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July 20, 2020 

Dear Partners and Friends,  

In the second quarter Steel City Capital, LP gained 13.1%, net of fees and expenses. Year-to-date, the Partnership has 

added 1.0%, net. While the Partnership’s long book participated in the second quarter’s rally, many of the names in 

our short book rallied as well, dampening our returns relative to the broader market. The table below compares our 

returns to a collection of widely followed benchmarks.  

 
Steel City 

Capital, Net 

Russell 

2000 

S&P  

500  

MSCI All 

World Index 

20181 (8.0%) (16.5%) (7.6%) (10.5%) 

2019 23.4% 25.4% 28.9% 26.6% 

     

1Q’20 (10.7%) (30.7%) (20.0%) (21.1%) 

2Q’20 13.1% 25.4% 20.0% 18.8% 

Cumulative Return1 14.7% (8.8%) 14.3% 6.3% 

Compound Annual Return1  6.7% (4.3%) 2.9% 6.5% 

 

GREAT EXPECTATIONS 

In adhering to a value-oriented investing philosophy, I subscribe to the notion that from time to time, a company’s 

price can depart from its intrinsic value. And in running a long-biased fund, I generally spend most of my time seeking 

out investment opportunities where price sits below value. This can occur for any number of reasons including extreme 

pessimism about a company’s prospects, herd mentality, or too short of an investment horizon. A good example is 

the Partnership’s investment in EBAY, where I believed investors were ignoring longer term opportunities for revenue 

growth (managed payments and promoted listings) while also discounting the probability of value creation via asset 

sales despite the well telegraphed intentions of an influential activist investor. In wading into investment opportunities 

that many investors have shunned, I have to operate with a degree of conviction (and faith) that over time sentiment 

will change, mean reversion will occur, and price will ultimately converge with value. Or, as Ben Graham eloquently 

put it: “In the short run, the market is a voting machine but in the long run, it is a weighing machine.” 

Just as it is possible for a company’s price to deviate below intrinsic value, it is also possible for price to sit 

meaningfully above intrinsic value. Irrational exuberance, baseless assumptions, and again, herd mentality, are among 

the factors that contribute to such a dynamic. In today’s market, these situations are seemingly a dime a dozen. High 

 
1 Reflects returns since Steel City Capital’s launch on May 21, 2018. 



 

 

   
 

expectations for future profits combined with rock-bottom interest rates are contributing to stock prices that are 

untethered from reality.  

This brings me to the first position I will discuss today: Trupanion (TRUP). The Partnership is short shares of TRUP 

on account of what I believe to be both a flawed business model and an unjustifiably high valuation due to unrealistic 

expectations for future profitability. Business model shortcomings include: 

 A distribution model that primarily sells insurance coverage through the veterinary channel which likely 

leads to adverse selection in its risk pool (pet owners that purchase policies at the vet are more likely to have 

pets that are sick and therefore require future care); 

 Above-average pricing, potentially owing to a rate-spiral caused by the adverse selection problem 

highlighted above;  

 Increasing competition from the likes of Pumpkin, Nationwide, and Lemonade; and 

 Rapidly growing policyholder acquisition costs (potentially a function of increasing competition). 

In addition to these issues, the company is potentially engaged in questionable accounting as it relates to its 

relationship with an undisclosed variable interest entity (VIE). Trupanion has invested $7.0 million in the entity via a 

preferred stock purchase; extended another $2.5 million to the entity via a revolving line of credit that has been fully 

drawn; provides “ancillary services” to the entity “at cost” and records funds received for those services as an offset 

to its own operating expenses2; and has the option to purchase all of the outstanding common shares issued by the 

VIE on the fifth anniversary of its initial preferred stock purchase. Details surrounding the VIE’s activities are scarce, 

but research has uncovered relationships to a number of entities including Rayne Nutrition Inc., Landspath, and Blue 

Heron Consulting whose activities appear to be intertwined with TRUP’s3,4.  

