Rozendal Partners Investor Letter 31 December 2020

Rozendal Global Fund: performance vs. benchmark
Period

Fund*

Benchmark**

Since inception***

10.0%

14.5%

Six months to 31 December 2020

18.2%

25.1%

*Returns shown for the B unit class, which is the earliest unit class in existence that is open for investors. Return numbers for other unit
classes may differ slightly. Returns shown assume income is reinvested gross of tax.
**FTSE Global All Cap Total Return Index
***Rate of return since 22 January 2020 (not annualised)

Rozendal Worldwide Flexible Prescient Qualified Investor Hedge Fund: performance vs. benchmark
Period

Fund*

Benchmark**

Since inception***

4.2%

3.2%

Year to 31 December 2020

0.0%

7.0%

Six months to 31 December 2020

10.4%

10.5%

*Returns shown for the B unit class, which is the earliest unit class in existence. Return numbers for other unit classes may differ slightly.
Returns shown assume income is reinvested gross of tax.
**FTSE/JSE All Share Total Return Index
***Compounded annual total rate of return since 1 February 2018.
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Source: Refinitiv Datastream

Dear friends and fellow investors,

A.

Introduction

The year in which global economic growth suffered the deepest and sharpest contraction since World
War II ended with global stock indices rising in the mid‐teen percentages. Even the perpetual laggard
South African market managed to eke out a small gain – and this in US dollar terms. Governments
took a leaf from the 2008 Global Financial Crisis playbook, throwing massive monetary and fiscal
stimulus at the problem of contracting economies and plummeting markets. At this stage, the goals
of spurring economic recovery and restoring financial asset prices appear to have been achieved. The
longer‐term consequences of these actions remain to be seen.
Broadly speaking, on an industry level, 2020 turned out to be a continuation of the trends seen during
the preceding five‐ and ten‐year periods as far as stock markets went:
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Table 1: Historical industry sector returns in USD

MSCI Sector
Energy
Materials
Industrials
Consumer Discretionary
Consumer Staples
Health Care
Financials
Information Technology
Communication
Utilities

Compounded annual
total return:
10 years to 2019
1.9%
3.3%
10.0%
12.9%
9.9%
12.7%
7.2%
15.5%
6.8%
6.2%

Compounded annual
total return:
5 years to 2019
1.5%
6.8%
8.6%
9.9%
7.1%
8.8%
7.1%
18.3%
5.0%
7.2%

2020 total return
‐27.7%
21.5%
11.8%
37.0%
8.8%
15.4%
‐3.2%
46.1%
24.1%
4.6%
Source: Refinitiv Datastream

The IT sector has continued to conquer all, while the Consumer Discretionary sector also delivered a
sterling performance in 2020 – in no small part due to Amazon.com being included in this index.
On the factor front, it was also more or less a continuation of trends over the past ten years.

Table 2: Historical factor returns
MSCI All Country World
Factor Index
All Country World Index
Value
Momentum
Size
Quality
Volatility
Dividend Yield
Growth

Compounded annual
total return:
10 years to 2019
9.4%
7.9%
12.9%
7.1%
12.1%
11.0%
8.5%
10.8%

Compounded annual
total return:
5 years to 2019
9.0%
6.9%
11.9%
6.3%
12.0%
9.8%
8.3%
11.1%

2020 total return
16.8%
0.4%
32.7%
13.2%
25.4%
3.3%
2.7%
33.9%
Source: Refinitiv Datastream

And as the table above implies, in the more than decade‐long struggle of value compared to growth,
value got slaughtered in 2020. In fact, during 2020 value suffered its worst one‐year
underperformance relative to growth on record1.

1

There are longer histories for this comparison than what we show in this letter, but the data is not as readily
available to illustrate this point as that which we do show.
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Figure 1: MSCI World Value vs MSCI World Growth total return

Source: Refinitiv Datastream

With the above as backdrop, we now turn to the returns achieved in the Rozendal funds during 2020.

B.

Investment Returns

1.

