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Introduction and overview
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Introduction
• On 18 May 2018, Consolidated Infrastructure Group (“CIG”) announced a recapitalisation in order to optimise its capital structure and position the
company for the future (the “Proposed Transaction”). EGM Circular posted on 30 July 2018.

• The Proposed Transaction consists of three components, as detailed in this presentation:
11. An upfront “vanilla” loan (the “Loan”)
22. A rights offer, offered pro-rata to all CIG shareholders (the “Rights Offer”)
33. Conversion rights, to be attached to the Loan (the “Conversion Rights”)
• The Proposed Transaction, and each of its components, forms a critical part in management’s plan to create maximum value for CIG shareholders,
including;

− Optimally turning around Conco over the short-term and continuing to drive incremental value (especially through Round 4 REIPPP)
− Unlocking the value inherent in CIG’s shares
− Positioning CIG for valuable growth over the medium to long-term
• The rationale of the Proposed Transaction is to ensure sufficient liquidity for CIG and the stabilisation of the balance sheet in the short term,
establish a sustainable capital structure suitable for CIG’s business profile, and unlock unrealised shareholder value
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SA construction industry
SA construction sector is approaching a multi-year trough and is expected to recover over the
medium term
The SA construction industry has had a sustained period of contraction due to specific reasons, however cycle shows signs of recovery
Indicative cycle

1• Declining construction industry order book

Possible
inflection
point

2• Construction industry decline seen as self inflicted
3• Contractors accepted too much risk resulting in lower
Current
situation

margins

4• Current service contracts entered into at constrained
margins

5• Key weaknesses being poor management and execution
of service contracts

FNB/
BER
Index
2008

2009

2010

2011

2012

2013

FNB building confidence index

6• However construction industry likely bottoming out

2014

2015

2016

2017

2018

FNB civil confidence index

Index can vary between 0 (extreme lack of confidence) and 100 (extreme confidence)

Construction companies in the SA need strong balance sheets and ample liquidity to ride out the cycle and capitalise on future gains

What this
means

Geographical and
business
diversification is
advantageous

AND

Industry ripe for
consolidation
and market share
up for grabs

BUT

Healthy balance
sheet is critical
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CIG’s current position
CIG’s diversified exposure puts it on a different track to the SA construction industry
CIG’s portfolio

Current position of the business

Very different to an SA construction company

Great opportunity for value creation however CIG requires capital

Business unit

Overview

Leading pan African manufacturer of
prepaid electricity meters

Status

•
Weak balance
sheet

Currently growing at high rates with attractive
organic opportunities

Solvency and
liquidity required to
address lenders
concerns and
continue winning
contracts

An investor of medium-sized generation
projects
A number of attractive future investment
opportunities have been identified

Angola’s leading provider of waste
management services to the oil and gas
industry

Optimal
turnaround

•

Conco
rationalisation

•

Optimally running
business as the
cycle turns

As the oil sector recovers, the oil rigs coming
online in Angola grows

Africa’s leading supplier of energy, wind
and solar products
Rationalisation process well underway coupled
with Round 4 REIPPP order book of c.ZAR2.4bn

CPM, CBM and Tractionel

Other

Patiently being operated while waiting for the
SA economic cycle to turn. CPM generating
solid annuity income

Growth
opportunities

Capital
required to
achieve
these
objectives
=
Rationale
for the
Proposed
Transaction

Turning revenue base
into annuity income:
•

Conlog

•

CIGenCo
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Overview of the Proposed Transaction
The three components of the Proposed Transaction are integral to meeting CIG’s
objectives
1

2

3

THE LOAN

Rationale
and
objectives

Key
terms

Shareholder
approvals

o Meet short-term liquidity
requirements

o Ensure customer,
supplier and insurer
support

RIGHTS OFFER

CONVERSION RIGHTS

o Provide a sustainable
long-term capital
structure

o Further enhance the
balance sheet

o Strengthen the balance
sheet

o Upfront fee of 2.5%

o Exercise Price: ZAR4.00

o Coupon: Prime + 4%

o Underwriting Fee of 2.5%

o Term 1 year

o Non-renounceable

o Enabling growth capital

o Conversion: ZAR5.20
o CIG optionality to
convert

o CIG soft call provision

75% for increase in share capital and
share issue

75% for increase in share capital and
share issue

50% for waiver

50% for waiver and 75% for approval
of Conversion Rights

No approval required
(Independent shareholders)
Other CIG shareholders

(Independent shareholders)

