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Dear Partner 
 
It is with great pride that we report a return of 51.04% net for the year.  
 
Our long book contributed 76.79% to net performance. This compares favourably to the ALSI Total Return Index which 
returned 29.23% for the year. Readers will recall that we highlighted JSE Small Caps as a generational opportunity for 
stock pickers in our last annual letter. Since then, the JSE Small Cap index went on to return a tremendous 59.1% for 
the year – its highest annual return since the index’s inception in 2002. Most pleasingly, our long book outperformed 
both indices by a wide margin due to strong stock selection.  
 
Our short book detracted 13.17% from performance (net of exposure) in the year and on a stand-alone basis 
(unadjusted for exposure) performed in-line with the inverse of the market, which we view as a reasonable result given 
the market strength and a strong rally in our financials shorts. Since fund inception we have generated cumulative 
alpha of over 400% on the short side, which continues to be a source of great pride for the team. 
 
The year in review: 
 
The 2021 year was an exceptional year for the portfolio. In our bread-and-butter Quality Value strategy, we typically 
aim to make at least 100% upside over a three-year holding period with no more than 40% downside if our thesis is 
incorrect. It is thus extremely gratifying that our long book returned more than three-quarters of this upside hurdle in a 
single year. While we remain as excited as ever with both the quality and value in our portfolio, we must caution 
investors that this is unlikely to occur regularly. 
 
Returns during 2021 were driven mainly by company earnings beating overly-pessimistic consensus expectations, 
rather than by multiple expansion. Our tracking of earnings reports showed that more than two thirds of ‘SA Inc’ 
earnings releases either met or exceeded consensus expectations during the year. At the same time, valuations still 
stand out as being highly attractive: South Africa, as measured by the MSCI SA Index1, remains historically cheap 
against other emerging markets, which themselves are at extremely cheap levels compared to developed markets. 
The spate of delistings and foreign buy-outs of South African companies has also continued relentlessly – a strong 
indication that well-informed insiders and savvy investors, both local and foreign, believe there is still significant value in 
the SA market.  
 
Strategy going forward: 
 
We continue to see prospective returns on the long side being driven by earnings exceeding expectations.  The poster 
children for this are the casino operators, where investors don’t appear to have factored in how positive the elimination 
of curfews are for gambling revenues (for an example, we advise you watch Oceans 13, where the biggest problem the 
protagonists have is getting punters to leave the casino before giving back all of their winnings to the house). The 
substantial cost cutting implemented over the last two years should also drive significant operating leverage as 
customer numbers return to pre-pandemic levels, which our research indicates has already happened. Another 
candidate is bulk shipping owner Grindrod Shipping, which is on track to generate 40% of its market cap in cash this 
year. 
 
An area of significant opportunity remains JSE-listed investment holding companies, which still trade at absurdly wide 
discounts to their already depressed sum-of-the-parts valuations. Our analysis shows that these discounts are driven 
most strongly by NAV growth, which has been poor over the last several years due to economic headwinds suffered by 
their mostly smaller SA-focussed investments.  Evidence from the performance of small and midcap listed businesses, 
as well as positive feedback from South African private equity investors, suggests that NAV growth at these investment 
holding companies may soon resume. Furthermore, management teams across all of our investment holding 
companies remain focussed on addressing these discounts via corporate action or buybacks and we are active in 

 
1 MSCI SA index excluding Naspers/Prosus 
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encouraging them to do so. All of the above indicates that an inflection may be occurring, which combined with the 
historical extreme of the discounts makes for an exciting investment proposition.  
 
We remain alert to special situation investments and have added several to the portfolio in the last 12 months, all with 
very attractive upsides and uncorrelated return profiles. Market risk is further materially offset by a significant short 
book, currently amounting to 29% of NAV.  
 
At year end we held 101% of capital in 34 long positions, offset by 31% of capital in 23 short positions, for a gross 
exposure of 132% and net exposure of 70%. As usual, the much lower market exposure of our credit, arbitrage and 
defensive long positions resulted in a much lower beta adjusted exposure of 30%. 
 
Individual positions:  
 
We include below a synopsis on selected positions held by the portfolio.  
 