Global Fund

The Global Fund lagged its benchmark over the past year, mainly due to substantial cash holdings, and
limited exposure to the mega‐capitalisation technology stocks which led the market during 2020.
On the level of individual stocks, the leading contributors and detractors from returns during the past
six months (since our last letter) were as follows.
Contributors
a.

iShares Silver Trust

We typically highlight individual equity holdings as top and bottom contributors to fund returns, and
not returns from currency holdings. We tend to view silver and gold as alternatives to cash in the

Address: 102 Buitenkloof Studios, 8 Kloof Street, Gardens, Cape Town, 8001 Tel: +27 21 286 6716
Directors: Wilhelm Hertzog, Jan Louw, Paul Whitburn, Ernst Hertzog (Non-Executive Director)
Rozendal Partners (Pty) Ltd is an authorized Financial Services Provider (FSP 48271)

ROZENDAL.COM

4

global fund, rather than as alternatives to equity investments. But at the same time, we recognise that
many investors may view these precious metals differently, and hence we call out silver’s contribution
to fund returns over the past six months separately.
After reaching historically low prices relative to gold in the first half of 2020, silver prices rose sharply,
in sympathy with gold prices which benefitted from both safe‐haven status during the equity market
crash of the early part of the year, and from its perceived inflation hedge characteristics. The latter
became top of mind for investors as central banks initiated money printing sprees to support markets
and economies, resulting in fears about potential longer‐term inflation. Silver has delivered better
returns than gold during 2020, probably due to a recovery in industrial demand for the metal as
economies recovered during the latter part of 2020.
b.

Cameco

As the world’s leading uranium miner, Cameco faces the ambiguous privilege of having a meaningful
impact on the uranium market when it either curtails or ramps up production. Due to the depressed
state of the spot uranium market, Cameco has idled several assets over the past five years. As the
global nuclear reactor fleet keeps growing slowly but surely (with China constructing numerous new
plants, and Japan turning back to nuclear after abandoning the energy source in the wake of the 2011
Fukushima disaster), and nuclear is increasingly recognised for its zero carbon emissions, demand has
kept growing in recent years. News during October that BHP abandoned expansion plans for its
Olympic Dam mine (a copper mine that produces significant amounts of uranium as a by‐product)
excited investors, and pushed Cameco’s share price meaningfully higher during the past six months.

Detractors
a.

Bayer

As a sign of how strong markets have been post the ‘Covid crash’, there was only one share that really
detracted meaningfully from the global fund’s returns for this period. Bayer’s share price suffered
during the latter part of 2020, weighed down by several issues. Firstly, a multi‐billion‐dollar class
action settlement that was agreed with plaintiffs early in the year was thrown into doubt when a judge
questioned some aspects of the settlement. This brought back a cloud of legal uncertainty (which had
hung heavily over Bayer for the past few years), shortly after investors thought that the legal issues
had been resolved. Secondly, the company pre‐announced a weaker than expected outlook for its
crop division in 2021, which caught investors by surprise and sent the stock down sharply. The stock
has recovered well since then but remains below the levels where it traded early in 2020.

2.

Hedge Fund

The Hedge Fund delivered a return of 10.4% for the second half of the year, a smidgen less than the
10.5% delivered by its benchmark. The year as a whole was somewhat disappointing, delivering zero
growth relative to a benchmark that increased by 7%. This relative underperformance was in large
part due to substantial offshore exposure (via the Hedge Fund’s investment in the Rozendal Global
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Fund) in the face of a substantially strengthening Rand in the second half of the year, and limited
exposure to the technology sector (i.e. Naspers).

Contributors
a.

HCI

As we warned in our letter of June 2019, the top and bottom contributors to fund returns in any six
month period is likely to be the most volatile stocks in the fund, and not necessarily the stocks which
contribute or detract the most meaningfully to (or from) the long term returns of the fund. This proved
to be the case with HCI during 2020. HCI featured as the leading detractor from returns in the first half
of 2020, only to reverse course and feature as a top contributor to returns in the second half of the
year. We wrote about HCI’s balance sheet predicament in our June 2020 letter. As is the case with the
shares of highly geared companies, when prospects started to appear somewhat more positive during
the latter part of 2020, and the likelihood of dilutive rights issues in the group waned, the company’s
share price increased dramatically. Unfortunately, this recovery was not sufficient to make amends
for the decline in the first half: HCI’s share price is still dramatically lower than it was at the start of
2020.
b.

