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ABOUT THIS REPORT
This report is the maiden Integrated Annual Report for African Rainbow Capital Investments
(ARC Investments). The report covers the period since listing on 7 September 2017 to 30
June 2018 and seeks to provide a full view of the operations of ARC Investments as well as its
relationship with related entities, which is part of the overall value creation process.

Report scope and boundary
ARC Investments is an empowerment investment holding company
and reports on all listed and unlisted companies in which it has a
shareholding for the period under review. The information contained
in the report covers both financial and non-financial aspects of
our business. The report is in compliance with the requirements of
the Mauritius Companies Act (Act 15 of 2001) and the JSE Listings
Requirements. Furthermore, the report uses the recommendations of the
King Report on Corporate Governance for South Africa (King IV).

Navigating this report
PAGE REFERENCE

92

WEBSITE REFERENCE

Reporting framework
To ensure that the report is in line with international best practice, the
report was prepared under the guidance of the International Integrated
Reporting <IR> Framework, which was adopted by the Board, IFRS,
King IV, the Mauritius Companies Act, JSE Listings Requirements and the
Global Reporting Initiative (GRI) standards.

Materiality
Throughout this report we focus on material matters that impact
our ability to create value for our stakeholders. As such, we disclose
information which is relevant to our performance and we do so in a
transparent manner. Overall, our two key performance metrics are the
Intrinsic Net Asset Value (INAV) and the Intrinsic Portfolio Value (IPV).

Independent assurance
While the Integrated Annual Report is not audited, it contains
information from the Audited Annual Financial Statements of the
Company for the year ended 30 June 2018 available on the Company’s
website at www.arci.mu
. PricewaterhouseCoopers Inc, the
Company’s independent external auditors have provided assurance
through its audit of the Annual Financial Statements and their
unmodified audit opinion appears on pages 13 of the Annual Financial
Statements.

Responsibility statement
The Board of Directors acknowledges its responsibility of
ensuring the integrity of this Integrated Annual Report. With
the assistance of the Audit and Risk Committee, the Board has
applied its mind to the report and believes it addresses all the
material issues and presents fairly the integrated performance
of the Company.
This report was approved by the Board of Directors of ARC
Investments Limited on 12 October 2018.

Mark Olivier
Chairman of the Board

Clive Msipha
Chairman of the Audit and
Risk Committee

Dr Renosi Mokate
Deans Tommy Lo Seen
Independent Non-executive Independent Non-executive
Director
Director

Report approval
The ARC Investments Board believes the Integrated Annual Report
has been prepared in accordance with best practice and addresses all
relevant and material matters related to our business and performance
in a transparent manner. The report was presented to the Audit and Risk
Committee of ARC Investments as well as the Audit and Risk Committee
of the UBI General Partner.

Reported currency
Although ARC Investments adheres to Mauritian company law, the
Company is listed on the JSE in South Africa and all amounts presented in
the Integrated Annual Report are presented in South African Rand (ZAR).

Bridget Radebe
Non-executive Director

Contact
To ensure we report on issues that matter to our
stakeholders, please provide any feedback and questions to
Ainsley Moos (investors@arci.mu).

Scan the QR code to gain quick access to
our website .
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CONTEXT
Ubuntu-Botho Investments Proprietary Limited (UBI) was
created in 2003 with the initial purpose of building a Broad-Based
Black-controlled investment entity as Sanlam’s empowerment
partner. In addition, the vision of UBI from the outset was to make a
difference in the lives of ordinary South Africans by being a premier
Broad-Based Black-owned and Black-controlled financial services
group in South Africa.
The first phase of realising this vision was the accumulation of
capital by UBI in collaboration with Sanlam, as its empowerment
shareholder. At the beginning of 2014, the initial 10-year lock-in
period and UBI’s contractual obligations towards Sanlam came
to an end with the repayment of the original debt. The initial
objective of capital accumulation had then largely been achieved
with UBI holding 13.5% of Sanlam’s issued shares. This holding at a
current share price at 30 June 2018 of R70. 07 has a gross value of
approximately R23 billion.
The second phase entailed the formation of African Rainbow
Capital Proprietary Limited (ARC) in July 2015, as a wholly owned
subsidiary of UBI. ARC is a South African registered investment
holding company that seeks to utilise its empowerment credentials,
balance sheet strength, the track record of its leadership team and
its brand to invest in financial services distribution businesses,
to acquire strategic equity stakes in underlying financial services
product providers and to acquire majority or significant minority
interests in non-financial services businesses.
Financial services investments are held through African Rainbow
Capital Financial Services Holdings Proprietary Limited
(ARC FinHoldCo), which is 50.1% held by ARC. ARC FinHoldCo
aims to be an investor in leading providers of products and services
in the financial services sector. It follows a focused financial services
sector strategy that seeks to develop revenue synergies between
investments in distribution businesses and investments in related
financial services product providers. The strategic aim is to establish
a significant presence in the following underlying financial services
product provider sectors: Insurance and Asset Management, Banking
and Specialist Financial Services.

ARC Investments was registered and incorporated in Mauritius as a
private company on 30 June 2017 under the Mauritian Companies
Act and was converted to a public company on 2 August 2017.
ARC Investments is managed in Mauritius and holds a Category
One Global Business Licence issued by the FSC. It was listed on the
Johannesburg Stock Exchange on 7 September 2017 as a capitalraising and investment entity and offers Shareholders long-term
capital appreciation by enabling them to invest in a Broad-Based
Black-controlled investment entity which indirectly holds a
diversified underlying portfolio of listed and unlisted investments.
ARC Investments is a Limited Partner with a 99.5% interest in a South
African en-commandite partnership, the ARC Fund. The ARC Fund as
a Black owned Private Equity Fund has the required empowerment
credentials and seeks to acquire significant investments in nonfinancial services businesses reflecting the expertise, experience
and networks across several industries in a defined building block
approach. The non-financial services sector investments include
investments in Telecommunications, Business Process Outsourcing,
Mining, Construction and Energy, Agriculture and food production,
Property businesses and investment holding companies. In addition,
the ARC Fund holds 49.9% of ARC FinHoldCo.
The Fund Manager of the partnership is Ubuntu-Botho General
Partner Proprietary Limited (UBI GP or the General Partner),
a wholly owned subsidiary of UBI. The ARC Fund’s relationship with
the General Partner is governed by the Partnership Agreement,
which states that as a Limited Partner, ARC Investments will be a
passive investor in the ARC Fund and will play no role in the day-today management or investment decisions. The General Partner has,
in turn, entered into the Investment Services Agreement with ARC, in
terms of which ARC will assist the General Partner. All the investment
decisions of the ARC Fund are taken by the General Partner through
its Investment Committee or subject to the terms of any delegations
in place, its Investment Advisory Committee. ARC assists the General
Partner to source investment opportunities for the ARC Fund and
provides certain administrative and back office support to the
General Partner.

Please refer to the reference below for further details in this report and links to other relevant documents.

UBI
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About 36
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Our UBI
Shareholders
DID YOU KNOW?
UBI shareholders have a 13.5%
shareholding in Sanlam, as a
key investment which makes it
the largest shareholder in the
diversified financial services
group. Sanlam announced in
June that it is looking to further
increase its Broad-Based Black
Economic Empowerment
shareholding by 5%. UBI and
ARC will play a prominent role in
this transaction. This is another
exciting and rewarding part in our
journey of wealth creation and
wealth redistribution. Sanlam sees
the increase in its empowerment
status as part of its journey to be
a more sustainable business as
it intends to draw more top line
flows from mainly institutional
clients. UBI has proven itself as a
stable empowerment partner of
high value.
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REFLECTING ON 2018

KEY FACTS AND 2018 HIGHLIGHTS

ARC INVESTMENTS LISTED ON
THE JSE ON

296 DAYS SINCE LISTING

7 September 2017

IN THE YEAR ENDED 30 JUNE 2018

ARC INVESTMENTS
SUCCESSFULLY RAISED

NEW CASH INVESTMENTS OF

R4 300 million

R2 735 million

IN LISTING ON THE JSE

INTRINSIC NET ASSET VALUE
(INAV)

R9 527 million

INTRINSIC PORTFOLIO VALUE

R8 147 million
(7 September 2017: R4 473 million)

(7 September 2017: R8 734 million)

INAV PER A ORDINARY SHARE

9.1%

INAV PER SHARE

R9.23

TO R9 527 MILLION

R9.12 ON A DILUTED BASIS

(7 September 2017: R8 734 million)

(7 September 2017: R8.46)

CASH IN THE ARC FUND
AT YEAR END

ARC IS A

R1 576 million

100% Blackowned ENTITY ON A
MODIFIED FLOW THROUGH
PRINCIPLE AND MAJORITY
SHAREHOLDER IN ARCI
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LEADERSHIP REPORTS
CHAIRMAN OF ARC
INVESTMENTS BOARD
OF DIRECTORS’ REPORT
Mark Olivier

It is indeed my honour and privilege to direct and chair African
Rainbow Capital Investments Limited, a Broad-based Black
Economic Empowerment company poised to be an impactful
contributor in accelerating the transformation agenda of South
Africa, at a time when this is a paramount need of the country.

Introduction
In this inaugural Integrated Annual Report of the company,
we report on our maiden results as a JSE listed entity.

Transformation and social impact
I am proud to be part of a company that is so acutely attuned, not
only to its commercial opportunities, but also to its responsibilities
toward all its stakeholders including the broad base of Black
individuals and groups making up its shareholder base. The
shareholder base also comprises regionally focused development
entities which make significant investment in social infrastructure.
The report details how we have responded to the social and
transformation responsibilities of being a Black empowerment
partner whilst at the same time generating economic value for
shareholders. Considerable resources are invested in researching
and understanding the sectors in which we invest and social impact
is a key component of the investment decision.
We address our material sustainability focus areas and its impact
on our stakeholders by ensuring sound governance and promoting
environmentally responsible decisions and practices. For more
details on the governance structures presented in our Integrated
Annual Report refer to pages 28 to 45 .
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Strategic vision
The listing of the company on 7 September 2017 was an important
milestone in achieving the aspiration of developing a permanent
capital, black-owned and controlled entity that will develop
an integrated financial services business and invest in a diverse
portfolio of investments.
The listing not only provides shareholders with liquidity but it allows
all South Africans to participate in Black Economic Empowerment
as a mechanism for the redistribution of wealth in South Africa.
ARC Investments is a permanent capital business and the Board is
focused on delivering value for shareholders over the longer term.
The report details the building blocks in place for the establishment
of an integrated financial services business as well the sector
focused and partnership approach to driving value in our
investment portfolio. Investments are made at a BEE illiquidity
discount and further value is derived for shareholders through
synergies between portfolio companies and where B-BBEE
credentials enhance commercial prospects.
The Company’s strategies are discussed in more detail on pages
18 and 54 .

Operational and financial
performance
The Company’s key focus during the ten month period ended
30 June 2018 was on deploying capital in terms of its strategy and
with the financial objective of delivering on a net hundle of >16%
after fees and costs.

REFLECTING ON 2018

FUND COMPOSITION BY VALUE AS AT 30 JUNE 2018 (%)
28.0

15.2

In this respect, the Board supports the view that companies that
achieve their short-and medium- term milestones and consistently
generate growth are, over time, generally rewarded by investors.

10.8
15.8
6.4

In comparing the Intrinsic Net Asset Value with the average
volume weighted share price over the financial year of R7.26
per share (the average closing price over the same period was
R7.09 per share), the company trades at a significant discount to
intrinsic value.

Vote of thanks and appreciation

14.1
4.6

3.2 1.9

Telecommunications
Business Process Outsourcing
Mining, Construction and Energy
Agriculture
Other
Property
Insurance and Asset Management
Specialist financial services

Banking

The South African economy underperformed in the period under
review. Government is faced with a series of significant challenges
which contributed to a decline in both consumer and business
confidence. The uncertain operating environment negatively
impacted the portfolio. However, given our confidence in the future
of South Africa, we were also able to access several investment
opportunities at attractive valuations.

The Board of Directors is focused on delivering on the
transformation imperatives in South Africa whilst also driving
economic value for shareholders. A well managed, Black-owned,
Broad Based, public structure incorporating high standards of
corporate governance provides an appropriate and sustainable
mechanism to achieve these objectives.
I recognise with sincere gratitude the support and contribution of
my fellow Board members during the year as well as the executive
and non-executive directors in UBI General Partner Proprietary
Limited and African Rainbow Capital Proprietary Limited for their
unwavering support. Furthermore, I congratulate all on achieving
an extensive and very demanding list of objectives in our first year
of trading as a public company.
My heartfelt thanks to all our stakeholders and partners for their
trust and cooperation and last but not least, our shareholders for
their confidence in the company and the Board.

ARC Investments has invested in established businesses as well as
companies that are at an early stage of their development. It will
take time for these companies to mature and for their potential
to become more visible. However, the qualitative and quantitive
milestones that have been set for these early stage investments in
the portfolio are generally being achieved and so we are optimistic
that targeted financial returns for shareholders will be delivered.
In this respect, we are delighted to report an increase in the
Intrinsic Net Asset Value (INAV) per share of 9.1% to R9.23 as at
30 June 2018 since listing. For more information, refer to the Fund
Management Report and Fund Management Valuation report in
sections 5 and 6 on pages 56 and 100 .
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CHAIRPERSON OF UBI
GENERAL PARTNER
PROPRIETARY LIMITED BOARD
OF DIRECTORS’ REPORT
Dr Patrice Motsepe

We are proud to present our stakeholders with our report on
the success of UBI General Partner on behalf of the ARC Fund
and we present this as part of the first Integrated Annual Report
of ARC Investments Limited. It is pleasing to see that what started
out as an idea to build a world-class business while driving
inclusivity across communities is fast taking shape as we create
a Black-owned and Black-controlled financial and diversified
investment holding company.
It is in this regard that the General Partner of the ARC Fund carries
a significant responsibility as it makes all the core investment
decisions. These decisions relate to the general investment review
of the ARC Fund as well as to managing the pipeline and liquidity of
the ARC Fund.
Since the formation of ARC in 2015, which was started with the
vision to build a Black-owned and managed financial services
group, there has been no shortage of investment opportunities
from various players who seek a credible and financially stable
empowerment partner. This carries the huge task of carefully
selecting those investments that are aligned with our strategy and
which can deliver on our required hurdle rate.
Of equal importance is the fact that our leadership needs to
establish ethical and trustworthy relationships with the leadership of
our investee companies. As we make our investment decisions with
a longer-term horizon in mind, it remains important that we find
compatible partners to join us on this journey.
Managing the relationship between the General Partner and
the various investee companies is key to our shared success.
The General Partner provides representation on the Boards of
Directors of portfolio companies. In addition, the General Partner is
responsible for the preparation of the quarterly, half year and year
end valuation reports to the ARC Investments Board.

8
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The quality of the leadership at the helm of each stakeholder
group is critical to how we conduct business, and as a result in
deciding who to partner with in business ventures, this is a crucial
consideration.
As business leaders we believe that as much as our operations are
impacted by the external operating environment, it is also true that
our actions shape our operating environment. Therefore a major
element of a conducive business environment is that business
leaders should conduct themselves in an ethical way.
South Africa, and certainly many parts of the rest of the continent,
are in need of large-scale investments that will take our people, and
many of our continental neighbours, forward.
Our country, as well as the rest of the continent, offers many
attractive investment opportunities. While investors increasingly
want to be clear on the financial return they can expect, and rightly
so, we increasingly have to ask how we can take communities
forward in the process. One cannot operate a successful business in
an unsuccessful country. It simply is not sustainable.
The General Partner allows us to harness many of these societal and
business challenges – and aims to take the best decisions that allow
us to deliver the required return to our shareholders while we also
have a positive impact on the rest of our stakeholders.
The Board of the General Partner consists of some of the leading
businessmen and women in South Africa. We continue to have
robust debate in each of our meetings as we take decisions to
support management with its execution. My sincere appreciation to
each of my fellow Board members for their commitment to seeing
our vision taking shape.

INTRODUCING ARC INVESTMENTS

AFRICAN RAINBOW CAPITAL
PROPRIETARY LIMITED
CO-CEOS’ REPORT
Johan van der Merwe and Dr Johan van Zyl

Shareholders in ARC Investments should experience capital
appreciation over time as the impact of strategic decisions taken
in the broader UBI group family of companies, begin to show the
value accruing to the ARC Fund, which is the core performing asset
within ARC Investments.
The relationship between ARC Investments and entities in the
broader ARC structure, as well as the relationship with UBI are all
important since they are at the core of the overall value creation
process. Within the broader configuration, the key asset is currently
the 13.5% shareholding UBI has in Sanlam. This prime asset was
leveraged and the funds were used to establish ARC in 2015, with
approximately 40 investments being made since then. The listing
of ARC Investments in September 2017 resulted in the successful
raising of capital of R4.3 billion, which is also being used to acquire
interests in portfolio companies.
We are satisfied with the investments we have made in ARC since
2015, as well as with the progress most of the investments have
made to date. We have successfully executed on our two-pronged
strategic approach, covering investments in both the Diversified
Investments and Diversified Financial Services Segments.
A significant part of our time is devoted to engaging with various
stakeholders, key of which are our existing business partners,
shareholders and members of the Investment Analyst Society.
A number of key issues have been highlighted and these are
covered extensively elsewhere in this report. We briefly want to
highlight the top two discussion points that have been raised: the
diversity of the overall investment portfolio, and the discount at
which the ARC Investments’ share price has been trading.
In each of these two focus areas (being financial and non-financial
services) we have made key investments that will significantly drive
value of the whole. Some investors view each of these investments

in isolation and have expressed concern about our seemingly large
number of unrelated investments. However, all of our acquisitions
follow a longer-term view and specifically look for opportunities
where we can consolidate businesses to unlock value for
shareholders. This process is still under way. Where our investment
thesis may have changed as a result of varying factors, we are not
averse to disposing of a particular investment in order to keep the
portfolio aligned.
As far as comments on the significant discount of the ARC
Investments share price are concerned, we want it to be known
that we as management are as concerned with the situation as
shareholders are. The reality is that investors want a reasonable
track record to allow them to assess business performance. In
general this period is at least three years and we have been listed
for just short of ten months (from listing day to the end of the
financial year). We remain focused to manage the intrinsic value of
the portfolio and believe that the results will ultimately speak for
themselves.
In addition to the stakeholder engagement mentioned above, we
continue to communicate with shareholders of UBI to ensure they
are fully informed of the future value that is likely to accrue to them
over time. This is key for us as issues of wealth creation and wealth
redistribution are top of the national agenda and public discourse.
ARC is in a position to make a meaningful difference and we are
excited about this opportunity.
Our thanks to the Board of our governing structures for their
continued support. We also acknowledge the contributions from
our colleagues. We are a small team with big ambitions.
We remain excited about the future of ARC and its related entities,
including ARC Investments.

ARC INVESTMENTS INTEGRATED ANNUAL REPORT 2018
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Being a UBI shareholder has
been great. At a personal
level as an individual I have
gained a lot. I think it is
important to remain a UBI
shareholder.
MS LYNETTE MAHLANGU
UBI SHAREHOLDER

10
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Our UBI
Shareholders
DID YOU KNOW?
With the formation of African
Rainbow Capital Proprietary
Limited (ARC) in 2015,
shareholders in Ubuntu-Botho
Investments Proprietary Limited
(UBI) now have the opportunity
to significantly grow their wealth
further as ARC is 100% owned
by UBI and will naturally share
in value creation delivered by
ARC Investments as well. This
is important as it diversifies
the wealth of UBI shareholders
beyond the UBI shareholding
in Sanlam. In total it creates an
asset base for UBI shareholders of
over R30 billion which has been
achieved in a little over a 15 year
period.

OUR ORIGINS

ARC Investments listed on the JSE on
7 September 2017, which we see as another
milestone on our value creation journey.
The first step to this journey commenced in
2004 with the UBI and Sanlam Broad-Based
Black Economic Empowerment transaction.

2004

2015

2017

Ubuntu-Botho Investments
Proprietary Limited (UBI)
acquired an 8% equity
interest in Sanlam for
approximately R6 per share

African Rainbow Capital
Proprietary Limited (ARC)
was formed with the
intention of diversifying
the asset base beyond the
shareholding in Sanlam

 frican Rainbow Capital
A
Investments (ARC Investments)
is founded and listed on the JSE
on 7 September

 hen the partnership
W
matured in 2013, UBI’s
early interest in Sanlam
had increased by 13.5% at
that time. It was valued at
approximately R15 billion

This was achieved by
acquiring strategic equity
stakes in underlying financial
services product providers
in addition to significant
minority empowerment
stakes in non-financial
services businesses
ARC, as an investment
holding company, had
the vision and purpose of
becoming a leading BroadBased Black-owned and
Black-controlled financial
services group

12
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The ARC Fund, an South
African en commandite
partnership was formed with
ARC Investments as the Limited
Partner and UBI General
Partner Proprietary Limited
(UBI GP) as the Fund Manager
(General Partner)
Investment activities and
decisions in the ARC Fund
are carried out by the General
Partner through the governance
structures of the UBI GP
which include the Board,
Investment Committee and
Audit and Risk Committee. An
Investment services agreement
is concluded between ARC and
the General Partner whereby
ARC is contracted to assist the
General Partner in sourcing
investments for the ARC Fund
and also to provide other
relevant administrative and
support services

INTRODUCING ARC INVESTMENTS

ARC Investments is a subsidiary of ARC which
in turn is a wholly owned subsidiary of UBI.
UBUNTU-BOTHO
INVESTMENTS

From the outset, the vision of UBI, has
been to make a difference in the lives
of ordinary South Africans by being
a premier Broad-Based Black-owned
and Black-controlled financial services
group in South Africa. It has been the
strategic and empowerment partner
to Sanlam Limited, since 2004 and
at 30 June 2018 owns a 13.5% equity
interest in Sanlam.

SANLAM

100%

AFRICAN RAINBOW
CAPITAL
50.1%

51.7%

The overriding objective in the
listing of ARC Investments was
to create a permanent capital
pooling vehicle that would offer
shareholders the opportunity to
grow their capital.

AFRICAN
RAINBOW
CAPITAL
INVESTMENTS

ARC Investments has a single investment
in the ARC Fund in its capacity as a
limited partner with a partnership interest
of 99.95%. The investments in the ARC
Fund are managed by the fund manager,
the General Partner which is a wholly
owned subsidiary of UBI, with an ARC
Fund participation interest of 0.05%.

To date approximately 40 investments
in portfolio companies have been
concluded in the financial services
and non-financial services sectors.
ARC initially made the investments
in 2015 and with the listing of ARC
Investments, ARC disposed of these
investments to ARC Investments in an
asset for share transaction resulting in
a 51.7% equity interest by ARC in ARC
Investments. The investments in the
financial services segment are held in
ARC FinHoldCo which in turn is held
49.9% by ARC Investments and 50.1%
by ARC, thereby ensuring that ARC
FinHoldCo is majority Black-owned.

13.5%

48.3%

OUTSIDE
INVESTORS

99.95%

49.9%

ARC FUND

FINANCIAL
SERVICES
INVESTMENTS

100%

DIVERSIFIED
INVESTMENTS

0.05%

100%

UBI GENERAL
PARTNER

ARC INVESTMENTS INTEGRATED ANNUAL REPORT 2018
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WHO WE ARE
To understand the reason for our existence, it is important to
appreciate who our shareholders are and how they came to play a
key role in the formation of ARC Investments.

ABOUT UBI
UBI endorses Broad-Based Black Economic Empowerment
(B-BBEE) as a suitable and appropriate framework for
the redistribution of wealth and resources to poor and
marginalised communities in South Africa. One of its primary
objectives is the achievement of meaningful transformation
that positively improves the economic participation and
social welfare of South Africans, particularly the historically
disadvantaged.
The relationship that UBI enjoys with Sanlam is regarded as
one of the most successful empowerment transactions South
Africa has seen to date. The UBI shares which were allocated
to each of the individuals and broad-based groups has
increased significantly in the 10 years to a little over R1 000
per share. For the 491 shareholders retained to date who
kept their original 1 000 share allocation, the value created
has translated in a shareholding with a minimum gross
approximate value in excess of R1 million per individual. The
Pan-South African spread of the UBI shareholder base enjoys
representation in all nine provinces of the country makes truly
a Broad-Based empowerment success. The demographic is
quite diverse and ranges from groupings such as women and

youth groups, to unions, church groups and trusts where
underlying shareholding or list of beneficiaries in each of the
entities comprise a few hundred more individuals.
UBI is a commercial success with significant benefits accruing
to its shareholders. Many of the shareholders have used their
shareholdings to further their individual businesses. Others
are keeping their shareholdings intact to transfer their wealth
to the next generation. Some have decided to sell a portion
of their holdings, to meet personal financial needs. UBI’s
continued support of various women, youth and church
groups in activities that focus on health care, youth education
and development, sports, culture and social upliftment
has benefited and empowered many of the country’s most
vulnerable communities and groups.
These groups have remained shareholders of UBI since
inception in 2004, and they have benefited from the capital
appreciation of the investment in Sanlam Limited. With
the formation of ARC and ARC Investments, UBI intends to
broaden the scope of their financial investments.

ABOUT ARC INVESTMENTS
ARC Investments, a subsidiary of ARC and in turn a subsidiary
of UBI, is incorporated and managed in Mauritius and holds a
Category One Global Business Licence issued by the Financial
Services Commission of Mauritius. ARC Investments has a
primary listing on the JSE and has been a listed entity since
7 September 2017.
The overriding objective in the listing of ARC Investments
was to create a permanent capital pooling vehicle that would

offer shareholders capital appreciation as they invest in a
permanent Broad-Based Black-controlled entity with an
underlying diversified portfolio of investments. The most
significant benefit in this regard is access to high quality listed
and unlisted companies which ARC facilitates. This allows
shareholders in ARC Investments access to a diversified
portfolio of investments some of which would otherwise not
be available to them. In addition, investments are acquired at
an appropriate B-BBEE illiquidity discount, where applicable.

TOGETHER UBI AND ARC INVESTMENTS...
seek to utilise their empowerment credentials, financial strength, experienced leadership
team, brand and networks to achieve superior capital appreciation for investors. In the short
time since listing in September 2017, ARC Investments has continued to invest in quality investments.
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HOW WE DEFINE VALUE
To ensure that we work in a way that creates long lasting shared
value, we monitor our performance against our four value goals:
• The demand for quality empowerment
investment holdings companies is greater than
the supply thereof and as such empowerment
entities are in a favourable position when
negotiating an investment on behalf of its
shareholders.

• Our hurdle rate signals our commitment to add
significant value to our funding costs measured
in terms of our weighted average cost of capital.
Overall we aim to achieve a >16% hurdle rate net
of fees and costs.
• Our hurdle rate also signals what we see as an
acceptable market related return to shareholders.

• In addition to this, some partners require a
minimum lock-in period to ensure that their
empowerment status remains intact. This results
in a less liquid investment that commands an
attractive discount on the acquisition price.

• It furthermore demonstrates our commitment to
unlock value for shareholders given that we view
ourselves as a leading empowerment investment
holding company.

ACQUIRING
INVESTMENTS
AT A B-BBEE
DISCOUNT

MEETING OUR
>16% NET
HURDLE RATE
AFTER COSTS

HOW WE
DEFINE
VALUE
DRIVING
SYNERGIES BETWEEN
COMPLEMENTARY
PORTFOLIO
COMPANIES

• We approach our investment in portfolio
companies on a standalone basis when we do
evaluations using a risk adjusted hurdle rate.
• Our longer-term growth ambitions drive a strategy
of acquiring interests in businesses that offer
significant synergistic potential in a given sector or
industry. When businesses in related sectors are
merged or they do business with one another, it
offers immense opportunities for enhanced value
creation.

54

ACQUIRING
UNIQUE
INVESTMENT
OPPORTUNITIES

• Given the strong brand and reputation of
our leadership of the UBI group, we are
consistently offered investment opportunities
as an empowerment equity investor. By far the
majority are declined as they do not meet our
investment criteria, putting us in the favourable
position to conclude those that drive
meaningful value creation for our stakeholders.
In addition, some opportunities are rare in
that it may be one of only a few offered in the
market, this we view as a unique investment
opportunity. Our investment in Rain is one
such example.

See page 55 to read about our performance against the value goals.
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OUR VALUE PROPOSITION
The future success of ARC Investments is premised on four individual
elements as well as the interaction between them:

OUR IMPECCABLE
B-BBEE CREDENTIALS
WE OFFER TO INVESTEE
COMPANIES

• We have a broad base of
Black shareholders with
whom we are in regular
contact and who are
informed of our business
dealings.
• Our Black shareholders
are excited to remain on
board as they benefit
from the increase in the
value of the UBI shares
they hold.
• This arrangement
has been in place for
approximately 15 years
and we have gained
valuable experience
during that time.

WE ARE FINANCIALLY
STABLE AND CAN ACCESS
FUNDING TO ACQUIRE
SHAREHOLDINGS
IN ATTRACTIVE
BUSINESSES

•W
 hereas many of
our peers have used
expensive debt to acquire
assets as part of their
wealth creation journey,
ARC has been in a unique
position in that it has
been able to leverage
the Sanlam shareholding
held in UBI to gain access
to funding to acquire
investments in ARC.

• Trust and ethical conduct
are two key cornerstones
of business success we
value.

• T he strength of the UBI
group balance sheet
allows it to leverage its
asset base and use the
borrowed funds to make
investments. It also has
significant cash resources
available for doing
investments.

• Our excellent reputation
has resulted in us having
access to investment
opportunities that would
not be accessible to
many empowerment
investment holding
companies.

•A
 s more of the investee
companies become cash
generative, this will boost
the financial strength
of the ARC Fund and in
turn the financial wealth
of ARC.
• In addition, ARC and
UBI maintain a healthy
financial position to
ensure access to a variety
of funding resources.

