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Strong prospects for Prosus

Aslam Dalvi - Portfolio Manager

The value in Naspers now consists almost exclusively
of its holding in Amsterdam-listed Prosus. Prosus
holds a large stake in Tencent - a Chinese online
media giant - and a variety of online businesses (the
rump). Over the past decade, the group has made a
number of investments across emerging markets in
online businesses, with very little success to date,
incurring substantial cumulative losses.
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More recently, the group has changed strategy towards one
of realising value for shareholders and pursuing value-adding
share buybacks. We unpack the key rump investments and
explore the very strong future prospects for shareholders from
Prosus (and in turn Naspers).

Visionary early success

Naspers boasts a rich history of investing in emerging technology
industries with significant growth potential. The company
enjoyed early success, pioneering South Africa’s first pay TV
operator, M-Net, and making strategic investments in

South Africa’s second-largest mobile network, MTN. In 2001,
Naspers acquired a 46.5% stake in Tencent for a mere $32 million
- its most successful investment to date.

Recent history

Tencent has since become the world’s largest digital gaming
company and China’s pre-eminent digital platform, boasting
over 1.3 billion active users. It has one of the most expansive
advertising platforms in China and dominates the digital
payments sector. Since its listing in 2004, Tencent has grown its
revenue and profits by an estimated 33% and 27% per annum
respectively, with its market value growing to over $350 billion.
Naspers’ investment in Tencent has consequently been the
primary driver of value creation for its shareholders, with the

Naspers share price compounding at over 30.5% per annum
over the last two decades.

Naspers, now via Prosus, has strived to replicate its initial
success by venturing into a broad spectrum of high-growth
markets encompassing online retailing, online classifieds,
digital payments, food delivery and online education. While
these ventures have indeed yielded substantial revenue growth,
few are profitable and it seems that the group substantially
overpaid for them (returns on invested capital have fallen well
short of expectations).

A diverse portfolio of growth assets

Prosus’s net asset value (NAV) is predominantly composed of
Tencent, which accounts for roughly 85% of the group’s NAV.

The remaining portion, the rump, encompasses a diversified

array of online enterprises, as illustrated below.

The strategy has been to invest early in online businesses in
developing economies, with substantial addressable markets
and therefore significant growth potential. Prosus has spent
over $32 billion since 2008, enlarging its footprint across
various online and digital industries.

Approximately 25% of the rump’s value is in the food delivery
sector. Notable holdings include a 29.9% stake in the world’s

Breakdown of Prosus’s net asset value excluding its stake in Tencent
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largest food delivery company, Delivery Hero, and a 33% stake
in the leading Indian food delivery firm, Swiggy. Additionally,
Prosus owns and operates ifood, a dominant and rapidly
growing food delivery platform in Latin America.

Meituan, a Chinese-listed digital services conglomerate,
contributes another 17% to the rump’s value. It encompasses
diverse interests in food delivery, online hotel booking,
third-party delivery and various niche online services such as
pet care, tutoring, home maintenance and home cleaning.
Over the past five years, Meituan has impressively delivered a
45% growth rate in revenue. It also stands out as one of the
few profitable food delivery businesses globally, capitalising
on China’s high population density in urban areas and a
fragmented restaurant landscape that affords the group strong
pricing power. The future appears promising for Meituan, with
profits expected to more than double in the next five years as
the food delivery and hotel booking businesses scale up, while
losses diminish across the rest of its portfolio.

Prosus's investments in classifieds, online education and digital
payments constitute the remaining pillars, each representing
around 15% of the rump. Among these, the digital payment
business, PayU, is particularly well-positioned in India. It stands
to benefit from several regulatory changes aimed at supporting

Prosus’s cumulative rump losses
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the digital economy and the growing acceptance of digital
transactions among Indian consumers and merchants. Payment
volumes in India have surged at a rate exceeding 50% annually
since 2015, with expectations of payment volumes doubling
again in the coming years.