Invicta

Invicta was called out as a top detractor from returns in our December 2018 letter. As a relatively
small position in the fund, its continued decline did not warrant a separate discussion in subsequent
letters. However, after initially plummeting along with most South African industrial stocks in the early
part of 2020, Invicta’s share price staged a very strong recovery during the latter half of the year. A
new CEO, asset sales at prices hugely above implied market prices and a concomitant sharp de‐gearing
of the balance sheet resulted in the share price more than tripling from its mid‐year lows.
c.

Blue Label Telecoms

A catastrophic investment in Cell C during 2017 resulted in Blue Label Telecoms’ share price declining
by more than 90% from top to bottom between 2016 and 2020. During 2020 it became clear that Blue
Label’s historical core operating businesses were performing robustly amid a weak South African
economy, and that Cell C had managed to change its operating model in such a way that it will no
longer be a drain on the group. This resulted in a notable rerating of the Blue Label share price,
contributing positively to fund returns.

Detractors
a.

Gemfields

Gemfields is the world’s leading producer of emeralds and rubies. Sales of these gemstones are
conducted via auctions where prospective buyers physically inspect stones before bidding on them.
Gemfields’ most important mines are situated in Zambia (emeralds) and Mozambique (rubies)
respectively.

Address: 102 Buitenkloof Studios, 8 Kloof Street, Gardens, Cape Town, 8001 Tel: +27 21 286 6716
Directors: Wilhelm Hertzog, Jan Louw, Paul Whitburn, Ernst Hertzog (Non-Executive Director)
Rozendal Partners (Pty) Ltd is an authorized Financial Services Provider (FSP 48271)

ROZENDAL.COM

6

Covid and the related lockdowns had a dramatic impact on Gemfields. Whereas the better established
and more standardised diamond market could continue functioning to a limited extent due to less
reliance on personal inspection of stones, the coloured gemstone market essentially shut down for
most of 2020. Coupled to that, the Zambian government defaulted on a Eurobond repayment late in
the year (amid talks of nationalising mines to boost government finances), and Mozambique is
struggling to contain violent insurgents in the same province where Gemfields’ mines are located.
Fortunately, Gemfields went into 2020 with a very strong balance sheet, but nonetheless, its share
price has not escaped the ravages of Covid and the political risk inherent in the business.
b.

Tsogo Sun Hotels

Tsogo Sun Hotels was a late entrant to the portfolio during the past six months, but its debut was
ignominious. The hotel industry is particularly sensitive to the travel restrictions that have been a
central feature of Covid lockdown regulations. As lockdown measures were again escalated in
December in South Africa in response to the second wave of Covid, Tsogo Sun Hotels’ share price
tumbled. However, the share was only held in the fund as from early December, so we would caution
against reading too much into the share price movement.

C.

Investment Cycles Completed

In keeping with the state of the South African small cap market, all three of the investment cycles we
completed during the past six months were on account of small cap South African companies either
being taken private or attracting interest from private equity suitors. The outcomes from an
investment return perspective were mixed, ranging from very good to disappointing – but in all cases
the position sizes were modest. We will deal with them in chronological order by date of complete
sale of the fund’s investment in the respective stocks.

1.

Quantum Foods

Quantum Foods is a Western Cape based chicken, egg, and animal feed producer. The company has a
long history and spent much of its life as a division of Pioneer Foods. When a new management team
at Pioneer Foods decided to focus the group on higher margin and less cyclical branded consumer
goods, Quantum Foods was unbundled to Pioneer Foods shareholders late in 2014.
By and large, the chicken business is much like any other commoditised agricultural industry: low
barriers to entry, modest returns on capital, sensitive to swings in input costs (especially the maize
price), and heavily cyclical. Not a great industry, but one in which the best operators do manage to
earn returns that beat their cost of capital.
In many respects Quantum Foods is similar to, but smaller than, the leading chicken producers in South
Africa (Astral Foods, RCL Foods, Country Bird, Daybreak, Sovereign Foods). However, there are two
features that set Quantum apart from most of the other major chicken producers in South Africa:
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i.
ii.