16

WE HAVE AN EXTENSIVE
NETWORK WHICH
WE CAREFULLY AND
SUCCESSFULLY LEVERAGE
TO THE BENEFIT OF
OUR STAKEHOLDERS
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• We are mindful of who
we conduct business
with and terminate
relations that may prove
potentially damaging
for our reputation and
weaken our ability to
deliver stakeholder value.

OUR LEADERSHIP
HAS A SOLID TRACK
RECORD IN EXECUTION
THAT ALLOW US TO
MEET OUR STATED
OBJECTIVES AND
THEREFORE CREATING
SHAREHOLDER VALUE

• The executive team
comprises successful
individuals in their
own right who have
managed businesses with
significant commercial
success.
• In the process they are
supported by a Board
made up of individuals
who had and continue to
have significant success
in their own right in each
of their businesses.

INTRODUCING ARC INVESTMENTS

This translates into value for a broad range of stakeholders but more
specifically:

OUR
SHAREHOLDERS

OUR PORTFOLIO
COMPANIES

OUR
COMMUNITIES

ARC Investments creates value for
shareholders by offering long-term
capital appreciation. It facilitates a
process whereby investors invest in a
permanently Broad-Based Blackcontrolled investment entity with
a diversified portfolio of listed and
unlisted investments.

ARC Investments is a Broad-Based
Black Economic Empowerment
company and offers solid
empowerment credentials to
each of the portfolio companies
it has invested in. An improved
empowerment status allows the
portfolio company to be more
competitive in the South African
context.

The UBI group makes a meaningful
difference in the lives of ordinary
South Africans. Through profits
generated and dividends declared,
significant money flows to
development trusts, which invest
in social infrastructure. The result is
transformation that positively affects
the political, economic and social
aspects of the lives of South Africans.
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OUR INVESTMENT STRATEGY
OUR INVESTMENT OBJECTIVE

OUR INVESTMENT
FOCUS

ARC Investments’ investment objective, through its investment into the ARC
Fund, is to invest in a diversified portfolio of underlying investments that will
provide its shareholders with superior long-term returns.

• ARC Investments’ investment objective will be
achieved exclusively through its commitment
to the ARC Fund.

ARC Investments’ medium- to long-term objective is to grow its Intrinsic
NAV by >16% per annum, gross of dividend distributions but net of any
management fees paid to the General Partner of the ARC Fund and any
performance participation. Each investment opportunity will be expected to
exceed this minimum risk-adjusted return hurdle on a stand-alone basis. The
return threshold applicable to start-ups may be significantly higher than the
16% per annum hurdle, reflecting the higher risks attached to such ventures
relative to established businesses.

• In order to meet its short-term liquidity
requirements, ARC Investments’ surplus cash
is invested in a portfolio of Cash Management
Investments.

OUR INVESTMENT PARAMETERS
Sectors and Geographies

Investment No-go Zones

The ARC Fund provides ARC Investments (as the
Limited Partner) with exposure to a broad range
of sectors and the ARC Fund’s investment policy
may be implemented through a variety of types of
financial instruments.

• Production or activities involving harmful or exploitative forms of forced labour or
harmful child labour.

The ARC Fund will not invest in any prospective
portfolio company where a material portion
of such portfolio company’s business activities
and operations (as at the date of investment)
constitute a Prohibited Activity as defined in the
Investment Guidelines available in the company’s
website www.arci.mu.

• The manufacture of equipment (including nuclear products) primarily designed or
primarily designated for military purposes.

• Production or trade in any product or activity deemed illegal under host country
laws or regulations or international conventions and agreements.

• Production or manufacture of or trade in tobacco or tobacco-related products,
pornography, wildlife products, unboned asbestos, illegal drugs or substances.
• Trading in rough diamonds with any country which is not a Participant (as defined
in the Kimberley Process Certification Scheme) in the Kimberley Process
Certification Scheme.

The ARC Fund focuses on transactions in South
Africa and other select African countries. The ARC
Fund may, however, invest in portfolio companies
with interests and/or operations elsewhere in the
world.

• Drift net fishing in the marine environment using nets in excess of 2.5 km in length.

Investment clusters
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Investment imperatives
By investing in a broad range of sectors and through a variety of types of listed and unlisted equity and financial
instruments, the ARC Fund, generally seeks to gain exposure to growth and early-maturity stage businesses in which
management teams are appropriately incentivised. The ARC Fund generally seeks to acquire significant strategic minority
equity interests in established and start-up businesses. We rarely acquire a majority shareholding in a portfolio company
and only do so if the appropriate opportunity presents itself.
All of our investments have to meet one or more of the following attributes:

STRONG CASH FLOW GENERATION
• Investments into portfolio companies are made
using a mix of debt and equity funding.
• Future acquisitions have to be funded from the
cash generated in existing investments.
• Investing in portfolio companies with strong cash
flow generation potential.

COMMERCIAL PROSPECTS THAT CAN
BE ENHANCED BY HAVING STRONG
EMPOWERMENT CREDENTIALS
• Having access to institutional business partners is
key to future success.
• These partners are likely to demand strong
empowerment credentials.
• Our solid track record in empowerment, and
specifically, the fact that we are truly BroadBased, positions us favourably.

A DEMONSTRABLE TRACK RECORD
• Strategy implementation is key to our success
and therefore proven results following
implementation is key to demonstrate this to the
market.
• How the market assesses us relative to our peers
remains an important consideration.

EXPERIENCED, QUALIFIED AND
CAPABLE MANAGEMENT
• Since we generally do not seek a controlling
shareholding in investments we make, we are
heavily reliant on the quality of management.
• Just as the market values the fact that ARC has
experienced leadership and capable management
in place, we also expect the same of portfolio
companies.

ESTABLISHED MARKET POSITION
• We prefer to invest in businesses with an
established market position with future growth
potential.
• An established market position gives us an
opportunity to optimally leverage the client pools
and offer products and services from relevant
businesses in our portfolio.

CONSOLIDATION OPPORTUNITIES IN
TERMS OF MARKET SHARE
• Unlocking value for stakeholders remains an
overriding objective and one such way to achieve
this is to exploit consolidation opportunities.
• This can be achieved by aiming to have a holistic
solutions offering to clients and position the
future shared benefits to relevant stakeholders.

INVESTMENTS IN DISRUPTIVE
TECHNOLOGY

SOLID GROWTH PROSPECTS

• While we generally invest in established business
with an existing and extensive footprint, we are a
focused observer of the new opportunities that
advancement in technology may bring.

• This requires us to invest in portfolio companies
that show solid growth prospects.

• Investments in new technology – such as our
investments in telecommunication and banking
– should create new client pools and thus unlock
value for stakeholders.

• Investments are made with a long-term view.

On page 54 we detail our overall strategy and
comment on our strategic performance.

ARC INVESTMENTS INTEGRATED ANNUAL REPORT 2018

19

OUR INVESTMENT PORTFOLIO AT A GLANCE
as at 30 June 2018

DIVERSIFIED FINANCIAL SERVICES PORTFOLIO

LIFE

SHORT-TERM

HEALTH

SPECIALIST
FINANCIAL
SERVICES

Alexander Forbes

Global ASP

Santam

Afrocentric

A2X

Lima Mbeu

LifeCheq

Indwe

ARC Health

Alternative
Prosperity

INSURANCE

ASSET
MANAGEMENT

Colourfield

Bravura

InFund Solutions

Edge Growth

BANKING

TymeDigital

Sinayo
Constellation
Capital
Ooba
Anglo
African Finance

HIGH-LEVEL MAKE-UP
OF FUND

Diversified Investment
81%
Diversified Financial Services 19%
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DIVERSIFIED FINANCIAL
SERVICES

Insurance and Asset Management 73%
Specialist Financial Services
17%
Banking
10%
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DIVERSIFIED INVESTMENTS

Telecommunications
Mining, Construction and Energy
Business Process Outsourcing
Agriculture
Property
Other

35%
20%
19%
13%
8%
5%

INTRODUCING ARC INVESTMENTS

DIVERSIFIED INVESTMENTS PORTFOLIO

AGRICULTURE

PROPERTY

TELECOMMUNICATIONS

BUSINESS PROCESS
OUTSOURCING

MINING,
CONSTRUCTION
AND ENERGY

OTHER

Acorn Agri and
Food

Majik

Rain

Humanstate

Last Mile Fund

Fledge Capital

BKB

Val de Vie

MetroFibre

Bluespec

Elandsfontein

ARC Investments

RSA

ARC Real Estate

ARC Properties

Autoboys

Afrimat

Gemcap

Global Asset
Management

Subtropico

Payprop SA
Infoslips
Consumer Friend
CSG

EOH
Capital Appreciation

DIVERSIFIED FINANCIAL
SERVICES

DIVERSIFIED INVESTMENTS

For a deeper understanding of the ambition,
operational review and outlook on our portfolio
of investments, please refer to section 5 – Fund
Manager Report on pages 56 to 98 .
The Fund Manager Valuation Report on pages 100
to 129 has been compiled by the General Partner
and provides further information on the valuation
approach, methodology and key inputs into the
reported results of the Company.

Alexander Forbes Group Holdings
Alexander Forbes Limited
TymeDigital
Afrocentric
Ooba
Other investments

24%
20%
10%
8%
7%
31%

Rain
Afrimat
Bluespec
Elandsfontein
Gemcap
Other investments

33%
10%
8%
7%
7%
35%

The Independent External Auditors of the
Company have expressed an unmodified audit
opinion on the Annual Financial Statements of the
Company for the year ended 30 June 2018, from
which this information has been extracted and
summarised.
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OUR STAKEHOLDERS
Since the start of our journey with UBI almost 15 years
ago, we have been clear that to create sustainable value
for ourselves, we have to create value for others. This same
ethos carries through to ARC as well as ARC Investments.
Below we list our key stakeholders and describe the importance and impact in terms of value
generated for each of them. We depend on them to create value for ourselves, and in the process
we are of the view that they need us to create value as well.

Stakeholder
SHAREHOLDERS

What we need
UBI

• Broad-based empowerment credentials
• Existing shareholders remaining on board

ARC

• To continue to leverage the opportunity of each entity within the related
ARC structures to the benefit of ARC Investments

Retail investors

• Wide-spread interest in the success of ARC Investments
• Recognition that we are a competitive wealth creation vehicle

Institutional investors

• Wide-spread interest in the success of ARC Investments
• Recognition that we are a competitive wealth creation vehicle
• Remaining long-term shareholders

Analysts

• Understanding our strategy for value creation
• That we follow a particular building block approach with a three-year
timeline to establish a track record

Asset managers

• Understanding our strategy for value creation
• That we follow a particular building block approach with a three-year
timeline to establish a track record

Sponsors

• Guidance and support to comply with all JSE related requirements

SA society in general

• Understanding our vision of building a world class company while making a
positive impact on society

Three community trusts

• That the funds channeled to the trusts are intended to have a direct positive
impact on their immediate surroundings in terms of social infrastructure and
the like and that it is actively used for the betterment of the people

PORTFOLIO
COMPANIES

More than 40 portfolio companies

• To produce consistent superior financial performance on a stand-alone basis
• To be aware and act on synergy opportunities with other portfolio
companies in the ARC Fund

REGULATORY
BODIES

JSE and Takeover Regulation Panel

• Clear and consistent guidance on rules and policies to satisfy compliance

INVESTOR
COMMUNITY

COMMUNITIES

FSC Mauritius
BEE Regulator
South African Reserve Bank
(Prudential Authority and Financial
Services Conduct Authority)
Competition authorities

MEDIA
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• Accurate and fair reporting on the performance of ARC Investments and the
portfolio companies in the ARC Fund

INTRODUCING ARC INVESTMENTS

PORTFOLIO
COMPANIES

REGULATORY
BODIES
ARC INVESTMENTS BOARD

COMMUNITIES
INVESTOR COMMUNITY
SHAREHOLDERS

MEDIA

ARC
INVESTMENTS
STAKEHOLDERS

BUSINESS PARTNERS

What they need

Material issues

• Market related return
• Long-term capital appreciation
• Diversification benefits beyond their shareholding in Sanlam

• Share price trading at significant discount
• Capital appreciation not being market related
• Portfolio is too diverse to deliver strategic value

• Continuing good corporate governance
• Compliance with Mauritian Company Law
• Share price trading at Intrinsic NAV or premium

• Detailed information on financials and operations of portfolio companies
• Access to the leadership of portfolio companies
• Detail information on financials and operations of portfolio companies
• Access to the leadership of portfolio companies

• Sufficient information to support decision making
• Portfolio diversity and cohesiveness
• Fee structure coupled with share price discount in
Intrinsic NAV

• Timeous provision of information related to market announcements
• Leadership that takes responsibility for not only producing a commercial
or financial return, but also works towards producing a social dividend to
improve the future of society in general

• Social and financial stability
• Progress on financial inclusion

• Annual financial flows into each of the three community trusts to
continue the work of making a difference in their respective communities
• Stable empowerment credentials
• Benefits of the network of portfolio companies in the ARC Fund

• Leverage ARC’s network
• Business synergies leading to growth in client pools
• B-BBEE credentials

• Consistent compliance with all rules and policies

• Compliance requirements are adhered to and satisfied
• Contributing to stability of the financial system
• Does not participate in empowerment fronting

• Transparency as a listed entity
• Availability of spokespeople to address their queries

• Business performance and corporate activity
• Access to leadership

ARC INVESTMENTS INTEGRATED ANNUAL REPORT 2018
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THE RESOURCES THAT WE USE TO CREATE VALUE –
HOW WE EMPLOY THE SIX CAPITALS
We follow a clear understanding of the resources required to deliver on our strategic objectives.
Below we have followed a known thought process and highlight those aspects which are unique to our operations.

Skilled individuals and
proven leadership

HUMAN CAPITAL
• As an empowerment investment
holding company, a key determinant
of success is how well we are able to
identify strategically and financially
relevant transactions that would allow
us to continue on our planned growth
trajectory.
• It is for this reason that we require
skilled individuals to identify
opportunities in the market place and
who can execute diligently to secure a
transaction and from there implement
the deal.
• Since we invariably become a minority
shareholder with the majority of
transactions we do, it naturally
requires us to support a business
where the financial performance is
strong, and the leadership has a track
record of ethical business success.

Intellectual assets

Quality relationships

INTELLECTUAL
CAPITAL

SOCIAL AND
RELATIONSHIP CAPITAL

•A
 s a rule, we invest in established
businesses, with a small number of our
investee companies being start-ups.
Significant new products may be
developed in the process or changes
may occur to organisational design
and/or process to allow for greater
execution success.

• Trust is always a key factor when
deciding to partner with an individual
or team. Quite often, our extensive
networks allow us to test what we are
told with others in the market.

• T hus far, and perhaps for the
foreseeable future, the majority of our
intellectual capital will be in our brand
– that of African Rainbow Capital and
its related subsidiaries, including ARC
Investments.
• It is worth noting that a number of our
businesses, like our insurance, mining
and telecoms businesses require
regulatory compliance in the form of
a licence and we diligently adhere to
requirements.
• We are fully aware that intellectual
capital properties drive our future
earning potential and as such we
manage our regulatory compliance
requirements pro-actively and
successfully.
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• A unique and significant benefit we
derive from our extensive networks is
that we are provided with access to
high quality investment opportunities
which many of our peers are often not
afforded.
• Even though we are a relatively
newly assembled team, we have high
levels of camaraderie and general
co-operation as we work towards
implementing our strategic initiatives.

INTRODUCING ARC INVESTMENTS

Continued access to
financial resources

Environmental
resources

FINANCIAL CAPITAL

Manufactured assets
and infrastructure

NATURAL CAPITAL

MANUFACTURED
CAPITAL

• ARC Investments has significant
growth ambitions and as such it has
to be funded in a sustainable manner.

•A
 ll of our businesses require access to
clean water and air as well as a stable
supply of electricity to operate and be
sheltered from extreme environmental
elements.

• Given the success of the relationship
Sanlam enjoys with UBI, and the
fact that an asset of significant value
has been created in the process, this
allows UBI to leverage its investment
and allow ARC and its related
subsidiaries, which includes ARC
Investments, to implement its growth
initiatives.
• ARC Investments as a listed entity
had a very successful capital raise of
R4.3 billion to acquire strategic equity
shareholdings in portfolio companies.

•W
 e have significant exposure to
agricultural related businesses, which
are mostly operating in the secondary
space and not primary agriculture.
However, for their successful
functioning they require input (in
terms of the produce) from primary
agriculture.
•U
 sing our natural resources in
a responsible manner is part of
investing responsibly that unlocks
value to stakeholders over time.

• Since South Africa as well as the rest
of the continent offer significant
opportunity in infrastructure
investment, some of our portfolio
companies are active in this space.
• In the telecommunication sector we
have an investment in Rain which is
a mobile data provider and poised
to have a meaningful impact in
the market over the coming years.
Access to data is akin to access to
infrastructure. It should also be
noted that Rain is making significant
investment in telecommunication
infrastructure which underpins its
signal distribution.
• Our investment in Afrimat, an open
pit mining company which provides
industrial minerals and construction
materials, is another example of us
contributing to infrastructure and
making a positive contribution to
societal needs.
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HOW WE CREATE VALUE
South African society’s needs and our shareholders’ ambitions inform our
mission and reason for existence which determine how we work to create value:

SHAREHOLDERS
Due to the nature of our
structure as a listed entity
and as an investment
for UBI, our shareholder
base consists of a broad
range of stakeholders who
reflect the demographics
of South Africa’s society
and economy. While
some of our shareholders
are institutional, the
others constitute small
businesses and individuals
who are all ordinary South
Africans that partly or fully
rely on this investment for
financial inclusivity.

PRIMARY INPUTS

B-BBEE credentials

Cash injected to acquire
shareholding used to
grow business

ARC
INVESTMENTS
As a listed entity on the
JSE, ARC Investments
is the capital pooling
vehicle that provides a
platform for investors to
invest in a permanently
Broad-Based Blackcontrolled investment
entity with a diversified
portfolio of listed and
unlisted investments.

Exposure to ARC network
including access to other
portfolio companies and
business partners

Capital inputs
Human Capital
Skilled individuals

Intellectual Capital

ARC FUND
The ARC Fund houses all
investments managed by the
General Partner. By investing
in a broad range of sectors
and through a variety of listed
and unlisted entities, the ARC
Fund generally seeks to gain
exposure to growth and earlymaturity stage businesses in
which management teams are
appropriately incentivised.
The ARC Fund generally seeks
to acquire significant minority
equity interests in established
and start-up businesses.

Value creation process
Assessing potential investments that would deliver a financial return that
would meet and exceed the required hurdle rate

The ARC brand carries significant value

The ARC brand is experienced in a particular way and allows for brand
association with portfolio companies and other potential partners

Social and Relationship Capital

Leveraging our network for sound investment opportunities

Unique access to quality investments

Financial Capital
We are funding our growth ambitions

Natural Capital
We require environmental resources from the natural environment
to remain in operation and do so in a responsible manner.

Manufactured Capital
Investing to construct new infrastructure is part of what we do.
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Borrowed funds and capital raised are invested in sound investments to
generate a financial return, which in turn allows us to achieve our growth
objectives
The spread of our portfolio companies operates in a variety of sectors
and industries, with some using natural resources (agriculture and mining)
directly to create value for their stakeholders
Some of our portfolio companies are required to first establish a footprint
and infrastructure before they commence their operations. The best
example is Rain investing in network infrastructure to deliver a competitive
solution to its customers.
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PURPOSE

MISSION

Our purpose is to be a permanent capital Black-owned and
Black-controlled entity offering solid Broad-based Black Economic
Empowerment credentials to enhance our competitiveness

We partner with businesses where we believe we can
exceed our required hurdle rate to the benefit of our
stakeholders

The value created through our investments translates into value for our shareholders and thus our society

PORTFOLIO COMPANIES
Funds are injected into portfolio companies
when equity is purchased. This money is used to
expand the business’ operations. In some cases,
loans are granted to portfolio companies as
well, which are then converted into equity. Since
a deliberate investment approach is followed,
synergy opportunities are explored with two
or more portfolio companies in a given sector
combining their forces and creating significant
value for all stakeholders involved. Our building
block approach signals that specific sectors
have been identified and that investments in
businesses in those sectors will be made. Overall,
the view is that business should show consistent
growth, key of which is the increase in net asset
value, ability to generate cash and becoming a
more stronger business.
100 to 129

PRIMARY OUTCOMES

SHARED VALUE
As a result of each portfolio
company performing financially
well and progressing on a
growth path, shareholders,
along with other stakeholders,
are in a position to harvest
value. Specifically, the value
created allows ARC Investments
to continue on the path
to becoming a word-class
investment holding business.
Since ARC is a significant
shareholder and UBI in turn
owns 100% of ARC, it means
that the focus remains quite
firmly on delivering value to
resource poor communities.

Increase in Intrinsic
Net Asset Value

Increased cash
generation

Strengthening our
balance sheet

The value created through our investments translates into value for our shareholders and thus our society

Outputs

Capital outcomes

Transaction is concluded

Employee morale is boosted

Brand equity is increased

Our brand is enhanced

Obtaining access to new partnerships

Strengthens our relationship with each of our portfolio companies

Financial return is generated

Inspires investor confidence as we remain financially stable

Responsible corporate citizen

Achieve positive environmental effects that inspire stakeholder
confidence

Expanded economic infrastructure

Our investments in infrastructure create a platform for economic
activity
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Our UBI
Shareholders
DID YOU KNOW?
Within the broader formation of
UBI operating companies, ARC
Investments is the only company
that is listed. As such it provides
the opportunity for any South
African to share in the long-term
capital appreciation benefits of
Broad-based Black Economic
Empowerment. Regardless
of your views on the political
rational or economic success
of empowerment, by being a
shareholder in ARC Investments
you have the opportunity to share
in wealth creation and wealth
redistribution.

STEWARDSHIP

UNDERSTANDING OUR GOVERNANCE STRUCTURE
In order to understand our governance structures, one has to understand the business arrangements between the various operating entities as
presented on page 13 of this report. ARC Investments, as the listed entity within the structure, enjoys considerable interaction from the broader
UBI group entities. This takes place in a well-governed environment as depicted below:

AFRICAN RAINBOW CAPITAL INVESTMENTS

OUTSIDE
INVESTORS

Led, managed and controlled in Mauritius by an experienced, multinational and
independent Board of Directors that has final oversight and responsibility in
respect of ARC Investments’ business, strategy and key policies. This includes the
investment in the ARC Fund. ARC Investments is a limited partner in the ARC Fund,
an en‑commandite partnership established in South Africa. It thus plays no role in the
management or investment decisions of the ARC Fund.
Audit and Risk Committee

ARC FUND

49.9% OF
FINANCIAL SERVICES
INVESTMENTS

100% OF
DIVERSIFIED
INVESTMENTS

UBI GENERAL PARTNER
The General Partner of the ARC Fund is the UBI General Partner Proprietary
Limited. Its sole purpose is to be the General Partner in an en-commandite
partnership (“the Partnership”) that was established in South Africa. The purpose of
the Partnership is to carry on business as a long-term investor under the name of
the ARC Fund and will comprise of the General Partner, being the fund manager;
and a Limited Partner, ARC Investments, which is listed on the Johannesburg
Stock Exchange, and is therefore subject to the JSE Listings Requirements. Since
it is managed and controlled in Mauritius it is also subject to Mauritian laws and
regulations. The General Partner is responsible for the day-to-day management of
the ARC Fund whilst the Limited Partner is a passive investor. The General Partner
is 100% owned and controlled by UBI and accordingly is a Black-owned and
Black-controlled company.

SANLAM

Audit and Risk
Committee

UBUNTU-BOTHO INVESTMENTS
UBI is majority owned by the Motsepe Family
Trust. Shareholders in UBI also include some
491 individual Black shareholders as well as a
number of unions and community groups.
Audit and Risk
Committee

Human Resources
and Nominations
Committee

Investment
Committee

Investment Advisory
Committee

AFRICAN RAINBOW CAPITAL
• A
 ssist UBI GP to source investment opportunities for the ARC Fund
in terms of an Investment Service Agreement.
• P
 rovide certain administrative and back office support to UBI GP.
Investment Committee

Investment Advisory
Committee
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ARC INVESTMENTS
BOARD

The ARC Investments’ Board is made up of the
following individuals:

Key purpose
The African Rainbow Capital Investments Board has
as its key purpose to ensure that the company is well
governed and that it adheres to the key requirements
of Mauritian Company Law as well as the listing
requirements of the JSE in South Africa. Since ARC
Investments was established to create a Broad-based
Black-controlled capital raising and investment vehicle,
the Board also has a purpose to ensure that this
arrangement remains intact.

Roles and responsibilities
The Board’s responsibilities entail ensuring that the day-today affairs of ARC Investments are appropriately supervised
and controlled, defining, amending (to the extent required)
and implementing the Investment Policy. The Board is
ultimately responsible for ARC Investments’ business, strategy
and key policies.

Board composition

Mark Oliver (49)3
Independent Non-executive
Chairperson
British
CA(SA)
Mark has over 25 years’ experience in managing debt, property and
private equity assets and providing corporate finance and strategic
advice, predominantly to public companies in the United Kingdom. Prior
to founding Hibridge Capital UK Limited (a London-based, boutique
private equity and advisory business) in 2003, he was a shareholder and
employee of Hawkpoint Partners UK Limited, which was previously the
corporate finance division of NatWest Markets Limited. He worked for
BoE Limited, where he served on the executive committee of the group’s
international business headquartered in London, and worked at KPMG
as a manager in their London offices.
He is the Chairperson of Trellidor Holdings Limited and is an
independent Non-executive Director of Greenbay Properties. He was
previously Chairperson of Rockcastle Global Real Estate Company
Limited since inception and prior to its merger with NEPI and of a
China- and retail-focused real estate company managed by Blackstone
Inc. and Macquarie Asset Management prior to its disposal.

The Board currently consists of four independent
Non-executive Directors and one Non-executive Director,
the majority of whom are Non-South African residents.
Pursuant to compliance with Mauritian regulations, the
Board composition includes two Mauritian resident
Directors. The Board is satisfied that there is a clear division
of responsibilities to ensure a balanced distribution of power,
time and authority so that no one Director has unfettered
powers of decision making. This is further reinforced by
the Board Charter available on the Company’s website
www.arci.mu.

A&RC

Chairperson

Clive Msipha (36)
Independent Non-executive
Director
Zimbabwean
CFA, CA (Z), MBA
Clive is an independent Non-executive Director. He serves as a
Director of Untu Holdings Limited, a Botswana registered investment
holding company. He is the current Chief Executive Officer of Untu
Capital Limited, a Zimbabwean SME financier. He spent six years with
PricewaterhouseCoopers in Zimbabwe, the United States and the United
Kingdom in Audit and Corporate Finance. He has experience in the
financial services industry having done a number of Corporate Finance
deals in the sector.
Prior to founding the Untu group, he was with an emerging market
private equity firm, Actis Capital. He is a chartered accountant by
training and won the National Prize for the best qualifying student in
his final qualifying exams. He is a CFA charter-holder and also holds a
Master of Business Administration from the University of Oxford.

A&RC
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Audit and Risk Committee member
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A&RC

Dr Renosi Mokate (60)
Independent Non-executive
Director
South African

Bridget Radebe (38)

BA, MA, PhD

BCom, BCom (Hons), CA(SA)

Non-executive Director
South African
Bridget is the Chief Financial Officer of Ubuntu-Botho Investments
Proprietary Limited and African Rainbow Capital Proprietary Limited.
She is also a Board member of Alexander Forbes Group Holdings
Limited, A2X Proprietary Limited and Colourfield Liability Solutions
Proprietary Limited. Bridget grounded her experience at Deloitte
& Touche where she served as a Partner on top JSE listed clients,
including, inter alia, Imperial Holdings Limited, PPC Ltd, and Iliad
Africa Limited. This gave her a thorough understanding of the JSE
Regulations and Listings Requirements.

Renosi has held several leadership positions in the public sector and
academia. She was the Deputy Governor of the South African Reserve
Bank from August 2005 to July 2010 and Executive Director of the World
Bank in 2010 to 2012. She has also served as the Executive Dean of the
Graduate School of Business Leadership, UNISA, and as a senior policy
analyst at the Development Bank of Southern Africa. She is currently the
Executive Chairperson of Concentric Alliance. She holds non-executive
directorships at Bidvest Bank Limited, GEPF and Vukile Property Fund
amongst others. Her committee membership includes Remuneration,
Governance, Audit and Social and Ethics.

A&RC

Bridget leverages her multidisciplinary leadership style, strategic
leadership and a solid, practical understanding of both private and
listed client environments in a variety of industries to deliver results.

Attendance at Board and Committee meetings

Deans Tommy Lo Seen
Chong (58) 3
Independent Non-executive
Director
Mauritian
BSc, FCA, TEP
Tommy is the Chief Operating Officer of Intercontinental Trust Limited,
and has previously worked in the United Kingdom for several years
specialising in auditing and taxation. Previously, he was the Finance
Director of a major Mauritian group involved in various activities,
including property, financial services, trading and leisure. He is a
stockbroker (Investment Dealer Type 1) licensed by the Stock Exchange
of Mauritius and a Director of Capital Market Brothers Limited. He is
also a member of the Society of Trust and Estate Practitioners as well as
a member of the International Fiscal Association. He holds a bachelor’s
degree in Economics and is a fellow of the Institute of Chartered
Accountants in England and Wales.

