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21 January 2015 

Dear Partner: 

 
Our fund gained 4.87% for the quarter ended December 31, 2014, 12.28% for the year and 203.96% 
since inception on May 7, 2009.  I am satisfied at besting the 10.88% rise in the general stock market, 
especially given our much lower than average market risk.  During the year, we traded with an average 
beta-adjusted market exposure of only 25%, meaning that our results were achieved without a great 
deal of dependence on the market’s results. It has again been a pleasure and an honour to be the 
steward of your capital this year.   
 
 
Performance Attribution  
 
In 2014, our long positions rose 19.01% on a gross basis, well ahead of the 10.88% rise in the general 
stock market, while we lost 4.35% on the short book, significantly beating the inverse return of the 
market which you would expect a short book to provide.  The short book’s return is a particular source 
of pride for us with cumulative alpha since inception of almost 162%.   While our short book cost us 
money this year, we view this as an insurance premium for effectively hedging around half of our 
portfolio.  Had the market declined during the year, this short exposure would have greatly offset our 
losses on the long book. 
 
 

Date 
May 2009 to 

Dec 2009 
2010 2011 2012 2013 2014 Since inception 

  Steyn gross long performance 39.13% 43.93% 7.21% 27.89% 30.96% 19.01% 327.94% 

  Steyn gross short performance -10.62% -8.36% 10.06% 1.27% 3.10% -4.35% -9.98% 

  Steyn Net Performance 28.21% 33.63% 5.67% 22.03% 22.55% 12.28% 203.96% 

  JSE ALSI TRI performance 30.57% 18.98% 2.57% 26.68% 21.43% 10.88% 171.79% 

 

 
 
 
   
 
 
 



   

 page 2 

 

 
Results by Strategy 
 
Our bread-and-butter business is buying high quality businesses at a discount, but we also purchase 
securities where our proprietary research gives us an informational edge, average businesses trading 
at a deep discount to intrinsic value (so-called deep value) and arbitrage-type investments where we 
believe the risk/reward ratio is attractive.   
 
The table below shows that the contribution from our Informational Edge investments generated 
13.73% of our returns, followed by High Quality investments at 6.76%, and 1.82% in our Deep Value 
positions.  We lost 3.35% in our Credit & Arbitrage investments, solely attributable to the 4.51% loss on 
our ill-fated investment in African Bank Preference Shares (more on this below).   
 
The greater contribution from Informational Edge investments over the last few years is predominantly 
the result of an increased allocation to this strategy.  We had more than half of our capital allocated to 
Informational Edge investments during 2014, versus less than one quarter in 2012.  The bigger 
allocation is the result of both our strong performance within this strategy (we had 33 earnings beats in 
our long book and 24 earnings misses in our short book during the year), and the relative expense of 
the South African stock market (which is trading at a two-decade high multiple of earnings).  Unless 
market situations change materially, I expect a similar allocation during 2015. 
 
 

   Strategy 2012 2013 2014 

   High Quality 14.0% 7.8% 6.8% 

   Informational Edge 6.3% 10.6% 13.7% 

   Credit and Arbitrage 3.4% 6.1% -3.4% 

   Deep Value 0.2% 1.0% 1.8% 

 
 
 
Individual Contributors and Detractors 
 
The five largest winners were Telkom (+2.05% of our returns), Steinhoff (+1.65%), Capitec 
(+1.62%), Alexander Forbes Preferred (+1.55%) and Investec Pref shares (+1.09%).  Telkom’s 
share price appreciated by 150% during the year as their turnaround gained traction, and we 
closed our position as the price came close to our sum-of-the-parts valuation (hey, it’s still a 
struggling fixed line operator).  Steinhoff’s share price rose by 36% as investors got more 
comfortable with the business and expectations of a European listing grew (we closed half our 
position in December, remembering Keynes words “if you find everyone agreeing with you, 
change your mind”).  Capitec was up 67% when it became clear they were not going to follow in 
African Bank’s footsteps. 
 
The five largest losers in the portfolio were African Bank Preference shares (-4.51%), Ascendis 
Health (short, -0.66%), Protech (-0.63%), Sappi (short, -0.54%) and Growthpoint (short, -0.51%).  
African Bank Preference shares became by far our largest loser since inception when their 
banking subsidiary was placed under curatorship.  As discussed in our last letter, we don’t think 
that the eventual result will turn out to be as bad, but for conservativeness sake, we are keeping 
our position marked at zero.  In November, the CEO of a rival asset management business made 
a R5 a share general offer to African Bank Preference holders, but we understand that nobody 
took him up on it. 
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Strategy 
 
At quarter end, we held 89% of Partners’ capital in 50 long positions, offset by -45% in 40 short 
positions, for a net market exposure of 44%.  As usual, the much lower market exposure of our 
arbitrage, credit and defensive long positions, results in a beta-adjusted market exposure of 
approximately 25%.   