Despite no track record of generating GAAP profits or free cash flow, the company trades at 12.7 P/B and 331x my 

estimate of FY’20 GAAP earnings. How is this possible? For starters, management has deftly marketed TRUP to 

investors not as a standard insurance company, but instead as a SaaS-like business. Investor communications bear no 

reference to metrics like combined ratio, number of policyholders, or return on equity, but instead highlight things 

like Average Revenue Per Pet, Subscribers, Retention, Lifetime Value and Internal Rate of Return. Additionally, 

management – and specifically the company’s CEO Darryl Rawlings – has carefully cultivated a folksy image, 

drawing heavily on quips and quotes from Warren Buffett, despite simultaneously ignoring “The Oracle of Omaha” 

when his teachings depart from the company’s narrative (more on this below).  My view is more simplistic: if it 

 
2 “The Company has also entered into a series of agreements to provide ancillary services to the variable interest entity at cost. The 
Company provided $1.4 million and $0.6 million of these services for the years ended December 31, 2019 and 2018, respectively, which were 
recorded against its operating expenses.” Trupanion 2019 10-K. Emphasis added. 
3 Part 7: Is a Controlled Entity Hiding as a VIE “Investment”?  https://seekingalpha.com/instablog/41602636-tyrann1/5446776-part-7-is-
controlled-entity-hiding-vie-investment 
4 Part 8: Part 8, Q's For Event: What Is Blue Heron? https://seekingalpha.com/instablog/41602636-tyrann1/5459032-part-8-qs-for-event-
what-is-blue-heron 



 

 

   
 

walks like a duck and talks like a duck, then it is a duck. Or perhaps more appropriately in the case of 

Trupanion: you can put lipstick on a pig, but it’s still a pig. Trupanion is an insurance company – full stop.  

Price vs. Value 

In finance, the purest way to calculate a company’s value is via a discounted cash flow (DCF) model. Rawlings agrees. 

In his 2019 Letter to Shareholders, he says the following: 

“We believe all companies should be valued on future free cash flows. To accomplish this task, one 

needs to build a DCF model. When an informed investor builds such a model for Trupanion, we 

believe they will better understand how and why our business is differentiated. Absent this exercise, 

one is only speculating as to how best to value a company. 

There is no such thing as the perfect DCF model, but I am confident that when it comes to our 

business, our interpretation is well thought out and defensible.” 

Rawlings proceeds to lay out a multi-page DCF model that – surprise, surprise – results in a price slightly above 

where shares were then trading. Let’s have a look at how “defensible” the company’s DCF is and what the market is 

today implying in its assessment of TRUP.  

As any junior investment banking analyst will tell you, the concept of “garbage in, garbage out” is a key shortcoming 

of DCF models. Below is an overview of what I believe are some of the “garbage” assumptions included in TRUP’s 

DCF model. Collectively they have the effect of ascribing more value to the company than I believe is justified. 

 Subscription Pet Revenue is assumed to grow at a CAGR of 18.4% through 2033, underpinned by a 12.2% 

CAGR in average subscription pets and continued increases in average monthly premiums of 5.5% over the 

explicit forecast period. In the real world, the rate of growth in average subscription pets has drifted lower 

over time, coming in at 14.7% and 14.2% during the most recent two quarters. One must ask – how likely is 

it that the company doesn’t shoot through 12.2% on the downside? Are low-teens rates really sustainable for 

a decade and a half? Similarly, considering that TRUP charges, on average, some of the highest premiums 

against an increasingly competitive backdrop, how likely is it that the company is able to maintain price 

increases at a rate of 5.5% per year?  

 The growth rate of Pet Acquisition Costs is forecast to decelerate substantially from its multi-year rate north 

of 20% to ~10% in 2021 and mid-single digits by 2023. Management chalks this up to its no-cost refer-a-

friend and add-a-pet channels eventually constituting approximately half of its gross adds. This compares to 

less than 1% today. If it’s possible to add additional subscribers at no-cost, why isn’t the company doing it 

today in any meaningful way? For a company obsessed with internal rate of return, this is a surefire way to 

enhance this metric. Not doing so is capital allocation malpractice. And if TRUP’s value proposition is so 

compelling, why don’t policyholders with more than one pet already have all of their pets covered?  

 The company’s model is based on cash generation, excluding stock-based compensation. As any Buffett-

acolyte like Rawlings should know, The Oracle is adamant in his belief that stock-based compensation is a 



 

 

   
 

true expense5. Rawlings tries to skirt around this issue by calculating per share value using the current period 

diluted share count. This approach is flawed because nowhere does the model account for the dilution that 

will occur in future years due to ongoing share issuances. This is particularly important in the case of TRUP 

which leans more heavily on non-cash compensation than its peers6. From a methodological perspective, the 

cost of future option grants should be incorporated into the DCF model otherwise value will be overstated.  

 More sacrilege! Rawlings conveniently sidesteps any discussion of depreciation and capital expenditures. 