It is the leading egg producer in South Africa. The other major chicken producers do not have a
presence in this market.
After years of sub‐par results, the company exited the broiler meat market in South Africa in
two stages, starting in 2014. Effectively this means that the company only breeds and rears
broiler chickens, which are then sold to abattoirs owned by two of the larger producers. These
abattoir supply contracts are not pure cost‐plus contracts, but it does insulate Quantum
somewhat from the more extreme swings in commodity (wheat, chicken meat) prices.

Having followed Pioneer Foods for many years (even preceding its listing on the JSE in 2007), the
unbundling of Quantum Foods was well on our radar when it happened in 2014. As a small cap stock
in an unattractive industry being cast aside from a much larger mother ship it was a prime candidate
for becoming very cheap as investors sold out of a minor irritant in their portfolios.
Upon listing, the share did start trading at low multiples of book value and earnings, and there was a
reasonably high volume of trade in the share for the first six months after listing, but the share price
essentially followed the fortunes of its listed industry peers and did not appear to become
exceptionally cheap compared to the rest of the industry. During the 2015/6 period South Africa
experienced a severe drought, which pushed maize prices (and hence chicken feed prices) up to
exorbitant levels.
Figure 2: SA chicken industry share prices vs. yellow maize price (all rebased to 100)

Source: Refinitiv Datastream
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While we did like the investment opportunity presented by the chicken industry during 2016 (and we
did invest in the shares of Astral Foods in the funds that we were managing at the time), for several
reasons we never invested in Quantum Foods. But the stock certainly remained on our radar for future
investment if the price to value relationship ever changed materially.
After the maize price went through its typical cyclical downturn early in 2017 as 2015/6’s poor harvest
was followed by a good one, and the chicken industry breathed a sigh of relief, avian flu hit the
industry. South Africa’s flock of layer hens was decimated.

Figure 3: SA layer flock and egg production

Source: SAPA

In a heavily cyclical industry2, such a flock curtailment had a dramatic impact on egg prices. Through a
stroke of geographic luck, Quantum’s flock of layer hens was not nearly as severely impacted as the
rest of the industry. The result was Quantum’s egg business earning super profits on a scale the
company had never seen before during 2018 and 2019.

2

A former Pioneer Foods CEO once told us that in the egg business, one either makes too much money or
loses too much money – there is very little in between.
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Figure 4: Quantum Foods Egg and Layer Livestock segment operating profit margins (%)

Source: Company accounts, Rozendal Partners

While the company’s share price did increase in reflection of the extraordinary cash the business
generated in 2018 and 2019, the share price remained well below net asset value throughout this
period. The market appeared to share our concern about the sustainability of profits, and how severe
a downturn in the egg cycle could be.
The excess cash generated by the business was put to good use in paying out dividends to
shareholders and buying back shares. Management was reasonably disciplined in avoiding frivolous
capex spending or acquisition sprees. In addition, management (specifically the chairman) were
persistently buying shares when the opportunity arose. These things all made Quantum an
increasingly interesting investment opportunity to us, and we wrote an internal report on the
company in November 2018. However, we were still concerned about where the company was in its
profitability cycle and hence did not purchase shares at the outset.
We monitored the company (and industry) developments closely for the next 18 months, specifically
waiting for signs that the egg cycle (where prices had turned down by this stage) was causing supply
to shrink, as an indicator that industry conditions were starting to bottom. This finally started
happening during the first half of 2020 (refer back to Figure 3), which was our cue to invest.
We had barely started acquiring shares when it was announced that agricultural investment company
Zeder (which had been Quantum Foods’ largest shareholder at the time, on account of it also being
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Pioneer Foods’ largest shareholder at the time when Quantum Foods was unbundled from Pioneer)
had sold its entire c.30% interest in the company to Country Bird Holdings. This put the company ‘in
play’, and boosted the share price, but only to levels that were still reasonably low relative to our
estimated fair value.
Management was very averse to Country Bird obtaining control of the company, as in their view it
would put offtake agreements that the company had with Astral and Sovereign at risk, and hence risk
harming the business. Accordingly, management started canvassing shareholders for support against
Country Bird. Separate from this, a UK based private equity investor in African agricultural assets also
started acquiring blocks of shares in Quantum, paying a substantial premium to where Country Bird
bought its stake, and to where the share had been trading after the Country Bird acquisition.
By this stage, we had accumulated a useful number of shares in the company, and hence both the UK
private equity buyer and management were engaging with us on the topic of selling our shares. The
prices being mentioned were 10% ‐ 20% above our estimate of fair value, and hence we were perfectly
willing to engage. Matters concluded with us selling all the fund’s Quantum Foods shares to a group
of investors (including company management – unbeknownst to us at the time) for R6.50 scarcely a
month after we started acquiring shares. This healthy profit (we paid on average R4.25 per share and
received a R0.06 cents per share dividend) over a very short holding period translates into a sky‐high
internal rate of return. The bidding frenzy that we sold into has subsided, and no acquirer has yet
come to the fore with an offer for the entire company. In the mean‐time industry conditions for
Quantum Foods has again become somewhat more challenging. If the share price starts languishing
as a result, it may yet again become an attractive investment for us – or control buyers.

