
  
 

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 

16 January 2012 

Dear Partner: 

 
Our fund gained 4.7% for the quarter ended December 31, 2011, 5.7% for the year, and 81% since 
inception on May 7, 2009.  While this return is lower than in previous years, I am still satisfied that we 
have outperformed the market (which was 0.4% lower in 2011) for the third year in a row.  It has been a 
pleasure and an honour to be the steward of your capital this year, and I remain positive about our long 
term prospects and our current portfolio. 
 
The Stock Market in 2011 
 
This past year was a strange one for the financial markets.  Markets traded in a risk-on, risk-off fashion 
based on vacillating expectations of increased money printing by central banks, which provided a head-
wind for our fundamental news-flow based strategy.  Good fundamental news delivered on a risk-off 
day was left ignored by the market, as was poor fundamental news on a risk-on day.  
 
While I have no idea when markets will return to a more normal state of trading on fundamental news-
flow, I believe that abandoning one strategy that I am familiar with for another that is temporarily 
working would be a grave mistake indeed.  Our focus in 2012 will be the same as in 2011: we will 
invest in stocks with a wide margin of safety and based on exhaustive research in order to protect and 
grow your hard-earned capital.   
 
Performance Attribution 
 
Long versus Short 
 

Long positions 4.12%

Short positions 1.53%

Net return 5.65%  
 
Our long positions rose 4.1%, beating the 0.4% decline in the general stock market, while we earned 
1.5% on the short book.  Once again this year, we have succeeded in doing exactly what we’ve set out 
to do: our long positions rose more than the market, while our short positions declined more than the 
market.  Our margin of performance versus the market is narrower than in previous years, and this 
bears some discussion in the following paragraphs. 
 
Results by Strategy 
 
Our bread-and-butter business is buying high quality businesses at a discount, but we also purchase 
average businesses trading at a deep discount to intrinsic value (so-called deep value), securities 
where our proprietary research gives us an informational edge, and arbitrage-type investments when 
the risk/reward ratio is attractive.   
 
Once again, our high quality core positions generated the lion’s share of returns at 3.6%, followed by 
informational edge investments at 0.6% and arbitrage at 0.3%.  We lost 0.4% in our deep value 
positions in 2011, matching the decline in the market.  While arbitrage and information edge 
investments didn’t produce material returns, and deep value lost a marginal amount of money, 
these investments remain useful as they help hedge market risk and reduce volatility.  As 
mentioned above, we generated 1.5% on our short book in 2011. 
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Individual Contributors 
 
The five largest winners were Supergroup (+1.1%), Alexander Forbes Preferred (+1%), Afrimat 
(+1%), Brait (+0.8%), and Holdsport (+0.8%).  The five largest losers were Mvelaserve (-2%), 
Investec Plc Preferred (-1.5%), Kumba (short, -0.5%), Sovereign Foods (-0.4%), and Silverbridge 
(-0.4%).  In contrast to previous years, we had some notable losers and a lack of big winners. 
 
Our winners all benefitted from extremely strong earnings growth, while Alexander Forbes Preferred 
also saw positive corporate action in the form of a sale of their risk services business at a high price. 
  
Our largest positions, Investec Plc Preference shares and Mvelaserve, which in aggregate represent 
almost 25% of Partners Capital, declined by approximately 20%.  This is the first year in which our 
largest, high conviction positions have fared poorly, and this has substantially diminished our returns for 
the year.  Investec Preference, which is denominated in British Pounds, declined despite a 24% 
appreciation in the Pound versus the Rand on fears that UK interest rates will remain ultra low for 
longer, while Mvelaserve suffered mass selling by exiting BEE shareholders.  Neither of these two 
aforementioned reasons changes my thesis for the two stocks, and my enthusiasm remains stronger 
than ever at these lower prices.  I continue to believe that Investec Preference could appreciate 300% 
over the next few years, while Mvelaserve is easily worth more than double the current price, and 
perhaps even more in the not-unlikely event that they become an acquisition target.  Importantly, I 
believe that post the 2011 declines, the fundamental downside risk of both of these stocks are very low 
indeed. 
 
Strategy 
 
At quarter end, we held 89% of partner’s capital in 40 long positions, offset by -23% 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 25%. 

I continue to believe that there are large risks in the global economy1.  While this is no longer a non-
consensus view, stock prices here in South Africa aren’t attractive enough to maintain a high net 
exposure to equities. 

Astute investor Jeremy Grantham warns in his latest missive that “I can recognize a terrifying situation 
when I see one.  The appropriate response is surely to be more cautious than usual”.  He goes further 
and produces the sobering chart below of the potential path of the S&P500 if it follows the trend of 
previous bubbles.  While I think he’s probably being overly negative (partly because I doubt that 
inflation will stay at 2.5% over the next decade), it is our fiduciary duty to avoid the possibility of large 
losses as a result of something that is entirely probable.  Hence, our positioning will remain 
conservative, barring exceptional opportunities. 

 
1 Economic risks include the potential for European countries to default and exit the Eurozone, US growth rates and the after-

effects of a Chinese construction boom. 
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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.  Much of the portfolio activity of the last quarter was concentrated 
in adjusting position sizing.  We materially cut positions in Supergroup and Brait when they rose on very 
strong earnings reports, while we increased positions in Raubex and mining equipment supplier ELB 
on new research findings and price changes. 

New investments 
 
Informational Edge Basket (10% of Partner’s Capital in 11 stocks):  represents several smaller positions 
where our work suggests that earnings growth or corporate action will release near term value.  We 
have previously grouped these stocks within the value basket, but our increased weighting here makes 
separate disclosure more appropriate, and is more in-line with how I think about the portfolio as well.   
 
