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EXECUTIVE SUMMARY

Black economic empowerment deals undertaken
by the JSE's 100 largest companies since 2000
have generated R317bn in total value attributable
to beneficiaries. This is value generated from
deals that had matured before, or were live, as at
30 December 2014, and is net of any debt or other
financial obligations attached to deals. This figure is
gross of tax that may be due by beneficiaries.

Of this amount, R52bn (16%) is attributable
to staff schemes, R196bn (62%) to strategic
investment partners and R69bn (22%) to broad-
based community schemes. Strategic partners invest
through investment companies that often have large,
broad-based beneficiary groups as shareholders.

Of the total, R108bn (34%) is value created by deals
that had matured up to and including 31 December
2014; and R209bn (66%) was value in deals that
were still “live”. Matured deals are those where
the value is no longer encumbered by any trading
restriction or financial obligation, so beneficiaries are
free to use that value as they want. Live deals have
funding or trading restrictions (“lock-ins”) and our
calculations represent the net asset value of those
deals as at 31 December 2014. The eventual value of
live deals when they mature will be subject to market
performance subsequent to our valuation date. Given
that the JSE's all share index appreciated by 5% in the
five months to end of May, the value of live deals will
have increased since our valuations.

Last year was a record for the value of maturing
deals, with R59.8bn of value delivered to
beneficiaries in calendar 2014.

From an industry perspective, the mining sector
has been the largest generator of value with a
total of R101bn. It is followed by banks (R57bn) and
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industrials (also R57bn). Relative to overall sector
market capitalisation, mining has also generated

the most value, equivalent to 11.8% of market value,
followed by healthcare (7.2%) and banks (6.0%).

The three largest deals by value created are
FirstRand’'s R23.2bn deal, Exxaro’s 2006 deal
which is now worth R16.8bn and Sanlam’s R14.4bn
deal. When looked at from the perspective of
the percentage of market capitalisation, mining
companies dominated with the top three being Exxaro
(46%), Northam (34%) and Impala Platinum (28%),
using market capitalisations as at end-December
2014. Anglo American’s deals are estimated at R3.3bn;
however if the deals it facilitated in listed subsidiaries
are included, Anglo’s value creation is R53.3bn (and
arguably higher if other related companies are
included), making it the largest BEE deal value creator
of all companies.

When the drivers of value creation are assessed,
the clearest and most important determinant is the
performance of the overall JSE. On average, during
the life time of individual deals, the all share index
returned a compound annual return of 13.8%,
according to our calculations. This was below the 20-
year average return of the all share index of 17.2%,
but was sufficient to more than cover the cost of debt,
which we estimate to have averaged 85% of the prime
rate during the period. The underperformance relative
to the all share index indicates that the timing of deals
was less than optimal. The most successful deals were
naturally where share price performance was very
positive. There is a strong correlation between deal
value created and the relative outperformance of the
company's share price. Of the 10 largest deals, the
relevant companies outperformed in their sectors by
an average of 6%.
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Of the 50 deals in the market that have concluded,
the average deal period was seven years, with a
maximum of 12 years and a minimum of three years.

The longer the term of the deal, the more likely
the deal was to have delivered value. Longer lock-
ins benefit from the compounding effects of returns
and capital appreciation of the shares. Deals that have
lasted eight years or longer delivered an average
return of 4.5% of the market capitalisations of investee
companies, while deals that lasted less than eight
years showed a return of 3.2% of value.

Of the 100 companies eligible for our study, 17 had
undertaken no deals at all and eight had undertaken
deals that were “underwater”, or valueless, because
of weak share price performance. The balance of
companies had deals that had delivered positive

© COPYRIGHT 2015
This report is copyright to Intellidex, but may be freely distributed and reproduced in this format without requiring
permission from Intellidex. Various supporting resources are available for download at www.intellidex.co.za/bee

DISCLAIMER

The Value of BEE Deals

returns to beneficiaries.

We did not determine the number of individual
beneficiaries, however it is safe to say that tens of
thousands of staff have benefited from staff schemes,
and hundreds of thousands of beneficiaries are
eligible to obtain benefits from community schemes.
Most community schemes are in the form of trusts
which make grants to beneficiaries. Our calculations
indicate that the trusts have a total value of R49bn
in assets, many of which can fund beneficiaries in
perpetuity. The capital amount held in these trusts
will be invested to generate an annuity stream to fund
beneficiaries that should amount to more than R10bn
per year.

This report is drawn from estimates undertaken by analysts at Intellidex. We believe the methods used to determine
estimates are defensible, but the nature of the exercise means that estimates can only ever be approximate and
dependent on assumptions. We therefore cannot take any responsibility for the accuracy or otherwise of the
information contained in this report. Intellidex provides no warranty whatsoever as to the accuracy of the data and
cannot be held responsible for reliance on this data.
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1. INTRODUCTION

Black economic empowerment is a national South African
project aimed at helping to undo the legacy of Apartheid
that is reflected in the pattern of ownership and other
economic activity in the country. One element of this
project has been to use the shares of JSE-listed companies
to create assets in the hands of black beneficiaries. To
do so, companies entered into transactions that aimed
to transfer ownership of shares in those companies and,
where relevant, the dividends that owners of shares
receive, to black beneficiaries. Such transactions were
generally funded using some form of debt or debt-like
mechanism.