Doesn’t he know what Buffett thinks about that? “Every dime of depreciation expense we report, however, is 

a real cost. And that’s true at almost all other companies as well.7” From a methodological perspective, the 

DCF should make an explicit forecast of capital expenditures. 

TRUP’s shares closed at $49.45 on July 17th. This is approximately 40% above the $35 value implied by the 

company’s DCF. What does this mean for investors? If you think management can hit its lofty targets over the next 

14 years before settling into a perpetual growth rate of 5.0%, then shares are worth $35 at best. For today’s price of 

~$50 to accurately represent value, you have to believe the company can generate revenue growth above 18.4% per 

annum for the next 14 years, achieve additional margin expansion, or some combination of the two. But if one 

believes, as I do, that the company’s DCF leans on aggressive assumptions and a flawed methodology that tilts value 

in its favor, then TRUP’s shares are worth substantially less than $35, setting up an attractive risk-reward on the short 

side from today’s levels. In the short run, the market is a voting machine but in the long run, it is a weighing machine. 

In a similar vein, I believe market expectations for Carvana (CVNA) are disconnected from what the company is 

likely to deliver, particularly as it relates to the next several quarters. One of the company’s key value propositions – 

purchasing a car from the comfort of your home with no direct human interaction – is tailor-made for a world of social 

distancing. After bottoming at $22.16, shares have risen 6.4x to their current level of $141. The market is expecting 

more from CVNA today than it did at the beginning of the year.  

What I believe investors fail to appreciate is the company actually finds itself at a momentary disadvantage that 

should fully emerge in its third quarter results. Specifically, CVNA made a strategic decision to pull back on used 

vehicle inventory purchases in March and April in order to preserve liquidity. While the company has since resumed 

purchases, inventory listed on the company’s website remains far below levels exhibited earlier in the year. In turn, 

this will weigh upon future retail sales volumes. At an investor conference in June, CEO Eddie Garcia had the 

following to say: 

 
5 “I have no objection to the granting of options. Companies should use whatever form of compensation best motivates employees–whether 
this be cash bonuses, trips to Hawaii, restricted stock grants or stock options. But aside from options, every other item of value given to 
employees is recorded as an expense.” Warren Buffett – Fuzzy Math and Stock Options 
6 Part 4: Deceptive Definition, "Free" Cash Likely Negative Not Positive https://seekingalpha.com/instablog/41602636-tyrann1/5401975-part-
4-deceptive-definition-free-cash-likely-negative-not-positive 
7 Berkshire Hathaway 2013 Annual Report 



 

 

   
 

“So we've historically had over 30,000 cars in the site. Coming out of coronavirus, we stopped buying 

cars for probably 45 days, give or take. And so our inventory today is smaller than that, but we plan 

to build back to that level and continue to build from there.” 

“So I think – we quickly reacted when we saw the impacts that coronavirus was having. And so that 

included tightening credit, it included stopping buying cars from customers and buying cars in 

general. And so that clearly has had impacts. And the bounce back has been much faster than 

certainly I would have imagined. Whether it's the bounce back in demand or the bounce back in 

vehicle prices, the bounce back in volume at auction. So I think that has positioned us to where we 

have less inventory than we wish we had today by, to be honest, a pretty significant margin. So I think 

we are working hard and we have work to do to build our inventory back up. That is clearly 

constraining sales versus what they would otherwise be.” 

Various data service providers have pegged the number of units for sale on CVNA’s website at ~15,000 during the 

first two weeks of July. This compares to an average of ~31,500 in 1Q’20 when the company’s FY’20 sales guidance 

was for ~260,000 retail units. For the company to generate sales anywhere in line with consensus expectations, it will 

need to rebuild its inventory – and do it quickly. Unfortunately for CVNA, it faces unexpected headwinds in rebuilding 

its inventory position. Used vehicle prices have staged a stunning rebound, with Manheim reporting in mid-July that 

wholesale used vehicle prices sit 11.0% over last year’s levels8. In fact, if the index holds for the full month of July, 

it will set a record high for the second consecutive month. So CVNA finds itself in a position where it must refill its 

depleted inventory at a time where wholesale used vehicle prices sit at an all-time high. This will likely prove to be a 

headwind to profitability – notable because the company continues to generate cash losses for each unit it sells.   