We continue to have a very cautious investment posture.  Given our strong alpha generation on both 
the long and short sides, we will continue to operate with an elevated gross exposure while keeping our 
net market exposure more limited.  Under current circumstances, we believe that a net exposure of 
under 50% is prudent, especially when considering that our beta-adjusted net exposure is closer to 
25%.  
 

Individual Investments 

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

New investments 
 
Quantum Food Holdings (2% of Partners’ Capital): is a poultry and animal feeds business recently 
spun off from Pioneer Foods.  Spin-offs are often interesting investments, because the spin-off price is 
not set to make a profit for the “seller”, and the trading price is often depressed as shareholders sell off 
the new shares they received.  Spin-offs are even more interesting if, like with this one, there are 
management share awards which are only priced a few months after the company’s shares start 

trading, creating the incentive to keep the share price down initially.  As a result, we were able to 
acquire a position at half of tangible book value, whereas similar businesses are normally sold at a 
premium to book value.   
 
While poultry farming is not exactly a high quality business, we expect sharply rising earnings to be a 
catalyst to bring the trading price more in-line with fair value.  Specifically, Quantum should benefit from 
the sharp decline in maize prices (a key input), as well as the culling of unprofitable capacity prior to 
their listing.  We note that the management share option strike price will only be set after a few months 
of share trading, meaning that management, along with us, stand to benefit from the currently 
depressed prices. 
 

New Europe Property Investments (NEPI, 1% of Partners’ Capital): is a SA listed property 
investment fund owning mainly shopping centers in Romania, Slovakia and the Czech Republic.  The 
business is managed by a capable team backed by the much respected Resilient Properties. We 
believe that NEPI can achieve double-digit growth in earnings and distributions in Euro terms over the 
next several years, as they work toward raising the very low penetration rate of shopping centers in 
their target markets.   
 
 
Informational Edge Basket (56% of Partners’ Capital in 32 positions): during the quarter we 
invested in a media company, a bank, a property company, and a financial services business where we 
expect earnings to exceed market expectations.    
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Short positions (40 stocks representing –45% of Partners’ Capital) 

As always, I won’t disclose individual active short positions since it could jeopardize my access to 
management.   We continue to be short several retailers who we expect will suffer margin contraction 
as a result of consumer weakness and the depreciation of the local currency, as well as resource 
counters where we believe that forward earnings expectations are based on supra-normal margins. 
 
 

Exited positions 

Alexander Forbes Pref shares:  we exited this long held investment at a wonderful overall gain when 
the structure was unwound, leaving us with cash and Alexander Forbes shares, which we sold.    We 
originally acquired our stake in 2009 when investors who misunderstood the capital structure sold the 
shares down to a 22% yield (this only on the debt portion of the securities, which ended up comprising 
only half of the eventual value of AF Prefs).  Proves Mae West was right when she said: “Too much of 
a good thing can be wonderful!” 
 
 
Hospitality A shares:  we sold the last of our shares as the yield appreciated to close to comparator 
values.  Interestingly, the thesis for this investment was exactly the same as for our purchase of ABIL 
Prefs:  an overleveraged company was forced to make a rights offering of shares, which diluted the 
equity holders, but was (would have been in ABIL’s case) very positive for the debt holders. 
 
 
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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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, 2014

LONG POSITIONS %* SHORT POSITIONS %*

Consumer Staples Consumer Staples

Quantum Food Holdings 2% Food Producer Short I -2%

Food Producer Short II -1%

Food Producer Short III -1%

Food Producer Short IV -1%

Food Producer Short V -1%

Financials/Property Financials/Property

Capitec Bank 3% Property Short I -3%

Ascension Property B Shares 1% Property Short II -2%

New Europe Property Investments 1% Financial Short I -1%

Retail/Consumer discretionary Retail/Consumer discretionary

Steinhoff International Holdings 3% Retail Short I -3%

KAP 3% Retail Short II -2%

Retail Short III -1%

Retail Short IV -1%

Gaming Short I -2%

Gaming Short II -1%

Industrial/Construction Industrial/Construction

Mpact 2% Industrial Short I -2%

Industrial Short II -1%

Industrial Short III -1%

Industrial Short IV -1%

Industrial Short V -1%

Industrial Shorts individually below 1% -2%

Other Other

Information trades (32 stocks) 56% Resource Short I -2%

Deep Value Basket (7 stocks) 4% Resource Short II -1%

Investec Plc Pref 7% Resource Short III -1%

Blackstar Group 2% Resource Short IV -1%

Mustek 1% Resource Short V -1%

RAC Pref 2% Resource Shorts individually below 1% -3%

2% Telecommunication Short I -1%

Telecommunication Short II -1%

Technology Short I -2%

Technology Short II -1%

Technology Shorts individually below 1% -1%

Gross Long 89% Gross short -45%

Gross exposure 134%

*Rounded Net exposure 44%

Market Adjusted exposure 25%  
 


