
  
 

Unit 24 Bueno Vista Office Park, 
Cnr Kendal & Durban Roads, 7530, South Africa 
PO Box 5673, Tygervalley, 7536, South Africa 
www.steyncapital.com 
Telephone:  +27 21 975 3000 
Fax:  +27 (0)86 520 5935 
Email:  andre@steyncapital.com 

January 14, 2011 

Dear Partner: 

Our fund gained 7.5% net of all fees and expenses for the quarter ended December 31, 2010; 33.7% 
for the year ended December 31, 2010; and 71.4% since inception on May 7

th
, 2009.   This strong 

performance has earned us a nomination for Equity Hedge Fund of the Year from authoritative industry 
publication Hedge News Africa

1
.  It has again been a pleasure and an honor to be the steward of your 

capital this year, and I remain very positive about our long-term prospects.  Notwithstanding, I’d be 
surprised (but elated) if our 2011 results come even close to the stellar returns of the last two years. 
 
 
Performance Attribution 
 
Long versus Short 
 

Long positions 36.3%

Short positions -2.6%

Net return 33.7%  
 
Our long positions rose 36.3%, beating the 16.1% rise in the general market, while the short book cost 
us 2.6%.   A word on the short book given our second consecutive annual loss here: The fact that our 
house didn’t burn down doesn’t mean that we regret having bought insurance.  Shorting helps us 
reduce market risk (witness our 5.2% positive return in August, a month when the market lost 3.6%), 
and, I believe we can make money here over time.   
 
Most importantly, our long book outperformed the market by around 20 percentage points, while our 
short book underperformed the market by 3 percentage points.  So, things are working the way they’re 
supposed to.  
 
This is the second year in which we have beaten a rising overall market, something that I would not 
have expected given our conservative positioning.  In general, because of our hedges, I would expect 
our fund to lag a sharply rising market, and to beat a falling market by a good margin.  Positive 
deviations from expectations are always welcome, but please keep in mind that negative surprises will 
also occur over long periods of time. 
 
 
Results by Strategy 
 
Our bread-and-butter business is buying undervalued securities, but I also engage in buying 
securities where my proprietary research gives me an information edge, and arbitrage-type 
investments when the risk/reward ratio is attractive. Our undervalued investments contributed by 
far the largest portion of the return this year (30%), followed by arbitrage investments (2.1%), and 
informational edge investments (1.6%).  While arbitrage and information edge investments didn’t 
produce material returns, these investments remain useful as they help hedge market risk and 
reduce volatility.  As mentioned above, our short positions reduced our return in 2010 due to the 
strong equity markets. 
 
 
 

                                                      
1
 Yes, we were nominated last year too, and no, we didn’t win.  I’m hoping for a better showing this year. 
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Individual Contributors 
 
The five largest winners were Mvela Group, Supergroup, Randgold & Exploration, Glenrand, and 
Investec Plc Preferred.  The five largest losers were Kumba (short), Metorex (short), Keaton Energy, 
Foschini (short), and Implats (short).  Importantly, only one position resulted in a loss of capital of more 
than 0.5% (Kumba lost 0.8%), and I believe that this loss is only temporary

2
. 

 
We benefitted during the year from a record nine buyout offers

3
 in our long book, while none of our 

short positions received any approaches.  While it’s not a surprise that other informed investors and/or 
management teams can recognize value and mount a takeover, the sheer volume is unlikely to be 
repeated any time soon.   
 
Strategy 
 
At quarter end, we held 80% of partner’s capital in 46 long positions, offset by -19% in 27 short 
positions.  As usual, the much lower market exposure of our arbitrage, credit and defensive long 
positions, results in a net market exposure of approximately 20%. 
 
As previously elucidated, it remains my belief that the market is driven by excess liquidity created 
primarily by the Federal Reserve of the United States.  The current liquidity program is slated to end in 
the middle of this year, so we are sure to see market uncertainty over the next months as the debate 
begins over whether there will be a QE3

4
.  Another unwelcome side effect, for a value investor like 

myself, is that all this cash sloshing around means that it is becoming more challenging to find 
mispriced stocks.   However, even in bull markets like these, there will always be isolated opportunities 
for the attentive investor. 

For the two reasons above, our exposure is likely to be somewhat lower during 2011 (barring a large 
correction in the market), and our allocation to arbitrage investments will stay higher (assuming spreads 
are attractive and risk is low).  Don’t be too discouraged however: things change very rapidly in financial 
markets. 