For good measure, I updated the table included in the Partnership’s 1Q’20 letter that compared CVNA’s key financial 

and operating metrics to those of the nation’s largest used care retailer, CarMax (KMX). Despite CVNA’s reported 

results continuing to woefully lag those of KMX, the company has actually grown is valuation premium to $9.1 billion 

compared to “only” $3.0 billion in late April. Investors clearly have great expectations.  

 
8 https://publish.manheim.com/en/services/consulting/used-vehicle-value-index.html  as of July 17, 2020  



 

 

   
 

 

OTHER PORTFOLIO UPDATES 

Liberated Syndication (LSYN): Our investment in Liberated Syndication continues to follow a bumpy path, with 

progress on certain fronts seemingly offset on others. For a substantial part of the year, investors have been operating 

in the dark with respect to the company’s financial performance. After identifying historical accounting issues9, the 

company published its 2019 10-K halfway through the second quarter alongside a restatement of prior years’ numbers. 

Because of the nature of the restatement, LSYN was also required to amend and restate historical quarterly financial 

statements which contributed to a delay in the company’s 1Q’20 reporting as well. Finally, on July 10th, investors 

received first quarter results.  

The core investment thesis for LSYN has always been anchored by two tenets. First, podcasting, LSYN’s main 

business, has the benefit of operating in an industry with attractive secular growth. Second, LYSN’s share price is 

well below the value supported by its significant free cash flows.  These attributes compensate for management’s 

unsavory past practices, especially given the emergence of activist owners now on the Board.   

On the cash flow front, the company hasn’t disappointed. In FY’19, LSYN generated free cash flow of $7.2 million, 

which would have been as much as $8.5 million if it weren’t for $1.3 million of legal and advisory costs related to 

the company’s proxy fight with Camac Partners. Likewise, in 1Q’20, LSYN generated $1.7 million of free cash flow. 

Aside from free cash flow, there’s much less to be excited about at the current moment. There has been a flurry of 

activity in the podcast space throughout 2020 as the industry’s biggest players – Spotify and SiriusXM/Pandora – 

have begun to stake out a larger presence. Spotify signed a $100 million licensing deal with Joe Rogan to bring his 

 
9 The issue related to the company’s historical accounting for its Net Operating Losses following its spin-off from FAB Universal. The 
company determined that it had improperly accounted for the NOLs, resulting in them being completely utilized by the end of 2018. As a 
result, the company ought to have been recording income tax expenses, which it had not been.  

Source: Company filings and Steel City Capital estimates. All figures reflect the companies’ last twelve months of reported results.
1. Gross profit for the purpose of this calculation excludes a) gross profit contribution from wholesale vehicle sales and b) contributions 
from financing activities.
2. Cash OpEx excludes depreciation and amortization.
3. KMX enterprise value excludes non-recourse debt instruments.

CVNA KMX Better / (Worse)

Retail Vehicles Sold 193,210 743,400 (550,190)

Total Vehicles Sold (incl. Wholesale units) 237,158 1,209577 (972,419)

Gross Profit/Retail Vehicle1 $1,416 $2,615 ($1,199)

Gross Profit/Total Vehicles $2,346 $2,253 $93

Cash OpEx/Total Vehicle2 $3,618 $1,324 ($2,294)

Cash Profit/Total Vehicle ($1,272) $1,929 ($2,201)

EBITDA ($323) million $1,126 million ($1,448) million

Enterprise Value3 $24.6 billion $15.5 billion $9.1 billion



 

 

   
 

content exclusively onto its platform while separately entering into an agreement with Omnicom for a $20 million 

up-front ad buy. SiriusXM’s subsidiary Pandora paid $325 million for podcasting company Stitcher. Only LSYN’s 

insiders know whether the company has attracted interest in the wave of industry consolidation, but I find it 

disheartening that the board has completed a strategic review and the company hasn’t emerged as a viable target yet.  

My concerns regarding LSYN’s core podcasting business are multi-faceted. Despite being an industry pioneer and 

supposed leader, current management has been slow to innovate, take risks, and execute even the most simple 

blocking and tackling. As it pertains to basic blocking and tackling, LSYN’s user interface and user experience are 

inferior to competitors’. It’s also clear that the industry approach to monetization is evolving and LSYN has been 

caught all but flat footed. For example, Omnicom’s $20 million ad buy on Spotify follows the latter’s development 

of tools that allow brands to dynamically insert ads into podcast streams on original and exclusive shows. Spotify has 

also added functionality that measures whether a listener has actually heard an ad. This moves podcasting away from 

its more rudimentary measurement mechanisms – counting downloads and using promotion codes – and gives 

advertisers a better understanding of return on investment. Contrast this with comments from LYSN’s CEO after the 

company published 4Q’19 results: Management talked down the importance of declining advertising revenue, more 

or less arguing it wasn’t a big contributor anyway. This is a myopic view that misses the larger point: advertising is 

clearly becoming more relevant – not less –in the podcast ecosystem. Across the board the shortcomings are 

inexcusable considering the nearly $18 million in cash the company is sitting on.  

