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Dear Partner: 

 
Our fund gained 3.45% for the quarter ended December 31, 2015, 22.53% for the year and 272.45% since 
inception on May 7, 2009.  We are very pleased with this performance, and are delighted at the outperformance 
versus the general market, especially considering that we carry less than half the exposure of the index.  It has been 
an honour to invest your capital this year. 
 
 
Performance Attribution  
 
In 2015, our long positions rose 14.87% on a gross basis, comfortably outpacing the 5.13% rise in the general stock 
market, while we made 32.27% on our short book, considerably beating the inverse return of the market which you 
would expect a short book to provide.  Our short book has now provided positive cumulative returns of 19.08% 
since inception, and cumulative alpha of 204.8%, which is a source of great pride for our team.   
 
 
 

 

Date 
May 2009 to 

Dec 2009 
2010 2011 2012 2013 2014 2015 Since inception Annualised 

  Steyn gross long performance 39.13% 43.93% 7.21% 27.89% 30.96% 19.01% 14.87% 391.59% 26.98% 

  Steyn gross short performance -10.62% -8.36% 10.06% 1.27% 3.10% -4.35% 32.27% 19.08% 2.65% 

  Steyn Net Performance 28.21% 33.63% 5.67% 22.03% 22.55% 12.28% 22.53% 272.45% 21.80% 

  JSE ALSI TRI performance 30.57% 18.98% 2.57% 26.68% 21.43% 10.88% 5.13% 185.72% 17.06% 
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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 our Informational Edge investments generated 10.6% of our returns, followed by High 
Quality investments at 4.8%, and 3.5% in our Credit & Arbitrage investments.  We lost 3.3% in our Deep Value 
positions, predominantly as a result of our premature foray into certain mining companies.  While it would be 
tempting to allocate much more of the portfolio to the recently better performing strategies, it is important to realise 
that returns of the strategies will vary from year to year as certain factors perform well or poorly.  We believe all of 
these strategies are essential for a balanced portfolio.  
 
As pointed out above, our short book contributed meaningfully during the year.  Our main strategy in short selling is 
earnings quality shorts identified through forensic accounting research.  However, we also short companies with 
poor business models, overlevered balance sheets, businesses in structural decline, suspected frauds, and fads.   
 

  Contribution by strategy 
May 2009 to  

Dec 2009 
2010 2011 2012 2013 2014 2015 

   High Quality 24.7% 30.0% 3.6% 14.0% 7.8% 6.8% 4.8% 

   Informational Edge 2.5% 1.6% 0.6% 6.3% 10.6% 13.7% 10.6% 

   Credit and Arbitrage 3.7% 2.1% 0.3% 3.4% 6.1% -3.4% 3.5% 

   Deep Value - - -0.4% 0.2% 1.0% 1.8% -3.3% 

 
 
Individual Contributors and Detractors 
 
The five largest winners were Capitec Bank (+2.2% of our returns), Investec Plc Preference (+2.1%), Exxaro (short, 
+1.5%), African Bank Preference (+1.5%), and Glencore Plc (short, +1.3%).  It is gratifying to see two short names 
in the top five performers list.  Capitec was the best performing banking stock on the JSE as it continued taking 
market share from the other retail banks leading to higher than consensus earnings growth.  Investec Plc 
Preference benefitted from a weaker rand.  Exxaro suffered from weaker iron ore and coal prices.  We believe that 
thermal coal is in structural decline, and remain short the name.  As previously communicated, we wrote up our 
investment in African Bank Preference from zero to R15 a share when new information provided more detail on the 
actual level of debt and the value of their insurance subsidiary.  We expect the shares to be worth a good deal more 
than R15.  Glencore shares performed poorly as it became clear that their balance sheet was overlevered.  We 
believe that their actual underlying financial debt is higher than the reported number, and remain short the stock.   
 
The five largest losers in the portfolio were Implats (-1.4%), South32 (-0.9%), Tiso Blackstar (-0.9%), Aveng (-0.7%), 
and Keaton Energy (-0.6%).  Four of these five names were Deep Value investments, acquired at large discounts to 
our estimation of intrinsic value, even though their business quality is only mediocre.  The deep value “factor” has 
been out of favour for a long time, and we believed that it made sense to increase our allocation in anticipation of a 
probable reversion.  We sold Aveng, where the balance sheet seemed under more pressure than was generally 
appreciated, but continue to maintain some exposure to the other names. 
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Strategy 
 
At quarter end, we held 100% of Partners’ capital in 50 long positions, offset by -44% in 43 short positions, for a net 
market exposure of 56%.  As usual, the much lower market exposure of our arbitrage, credit and defensive long 
positions, results in a beta-adjusted market exposure of approximately 30%.   