Board

Audit and Risk
Committee

Number of meetings held

3

4

Directors’ attendance
Mark Olivier
Clive Msipha1
Dr Renosi Mokate2
Deans Tommy Lo Seen Chong
Bridget Radebe

3
2
1
3
3

n/a
3
2
4
n/a

	Clive Msipha was appointed to the Board of Directors of the Company on 11 August 2017,
post the inaugural meeting of the committee which took place on 10 August 2017, chaired
by Tommy Lo Seen Chong. At that date he took over from Tommy Lo Seen Chong as the
Chairperson of the A&RC.
2
	Dr Renosi Mokate was appointed to the Board of Directors of the Company and became a
member of the A&RC effective 23 November 2017.
3
	These Directors are Mauritian residents and thus the composition of the Board meets the
Mauritian regulatory requirements.
1

Gender and race diversity at Board level
The avearge age of the Board is 48 years with a diverse skillset. When new or replacement Directors are considered, the Board
assesses the skills of the Board as a whole, to identify any areas that need strengthening. The Board believes given the background
and credentials of the current Board members, as a whole, it currently represents an appropriate balance of skills, outlook,
experience and knowledge to conduct its roles and responsibilities. Having recently approved a Gender and Diversity Policy for the
Board which is available for review on the Company’s website www.arci.mu
, the Board is satisfied with the vision and journey
to achieve the objective of a diverse board. The Board also believes that diversity of experience, culture and outlook, including
gender and race, amongst Board members is of great importance. It is the Board’s policy to give careful consideration to issues
of Board balance and diversity when making new appointments and to do so on merit. Whilst the Board currently does not have
any gender or diversity targets, the Board is satisfied that the current composition aligns with the ethos of diversity expressed in its
policy. There were no nominations or appointments of Directors during the year.
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UBI GENERAL
PARTNER BOARD

IC

A&RC Audit and Risk Committee member
IAC

Key purpose
The General Partner has a Board
of Directors who are responsible
for the general investment review
of the ARC Fund as well as the
management of the pipeline and
liquidity of the ARC Fund. It also
provides representation on the
Boards of Directors of portfolio
companies (where appropriate).
It is responsible for the preparation
of the quarterly, half year and
year end valuation reports to ARC
Investments and provides general
feedback to ARC Investments on
relevant matters relating to the
ARC Fund.

Roles and
responsibilities
The Board of Directors of UBI GP (the
“Board”) is ultimately responsible to
ensure that UBI GP discharges its duties
and responsibilities as General Partner.
To this end it must ensure:

Investment Committee member*

* The Investment Committee is
chaired by Tom Boardman.

Investment Advisory Committee member

UBI GENERAL
PARTNER BOARD

AUDIT AND RISK
COMMITTEE

INVESTMENT
COMMITTEE

FUNCTION

FUNCTION

• Providing assurance regarding
the quality of financial reporting
and disclosures, as well as the
internal control environment in
the UBI group.

• Make all investment decisions of
the ARC Fund.

• Manage the independence and
relationships with the external
and internal auditors.

• Assisting the Executive Director
and the Investment Advisory
Committee on the investment
of company funds.

• Take primary responsibility for
decision-making for statutory
duties and non-statutory duties.

• Proper governance processes whilst
conducting the business of the ARC Fund
• Sufficient and timeous information flow
for purposes of reporting, both internally
and externally, in respect of the Company,
the ARC Fund and ARC Investments
• That ARC performs the duties that
have been outsourced in terms of the
Investment Services Agreement.

INVESTMENT ADVISORY
COMMITTEE
FUNCTION
• Supporting the investment
committee by recommending
investments for the ARC Fund.
• Committee is comprised of
executives of the company.
Two members are not on the
Board. These individuals include;

INVITED MEMBERS
• Charmaine Padayachy
BCom (Accounting), Accounting
(Hons), CA(SA)
• Bridget Radebe
BCom, BCom (Hons), CA(SA).
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The UBI General Partner’s Board is made up of the following individuals:

IC
A&RC

IC

Dr Patrice Motsepe (56)

Alexander Maditsi (56)

Non-executive Chairperson
BA (Legal), LLB, D. Com
(Honoris Causa)

Non-executive Director
BProc, LLB, LLM, Dip Company
Law

Patrice is the founder and Chairperson of UBI, ARC and African Rainbow
Energy and Power (AREP). He is also Executive Chairperson of African Rainbow
Mineral, Chairperson of Harmony and Deputy Chairperson of Sanlam.

IAC

Alexander is the Managing Director of Copper Moon Trading. He
previously held a number of positions with Coca-Cola. He was a
Fullbright Scholar and a member of the Harvard LLM Association.

Chairperson

Johan van der Merwe (53)

Dr Johan van Zyl (62)

Executive Director
MCom, MPhil (Cantab), CA(SA),
AMP (Harvard), COL (Insead)
Johan is the co-CEO of African Rainbow Capital. He previously served as the
CEO of Sanlam Investments for a period of 11 years.

Non-executive Director
PhD (Economics), D.Sc (Agric)
Johan is the co-CEO of African Rainbow Capital as well as the CEO of
Ubuntu-Botho Investments. He previously served as group CEO of Sanlam
for a period of 12 years.

IC
IC

A&RC

A&RC

Michael Arnold (61)

Boipelo Lekubo (35)

Non-executive Director
BSc (Mining Geology),
BCompt (Hons), CA(SA)
Michael previously served as the Financial Director of African Rainbow
Minerals (ARM). He is currently also a Non-executive Board member
of ARM

Non-executive Director
BCom (Hons), CA(SA)
Boipelo is the Chief Financial Officer of Harmony Gold and has
extensive experience in group financial management and reporting.

Attendance at Board and Committee meetings

Number of meetings held
Directors’ attendance
Dr Patrice Motsepe
Tom Boardman
Dr Johan van Zyl
Johan van der Merwe
Alexander Maditsi
Karabo Nondumo1
Michael Arnold2
Boipelo Lekubo3
Abigail Mukhuba4

IC
A&RC

Abigail Mukhuba (39)
Non-executive Director
BCompt, BCom (Hons),
MCom (Tax), MBA, CA(SA)
Abigail is the Finance Director at African Rainbow Minerals and has extensive
experience in the financial reporting and tax environments.

1
2
3
4

Board

Audit
and Risk
Committee

Investment
Committee

3

4

2

2
n/a
3
3
2
1
2
1
1

n/a
4
n/a
2
3
1
2
2
1

1
2
2
2
1
1
1
–
–

Resigned from the Board on 12 December 2017.
Appointed to the Board on 7 June 2018 and has attended all meetings since his appointment.
Appointed to the Board on 20 July 2018 and has attended all meetings since her appointment.
Appointed to re Board on 19 July 2018 and attended all Board meetings since her
appointment with the exception of one Audit and Risk Committee meeting.
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The ARC Board is made up of the following individuals:

ARC BOARD

Non-executive

Key purpose
The Board’s key purpose is to ensure the sustainable
prosperity of the group by collectively directing its
affairs, whilst meeting the appropriate interests of its
stakeholders. The Board shall act as the focal point for,
and custodian of, corporate governance by managing
its relationship with management, the shareholders
and other stakeholders of the company along
sound corporate governance principles. The Board
is accountable for the effective governance of the
company and shall adopt, implement and document
an effective governance framework that provides
for the prudent management and oversight of the
company’s business.

IC

Chairperson

Dr Patrice Motsepe (56)
Non-executive Chairperson
BA (Legal), LLB, D. Com
(Honoris Causa)
Patrice is the founder and Chairperson of UBI, ARC and African Rainbow
Energy and Power (AREP). He is also Executive Chairperson of African Rainbow
Mineral, Chairperson of Harmony and Deputy Chairperson of Sanlam.

Roles and responsibilities
The Board appreciates that strategy, risk, performance
and sustainability are inseparable and will give effect to
this by:

Dr Rejoice Simelane (66)

• Contributing to and approving the strategy

Non-executive Director
BA, MA, PhD (Econ), LLB

• Satisfying itself that the strategy and business plans do not
give rise to risks that have not been thoroughly assessed by
management

Rejoice has been with Ubuntu-Botho Investments since 2004 when
she assumed the position of CEO. Prior to this she spent several years
in government, culminating in serving as a member of the Presidential
Economic Advisory Panel under President Thabo Mbeki.

• Identifying key performance and risk areas
• Ensuring that the strategy will result in sustainable
outcomes; and considering sustainability as a business
opportunity that guides strategy formulation.
• Ensuring that the company is and is seen to be a
responsible corporate citizen
• Ensuring that the company’s ethics are managed effectively
and is responsible for approving the company’s Code of
Ethics and Conduct and related policies
• Being responsible for IT Governance and shall ensure that
IT Charters and policies are established and implemented.

IC
A&RC Chairperson

Tom Boardman (69)
Non-executive Director
BCom, CA(SA)
Tom previously served as the CEO of Nedbank, and has a long history
working in financial services as well as retail.

IC
A&RC

Boipelo Lekubo (35)
IC
A&RC
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Investment Committee member
Audit and Risk Committee member
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Non-executive Director
B Com (Hons), CA(SA)
Boipelo is the Chief Financial Officer of Harmony Gold and has extensive
experience in group financial management and reporting.

STEWARDSHIP

Executive

IC
IC

Alexander Maditsi (56)

Dr Johan van Zyl (62)

Non-executive Director
BProc, LLB, LLM, Dip Company
Law
Alexander is the Managing Director of Copper Moon Trading. He
previously held a number of positions with Coca-Cola. He was a
Fullbright Scholar and a member of the Harvard LLM Association.

Executive Director
PhD (Economics), DSc (Agric)
Johan is the co-CEO of African Rainbow Capital as well as the CEO
of Ubuntu-Botho Investments. He previously served as group CEO of
Sanlam for a period of 12 years.

IC
A&RC

IC

Michael Arnold (61)

Johan van der Merwe (53)

Non-executive Director
BSc (Mining Geology),
BCompt (Hons), CA(SA)

Executive Director
MCom, MPhil (Cantab), CA(SA),
AMP (Harvard), COL (Insead)

Michael previously served as the Financial Director of African Rainbow
Minerals (ARM). He is currently also a Non-executive Board member of
ARM

Johan is the co-CEO of African Rainbow Capital. He previously served as the
CEO of Sanlam Investments for a period of 11 years.

IC
A&RC

Abigail Mukhuba (39)

Machiel Reyneke (61)

Non-executive Director
BCompt, BCom (Hons), MCom
(Tax), MBA, CA(SA)
Abigail is the Finance Director at African Rainbow Minerals and has
extensive experience in the financial reporting and tax environments.

Executive Director
BCom (Hons), CA(SA)
Machiel is the Executive Director of African Rainbow Capital. He previously
served as the Finance Director of Santam.

Attendance at Board and Committee meetings

Number of meetings held
Directors’ attendance
Dr Patrice Motsepe
Dr Johan van Zyl
Johan van der Merwe
Michael Arnold1
Tom Boardman
Boipelo Lekubo2
Alexander Maditse
Andrew Matube
Abigail Mukhuba2
Machiel Reyneke
Dr Rejoice Simelane

A&RC

Advocate Andrew Matube (73)
Non-executive Director
BA, LLB
Andrew is a legal practitioner in the fields of property law, corporate law,
drafting agreements, magistrate’s court as well as supreme court litigation.

1
2

Board

Audit
and Risk
Committee

Investment
Committee

4

4

2

4
4
4
2
4
–
3
4
–
4
4

n/a
n/a
4
2
4
–
n/a
4
–
n/a
n/a

2
2
2
1
2
–
1
n/a
–
n/a
n/a

Appointed to the Board on 7 June 2018 and has attended all meetings since his appointment.
Appointed to the Board on 20 July 2018 and has attended all meetings since her appointment.
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ARC BOARD

NON-EXECUTIVE CHAIRPERSON:
DR PATRICE MOTSEPE

INVESTMENT COMMITTEE

AUDIT AND RISK COMMITTEE

• Setting investment policies (subject to the approval of the
Board) and guidelines, including those relating to the asset
classes, asset allocation ranges, credit, concentration and
liquidity exposures and prohibited and risky investments;

The committee shall assist the Board in fulfilling its
oversight responsibilities by reviewing:

• Setting, reviewing and making recommendations to the
Board regarding:
−− The investment policies and guidelines, their
implementation, and compliance with those policies and
guidelines;
−− Risk management with regard to investment activities.
• Have the authority to approve strategic investments,
portfolio investments and borrowings as determined by the
Company’s Delegation of Authority.
• Have the authority to approve appropriate funding for the
company as determined by the Company’s Delegation of
Authority.
• The Committee assists UBI and arranges external funding
for the UBI group in terms of the delegated authority from
the holding Company.

• The overall quality and integrity of financial, reporting and
integrated and sustainability report disclosures;
• The risks relating to financial reporting and disclosures;
• The appropriateness and effectiveness of internal controls
in general and internal financial controls specifically within
ARC and where the company has significant exposure in
terms of its investments;
• The quality of the work performed by senior management
responsible for financial and internal control;
• The qualification, independence and fees of the External
Auditors of ARC and the group companies;
• The performance and leadership of Internal Audit as an
internal assurance provider (if applicable); and
• ARC’s compliance with applicable legal and regulatory
requirements only to the extent that it would impact
financial reporting.
• The Committee will makes recommendations to the Board
for the Board’s consideration and final approval.

36

ARC INVESTMENTS INTEGRATED ANNUAL REPORT 2018

STEWARDSHIP

HUMAN RESOURCE COMMITTEE FOR THE WHOLE OF THE UBI GROUP
The role of the Committee is to assist the Board to
ensure that:
• the composition of the Board is appropriate to comply
with recognised governance standards and legal
requirements;
• Directors are appointed through a formal process;
• induction and ongoing training and development of
Directors take place; and
• formal succession plans for the Board, Chief Executive
Officer and senior management appointments are in
place.
The Committee, which in this capacity has an independent
oversight role, makes recommendations to the Board on
matters concerning human resources and remuneration for
their consideration and final approval.

Responsibilities
The Board has delegated to the Committee
the following functions as well as to make
recommendations to the Board on matters relating to
the mandate of the Committee:
• Board composition
The Committee shall regularly review the size,
composition and effectiveness of the Board and its
Committees. The Committee shall ensure that Directors
are appointed through a formal process and that
induction and ongoing training and development of
Directors takes place.
• Succession planning
The committee shall identify and nominate suitable
candidates when Board vacancies arise and will put in
place plans for succession, in particular for the CEO.
In performing the above, the Committee must have due
regard to the principles of governance and best practice.

• Re-election of retiring Directors by rotation
The Committee must make recommendations to the Board on
the suitability for re-election of the Directors that are retiring by
rotation in terms of the Memorandum of Incorporation of the
Company.
• General management appointments and terminations
The appointment of the CEO and other Executive Directors
(in consultation with the CEO) will be recommended by the
Committee to the Board for final approval.
• Composition of top management
The Committee shall annually review the size, composition and
effectiveness of the top management structure (TM).
• Remuneration policy
The Committee shall oversee the establishment of a
remuneration policy that will promote the achievement of the
strategic objectives of the company and encourage individual
performance.
• Monitoring of key human capital indicators
The Committee shall regularly monitor key human capital
indicators, specifically the achievement of targets relating to
B-BBEE transformation and FSC compliance.
• Oversight of Human Resources risks
The Committee is required to ensure that significant risks
associated with the management of Human Resources
throughout the UBI group are considered and that management
implements appropriate risk responses and treatment strategies to
manage these risks.
• Personal expenditure of Directors and Executive Committee
Members
The Committee will annually have sight of and ratify reports
coming from the Audit and Assurance function with regards to the
separation of personal and business expenditure of UBI Directors
and Executives.
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ARC MANAGEMENT STRUCTURE

EXECUTIVE MANAGEMENT
CO-CEO:
DR JOHAN VAN ZYL

CO-CEO:
JOHAN VAN DER MERWE

EXECUTIVE DIRECTOR:
MACHIEL REYNEKE

INVESTMENT TEAM

FINANCE TEAM

FUNCTION

FUNCTION

The investment team ensures that acquisitions are
made that are aligned with the overall strategy as
well as meeting and exceeding the required hurdle
rate.

The Finance team ensures that we are able to
honour our financial commitments when doing
transactions as well as ensuring the overall financial
health at enterprise levels.

MEMBERS

MEMBERS

Deal Executive: Charmaine Padayachy

Chief Financial Officer: Bridget Radebe

Deal Executive: Marinda Dippenaar

Financial Manager: Daisy Lebepe

Portfolio Executive: Brian Mushonga

Accountant: Palesa Nxumalo

Investment and M&A: Francois Rossouw
Assistant Deal Executive: Francois van Zyl

38

LEGAL TEAM

SUPPORT TEAM

FUNCTION

FUNCTION

Each transaction is a legally binding contract and
as such we have to ensure that we are adhering
to any applicable laws and regulations, as well as
ensuring that our interest and that of our partners
are adequately protected.

Each of the aforementioned activities require
some level of support in terms of marketing,
communication or administrative support.

MEMBERS

MEMBERS

Executive Corporate and Stakeholder Relations:
Ainsley Moos

General Counsel: Marlene Jennings

Chief Operating Officer: Brenda Matyolo

Senior Legal Advisor: Lerato Nonyana

Office Administrator: Marianka Donkersloot

Company Secretary: Matseleng Makume

Office Administrator: Maureen Mndau
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Being part of Ubuntu-Botho
has helped me tremendously.
It makes an impact on my
children and therefore my
grandchildren are benefiting
as well. It makes me proud
to be a Ubuntu-Botho
shareholder.
MS MANDISI MBELE
UBI SHAREHOLDER
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UBI BOARD
My experience is that the
company Ubuntu-Botho grew
beyond my expectations. I think
wealth is more enjoyed when it
is spread across a wider area. By
inviting our Black communities in
the country as business people,
as job creators, that will ultimately
address and solve the problem
of unemployment, poverty and
the like. When we start sharing
wealth, we as a country and as a
people, become more stable. And
that is what we are all looking
forward to. As our kids grow, they
have to become more and more
self-reliant insofar as creativity
and innovation is concerned.
They should become innovators
and not just spectators of the
drama of development. They
should be part of it. Dr Patrice
Motsepe is a visionary and
a fantastic role model in our
society. His example should be
emulated by all of us.
DR SAMUEL MOTSUENYANE
UBI SHAREHOLDER

Key purpose
Our leadership has the conviction that Broadbased Black Economic Empowerment remains a
suitable and appropriate mechanism for wealth
creation and wealth redistribution. In this regard
we celebrate the fact that our shareholders
are of a broad nature and that we have had
considerable success in allowing for wealth
creation of individuals and groups on a relatively
large scale.

Roles and responsibilities
The UBI Board has as its key purpose the sustainable
prosperity of the group by collectively directing its
affairs, whilst meeting the appropriate interests of its
stakeholders.
The Board shall act as the focal point for, and custodian
of, corporate governance by managing its relationship
with management, the shareholders and other
stakeholders of the company along sound corporate
governance principles. The Board is accountable for the
effective governance of the company and shall adopt,
implement and document an effective governance
framework that provides for the prudent management
and oversight of the company’s business.
The Board appreciates that strategy, risk,
performance and sustainability are inseparable and
will give effect to this by:
• Contributing to and approving the strategy;
• Satisfying itself that the strategy and business plans do
not give rise to risks that have not been thoroughly
assessed by management;
• Identifying key performance and risk areas;
• Ensuring that the strategy will result in sustainable
outcomes; and
• Considering sustainability as a business requirement
that guides strategy formulation.
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UBUNTU-BOTHO BOARD MEMBERS
The Ubuntu-Botho Board is made up of the following individuals:
Non-executive

1

2

1 Dr Patrice
Motsepe (56)

3

2 Dr Rejoice
Simelane (66)

4

5

4 Professor
Thandabantu
Nhlapo (69)

Non-executive
Chairperson

Executive Director
BA, MA, PhD (Econ), LLB

Non-executive Director

BA (Legal), LLB, D. Com
(Honoris Causa)

Rejoice has been with
Ubuntu-Botho Investments
since 2004 when she
assumed the position of
CEO. Prior to this she spent
several years in government,
culminating in serving as a
member of the Presidential
Economic Advisory Panel
under President Thabo Mbeki.
She has also served on the
Council for Medical Schemes.

BA, LLB, DPhil

Patrice is the founder and
Chairperson of UBI, ARC
and African Rainbow Energy
and Power (AREP). He is
also Executive Chairperson
of African Rainbow Mineral,
Chairperson of Harmony
and Deputy Chairperson of
Sanlam. His past business
responsibilities include being
the Founding President of
Business Unity South Africa
(BUSA), and Chairperson of
the BRICS Council for 2013.
Patrice is also President
of Mamelodi Sundowns
Football Club. He plays an
active role in the international
business arena where he is a
member of the International
Business Council of the World
Economic Forum, which
is made up of 100 of the
most highly respected and
influential chief executives
from all industries.
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Executive

3 Dr Mashilo
Matsetele (55)

HR&N
Professor Nhlapo serves as
Deputy Vice-Chancellor at
the University of Cape Town.
He previously served as
Deputy Chief of Mission and
Deputy Ambassador of South
Africa to the United States.

5 Michael
Arnold (61)

Non-executive Director
BCom, Hon. BCom, MBA

HR&N Chairperson
Mashilo is associated with
Sadtu Investment Holdings.
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Non-executive Director
BSc (Mining Geology),
BCompt (Hons), CA(SA)

A&RC
Michael previously served
as the Financial Director of
African Rainbow Minerals
(ARM). He is currently also
a Non-executive Board
member of ARM.

6

6 Alexander
Maditsi (56)
Lead Independent Nonexecutive Director
BProc, LLB, LLM, H Dip
Company Law

HR&N
Alexander is the Managing
Director of Copper Moon
Trading. He previously
held a number of positions
with Coca-Cola. He was
a Fullbright Scholar and a
member of the Harvard LLM
Association.

7 Tom Boardman (69)

7

8

8 Professor Tawana
Kupe (55)
Non-executive Director
BA, MA, DPhil

HR&N
Tawana serves as VicePrincipal of the University of
the Witwatersrand (WITS)
where he is responsible
for the daily running of the
university. He previously held
the position of Executive
Dean for Humanities for six
years.

9 Dr Mimie Priscilla
Sesoko (60)

Non-executive Director

Non-executive Director

BCom, CA(SA)

BA, Hons BA, MA, PhD

A&RC Chairperson
Tom previously served as
the CEO of Nedbank, and
has a long history working
in financial services as well
as retail.

HR&N
Mimie is a senior lecturer in
the UNISA department of
Social Work. She previously
served as CEO of Women’s
Development Banking, a rural
micro finance institution.

STEWARDSHIP
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9

10

11

10 Archbishop
13 Bishop Malusi
Joseph Tlhagale (71)
Mpumlwana (63)
Non-executive Director
BA, Licentiate in Systematic
Theology
Bishop Tlhagale is an
ordained priest and previously
served as the Archbishop of
Johannesburg.

11 Mangisi
Wilson Gule (66)
Non-executive Director
BA (Hons)
Mangisi is executive director
at ARM Gold. He previously
served as Chief Executive
Officer for African Rainbow
Minerals Platinum and Chief
Executive Officer at African
Rainbow Minerals Coal.

12 Johan
van der Merwe (53)
Executive Director
MCom, MPhil (Cantab),
CA(SA), AMP (Harvard),
COL (Insead)
Johan is the co-CEO of
African Rainbow Capital. He
previously served as the CEO
of Sanlam Investments for a
period of 11 years.

Non-executive Director

A&RC
Bishop Mpumlwana is the
Bishop of the Diocese of
Maropeng of the Ethiopian
Episcopal Church, which
covers the provinces of
Gauteng, Northern Cape,
North West and KwaZuluNatal. Along with Steve
Biko, he and his wife Thoko
Mpumlwana were founding
activists in the anti-apartheid
Black Consciousness
Movement in South Africa.

14 Dr Johan
van Zyl (62)
Executive Director
PhD (Economics), DSc (Agric)
Johan is the co-CEO of
African Rainbow Capital as
well as the CEO of UbuntuBotho Investments. He
previously served as group
CEO of Sanlam for a period
of 12 years.

Investment Committee member

A&RC

Audit and Risk Committee member

HR&N

Human Resources and Nominations Committee member

12

13

15 Max
Sisulu (73)

14

16

Attendance at Board and Committee meetings
Human
Resources
Audit
and
and Risk Nominations
Board Committee
Committee

Non-executive Director
MSc, MPA
Max is currently a visiting
research fellow with the
Wits School of Governance.
He is a trained and qualified
economist and has served
in several positions within
private and government
sectors.

16 Advocate Andrew
Matube (73)
Non-executive Director
BA, LLB

A&RC
Andrew is a legal practitioner
in the fields of property
law, corporate law, drafting
agreements, magistrate’s court
as well as supreme court
litigation.

15

1

Number of meetings held

4

4

4

Directors’ attendance
Dr Patrice Motsepe
Dr Rejoice Simelane
Dr Mashilo Matsetela
Professor Thandabantu Nhlapo
Michael Arnold1
Alexander Maditse
Tom Boardman
Professor Tawana Kupe
Dr Mimie Sesoko
Archbishop Joseph Tlhagale
Mangisi Wilson Gule
Johan van der Merwe
Bishop Malusi Mpumlwana
Dr Johan van Zyl
Max Sisulu
Advocate Andrew Matube
Makgane Thobejane

4
4
4
4
2
3
4
3
4
3
4
4
3
4
2
4
2

n/a
n/a
n/a
n/a
2
n/a
4
n/a
n/a
n/a
n/a
4
3
n/a
n/a
4
n/a

n/a
n/a
4
4
n/a
4
n/a
2
4
n/a
n/a
n/a
n/a
4
n/a
n/a
n/a

Appointed to the Board on 7 June 2018 and has attended all meetings since his
appointment.

In absentia

17 Makgane Thobejane
(54)
Non-executive Director
Makgane is the CEO of
Nehawu Investment Holdings
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GOVERNANCE OUTCOMES
The Board of ARC Investments recognises the link between effective governance, sustainable performance and the creation of long-term value
for all of its stakeholders. The Board is committed to the principles of transparency, integrity, fairness and accountability, and recognises the
need to implement good corporate governance principles. The Board, therefore, seeks to apply the principles as set out in the King Code. ARC
Investments has performed an assessment of the application of the principles set out in the King IV Code. The assessment is reflected below
together with key actions envisaged to achieve application, where gaps exist.

Applied

Principle

Comments

1

Applied

The governing body should lead ethically and
effectively.

As set out in the Board Charter, the Directors, overseen by the
Chairperson, hold each another accountable for decisionmaking and ethical behaviour.

2

Applied

The governing body should govern the ethics
of the organisation in a way that supports the
establishment of an ethical culture.

As set out in the Board Charter, the Board is responsible for the
monitoring and governance of the ethics of ARC Investments.
ARC Investments’ code of ethics guides the interaction between
clients and stakeholders.

3

Applied

The governing body should ensure that the
organisation is and is seen to be a responsible
corporate citizen.

The Board is responsible for monitoring the overall responsible
corporate citizenship performance of ARC Investments.

4

Applied

The governing body should appreciate that
the organisation’s core purpose, its risks and
opportunities, strategy, business model,
performance and sustainable development are all
inseparable elements of the value creation process.

The Audit and Risk Committee assists the Board with the
governance of risk and monitors risks and ensures the
implantation of various mitigating controls. This responsibility
is contained in the Board Charter and the Audit and Risk
Committee charter.

5

Applied

The governing body should ensure that reports
issued by the organisation enable stakeholders to
make informed assessments of the organisation’s
performance, and its short, medium and long-term
prospects.

The ARC Investments’ Integrated Annual Report will provide an
assessment of its performance, measured against its objectives.

6

Applied

The governing body should serve as the focal point
and custodian of the corporate governance in the
organisation.

The Board is the focal point and custodian of corporate
governance of ARC Investments. Its role and responsibilities
and the way that it executes its duties and decision making
are documented and are set out in the Board Charter. Further
aspects of governance are addressed through the established
Board sub-committees i.e. Audit and Risk Committee and
Remuneration Committee.

7

Applied

The governing body should comprise the
appropriate balance of knowledge, skills,
experience, diversity and independence for it to
discharge its governance role and responsibilities
objectively and effectively.

The Board and its sub-committees consider on an annual
basis, its composition in terms of balance of skills, experience,
diversity, independence and knowledge and whether this
enables it to effectively discharge its role and responsibilities.
The Board is satisfied that there is a balance of skills,
experience, diversity, independence and knowledge needed to
discharge its role and responsibilities.
Through the annual self-assessment of the Board and its
sub-committees, the knowledge and skills set are evaluated
and improved where required. Furthermore, where necessary
the subject matter experts are available for matters requiring
specialised guidance.

8

Applied

The governing body should ensure that its
arrangements for delegation within its own
structures promote independent judgement, and
assist with balance of power and the effective
discharge of its duties.

The Board and its sub-committees complies with the applicable
requirements of the King Code. There is a clear balance of
power to ensure that no individuals have undue decisionmaking powers.
The Audit and Risk Committee is satisfied that the auditor is
independent and non-audit services are not performed and
the audit firm has been appointed with the designated audit
partner having oversight of the audit.
The Audit and Risk Committee oversees the finance function.

44

ARC INVESTMENTS INTEGRATED ANNUAL REPORT 2018

STEWARDSHIP

Applied

Principle

Comments

9

Applied

The governing body should ensure that the
evaluation of its own performance and that of
its committees, its Chairperson and its individual
members, support continued improvement in its
performance and effectiveness.

The Board and both sub-committees’ charters include the onus
of annual assessments. Assessments of the performance by
the Board, its sub-committees and the Company Secretary are
conducted annually by way of internal evaluation process.

10

Applied

The governing body should ensure that the
appointment of, and delegation to, management
contribute to role clarity and effective exercise of
authority and responsibilities.