Capevin Holdings / Capevin Investments (4% of Partner’s Capital): we have increased our economic 
interest in high quality drinks company Distell by adding shares in Capevin Holdings to our existing 
holdings of Capevin Investments.   While Capevin Investments owns shares in Distell (and trades at a 
20% discount to these underlying Distell shares), Capevin Holdings owns shares in Capevin 
Investments, and trades at a further 20% discount to the underlying Capevin Investment shares.  In 
addition, our ongoing work on Distell suggests that business is improving at a faster than expected rate, 
particularly in Africa.  We stand to benefit from both the growth in Distell’s business, as well as the 
potential closing of this substantial discount. 
 
SABMiller (3% of Partner’s Capital): we bought back into this high quality company after discussions 
with industry experts and competitors led us to believe that earnings growth will be higher than 
expected.   Credit goes to work performed by our sister African fund on several of SAB’s African 
subsidiaries. 
 
Datacentrix (2% of Partner’s Capital): is a fast-growing IT company providing infrastructure, managed 
solutions and business solutions.  The stock became cheap when they reported lower than expected 
profits on higher that expected revenues, with management citing increased investment into new 
products for the disappointing margins.  Our discussions with the company’s suppliers supports 
managements explanation, and suggests that future revenues and profits will surprise on the upside.  
Given the cheapness of the stock, our downside is protected even if business deteriorates from hereon. 
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Deep Value Basket: we added positions in several very cheap companies, including a real estate 
holding company trading at a 24% cap rate2, and an investment company trading at less than half the 
value of its underlying investments. 
 
Short positions (28 stocks representing –20% of Partner’s Capital) 

As always, I won’t disclose individual active short positions since it could jeopardize my access to 
management.   During the quarter, we built a short position in a ferro-chrome producer who is likely to 
have its earnings obliterated by a combination of rising electricity costs and falling demand.  
Importantly, its major competitors are based in China, which won't see Eskom’s pricing increases, and 
since the price for their commodity product is set on a global basis, margins are about to be squeezed. 
 

Exited positions 

Kaydav: we exited this long-held position after it reported blow-out results. We generated a 63% return 
over two years while assuming much lower than average market risk.  At the time of our acquisition, the 
stock price was more than 100% backed up by liquid net working capital.  Also, the company was 
aggressively buying back shares, and almost immediately offered to buy our shares as well.  We held 
out until they offered us a reasonable price.  I think that the company will do very well indeed with their 
purchase, but it’s not our investment style to hold out for the last dollar.  Our view is that, in contrast to 
many quantitative risk calculations, risk actually increases as price increases. 
 
Tiger Brands: we sold after strong earnings resulted in a bounce back for the stock. 
 
Sun International:  we constantly monitor existing positions to determine how reality compares to our 
original hypothesis.  In Sun’s case, the hoped-for upturn in business was not materializing, and our 
conversations with competitors and other industry experts suggested that business was in fact 
deteriorating.  We exited the stock with a small profit. 
 
UCS: the management-buy-out closed and we got paid for our shares.  
 
Sasol:  we sold at a profit when the stock gained on the decline in the rand.  
 
Coal Basket:  we closed the last of our coal mining positions at a marginal loss.  
 
Business Update 
 
We have been fortunate enough to hire another analyst of exceptional calibre.  Paul Farah joined us in 
January after completing his MBA at the University of Cape Town.  Paul also holds a B. Business 
Administration (Cum Laude) degree from San Diego University.  I have known and respected Paul 
since the inception of the fund in 2009, as he was formerly responsible for our fund at Investec Prime 
Broking.  With Paul and Charne, I believe we have assembled a “crack team”, and we are approaching 
2012 with great optimism.  The bar is set very high indeed for any future hires. 
 
As always, if anything is unclear, or if you wish to discuss our operations further, I welcome your 
questions. 
 
 
Sincerely, 
 
 
André Steyn, CFA 

 
2 Cap rate is the earnings yield of a building, with a higher rate indicating cheapness.  Second tier buildings currently sell at a 10% 

to 12% cap rate at auctions, so a 24% rate is materially cheaper than the private market. 
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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. 

APPENDIX - Portfolio as at December 31, 2011

LONG POSITIONS % SHORT POSITIONS %

Consumer Staples Consumer Staples

SABMiller 3% Consumer Short I* -1%

Consumer Short II* 0%

Financials Financials

Alexander Forbes Pref 9% Bank Short I -1%

Vividend 4% REIT Short I* 0%

Mercantile Bank 2%

Brait 1%

Retail/Consumer discretionary Retail/Consumer discretionary

Steinhoff 5% Retail Short I -2%

Capevin 4%

Holdsport 3%

Phumelela 2%

Industrial/Construction Industrial/Construction

Mvela Serve 11% Construction Short I -2%

Raubex 7% Construction Short II -2%

ELB Group 3% Construction Short III* -1%

Afrimat 3% Construction Short IV* 0%

Supergroup 1% Industrial Short I -1%

Industrial Short II* -1%

Industrial Short IV* 0%

Industrial Short VI* 0%

Industrial Short VII* 0%

Industrial Short VIII* 0%

Industrial Short IV* 0%

Other Other

Investec Plc Preferred Shares 13% Resource Short I -2%

Deep Value Basket (14 stocks) 7% Resource Short II -2%

Information trades (9 stocks) 7% Resource Short III -1%

Datacentrix 2% Resource Short IV -1%

Randgold & Exploration 1% Resource Short V -1%

Telecom Short I -1%

Telecom Short II* -1%

Staffing Short I* 0%

IT Short I* 0%

IT Short II* 0%

Aviation Short I* 0%

Gross Long 89% Gross short -23%

Gross exposure 111%

Net exposure 66%

Market Adjusted exposure 25%

*Rounded  

 


