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Dear Partner 
 
Our fund gained 11.85% for the year ended December 31, 2020 and 394.25% since inception in May 2009. Our long 
positions returned 6.9% over the period, while our short book had another strong year, returning 19.8% and 
significantly outperforming the inverse of the 7.0% market return.  Since fund inception we have generated cumulative 
alpha of almost 400% on the short side, which is a source of great pride for the team. 
 
 
The year in review: 
 
After several years of defensive positioning, at the end of 2019 we increased the fund’s market exposure, reducing our 
holdings in credit and arbitrage positions to take advantage of the excellent opportunities to deploy capital into our 
bread-and-butter Quality Value strategy: high quality companies with strong competitive positions, high returns-on-
invested-capital, valuable assets, and good cash flow generation.  
 
In our 2019 letter we highlighted that the extreme pessimism and capital outflows had resulted in swathes of the small 
and midcap sector trading at historically low valuations, presenting stock pickers with tremendous opportunity to 
acquire high quality businesses at bargain prices. 
 
We spent a significant amount of time in the past year performing Covid-19 risk-assessments on our holdings, 
scrutinising their balance sheet strength and cost structures, speaking frequently to management teams, and 
assessing the robustness of our portfolio holdings to deal with the fallout of the pandemic. We cut or trimmed ideas 
where the risk adjusted upside was less attractive and concentrated into our best ideas. Our portfolio companies were 
also active in reducing business risk, terming out debt, cutting costs and increasing operational efficiencies. We believe 
that coming into 2021, our portfolio is higher quality, more resilient and is trading at even more attractive valuations 
than a year ago. 
 
 
Strategy going forward: 
 
Our core thesis remains that ‘SA Inc.’, particularly small and midcap ‘SA Inc.’, represents a generational opportunity for 
stock pickers who can separate winners from losers. After the first quarter selloff, the JSE ALSI has gone on to reach 
new record highs in early January of 2021. The small and midcap indices however remain below the already 
depressed levels of a year ago, despite significantly outperforming larger cap stocks in the fourth quarter. The value 
attraction of this segment of the market is extremely compelling. This is illustrated by private market transactions 
between knowledgeable buyers and sellers, where modest parts of businesses are being sold for large proportions of 
their market capitalisation (Sun International and Tsogo Sun Hotels are examples), or by the ever-increasing number 
of take-private transactions being seen. We expect this value mismatch will be realised over time and will generate 
strong returns going forward.  
 
Investment holding company (“sum-of-the-parts”) opportunities present another area rife with opportunity, where 
holding company discounts have now blown out to never-before-seen levels.  Investors are applying record holding 
company discounts to businesses already valued on depressed earnings and multiples. Furthermore, many are 
managed by astute management teams with long track records of value creation for shareholders and are actively 
returning value via unbundling transactions or share repurchases at wide discounts to NAV. We have been active in 
encouraging management of these portfolio companies to take advantage of the absurd valuation disconnect and 
return capital to shareholders via share repurchases, in order to increase the NAV per share.  
 
The portfolio also includes selected opportunities in certain commodities companies, special situations and 
“misunderstood Rand Hedges” where quality companies with substantial non-ZAR earnings streams are not widely 
understood as being typical Rand Hedges. The addition of these provide diversifying return potential largely 
uncorrelated to SA macro risks and are individually all very attractive opportunities.    
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Market risk is further materially offset by a significant short book, currently amounting to 29% of NAV. We are finding 
attractive short opportunities in banks who we expect will incur higher than anticipated loan losses, REITS who will see 
larger than expected rental reversions, and a variety of companies with aggressive accounting. 
 
At year end we held 104% of capital in 42 long positions, offset by 29% of capital in 28 short positions, for a net 
exposure of 75%. As usual, the much lower market exposure of our credit, arbitrage and defensive long positions 
resulted in a much lower beta adjusted exposure of 33%. 
 
 
Individual positions:  
 
We include below a synopsis on selected positions held by the portfolio.  
 