The residual portion of the rump comprises online e-commerce
in Europe, online travel and Prosus’s Ventures portfolio, which
houses a collection of smaller investments in early-stage startups.

Elusive profitability

Despite achieving profitability in a few early investments,
Prosus’s strategy of frequently entering new markets has
resulted in mounting aggregate losses over time. Our estimates
indicate that the portfolio has incurred cumulative losses
exceeding $8 billion since 2017 (shown below). Furthermore,
the estimated return on capital since 2008 for its portfolio -

a critical measure of capital allocation effectiveness - has been
a disappointing 4-6% per annum. This falls well below the
returns attainable from other, less risky equity asset classes
during the same period. This subpar performance is extremely
disappointing, particularly considering the roughly $1.5 billion
in additional cumulative corporate costs incurred to deliver
these lacklustre results.

Investing has been poor

The global private equity market has witnessed explosive
growth during this time, expanding from approximately

$3 trillion in 2012 to over $7 trillion in 2022 Investors have
sought to replicate the incredible success of the prior
generation of venture capital investors that invested early in
today’s tech giants. This has ushered in heightened competition,
with the number of private equity managers more than tripling
over the past decade.

A cash flush private equity market and abnormally low interest
rates in the decade prior to 2022 have led to increasing private
market valuations and seen the extensive funding of business
models with questionable long-term economics. Against this
backdrop, we've witnessed a widening gap between the best
and the least successful private equity investors. Prosus’s
performance unfortunately ranks very poorly against the
competition, with its estimated return since 2008 well below

1source: BlackRock
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the median return for private equity managers of around 15%?2.
Despite making well over 60 investments since 2008, we
estimate that fewer than five have delivered an internal rate of
return above the company’s cost of capital.

Changing focus

Prosus recently unveiled a shift in its investment strategy,
announcing a clearer path to profitability for its larger
businesses. Management has committed to shorter investment
cycles and is prioritising value realisation for shareholders
through the divesting of assets.

Prosus is also now pursuing a multi-year share buyback
program while it trades at a discount to the value of its
underlying assets. This will generate significant shareholder
value as Prosus sells Tencent and repurchases its own shares -
securing substantial profit with each trade due to the currently
large discount to underlying assets. We estimate that the
buyback alone holds the potential to grow Prosus’s value per
share by approximately 5-7% annually. Naspers is pursuing a
similar program, selling Prosus shares and repurchasing its own.

Prosus currently trades at a 35% discount to its net asset value
and a 20% discount to the value of its Tencent stake alone
(shown below), indicative of the market attributing a negative

2 source: JP Morgan Asset Management (2008 to 2022)

Estimated value of Prosus NAV

value to the rump. In our view, this is unjustified based on the
prospects of these businesses and considering that over half of
the rump assets are listed with readily observable market values.

Tencent is also independently pursuing a share buyback
program, given that its share price is substantially too low.

Promising prospects

The Prosus strategy of the last 10 years - to invest in a broad
range of high growth online businesses and replicate its
early success - has failed. Profitability across its investments
remains elusive, with estimated returns considerably below
its cost of capital. Despite this, Prosus is a very compelling
long-term investment.

Its largest asset, Tencent, has a promising long-term future
through its exposure to online Chinese economic activity and
rapidly expanding incomes in the Chinese middle class. Nascent
businesses including cloud services, mobile payments and video
advertising are scaling rapidly, thereby diversifying revenue
beyond the core domestic gaming and social network segments.
Additionally, its international gaming business is now
substantial and growing very rapidly. Tencent currently trades
at a substantial discount to our estimate of its intrinsic value.