Another area of concern is recent weakness in Pair’s web hosting revenue. When LSYN reported 4Q’19 results, Pair 

revenue declined 18.6% y/y – an item which I noted but did not cause me undue concern. One quarter does not make 

a trend. However, results for 1Q’20 showed Pair down 16.1% versus to the prior comparable period. The company 

has some explaining to do (if they decide to do an earnings call). At a minimum, I suspect Pair has fallen victim to 

the same mismanagement as LSYN’s core podcasting platform. Management has underinvested and failed to 

complete even the most simple of actions. For example, mentions of web hosting are sparse on LSYN’s site despite 

cross-selling being a major premise for the Pair acquisition. Pair has been part of the LSYN family for more than two 

years, again making this inexcusable.  

While none of the issues are necessarily quick fixes, there is at least one course of action that could lead to significant 

improvement: I believe CEO Chris Spencer should step down. His history includes involvement with LSYN’s 

corporate predecessor which collapsed under the weight of accusations of fraud (this attracted a suit by the SEC which 

he settled without admitting or denying the allegations10); poor corporate allocation decisions (why is the company 

continuing to stockpile cash while simultaneously underinvesting in the business?); a scheme to enrich himself and 

other insiders with above-market compensation; an accounting restatement; and a general inability to innovate and 

maintain LSYN’s position as a leader in the podcasting industry.  

Notwithstanding the above, LSYN’s platform continues to offer tremendous value and holds significant potential 

under the guidance of more competent leadership and/or ownership. I am hopeful that with the company’s restatement 

 
10 SEC Charges CEO and CFO of Digital Entertainment Company with Misleading Investors 
https://www.sec.gov/litigation/litreleases/2019/lr24636.htm 



 

 

   
 

in the rearview mirror and continued pressure/oversight from the new independent board members, LSYN will be 

able to deliver some quick operational “wins” and ultimately realize value through a sale to a well-endowed industry 

consolidator.  

LSYN’s valuation remains compelling. Shares trade at a headline multiple between 10-11x free cash flow, depending 

on certain assumptions about the balance of the year. There is also more than meets the eye on this front. On July 6, 

2020, the company reported 29.3 million shares of common stock issued and outstanding. This includes 3.8 million 

shares held by officers, directors, and other employees issued as part of an incentive compensation plan in 2017. 

While the shares are issued and outstanding – and thus included in LSYN’s market capitalization – they are subject 

to forfeiture and cancellation to the extent the company doesn’t meet certain targets by the end of this year. These 

include achieving a share price above $5.50 and up-listing to the NASDAQ. This mechanism provides somewhat of 

a win-win for the Partnership. On one hand, a share price of $5.50 is meaningfully above our entry price and up-

listing would likely stimulate increased investor interest. On the other hand, the forfeiture and cancellation of 3.8 

million shares would represent a reduction in market cap of ~$11 million based on recent share prices, equating to a 

two-turn reduction in the company’s free cash flow multiple.  

EBAY: E-commerce platforms have been enjoying a meaningful increase in sales amidst stay-at-home orders and 

general consumer trepidation about visiting brick and mortar locations. EBAY is no exception, and in early June, the 

company reported strong growth in gross merchandise value (GMV) across a long list of its categories. Management 

raised guidance for 2Q GMV growth to 23-26% y/y vs. its recent trend of negative growth.  Quarterly revenue growth 

is now expected at 18% compared to previous guidance of 4%.  

While the Partnership’s investment in EBAY has been positive to overall returns, I continue to believe expectations 

for the company’s future prospects remain too low. While management raised 2Q’20 guidance, full year guidance 

was maintained. I suspect they were taking a prudent approach given the uncertainties associated with the Covid-

related tailwind (i.e. how long will it last?) and to give the company’s new CEO some wiggle room. Going forward, 

EBAY is set up for easier GMV and revenue comps in 2H’20 as it laps headwinds created by last year’s 

implementation of internet sales taxes in various states. Given these factors, there is a good possibility the company 

raises its full year guidance.  