Sun International (“SUI”, 7.1% of partners’ capital): is a gaming and leisure group owning 11 licensed casinos in 
South Africa.  As we wrote in last year’s letter, we consider licensed casinos to be a high quality and relatively stable 
businesses (global pandemics precluded).  While Covid-19 was invading our shores in early 2020, SUI released 
results reporting a 90% increase in per share earnings, and a 170% increase in earnings on their core South African 
operations, demonstrating the benefits of their turnaround initiatives. Subsequent to a rights issuance undertaken to 
bolster the balance sheet (which we helped underwrite, generating additional fee income for the fund) the group sold 
its Latin American operations, accounting for less than a quarter of earnings, at a valuation approximating its entire 
market capitalisation.  Proactive steps taken by management have greatly reduced the cost base of the business, and 
we are of the opinion that cash generation, even under limited trading conditions, will prove to be well ahead of market 
expectations. We do not believe that the pandemic has impacted the long-term demand or cash generation 
fundamentals of the business and remain enthusiastic holders given the extreme value at current levels. 
 
Rand Merchant Holdings (“RMH”, 6.8% of partners’ capital): was for many years the holding company of a 25% 
stake in FirstRand, along with an insignificant (by comparison) property portfolio.  Subsequent to the spin-off of its 
FirstRand holding, the stock almost immediately became an orphan as the shareholder base, which included many 
index funds and bank investors, ticked over almost completely, driving the stock down to a 70% discount to the value 
of their cash and properties (and in fact, trading below the cash value). RMH consists of cash worth R1.50 per share 
and property investments worth approximately R2 per share, compared to our entry price of below R1.20 per share. 
The property investments are predominantly in Eastern Europe, and almost half of the cash is held in Euro, providing 
some Rand hedge aspects.  The company also has a stated strategy of monetising their property assets over the next 
five years and returning maximum value to shareholders.  We have been actively engaging with the company on ways 
to boost NAV per share over time. 
 
Ethos Capital Partners (“EPE”, 6.5% of partners’ capital): is a listed investment fund with stakes in a variety of 
private equity funds managed by Ethos Capital and a stake in JSE listed Brait, itself a private equity investment fund. 
As is typical in the private equity industry, all of the underlying vehicles are being managed with a targeted wind-down 
mandate, which in our experience leads to fairly conservative valuations.  It is therefore interesting that EPE trades at a 
60% discount to its stated NAV, especially when seen in the light of a recent partial disposal of their largest asset, 
Channel VAS, at a premium to the carrying value. Through active engagements with the company, we have been 
encouraging them to use the proceeds from disposals to repurchase shares, in order to increase the NAV per share.  
 
Grindrod Limited (“Grindrod”, 5.7% of partners’ capital): holds valuable stakes in ports and terminals operations 
(including a 25% stake in the Port of Maputo concessionaire, and port terminal investments in Maputo, Richards Bay, 
Durban, Cape Town and Walvis Bay) and operates a strong core logistics business. Apart from these high quality and 
high-barrier-to-entry businesses, there are also several non-core assets including a bank, a private equity portfolio and 
several other investments held for sale. The company has committed to divesting from the non-core investments and 
unlocking value for shareholders. Adjusting for the likely disposal proceeds from the non-core assets, we estimate that 
we are paying 3x normalised earnings for the ports, terminals, logistics and bank assets, an extremely attractive price.  
 
Compagnie Financière Richemont Warrants (“Richemont warrant”, 2.8% of partners’ capital): were issued by 
Richemont to shareholders under a “shareholder loyalty scheme” as compensation to shareholders for the 50% 
dividend cut in the wake of depressed Covid-19 trading. These Richemont warrants are essentially in-the-money 
European call options on Richemont stock with a 3 year expiry, which following the listing traded down to levels well 
below fair value. Special situations like this, where shareholders are issued relatively complex but ‘low value’ (half a 
dividend worth) instruments can present incredibly fertile hunting ground for market inefficiencies, where forced selling, 



   

institutional mandate limitations, or laziness results in downward price pressure as investors sell without regard for 
fundamental value. Given the relatively depressed price of Richemont due to the impact of Covid-19, and the high-
quality nature of the business, we were very happy to acquire 3-year call options on the stock at the very reasonable 
option premium.  
 