The shift in strategic focus toward rump profitability coupled
with improved capital allocation and recent management
changes are all positive developments. The combination of
growth at Tencent, NAV accretion from buybacks and potential
recognition of value across its e-commerce assets as the new
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Footnote: 1 Annualised (ie the average annual return over the given time period); 2TER (total expense ratio) = % of average NAV of portfolio incurred as charges, levies and fees in the
management of the portfolio for the rolling three-year period to 30 September 2023; #over 12 months to 30 September 2023. 3Transaction costs (TC) are unavoidable costs incurred in
administering the financial products offered by Camissa Collective Investments and impact financial product returns. It should not be considered in isolation as returns may be impacted
by many other factors over time including market returns, the type of financial product, the investment decisions of the investment manager and the TER. This is also calculated on the
rolling three-year period to 30 September 2023 #over 12 months to 30 September 2023.4Source: Morningstar; net of all costs incurred within the fund and measured using NAV prices
with income distributions reinvested; >Source: Camissa Asset Management; gross of management fees; ©Median return of Alexander Forbes SA Manager Watch: BIV Survey; 7 Median
return of Alexander Forbes Global Large Manager Watch.

Disclaimer: The Camissa unit trust fund range is offered by Camissa Collective Investments (RF) Limited (Camissa), registration number 2010/009289/06. Camissa is a member of the
Association for Savings and Investment SA (ASISA) and is a registered management company in terms of the Collective Investment Schemmes Control Act, No 45 of 2002. Camissa is a
subsidiary of Camissa Asset Management (Pty) Limited [a licensed financial services provider (FSP No. 784)], the investment manager of the unit trust funds.

Unit trusts are generally medium to long-term investments. The value of units will fluctuate and past performance should not be used as a guide for future performance. Camissa does not
provide any guarantee either with respect to the capital or the return of the portfolio(s). Foreign securities may be included in the portfolio(s) and may result in potential constraints on
liquidity and the repatriation of funds. In addition, macroeconomic, political, foreign exchange, tax and settlement risks may apply. However, our robust investment process takes these
factors into account. Unit trusts are traded at ruling prices and can engage in scrip lending and borrowing. Exchange rate movements, where applicable, may affect the value of underlying
investments. Different classes of units may apply and are subject to different fees and charges. A schedule of the maximum fees, charges and commissions is available upon request.
Commission and incentives may be paid, and if so, would be included in the overall costs. All funds are valued and priced at 15:00 each business day and at 17:00 on the last business day
of the month. Forward pricing is used. The deadline for receiving instructions is 14:00 each business day in order to ensure same day value. Prices are published daily on our website.

Performance is based on a lump sum investment into the relevant portfolio(s) and is measured using Net Asset Value (NAV) prices with income distributions reinvested. NAV refers to the
value of the fund’s assets less the value of its liabilities, divided by the number of units in issue. Figures are quoted after the deduction of all costs incurred within the fund. Individual
investor performance may differ as a result of initial fees, the actual investment date, the date of reinvestment and dividend withholding tax. Camissa may close a portfolio to new investors
in order to manage it more effectively in accordance with its mandate. Please refer to the relevant fund fact sheets for more information on the funds by visiting www.camissa-am.com.

Camissa takes no responsibility for any information contained herein or attached hereto unless such information is issued under the signature of an FSCA-approved representative or key
individual (as these terms are defined in FAIS) and is strictly related to the business of Camissa. Such information is not intended to nor does it constitute financial, tax, legal, investment or
otheradvice, including but not limited to ‘advice’ as that term is defined in FAIS. Camissa does not guarantee the suitability or potential value of any information found in this communication.
The user of this communication should consult with a qualified financial advisor before relying on any information found herein and before making any decision or taking any action in
reliance thereon. This communication contains proprietary and confidential information, some or all of which may be legally privileged. It is for the intended recipient only. If an error of any
kind has misdirected this communication, please notify the author by replying to this communication and then deleting the same. If you are not the intended recipient you must not use,
disclose, distribute, copy, print or rely on this communication. Camissa is not liable for any variation effected to this communication or any attachment hereto unless such variation has been
approved in writing by an FSCA-approved representative or key individual of Camissa.