Fairfax

4.5%
16.6%

Impact on CIG
shareholding

No change

95.5%

100%

83.4%

75%

Other CIG shareholders
16.7%

28.6%

71.4%

40.7%

52.7%

59.3%

47.3%

25%

0%

83.3%

50%

Rights followed

100%

27.2%

72.9%

75%

Fairfax

37.7%

48.2%

58.7%

62.3%

51.8%

41.3%

50%

25%

0%

Rights followed
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Rationale for the Proposed Transaction
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Shareholder rationale for the Proposed Transaction
Aim is to minimise the “overhang” of Conco underperformance and thus maximising value
creation for CIG shareholders
1

2
THE LOAN
ZAR300m

1

Covers short term liquidity requirements to enable
continued trade and Conco restructuring

X

Conco business model optimally restructured to create incremental value

Substantial shareholder value to be unlocked
2

Recapitalisation could act as a catalyst for CIG to move closer to a
fundamental value

3
PROPOSED TRANSACTION
RATIONALE

4

Enabling the pursuit of long-term value creating
opportunities
Substantial organic growth in Conlog and CIGenCO

Partnering with an aligned cornerstone investor in
Fairfax
Fairfax committed to the CIG strategic direction
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Establishing a sustainable long-term capital structure
Balance sheet optimised for shareholder risk

3
RIGHTS OFFER
ZAR800m

X

CONVERSION
RIGHTS

X
X

X
X

X
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Rationale for the conversion of the Loan
The conversion of the Loan will further position GIG (and its balance sheet) for significant
value creation
Conversion Rights rationale
Fits in with overall rationale of the Proposed Transaction

1

2

Capitalising
on long-term
value creation
opportunities

✓ Additional headroom created to
pursue attractive, high
conviction organic growth
opportunities

3

Partnering
with an
aligned
cornerstone
investor in
Fairfax

✓ Financially strong and strategic
investor committed for the
long-term

✓ Annuity income earned that will
de-risk CIG’s exposure and
reduce business risk

✓ Performance objectives aligned

✓ Utility like business model

✓ Further skills and expertise
obtained that will strengthen
the Board

Establishing
a sustainable
long-term
capital
structure

✓ Strengthen the balance sheet to
an optimal level

✓ Creates a balance sheet that
can withstand the industry and
market pressures
✓ Optimise risk profile of the CIG
enterprise
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Capitalising on long-term value creation opportunities
Over and above Conlog’s existing business there is significant scope for growth that will
enhance stability of cash generation
The opportunity

The investment parameters
Investment
quantum

Nature of
investment(s)

Last mile
manufacturing
Significant opportunity
w.r.t. pre-paid meters
in certain countries
Taking advantage of
growth in African
power sector

Strong market
position to take
advantage of growth

•
•

Up to c.USD200m of capital – debt and equity
Up to 25% equity – c.USD50m

•

Establishment of pre-paid meter leasing platform and
support services
Expansion capex for additional plant to handle
increased volumes

•

Timing of
deployment

•
•
•

Over the next 18 months
Equity to be raised now
Debt to be raised on a transaction-per-transaction basis

Expected
returns

•
•

Service revenue could grow to ZAR1bn
c.20-25% expected ROE

Pre-paid electricity
expected to grow at
high rates over the
next decade

Limited competitors in
the targeted markets

Meter leasing and
platform
opportunities
Annuity / service
income in addition to
existing sale business
Selected overview of metering offer
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Capitalising on long-term value creation opportunities (Cont’d)
Significant opportunity to enhance annuity income and generate healthy, stable returns
The opportunity

The investment parameters
•

Up to c.USD780m of capital – debt and equity (CIG will
however not own 100% of individual projects)

•
•

Equity investment in renewable energy projects
Investing in capacity to enhance speed and
effectiveness of development of projects

Timing of
deployment

•

Six advanced stage projects where deployment will be
over the short term

Expected
returns

•
•

Hurdle rate of 18% IRR on individual investments
c.20-25% expected ROE

Investment
quantum

Nature of
investment(s)

Pipeline of 14
renewable energy
projects (535MW)

Synergies with
Conco to lead to
further value
creation

6 advances stage
projects where
deployment will be
over the short term
(308MW)
Taking advantage of
growth in African
power sector
Renewable energy
expected to grow at
high rates over the
next decade