2.

Tiso Blackstar

Tiso Blackstar concluded its life as essentially a holding company for Hirt & Carter, a specialist brand
activation and shopper marketing business. But the group underwent many corporate
transformations en route. It started life as Blackstar Investors plc, a private equity investment vehicle
raised by former Brait executive Andrew Bonamour. Blackstar listed on London’s AIM in 2006 but
deployed its capital in South Africa. A secondary listing on the JSE’s AltX followed in 2011. The
company invested in numerous corporate reorganisation situations, often driving restructurings at
investee companies. In 2017 the company moved its listing to the main board of the JSE. At that point
key assets in the group were Hirt & Carter, Times Media Group (one of the pre‐eminent newspaper
publishing groups in South Africa), and a 20% shareholding in Kagiso Tiso Holdings (‘KTH’), a diversified
investment holding company.
At the time that we became more interested in Tiso Blackstar (late in 2018), it was suffering from the
same malaise affecting all JSE‐listed investment holding companies: a deep discount to its sum of the
parts value, and limited investor interest in small companies in general. The deep discount piqued our
interest, and our research revealed an appealing opportunity.
Being heavily exposed to media and advertising, and with the SA economy already struggling, our
assessment was that group earnings during 2018 was at the lower end of the through the cycle range.
But even so, in recognition of the challenged nature of some of the businesses (print media
specifically), we valued the group assets on very low multiples of earnings: four times EBITDA for Hirt
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& Carter, and two times for Times Media Group. And this for a business (Hirt & Carter) that had been
growing its EBITDA in the mid‐teens range for the preceding four years, whilst generating returns on
equity in the high teens. Even on this basis, and taking into account value leakage due to head office
costs, we concluded that the share price was in the region of 50% lower than fair value.
While the collection of assets in the company were of average quality, management appeared acutely
aware of the opportunity to unlock value through asset sales and was actively pursuing this course –
but the market could seemingly not care less about this. With a sensible long term incentive scheme
for management, management having at least some level of shareholding in the business (and buying
small amounts of shares on an ongoing basis), and some clear thinking on the part of management
when it came to value creation for shareholders, we found the overall investment proposition
appealing, and allocated capital to the opportunity.
About six months after we first invested, the company announced the sale of most of the Times Media
assets for multiples of our initial assessment of fair value. In addition, management bought a
meaningful number of shares (albeit with funding provided by Tiso Blackstar). This increased our
conviction in the idea, and we bought more shares in the months after these announcements, as the
discount to our fair value estimate remained very wide.
The share price continued to languish during the latter part of 2019, and took a beating when Covid
hit the South African economy – as was to be expected, given the group's dependence on
economically sensitive advertising spend as its primary source of revenue. But this share price
reaction was clearly excessive, as management launched a buy‐out offer for the group at
R3.95 per share shortly thereafter.
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Figure 5: Tiso Blackstar share price and hedge fund investment activity

