the transition hasn’t been devoid of poor risk management and lack of imagination. Add to this a vocal community 

that is hell-bent on a Green revolution – as opposed to an evolution – and it’s easy to see why energy crises are popping 

up all over the globe. I’ll share two examples1, although there are multitudes more.  

The U.K. has been a poster child of success – and now failure – in the energy transition. Last year, the U.K. generated 

~25% of its electricity via wind (vs. ~9.0% here in the states), which played a big role in the country reducing its 

greenhouse gas emissions by ~44% over the past three decades. But along the way, policymakers got comfortable 

with the idea that the wind would always blow, massively reducing the need for gas-fired back-up generation. In 

2013, the U.K. government decided against subsidizing loss-making gas storage facilities, leaving the country capable 

of holding only a week’s worth of natural gas stocks. This past summer, the “unthinkable” happened: the wind stopped 

blowing and wind output fell to a stunning 2%. The country found itself scrambling for natural gas imports. As a 

result, electricity prices spiked five-fold to ~$84/MWh, which was more than four-times comparable levels in the 

U.S.  

Stateside, the situation hasn’t been as bad, but that’s not to say a similar situation (or worse) is outside the realm of 

possibilities. In California2, regulators are starting to get nervous about their decarbonization plans as the state begins 

to phase out four natural gas-fired power plants and retires the Diablo Canyon nuclear plant in 2024. The worry is 

that planned capacity additions may not be sufficient to prevent shortages in coming summers. Unplanned 

circumstances – including drought constrained hydro-generation and the closure of out-of-state coal plants – has 

muddled capacity planning. This past summer, regulators issued their largest ever procurement order, including 11.5 

GW of wind and solar generation, battery storage, and other carbon-free resources. One can’t help but ask: with so 

much renewable capacity coming online, what could possibly go wrong? Maybe the utility commission should call 

their counterparts in the U.K.  

The reason I’ve expended so much ink on energy shortages is because the higher prices will not only have a direct 

impact on our wallets, but an indirect impact on the stock market at large. Yeltsin quipped about a revolution. How 

are people going to react when it’s harder to stretch their dollar for food, heating and transportation, or if their 

portfolios decline in value? 

It’s through this lens that I’ve oriented the Partnership’s portfolio with long positions in stocks that should outperform 

against this backdrop (value stocks, some energy exposure, and event driven positions) and short positions in those 

that should suffer (growth stocks, commodity input costs).  

POSITION DISCUSSION 

On 9/20, Anterix (ATEX) announced it entered into a long-term spectrum lease agreement with Midwest utility 

Evergy. The announcement represents the third utility contract that ATEX has signed within nine months. This should 

go a long way in quelling concerns about whether or not demand for the company’s spectrum exists.  

 
1 Both of the examples are paraphrased reporting from the Wall Street Journal. The articles referenced are “Global Gas Shortage Stings U.K., Showing 
Shortcomings in Energy Transition” and “California Scrambles to Find Electricity to Offset Plant Closures”  
2 Before some of you go “dunking on the libs,” let’s not forget that Texas nearly fried its grid this past winter because regulators failed to require power 
producers to properly weatherize their facilities. Stupidity, it appears, is a bipartisan trait. 



 

 

   
 

The spectrum lease agreement covers 3.88 million people, or ~23.3 million MHz-Pops. The initial lease term runs 20-

years, with two 10-year renewal options for additional payments. Evergy will pay ATEX $30.2 million for the initial 

20-year term representing ~$1.30/MHz-Pop. 

There's a lot of ways to slice the announcement, all of which are positive. For starters, the $1.30/MHz-Pop valuation 

reflects a premium to last year's Ameren contract, which ranged from $0.80-$1.07/MHz-Pop, depending on 

assumptions made around prepayment terms. ATEX management has been clear that Ameren received a "first-mover" 

discount, so the increase in pricing isn't necessarily shocking, but it is a very welcome data point.  