The Board is satisfied that ARC Investments is appropriately
resourced. Save for the Chief Financial Officer, ARC Investments
will not employ any staff.

11

Applied

The governing body should govern risk in a way
that supports the organisation in setting and
achieving its strategic objectives.

The Audit and Risk Committee assists the Board with the
governance of risk. The Board is aware of the importance of
risk management as it is linked to the strategy, performance and
sustainability of the business are identified and managed within
acceptable parameters.
The Audit and Risk Committee identifies, assesses, mitigates
and manages risks within the existing operating environment.
Mitigating controls are in place to address these risks which are
monitored.

12

Applied

The governing body should govern technology and
information in a way that supports the organisation
setting and achieving its strategic objectives.

The Board, together with the Audit and Risk Committee,
oversees the governance of information technology. The Board
is aware of the importance of technology and information in
relation to ARC Investments’ strategy.

13

Applied

The governing body should govern compliance
with applicable laws and adopted, non-binding
rules, codes and standards in a way that it supports
the organisation being ethical and a good
corporate citizen.

The Board is assisted by the Company Secretary to monitor
compliance with the various laws ARC Investments is subject to.

14

Applied

The governing body should ensure that the
organisation remunerates fairly, responsibly and
transparently so as to promote the achievement
of strategic objectives and positive outcomes in
short-, medium- and long-term.

The Board, assisted by the Remuneration Committee, ensures
that Directors are remunerated fairly, responsibly, transparently
and in line with industry standards so as to promote the
creation of value in a sustainable manner. This responsibility is
contained in the Remuneration Committee’s charter. Save for
the Chief Financial Officer, ARC Investments will not employ
any staff.

15

Applied

The governing body should ensure that assurance
services and functions enable an effective control
environment, and that these support the integrity
of information for internal decision-making and of
the organisation’s external reports.

The Board is satisfied that the assurance results indicate an
adequate and effective control environment and integrity
of reports for better decision-making. This responsibility
is contained in the Board Charter and the Audit and Risk
Committee charter.

16

Applied

In the execution of its governance roles and
responsibilities, the governing body should
adopt a stakeholder-inclusive approach that
balances the needs, interests and expectations of
material stakeholders in the best interests of the
organisation over time.

Various stakeholder groups will be identified and the Board will
balance their legitimate and reasonable needs, interests and
expectations.

17

Applied

The governing body of an institutional investor
organisation should ensure that responsible
investment is practiced by the organisation to
promote the good governance and the creation of
value by the companies in which it invests.

The Board, through ARC Investments’ Investment Policy,
ensures that responsible investment is practiced by ARC
Investments to promote the good governance and the creation
of value by the companies in which the ARC Fund invests.

ARC INVESTMENTS INTEGRATED ANNUAL REPORT 2018

45

REMUNERATION REPORT
BACKGROUND
STATEMENT
In line with the King Report on Corporate Governance (King IV) we
are presenting our remuneration report in three parts.
• Background statement
• Remuneration policy and philosophy
• Implementation report
The Board is aligning disclosures to the recommendations in
King IV and intend to build on the extent of our disclosures over
the coming years.
Since ARC Investments listed in September 2017, shareholders will
be presented with the first Integrated Annual Report at the first
Annual General Meeting to be held on 13 November where they
will be requested to vote on Directors’ remuneration.
As an investment holding company ARC Investments has no full
time employees and executive management. The activities of the
entity are carried out by the General Partner which is remunerated
by way of the fund management fee, which was disclosed in the
Pre-Listing statement available on the company’s website
www.arci.mu
.
The Board is thus ultimately responsible for fair and responsible
remuneration of the Non-executive Directors and ensuring
adequate disclosure and reporting of remuneration matters.

REMUNERATION POLICY
AND PHILOSOPHY
The remuneration policy provides an overview of the remuneration
principles for ARC Investments as a whole. This information has
been approved by the Board.
The policy deals with remuneration of Non-executive Directors,
and the General Partner of the ARC Fund. It is recommended
practice that the remuneration policy is aligned with the corporate
strategy. The Board considers fair and responsible remuneration
and has developed specific arrangements to give effect to this,
while ensuring that remuneration to Non—executive Directors is
justifiable within the broader context of macro and micro economic
factors in the environment in which the company operates.
The company’s constitution provides that, notwithstanding anything
to the contrary contained in the Constitution or any agreement,
understanding or arrangement with a Director, the Company shall
not be obliged, entitled or required to pay any remuneration to a
Director for their services as Directors (which shall exclude salaries
of executive Directors) except such remuneration as has been
approved by and in terms of an ordinary resolution.
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The Board is thus responsible for the Non-executive Directors’
remuneration that will be presented for shareholder approval at the
Annual General Meeting.

Composition of remuneration
The company has only one component of remuneration, being
fixed remuneration payable to Non-executive Directors. The Nonexecutive Directors are paid a fixed, annual, USD based fee, in
accordance with the company financial year commencing 1 July to
30 June of the following year. The fees are payable half yearly.
In accordance with the Mauritius Taxation Legislation, a 15%
withholding tax is levied on gross fees payable, resulting in a net
payment made to each individual Non-executive Director.
The company does not pay short-term incentives, in line with
its long-term business strategy. No Director is entitled to any
pension scheme or other similar benefits that would typically be
associated with permanent employment. Directors are entitled to
be reimbursed for expenses reasonably incurred in connection with
the performance of their duties and attending Board, general and
other related meetings of the company.

Fees paid to the General Partner
The structure of the fee is as follows:

Fund management fee
The fund management fee is calculated quarterly as follows:
i.

where the Opening Invested NAV is below R10 billion, 1.75%
per annum on the average of the Opening Invested NAV and
Closing Invested NAV of that Quarter;

ii.

where the Opening Invested NAV is between R10 billion and
R15 billion, the higher of the amount determined in terms of
(i) and 1.5% on the average of the Opening Invested NAV and
Closing Invested NAV of that Quarter;

iii. where the Opening Invested NAV is above R15 billion, 1.25%
on the average of the Opening Invested NAV and Closing
Invested NAV of that Quarter.
The Invested NAV will be adjusted for investments and realisations
during the quarter.

Cash management fee
A Cash Management Fee of 0.25% per annum on the average of the
opening and closing balance of the Cash Management Investments
will be drawn down from the ARC Fund at the beginning (and to
the extent required) at the end of each quarter.

STEWARDSHIP

IMPLEMENTATION
REPORT

It is imperative that the people who are responsible for these
functions are appropriately remunerated to ensure that their
interests are aligned with ARC Investments, both individually and
collectively. The ultimate responsibility of the UBI Remuneration
Committee is to achieve this alignment and retention of key
individuals, also considering the impact of non-UBI group
shareholders.

Remuneration of Non-executive
Directors
Non-executive Directors do not have employment contracts with
ARC Investments, they do not enjoy benefits associated with fixed
term employment, and they do not participate in the company’s
long-term incentive plan. The company does reimburse Nonexecutive Directors for travel expenses incurred during the course
of fulfilling their duties.

To this end remuneration and incentive structures are in place
for key individuals with appropriate “pay mix” packages to align
individual and team behaviour, comprising of:
• Guaranteed salary
• Short-term incentive bonuses
• Long-term incentives

Their independence is reviewed annually which informs their
suitability to remain a Board member. For this they are paid an
annual fixed remuneration fee.

Name

Nationality

Function

Mark Olivier

British

Independent Non-executive Director (Chairperson)

Deans Tommy Lo Seen Chong

Mauritian

Independent Non-executive Director

7 500

Dr Renosi Mokate

South African

Independent Non-executive Director

20 000

Clive Msipha

Zimbabwean

Independent Non-executive Director (Chairperson of
Audit and Risk Committee)

20 000

Bridget Radebe

South African

Non-executive Director

The amounts above are the Directors’ fees paid to the Directors for
the current financial year 1 July 2017 to 30 June 2018.
ARC Investments operates as the Limited Partner with UBI
General Partner taking full responsibility, as mandated by the ARC
Investments Board, to manage the only asset of ARC Investments –
the ARC Fund.
As set out in the document ARC Investments relies on various
related parties in the UBI group to optimise shareholders’ wealth,
in particular UBI GP as General Partner (in terms of the partnership
Agreement) and ARC as the company to whom certain functions
are outsourced (in terms of the Investment Services Agreement).
These entities earn management and performance fees that are
fully disclosed in the annual financial statements.

Amount (USD)
20 000

–

Non-binding advisory votes
This remuneration policy and implementation report are to be
tabled annually at the AGM for separate non-binding advisory
votes by the shareholders. In the event that either the remuneration
policy or the implementation report, or both, are voted against by
25% or more of the votes exercised, the Board will engage with the
dissenting shareholders to address their respective objections, by:
i.

issuing invitations to dissenting shareholders to submit written
submissions of their objections to the policy and/or the report;

ii.

considering and addressing any objections; and

iii. reporting back to dissenting shareholders.
The Board may also arrange meetings with dissenting shareholders
to discuss and clarify their objections.

For details of the non-binding advisory vote resolution, please refer
to the Notice for the Company’s inaugural Annual General Meeting
available on the Company’s website www.arci.mu.
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External operating environment
Managing what matters most to our stakeholders
Assessing risks and opportunities
Our strategy and strategic performance

Our UBI
Shareholders
DID YOU KNOW?
The owners of Ubuntu-Botho
Investments (UBI) are truly BroadBased individuals and groups.
Together they own a 25% interest
in UBI. Each of the individuals
have their shareholding located in
a provincial company. The groups
are made up of Youth, Church,
Women groups as well as Trade
Unions. A further 20% of UBI is
owned by the Sanlam/UbuntuBotho Community Development
Trust, which is a registered Public
Benefit Organisation which was
created to carry out activities
to the benefit of the public.
The trust specifically focuses on
the poor, unemployed, needy
and marginalised persons and
communities. More than 400 000
people have directly benefited
from this service and more will
continue to benefit.
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OUR BUSINESS IN CONTEXT

EXTERNAL OPERATING ENVIRONMENT
Most of the businesses in the ARC Fund are exposed to the South African economy. Since most of the businesses in
the ARC Fund are exposed to the South African economy, the low economic growth in South Africa, which has been
estimated at between less than 1.0% to about 1.5% across the various industries in the period under review, has negatively
impacted the trading environments of many of our portfolio businesses with a consequential knock-on effect on our
reported performance. It is expected that the performance of these investments will improve over the short- to mediumterm. The spectrum of businesses in the ARC Fund is diverse, which is strategically important for the overall performance
of the ARC Fund.

MANAGING WHAT MATTERS MOST
TO OUR STAKEHOLDERS
BROAD-BASED BLACK ECONOMIC
EMPOWERMENT STATUS
SIGNIFICANCE
• Key element to our competitive positioning in what we offer
portfolio companies
• Broad base of Black shareholders (individuals and groups) continue
to benefit as ARC Investments and related entities delivers financial
performance over long-term

RISKS

• Opportunity exists to expand
on value created for existing
broad base of Black shareholders
(individuals and groups)

CAPITAL ALLOCATION
SIGNIFICANCE
• Funds are being directed to meet strategic objectives and growth
ambitions and thus value creation
• Capital be allocated to investments where returns on capital
employed exceeds required hurdle rate

RISKS

OPPORTUNITIES

• Non-optimal use of limited
financial resources

• To establish the most optimal
capital allocation model to
optimise value

• Incorrect allocation of capital
• Investment portfolio not well
diversified

• Communication with
empowerment shareholders is
pro-active and ongoing, which
they appreciate and value
• Financial education has been
part of engagement with
empowerment shareholders

CAPITAL
OUTCOMES
• Improved
shareholder
relationship
• Better informed
shareholders

OPPORTUNITIES

• Broad base of Black
• To find unique and costshareholders have to remain on effective ways of expanding our
board as it is key value offering
empowerment status – to the
to portfolio companies
benefit of our portfolio companies
and other business partners
• Our approach to
empowerment is anchored
having a broad base and not
one or a few individuals

MANAGEMENT

• To allocate capital in such a
way that it contributes to the
sustainability of financial resources

STRATEGIC IMPACT
• Continue to offer value to both
portfolio companies as well as
Black shareholders
• UBI shareholders derive value
from their participation and
therefore want to remain on
board over the longer term

MANAGEMENT
• Capital allocation policy was
formulated and approved by
Board
• Management and the individuals
they lead are implementing the
policy

CAPITAL
OUTCOMES
• Enhances the longterm sustainability
of the business
• Inspires stakeholder
confidence in the
leadership of the
business

STRATEGIC IMPACT
• Optimal use of capital underpins
the growth and sustainability of
the business
• Allows us to maintain a financial
favourable position when it comes
to raising funds – either from
investors or financiers
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GROWTH IN ASSETS UNDER MANAGEMENT
SIGNIFICANCE
• Ability to convert cash into new investment opportunities
• Proof that capital allocation is paying off in terms of growth assets
being acquired and new assets being acquired

MANAGEMENT
• Management favours investing
in established businesses and
backing good leadership at
investee companies

stakeholders

RISKS

OPPORTUNITIES

STRATEGIC IMPACT

• A decrease in this figure is viewed
as value destructive and investor
reaction is likely to lead to decline
in share price

• As we are approached more
and more by established
players in the market, we have
options to decide who we
partner with to grow our AuM

• The strategic objective of meeting
our net hurdle rate of >16% (after
costs and fees) is achieved

• Driving synergies between
related businesses will result in
an increase in AuM.

PORTFOLIO PERFORMANCE AGAINST
THE HURDLE RATE
SIGNIFICANCE
• Lead indicator of value creation for stakeholders
• Ensures that stakeholders attach value in terms of the relationship
they enjoy with us

RISKS

OPPORTUNITIES

• A number of portfolio companies do not
meet their respective hurdle rates which
negatively impacts the ARC Investments
hurdle rate

• To invest in portfolio
businesses where the
return exceeds the
hurdle rate.

• If portfolio performance does not exceed
the hurdle rate, investor sentiment will be
negative and share price will reflect it

ENHANCEMENT OF STAND-ALONE
PORTFOLIO PERFORMANCE BY
DRIVING SYNERGIES
SIGNIFICANCE
• Investment decisions are made on the strength of the stand-alone
business and synergistic opportunities that may arise
• Synergistic opportunities lead to enhanced value creation and
further strengthen the individual businesses

RISKS

OPPORTUNITIES

• Lack of synergistic opportunities
may limit enhanced
performance of overall portfolio

• Opportunity exist to introduce
leadership of specific financial
services business to each other to
encourage cooperation

• Value creation per stand-alone
business could be limited as
growth opportunities can be
unlocked via synergies
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• Within diversified investments
businesses opportunities exist to
encourage interaction between
leadership of same category
business (i.e. agriculture)
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• Proof that our
value proposition
is relevant to

• Supports our
growth ambitions

• Key indicator that supports share price movement, which is key
indicator of value being created

• Stagnant position or lack of
performance is also y to market its
value proposition to likely portfolio
companies, which could seriously
dampen investor confidence in
ARC Investments

CAPITAL
OUTCOMES

• Investor sentiment is positively
impacted with a commensurate
impact on the share price

MANAGEMENT
• With our Board representation
on each of the portfolio
companies, we support
management to execute the
agreed strategy.

CAPITAL
OUTCOMES
• Inspires investor
confidence
• Enhances the ARC
brand

STRATEGIC IMPACT
• Favourable market sentiment
which is proof to our stakeholders
that we are able to deliver on our
strategic objectives

MANAGEMENT
• Management will host an internal
conference with the intention of
creating a platform where such
engagement is encouraged.
It provides the opportunity for the
leadership of the various portfolio
companies to meet and explore
opportunities for synergy potential
• In some cases, conversations to
unlock synergy potential among
portfolio companies are ongoing
and yield positive results.

STRATEGIC IMPACT
• Opportunity to address relative
long tail of investments
• Where synergistic opportunities
make sense, the possibility of a
merger or acquisition may arise

CAPITAL
OUTCOMES
• Has a positive
impact on
revenue and cash
flows
• Strengthens our
opportunity to
deliver on our
growth trajectory

OUR BUSINESS IN CONTEXT

LEVERAGING AND MAINTAINING
GOOD STAKEHOLDER RELATIONSHIPS
AND NETWORKS
SIGNIFICANCE
• Our business operates in a broader network and as such are
dependent on others (stakeholders) to succeed
• We are likely to succeed if we can both offer value to others as
well as realise value from others

RISKS

OPPORTUNITIES

• Optimal stakeholder relations
must be maintained in order
to ensure we obtain value from
our relationships

• Deriving value from the
relationship requires us to be
clear with stakeholders what we
expect from their conduct

• Possible contagion where
a stakeholder suffers poor
financial performance or ethical
misconduct

• Ongoing opportunities to do
more with stakeholders and
therefore realise more value to
the benefit of both parties

CORPORATE GOVERNANCE
SIGNIFICANCE
• Trust and ethical business conduct underpins our stakeholder
relations
• Since we are aiming to do investments for the longer term, we
uphold strict corporate governance requirements

RISKS

OPPORTUNITIES

• Stakeholders, shareholders in
particular, have an extreme
sensitivity to poor governance

• Stakeholder confidence
is based on business
performance as well as
leadership conduct and as
such effort should be made to
advance this to the benefit of
the organisation

• Poor corporate governance
practices are generally punished
hard by providers of capital (both
investors and financiers)

MANAGEMENT
• Management appointed an
executive to take ownership of
stakeholder relations and drive
the process to yield benefits
to all
• Management is prioritising
specific initiatives to expand on
its stakeholder relations offering

CAPITAL
OUTCOMES
• Enhances the ARC
brand
• Positive impact
on the morale
of our portfolio
companies and
employees

STRATEGIC IMPACT
• Stakeholder relations will be
directed to support strategy
implementation
• Value accruing to stakeholders
have to be maintained in order to
success with stakeholder relations

MANAGEMENT
• Management invests in
businesses with good corporate
governance track records
• Conversely, management
will consider divesting from
businesses where corporate
governance is poor

CAPITAL
OUTCOMES
• Inspires investor
confidence
• Strengthens our
relationship with
our portfolio
companies

STRATEGIC IMPACT
• Good corporate governance
is a key driver of stakeholder
confidence and as such would
allow the business to obtain its
strategic objectives
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ASSESSING RISKS AND
OPPORTUNITIES
Virtually all of the portfolio companies in the ARC Fund have exposure to the South African market.
Business and investor confidence came under significant pressure in the period under review, which was
adversely driven by a number of underlying events. These included: political uncertainty, a sovereign
credit downgrade risk, poor management of public funds and related allegations of grand scale
corruption, and investment market and currency volatility. The very diverse nature of the investments in
our portfolio means that we are able to mitigate concentration risk.
The Board is responsible and accountable for implementing an effective policy framework to ensure
proper risk assessment and management. The Audit and Risk Committee supports the Board in
fulfilment of these responsibilities.

The key risks facing the Company are set out below.
Inability to raise capital

FINANCIAL RISK

Valuation risk
Liquidity Risk

MACRO-ECONOMIC
RISK

REGULATORY RISK

Downgrade of SA investment status
Protracted pedestrian growth in SA economy

Adverse changes in B-BBEE codes
Failure to meet regulatory requirements

Discount to NAV deepens

INVESTMENT RISK

Failure of a major investment
Concentration risk which cannot be mitigated
BEE lock-in beyond desired time frame

Loss of capacity in human capital

OPERATIONAL AND
IT RISKS

Reputational risk
Unauthorised access from foreign parties
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OUR BUSINESS IN CONTEXT

At the beginning we had
some doubts about this
investment. But we pinned
our hopes on the success
of Dr Patrice Motsepe as a
businessman. This is one of
the best schemes I have ever
experienced in my life. I am
grateful to the people who
are running it. I am happy.

MR DAVID MATLOU
UBI SHAREHOLDER
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OUR STRATEGY AND STRATEGIC PERFORMANCE
ARC Investments seeks to become the
leading Black-owned and Black-controlled
empowerment investment holding company
in South Africa. This aspiration has a dual
focus: we want to build a world-class business
and at the same time have a positive impact
on communities in South Africa.

OUR STRATEGIC
FOCUS AREAS

BUILD
Our focus is on acquiring significant minority
stakes in businesses that satisfy both our hurdle
rate and our building block approach

This is made possible with significant and
diverse equity shareholdings in both financial
and non-financial services businesses that
continue to deliver growth in its Intrinsic Net
Asset Value (INAV). We offer our investee
companies solid empowerment credentials,
coupled with our strong financial position,
leadership track record as well as a favourable
brand and reputation. In return we acquire the
shareholding at an attractive level and offer
our investors a market related return.

OUR STRATEGIC
OBJECTIVES
• Identify potential propositions
• Establish likely return rate and quality of leadership
and management teams
• Clarify strategic intent with each of the building
blocks

GROW

• Synergistic potential to be achieved on basis of
clarity of building blocks and client pools

We aim to attain growth in the portfolio
through improved business performance
and synergy potential

• Support via Board representation to steer business
performance

FUTURE OUTLOOK
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OUR BUSINESS IN CONTEXT

ACQUIRING
INVESTMENTS
AT B-BBEE
DISCOUNT

MEETING OUR
NET >16%
HURDLE RATE
AFTER FEES
AND COSTS

OUR VALUE GOALS

HOW WE
DEFINE
VALUE
DRIVING
SYNERGIES BETWEEN
COMPLEMENTARY
PORTFOLIO
COMPANIES

ACQUIRING
UNIQUE
INVESTMENT
OPPORTUNITIES

OUR KEY PERFORMANCE
INDICATORS

A SUMMARY OF OUR
PERFORMANCE

• Our hurdle rate of >16% net of costs and fees

• Intrinsic Portfolio value increased by 11.79%
(annualised and after dilution)

• Intrinsic Net Asset Value (INAV)
• B-BBEE status of our portfolio companies
• B-BBEE status of UBI
• The ARC Fund cash position
• Cash generation of underlying portfolio
companies

• Intrinsic Net Asset Value increased by 9.6%
(annualised and after dilution)
• At year end the ARC Fund had a cash position of
R1 576 million
• Return (annualised) on Intrinsic Portfolio Value of
13.9% (before dilution)

We remain realistically optimistic about the future of South Africa. We are a nation in on-going conversation
with each other as we exchange views on national issues. One such issue is that of wealth creation and access
to wealth in terms of wealth redistribution. This is top of the agenda in our public discourse.
The work that ARC Investments, along with the rest of the entities in the UBI group, is doing plays right to this important
debate. We therefore take a view that the pressure and requirements for the SA economy to become more inclusive is
not going to abate. Rather, we should expect this public debate to continue for some years to come.
Given this scenario, we are of the view that ARC Investments, along with its parent entity ARC, will continue to
be offered significant opportunity to come on board as an empowerment partner. This will translate to growth
opportunities for ARC Investments as well as value creation benefits to our stakeholders.
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Diversified Financial Services Segment review
– Insurance and Asset Management
– Specialist Financial Services
– Banking
Diversified Investments Segment Review
– Telecommunications
– Business Process Outsourcing
– Mining, Construction and Energy
– Agriculture
– Property
– Other

ARC INVESTMENTS INTEGRATED ANNUAL REPORT 2018

Our UBI
Shareholders
DID YOU KNOW
For Ubuntu-Botho wealth
creation and Broad-Based
Black Economic Empowerment
go hand in hand. Each of the
individual shareholders were
made millionaires (at a gross level)
as each individual shareholder
was granted 1 000 shares and the
share price is currently R1 200
per share. It is for this reason
that the empowerment scheme
is regarded by many as one
of the most successful BroadBased empowerment schemes
in the country. Shareholders in
this scheme stand to benefit
more with the value that ARC
Investments and other related
entities will create.

FUND MANAGEMENT REPORT

Ubuntu-Botho continues to
have a major impact with us
as shareholders. My family
and my community
has benefited. With my
shareholding, you know, it
is a legacy. I’m going to be
a shareholder till inside my
grave.
MS REGINA SHAI

UBI SHAREHOLDER
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DIVERSIFIED FINANCIAL SERVICES SEGMENT REVIEW
1.

INSURANCE AND ASSET MANAGEMENT

Alexander Forbes
Unlisted/listed

Investment on two levels
Listed AF group Holdings
Limited (AFH) and Unlisted
AF Limited (AFL)

Investment category

Financial Services

Investment segment

AFL

AFH

Effective ownership

5.0%

4.4%

Employee Benefits and Asset
Management

Fair value in
ARC FinHoldCo

R644 million

R744 million

Investment type

Equity

Fair value in the ARC Fund

R321.1 million

R371.2 million

B-BBEE lock-in

Three years from February
2017

Price paid

R578 million

119 357 139 shares
acquired at an average
price of R6.59 per share
total value of R786 million

AMBITION
• Alexander Forbes is a specialised financial
services group focusing on employee
benefits and investment solutions for
institutional clients and the financial
wellbeing of its individual clients

OPERATIONAL REVIEW

GOING FORWARD

The business experienced weaker
operational performance as well as a high
level of attrition at senior management
level.

• Focus on building the strategic relationship
and alignment with Mercer to ensure
co‑operation on key matters.

• The main services include retirement funds
and asset consulting, actuarial consulting,
investment and administration services,
employee risk benefits and healthcare
consulting, multi-manager investment and
platform solutions, individual financial
advice and personal lines insurance.
• The group is regarded as a market leader in
its core businesses in South Africa.
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• Continue engaging, through the Board
representative, with the other Board
members to raise matters which are not
conducive for good business performance.

FUND MANAGEMENT REPORT

Colourfield
Unlisted/listed

Unlisted

Effective ownership

14.0%

Investment category

Financial Services

Invested to date

R138 million

Investment type

Equity

B-BBEE lock-in

Three years from August 2016.

Fair value in
ARC FinHoldCo

R151 million

Valuation method

Discounted cash flow and PE multiple

Fair value in the ARC Fund

R79.9 million

AMBITION

OPERATIONAL REVIEW

• Colourfield Liability Solutions is an asset
management firm.

• The core LDI business is stable and
continues to perform well.

• It specialises in Liability Driven Investment
(LDI), goals-based investing, the
management of inflation linked bonds and
“smart beta” equity management solutions.

• Management is focused on driving the
Managed Defined Contribution capability
by launching products through various
channels.

GOING FORWARD
• Clarity is required on the agreement with
Alexander Forbes Investments as it may
have an adverse impact on Colourfield’s
product roll-out.

• Key new employees were successfully
recruited.
• New hires free up management time to
drive key strategic initiatives.
• Colourfield is cash generative and does not
require any funding.
• It is a scalable business model and growth
does not require additional investment.
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DIVERSIFIED FINANCIAL SERVICES SEGMENT REVIEW continued

Lima Mbeu
Unlisted/listed

Unlisted

Effective ownership

29.7%

Investment category

Financial Services

Initial investment date

September 2017

Investment segment

Asset Management

Valuation method

Cost

Investment type

Equity and a debt facility

Fair value in the ARC Fund

R7.5 million

AMBITION
• Lima Mbeu is a start-up investment
management group focusing on asset
management services for institutional
clients.
• Their target market includes private and
public sector market segments, and
primarily retirement funds.
• Lima Mbeu is a well-funded, professionally
run asset management start-up.
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OPERATIONAL REVIEW
• Lima Mbeu is progressing as planned.
• The business was granted an operating
licence by the Financial Services Board in
February 2018 (replaced by the Financial
Sector Conduct Authority on 1 April 2018).
• It commenced with operations in the
same month following the injection of
R200 million seed capital by Sanlam.
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GOING FORWARD
• The focus will be on increasing assets
under management.

FUND MANAGEMENT REPORT

InFund Solutions
Unlisted/listed

Unlisted

Effective ownership

25.4%

Investment category

Financial Services

Initial investment date

February 2018

Investment type

Equity

Invested to date

R11 million

Fair value in
ARC FinHoldCo

R11 million

B-BBEE lock-in

None

Fair value in Fund

R5.5 million

Valuation method

Cost

AMBITION
• The business is a start-up positioning itself
for legislative changes in the employee
benefits space that will be introduced in
March 2019.

OPERATIONAL REVIEW
• InFund has already secured a major client.

GOING FORWARD
• Work is continuing to securing contracts
with other large retirement funds.

• It will focus on providing pension funds
with a retirement benefits counsellor
(in terms of new regulations).
• It also focuses on comprehensive member
communication, and has a business
offering off-balance sheet solutions with
regards to living annuity products.

ARC INVESTMENTS INTEGRATED ANNUAL REPORT 2018

61

DIVERSIFIED FINANCIAL SERVICES SEGMENT REVIEW continued

EBS International
Unlisted/listed

Unlisted

Effective ownership

12.5%

Investment category

General Financial Services

Initial investment date

November 2016

Investment type

Equity

Invested to date

R32 million

Fair value in
ARC FinHoldCo

R32 million

B-BBEE lock-in

None

Fair value in the ARC Fund

R15.9 million total

Valuation method

PE multiple

AMBITION
• EBS International provides hosted member
administration and asset management
solution platforms as well as providing
technology, consulting, disaster recovery
and business continuity services.
• The EBS International group can be divided
into two core services.
• Technology Services (Incorporating Global
ASP, DRSA, Megatech, PlanInsite).
• Financial Services (Incorporating
EBS Africa).

OPERATIONAL REVIEW
• EBS Africa has acquired its section 13B
License to operate in the provisioning of
administration services.
• EBS Africa has successfully registered a set
of pension and provident umbrella funds
to offer to the market.
• The business has secured several sizeable
mandates.
• Pipeline:
−−Umbrella funds – multiple clients
ranging from 100 to 2 000 members
−−Mining Service – 30 000 members
−−Local Municipality – 30 000 incubation
−−Union Fund – 30 000 incubation
−−Leveraged partner arrangement to large
union fund of 1.2 million members
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GOING FORWARD
• EBS International will pursue an aggressive
concurrent strategy of organic and
acquisitive growth through its subsidiary
companies over the next few years.
• The focus of the organic growth will be
across three core entities, namely DRSA,
Global ASP and EBS Africa.
• DRSA will focus solely on organic growth
as a 51% Black-controlled company
specialising in the provision of resiliency
services (disaster recovery, business
continuity and other resiliency styled
services).
• Acquisitive based growth will be focused
through EBS Africa in the provisioning of
administration and consulting services to
the employee benefits industry.