Source: Refinitiv Datastream

The offer was quite complicated. The company was selling its stake in KTH alongside the buy‐out.
Shareholders were asked to vote on both transactions concurrently. The mooted sale of KTH was at a
very good price in our opinion. As an incentive for shareholders to vote in favour of the KTH disposal
(which would make the group cash flush and make a buy‐out far easier), a price of R4.15 per share
was offered to those shareholders who voted in favour of the disposal. Shareholders who voted
against the KTH disposal were offered only R3.95 per share. Regardless of how a shareholder voted,
there was of course the option of remaining invested in the delisted company.
Whilst we were happy to vote in favour of the KTH disposal (and hence be in a position to accept R4.15
per share), the structure of the transaction left a bitter taste in our mouths. Blackmailing shareholders
in such a way as to achieve one’s own ends is not what we expect of management teams, and clearly
made us disinclined to remain invested in the company – especially in an unlisted environment. We
faced the same conundrum that we did with Rolfes Holdings (which we wrote about in our last investor
letter): an offer by insiders to take a company private at a price well below fair value. Our attempts to
engage with management post announcement of the offer were completely ignored. This probably
should not have surprised us, given the brazenness of the offer. While shareholders in a South African
company would have been able to exercise appraisal rights in this situation, Tiso Blackstar was in fact
a UK company, and hence applying to court to exercise appraisal rights was not an option. In the end,
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we came to the same disappointing decision as with Rolfes: sell to the offerors at a price well below
fair value.
The fund’s return from its investment in Tiso Blackstar delivered an IRR of just more than 12%. This is
acceptable, but by no means what it should have been. And spare a thought for investors who backed
management from inception: these investors witnessed a decline in net asset value per share of more
than 50% over the listed history of the group (starting from its days on AIM), and a share price that
declined even more than that. As reward for their patience, management proceeded to buy the
business from them on the cheap. And to add insult to injury, management was paid very well to
oversee this saga: by our estimates, shareholders paid Andrew Bonamour more than R160 million
from 2008 to 2019 for the privilege of losing their shirts in Tiso Blackstar. Back the best and the
brightest from private equity they said. It will be fun they said. Fun indeed – but for management, not
shareholders.

3.

Unicorn Capital Partners

Unicorn Capital Partners (‘UCP’) is another small South African industrial holding company that
underwent several metamorphoses (at least in name, if not always in line of business) before finding
its final resting place inside the belly of a larger corporate acquiror. The company’s roots lay in contract
mining in the coalfields of South Africa. Over time it acquired other assets, including a crane hire
business (Richie), a drilling and blasting business (Jeff), a mining exploration company (GeoSearch)
and a controlling stake in an anthracite mine (Nkomati Coal).
The company’s fortunes largely followed that of the mining industry for many years. Business boomed
in the commodity super‐cycle years. This was followed by a decade of travails as the contract mining
industry was saddled with over‐capacity resulting in unbearable price pressure. After the commodity
market crash in 2015, contract miners in South Africa steadily started going out of business. In this
environment the last men standing turned out to be the private companies with lower overhead cost
structures that could survive on leaner rates than the larger listed companies. UCP’s contract mining
business was also a victim of this environment.
The brutal industry downturn post 2008 resulted in some superficially very cheap share prices in the
industry, and hence we had been following and investing in companies in the industry for some time
by the time that the hedge fund launched early in 2018. UCP was one of the first investments we made
in the hedge fund.
At the time of our initial investments, UCP’s contract mining business had already been shut down.
The rest of the group offered interesting prospects. Whilst mining investment (to which the prospects