Another way to look at valuation is in the context of the 600 MHz and AWS-3 auctions covering Evergy's service 

territory, which priced at $0.60/MHz-Pop and $1.41/MHz-Pop, respectively. ATEX management has long socialized 

the idea that "fair market value" for their 900 MHz spectrum sits somewhere between the two figures. The $1.30/MHz-

Pop pricing is a 30% premium to the 600 MHz / AWS-3 auction midpoint of $1.00/MHz-Pop, representing an 

unquestionable positive.  

It's worth noting that comparisons of the 600 MHz and AWS-3 auctions to the most recent ATEX deal are a bit 

"apples-to-oranges" insofar as the two auctions represented outright sales of the spectrum, while the Evergy deal only 

reflects an initial 20-year term. Said another way, the $1.30/MHz-Pop reflected by the Evergy deal includes no 

terminal value beyond the initial 20-year term. On an "apples-to-apples" basis, including terminal value, pricing 

would have at least matched, and maybe even exceeded, the value of comparable AWS-3 spectrum. 

Last but not least, this third announcement follows in the form of the first two with respect to customer preference for 

prepayment. Ameren is scheduled to be prepaid in full by 2026; SDG&E acquired the spectrum outright; and Evergy 

will be fully paid within thirty days of the formal lease agreement being signed. The fact pattern is becoming 

increasingly clear – utilities have a strong preference to prepay and/or purchase, thus enabling them to include the 

payments in their rate base.  

Surrounding the Evergy announcement were a handful of other data points that investors should have interpreted 

positively. First, ATEX’s Board approved a $50 million share repurchase program. Although the overall quantum is 

modest, I think the announcement signals management’s confidence in its future contracting and cash flow prospects. 

Second, in August, the Board made another round of equity grants to the company’s CEO, which when read in 

conjunction with prior equity grants (December 2020 and Feb 2021) probably have positive signal value.   

A reasonable person would have expected all of these factors to drive ATEX’s share price higher. Well, a reasonable 

person would be sorely disappointed. Today, shares trade at ~$60, unchanged from 6/30/2021. At the 600 MHz 

auction nationwide clearing price of $0.93/MHz-Pop, ATEX is worth $100/share. At the AWS-3 price of $2.70/MHz-

Pop, ATEX is worth nearly $300/share. Given the price/value discrepancy, I'd be more than happy to split the 

difference. 

News Corp (NWSA) closed out its fiscal year ended 6/30/21 on a high note and entered the new year with strong 

momentum. Revenue at the Move subsidiary (owner of realtor.com) reached an all-time quarterly high, supported by 

an extremely hot domestic housing market. The Dow Jones group (owner of the WSJ, Barron's, MarketWatch and 



 

 

   
 

Investor's Business Daily) also reported records for both subscriber count and circulation revenue. Not to be 

overlooked is Dow Jones’s success in converting advertising sales to its digital platforms; for five consecutive quarters 

digital advertising revenue exceeded 50% of the advertising mix. Book Publishing continued as a steady contributor 

in the quarter, pushing full-year EBITDA to ~$300MM, which bested prior highs. And Foxtel (subscriber video 

service in Australia) has not only stabilized, but reported four consecutive quarters of top-line growth. While I'm not 

blind to the secular challenges facing this business (cord cutting in favor of OTT offerings), the recent improvement 

in performance is opening up considerable option value for NWSA's 65% interest in the asset. Strong across-the-

board performance during the year drove free cash flow available to NWSA to $731 million (including REA Group 

dividends), well above the prior year's $180 million. 

On top of stellar operating momentum, there are three additional developments that bode well for our position. The 

first relates to last year's announced partnership with Google regarding payments for access to NWSA's news content. 

Details have been scarce, but for the first time, management indicated the agreement will "add revenue annually into 

the nine figures." For the mathematically challenged, nine figures is $100 million! This revenue should offer high 

margins as it relates to the sharing of already-published content in a digital format.  