Holistic solution in
developing and
investing in projects
Stabilise group cash
flow generation
Significant annuity
income generation
through investing in
producing plants

5MW Ejuva solar plants in Namibia
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Capitalising on long-term value creation opportunities (Cont’d)
The conversion of the Loan will strengthen the balance sheet for value creation
CIG capital requirements to August 2020
Sources of capital
•

CIG requires new capital of
ZAR1.1bn in order to:
−

ZAR’bn

Take care of its liquidity
requirements over the next
c.12 months

−

Optimise its long-term capital
structure

−

Fund CIG’s growth

Uses of capital

1.1

2.2

ZAR1.1bn required in order for CIG to
pursue all of the identified long-term
investment opportunities

0.3

0.3

(Potential return on investment lost if entire
capital not injected)

0.8

•

•

•

Majority of proceeds to be
utilised to fund immediate
liquidity requirements at Conco

(0.8)

1.9

(0.2)
(0.2)

There are further a number of
attractive organic investment
opportunities over the next c.2
years CIG should pursue

1.1

(0.3)

(0.6)

CIG will need an element of
operational cash headroom to
support the transition period,
particularly over the next year

0.1
0.3
(0.2)

Indicative
operational
cash flow

Proposed
Total capital Notes payable Reduction of Indicative
Transaction
after loan
overdraft
maintenance
proceeds repaid in one
capex
year

Indicative
finance net
costs

Long-term Residual cash
investments excluding the
Proposed
Transaction
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CIG cash flow assessment
The Conversion Rights will enhance the balance sheet given and is necessary given
the uncertainty around CIG’s operational cash flow generation
Base case - CIG capital requirements to August 2020
Sources of capital
ZAR’bn

Uses of capital

1.1

2.2

0.3

0.3

0.8

(0.8)

Base case residual cash
position
(0.2)

1.9

(0.2)

1.1

(0.3)

0.1

(0.6)

0.3

(0.2)
Indicative
operational cash flow

Proposed
Transaction
proceeds

Total capital after
loan repaid in one
year

Notes payable

Reduction of
overdraft

Indicative
Indicative finance net
maintenance capex
costs

Long-term
investments

Residual cash
excluding the Loan
conversion

Residual cash position sensitivity

Key takeaways

Residual cash flows highly correlated to operational cash flows generated which
is uncertain

The Conversion Rights will become the buffer for the sensitivity of operational
performance and ensure value enhancing opportunities are exploited

Indicative
Operational
cashflows

Residual cash position (ZAR’bn)
Loan converted

(ZAR’bn)

1.1

Base
case

1

Loan repaid

0.1

(0.2)

1.0

-

(0.3)

0.9

(0.1)

(0.4)

0.8

(0.2)

(0.5)

0.7

(0.3)

(0.6)

Conversion
Rights

2

3

ZAR1.1bn required in order for CIG to pursue all the
identified growth opportunities

Conversion Rights will provide the required
operational headroom to meet managements
objectives and cover potential cash flow generation
shortfall

Immediately deployable investment opportunities
may have to be delayed which could have
significant opportunity cost and value foregone
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Considering a sale of AES in lieu of the Conversion rights
Selling AES (for ZAR250m) in lieu of raising capital through the Conversion Rights will
lead to significantly greater economic value dilution for CIG shareholders given the
low sales price
Shareholding percentage dilution due to Conversion Rights

CIG SOTP valuation

Approval of Conversion Rights will lead to a 12.7% shareholding dilution

Significant shareholder value to be unlocked through the Proposed Transaction,
including the Conversion Rights
The composition of CIG’s value

m shares

Current shares in issue

Rights Offer

196.0
+ 200.0 (1)

Rights Offer shares
Sub-total

= 396.0

Conversion Rights shares

+ 57.7 (2)

Total

= 453.7 (3)

356
250

1 127
800

99

293
450
3 248

2 921
2 121

1 800

Dilution
(1)
(2)
(3)

Conlog

12.7%

CBM

Tractionel

AES

CPM

Conco

Rights Offer amount / Rights Offer price  800m / 4.00
Loan amount / Conversion Rights strike price  300m / 5.20
Conversion Rights shares / Total shares  57.7m / 453.7m