FUND MANAGEMENT REPORT

LifeCheq
Unlisted/listed

Unlisted

Effective ownership

12.5%

Investment category

Financial Services

Initial investment date

February 2018

Investment type

Equity

Invested to date

R22.5 million

Fair value in
ARC FinHoldCo

R22.5 million

B-BBEE lock-in

None

Fair value in the ARC Fund

R11.2 million

Valuation method

Cost

AMBITION

OPERATIONAL REVIEW

• LifeCheq is an independent financial
advisory company that targets the middle
market in SA.

• The focus over the last six months was to
invest in technology and systems to lower
the unit cost per client.

• Most clients in this market segment are not
asset-rich although they may have high
income.
• LifeCheq is well positioned in terms of the
regulatory changes.

• This is a critical component to enable
LifeCheq to scale their business and
effectively service clients and as such, it was
prioritised over the roll out and marketing
to clients.

• The LifeCheq model is to effectively
combine “robo” advice with human
interaction to drive down the service cost.

• The business continues to generate
revenue growth and new client acquisition
occurs at high conversion rates.

GOING FORWARD
• LifeCheq will be supported to access large
client pools.
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DIVERSIFIED FINANCIAL SERVICES SEGMENT REVIEW continued

Santam Limited
Unlisted/listed

Listed (SNT)

Effective ownership

0.2%

Investment category

Insurance

Price paid

410 844 shares acquired at an
average price of R221.5 per share
and total value of R91 million

Investment segment

Property and casualty insurance

Valuation method

30-day VWAP

Investment type

Equity

Fair value in
ARC FinHoldCo

R106.0 million

Fair value in the ARC Fund

R53.0 million

AMBITION

OPERATIONAL REVIEW

• Santam is a multinational general insurance
group that writes insurance business
in South African and Namibia and has
investments and clients in a further
31 countries.

• The group’s focus remains on growing
profitably in South Africa and to increase
its international diversification through the
Santam Specialist Business and Santam Re.

• It is the leading general insurer in South
Africa with a market share of more than
22%.
• The group provides a diversified range of
general insurance products and services
through a network of 2 700 intermediaries
and direct channels.
• The group boasts more than 1 million
policyholders, ranging from individuals to
commercial and specialist business owners
and institutions in South Africa.

• International diversification is supported by
close collaboration with Sanlam Emerging
Markets which utilises the extensive
emerging markets footprint to source new
business opportunities.
• Santam continues to focus strategically on
supporting the development of the SEM
general insurance businesses.
• In South Africa, continued focus is placed
on the development of Santam’s full
multichannel capability.
• Following the significant catastrophe events
experienced during 2017, reinsurance rates
have increased in 2018.
• Underwriting actions will continue to focus
on the commercial and corporate property
class of business, taking the increased
reinsurance rates into account.
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GOING FORWARD
• The group remains focused on balancing
profitable growth with efficiency to
improve the management expense ratio
over the medium-term, and to optimise
the claims and procurement value chains.

FUND MANAGEMENT REPORT

Indwe Broker Services
Unlisted/listed

Unlisted

Effective ownership

25.4%

Investment category

Financial Services – Insurance

Price paid

R83 million

Investment type

Equity

B-BBEE lock-in

None

Fair value in
ARC FinHoldCo

R110.5 million

Valuation method

PE Multiple

Fair value in the ARC Fund

R55.0 million

AMBITION
• Indwe is an independent South African
general insurance broker that provides
personal insurance, business insurance and
specialist risk consulting services to private,
commercial and corporate clients.

OPERATIONAL REVIEW
• Indwe performed well in a difficult
environment, especially if compared to its
peer group.

GOING FORWARD
• There is significant room for growth if
Indwe manages to continue achieving their
budgets.

• The business performed in line with their
budgets and showed a steady growth in
profits through increase in revenue and
decrease in costs.
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DIVERSIFIED FINANCIAL SERVICES SEGMENT REVIEW continued

Afrocentric
Unlisted/listed

Listed (ACT)

Effective ownership

3.5%

Investment category

Healthcare

Initial investment date

October 2015

Investment segment

Healthcare providers

Price paid

R254.0 million

Investment type

Equity

Valuation method

30-day VWAP

Fair value in
ARC FinHoldCo

R262.7 million

B-BBEE lock-in

None

Fair value in Fund

R131.1 million

AMBITION
• Afrocentric is a Black-empowered
investment holding company with an
investment portfolio focused on providing
services to the healthcare sector.
• Through its operating subsidiaries, the
businesses provide health administration
and health risk management solutions.

OPERATIONAL REVIEW
• Afrocentric delivered a solid operating
result, despite a challenging operating
environment.
• Notwithstanding a lack of economic
growth and declining consumer disposable
incomes, business continued to expand.
• It also sustained quality earnings from
within the underlying businesses, which
all contributed to a satisfactory financial
performance for the group.
• The group’s financial position remains
sound, cash generation is strong and
it retains adequate headroom to
accommodate expansion opportunities.

66

ARC INVESTMENTS INTEGRATED ANNUAL REPORT 2018

254 008 707 shares acquired
at an average price of R5.21
per share

GOING FORWARD
• At corporate and operational level,
management is assessing and
implementing plans for real growth and
pursuing selective local and international
opportunities to complement the existing
product and service offering.

FUND MANAGEMENT REPORT

ARC Health group
Unlisted/listed

Unlisted

Fair value in the ARC Fund

R95.6 million

Investment category

General Financial Services

Valuation method

Cost plus accrued interest

Investment type

Equity and loans

Effective ownership

49.9%

B-BBEE lock-in

None

Price paid

R180.0 million

Fair value in
ARC FinHoldCo

R191.6 million

AMBITION
• ARC Health is a private investment
company and wholly owned subsidiary of
ARC Financial Holding Company.

OPERATIONAL REVIEW
• This business primarily consists of three key
underlying businesses operating in various
parts of the value chain servicing mainly
the entry-level market.

GOING FORWARD
• ARC Health Managers is considering
simplifying its holding and management
structure.
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DIVERSIFIED FINANCIAL SERVICES SEGMENT REVIEW continued

2.

SPECIALIST FINANCIAL SERVICES

A2X
Unlisted/listed

Unlisted

Effective ownership

10.2%

Investment category

Financial services – General

Invested to date

R32.3 million

Investment type

Equity and options

B-BBEE lock-in remaining

One year nine months

Fair value in ARC FinHoldCo

R32.3 million

Valuation method

Discounted cash flow

Fair value in the ARC Fund

R16.1 million

AMBITION
• A2X is a stock exchange providing the
market with an efficient and cost-effective
trading option to secondary list and trade
shares.

• Trading activity generated was marginally
below budget, but is expected to
substantially increase as the broker pipeline
converts in revenue.

• It is a low-cost competitor to the JSE
directly (as opposed to other exchanges
that targets different market like OTC).

• Management contained costs below
budget, resulting in a smaller loss than
forecast.

• By using the latest high-performance
exchange technology supplied by Aquis
Exchange in the UK and through other
efficiencies, the end-to-end cost of
transacting is significantly lowered.

• A2X’s IT system is performing without
incident and is stable.

• A2X fits into the existing capital market
infrastructure and uses STRATE and its
participants to settle all trades transacted
on A2X.

• There are eight approved brokers at various
stages of implementation.

• A2X is licensed and regulated by the
Financial Sector Conduct Authority (former
FSB) and the Prudential Authority (SARB).
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OPERATIONAL REVIEW

• Availability was reported to be at 100% with
no minor, moderate or critical incidents
having been experienced over the period.

• There was good progress underway to
increase principal trade on A2X.
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GOING FORWARD
• The business is working hard to secure
major clients on their platform.
• This will significantly increase their volume
of share trading.

FUND MANAGEMENT REPORT

Ooba
Unlisted/listed

Unlisted

Effective ownership

14.7%

Investment category

Financial Services – General

Invested to date

R195.0 million

Investment type

Equity

B-BBEE lock-in

Three years from 2016

Fair value in ARC FinHoldCo

R219.6 million

Valuation method

Discounted cash flow

Fair value in the ARC Fund

R109.6 million

AMBITION

OPERATIONAL REVIEW

GOING FORWARD

• Ooba is primarily a mortgage originator
with a strong life and general insurance
business flowing from the origination.

• The company is generally performing well
despite subdued economic conditions and
is performing in line with expectations.

• Ensuring business is appropriately
resourced for expected increase in
application volumes into 2018.

• Ooba is one of the leading players that
dominates the South African origination
landscape.

• This is attributable to both the origination
and insurance businesses.

• New business diversification in the
property value chain.

• Demand in the property market is heavily
influenced by consumer confidence and
this has impacted negatively over the past
24 months.

• Development and launch of new business
strategies.

• Banks are competing strongly for new
home loan business and this is reflected in
higher approval rates and better interest
rates being offered to consumers, which
positively impacts conversion rates.

• Technology investment in digital customer
service tools.

• Product diversification in the insurance
businesses.

• Geographic diversification of the
Origination business.

• In the insurance business, penetration rates
are consistent with the prior year, whilst
underwriting profits across both the short
term and life products are showing yearon-year improvements.
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DIVERSIFIED FINANCIAL SERVICES SEGMENT REVIEW continued

Constellation Capital
Unlisted/listed

Unlisted

Effective ownership

27.4% Control
8.5% Direct/19.0% (control) 12.0%
(economic) via Sinayo Securities

Investment category

Financial services

Invested to date

R28.7 million (direct)
R42.5 million (via Sinayo)

Investment type

Equity only

B-BBEE lock-in

None

Fair value inARC FinHoldCo

R27.0 million

Valuation method

Earnings multiple

Fair value in the ARC Fund

R13.4 million

AMBITION

OPERATIONAL REVIEW

• Constellation Capital (“Constellation”)
is primarily a derivatives trading and
structuring business

Constellation Capital

• Constellation Capital trades only backto-back and does not hold proprietary
positions. In addition to the derivatives
an asset management business is being
established.

• This has been due to continued growth
in Constellation’s client base in both the
equity and currency derivative markets.

• The business produced strong results in a
mostly weaker trading environment.

• Potential risks to the derivative trading
market include continued political
uncertainty and/or further corporate
meltdowns which result in a very unstable
investment environment and uncertainty
amongst investment professionals.
Constellation Asset Management
• Constellation Asset Management has made
steady progress in the last 12 months and
has achieved a breakeven position within a
relatively short period of time.
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GOING FORWARD
• Constellation Asset Management is a key
area of focus for the next 12 months.
• Management aims to secure mandates of
significant value to achieve a strong annuity
underpin to earnings.

FUND MANAGEMENT REPORT

Edge Growth
Unlisted/listed

Unlisted

Effective ownership

15.5%

Investment category

Financial services

Invested to date

R15.0 million

Investment type

Equity

B-BBEE lock-in

June 2020

Fair value in ARC FinHoldCo

R15.0 million

Valuation method

Cost

Fair value in the ARC Fund

R7.5 million

AMBITION
• Edge Growth is a leading enterprise and
supplier development firm that focuses on
strategic partnerships between business
and SME development, commercial
leadership and enterprise development
strategy.

OPERATIONAL REVIEW

GOING FORWARD

• The business has seen a significant increase
in profits compared to prior year.

• Shifts in ESD policy may potentially have an
adverse impact on part of the business.

• The number of employment opportunities
created for clients doubled to 1 000 net
in 2018.

• This is a risk that is receiving management’s
attention.
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DIVERSIFIED FINANCIAL SERVICES SEGMENT REVIEW continued

Bravura
Unlisted/listed

Unlisted

Effective ownership

15.0%

Investment category

Financial services

Invested to date

R73 million

Investment type

Equity

B-BBEE lock-in remaining

Three years one month

Fair value in ARC FinHoldCo

R76.1 million

Valuation method

Discounted put option value

Fair value in THE ARC Fund

R37.9 million

AMBITION

OPERATIONAL REVIEW

GOING FORWARD

• Bravura is an independent Southern African
investment banking firm, founded in 1999,
specialising in corporate finance, structured
solutions and property asset management
services.

• Bravura performed significantly better that
the prior year and returned a reasonable
profit, in line with the expectations ARC
had at the time of investment.

• The business will continue to manage costs
well as in 2018, while improving revenue
significantly.

• Bravura creates sustainable value for their
clients, contributing to their businesses
and wealth through the design and
implementation of bespoke, robust and
integrated solutions.
• Bravura has two principal operating
divisions:
−−Bravura Capital (Corporate Finance)
−−Bravura Solutions (Structured Solutions)
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FUND MANAGEMENT REPORT

Sinayo Securities
Unlisted/listed

Unlisted

Effective ownership

24.5% voting
30.9% economic

Investment category

Financial services
Stock broking

Invested to date

R74.3 million

Investment type

Equity and preference shares
Shareholder loan for brokerage
capital

B-BBEE lock-in

None

Fair value in ARC FinHoldCo

R76.0 million

Valuation method

Earnings multiple

Fair value in THE ARC Fund

R37.9 million

AMBITION
• Sinayo Securities (“Sinayo”) is an
independent member of the JSE and
provides core services of securities trading
and research.
• It is Black-owned and controlled with a
strong Black women component.
• The business was established in 2015.

OPERATIONAL REVIEW
−−Market conditions remain tough with
many asset managers staying on the side
lines due to market uncertainty.

GOING FORWARD
• It is a strong building block in establishing a
brokerage pillar.

−−The company is in a strong cash position
and operations are cash generative.
−−Although brokerage margins have
stabilised, the larger institutions are
always pressing for lower rates.
−−The equities trading environment
remained highly competitive leading to
the ever need to accelerate efforts to
support clients and grow volumes while
also aiming to diversify income streams.
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DIVERSIFIED FINANCIAL SERVICES SEGMENT REVIEW continued

Anglo African Finance
Unlisted/listed

Unlisted

Effective ownership

20.7% +
Option to acquire 5.5%

Investment category

General financial services

Initial investment date

May 2018

Investment type

Equity

Invested to date

R66.5 million

Fair value in ARC FinHoldCo

R66.5 million

B-BBEE lock-in

None

Fair value in THE ARC Fund

R33.2 million

Valuation method

PE multiple

AMBITION
• AAF provides structured asset rental
solutions to a variety of businesses.

OPERATIONAL REVIEW
• The company is in a stable position and is
performing in line with expectations.

• The core business is in the commercial
asset finance products, where AAF provides
asset rental solutions to a variety of
businesses.
• Two business lines account for most of the
loan book, Binfin and Vincorp.
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GOING FORWARD
• The returns expectation is robust and still
carries significant upside.
• The existing shareholders extended a profit
warranty for the 2018 budget performance.

FUND MANAGEMENT REPORT

3.

BANKING

TymeDigital
Unlisted/listed

Unlisted

Effective ownership

5.0%

Investment category

Banking

Invested to date

R56.0 million cash and vendor finance of
R260.8 million

Investment type

Equity

Valuation method

Cost

Fair value in ARC FinHoldCo

R316.8 million

Fair value in the ARC Fund

R158.0 million

AMBITION
• TymeDigital is a registered South African
bank.
• TymeDigital uses cutting-edge technology
at its self-service kiosks to enable
authentication of individuals and
verification of address details, which allows
clients to transfer money, easily and within
minutes.
• The competitive technology allows the
bank to on-board clients with greater ease
relative to its competitors and keep bank
charges more affordable than what SA
banking clients pay in general.

OPERATIONAL REVIEW
• TymeDigital currently offers a domestic
money remittance product, known as
MoneyTransfer, in partnership with Pick n
Pay and Boxer stores.
• It has just under 400 000 customers on the
platform.

GOING FORWARD
• ARC has since acquired CBSA Holdco
(TymeBank) subject to Regulatory approvals
including that of the Prudential Authority.
• The transaction was announced on
8 August 2018.
• The roll-out of transactional and lending
products will take place once regulatory
requirements are in place.
• If regulatory approval is obtained, a capital
raise may be considered by bringing
additional investors and strategic partners
on board.
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DIVERSIFIED INVESTMENTS SEGMENT REVIEW
1.

TELECOMMUNICATIONS

Rain
Unlisted/listed

Unlisted

Effective ownership

20.6%

Investment category

Non-financial:
telecommunications

Invested to date

R1 776 million

Investment type

Equity

Fair value in the ARC Fund

R2 143.7 million

B-BBEE lock-in

Transfer restrictions and
pre-emptives apply

Valuation method

Discounted cash flow

AMBITION

GOING FORWARD

• Rain is aiming to become a full-service
Mobile Network Operator.

RAIN CONSISTS OF THREE MAIN
OPERATING BUSINESS UNITS:

• Overall, the growth prospects for Rain
remain very optimistic.

• Initial focus is on data as a primary offering.

– Networks
– Business to Business
– Mobile

• Revenue growth has been encouraging
and significant progress is being made to
further improve on network performance
and stability.

• Major assets constitute spectrum licences,
including an allocation in the 1 800 MHz
band, along with the other major operators,
as well as an allocation in the sought after
2 600 MHz band.
• Rain intends to build a dedicated national
LTE Advanced network and infrastructure,
with the best possible quality and internet
speed, at affordable rates.
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OPERATIONAL REVIEW

•T
 he Network business unit builds and
manages the Rain LTE Advanced network.
– T he business unit is responsible for the
capital expenditure to build a network
of LTE sites and expand the network to
enable nationwide connectivity for the
B2B and Direct business units.
– It has a target of reaching 3 000 sites
by or before 28 February 2019, which
compares to more than 2100 sites in
place by end of July 2018.
– In addition to the infrastructure, the
network business unit is responsible for
roaming agreements with other major
telecommunication companies.
•T
 he Business to Business unit provides
fixed wireless connectivity to end users.
– T he main driver of this business is
the number of subscribers, which has
increased significantly.
–R
 ain, however, currently does not directly
sell to users, and the business relationship
is with intermediary Internet Service
Providers (ISPs).
•R
 ain Mobile is the offering directly to the
public which was launched on 6 June 2018.
–B
 y 30 June some 4 860 Rain sim cards
were activated without any marketing.
Media coverage and social media posts
are the major drivers in expanding the
Mobile customer base.
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• The fact that Willem Roos, former CEO of
Outsurance, has been appointed as CEO of
Rain, is hugely encouraging and strengthens
confidence in the business going forward.
• The opportunity exists for a much larger
mobile market share.
• Additional roaming agreements are very
likely which would increase network
coverage and provide additional steady
inflow of revenue.
• Rain is well positioned to established itself
as a reliable brand in South Africa.

FUND MANAGEMENT REPORT

MetroFibre
Unlisted/listed

Unlisted

Effective ownership

15.39%

Investment category

Non-financial:
telecommunications

Invested to date

R116.0 million

Investment type

Equity

Fair value in the ARC Fund

R136.2 million

B-BBEE lock-in

Five years from March 2016

Valuation method

EBITDA ratio

AMBITION
• MetroFibre is an internet infrastructure
company that provides highly managed
fibre optic broadband connectivity in South
Africa.
• MetroFibre customers, consisting of service
providers, resellers, residential and business
properties, and consumers are able to take
advantage of an array of services – tailored
to meet their business needs.
• The MetroFibre services offerings consist of:
– High Speed Broadband Network
Connectivity,
– Voice Over IP,
– Video Conferencing, Data,
– Off-site Data Recovery/Data-Backup,
– Email/Application Hosting,
– Cloud Computing,
– Internet and CCTV Security Monitoring.
• All of the above are delivered on the back
of a single MetroFibre fibre installation.

OPERATIONAL REVIEW
•M
 etroFibre is performing slightly above
budget on a net basis.
•O
 wing to its growth phase, all excess cash
flows are utilised in debt servicing and
capital expenditure.

GOING FORWARD
• Further raise brand awareness.
• Coverage increase will mainly be driven by
focus on wholesale market.
• In addition, utilisation of existing fibre stays
a priority (increase penetration).

• T he main goal of the entity is to expand its
infrastructure and capital expenditure for
the foreseeable future.

• Develop and establish a provisioning, billing
and settlement platform which is integrated,
realtime and customer facing.

• It has exceeded the target set for the first
year in terms of the number of FTTH (fibre
to the home) units.

• Continuous improvement of process and
procedures relating to customer delivery to
minimise the delivery time and maximise
convenience to customers.

•H
 uman resource capacity was increased to
accommodate enterprise growth.
•A
 significant achievement was the
procurement of a VOIP platform.
•M
 etroFibre has been established as an ISP
(Internet Service Provider).
•M
 etroFibre is delivering satisfactory results
for the 2018 year to date.
• S ignificant progress on many fronts were
achieved and there is opportunity to build
on the foundation created during 2017.
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DIVERSIFIED INVESTMENTS SEGMENT REVIEW continued

2.

BUSINESS PROCESS OUTSOURCING

Bluespec
Unlisted/listed

Unlisted

Effective ownership

25.0%

Investment category

Non-financial business process
outsourcing

Initial investment date

15 September 2017

Investment type

Equity

Invested to date

R509.0 million

Fair value in the ARC Fund

R509.0 million

B-BBEE lock-in remaining

Four years nine months

Valuation method

PE multiple

AMBITION
• Bluespec is a holding company comprised
of many specialist businesses.
• Collectively they aim to transform the
repair and recovery industry to enable its
customers to deliver more effective and
efficient propositions to their clients in the
most cost-effective manner.
• Business units include Incident Logistics
(“Firstgroup”), Autobody Repair (“Renew-it
group”), Salvage (“Auction Nation”), Motor
Retail (“Daytona group”), Technology
(“DreamTec”) and StraightThrough.

OPERATIONAL REVIEW
• Insurance claims were down, with the
resultant lower demand placing downward
pressure on margins.
• Year on year vehicle sales decreased due to
difficult economic environment.
• Highly competitive environment creates
downward pressure on margins. Dealers
driven by incentives not profits.

• Bluespec is 51% Black-owned with
WIP Hold and ARC as the B-BBEE
empowerment partners.
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GOING FORWARD
• The company has introduced several
measures to counteract the industry
and consumer pressures and increase
profitability.
• Reducing cost base throughout the
organisation.
• Formalising processes and systems around
the financial management function.

FUND MANAGEMENT REPORT

Gemcap
Gemcap consists of Payprop SA, CSG, Consumer Friend and Infoslips.
Unlisted/listed

Unlisted

Price paid

R359.0 million

Investment category

Non-financial business process
outsourcing

B-BBEE lock-in

Five years from April 2017

Investment type

Equity and loans

Valuation method

Sum of the parts

Effective ownership

100%

Fair value in the ARC Fund

R429.1 million

Unlisted/listed

Unlisted

Effective ownership

43.2%

Investment category

Non-financial business process
outsourcing

Invested to date

R146.0 million

Investment type

Equity

B-BBEE lock-in

N/A

Valuation method

Combination of Discounted
cash flow and market multiple

Payprop SA

AMBITION
• PayProp SA remains the leading residential
property portal in South Africa.
• Despite its maturity in the market the
business continues to gain market share
despite new competitors into the market.
• Growth not only comes from existing
clients growing their rental books through
Payprop SA but also from consolidation in
the market.

OPERATIONAL REVIEW
• Payprop SA offers a unique end-toend rental property management and
compliance software platform.

GOING FORWARD
• PayProp SA is performing in line with
expectations.

• Payprop SA is an automated payment
platform system that offers settlement
functionality within the real-time banking
environment, enabling automation of
the entire letting transaction life cycle
according to property-specific payment
rules set up by clients.

• We remain positive about the business and
its potential in the South African economy.

• Payprop SA continues to gain market
share and its customers range from small
independent letting agencies to large rental
agencies.
• A key milestone is a record number of
processing volume per month achieved for
the first time.
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DIVERSIFIED INVESTMENTS SEGMENT REVIEW continued

Consumer Friend
Unlisted/listed

Unlisted

Effective ownership

25%

Investment category

Non-financial business
process outsourcing

Invested to date

R109.0 million

Investment type

Equity

B-BBEE lock-in

Five years

Valuation method

Combination of
Discounted cash flow and
market multiple

AMBITION
• Consumer Friend remains the leading
debt review platform technology for retail
customers in South Africa.
• The key debt counsellors in the country are
all using its platform called DREX.
• The challenge remains to gain access to the
banking industry.
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OPERATIONAL REVIEW
• The business is respected and well
established in a highly regulated and
politicised market which sees continuous
legislation changes.
• The collections business continues to
deliver a solid performance with second
revenues and profits on a consistent basis.
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GOING FORWARD
• Consumer Friend remains a lucrative and
profitable investment.
• The company is performing in line with
our five-year projections, is well run and
delivers sound dividends.

FUND MANAGEMENT REPORT

CSG
Unlisted/listed

Listed (CSG)

Effective ownership

8.2%

Investment category

Non-financial business
process outsourcing

Price paid

R1.20 per share

Investment segment

Business training and
employment agencies

Valuation method

30-day VWAP

39 561 737 shares acquired at
an average price of R1.20 per
share total value of R50 million

AMBITION

OPERATIONAL REVIEW

GOING FORWARD

• CSG is a contract services group offering a
wide range of services to an array of mostly
blue-chip clients.

• The current business environment and
trading conditions are expected to remain
challenging with only a small number of
new infrastructure developments expected
in the near future.

• We anticipate that overall organic growth is
still possible from this solid base.

• Staffing solutions, facilities management,
and security and risk solutions in Southern
Africa.
• CSG group is a JSE listed company.

• CSG’s diversification strategy has been
successful and the group is well positioned
for future growth with a strong foundation
of diverse services covering various
industries.

• Current economic conditions provide
opportunities for further lucrative earnings
from accretive acquisitions at very attractive
multiples.
• CSG expects growth experienced in 2018
to continue in 2019.
• The investment forms a part of the
portfolio overseen by the Gemcap
management and the ARC Fund exposure
is through Gemcap Investments.
• Overall, it shows improvement on initial
investment price.
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DIVERSIFIED INVESTMENTS SEGMENT REVIEW continued

Infoslips
Unlisted/listed

Unlisted

Effective ownership

33%

Investment category

Non-financial business
process outsourcing

Invested to date

R50.9 million

Investment type

Equity

B-BBEE lock-in

None

Valuation method

Combination of
Discounted cash flow and
market multiple

AMBITION
• Infoslips provides a platform that facilitate
online interactive document composition
and distribution.

OPERATIONAL REVIEW
• Infoslips is financially well run and remains
on target with its budget commitments and
dividend payments.
• Continuous focus on developing the
international markets will ensure revenue
and profit growth.
• The recent international expansion with
a dedicated office in the United States
is starting to show long-term potential,
which will fuel the future growth of the
organisation.
• Local business is growing in line with
expectations.
• The business is scalable and by utilising a
cloud-based platform the expectation is
that margins can increase in the future.
• Cash flow from operations increased by
more than 40% in the year under review.
• The company is in a strong cash position
and pays healthy dividends.
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GOING FORWARD
• Manage the cost whilst growing the
international arm of the business.
• Developing a larger local sales force and
transferring critically important intellectual
property.
• The business will retain focus on its core
products.
• Double digit growth in the local market is
expected.
• Infoslips remains a lucrative and profitable
investment and we are confident that the
company will meet its warranty obligation.
• The company is performing in line with our
five-year projections, and delivers sound
dividends.

FUND MANAGEMENT REPORT

Humanstate
Unlisted/listed

Unlisted

Effective ownership

10%

Investment category

Non-financial business
process outsourcing

Invested to date

R139 million

Investment type

Equity

Fair value in the ARC Fund

R138.9 million

B-BBEE lock-in

None

Valuation method

Discounted cash flow

AMBITION
• Humanstate is a private technology services
group based in the United Kingdom.
• It provides businesses and non-profit
organisations with state-of the-art webbased software applications, integrated
with on-demand payment processing
based on their global transactional
platform.
• Humanstate is invested in Payprop UK and
PayProp Canada.

OPERATIONAL REVIEW
• The results for the group’s first three
months are promising, with continued
income and processing growth being
reported.
• Net revenue increased by 17.5% over the
quarter, driven by the increased processing
volume.

GOING FORWARD
• We believe it is too early to recognise
value in the UK and Canada businesses but
expect that we will be able to revalue in the
next reporting period once the results from
UK operations are concrete.

• The first PayProp Canada clients started
processing in March, contributing the first
Canadian dollars towards the bottom line.
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DIVERSIFIED INVESTMENTS SEGMENT REVIEW continued

Autoboys
Unlisted/listed

Unlisted

Effective ownership

51%

Investment category

Non-financial business
process outsourcing

Invested to date

R40 million

Investment type

Equity loan

Fair value in the ARC Fund

R40.0 million

B-BBEE lock-in

Three year, five months (four-year
lock-in)

Valuation method

PE multiple

AMBITION
• Autoboys was established in 2011 as
part of the Retail Division of Grandmark
International.
• In 2017, the Parts and Glass Divisions
were transferred into Autoboys Holdings,
and the ARC Fund subscribed for a 51%
interest.
• The company is a provider of aftermarket
automotive parts and has a large market
share of glass replacements for the
insurance industry.