The second positive development relates to capital management. In late September, the company announced the Board 

approved a $1.0 billion share repurchase program, replacing its previously under-utilized $500 million plan. Similar 

to the ATEX announcement, I believe NWSA’s announcement carries significant signal value about the company’s 

future cash flow prospects and management’s view of valuation.  

The last development continues to garner somewhat limited attention, partly because management remains generally 

mum on the topic. This relates to the value of Foxtel. More than anything, the business has been a drag on NWSA in 

recent years. NWSA and co-owner Telstra (35% interest) have made no secret about their desire to IPO the business, 

but they placed their plans on hold as subscriber churn accelerated in the face of OTT competition and as management 

stumbled in the rollout of their own streaming options. COVID accentuated the problems, as live sports cancellations 

drove additional residential churn and caused commercial customers (hotels, bars, restaurants) to cancel their service 

as well. For years, investors have been concerned that money would flow one way, and one way only: from NWSA to 

Foxtel.  

Today, the picture is much different. Foxtel's streaming platforms are showing promise, revenue trajectory has 

improved, and importantly, the business generated substantial free cash flow in the most recent fiscal year. With the 

outlook improved, NWSA management has cryptically referred to "optionality" for the asset, which was followed by 

Foxtel management hosting a “Strategy Day” for investors in late September. NWSA management is clearly testing 

the waters for an IPO.  

The value that would accrue to NWSA in the event of an IPO is perhaps one of the more misunderstood/overlooked 

aspects of the NWSA story. From what I can tell, most people only think about the prospective value of the company's 

65% equity stake, without paying any mind to the A$700 million / USD$525 million of shareholder loans NWSA has 

extended to the JV. This is partially because confusing rules of GAAP accounting all but make the investment 

disappear from the company's statements (one has to read the dreaded footnotes to identify the existence of the 



 

 

   
 

shareholder loans). In any event, what's important about an IPO is not just the value of NWSA's equity stake. So long 

as Foxtel has equity value, NWSA's shareholder loans are, by definition, money good. And $500 million of 

value is nothing to sneeze at. 

Closing with valuation. Adjusting for: NWSA's stake in REA Group; net cash; the pending $1.15Bn acquisition of 

OPIS; various tradable equity interests; and the Foxtel shareholder loan, yields an equity value for the remaining 

operating assets of $3.4 billion. This collection of operating assets includes the Dow Jones group, an 80% interest in 

Move (realtor.com); HarperCollins; and any prospective equity value at Foxtel.  

My view is that the private market value of these assets far exceeds $3.4 billion. Murdoch purchased Dow Jones for 

$5.0 billion in 2007 and can claim victory on a successful digital transformation. Move generated north of $100 

million in EBITDA last fiscal year. HarperCollins steadily generates $250+ million of EBITDA and peer Simon & 

Schuster agreed to be purchased by Penguin Random House for ~14.5x EBITDA. Additionally, HarperCollins 

completed two acquisitions totaling $625 million over the course of the past year.   

Another way to look at valuation is using a FCF multiple. Last year, the businesses generated $660 million of free 

cash flow (excluding REA Group). The current fiscal year will have a full year benefit of ~$40-$50 million of 

EBITDA from HarperCollins' two acquisitions; a partial year's contribution of EBITDA from OPIS ($60 million on 

a full-year basis); the benefit of the high margin "nine-figure" Google content-sharing agreement; and some of the 

cost savings from the ongoing "Shared Services" initiative. This all will be partially offset by $100 million of higher 

capex at Foxtel associated with a new generation of set-top boxes, but this spending won't continue past the current 

fiscal year. All-in, one can purchase the operating stub at a FCF multiple of 5.0x or lower. 

Liberated Syndication (LSYN) remains in purgatory (some would argue worse), with volatility ramping up due to 

trading restrictions that went into effect in late September. Investors are continuing to fly blind with financials 

expected no earlier than December 1, 2021, although I think it’s more likely the issue drags meaningfully into 2022 

before shares regain compliance and are re-listed. On a positive note, the company finally hired a CFO to accelerate 

the restatement process, although I have no idea if the Board is any closer to bringing a CEO on board.  