Tsogo Sun Gaming (7.8% of partners’ capital) and Sun International (7.0% of partners’ capital):  Tsogo Sun 
Gaming and Sun International, our two high-conviction gaming longs, rose 128% and 129% respectively during the 
year, contributing a combined 15.5% to portfolio performance. After substantially right-sizing their cost bases in the 
quarters following the emergence of Covid-19, both businesses were able to largely offset the revenue impact of 
restricted trading and curfews during lockdown, while generating significant amounts of cash during periods of eased 
restrictions. The curfew was removed entirely in late December, during a seasonally strong trading period, and our 
research indicates that casinos are currently running at pre-pandemic levels, but at higher margins and with reduced 
capital spending planned. At 7x our estimate of forward EBIT, these high-quality monopoly-type businesses are among 
the cheapest casinos globally.   
 
Aveng (5.7% of partners’ capital):  Our event-driven position in Aveng contributed strongly during the year, as the 
business successfully completed key components of its restructuring process. After settling most of its debt at a deep 
discount to par via a rights issue (in which we participated) early in the year, subsequent cash generation moved it to a 
net cash position. The company also completed a 500:1 share consolidation during November, which will allow for 
increased liquidity in the stock. In addition to strong operating performance at its remaining core businesses, Aveng 
has valuable and profitable non-core assets as well as a highly incentivised and shareholder-aligned management 
team. Aveng trades at an Ev/EBIT of 2x management’s medium term sustainable EBIT target and we remain 
enthusiastic about the upside remaining in the position. 
 
Compagnie Financière Richemont Warrants (“Richemont warrants”, 1.5% of partners’ capital):  Our investment 
in Richemont warrants, which we discussed in last year’s letter, have increased by 4.5x (at the time of writing) from the 
32c we paid for them in December 2020. This special situation investment arose following the issue of warrants by 
Richemont as compensation for the Covid-induced dividend cut during the 2020 financial year. A key feature of these 
option-like instruments was the levered upside exposure to a recovery in the Richemont share price from what we 
thought were weak levels, with the investor paying nothing for the optionality. Richemont reported blowout results 
driven by strong demand in China and the US, with its most recent earnings beating consensus estimates by 30%. 
 
Short positions: (23 stocks representing -31.4% 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

EPE Capital Partners 5.9% Financial Short I -2.0%

Capital Appreciation 4.8% Financial Short II -1.9%

Indluplace 3.6% Financial Short III -1.3%

Trematon 3.1% Financial Short IV -1.1%

Astoria 3.0% Property Short I -1.4%

RECM & Calibre Preference Shares 3.0% Property Short II -1.3%

Sabvest 3.0% Property Short III -1.2%

Grindrod 2.6% Property Short IV -1.1%

Property Short V -1.1%

Property Short VI -0.9%

Property Short VII -0.6%

Retail/Consumer discretionary Retail/Consumer discretionary

Tsogo Sun Gaming 7.8% Pharmacy Short I -1.4%

Sun International 7.0% Retail Short I -1.1%

Retail Short II -0.1%

Industrial/Construction Industrial/Construction

Frontier Transport 3.0% Industrial Short I -1.8%

Grindrod Shipping 2.8% Industrial Short II -1.3%

Bowler Metcalf 2.2%

Consumer Staples Consumer Staples

Adcock Ingram 1.4% Consumer Staples short I -1.6%

Consumer Staples short II -1.4%

Other Other

Event Driven (Aveng) 5.7% Merger Arbitrage -5.2%

Merger Arbitrage 8.9% Healthcare Short I -1.2%

Alviva 3.3% Healthcare Short II -1.0%

Compagnie Financière Richemont  Warrants 1.5% Telecom Short I -0.9%

Steinhoff Preference Shares 4.3% Telecom Short I -0.6%

Informational Edge (5 stocks) 13.0%

Deep Value (3 stocks) 5.8%

Undisclosed positions (7 stocks) 5.4%

Gross Long 101.0% Gross Short -31.4%

*Rounded

Gross exposure 132%

Net exposure 70%

Market Adjusted exposure 30%

APPENDIX - Portfolio as at December 31, 2021

 