of both Jeff and GeoSearch were tied) was still at low levels following the 2015 industry downturn,
Richie was a solid business generating decent cashflows for the group. The wildcard in the portfolio
was Nkomati Coal.
Nkomati Coal is one of only two anthracite mines in South Africa that can supply local ferrochrome
smelters. It had long been known to be a source of great potential value to the group, but the mine
had been idle for some time due to capital constraints within the group. However, a new CEO had
taken over management of the group, and had invested a substantial amount of his own money into
UCP shares. This new CEO also managed to arrange funding for the mine from the Industrial
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Development Corporation and secured an offtake agreement with Glencore. While we were certainly
cognisant of the risks associated with ramping up a mine, these developments appeared promising,
and we did ascribe meaningful value to the mine in our valuation of the group.
At corporate level, the new CEO also unearthed several governance issues related to previous
management that had siphoned value away from shareholders. This was in addition to well publicised
fraud committed by directors that preceded even the misconduct of the new CEO’s predecessors.
With all of that out of the way, and with a CEO aligned with shareholders, we were optimistic that UCP
shareholders’ fortunes would be changing for the better. We were mistaken.
The industrial businesses were chugging along well enough, but no sooner had ramp up at Nkomati
started than there were capex projects which ran late, strike action by the workforce, and gratuitous
safety stoppages forced upon the mine by regulatory authorities (an industry‐wide problem at the
time). On top of this, the contract miner on site at Nkomati went bust. All these headwinds shifted
management’s thinking around the mine from ramping it up, to rather selling it (for the right price, of
course). By mid‐2019 the problems at the mine had also started to test the patience of funders, and
the company was forced to turn to related parties to borrow money at very high interest rates – clearly
a problematic situation from many perspectives.
Late in 2019, a fall of ground incident at the mine resulted in a further stoppage of work, and more
funding was required to restart operations. At this stage potential acquirors smelled blood. Listed
mining business Afrimat had emerged as a 27% shareholder after buying blocks of shares from
institutional investors. Calibre Capital (one member of a consortium of shareholders, including the
CEO, that owned more than 40% of UCP’s shares) made an offer to buy all the industrial (i.e. non‐
mining) businesses out of the group, but eventually abandoned its bid. UCP’s strained balance sheet
made management’s hand weak in any negotiations, and eventually Afrimat submitted a bid to
acquire all of UCP in an all‐share offer.
At the time of these developments, the hedge fund held a stake of just more than 5% of UCP’s shares
in issue. But because the bidders for UCP’s assets and/or the company were large shareholders and
not allowed to vote, the fund’s interest turned out to be the king‐maker stake in the company. As
much as we were disinclined to sell to Afrimat at a clearly cheap price (the equivalent of R0.11 per
share, well below our estimates of fair value up to that point), the reality was that UCP was out of
funding options, and the alternative scenarios could entail far worse outcomes for shareholders. After
much engagement with management and Afrimat, we decided to support Afrimat’s offer of one
Afrimat share for every 280 UCP shares held. The transaction was consummated in December 2020 at
an effective price of R0.15 per UCP share, which gave the hedge fund a negative IRR of 12.4% over the
holding period. That drew the curtain on an investment that took more of our time and energy than
its size ever really warranted. We did our homework on Afrimat prior to accepting the offer (we are
always interested in backing shrewd capital allocators!), and the fund continues to hold the Afrimat
shares that was received in terms of the transaction. But Afrimat is a separate investment that we will
cover in appropriate detail when we have completed the investment cycle in Afrimat shares.
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Figure 6: Unicorn Capital Partners share price and hedge fund investment activity