SIGA Technologies (SIGA) continues to trade cheap – roughly 6x forward earnings net of excess cash – despite 

good contract visibility through 2024, patent protection that should cover another contract cycle through the early 

2030s, and a collection of options related to international sales and potential increases in the size of its contract with 

the U.S. government. The only rational reason I can determine for the stock trading the way it does is the “market” is 

low-balling the probability of a contract renewal post-2024 and ascribing absolutely no terminal value whatsoever to 

the company beyond a second contract cycle. Among all the absurdity in the market, it seems inane to me that in this 

one case, investors have taken out their HP 12cs and turned their mind to what the world looks like in 2032.  

The Partnership has been adding to two additional longs that now count themselves among our top five positions. I’m 

going to refrain from publishing about them as one is quietly reducing its share count and I see no value in advertising 

the situation, while the other, which is trading at 4.5x P/FCF, may very well decide to begin returning capital to 

shareholders (either through dividend or repurchase) in short order.  



 

 

   
 

*  *  *  *  * 

I know these updates are long, but I believe it is vitally important for partners and prospective partners to understand 

my thought process and rationale for making investments. I am available for any questions, comments, or concerns 

that you may have.  

If you are an accredited investor who would like to learn more about becoming a partner, please reach out to me and 

we can arrange a time to have a more in-depth conversation. Please also know that even if an investment in the 

Partnership isn’t for you, the highest compliment that you can pay me is an introduction to someone who might be a 

good fit.  

I want to thank those of you who have already joined as partners of the Fund. I am grateful for the opportunity to 

grow your assets alongside mine and appreciative of your trust.  

 

“You say you got a real solution 

Well, you know 

We’d all love to see the plan.” 

- The Beatles 

Sincerely, 

 

Michael G. Hacke, CFA 
Steel City Capital Investments, LLC 
 

 

 

 

 

 

 

 



 

 

   
 

DISCLAIMER 

Steel City Capital Management, LLC (the “General Partner”) is not registered as an investment adviser with the Securities and Exchange Commission. 

On July 2, 2018, the Pennsylvania Department of Banking and Securities approved the General Partner as a Registered Investment Advisor within the 

Commonwealth of Pennsylvania. The limited partnership interests (the “Interests”) in Steel City Capital, LP, (the “Fund”) are offered under a separate 

private offering memorandum (the “Offering Memorandum”), have not been registered under the Securities Act of 1933, as amended (the “Securities 

Act"), nor any state's securities laws, and are sold for investment only pursuant to an exemption from registration with the SEC and in compliance with 

any applicable state or other securities laws. Interests are subject to restrictions on transferability and resale and may not be transferred or resold except 

as permitted under the Securities Act and applicable state securities laws. Investors should be aware that they could be required to bear the financial 

risks of this investment for an indefinite period of time. 

THE INFORMATION FURNISHED IN THIS DOCUMENT IS IN ALL RESPECTS CONFIDENTIAL IN NATURE AND MAY NOT BE 

REPRODUCED WITHOUT PRIOR WRITTEN PERMISSION FROM THE GENERAL PARTNER.  DISSEMINATION OF THIS DOCUMENT OR 

DISCLOSURE OF ANY KIND MAY CAUSE SERIOUS HARM OR DAMAGE TO THE FUND AND THE GENERAL PARTNER.  PAST 

PERFORMANCE IS NOT INDICATIVE OR A GUARANTEE OF FUTURE RESULTS. 

The information contained herein reflects the opinions, estimates and projections of the General Partner as of the date of publication, which are subject 

to change without notice at any time subsequent to the date of issue. The General Partner does not represent that any opinion, estimate or projection will 

be realized. All information provided is for informational purposes only and should not be deemed as investment advice or a recommendation to purchase 

or sell any specific security. The Fund has an economic interest in the price movement of the securities discussed in this letter, but The Fund’s economic 

interest is subject to change without notice. While the information presented herein is believed to be reliable, no representation or warranty is made 

concerning the accuracy of any data presented. 