 

Individual Investments 

As usual, I’m including a synopsis on new long positions, as well as positions that we have already sold 
together with reasons for my actions. 

 

New investments 
 
Mvela Serve (6% of Partner’s Capital): Mvela Group has been the gift that keeps on giving, most 
recently spinning out this wonderful services business to us.  Mvela Serve is primarily a security and 
facilities management business (owning Protea Coin and TFMC), but it also has smaller businesses 
such as catering services and restaurant franchisor King Pie.  Security and facilities management are 
generally good, stable businesses with high free cash flow and good growth profiles due to a trend of 
increased outsourcing by government and corporates.  Finally, Mvela Serve trades at half of the 
valuation of its closest peer company, G4S, making it a bargain-priced business. 
 

                                                      
2
 Last year, I said the same about then biggest loser Investec Plc Preferred, which is now on the biggest winners list.  Let’s hope 

that this is the beginning of a trend. 
3
 Glenrand, UCS, BJM, Freeworld, ABE Construction Chemicals, DTH, Spescom, Cape Empowerment, Pangbourne Properties 

4
 A third quantitative easing program.  Of course, there will be one.  
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Mvela Resources (7% of Partner’s Capital): In keeping with my strategy to buy all things named 
“Mvela”, I acquired shares in this resource holding company during the quarter.  Mvela Resources, like 
its sister company Mvela Group, is pursuing an unbundling strategy which will see it divest or spin out 
stakes in listed stocks like Northam Platinum and Gold Fields, and sell some small unlisted assets.  My 
estimates suggest that the stock is trading at an attractive discount to the sum-of-its-parts.  Normally in 
a situation like this, I would just buy the stock and short out the underlying securities to profit from the 
closing of the discount.  However, in this case, it is very difficult to short Northam Platinum

5
, so we’ve 

had to be a little more creative by shorting out a basket of platinum stocks to mitigate risk. 
 
Massmart (4% of Partner’s Capital): is a merger arbitrage investment predicated on Walmart’s offer for 
51% of the company.  While the partial offer is somewhat problematic for a merger arbitrage position, I 
believe that the likelihood is high that certain selling shareholders will utilize the proceeds from the sale 
of 51% of their stock to purchase more shares after the closing of the merger, thereby supporting the 
price at levels close to the R148 offer price. 
 
Freeworld (3% of Partner’s Capital): in my last letter I wrote “don’t be surprised if we own this again in 
the future”, a prognostication that proved true faster than I imagined.  We acquired shares in the 
company after the announcement that a Japanese competitor bought a 25% stake in the company, but 
before the formal R12 a share takeover offer.  Our position was based on a superior understanding of 
the price that this Japanese company paid for their Freeworld shares, which in turn suggested a floor 
price for their takeover offer in terms of South African securities law.     
 
Shoprite (3% of Partner’s Capital): my research suggests that near term profit margins here may be in 
excess of market expectations.  The research optimism is somewhat tempered by Shoprite’s premium 
valuation (observant readers may recall that we sold these shares at lower levels previously). 
 
Glenrand (3% of Partner’s Capital): is not a new position, but moved into our arbitrage strategy when it 
received a takeover offer from Aon during the quarter.   Our original investment was at least partially 
predicated on a buyout, as my June 2009 letter stated: “My research suggests that several 
international insurance brokers are interested in acquiring Glenrand.” 
 
UCS (3% of Partner’s Capital): is not a new position, but moved into our arbitrage strategy when it 
received a takeover offer from BCX Group during the quarter.   Like Glenrand above, we anticipated 
corporate action, and the original description of UCS in my September 2009 letter read: “my research 
suggests that some of these same competitors are interested in acquiring UCS”. 
 
 
Short positions (27 stocks representing –19% of Partner’s Capital) 

As always, I won’t disclose individual active short positions since it could jeopardize my access to 
management.   The most interesting short position currently is a retailer with weak competitive 
positioning in a very difficult industry, who is using accounting gimmicks to temporarily flatter its 
earnings, and who will be most impacted by the arrival of Walmart to our shores. 
 

 
Exited positions 

 
Goldfields & Gold One: I used the rally in the gold price to close some of the positions from our gold 
basket and generally reduce our gold holdings.   Our philosophy is to avoid popular assets, since they 
are unlikely to be favourably priced.  During the quarter, the A-Team’s Mr T appeared on television as 
the spokesperson for a gold investment product, touting himself as “the original gold bull” 

6
.  Reason 

enough for us to be skeptical. 