Total EV

Net debt
CIG
excluding Indicative
trade
SOTP
finance valuation

Rights
Issue

SOTP
valuation
post
Rights
Offer

Value of dilution as a due to Conversion Rights

AES valuation breakpoint

Economic value of ZAR109.1m foregone as a result of 12.7% shareholding dilution

AES valuation worth significantly more than ZAR359.1m (breakeven to Conversion Rights dilution)
and selling now at depressed price will lead to more economic dilution than Conversion Rights

ZAR’m

Value forgone due to
shareholding dilution

Value injected due to
conversion of Loan to equity

Net value forgone by
shareholders

12.7% of SOTP valuation after
Rights Offer but before
Conversion Rights (ZAR2 921m)

371.0

87.3% (100.0% - 12.7%) of
ZAR300m value of Loan
converted to equity

(261.9)

371.0 -261.9

109.1

Break-even
AES
valuation

(1)
(2)
(3)

AES valuation

Economic value foregone by
selling AES at ZAR250m

Incremental value foregone
relative to Conversion Rights

700.0

450.0

(340.9)

600.0

350.0

(240.9)

500.0

250.0

(140.9)

400.0

150.0

(40.9)

359.1

109.1

-

Indicative valuation range for illustration purposes
AES valuation less AES current indicative price of ZAR250.m
Economic value foregone by selling AES at ZAR250m less Net value foregone due to Conversion Rights of ZAR109.1m
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Partnering with an aligned cornerstone investor in Fairfax
Brings financial stability and commercial expertise
About Fairfax

Description

Strategy

Benefits of having Fairfax as a cornerstone investor

An investment holding company which through its
subsidiaries focus on African investments

Fairfax invests in African businesses identified to be
of a high quality

Investment
industries

Key investment sectors in Africa being infrastructure,
financial services, energy, food & agriculture,
consumer products and retail

1

Bring financial stability to CIG

2

Position CIG for growth

3

Become an access point for funding

4

Synergies and other benefits

5

Enhance management expertise

Fairfax credentials

(1)

USD727m

USD306m

Market cap

Investments (1)

Investment through an
equity offering, secured
lending arrangement and
rights offer

Investment through a
convertible bond and
equity offering

Investment through a
secured lending
arrangement, bond and
warrants

2017 / 2018

2017

2017

Investor

Investor

Investor

Investments are held through Loans, bonds and common stock

Management is currently undergoing a
restructure and would benefit from the
knowledge and expertise that Fairfax
can provide especially given their
experience in the Pan African
environment
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Partnering with an aligned cornerstone investor in Fairfax (Cont’d)
Case study - AFGRI
The AFGRI investment demonstrates Fairfax’s consistent, long-term and flexible approach

Indirectly held AFGRI for over 5 years with no
intention to sell

OVERVIEW

1•

Leading African agricultural
services and food processing
company

2•

Core focus on grain commodities

3•

Provides a complete service offering
across the grain production &
storage life-cycle

4•
5•

One of Africa’s largest storage
companies

1
Strategically aligned long-term investor

Over the investment period has continued to
increase its stake in AFGRI

2
Continuous investment of capital

3

Maintained investment in AFGRI regardless of
continued drought conditions in SA and the
volatility of the ZAR/USD
Stable and reliable investment partner

South African based company with
operations in 17 African countries
Invested directly into a wholly-owned
subsidiary of AFGRI, Philafrica Foods

4
Ability to address funding needs

16

Establishing a sustainable long-term capital structure
CIG fundamentally undervalued due to distressed balance sheet
The composition of CIG’s value

The effect of the Proposed Transaction on CIG value

Indicative EBITDA
(ZAR’m)

240

100

65

N/A (1)

22

N/A (2)

EV/EBITDA exit
multiple

7.5x

4.5x

4.5x

N/A (1)

4.5x

N/A (2)

2.30

1.49

1.28

0.5

1.82

Value per
share (ZAR)

9.18

16.57

(5.75)

No. of CIG
shares (‘m)

10.82

196.0

(3.44)

(0.28)

+200.0

+57.7

(3)

(4)

7.10

453.7

300

356
99
1 127 (5)

250

800
293

ZAR’m
450

3 248

3 221

2 121
1 800

Conlog

1.
2.
3.
4.
5.