Macro-economic worries such as a slowing Chinese economy, lower resource prices and a weak Rand has fuelled 
a sharp market decline over the last few months.  This has in turn created more interesting valuation opportunities 
which we are busy researching for potential addition to the fund.  We don’t time markets, but rather price them, and 
if valuation levels become more attractive we are likely to somewhat increase our net exposure levels.   

 

Individual Investments 

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 
 
 
Pref Share Basket (3% of Partners’ Capital): is an investment into variable rate interest paying preference shares 
issued by banks and other companies.   South African preference shares are typically held by preference share unit 
trusts who market themselves to individual investors as a tax-efficient fixed income investment.  Subsequent to the 
collapse of African Bank and the suspension of their preference shares, these funds have sustained capital losses 
which had led to investor redemptions, which in turn increased the capital losses.  We invested at yield of over 11%, 
and at approximately 75% of par value.  The implementation of Basel III, which eliminates preference shares as 
capital for banks, increases the odds that our preference shares will be repurchased by the banks, closer to par 
value. 
 
 
Informational Edge Basket (61% of Partners’ Capital in 23 positions): During the quarter we invested in a 
logistics company, an offshore REIT, a gold mining company, and a healthcare business where we expect earnings 
to exceed market expectations.   As pointed out above, our Informational Edge positions, predicated on forensic 
accounting work, has generated the lion’s share of our returns for the year.  We continue to achieve a very high 
success rate on our earnings calls, having had 34 long positions that beat earnings expectations during this year. 

 
 
Short positions (43 stocks representing –44% of Partners’ Capital) 

As per normal, I won’t disclose individual active short positions since it could jeopardize my access to management.   
We exited very profitable long-held shorts in an iron ore miner, a fashion retailer, and a platinum miner.  We 
established new short positions in two food producers where we expect them to be unable to raise prices to offset 
raw material inflation, and two banks where we believe consensus has not factored in a normal credit cycle.   
 
 
 

Exited positions 

 
Sasfin:  We exited our long position in this bank with a solid gain.  While we still think the stock is cheap and likely 
to get acquired in the long run, we turned more negative on banks in general as we expect a normal non-performing 
loan cycle to drive higher than consensus impairments for the sector.   
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PPC:  We sold our long position at a small gain.  Cement demand was weaker than we initially expected, and our 
research suggested that new entrants could significantly erode future margins.  The timing of our selling prevented a 
significant loss.   
 
New Europe Property Investments:  We made half a percent of NAV on this very profitable long as the stock 
price converged with our view of fair value, driven by stronger than expected earnings.  
 
 
 
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, 2015 

LONG POSITIONS %* SHORT POSITIONS %* 

Consumer Staples   Consumer Staples   
Rhodes Food Group 2% Food Producer Short I -1% 
Quantum Food Holdings 1% Food Producer Short II -1% 
    Food Producer Shorts individually below 1% -2% 

Financials/Property   Financials/Property   
Capitec Bank 3% Financial Short I -2% 
Hospitality Property A Shares 3% Financial Short II -1% 
African Bank Preference Shares 1% Financial Short III -1% 
    Financial Short IV -1% 
    Financial Shorts individually below 1% -2% 
    Property Short I -2% 
    Property Short II -1% 
    Property Short III -1% 
    Property Shorts individually below 1% -1% 

Retail/Consumer discretionary   Retail/Consumer discretionary   
Steinhoff International Holdings 1% Retail Short I -2% 
KAP 1% Retail Short II -1% 
    Retail Short III -1% 
    Retail Shorts individually below 1% -2% 

Industrial/Construction   Industrial/Construction   
Mpact  3% Industrial Short I -2% 
Hudaco 1% Industrial Short II -1% 
    Industrial Short III -1% 
    Industrial Short IV -1% 
    Industrial Short V -1% 
    Industrial Shorts individually below 1% -3% 
    Construction Short I -1% 
    Construction Short II -1% 
    Construction Short III -1% 

Other   Other   
Information trades (23 stocks) 61% Resource Short I -2% 
Deep Value Basket (13 stocks) 9% Resource Short II -2% 
Investec Plc Pref 7% Resource Short III -1% 
Pref Share Basket (2 stocks) 3% Resource Short IV -1% 
Tiso Blackstar Group 2% Resource Short V -1% 
RAC Pref 2% Telecommunication Short I -1% 
    Technology Short I -1% 
    Technology Shorts individually below 1% -1% 

Gross Long 100% Gross short -44% 

    Gross exposure 144% 
*Rounded   Net exposure 56% 
    Market Adjusted exposure 30% 

 