OPERATIONAL REVIEW
• The business is showing progress in line
with expectations.
• Autoboys has obtained a Level 4 B-BBEE
rating, which from a transformation
perspective puts it way ahead of its glass
competitors.
• The business is expanding its national
footprint through the acquisition of parts
and glass owner-managed stores that
require transformation and sophistication
to exploit maximum value.
• Over the last three months, Autoboys
opened new retail part shops and fitment
centres in Johannesburg, Pretoria,
Bloemfontein, Cape Town and Nelspruit.
• Volume increases flow directly to profit,
hence securing additional volumes remain
important. However, they are directly
impacted by the insurance industry
volumes.
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GOING FORWARD
• Autoboys is well poised for growth.
• In less than 12 months since splitting from
Grandmark, Autoboys has come into its
own as a standalone business, increased its
footprint, made a few strategic acquisitions,
and is well poised for significant growth.
• Its Level 4 B-BBEE rating is placing it
significantly ahead of its competitors.
• The Dask (Paint shop) acquisition will add
significant to profitability as paint is the
highest margin consumable in the repair
process.
• It has a stable and innovative management.
• Acquisitive growth could be too aggressive,
and team needs to focus on first bedding
down existing operations.
• Volumes from insurance companies
need to increase to favourably impact
profitability.

FUND MANAGEMENT REPORT

EOH
Unlisted/listed

Listed (EOH)

Effective ownership

Investment category

Non-financial business
process outsourcing

Price paid

Investment segment

Computer Services

Fair value in the ARC
Fund

R78.4 million

Investment type

Equity

Valuation method

30-day VWAP

AMBITION

1.7%
2 492 000 shares acquired at
an average price of R126.00 per
share total value of R300 million

R341 million

OPERATIONAL REVIEW

• EOH Holdings is a holding company
domiciled in South Africa and listed on
the JSE under the category Technology:
Software and Computer Services.

• The implementation of EOH’s strategy –
with two distinct growth platforms – each
highly focused, will facilitate enhanced
growth from each of the businesses.

• EOH and its subsidiaries, are the largest
technology services company in Africa and
has a wide range of solutions in Industry
Consulting, IT Services, Software, IT
Infrastructure, Industrial Technologies and
Business Process Outsourcing.

• With the partnership with Lebashe and the
enhanced empowerment credentials, EOH
has the ability to compete more effectively
in a very competitive market.

GOING FORWARD
• At the time of transfer into the ARC Fund, a
decision had been made to dispose of the
equity stake in EOH.
• Owing to the negative changes in the
share prices and other developments in
the company cited above, this has not
happened to date.
• It remains a held for sale asset.

• These two significant developments have
served to energise the people across the
business, providing clarity and direction for
the future.
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DIVERSIFIED INVESTMENTS SEGMENT REVIEW continued

Capital Appreciation
Unlisted/listed

Listed (CTA)

Effective ownership

3.3%

Investment category

Non-financial business
process outsourcing

Initial investment date

October 2015

Investment segment

Computer services

Price paid

R1.30 per share

Investment type

Equity

Valuation method

30-day VWAP

Fair value in the ARC
Fund

R49.6 million

AMBITION
• Capital Appreciation is a Special Purpose
Acquisition Company (“SPAC”).
• It was established to pursue the acquisition
of viable assets.
• Funds raised by a SPAC must be held in
escrow until an acquisition of viable assets
is approved by shareholders.
• The company will pursue acquisitions of,
and investments in, commercial enterprises
with good growth potential.

OPERATIONAL REVIEW
• New and innovative technologies continue
to transform and impact today’s traditional
human and commercial behaviour.
• The business has an inspired, creative and
innovative executive team.
• It will continue to develop new and
effective services, solutions, systems,
products and applications, in association
with our existing and future institutional
clients, to meet the demands of their
customers.
• We are pleased that the differentiated
capabilities of the group’s operating
subsidiaries are being recognised by their
principal clients.
• The organic growth potential is large and
compelling, and while we expect continued
growth in our underlying businesses, the
sector also presents several interesting
acquisition opportunities.
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50 000 000 shares acquired at
R65 million

GOING FORWARD
• This investment was initially acquired as
a speculative investment, and it has seen
little improvement in the listed price since
our investment.
• At this stage the expectation is that this will
not be a high price/earnings business

FUND MANAGEMENT REPORT

3.

MINING, CONSTRUCTION AND ENERGY

Afrimat
Unlisted/listed

Listed (AFT)

Effective ownership

18.5%

Investment category

Construction and
materials

Price paid

R656.0 million

Investment segment

Building materials and
fixtures

Fair value in the ARC
Fund

R641.1 million

Investment type

Equity

Valuation method

30-day VWAP

B-BBEE lock-in

Four years from September 2016

AMBITION
• Afrimat is a leading Black-empowered
supplier to the resources, industrial
minerals, mining, road, rail and
construction sectors, with a national
footprint across southern Africa.
• The company specialises in open-cast
mining, industrial minerals and beneficiates
mined products.

OPERATIONAL REVIEW
• Afrimat is a well-diversified business with
profit contributions from virtually all
operations
• Some challenges were, however
experienced which negatively impacted the
share price.
• We remain confident in the management
of the business and view Afrimat as a good
investment.

26 300 000 shares acquired
at an average price of R24.94
per share

GOING FORWARD
• The group is well positioned to capitalise
on its strategic initiatives. It foresees
continued growth from an excellent asset
base and expects further expansion of its
range of unique products and turnaround
initiatives of selective acquisitions to
deliver.
• Operational efficiency initiatives aimed at
expanding volumes, reducing costs and
developing the required skill levels across
all employees, remains a key focus in all
operations.
• Afrimat expects the current business
climate to continue.
• Future growth will be driven by the
successful execution of its proven strategy,
recent acquisitions and a wider product
offering to the market.
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DIVERSIFIED INVESTMENTS SEGMENT REVIEW continued

Elandsfontein
Unlisted/listed

Unlisted

Effective ownership

26.3%

Investment category

Non-financial – Mining

Invested to date

R454.3 million

Investment type

Equity
Shareholder loans

Fair value in the ARC Fund

R454.3 million

B-BBEE lock-in

Ten years from April 2016

Valuation method

Discounted cash flow

AMBITION
• Kropz is an explorer, mine developer and
miner of fertiliser feed minerals, striving
to develop a vertically integrated fertiliser
manufacturing capability producing a
progressive range of plant nutrients for the
sub-Saharan African agricultural industry.
• The project that ARCI is invested in is a
phosphate deposit and mining operation
located in the west coast near Saldanha.
• The possibility to add beneficiation in the
future will be explored.
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OPERATIONAL REVIEW
• Designs have been completed to augment
and reconfigure the processing plant.

GOING FORWARD
• Outlook on rock phosphate is very positive

• Construction will commence once the
necessary funding for the capital expenditure
has been procured.

• Kropz International is in the process
of listing of assets on the Alternative
Investments Marker of which the
Elandsfontein project forms part.

• Due to the delayed commissioning, the
project has technically defaulted in terms
of certain funding facilities amounting to
USD30 million.

• This will raise sufficient capital to
successfully commission Elandsfontein
and commence development of the other
projects.

• The provider of such facilities has agreed to
waive the default and amend the facility on
the basis that the additional capital is raised
through the Initial Public Offer planned for
late 2018.
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FUND MANAGEMENT REPORT

Last Mile Fund
Unlisted/listed

Unlisted

Effective ownership

71.2%

Investment category

Mining, Construction and
Energy

Invested to date

R92.5 million

Investment type

Equity

B-BBEE lock-in

None

Fair value in the ARC Fund

R132.4 million

Valuation method

Cost

AMBITION
• The Last Mile Fund (LMF) is a Black-owned
fund incorporated to take advantage of
the opportunities that exist in the broader
resource space created and accelerated by
B-BBEE legislation.
• LMF is a partnership between ARC,
Bernard Swanepoel, Clinton Halsey and
Sipho Nkosi.
• Since the initial approval in August 2017
−−ARC has invested R92.5 million into
Mooiplaats with its partners investing
some R37 million.
−−This resulted in a shareholding of 71.2%
for ARC and the balance to its partners.

OPERATIONAL REVIEW
• To date two investments have been
made - a coal asset (Mooiplaats) and an
investment in a crane business (Stahl),
which is a supplier to the mining industry.

GOING FORWARD
• LMF is tracking according to its business
plan.

• Mooiplaats
−−A delay in production was caused by a
combination of factors
−−The production capacity of the mine has
been increased.
• Stahl Cranes
−−The business has been in operation for
18 years
−−It is an accredited supplier to major
blue-chip companies, namely, Anglo
American group, Kumba Iron Ore, Sasol,
Two Rivers, Goldfields (Ghana), Congo
Equipment (Barloworld DRC)
−−It has a good footprint – Northern Cape,
Limpopo, Mpumalanga, North West,
Johannesburg
−−Significant gap in the market for a Blackowned crane supplier to the mining
industry.
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DIVERSIFIED INVESTMENTS SEGMENT REVIEW continued

Global Asset Management
Unlisted/listed

ALtX listed

Effective ownership

GAM – 26.3%
PGE – 27%
EPT – 46%

Investment category

Mining, Construction and
Energy

Invested to date

R56.7 million

Investment type

Equity

Fair value in the ARC Fund

R56.9 million

B-BBEE lock-in

None

Valuation method

Sum of the parts/Discounted
cash flow

AMBITION

OPERATIONAL REVIEW

• The business is a JSE AltX listed holding
company focused on asset-based financing
and development of alternative energy
businesses.

• It is planned to have both reactors and the
carbon black milling fully operational within
three months.

• The business has been valued on a
conservative basis. Significant room for
growth exists if projected cash flows are
achieved.

• Extensive testing occurred on milling and
refining the carbon black to obtain higher
prices, with test results being very positive.
• Apart from the increase in profitability the
new product would also be saleable to
many more customers.
• In terms of the Plastic Green Energy
business, the plant has been built and
commissioned.
• It will represent the largest division of the
business.
• Detailed engineering and tender phases
have been completed for the construction
of the plant.
• Given the improved oil price environment
as well as the technological improvements,
the project bears significant earnings
potential.
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GOING FORWARD
• The company is currently moving its
manufacturing facilities from a previously
rented facility near Springs to its own site
outside Nigel.
• The GAM group valuations have been
done on a conservative basis. There is
significant room for growth if projected
cash flows are achieved.
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4.

AGRICULTURE

Acorn Agri and Food
Unlisted/listed

Unlisted

Effective ownership

7.8%

Investment category

Non-financial: Agriculture

Invested to date

R212 million

Investment type

Equity

Fair value in the ARC Fund

R277.1 million

B-BBEE lock-in

Three years from April 2017.
One year ten months
remaining

Valuation method

Mark to market (over the
counter trading)

AMBITION

OPERATIONAL REVIEW

GOING FORWARD

• Acorn Agri and Food is an agri-focused
investment company whose purpose is to
participate in the consolidation and growth
in the southern African agricultural sector.

• The amalgamated business is expected to
result in the following key benefits to Acorn
Agri and Food.

• ARC acquired its investment in Acorn
Agri and Foods at an attractive price and
synergies originating from the merger
with Overberg Agri are being realised.

• Acorn Agri and Overberg Agri entered into
an amalgamation agreement whereby they
amalgamated their respective businesses
into one combined entity during early
2018.
• This created a leading national agriculture
and food investment company.
• It is envisaged to be listed on the
Johannesburg Stock Exchange (“JSE”) in the
near future.

• The benefit to shareholders will be
significant:
• An attractive, more diversified portfolio
with national exposure;
• The combined portfolio presents
numerous opportunities for intergroup
collaboration and company growth;
• A larger, more diverse, management
team with a proven track record, strong
experience and complementary skills
increases Acorn Agri and Food’s ability
to execute its growth and acquisition
strategy.
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DIVERSIFIED INVESTMENTS SEGMENT REVIEW continued

BKB
Unlisted/listed

Unlisted

Effective ownership

20%

Investment category

Non-financial: Agriculture

Invested to date

R220 million

Investment type

Equity investment

Fair value in the ARC Fund

R415.7 million

B-BBEE lock-in

None

Valuation method

Selling price

AMBITION
• BKB is a leading agri-business in
South Africa and is a mature, sound
and diversified business with good
management.

OPERATIONAL REVIEW
• Overall it is clear that BKB has had a very
good year and should continue to perform
for the remainder of their financial year.

• BKB is regarded as one of the leading
players in the South African agricultural
sector .

GOING FORWARD
• ARC has signed an agreement to dispose
of its investment in BKB to Acorn Agri and
Food.
• BKB has pre-emptive rights in terms of the
shareholders’ agreement and are currently
in dispute over the value of the offer made
to ARC.
• ARC would be realising a substantial profit
on the BKB investment.
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The RSA group
Unlisted/listed

Unlisted

Effective ownership

40%

Investment category

Non-financial: Agriculture

Invested to date

R65.5 million – paid Oct 2017
R42.4 million (final tranche-profit
warranty)

Investment type

Equity

Fair value in the ARC Fund

R105.9 million

B-BBEE lock-in

None

Valuation method

PE Multiple analysis

AMBITION
• The RSA group offers a unique value
proposition to its suppliers of fresh
produce in the agricultural space across all
channels.
• It has three subsidiaries that are over 100
years old. The Holding Company started
operating in 1984.
• The group has a market share of c.30%
spread across all the national fresh produce
markets in SA, with the three largest, being
Johannesburg, Pretoria and Cape Town.

OPERATIONAL REVIEW
• Despite tough trading conditions, RSA has
performed ahead of the prior year, and in
line with budget on revenue.
• The latest two acquisitions, Springs Market
Agents and Cape Markets Agency also
contributed positively to profits.

GOING FORWARD
• The group is tracking significantly ahead of
the prior year.
• This is the result of a positive change in
the product mix towards higher margin
products combined with higher prices
because of the drought.
• In addition, restructuring and cost cutting
measures are being implemented.
• RSA will continue to expand its national
footprint by acquiring a stake in the East
London and Nelspruit markets.

• It also has export operations.
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DIVERSIFIED INVESTMENTS SEGMENT REVIEW continued

Subtropico
Unlisted/listed

Unlisted

Effective ownership

25.0%

Investment category

Non-financial: Agriculture

Invested to date

R54.6 million in cash and
R23 million as a profit
warranty

Investment type

Equity

Fair value in the ARC Fund

R78.3 million

B-BBEE lock-in

None

Valuation method

PE Multiple

AMBITION
• Subtropico operates in the food and
agricultural sector, focusing mainly on the
services sector in these industries.
• The group consists of a corporate head
office, fresh produce market agents,
livestock agents (Vleissentraal), a packing
facility, an equity interest in Farmwise, a
35% shareholding in Natsure (Insurance
business), and a 26% shareholding in
KLK Landbou (a former agricultural cooperative operating predominantly in the
Northern Cape).

OPERATIONAL REVIEW
• Strong performance in Vleissentraal and
Market agent businesses over last few
months, largely because of larger volumes
of high margin products.

GOING FORWARD
• BEE transaction on DW Fresh (market
agent – 51% Black-owned) is progressing
very well.

• The cattle market continues to experience
record-high prices.

• Continued demand and higher prices
expected on Vleissentraal for next 12 to
18 months.

• The build of the Klapmuts warehouse is
progressing well

• Higher fresh produce prices due to
drought.

• The implementation of the optical grader is
progressing well

• The reconstruction of the Klapmuts
wharehouse following fire damage
will yield higher rental than previously
earned.
• Increasing margins at Farmwise.
• Identifying value-add strategic
acquisitions, which will mean effective
use of ARC capital.
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5.

PROPERTY

Majik
Unlisted/listed

Unlisted

Effective ownership

25.0%

Investment category

Non-financial: Property

Invested to date

R181 million

Investment type

Equity

Fair value in the ARC Fund

R238.3 million

B-BBEE lock-in

None

Valuation method

Gross asset value of underlying
portfolio

AMBITION
• Majik is a private equity structure which
invests in commercial real estate in the
United Kingdom.
• The investment is held through Majik
Property Holdings Limited, which is
a limited partner in the Squarestone
Growth Limited Liability Partnership
(Squarestone).
• The business of Squarestone involves
the acquisition, active management,
holding, marketing and sale of secondary
commercial real estate in the United
Kingdom, with a predominant focus in
Scotland and the North of England.

OPERATIONAL REVIEW

GOING FORWARD

• Squarestone acquired seven new assets
increasing the portfolio to 29 assets.

• Squarestone is planning to convert into a
real estate investment trust (REIT).

• Recent purchases contribute to geographic
diversity and now includes: Manchester,
Birmingham, Newcastle, Glasgow,
St Helen’s and Warrington.

• It has been agreed that to deliver the
short- to medium-term corporate strategy,
the current Squarestone structure is to be
folded into a UK REIT.

• The acquisitions have increased
Squarestone list of investment grade
tenants to include: Virgin Media, Relex,
Taylor Wimpey, Mitie, FedEx, Loganair,
M&S, Homeserve and Wood group.

• The conversion is expected to be
completed in Q4 2018.

• The core investment strategy of
Squarestone is to acquire well located,
high yielding properties at a discount
to replacement build cost with
demonstrable potential to enhance rental
and capital growth.
• There is a strong emphasis on secondary
offices in the UK’s major conurbations
which are at the focal point of trading
and transport networks and where the
market is suffering from a structural
supply shortage.
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DIVERSIFIED INVESTMENTS SEGMENT REVIEW continued

Val de Vie
Unlisted/listed

Unlisted

Effective ownership

20%

Investment category

Non-financial: Property

Invested to date

R142 million

Investment type

Equity

Fair value in the ARC Fund

R163.8 million

B-BBEE lock-in

None

Valuation method

Discounted cash flow

AMBITION

OPERATIONAL REVIEW

• Val de Vie is an established luxury
residential estate located in Paarl.

• The development is progressing as
planned.

• After a recent acquisition, Pearl Valley now
forms part of Val de Vie, resulting in a mega
estate of which ARC will enjoy much of the
existing infrastructure from an investment
point of view.

• The water crisis was managed in a
sustainable way with the commissioning of
a water purification plant.

• Paarl is fast becoming a new node away
from the northern suburbs in the Western
Cape.

• Management is as always maintaining
sound relationships with the local
municipality and other government
authorities.

• Returns will be realised as the development
sells out after which annuity income will be
earned from the retirement precinct.

• New property stock is released in reaction
to demand.

• The water crisis is now somewhat under
control for the moment and defensive
action was taken with the water treatment
plant.
• Val de Vie is becoming increasingly larger
and that causes exponential pressure on
managing the estate as a whole.
• The investment is performing in line with
expectation.
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GOING FORWARD
• Completing La Vue II, Riverclub, Safariland
and other development precincts on time
and within budget.
• Completing construction projects (above
ground, including communal facilities).
• Appealing to the development rights of
adjacent property and potential defensive
acquisition.
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ARC Real Estate
Unlisted/listed

Unlisted

Effective ownership

51.0%

Investment category

Non-financial: Property

Invested to date

R7.0 million

Investment type

Equity

Fair value in the ARC Fund

R97.1 million

B-BBEE lock-in

None

Valuation method

NAV based on management
accounts

AMBITION
• ARC Real Estate is a joint venture between
ARC and Buffet KLT Investments.
• The fund is majority Black-owned
with a diversified portfolio comprising
commercial and retail assets.
• The portfolio is spread across Gauteng
and the Western Cape and covers 89 000
square meters of lettable space.

OPERATIONAL REVIEW
• The first year of operation was mostly
spent settling the acquisitions, finalising
senior debt arrangements and settling the
administrative aspects of starting the new
business.
• Non-core assets which reached value
maturity were sold.

GOING FORWARD
• Renewing all leases expiring at non-dilutive
rental rates.
• Rolling out current developments at
accretive yields and at a pace that
minimises the impact of holding cost of
the land.

• A disposal of several real estate assets lead
to realisation of significant profits.
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DIVERSIFIED INVESTMENTS SEGMENT REVIEW continued

6.

OTHER

Fledge Capital
Unlisted/listed

Unlisted

Effective ownership

51%

Investment category

Non-financial: Other

Invested to date

R315 million

Investment type

Equity

Fair value in the ARC Fund

R341.8 million

B-BBEE lock-in

None

Valuation method

Sum of the parts

AMBITION

OPERATIONAL REVIEW

• The partnership with Fledge is specifically
to execute smaller investments as there are
significant opportunities in the investment
sector.

• ARC advanced R200 million to Fledge
during the period under review in the form
of a loan, which converted to equity when
the Competition Commission approval for
the equity transaction was obtained.

• Fledge delivers a sizable platform to
execute this strategy.
• The founding shareholders of Fledge have
over time gained considerable expertise in
corporate finance and investment banking
transactions.

• The Fund owns a 51% interest in Fledge
Capital. The business had a satisfactory
2018 financial year with net asset value
increasing 24%.
• Key investments include:
• We Buy Cars (WBC) is SA’s No. 1 Car
Buying Service.
−−WBC has experienced significant growth
which has resulted in WBC growing
its footprint from one premises (when
Fledge invested in March 2017) to its
current four premises.
• The BetterLife group offers comprehensive
financial solutions.
−−BetterLife has a market share of
approximately 45% of all originated
home loans in South Africa.
• Safari Outdoor is the largest retail player in
the hunting industry.
−−The recent downturn in the Game
auction industry has resulted in an
upturn demand for the hunting industry.
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GOING FORWARD
• The existing portfolio has performed
satisfactorily.
• A healthy pipeline of future investments
exists.
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I am a UB-shareholder
and I intend to buy shares
in ARC Investments for all
my children while they are
still young. After 10 years
they’ll say ‘Daddy has done
something great for us’.
This is my plan.
MR JOHANNES MANTJI
UBI SHAREHOLDER
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Our UBI
Shareholders
Over the years both UBI and
ARC have invested significantly
in not only working towards
delivering a commercial return
for UBI shareholders, but have
also invested heavily in informing
and educating UBI shareholders.
For shareholders to truly unlock
and appreciate their wealth over
the longer term, they have to
understand the wealth creation
journey and more specifically
the access they are granted
which they are benefiting from.
This allows UBI shareholders to
act in a responsible way as they
themselves have to make key
decisions that impact their future
financial health.
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I have lived my life. I think
it is now equally important
for me to inculcate in my
children the good values of
commitment, work ethic
and for them to invest in
their own future. Growing
up was quite tough. I am
grounded in Ubuntu-Botho.
My children will benefit,
and my grandchildren will
benefit too.
MS CELIA MAANDA
UBI SHAREHOLDER
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INTRODUCTION
The Company is an Investment Entity as defined in the JSE Listings
Requirements in section 15. As a Limited Partner in the ARC
Fund, which at 30 June 2018 is its sole investment at a fair value
of R9.5 billion, through the partnership agreement, the General
Partner performs the valuation and reporting responsibilities of the
ARC Fund and gives feedback on at least a quarterly basis to the
Company.
The finance team of the ARC Fund includes a team of experienced
CA(SA)s with a diverse background in corporate finance valuations,
deal execution and financial reporting, that performs the valuations
of non-property items required for financial reporting purposes,
including level 3 fair values. This team reports directly to the
Executive Directors (ED), Chief Financial Officer (CFO) and the Audit
and Risk Committee (A&RC). Discussions of valuation processes
and results are held between the ED, CFO, A&RC and the valuation
team at least once every six months, in line with the Company’s half
yearly reporting periods.
The main level 3 inputs used by the group are derived and
evaluated as follows:
• Discount rates for financial assets and financial liabilities are
determined using a capital asset pricing model to calculate a
pre‑tax rate that reflects current market assessments of the time
value of money and the risk specific to the asset.
• Risk adjustments specific to the counterparties (including
assumptions about credit default rates) are derived from credit risk
gradings determined by the ARC Fund’s valuations team.
• Earnings growth factor for unlisted equity securities are estimated
based on market information for similar types of companies.
• Contingent consideration – expected cash inflows are estimated
based on the terms of the investment acquisition agreements
and the entity’s knowledge of the business and how the current
economic environment is likely to impact it.
Changes in level 2 and 3 fair values are analysed at the end of
each reporting period during the half yearly valuation discussion
between the ED, CFO, A&RC and the ARC Fund valuation team. As
part of this discussion, the team presents a report that explains the
basis for the fair value movements.

BASIS OF PREPARATION

The ARC Fund has investments in listed and unlisted shares and
shareholder loan claims against certain of the Portfolio Companies.
Consistent with what was communicated in the Pre-Listing
Statement, it is valued utilising the following scope:
• At least 80% of the investments in the ARC Fund (calculated
based on original investment amount (to the extent it is a recent
transactions and appropriate evidence of fair value) or Invested
NAV) will be covered in the valuation.
• Individual investments with a value of less than 5% of the total
ARC Fund Intrinsic Value will be excluded from the valuation
(unless otherwise determined by the General Partner) and carried
at the original investment amount by the ARC Fund.
• Investments made in the preceding 12 months may be excluded
from the valuation and carried at the original investment amount
(but may also be revalued prior to the end of the 12-month
period at the election of the General Partner).
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Asset valuations in relation to the ARC Fund are prepared by
the General Partner in accordance with the principles set in the
Investment Guidelines (available on the Company’s website on
www.arci.mu
and the basis of valuation herein on page
.
118

Valuation reporting is provided to the Company by the General
Partner on at least an annual and semi-annual basis. The integrated
annual reports include detailed fund valuation summaries and
reports, while semi-annual and quarterly reports contain fund
summaries and commentary on material movements and drivers
in valuations.
The Company is not required to make the ARC Fund reports
available to Shareholders, but report to Shareholders in accordance
with the Listings Requirements, including as required by paragraph
15.6, read with paragraph 15.5, of the Listings Requirements, which
sets out the annual reporting requirements of Investment Entities
in their annual financial statements (which include, for example, an
analysis of the investment portfolio).

APPLICATION OF
INVESTMENT GUIDELINES
The Investment Guidelines, which include the Company’s
Investment Policy, have been formulated in compliance with
section 15 of the JSE Listings Requirements, as well as certain other
ancillary matters, and have been adopted by the General Partner in
the ARC Fund.

Investment objective
The Company’s investment objective is achieved exclusively
through its commitment to the ARC Fund. In order to meet its
short-term liquidity requirements, the Company’s surplus cash
is invested in a portfolio of cash management investments.
The Board is responsible for making the relevant investment
decisions in respect of the Investment in the ARC Fund and all cash
management investments.
The Company’s medium- to long-term objective is to grow its NAV
by >16% per annum, risk adjusted, gross of dividend distributions,
any management fees paid to the General Partner of the ARC Fund
and any performance participation. Each investment opportunity
is expected to exceed this minimum risk-adjusted return hurdle
on a stand alone basis (i.e. without taking into account potential
synergy benefits that can be derived from being part of a diversified
portfolio). The return threshold applicable to start-ups may be
significantly higher than the 16% per annum hurdle, reflecting
the higher risks attaching to such ventures relative to established
businesses.

Investment parameters
Through the Investment in the ARC Fund, ARC Investments will
seek to gain exposure to growth and early maturity stage businesses
in which management teams are appropriately incentivised. It will
also makes cash management investments for cash management
purposes as appropriate.
Furthermore, all of ARC Investment’s net resources are available for
Investment in accordance with the Investment Policy, including for
use in share repurchases or other returns of capital to shareholders.

FUND MANAGER VALUATION REPORT

The ARC Fund provides the Company (as
the Limited Partner) with exposure to a
broad range of sectors and the ARC Fund’s
investment policy may be implemented
through a variety of types of financial
instruments.
• It will not invest in any prospective
portfolio company where a material
portion of such portfolio company’s
business activities and operations (as at the
date of investment) constitute a Prohibited
Activity.
• The ARC Fund will focus on transactions in
South Africa and other select countries in
Africa. The ARC Fund may, however, invest
in Portfolio Companies with interests and/
or operations elsewhere in the world.
• All transactions concluded in accordance
with the Investment Policy will be regarded
as being in the ordinary course of business,
unless circumstances dictate otherwise.

Investment objective

BASIS OF
ASSURANCE

The annual valuations are reviewed by
the ARC Fund’s external auditors who in
the current year expressed an unmodified
opinion on the reported results of the
Company. The external audit team included
valuation experts with corporate finance
valuation specialism underpinned by several
years’ industry experience.

My greatest pleasure is
to see Ubuntu-Botho
developing in the way that
it is. Because it is fulfilling
the major gap that exists
between talking and doing.