CBM

Tractionel

AES

CPM

Conco

Total EV

Net debt
CIG indicative
excluding trade SOTP valuation
finance

Rights Issue

Covert (Post
conversion)

SOTP valuation
post Proposed
Transaction

Based on a recent unsolicited offer received
Indicative Conco NAV based on FY2017 (ZAR475m) discounted by 75%
ZAR800m issued at ZAR4.00 per share pursuant to the Rights Offer
ZAR300m raised through conversion of Convertible Debt at ZAR5.20 per share
Indicative current long-term interest bearing debt which includes CIG notes of ZAR924m and other facilities
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Establishing a sustainable long-term capital structure (Cont’d)
ZAR1.1bn will optimise the balance sheet and potentially lead to significant value unlock
Key solvency ratios

Indicative value to be unlocked

The Proposed Transaction will have a positive effect on CIG’s
financial metrics

CIG is fundamentally undervalued in part due to a distressed balance
sheet and over geared business

Indicative
as at 28 Feb
2018
(Pre Proposed
Transaction) (1)

Indicative as at 28 Feb 2018
(Post Proposed Transactions)

Loan converted

1.0x

Capital
sources:
Capital uses (2)

134%
upside

Loan repaid

ZAR

0.9x

3.4
ZAR’bn

0.3

Capital sources

NA

2.2

1.9

Capital uses

NA

2.1

2.1

26.2%
18.8%

Debt ratio

10.8
7.4

19.7%
3.0

ZAR’bn

Gross Debt

1.6

1.3

1.3

Total assets

6.1

6.9

6.6

0.5x

Net debt:
equity

0.1x

Share price as CIG indicative
at 13 August
SOTP
2018
valuation

Value
ZAR’m

Net debt

1.3

0.5

0.5

Equity

2.6

3.7

3.4

Including the Loan (ZAR0.3bn) which was disbursed on 4 June 2018
Over a period of 2 years

Rights Offer
impact

Indicative
SOTP per
share after
Rights Offer

Conversion
Rights impact

Indicative
SOTP per
share after
Conversion
Rights
exercised

+ 800

2 921

+ 300

3 221

396

+ 58 (2)

454

0.2x

ZAR’bn

(1)
(2)

7.1

(1)
(2)

596

2 121

196

196

+ 200

(1)

Rights Offer price of ZAR4.00
Conversion price of ZAR5.20
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Key takeaways and way forward
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Key takeaways
ZAR1.1bn long-term capital required to maximise value for CIG shareholders

Quality enterprise with favourable business
prospects

Optimally turning around Conco to continue
value creation for CIG Shareholders

Fundamentally undervalued due to suboptimal capital structure

Attractive, high conviction growth
opportunities

Requires ZAR1.1bn long-term equity, through the Rights Offer and conversion of the Loan to
maximise value for existing CIG shareholders through unlock of existing value and further value
creation through growth
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Indicative timetable
EGM to be held on 29 August, indicative Competition approval on 3 October
2018

July

August

September

October

TRANSACTION APPROVAL AND IMPLEMENTATION
Shareholder approval
EGM

Wed, 29 Aug

TRP approval
Objection period

Thu, 30 Aug

TRP compliance certificate & Waiver issued

Thu, 6 Sep
Thu, 6 Sep

Competition Committee approval
Indicative review period

Wed, 3 Oct

Competition application filed in June

Indicative Competition Committee approval
Rights Offer implementation
Posting of Rights Offer Circular
Rights Offer period
Issue of securities and closing

Wed, 3 Oct
Dependent on
Competition
approval
Fri, 12 Oct
Mon, 22 Oct

Fri, 26 Oct
Mon, 29 Oct
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Disclaimer
Copyright of information contained in this document is owned by CIG. You may use this information and reproduce it in hard copy for your
own personal reference use only. The information may not otherwise be reproduced, distributed or transmitted to any other person or
incorporated in any way into another document or other material without the prior written permission of CIG.
Information in this document is given by us in good faith and has been taken from sources believed to be reliable. We make no
representations that the information contained in this document inaccurate, complete or fair and no reliance should be placed on it for any
purpose whatsoever.
The information contained herein is not intended to serve as financial or other advice. CIG shall not be liable for any loss or damage
suffered by any person or company using or relying on any information and/or opinions contained herein.
CIG does not make any representation regarding any other sources, which may be referenced in this document and accordingly accepts
no responsibility for the content or use of such sources or information contained therein. CIG shall not be liable to any party for any form
of loss or damage incurred as a result of any use or reliance on any information contained in such sources or any sources which can be
accessed through this document.
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