Adcock Ingram (“Adcock”, 2.0% of partners’ capital): is a 120-year-old pharmaceutical manufacturer, owning a 
portfolio of some of South Africa’s most well-known and trusted consumer and over-the-counter pharmaceutical brands 
(in which it is the market leader), as well as prescription medicine and hospital supplies. The business generates a 
healthy return on invested capital of 30%, is cash generative and completely ungeared with approximately R300m of 
net cash on the balance sheet. Furthermore, this high-quality business trades at a modest 7.5x EBIT, approximately 
half the valuation of other emerging market peers. No rational business owner would sell this business at that 
valuation. Happily, management agree and have been diligently buying back shares at this attractive price while also 
allocating capital to selective M&A to expand the business into adjacent consumer categories. Given their 56% 
shareholding, it’s not unlikely that Bidvest may eventually attempt to acquire the rest of Adcock, but in the interim we 
are happy investors of this quality business.  
 

 
Short positions: (28 stocks representing -29% of capital)  
 
To avoid jeopardising our access to management, we will not specifically list our current short positions.  
 
During the year we added several new short positions, including property shorts with both SA and foreign exposure, 
where we believe that expectations continue to be too bullish and where we foresee rights issuances being needed, a 
retail short where the market is overlooking fundamental weakness and a telecom short where consensus 
expectations are too high. We continue to hold several banking shorts where we believe loan losses will be higher than 
the market expectation and a short position in a large insurer, where we believe there is highly questionable 
accounting.  
 
 
As always, if anything is unclear, or if you wish to discuss our operations further, we welcome your questions.  
 
Sincerely,  
 
André Steyn, CFA, CA(SA)  
James Corkin, CA(SA) 



   

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. 

LONG POSITIONS %* SHORT POSITIONS %*

Financials/Property/Investment Companies Financials/Property

Capital Appreciation 7.2% Financial Short I -2.5%

RMB Holdings 6.8% Financial Short II -2.2%

EPE Capital Partners 6.5% Financial Short III -1.8%

Grindrod Limited 5.7% Financial Short IV -1.1%

Indluplace 4.8% Financial Short V -1.0%

RECM & Calibre 4.4% Financial Short VI -0.7%

Naspers 3.4% Financial Short VII -0.3%

Trematon 3.3% Property Short I -1.2%

Sabvest Capital 2.3% Property Short II -1.2%

Arrowhead Property B shares 2.1% Property Short III -1.0%

Hospitality Property Fund 1.4% Property Short IV -0.7%

SA Corporate Real Estate 1.1% Property Short V -0.7%

Property Short VI -0.4%

Property Short VII -0.2%

Retail/Consumer discretionary Retail/Consumer discretionary

Tsogo Sun Gaming 7.9% Retail Short I -1.1%

Tsogo Sun Hotels 7.1% Retail Short II -0.9%

Sun International 1.5% Pharmacy Short I -1.2%

Beverage Short I -1.0%

Travel & Leisure short I -0.9%

Industrial/Construction Industrial/Construction

Bowler Metcalf 3.0% Industrial Short I -1.3%

Imperial Holdings 2.5% Industrial Short II -0.6%

Consumer Staples Consumer Staples

Adcock Ingram 2.0% Food Producer Short I -1.1%

Other Other

Informational Edge (4 stocks) 8.8% Healthcare Short I -1.1%

Deep Value (4 stocks) 4.7% Healthcare Short II -0.9%

Undisclosed positions (12 stocks) 5.6% Healthcare Short III -0.6%

Alviva 4.4% Mining Short I -1.2%

Steinhoff Preference shares 3.8% Chemicals Short I -1.1%

Compagnie Financière Richemont  Warrants 2.8% Telecom Short I -0.8%

Trencor 1.1%

Gross Long 104.4% Gross Short -29.0%

*Rounded

Gross exposure 133%

Net exposure 75%

Market Adjusted exposure 33%

APPENDIX - Portfolio as at December 31, 2020

 