                                                      
5
 Of course, this partially explains why the discount to the sum of its parts is as large as it is. 

6
 http://money.cnn.com/video/news/2010/10/15/n_mr_t_gold_promise.cnnmoney/ 
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Tiger Brands: I sold out of this long-term holding after the stock became fully priced, and it became 
clear that raw materials were moving from a tail-wind to a head-wind. 
 
British American Tobacco: I bought and sold this one during the quarter at a small profit.   Turns out 
that the stock, unlike their product, isn’t addictive.   
 
Brait: We made a very quick 25% return when they reported strong results and investors got excited 
about their prospects of exiting their Pepkor investment at an attractive price.   
 
BJM: The merger (finally) closed and we collected a cheque.   
 
CIC Holdings: The merger closed and we collected a cheque.   
 
 
Business Update 
 
I’m happy to report that our new analyst Charné has slotted in well.  Besides the tangible edge of 
having a former accounting lecturer running our financial-based investment screens, she is freeing up a 
significant amount of my time.  Our quest for talent continued with an impressive intern from UCT in 
January.  We are also working on a new fund, which will employ exactly the same investment strategy 
as the SA fund, but in greater Africa.  I expect to launch this fund during the second quarter, and I 
would be happy to provide details to any interested investor. 
 
 
 
As always, if anything is unclear, or if you wish to discuss our operations further, I welcome your 
questions. 
 
 
Sincerely, 

André Steyn, CFA 
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APPENDIX - Portfolio as at December 31, 2010

LONG POSITIONS % SHORT POSITIONS %

Consumer Staples Consumer Staples

Mvela Group 5% Consumer Short I* 0%

SABMiller 3% Consumer Short II* 0%

Financials Financials

Glenrand MIB 3% Bank Short I -1%

Alexander Forbes Preferred 2% REIT Short I -1%

JSE Limited 1%

Retail/Consumer discretionary Retail/Consumer discretionary

Massmart 4% Retail Short I* -1%

Shoprite 3% Retail Short II* 0%

Phumelela 1% Retail Short III* 0%

Industrial/Construction Industrial/Construction

Mvela Serve 6% Construction Short I -1%

Supergroup 6% Construction Short II -1%

Afrimat 3% Construction Short III* 0%

Freeworld Coatings 3% Construction Short IV* 0%

ELB Group 2% Industrial Short I -1%

Industrial Short II* 0%

Industrial Short IV* 0%

Industrial Short VI* 0%

Industrial Short VII* 0%

Industrial Short VIII* 0%

Other Other

Deep Value Basket (23 stocks) 10% Resource Short I -2%

Investec Plc Preferred Shares 8% Resource Short II -2%

Mvela Resources 7% Resource Short III -2%

Gold Basket (2 stocks) 4% Resource Short IV -1%

Coal Basket (4 stocks) 3% Resource Short V -1%

Randgold & Exploration 3% Telecom Short I -1%

UCS 3% Staffing Short I* 0%

IT Short I* 0%

IT Short II* 0%

Transportation Short I* 0%

Gross Long 80% Gross short -19%

Gross exposure 99%

Net exposure 61%

Market Adjusted exposure 20%

*Rounded  

Mandatory Disclosures
Steyn Capital Management (Pty) Ltd is an authorised Category I, II and IIA financial services provider in terms of the Financial Advisory and Intermediary Services Act No. 37 of 2002 (“FAIS Act”) with FSP number 37550. The information contained herein, 
should not be construed as advice as defined in the FAIS Act, neither does it constitute a solicitation, invitation or investment recommendation. Collective Investment Schemes (“CIS’s”) should be considered as medium to long-term investments. There are 
risks involved when buying, selling or investing in any financial product. The value of financial products can increase as well as decrease over time, depending on the value of the underlying securities and market conditions. There is no guarantee in respect 
of capital or returns in a portfolio. Past returns may not be indicative of future returns and an investor should seek independent professional financial, legal and tax advice relevant to their individual circumstances before making any investment decision. 
CIS’s are traded at the ruling price and can engage in scrip lending and borrowing. A schedule of fees, charges and maximum commissions is available on request from the Manager. A CIS may be closed to new investors in order for it to be managed more 
efficiently in accordance with its mandate. Performance has been calculated using net NAV to NAV numbers with income reinvested. The validity and accuracy of any illustrations, forecasts or hypothetical data are not guaranteed and are only provided for 
illustrative purposes.