MR GABRIEL MOKGOKO
UBI SHAREHOLDER
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PORTFOLIO METRICS ACHIEVED
FINANCIAL PERFORMANCE HIGHLIGHTS
INTRINSIC NET ASSET VALUE (INAV)

INTRINSIC PORTFOLIO VALUE (IPV)

INAV PER SHARE

9.1%

R9.23

R8 147 million

TO R9 527 MILLION

R9.12 ON A DILUTED BASIS

(7 September 2017: R8 734 million)

(7 September 2017: R8.46)

(7 September 2017: R4 473 million)

PORTFOLIO VALUES AT A GLANCE
R8.1 billion

UBI GP
(0.05%)

ARCI
(99.95%)

ARC Fund

80.8%
28.0%
15.8

%

15.2%
10.8%
6.4%
4.6%
104

R6.6 billion

Diversified
Investments

Diversified
Financial Services

R1.5 billion

19.2%

Telecoms

R2.3 billion

Mining,
Construction
and Energy

R1.2 billion

R1.1 billion

Insurance and Asset
Management

Business Process
Outsourcing

R1.3 billion

R0.2 billion

Specialist
Financial Services

3.2%

Agriculture

R0.9 billion

R0.2 billion

Banking

1.9%

Property

R0.5 billion

Other

R0.4 billion
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14.1%

The values and percentages indicated are the
Intrinsic Portfolio Values being the 99.95%
share of ARC Investments’ in the ARC Fund
as at 30 June 2018.
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DEAL PIPELINE LED TO
CONVERSION OF CASH INTO
NET INVESTMENTS MADE OF

R2 735 million
INCLUDING AN ADDITIONAL
INVESTMENT IN RAIN OF

AFRICAN RAINBOW CAPITAL
INVESTMENTS LIMITED (ARC
INVESTMENTS) LISTED ON THE
JSE ON 7 SEPTEMBER 2017

CASH IN THE ARC FUND AT
YEAR END OF

R1 576 million

296 days
DAYS SINCE LISTING IN
THE YEAR UNDER REVIEW

R1 122 million

INTRINSIC PORTFOLIO VALUE
AT LISTING
Listed shares R1 333.8 million
Listed notes R92.9 million
Unlisted shares R2 463.6 million

INTRINSIC PORTFOLIO VALUE

Preference shares R2.5 million

R8 147.4 million

Shareholder loans R580.5 million

(30 June 2018)
(7 September 2017: R4 473.3 million)

AT YEAR END
Listed shares R1 410.7 million
Listed notes R101.4 million
Unlisted shares R5 900.0 million
Preference shares R17.7 million
Shareholder loans R717.6 million

INTRINSIC PORTFOLIO VALUE BY SECTOR
AT YEAR END

AT LISTING

Diversified Investments R6 580.9 million

Diversified Investments R3 506.2 million

Diversified Financial Services R1 566.5 million

Diversified Financial Services R967.1 million

Cash and other net assets R1 380.4 million

Cash and other net assets R4 259.9 million
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STATEMENT OF COMPREHENSIVE INCOME
for the year ended 30 June 2018

R million

7 September
2017 to
30 June 2018

Fair value movements
on the Investment in the
ARC Fund at FVTPL*

At
incorporation
30 June 2017

794.7

–

Other income
Other expenses
Performance participation
expense

2.1
(7.2)

–
(11.2)

(115.1)

–

Profit/(loss) before taxation
Taxation

674.5
–

A VIEW INTO THE ARC FUND
ARC Investments is a capital pooling vehicle that offers
shareholders capital appreciation. The ARC Fund, as ARC
Investments single investment deploys integrated thinking in
ensuring the growth of capital provided by stakeholders

R million

674.5

Profit/(loss) for the period
Other comprehensive
income/(loss)

674.5

Earnings per share
Basic earnings per share
(cents)
Diluted earnings per share
(cents)

At
incorporation
30 June 2017

Income:

888.9

(11.2)
0.0

Fair value movements on
Diversified Investments

619.2

–

(11.2)

Fair value movements on
Diversified Financial Services

23.3

–

Income from Diversified
Investments

89.9

–

Income from Diversified
Financial Services

0.0

Total comprehensive
income/(loss)

30 June
2018

(11.2)

81

(11 165 769)

79

(11 165 769)

* FVTPL: Fair value through profit or loss

25.2

–

Interest income on cash and
cash equivalents

131.3

–

Expenses:

(94.2)

–

Fees paid to the Fund
Manager

(94.2)

–

Net foreign exchange gains/
(losses) on mark-to-market
of foreign denominated
loans and receivables in the
portfolio

12.9

–

Other expenses

(12.9)

–

Total

794.7

–

OUTCOMES FOR ARCI STAKEHOLDERS
SHAREHOLDERS
INVESTOR
COMMUNITY
UBI BROAD
BASED GROUPINGS

BUSINESS
PARTNERS

PORTFOLIO
COMPANIES
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Basic EPS 81 cents (Diluted 79 cents) representing 89% growth since listing at basic EPS of 9 cents.
A return on investment of R794.7 million from the Investment in the ARC Fund, R674.5
after associated costs in the Company.
R115.1 million Performance Participation earned in the period under review will convert
12.6 million C shares into A Ordinary shares.

An average return by business segment of between -13% (BPO) to +46% (property),
attributed to good deals with property partners Buffet, KLT and ARC Real Estate.

The listed portfolio assets performed sub-par on a return basis which averaged between
0.5% and (13%) largely due to EOH. Solid performance from the unlisted portfolio assets, in
particular ARC Real Estate in Setso and BKB in the Agriculture Segment.
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The fund requires
a set of capital
inputs to make
investment
REF 1
decisions

CAPITALS

HOW WE HAVE INVESTED

Financial
R4bn raised plus
Investment portfolio
from ARC

• R4 473.3m assets invested by ARC

Human
ARCI Board; UBI GP
Board and IP of ARC
team
Intellectual
ARC Brand and
its Leadership
reputation
Social and Relationship
UBI Community and
investor Community

• R4 224m capital raised on listing and
investing in the ARC Fund
• 5 Board members at ARCI and 5 Board
members at UBI GP, culminating
215 hours non-executive oversight

Our capital is invested with the following
strategic focus area in mind:

GROW – Acquiring significant
minority stakes in businesses that
satisfy both our hurdle rate and
our building block approach

• Approximately.10 440 man hours of the
Co-ARC CEOs and 62 740 of executive
middle management time.
• 491 Individual Black shareholders at
UBI retained
• 13 roadshows attended to promote the
newly listed entity
• An average of 21 investor analysts
engaged with and tracking ARC
Investments

The strategic focus area we invest in aims at
achieving a set of long-term aspirations:
Achieving superior investment
returns
Establishing ourselves as a
leading empowerment investor
Leverage our networks to access
unique investments
Drive synergies across our
building blocks

RETURN ON IPV ACHIEVED

R725 million
The net IPV returns for the year are based on fair
value adjustments of R708.1 million plus cash
income from investments of R105.0 million after
INAV fees of R88.3 million on an average IPV of
R6 413.0 million for the 296 days since listing.

In pursuing our long-term aspirations, we
measure our performance year-on-year using a
set of key performance indicators

KPIs

PERFORMANCE

• IPV growth

• 10% Performance hurdle achieved.

• Portfolio Companies B-BBEE
Status

• IPV return of R725 million indicating growth of 12.4%

• Impact of B-BBEE
shareholder on Portfolio
Companies
• Standalone entity
performance (profitability)

• More than 75% of portfolio companies invested in enhanced
B-BBEE status of Black ownership
• More than 75% of portfolio companies showed improved
operating performance since our investment with those subject to
earn out hurdles successfully meeting them.

• The ARC Fund’s cash returns

• Cash management of the ARC Fund yielded R131.3 million interest
income

• Portfolio Companies cash
flow generation

• Mainly growth assets; however, R87 million in dividends cash flows
and R18 million interest cash flows from portfolio companies
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STATEMENT OF FINANCIAL POSITION
as at 30 June 2018

R million
ASSETS
Non-current assets
Investment in the
ARC Fund at FVTPL*
Current assets
Trade and other receivables
Cash and cash equivalents
Total assets
EQUITY
Stated capital
Retained income/(Accumulated loss)
Performance participation reserve
Fair value reserve
LIABILITIES
Current liabilities
Trade and other payables
Total equity and liabilities
Number of A Ordinary shares in
issue (million)
Diluted number of A Ordinary shares
Net asset value per A Ordinary share
(cents)
Diluted net asset value per
A Ordinary share
INAV per A Ordinary share
Diluted INAV per A Ordinary share

30 June 2018

At
listing
7 September
2017

9 581.7

8 787.0

0.9
28.5

1.3
45.1

9 611.1

8 833.4

8 831.8
(131.4)
115.1
794.7

8 831.8
(12.4)
–
–

0.9

14.0

9 611.1

8 833.4

1 032.0
1 045.0

1 032.0
1 032

931

849

920
923
912

849
846
846

A VIEW INTO THE ARC FUND
ARC Investments is a capital pooling vehicle that offers
shareholders capital appreciation. The ARC Fund, as ARC
Investments’ single investment deploys integrated thinking in
ensuring the returns on capital invested by stakeholders.

R million

30 June
2018

At listing
7 September
2017

Investment in the ARC Fund
at FVTPL*
The segmental analysis of the
investment is as follows:
Diversified Investments
Diversified Financial Services

6 649.9
1 555.0

3 565.7
992.8

8 204.9

4 558.5

1 576.3
(199.5)

4 221.9
6.6

9 581.7

8 787.0

IFRS Portfolio Value
Cash and cash equivalents in the
ARC Fund
Other net assets in the ARC Fund
Total Investment in the ARC
Fund at FVTPL

* FVTPL: Fair value through profit or loss

* FVTPL: Fair value through profit or loss

OUTCOMES FOR ARCI STAKEHOLDERS
SHAREHOLDERS

INVESTOR
COMMUNITY
UBI BROAD
BASED GROUPINGS

BUSINESS
PARTNERS

PORTFOLIO
COMPANIES
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A 9.1% growth in intrinsic net asset value from R8 734 at
7 September 2017 to R9 528 at 30 June 2018. Amounts to a
R9.23 INAV per A Ordinary share (R9.12 on a diluted basis).
The investment in the ARC Fund grew 9% to
R9.6 billion since listing.
20% growth in UBI share price since the listing of
ARC Investments.
Growth of between 13% and 146% on a net
investment basis in the business segments, the most
notable being Telecommunications (146%) where
we partner with the Rain team.
Of the 20 acquisitions concluded in the year under
review, 19 resulted in enhanced B-BBEE credentials
which should see the portfolio companies deliver
enhanced results into the future.
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Annual Financial Statements
The information on pages 106 to 129 has been
extracted from the Audited Annual Financial
Statements of the Company available on the
Company’s website www.arci.mu
. A number
of disclosures in compliance with the JSE Listings
Requirements in section 15 are elaborated upon
therein and on pages 56 to 129 in this Integrated
Annual Report.

FUND MANAGER VALUATION REPORT

The fund requires
a set of capital
inputs to make
investment
REF 1
decisions

CAPITALS

HOW WE HAVE INVESTED

Financial
R4bn raised plus
Investment portfolio
from ARC

• R4 473.3m assets invested by ARC

Human
ARCI Board; UBI GP
Board and IP of ARC
team
Intellectual
ARC Brand and its
Leadership and
reputation
Social and Relationship
UBI Community and
investor Community

• R4 224m capital raised on listing and
investing in the ARC Fund
• 5 Board members at ARCI and 5 Board
members at UBI GP, culminating
215 hours non-executive oversight
• Approximately 10 440 man hours of ARC
Co-CEOs and 62 740 of executive middle
management time
• 491 Individual Black shareholders at
UBI retained
• 13 roadshows attended to promote the
newly listed entity
• An average of 21 investor analysts
engaged with and tracking ARCI

Our capital is invested with the following
strategic focus area in mind:

GROW – We aim to attain growth
in the portfolio through improved
business performance and synergy
potential

BUILD – Our focus is on acquiring

significant minority stakes in
businesses that satisfy both our hurdle
rate and our building block approach.

The strategic focus area we invest in aims at
achieving a set of long-term aspirations:
Achieving superior investment
returns
Establishing ourselves as a
leading empowerment investor

INTERNAL RATE OF
RETURN ACHIEVED

13.9%

ON AN ANNUALISED
BASIS AFTER FEES

Leverage our networks to access
unique investments

9.5%

ON A DILUTED BASIS
FOR THE PERIOD

11.5%

ON A DILUTED
ANNUALISED BASIS

KPIs

Drive synergies across our
building blocks

In pursuing our long-term aspirations, we
measure our performance year-on-year
using a set of key performance indicators

PERFORMANCE

• IPV growth

• 9.1% growth in INAV per A Ordinary share since listing at an INAV
of R8.46 per A Ordinary share to R9.23 at 30 June 2018.

• Portfolio Co’s B-BBEE Status

• Diluted INAV of R9.12 at 30 June compared to R8.46 at listing on
7 September 2017.

• The ARC Fund B-BBEE Status
• Standalone entity growth
• The ARC Fund’s cash position

• IRR of 11.3% (13.9% annualised) after fees.
• As a Black-owned and Black-controlled Private Equity Fund in
terms of the DTI codes, the ARC Fund continues to meet the
stipulated criteria to maintain its B-BBEE credentials.
• Majority of the Portfolio Companies strategic objectives are
beginning to gain traction and deliver expected results in line with
the ARC Funds investment objectives.
• Cash management of the ARC Fund resulted in the conversion of
R2 735 million cash in investments made and R105 million cash
return on investments
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Growing up, we weren’t
desperately poor but there
were things we had to do
without. So for me it is about
respect – respecting your
money. It is about looking
after your money. I have
been a UBI shareholder
since 2004. I use my money
to further invest – and
what better way to invest in
education.
MS URSULA SKOSANA
UBI SHAREHOLDER
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SEGMENTAL INFORMATION
ACCOUNTING POLICIES
AND CHOICES

• Business Process Outsourcing – With the acquisition of
Gemcap, the management team advises on the BPO cluster of
investments for the ARC Fund.

The Company’s operations consist of the investment in the ARC
Fund. The Company has only one operating segment in terms of
IFRS 8, Operating Segments. The chief operating decision-makers
(CODMs), being the Board of Directors, evaluate the investment
in the ARC Fund based on Intrinsic Portfolio Value and fair value
movement in this Intrinsic Portfolio Value. This is disclosed in
note 9 herein. Information of the ARC Fund is also reported to the
CODMs for the purpose of assessing segment performance. This is
specifically focused on the reporting to the Board of the Company
by the General Partner in the ARC Fund through its Investment
Committee under the adopted ARC Investments Limited Guidelines
policy.

COMPANY CONTEXT
IN APPLICATION OF
ACCOUNTING POLICY
CHOICES
Diversified Investments – these are the non-financial services
investments acquired by the Fund for purposes of growth potential
demonstrated and the ability to deliver on the cost of capital of
16%. These are a combination of growth assets and businesses
about to reach steady state. The key factor around the Diversified
investments strategy is that the ARC Fund partners with industry
leaders in the sub-segments to ensure the right level of monitoring
and oversight is achieved with people with the requisite knowledge
and experience of the relevant industry clusters. As a consequence
of this the Diversified Investments segment is further subsegmented as follows:
• Telecommunications – The most significant asset in this cluster is
Rain, and the Rain team is the partner on all telecommunications
related investments.

• Agriculture – With the consolidation of Overberg Agri and
Acorn Agri, this team will be looked to for Agri including insights
leveraging Dr Johan van Zyl’s experience.
• Property – Through the ARC Real Estate with the Buffet group,
property related matters are dealt with through that joint
venture. Some other opportunities which have arisen include
the joint venture with Barloworld and Atterbury which saw the
implementation of an additional extension to the cluster.
• Other – Smaller investment opportunities are referred on to the
Fledge Capital team.
Diversified Financial Services – this is the core industry
experience of the executive management team within the ARC
Fund. As such, the investment strategy is that of portfolio assets
that demonstrate synergistic benefits to delivering on the great
UBI strategy of a Black-owned and controlled financial services
company. To this end, the segment is organised into the following
sub-segments:
• Insurance and Asset Management – A mix of small and large
clients with diverse and deep client pools.
• Specialist Financial Services – These comprise unique
investment opportunities with a disruptive edge in the current
environment.
• Banking – TymeDigital Bank.
IFRS 8 has thus been applied in arriving at the look through basis
into the ARC Fund in identifying the reportable segments, reporting
the relevant segment information and the associated disclosure.
There are no accounting policy choices afforded by IFRS 8 which
have been elected by the Company and require further explanation.

• Mining, Construction and Energy – The Afrimat team, an
experienced and highly effective team in the industry are the
consultants on industry matters.
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SEGMENTAL INFORMATION
Income from
investments[1]

Intrinsic Portfolio Value
fair value adjustment[2]

Intrinsic Portfolio Value
fair value adjustments plus
income from investments[2]

For the period
ended 30 June 2018

For the period
ended 30 June 2018

For the period
ended 30 June 2018

–

379.0

379.0

Business process outsourcing

40.3

(180.6)

(140.3)

Mining, construction and energy

16.9

(14.3)

2.6

Agriculture

10.1

261.0

271.1

Property

22.6

169.4

192.0

–

26.7

26.7

89.9

641.2

731.1

20.2

52.7

72.9

5.0

14.2

19.2

–

–

–

25.2

66.9

92.1

131.3

–

131.3

(94.2)

–

(94.2)

152.2

708.1

860.3

(274.8)
(265.5)
(9.3)
982.9
906.7
76.2

239.7
(241.2)
1.5
1 062.9
972.3
66.5

R million
Diversified Investments
Telecommunications

Other

Diversified Financial Services
Insurance and asset management
Specialist financial services
Banking

Interest income: cash and cash equivalents
Expenses directly attributable to the ARC Fund
Total

Profile
–Diversified Investments
–Diversified Financial Services
Unlisted
–Diversified Investments
–Diversified Financial Services
Interest income: Cash and cash equivalents
Expenses directly attributable to the Fund

131.3
(94.2)

–
–

131.3
(94.2)

Total
Geographic:
South Africa
International

152.2

708.1

860.3

104.5
10.6

650.2
57.9

754.7
68.5

Interest income: Cash and cash equivalents
Expenses directly attributable to the Fund

131.3
(94.2)

–
–

131.3
(94.2)

Total

152.2

708.1

860.3

[1]

[2]

[3]
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35.1
24.3
10.8
80.0
65.6
14.4

Income from investments includes dividend income, interest on loans and Directors’ fees pertaining to portfolio entities in the ARC Fund and ARC FinHoldCo; and the interest
income on cash and cash equivalents in the ARC Fund and ARC FinHoldCo.
The values are stated net of related expected taxation cash flows for the Portfolio assets held in ARC FinHoldCo. Differences in the IFRS Portfolio Value and the Intrinsic Portfolio
Value are explained below.
The current year return on INAV is computed as the segment fair value adjustment plus income from investments after allocation of the INAV fee for the year of R88.3 million.
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Key to KPI status:
Exceeded

Growing

Nil impact

Sub par

Current year
return[3]

Strategy and feedback on performance

GROW – Dominated by Rain, a disruptive start up in the telecommunications space, rain is expected to deliver in line with
expected returns

23.2%

BUILD – Gemcap group delivered R89 million positive return and is the partner of choice in this space. It is on an acquisitive
trail. EOH which delivered the negative a return of R230.1 million is held for sale.

(14.6%)

GROW – the main investments, being Elandsfontein (phosphate mine) and Afrimat, met challenges in the current year. When
they stabilise they are expected to continue on a growth trajectory.

(0.9%)

GROW – Our largest investment in the Agri sector (Acorn Agri and Foods) is in the process of consolidation that should see it
deliver efficiencies and positive returns. The disposal of our second largest Agri asset, BKB to it will realise a return of almost
double our original acquisition cost and is the main reason for the return of R203.0 million.

40.0%

BUILD – Our partnership with Buffet group in ARC Real Estate (launched April last year) and Atterbury (concluded in
November last year) on the Barloworld project is expected to improve returns on the property cluster due to the niche nature
of the projects. The Setso project realised a return of R90.1 million.

44.5%

BUILD – Fledge Capital has acquired businesses that have grown its portfolio and contributed positively to its financial
performance. It is set to continue on its build strategy.

12.2%

GROW – A number of client pools afford this cluster an opportunity to grow and unlock synergies across the portfolio and the
segment as a whole.

30.6%

GROW – the assets in this cluster are niche and in their own right have a disruptive edge that can see the portfolio asset grow
and carve a meaningful space in its core industry. A2X in particular is seen as a key growth asset in this cluster.

20.1%

GROW – TymeDigital is a fintech disruptive asset which is long awaited in the context of South Africa today and set to achieve
key objectives of banking the unbanked whilst keeping costs light relative to traditional banking.

(1.08%)

KPI Status

Whilst we continued evaluating sound investment opportunities to include in our portfolio, the excess funds were placed in
short-term deposit arrangements with high yields. The return delivered is well in excess of the cash management fee earned by
the General Partner of R5.8 million.
The main expenses relate to the Fund Manager fee of R94.9 million, and in the context of the return delivered of
R820.6 million (being 11.5% of the return) has been value accretive to the stakeholders.

LISTED

UNLISTED

GEOGRAPHIC

(25.9%)
(1.1%)
22.3%
6.4%

0

0

0

Diversified Investments
(R241.2 million

Diversified Investments
R972.3 million

 iversified Financial Services
D
R1.5 million

 iversified Financial Services
D
R66.5 million

Total (R239.7 million)

Total R1 062.9 millon

11.2%
18.7%
South Africa R754.7 million
International R68.5 million
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SEGMENTAL INFORMATION
Valuation of investment portfolio

Intrinsic Portfolio Value

R million
At listing
7 September
2017

Net additions
(including
capitalised
interest)

Intrinsic
Portfolio Value
fair value
adjustments[1]

30 June
2018

Diversified Investments
Telecommunications

772.6

1 128.3

379.0

2 279.9

Business process outsourcing

866.6

559.0

(180.6)

1 245.0

1 121.4

177.6

(14.3)

1 284.7

Agriculture

431.8

184.2

261.0

877.0

Property

313.8

39.8

169.4

523.0

–

344.6

26.7

371.3

3 506.2

2 433.5

641.2

6 580.9

Insurance and asset management

755.1

339.2

52.7

1 147.0

Specialist financial services

212.0

35.3

14.2

261.5

–

158.0

–

158.0

967.1

532.5

66.9

1 566.5

4 473.3

2 966.0

708.1

8 147.4

Mining, construction and energy

Other

Diversified Financial Services

Banking

Total

]
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Profile:
Listed
– Diversified Investments
– Diversified Financial Services
Unlisted
– Diversified Investments
– Diversified Financial Services
Total

1 333.8
1 078.4
255.4
3 139.5
2 427.8
711.7
4 473.3

351.7
42.5
309.2
2 614.3
2 391.0
223.3
2 966.0

(274.8)
(265.5)
(9.3)
982.9
906.7
76.2
708.1

1 410.7
855.4
555.3
6 736.7
5 725.5
1 011.2
8 147.4

Geographic
South Africa
International
TOTAL

4 162.3
311.0
4 473.3

2 956.5
9.5
2 966.0

650.2
57.9
708.1

7 769.0
378.4
8 147.4

The values are stated net of related expected taxation cash flows for the Portfolio assets held in ARC Finholdco. Differences in the IFRS Portfolio Value and the Intrinsic Portfolio
Value are explained below.
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Key to KPI status:
Exceeded

Growing

Strategy and feedback on performance
GROW – Fair value movements of R366.4 million are attributed to the investment in Rain which
confirms a good outlook as the business strategy remains on track and set to deliver in line with the
expectations at time of investing.
BUILD – The acquisition of Bluespec at R509.0 million contributed to the segment’s portfolio offering.
Fair value losses of R235.5 million were reported on EOH, in spite of that the remainder of the
segment, as assisted by Gemcap with positive fair value adjustments of R70.3 million reinforcing the
strength of the decision of partnering wit this management team for all BPO decisions.
GROW – The focus for this segment in 2018 was to build it up and prepare it for commissioning of
Elandsfontein and restructures in the greater Global Asset Management group. This is expected to
continue in 2019.
GROW – A return of over 100 of the initial investment in BKB is expected to be realised and hence a
fair value adjustment of R195.8 million is attributed to that portfolio entity. Acorn Agri and Food also
realised a positive fair value movement of R65.2 million.
BUILD – Whilst the bulking of the portfolio is not necessarily evident in the net additions reported
due to the structuring of deals in the property industry, the portfolio offering has improved with two
additional property projects concluded in the year. The fair value movements were positive and the
third highest in the Diversified Investments cluster.
BUILD – Fledge continues to conclude deals that grow the portfolio size and look to unlock synergies
in future. Management’s expectations on delivery of future returns remain very positive and ahead of
original hurdles set at the time of investing.

GROW – Major acquisitions of Alexander Forbes group Holdings Limited and Afrocentric shares
account for R309.3 million of the net additions. Some smaller acquisitions were also concluded to
bolster the diversity of the cluster with investments that would enhance the unlocking of synergies
across all the Diversified Financial Services segments.
GROW – Most of the portfolio assets are in the early stages of their growth trajectory and the returns
are still expected in line with the original investment hurdles, with opportunities for synergies across
the Diversified Financial Services segments still on track.
GROW – The synergies the Banking cluster will unlock with other portfolio investments across
both Diversified Investments and Diversified Financial Services remain in line with management’s
expectations.

LISTED

UNLISTED

Nil impact

Sub par

Current year
IRR[2]

Current year
IRR
annualised

27.1%

33.4%

(12.7%)

(16.7%)

0.3%

0.3%

69.2%

5.3%

78.2%

96.4%

0%

0%

100%

12.3%

2.7%

3.4%

0%

0%

GEOGRAPHIC

KPI Status

(32.8%)
0.6%
36.0%
17.2%

0

[2

0

Diversified Investments
R855.4 million

Diversified Investments
R5 725.5 million

 iversified Financial Services
D
R555.3 million

 iversified Financial Services
D
R1 011.2 million

Total R1 410.7 million

Total R6 736.7 million

18.7%
34.4%
South Africa R7 769.0 million
International R378.4 million
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SEGMENTAL INFORMATION continued

Movement in the portfolio values
R million

7 September 2017

Acquisitions

Diversified investments
Diversified financial services

3 506.2
967.1

2 433.5
532.5

Intrinsic portfolio value

4 473.3

2 966.0

DIVERSIFIED
INVESTMENTS
PORTFOLIO
MOVEMENTS
(R’million)

2 433.5
3 506.2

Major acquisitions in the period
under review:
Rain
Major investments at Listing included:
• Rain

R655.7

• Afrimat

R655.6

• Elandsfonfein

R421.8

R509.8

Fledge

R314

Last Mile Fund

R132.5

RSA

R105.8*

• Gemcap

R323.8

Subtropico

• EOH

R313.9

• BKB

R219.9

• Acorn Agri and Food

R211.9

* Contingent consideration of
R45 million and R24 million
respectively.

DIVERSIFIED
FINANCIAL
SERVICES
PORTFOLIO
MOVEMENTS
(R’million)

R78.3*

532.5
967.1

Major investments at Listing included:
• AFGH

R126.7

Major acquisitions in the period
under review:

• AF Limited

R288.3

• AFGH

R265.8

R97.3

• TymeDigital

R158.0

• ARC Health

R89.9

• Afrocentric

R43.4

• Afrocentric

R83.3

• Colourfield

R65.8

• Ooba
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R1 121.6

Bluespec
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Fair value adjustment

Expected taxation cash flows

30 June 2018

641.2
84.3

–
(17.4)

6 580.9
1 566.5

725.5

(17.4)

8 147.4
6 580.9

641.2

The fund is largely invested in
growth assets and the adjustments
predominantly related to:

Significant Portfolio
assets at 30 June 2018:
Rain

R2 143

Rain

R366.4

Afrimat

R641.1

R195.8

Bluespec

R509.0

Elandsfontein

R454.3

BKB
ARC Real Estate
EOH

R90.1
(R236.5)

Gemcap

R70.3

Acorn Agri and Food

R65.2

Gemcap

R429.2

BKB

R415.7

Fledge Capital

R341.8

Acorn Agri and Food

R277.2

Majik Property Holdings

R238.3

1 566.5
84.3

(17.4)

Fair value adjustments:

Taxation:

• AFGH

(R21.3)

• AF Limited

R32.8

• Ooba

R12.3

• Indwe

R13.7

A expected taxation cash flows
liability of R17.4 million resulted
from the fair valuation of the
financial services assets.

Significant Portfolio:
assets at 30 June 2018:
Alexander Forbes group
Holdings Limited

R371.2

Alexander Forbes Limited

R321.1

Tyme Digital

R158.0

Afrocentric

R131.2

Ooba

R109.6
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SEGMENTAL INFORMATION continued

Company context in application of accounting policy
choices
The Company obtains exposure and has indirect interests
in a diversified pool of listed and unlisted investments
(Portfolio Companies) by investing as a Limited Partner into an
en‑commandite partnership established in South Africa known as
the ARC Fund Partnership (SA) (the ARC Fund or the Fund) through
commitments into the Fund, managed by a Black-owned and
controlled Fund Manager, UBI General Partner Proprietary Limited
(UBI GP Co.) as the General Partner.

INVESTMENT OBJECTIVE
Company’s medium- to long-term objective is to grow its NAV by
>16% per annum, risk adjusted, gross of dividend distributions and
any management fees paid to the general partner of the ARC Fund
and any performance participation. Each investment opportunity
will be expected to exceed this minimum risk-adjusted return
hurdle on a standalone basis (i.e., without taking into account
potential synergy benefits that can be derived from being part of a
diversified portfolio).
The Company has a detailed Investment Policy, which has been
formulated in compliance with section 15 of the JSE Limited Listings
Requirements as well as certain other ancillary matters, which sets
out its investment strategy, investment objective, investment focus
and investment parameters which is also mirrored in the ARC
Investment Guidelines. The details of the investment policy and
guidelines of the Company are available on its website
www.arci.mu.
“Any material changes to the Investment Policy of the Company
must be approved by Shareholders of the Company by way
of ordinary resolution. Any future changes to the investment
guidelines must be approved by the Company, as an amendment
or variation to the Partnership Agreement.
The investment in the ARC Fund is a financial asset at fair value
through profit or loss (financial asset at FVTPL) and measured in
accordance with IFRS 13, Fair Value Measurement, principles as set
Basis of preparation above.