The Fund terms, performance returns, and portfolio characteristics reflected in this document are not indicative of future returns or portfolio 

characteristics and do not modify the terms of the Fund as detailed in the Fund’s Offering Memorandum. Positions reflected in this letter do not represent 

all the positions held, purchased or sold, and in the aggregate, the information may represent a small percentage of activity. The information presented 

is intended to provide insight into the noteworthy events, in the sole opinion of the General Partner, affecting the Fund. 

Certain information contained in this document constitutes “forward-looking statements” which can be identified by use of forward-looking terminology 

such as “may,” “will,” “target,” “should,” “expect,” “attempt,” “anticipate,” “project,” “estimate,” “intend,” “seek,” “continue,” or “believe” or the 

negatives thereof or other variations thereon or comparable terminology. Due to the various risks and uncertainties, actual events or results in the actual 

performance of the Fund may differ materially from those reflected or contemplated in such forward-looking statements. The General Partner is the 

source for all graph and charts, unless otherwise noted.   

A prospective investor should only commit to an investment in the Fund if such prospective investor understands the nature of the investment and can 

bear the economic risk of such investment. The Fund is speculative and involves a high degree of risk. The Fund may lack diversification, thereby 

increasing the risk of loss. The Fund's performance may be volatile. There can be no guarantee that the Fund's investment objectives will be achieved, 

and the investment results may vary substantially from year to year or even from month to month. As a result, an investor could lose all or a substantial 

amount of its investment. In addition, the Fund's fees and expenses may offset its profits. There are restrictions on withdrawing and transferring interests 

from the Fund. In making an investment decision, you must rely on your own examination of the Fund and the terms of the Offering Memorandum and 

such other information provided by the General Partner to you and your tax, legal, accounting or other advisors. The information herein is not intended 

to provide, and should not be relied upon for, accounting, legal, or tax advice or investment recommendations. You should consult your tax, legal, 

accounting or other advisors about the matters discussed herein. The Fund's ability to achieve its investment objectives may be affected by a variety of 

risks not discussed herein. Please refer to the Offering Memorandum for additional information regarding risks and conflicts of interest. 

No representations or warranties of any kind are made or intended, and none should be inferred, with respect to the economic return or the tax 

consequences from an investment in the Fund. No assurance can be given that existing laws will not be changed or interpreted adversely. Prospective 

investors are not to construe this document as legal or tax advice. Each investor should consult his or its own counsel and accountant for advice 

concerning the various legal, tax, ERISA and economic matters concerning his or its investment.  



 

 

   
 

This document is being furnished to you on a confidential basis and may not be used for any other purpose. Any reproduction or distribution of this 

document or accompanying materials, if any, in whole or in part, or the divulgence of any of its contents is prohibited. The information set forth herein 

does not purport to be complete and no obligation to update or otherwise revise such information is being assumed. It is meant to be read in conjunction 

with the Fund’s Offering Memorandum prepared in connection herewith, and does not constitute an offer to sell, or a solicitation of an offer to buy, by 

anyone in any jurisdiction in which such an offer or solicitation is not authorized or in which the making of such an offer or solicitation would be 

unlawful. Such an offer to sell or solicitation of an offer to buy interests may only be made pursuant to definitive subscription documents between the 

Fund and an investors. The information contained herein does not purport to contain all of the information that may be required to evaluate an investment 

in the Fund. The information herein is qualified in its entirety by reference to the Offering Memorandum, including, without limitation, the risk factors 

therein.   

An investment in the Fund has not been approved by any U.S. federal or state securities commission or any other governmental or regulatory authority. 

Furthermore, the foregoing authorities have not passed upon the accuracy, or determined the adequacy, of this document, the Offering Memorandum or 

limited partnership agreement associated with the Fund. Any representation to the contrary is unlawful.  

Past Performance Is Not Indicative or a Guarantee of Future Results. 