I also anticipate the resolution of the ongoing sale process of the Classifieds portfolio, potentially as early as this 

week. Following a successful divestiture, EBAY’s management will be in a position to update its capital allocation 

priorities, with a strong likelihood that the company ramps up share repurchases and dividends.   

Anterix (ATEX): In May, the FCC voted unanimously to approve a proposed Rule and Order (R&O) that modernized 

the rules covering the 10 MHz of spectrum in the 900 MHz band to allow for 6 MHz of broadband and 4 MHz for 

narrowband users. The approval represented a major victory for ATEX, which has been petitioning the FCC for five 

years to reallocate the band’s spectrum to enable broadband service. The approval is also a victory for the nation’s 

utilities – ATEX’s targeted customers – who for years have attempted to gain access to low band spectrum for their 

evolving systems needs.   



 

 

   
 

The R&O sets out three eligibility requirements for a broadband license which, when combined, strongly favor ATEX. 

1. 50% of the Licensed Channels in the Entire 10 MHz Band: The first test mandates that a successful applicant 

must hold licenses for greater than 50% of the channels licensed in a particular county. ATEX currently 

holds licenses for over 50% of the licensed channels in more than 3,100 of the 3,223 counties in the U.S. 

This requirement alone all but positions ATEX to be the de facto owner all broadband licenses in the 

900 MHz band nationwide.  

2. 90% of the Licensed Channels in the Broadband Segment: The second test requires the broadband applicant 

to hold or have agreements with incumbents for at least 90% of the licensed channels in the broadband 

segment. Once the 90% threshold is reached, any remaining incumbents will be subject to mandatory 

relocation. ATEX meets the 90% test in approximately 43% of the nation’s counties and holds between 

80-89.9% of the required channels in another 16% of counties. In counties where the company does not 

meet the 90% threshold, it can “clear” the spectrum by purchasing channels from existing licensees, paying 

to relocate existing licensees, or by demonstrating that broadband facilities will be far enough from a covered 

incumbent’s narrowband system to allow the two types of networks to co-exist.  

3. Delivery of 6 MHz of Spectrum to the FCC: Once ATEX has met the first two eligibility requirements, it must 

return 6 MHz (240 channels) of 900 MHz spectrum to the FCC in exchange for the 6 MHz broadband license. 

If ATEX does not have that many channels in a county, it will be allowed to purchase vacant channels from 

the FCC’s inventory by making an “anti-windfall” payment to the U.S. Treasury. The payment is based upon 

prices for 600 MHz spectrum set during 2017’s incentive auction. The markets where the FCC has 

channels in inventory and where ATEX may need to purchase them are smaller markets where the 

cost will be substantially below the nationwide average amount paid in the 600 MHz FCC auction. 

ATEX 50% Test in the Entire 900 MHz Band ATEX 90% Test in the Broadband Segment 

  

 

In addition to the FCC approval which meaningfully de-risked the investment opportunity, the news flow and 

commentary emanating from the company has been unquestionably positive. ATEX has: announced that it signed a 

letter of intent with the utility Ameren for lease of broadband spectrum; commented on progress with additional 



 

 

   
 

utilities and industrial customers; reaffirmed its financial goals (~$125MM of recurring revenue at an 80% EBITDA 

margin in 2024); and disclaimed the need for additional capital.  

Of course, you wouldn’t know any of this if you looked at ATEX’s share price. After closing at an all-time high of 

$57 in the weeks following the FCC’s approval, shares have retreated to the low-$40s. ATEX’s spectrum continues 

to be valued below $0.40/MHz-Pop. This is highly illogical considering the FCC chose to use 600 MHz spectrum as 

the most comparable low-band spectrum when establishing the reference price for payments under the anti-windfall 

provision. The national average of the MHz-Pop price in the 2017 600 MHz auction was $0.93. This also aligns with 

precedent transactions where similar low-band spectrum has traded hands between $0.70-$1.00/MHz-Pop. I continue 

to believe that ATEX offers compelling value with an attractive margin of safety and have been selectively adding to 

the Partnership’s position.  

*  *  *  *  * 

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.  

 

“No varnish can hide the grain of the wood;  

and that the more varnish you put on, the more the grain will express itself.” 

- Great Expectations (Charles Dickens) 

 

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.  DISSEMINATION OF THIS 

CIRCULAR 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. 

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. 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.  

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.   

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