CATEGORISATION OF
INVESTMENTS
The investment in the ARC Fund is a financial asset that is
designated as fair value through profit or loss at initial recognition.
The investment is managed and its performance evaluated on a fair
value basis, in accordance with the Company’s documented risk
management and investment strategy, consequently information
about the investment is provided internally on that basis. It is stated
at fair value, with any gains or losses arising on remeasurement
recognised in profit or loss.
Investments made by the fund are broadly categorised as:
• Equity interests in Portfolio Companies which are a group of
financial assets that are designated as fair value through profit and
loss upon initial recognition and is managed and its performance
evaluated on a fair value basis, and the basis of accounting is
the same as the investment in the ARC Fund described above.
The investments are initially recognised at cost with associated
transaction costs directly attributable to the investment capitalised
to the cost of the investment. Day one gains, which typically arise
in B-BBEE transactions which result in an investment at a discount
to the fair value at acquisition date are recognised in profit or loss.
• Loans and other receivables that have fixed or determinable
payments that are not quoted in an active market. These are
measured at amortised cost using the effective interest method
less any impairment. Interest income is recognised by applying
the effective interest rate, except for short-term receivables where
the recognition of interest would be immaterial”

Fair value measurement of the
investment in the ARC Fund
The basis of valuation of the Investment in the ARC Fund is
dependent on the basis of valuation of all investments in the ARC
Fund Portfolio. The basis of valuation of all investments in the
ARC Fund Portfolio and consequently the Investment at fair value
through profit or loss (FVTPL), is fair value. Fair value is determined
at the end of each quarter. All investments are valued in accordance
with the valuation policy outlined below.
The sum of the individual investments plus the cash and net
assets in the ARC Fund make up the investment in the ARC Fund.
The valuation of the individual assets is in line with IFRS 13,
therefore the sum of the parts of these represents the IFRS 13 for
value of the Investment in the ARC Fund.
The General Partner values the investment portfolio in accordance
with its valuation policy. The valuation policy consider the
International Private Equity and Venture Capital Valuation
Guidelines (IPEV Guidelines) and shall be consistent with the below
detailed valuation approach, which will be consistent year on year
except where there have been changes in circumstances in relation
to an investment, and therefore the impact of such change would
be disclosed.
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Basis of valuation and approach

Income approach methodology

The fair value approach of the investments in the ARC Fund were
determined as at the measurement date in accordance with the
principles of IFRS 13 Fair Value Measurement. Fair value is defined
as the price that would be received for an asset in an orderly
transaction between market participants at the measurement date.
A fair value measurement assumes that a hypothetical transaction
to sell an asset takes place in the principal market or in its absence,
the most advantageous market for the asset.

When applying the income approach, the General Partner will
consider the appropriateness of any sensitivity and/or scenario
analysis.

For listed investments which are suitably liquid investments, the
available market prices (calculated at spot on reporting date) will be
the basis for the measurement of IFRS Portfolio Value for identical
instruments.
For unlisted investments, the primary valuation methodology
applied is the income approach (IA), discounted cash flow (DCF)
and compared against a market approach (MA), where appropriate.
The General Partner uses its judgement to select the valuation
technique most appropriate for an investment. The use of multiple
valuation approaches on an investment is encouraged. On a
specific investment, a single valuation technique or approach
may be appropriate (e.g., when valuing an asset using quoted
prices in an active market for identical assets). If multiple valuation
techniques or approaches are used to measure fair value, the results
of the various valuation methods are evaluated considering the
reasonableness of the range of values indicated by those results.
A fair value measurement is the point within that range that is most
representative of fair value in the circumstances.
In determining the fair value of an investment, the General Partner
uses judgement. This includes consideration of those specific terms
of the investment which may impact its fair value. In this regard,
the General Partner would consider the economic substance of the
investment, which may take precedence over the strict legal form.
The General Partner would take the results of each of the valuation
methods applied into account in concluding the final value of an
investment.
Foreign investments are those considered to be in jurisdictions
outside of South Africa. These are valued in the local currency of
the country of investment and translated to Rand at the spot rate at
the valuation date.
Lack of control/minority interest: To the extent that an
investment is a minority interest and is not easily able to be
realised, an appropriate discount would be considered. However,
to the extent that the ARC Fund has certain rights in respect of an
investment (such as minority protections or Board representations)
these rights would be considered in the IFRS Portfolio Value of the
investment.

Discounted cash flow methodology
Deriving the enterprise value of the investment using reasonable
assumptions on the estimations of expected future post-taxation
cash flows and the terminal value (free cash flows to the firm),
and discounting to the present value by applying the appropriate
risk adjusted rate that captures the risk inherent to the projections
weighted average cost of capital (WACC). To arrive at an
appropriate equity value, an adjustment for net indebtedness will
be made. Where appropriate, an adjustment to the valuation would
be made for surplus non-operating assets and liabilities in the
investment.
In some valuations (for example, insurance and banking valuations),
the use of free cash flow to equity might be preferred.
The length of period for which it would remain appropriate to use
this valuation technique will depend on the specific circumstances
of the investment and is subject to the judgement of the General
Partner.

Market approach methodology
If a multiple approach is used, where appropriate, the General
Partner would apply an Enterprise Value (EV)/ Earnings before
interest, taxation, depreciation and amortisation (EBITDA) or price/
earnings (P/E) multiple that is appropriate and reasonable, based on
comparable companies and taking account of the size, risk profile
and earnings prospects of the underlying company. In other cases,
where appropriate, EV/EBITDA and price/book value may also be
considered.
The General Partner as Fund Manager of the portfolio assets is
contractually bound to perform fair valuation of the portfolio assets
on a quarterly basis and provide quarterly accounts and valuation
reports with respect thereto to the partners of the ARC Fund after
approval by the Board of Directors of the General Partner on
recommendation for such approval by the Audit Committee of
the General Partner with the support, guidance and direction of
the Investment Committee. Whilst the best judgement is used in
determining the fair value of these investments, there are inherent
limitations in any valuation technique involving securities of the
type in which the ARC Fund invests. Therefore, the fair values
presented herein may not be indicative of the amount which the
ARC Fund could realise in a current transaction.

Restriction on trading: To the extent that the ARC Fund is
restricted from disposing the investment for a period, this restriction
would be considered in the IFRS Portfolio Value of the investment
in arriving at a marketability discount.
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DIVERSIFIED INVESTMENTS PORTFOLIO
VALUATION INPUTS
The significant Investment Portfolio Companies being 5% or more of the sub-segments of the Diversified Investments segment are presented
below along with the key valuation inputs and other relevant information.
Telecommunications
Details of valuation inputs

Rain

Gross Intrinsic Portfolio Value
Adjustment for:
Minority discounts
% minority discounts
Marketability discounts
% marketability discounts
Control premium
% control premium
Deferred taxation
Segment reported Intrinsic Portfolio Value
% of Intrinsic Portfolio
% of Business Segment
Investment type
Valuation information:
IFRS 13 fair value hierarchy
Valuation methodology

Portfolio entity disclosures:
Listed/unlisted
Other details

BEE lock-in period
Reserved matters
Other minority protections
Board representation

At listing
7 September
2017

30 June
2018

R million

MetroFibre

2 799.9
(656.2)
(350.0)
(12.5%)
(306.2)
(12.5%)
–
–
–
2 143.7
26.3%
94.0%
Equity
Level 3
Ten year discounted
cash flow

655.7
–
–
–
–
–
–
–
–
655.7
28.0%
84.9%

Level 3
Acquisition cost

178.1
(41.9)
(17.9)
(10.0%)
(24.0)
(15.0%)
–
–
–
136.2
1.7%
6.0%
Equity
Level 3
EBITDA multiple

Unlisted
For Rain, there was an additional acquisition of
R1 052.0 million in October 2017 and a further
amount of R69.6 million during April 2018.
Transfer restrictions and pre-emptives apply to
the ARC Fund’s interest.
Yes
Yes
Dr Johan van Zyl

At listing
7 September
2017

30 June
2018

117.0
–
–
–
–
–
–
–
–
117.0
2.6%
15.1%

Level 3
Consistent with the Prelisting statement, the
entity was valued at the
cost to ARC plus a rolled
forward cost of capital
of 16%.
Unlisted

Five years from March 2016. Two years and nine
months remaining at 30 June 2018
Yes
Yes
Marlene Jennings

Key inputs:
Input 1
Input variable
Input 2
Input 2 variable
Sensitivity of key inputs:
Input 1
Input variable
Input 2
Input 2 variable

WACC

At the time of listing
18.7% the agreement for
Terminal growth rate the purchase of Rain
3.0% had recently been
concluded at a 20%
equity interest for
WACC
a consideration of
R204.0 million per
R1 708.0 million. Due
1% change
to it being a recent,
Terminal growth rate the agreed price was
indicative of the fair
R103.0 million per
value of the investment
1% change
and thus was not
revalued upon listing.

EBITDA multiple

7.3

EBITDA multiple
R1.5 million per 1%
change.

Not applicable.

Not applicable.

Input 3
Input 3 Variable
Summarised financial information:
The ARC Fund effective interest
Reported period

Share of comprehensive income

20.6%
The entity is in the early stage of its growth
trajectory and thus the financial information
will be disclosed after a year or two of trade for
meaningful comparison.

Dividends received

120

15.4%

ARC INVESTMENTS INTEGRATED ANNUAL REPORT 2018

–

–

31 December 2017

31 December 2016

(0.6)

2.5

–

–
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Business Process Outsourcing
Bluespec
30 June
2018

Gemcap
At listing
7 September
2017

509.0
–
–
–
–
–
–
–
–
509.0
6.2%
40.9%
Equity

429.1
–
–
–
–
–
–
–
–
429.1
5.3%
34.5%
Equity and loans

–
–
–
–
–
–
–
–
–
–
–
–

Level 3
Acquisition cost

Level 3
Sum of the parts

Unlisted

Five years from September 2017. Four years and
three months remaining at 30 June 2018.
Yes
Yes
Johan van der Merwe
Brenda Matyolo
Charmaine Padayachy

Not applicable

323.8
–
–
–
–
–
–
–
–
323.8
7.2%
37.4%

Level 3
Sum of the parts

Unlisted
Bluespec was acquired in the current financial
year in October 2017.

Not applicable

At listing
7 September
2017

30 June
2018

Five years from April 2017. Three years and ten
months remaining at 30 June 2018
Yes
Yes
Johan van der Merwe

–
–

EBITDA multiple (avg) EBITDA multiple (avg)
6.5 x
6.9 x

–
–

Growth rate

–
–

EBITDA multiple
R4 million per 1%
change

–
–

Growth rate
Growth rate
R17.5 million per 1% R13.2 million per 1%
change
change

25.0%

6.0%

Growth rate

6.0%

EBITDA multiple
R3.2 million per 1$
change

100.0%

31 August 2017

31 August 2016

54.6

24.0

17.0

–

–

–
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DIVERSIFIED INVESTMENTS PORTFOLIO VALUATION INPUTS continued

Mining, Construction and Energy
Details of valuation inputs

Elandsfontein
At listing
7 September
2017

30 June
2018

R million

Afrimat Limited
At listing
7 September
2017

30 June
2018

511.9
(57.6)

489.2
(67.4)

754.3
(113.2)

771.6
(115.7)

(18.6)
(12.5%)
(39.0)
(30.0%)
–
–
–

(21.8)
(12.5%)
(45.6)
(30.0%)
–
–
–

–
–
(113.2)
(15.0%)
–
–
–

–
–
(115.7)
(15.0%)
–
–
–

Segment reported Intrinsic Portfolio Value

454.3

421.8

64 1.1

655.9

% of Intrinsic Portfolio
% of Business Segment

5.6%
35.4%

9.4%
37.6%

7.9%
49.9%

14.7%
58.5%

Investment type
Valuation information:
IFRS 13 fair value hierarchy
Valuation methodology

Equity and loans

Gross Intrinsic Portfolio Value
Adjustment for:
Minority discounts
% minority discounts
Marketability discounts
% marketability discounts
Control premium
% control premium
Deferred taxation

Portfolio entity disclosures:
Listed/unlisted
Other details
BEE lock-in period
Reserved matters
Other minority protections
Board representation

Equity

Level 3
Level 3
Fourteen year life of
Ten year life of mine
mine discounted cash discounted cash flow.
flow. The increase in the
life of mine is because
of increased proven ore
body.

Level 1
30 day VWAP.

Unlisted

Level 1

Listed

Ten years from April 2016. Seven years and ten
months remaining at 30 June 2018.
No
Yes
Dr Rejoice Simelane
Machiel Reyneke
Marlene Jennings

Four years from September 2016. Two years and
three months remaining at 30 June 2018.
No
No
Johan van der Merwe

Key inputs:
Input 1

Commodity price

Commodity price

Input 1 variable

$/t FOB 107

$/t FOB 84

Input 2

USD : ZAR rate

USD : ZAR rate

Input 2 variable

R/$ spot 14.3 and
forward rate based
on 2.6% inflation
differential

Input 3
Input 3 variable

WACC

Sensitivity of key inputs:
Input 1

WACC

18.0%

Commodity price

Commodity price

Input 1 variable

R8.0 million per 1%
change

R14.5 million per 1%
change

Input 2
Input 2 variable

USD : ZAR rate
R8.0 million per 1%
change

USD : ZAR rate
R6.0 million per 1%
change

Input 3
Input 3 variable

WACC
R21.0 million per %
change

WACC
R4.4 million per 1%
change

Summarised financial information
The ARC Fund effective interest
Reported period

Share of comprehensive income

26.3%
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–

Not applicable due to portfolio asset being a
level 1 fair value hierarchy.

18.5%

The entity has yet to become operational and
commission its plant, and thus the financial
information will be disclosed after a year or two
of trade for meaningful comparison.

Dividends received
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17.3%

Not applicable due to portfolio asset being a
level 1 fair value hierarchy.

–

28 February 2018

28 February 2017

45.3

51.6

16.3

–
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Agriculture
BKB

Acorn Agri and Food

30 June
2018

At listing
7 September
2017

30 June
2018

At listing
7 September
2017

415.7
–

313.8
(93.9)

277.1
–

212.0
–

–
–
–
–
–
–
–

(47.3)
–
(46.6)
–
–
–
–

–
–
–
–
–
–
–

–
–
–
–
–
–
–

415.7

219.9

277.1

212.0

5.1%
47.4%

4.9%
50.9%

3.4%
31.6%

4.7%
49.1%

Equity

Equity

Level 3
Level 3
Option value offered by Five-year discounted
Acorn Agri and Food. cash flow.

Level 1
Over the counter
share price.

Unlisted

Unlisted

Lock in was until 30 June 2018 for 18 months.

Three years from April 2017. One year ten
months remaining at 30 June 2018.
Yes
Yes
Johan van der Merwe

No
Yes
Dr Johan van Zyl

WACC
Acorn Agri Share
Price
R26.00

Level 1
Consistent with the Prelisting statement, the
entity was valued at the
cost to ARC plus a rolled
forward cost of capital
of 16%.

0.1

Not applicable due to portfolio asset being a
level 1 fair value hierarchy.

Terminal growth rate
5.4%

Acorn Agri Share
Price
R4.2 million per 1%
change

WACC

Not applicable due to portfolio asset being a
level 1 fair value hierarchy.

R25.0 million per 1%
change
Terminal growth rate
R12.0 million per 1%
change

20.0%

7.0

7.8%

–

–

–
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DIVERSIFIED INVESTMENTS PORTFOLIO VALUATION INPUTS continued

Property
Details of valuation inputs

Majik Property Holdings
At listing
7 September
2017

30 June
2018

R million
Gross Intrinsic Portfolio Value
Adjustment for:
Minority discounts
% minority discounts
Marketability discounts
% marketability discounts
Control premium
% control premium
Deferred taxation

Val de Vie
At listing
7 September
2017

30 June
2018

252.9
(14.6)

172.0
–

227.0
(63.2)

196.0
(54.5)

(7.9)
(15.0%)
(6.7)
(15.0%)
–
–
–

–
–
–
–
–
–
–

(28.4)
(12.5%)
(34.8)
(17.5%)
–
–
–

(24.5)
(12.5%)
(30.0)
(17.5%)
–
–
–

Segment reported Intrinsic Portfolio Value

238.3

172.0

163.8

141.5

% of Intrinsic Portfolio
% of Business Segment

2.9%
45.6%

3.8%
54.8%

2.0%
31.3%

3.2%
45.2%

Investment type

Equity, listed debt notes and loans

Equity

Valuation information:
IFRS 13 fair value hierarchy

Level 3

Level 3

Level 3

Valuation methodology

Net asset value

Consistent with the Pre- Ten year discounted
listing statement, the
cash flow.
entity was valued at the
cost to ARC plus a rolled
forward cost of capital
of 16%.

Portfolio entity disclosures:
Listed/unlisted
Other details
BEE lock-in period
Reserved matters
Other minority protections
Board representation

Level 3

Ten year discounted
cash flow.

Unlisted

Unlisted

None
Yes
Yes
Johan van der Merwe

None
Yes
Yes
Johan van der Merwe

Key inputs:
GP : ZAR

Not applicable.

WACC
7.8%

WACC
8.4%

Input 1

GP : ZAR

Not applicable.

WACC

WACC

Input variable

R2.4 million per 1%
change

Input 1
Input variable
Input 2
Input 2 variable
Sensitivity of key inputs:

R5.8 million for every R21.4 million for every
1% change.
1% change

Input 2
Input 2 variable
Summarised financial information:
The ARC Fund effective interest

25.0%

20.0%

Reported period
Share of comprehensive income
Dividends received
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5.7

–

12.0

–
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Property

Other

ARC Real Estate

Fledge Capital
At listing
7 September
2017

30 June
2018
116.3
(19.2)

–
–

423.3
(81.5)

–
–

(5.7)
(5.0%)
(13.5)
(12.5%)
–
–
–

–
–
–
–
–
–
–

(21.2)
(10.0%)
(60.3)
(20.0%)
–
–
–

–
–
–
–
–
–
–

97.1

–

341.8

–

1.2%
18.6%

–
–

4.2%
92.1%

–
–

Equity and loans
Level 3
Net asset value

At listing
7 September
2017

30 June
2018

Equity
Level 3
Not applicable as the
entity was valued at Rnil
on transfer to the ARC
Fund.

Level 3
Sum of the parts

Not applicable.
Not applicable.

The investment in Fledge Capital arose in
the current financial year after listing of the
Company on the JSE.

Unlisted

Unlisted

None
Yes
Yes
Johan van der Merwe

None
No
Yes
The Company has the right to appoint one
Director to the Board of Directors of the entity
which is in the process of being finalised.

None noted

Not applicable as the
entity was valued at Rnil
on transfer to the ARC
Fund.

Weighted average PE Not applicable.

None noted

Not applicable as the
entity was valued at Rnil
on transfer to the ARC
Fund.

Weighted average PE Not applicable.

R3.4 million per 1%
change

51.0%

–

–

51.0%

–

–
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DIVERSIFIED FINANCIAL SERVICES PORTFOLIO
VALUATION INPUTS
The significant Investment Portfolio Companies being 5% or more of the sub-segments of the Diversified Financial Services segment are
presented below along with the key valuation inputs and other relevant information.
Insurance and Asset Management
Details of valuation inputs

Alexander Forbes group Holdings Limited
30 June
2018

At listing
7 September
2017

365.0
6.2

126.7
–

–
–
–
–
–
–
6.2

–
–
–
–
–
–
–

Segment reported Intrinsic Portfolio Value

371.2

126.7

% of Intrinsic Portfolio
% of Business Segment

4.6%
32.4%

2.8%
16.8%

R million
Gross Intrinsic Portfolio Value
Adjustment for:
Minority discounts
% minority discounts
Marketability discounts
% marketability discounts
Control premium
% control premium
Deferred taxation

Investment type
Valuation information:
IFRS 13 fair value hierarchy
Valuation methodology
Portfolio entity disclosures:
Listed/unlisted
Other details

BEE lock-in period

Reserved matters
Other minority protections
Board representation

Equity
Level 1
30 day VWAP.

Level 1
30 day VWAP.

Listed
During the year, the Alexander Forbes group
Holdings investment was increased by a further
R265.0 million.
None

No
No
Bridget Radebe

Key inputs:
Input 1
Input variable

Not applicable due to portfolio asset being
a level 1 fair value hierarchy.

Input 2
Input 2 variable
Sensitivity of key inputs:
Input 1
Input variable

Not applicable due to portfolio asset being
a level 1 fair value hierarchy.

Input 2
Input 2 variable

Summarised financial information
The ARC Fund effective interest
Reported period
Share of comprehensive income
Dividends received
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4.4%
31 March 2018

31 March 2017

12.5

15.6

10.7

–
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Insurance and Asset Management
Alexander Forbes Limited

Colourfield

Indwe

30 June
2018

At listing
7 September
2017

405.0
(83.9)

376.6
(88.3)

110.3
(30.4)

95.0
(24.7)

57.6
(2.6)

46.0
(5.6)

(72.9)
(15.0%)
(82.6)
(20.0%)
81.0
20.0%
(9.4)

(62.8)
(15.0%)
(81.0)
(25.0%)
75.3
20.0%
(19.8)

(7.9)
(7.5%)
(19.6)
(20.0%)
–
–
(2.9)

(7.1)
(7.5%)
(17.6)
(20.0%)
–
–
–

(3.5)
(10.0%)
(6.7)
(10.0%)
11.5
20.0%
(3.9)

–
–
(5.6)
(10.0%)
–
–
–

321.1

288.3

79.9

70.3

55.0

40.4

3.9%
28.0%

6.4%
38.2%

1.0%
7.0%

1.5%
8.7%

0.7%
4.8%

0.9%
4.5%

Equity
Level 2
Proxy to listed share
price 30 day VWAP.

At listing
7 September
2017

30 June
2018

Equity

Level 2
Proxy to listed share
price 30 day VWAP.

Level 3
Ten year discounted
cash flow.

Unlisted

Equity

Level 3
Ten year discounted
cash flow.

Level 3
PE multiple.

Level 3
Ten year discounted
cash flow.

Unlisted

Three years from February 2017.
One year eight months remaining at 30 June
2018.
No
Yes
The Company has the right to appoint one
Director to the Board of Directors of the entity
which is in the process of being finalised.

Not applicable due to portfolio asset being
a level 2 fair value hierarchy.

Unlisted

Three years from August 2016. One year two
months remaining at 30 June 2018.

None

Yes
Yes
Bridget Radebe

Yes
Yes
Machiel Reyneke
Brenda Matyolo

WACC

PE multiple

WACC
18.2%

WACC
9.0

19.6%

Terminal growth rate Terminal growth rate
5.3%
5.5%

Not applicable due to portfolio asset being
a level 2 fair value hierarchy.

WACC
R4.2 million per
1% change

PE multiple
R1.0 million per
1% change

WACC
R3.5 million per
1% change

14.0%

31 March 2018

31 March 2017

31.4

34.8

–

–

31 August 2017
4.8
3.6

15.5%
Terminal growth rate
5.3%

WACC
R0.8 million per
1% change

Terminal growth rate Terminal growth rate
R0.5 million per
R0.7 million per
1% change
1% change

5.0%

At listing
7 September
2017

30 June
2018

Terminal growth rate
R0.6 million per
1% change

25.4%
31 August 2016
4.3
–

–

–
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DIVERSIFIED FINANCIAL SERVICES PORTFOLIO VALUATION INPUTS continued

The significant Investment Portfolio Companies being 5% or more of the segment are presented below along with the key valuation inputs
and other relevant information.
Specialist Financial Services
Details of valuation inputs

Ooba
At listing
7 September
2017

30 June
2018

R million
Gross Intrinsic Portfolio Value
Adjustment for:
Minority discounts
% minority discounts
Marketability discounts
% marketability discounts
Control premium
% control premium
Deferred taxation

135.9
(26.3)

117.0
(19.6)

(10.2)
(7.5%)
(12.6)
(10.0%)
–
–
(3.5)

(8.8)
(7.5%)
(10.8)
(10.0%)
–
–
–

Segment reported Intrinsic Portfolio Value

109.6

97.4

% of Intrinsic Portfolio
% of Business Segment

1.3%
41.9%

2.2%
45.9%

Investment type
Valuation information:
IFRS 13 fair value hierarchy
Valuation methodology

Portfolio entity disclosures:
Listed/unlisted
Other details
BEE lock-in period

Equity
Level 3
Five year discounted
cash flow.

Level 3
Five year discounted
cash flow.

Unlisted
Three years from February 2016.
Eight months remaining at 30 June 2018.

Reserved matters
Other minority protections
Board representation

Yes
Yes
Rojie Kristen
Johan van der Merwe

Key inputs:
Input 1
Input variable

WACC

Input 2
Input 2 variable

Growth

Sensitivity of key inputs:
Input 1
Input variable
Input 2
Input 2 variable

Summarised financial information:
The ARC Fund effective interest
Reported period
Share of comprehensive income
Dividends received
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14.0%
5.5%

WACC
R5.3 million per
1% change

WACC

14.9%

Terminal growth rate
5.4%

WACC
R3.4 million per
1% change

Terminal growth rate Terminal growth rate
R3.0 million per
R4.7 million per
1% change
1% change

15.0%

3.7

–

FUND MANAGER VALUATION REPORT

Specialist Financial Services
Bravura

Alternative Prosperity
At listing
7 September
2017

30 June
2018

At listing
7 September
2017

30 June
2018

38.4
(0.5)

36.4
–

8.1
(2.2)

5.5
–

–
–
–
–
–
–
(0.5)

–
–
–
–
–
–
–

(1.1)
(0.2)
(1.0)
(0.2)
–
–
(0.1)

–
–
–
–
–
–
–

37.9

36.4

5.9

5.5

0.5%
14.5%

0.8%
17.1%

0.1%
2.3%

0.1%
2.6%

Equity

Equity and loans

Level 3
Level 3
Level 3
Discounted put-option Consistent with the
Five years discounted
price.
pre-listing statement,
cash flow.
the entity was valued at
cost to ARC plus a rolled
forward cost of capital
of 16.1%

Unlisted

Unlisted

Five years from August 2016.
Three years and three months remaining at
30 June 2018.
Yes
Yes
None

WACC

0.2

None

Yes
Yes
Brenda Matyolo

WACC

Not applicable.

Terminal growth

WACC
R0.4 million per
1% change

Level 3
Consistent with the
pre-listing statement,
the entity was valued at
cost to ARC plus a rolled
forward cost of capital
of 16.1%

0.2
0.1

WACC
R0.2 million per
1% change

Not applicable.

Not applicable.

Not applicable.

Terminal Growth
R0.1 million per
1% change

15.0%

–

12.5%

–

–

–
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SHAREHOLDER INFORMATION

SHAREHOLDER ANALYSIS
The Company complies with the minimum shareholder spread requirements as set out in the JSE Listings Requirements paragraphs 3.37 and
4.28(e) as 42.2% of the A Ordinary shares disclosed below are held by the public at 30 June 2018.
For the year ended 30 June 2018
Number of
Shareholders

% of total
Shareholders

Number of
shares

% of total
issued shares

Shareholder type
Entities in the UBI group
Corporate Holdings
Custodians
Hedge Fund
Insurance Companies
Key management
Local Authority
Medical Aid Scheme
Mutual Funds
Other Managed Funds
Pension Funds
Private Investor (Individual/Trusts)
Trading Position
Unit Trusts
Other

3
1
2
3
9
4
1
3
2
19
24
289
8
56
57

0.6%
0.2%
0.4%
0.6%
1.9%
0.8%
0.2%
0.6%
0.4%
4.0%
5.0%
60.1%
1.7%
11.6%
11.9%

594 517 804
1 058 823
41 962 158
1 058 033
23 245 017
2 438 254
319 727
759 606
9 239 256
7 861 913
170 225 009
97 926 174
10 713 963
58 763 308
12 381 543

57.6%
0.1%
4.1%
0.1%
2.3%
0.2%
–
0.1%
0.8%
0.8%
16.5%
9.5%
1.0%
5.7%
1.2%

Total

481

100%

1 032 470 588

100%

Distribution of Shareholders

SHAREHOLDER TYPE

NUMBER OF SHARES HELD
BY EACH SHAREHOLDER

PERCENTAGE OF TOTAL
NUMBER OF SHAREHOLDERS

UBI group 594.5

UBI group 0.6%

Corporate 255.4

Corporate 13.1%

Private Investors 167.4

Private Investors 73.4%

Other 15.1

Other 12.9%
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SHAREHOLDER ANALYSIS continued

For the year ended 30 June 2018
Number of
Shareholders

% of total
Shareholders

Number of
shares

% of total
issued shares

Shareholder spread
1 – 50 000
50 001 – 100 000
100 001 – 1 000 000
1 000 001 and more

106
178
153
44

22.0%
37.0%
31.9%
9.1%

437 397
11 801 953
71 534 840
948 696 398

0.1%
1.1%
6.9%
91.9%

Total

481

100%

1 032 470 588

100%

Distribution of Shareholders

SHAREHOLDER SPREAD

NUMBER OF SHARES HELD
BY EACH SHAREHOLDER

PERCENTAGE OF TOTAL
NUMBER OF SHAREHOLDERS

1 – 50 000 0.4

1 – 50 000 22.0%

50 001 – 100 000 11.8

50 001 – 100 000 37.0%

100 001 – 1 000 000 71.5

100 001 – 1 000 000 31.9%

1 000 001 and more 948.8

1 000 001 and more 9.1%

For the year ended 30 June 2018
Distribution of Shareholders

Number of
Shareholders

% of total
Shareholders

Number of
shares

% of total
issued shares

Major shareholders
Entities in UBI group
Public Investment Corporation
GIC Private Ltd
Other

2
2
1
476

0.4%
0.4%
0.2%
99.0%

594 517 804
146 661 346
31 764 705
259 526 733

57.6%
14.2%
3.1%
25.1%

Total

481

100%

1 032 470 588

100%

MAJOR SHAREHOLDERS

NUMBER OF SHARES HELD
BY EACH SHAREHOLDER

132

PERCENTAGE OF TOTAL
NUMBER OF SHAREHOLDERS

Entities in UBI group 594.5

Entities in UBI group 0.4%

Public Investment Corporation 146.7

Public Investment Corporation 0.4%

GIC Private Ltd 31.8

GIC Private Ltd 0.2%

Other 259.5

Other 99.0%
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SHAREHOLDERS’ DIARY
The key dates to be noted by shareholders are as follows:
Details
Integrated Annual Report
Annual General Meeting
Interim Results Announcement
Financial year end
Year end results announcement

Date
15 October 2018
13 November 2018
March 2019
30 June 2019
September 2019
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