Source: Refinitiv Datastream

4.

Lessons learned and key take‐aways

Our experiences with the above three investments brought the following thoughts to the fore:


The horse has not always bolted after a corporate acquiror buys a big stake in a listed company.
When Country Bird acquired Zeder’s interest in Quantum Foods, the share price did react
meaningfully, but the share was still cheap. Walking away from the opportunity because the
stock was up substantially from the level immediately preceding Country Bird’s investment
would have been a mistake. There was still time for investors to buy Quantum Foods shares
before a bidding frenzy of sorts really erupted.



Astute managers with a keen eye for value can be as much friend as foe for shareholders,
depending on the circumstances. There is no doubt that Andrew Bonamour knows he got a
good deal taking Tiso Blackstar private at the price that he did. And when sharp managers turn
from friend to foe, legal protection for minority shareholders really does matter.
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It goes without saying, but no matter how well‐aligned management is with shareholders, and
how much yet to be unlocked value there is in a business, the best laid plans of mice and men
come to nought in the face of balance sheet pressures. And when related parties resort to
lending money to a listed company at extortionate rates, either the related parties are likely to
take their pound of flesh at the expense of minority shareholders, or the end is nigh for the
business. Investors take heed.

D.

Investment Observations

1.

SPACs

One of the notable aspects of 2020, was the number of so‐called ‘SPACs’ (an acronym for Special
Purpose Acquisition Companies) that listed in US markets. SPAC’s (also colloquially called ‘blank
cheque companies’) are nothing other than cash shells: a promotor raises cash from investors with
the promise of deploying this cash in acquisitions. The prevalence of SPAC listings is interesting as a
cue to the state of the US equity market.
A willingness to put faith in managers to make good acquisitions happens only at times of exuberance
in stock markets. In a typical initial public offering (‘IPO’), the promotors must at least bring a business
with a good story to the market to get a listing away. Nowadays it seems that just a good story is good
enough for investors to part with their cash. It does bring to mind the apocryphal tale of a company
that went public in 1720 during the UK stock market’s South Seas Bubble as ‘a company for carrying
out an undertaking of great advantage, but nobody to know what it is’. Many private companies
appear to be using the route of being acquired by a SPAC to in effect list on public markets via a back
door: the process is quicker and less onerous than a traditional IPO.
Promotors and sponsors of SPACs typically make good money off these listings. So how apposite that
one of the latest SPACs that will be coming to market (LMF Acquisition Opportunities) will be trading
under the ticker ‘LMAO’. We suspect the joke is likely to be on investors.

2.

The price of growth

Investment firm GMO is always a great source of insight into markets. The chart below recently caught
our attention. It shows the median price to sales ratio of the expensive (on traditional valuation
measures) half of the US stock market from the early 1970’s until September 2020.
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Figure 7: Median price to sales ratio of US growth stocks

Source: GMO

Whilst the growth stocks that have led the market higher in recent years are more profitable than
they were in the Internet Bubble (so price to earnings ratios are lower), the market’s love for these
stocks is no less intense than it was then when measured on a price to sales basis. While the Global
Fund does have investments that would be classified as growth stocks on a purely quantitative basis,
charts like this one makes us approach that end of the market with an even greater degree of
circumspection than usual.

3.

The fallacy of the stock that always stays cheap

We recently noticed some interesting comments by AQR founder and quantitative investing luminary
Clifford Asness3 that we could relate to. Many investors seem to labour under the impression that the
only way to do well from investing in a cheap stock (or at least a stock trading on low valuation
multiples) is for the stock to be re‐rated by the market. While a re‐rating by the market can often be
a quick way to do well from having bought a cheap stock, it is not the only way for an investor to do
well from having invested in such a stock.
Buying a stock cheaply means you have acquired a stream of cash flows for a low price. If your analysis
was sound, those cash flows will eventually end up in your pocket, be it by way of dividends or
increased corporate value as earnings is retained and reinvested. The former may be a surer way of
getting value out of a stock, but the latter is also a viable option. If the market changes its view of the
value of the stock to reflect your view, the stock will re‐rate and you will get your return in the form
of an increased share price. If this does not happen, you will get your return over time as the value of

3

https://twitter.com/CliffordAsness/status/1313108854142574592
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the cash flows accumulate. In Asness’ words ‘You make your money slowly, but forever’. The tobacco
industry is a useful example (cited by Asness) of exactly this phenomenon.
The chart below shows the historical dividend yields and long‐term average dividend yields of the
Refinitiv Datastream World Tobacco and World Market indices, respectively.

Figure 8: Tobacco industry vs. world market historical dividend yields

Source: Refinitiv Datastream

The tobacco index has historically traded on a dividend yield of more than 4%, compared to the world
market’s average of less than 3%. The tobacco index has only ever for the briefest of periods traded
at a dividend yield at or below that of the world market – it has never rerated in any meaningful way.
In fact, as is evident from the tobacco index’s dividend yield in the most recent few years, the index
has actually de‐rated materially over time. But despite this, it has delivered total returns to investors
in the order of ten times greater than that of the market.
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Figure 9: Tobacco index total return relative to world market total return

Source: Refinitiv Datastream

While making money from quick re‐ratings is certainly fun, we will happily accept making money
slowly but forever any day of the week.
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E.

Rozendal Partners update

The only real news to report from Rozendal Partners’ side is that of our upcoming investor report‐
back session. It is scheduled for Wednesday 10 February at 11:00 (SA time). In keeping with the times,
we will be conducting this session on Microsoft Teams. This will be a first for us, and as much as we
will endeavour to have everything running smoothly, please do have some patience with us if anything
unexpected comes about.
Please do join us for this report‐back session – everyone is welcome. If you would like to be sent the
link to join the session, do send Madeleine Kymdell your details at info@rozendal.com. We will be
recording the event and posting it to our website, but we do hope to see as many of you live in the
event as possible – specifically to bombard us with difficult questions!

Yours sincerely,

Wilhelm

Paul

Jan

26 January 2021
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