The ambition of this project was to determine just how
much value these deals have generated. It makes no
comment on other issues that are important including
skills  development, employment equity, enterprise
development or even the pattern of ownership of the
economy. This value was achieved by ensuring black
beneficiaries became owners of interests in companies,
but this is transitory in that those beneficiaries are
naturally free to dispose of such stakes once deals
mature. This project therefore has little to say about the
pattern of ownership of JSE-listed companies, but for the
first time calculates the quantum of asset value that black
beneficiaries have acquired through such deals.

Beneficiary types

We have analysed deals in terms of three different “types”
of beneficiaries: staff, strategic investors and community
groups. Each of these beneficiary types has different
economic considerations. Staff members are ordinary
natural persons and in the case of many strategic investors
and community groups, ordinary natural persons are the
ultimate beneficiaries too, and receive either shares or
cash at maturity of deals.

Typical BEE deal stages:

a Pk w -

cancelling shares of equivalent value at that point.

The Value of BEE Deals

Standard investment theory tells us that the rational
strategy of any investor is to diversify exposures such that
risk and return are optimally balanced. BEE deals tend
to deliver value that is undiversified in that exposures
are narrowly focused on investee companies. We should
expect, then, that beneficiaries would rebalance their
investments, disposing of concentrated exposures and
acquiring diversifying assets.

We should also expect that individuals will adjust their
exposures according to lifecycle stage, using proceeds
to settle debt and acquire assets early in their earnings
cycle, but building savings later in their careers to fund
retirement. Long-term savings are appropriately invested
in equities such as those listed on the JSE, so the racial
pattern of long-term savings in South Africa needs to
normalise before we can expect to see a normal racial
pattern in ownership of JSE-listed securities.

These considerations support a normative expectation
that the ownership stakes that BEE deals provide are
unlikely to form long-term ownership interests. BEE deals
generate capital in the hands of beneficiaries that can be
used in many ways, ranging from consumption to funding
new business start-ups. Deals ensure improved balance
sheets of black beneficiaries, creating equity value, but
those balance sheets can be deployed in multiple ways as
soonasdeals mature. Thisis a desirable outcome —itwould
be counterproductive to lock beneficiaries into illiquid
equity exposures merely to achieve black ownership, but
that are otherwise economically irrational. The objective
should be to generate assets that can serve an economic
purpose. That is achieved by ensuring black beneficiaries
are able to use those assets to pursue rational economic
objectives including diversifying asset exposures and
optimising life cycle consumption and investing patterns.
In an economy in which there is no race-based bias to
income or wealth distribution, we would expect to see no
race-based bias in JSE-listed company ownership. BEE

A quantity of shares representing a certain percentage of a company is issued to entities controlled by the beneficiaries.

The market value of those shares, usually with some small discount, is set as the opening notional financing obligation.

The financing obligation increases each year by the funding rate, which is usually a percentage of the prime interest rate.

Some or all dividends received are allocated to reducing the notional financing obligation, with the balance paid to beneficiaries.

At expiry of the deal, usually after seven to 10 years, the remaining notional funding obligation is settled with the company buying back and

6. The remaining shares are distributed to beneficiaries. The value of these shares represents the net value of the deal at expiry.

www.intellidex.co.za
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deals should play their part in undoing the racial bias in
wealth distribution, but the ownership pattern of the JSE
is a result of wealth distribution patterns rather than a
cause of them.

Strategic investors

While companies clearly benefit from including staff
in schemes, strategic investors as a group provide a
different sort of benefit. Strategic investors are selected
for their ability to drive the company's strategy and
competitiveness. There are various ways that this can
manifest, ranging from lobbying at the political level
through to guiding the development of the business. For
the strategic investor, BEE deals provide an opportunity
to accumulate capital and acquire actual operating
businesses. Often the investment objective is different to
the normal portfolio perspective of the standard investor.
These strategic investors aim to directly influence the
performance of companies. Our calculations indicate
that strategic investors have a collective balance sheet
of close to R200bn. This provides significant capital to
drive the strategies of such investors, which may include
acquiring concentrated exposures to companies to be
able to exercise greater influence. Strategic investors
are more likely to remain long-term investors after
deals mature where there is a prospect of being able to
generate significant value as part of a broader corporate
strategy for the investor. Increasingly, strategic investors
are specialising in particular sectors and focusing on
having an operating influence.

Given these issues, we considered it important to
complement the information available about the
transformation of the South African economy by
measuring the value created by BEE deals. As the above
discussion should make clear, this assesses the wealth
generated by such deals, but says nothing about the
ownership of JSE companies. We are aware of other
studies that provide insights on ownership, as well as
other facets of the transformation project.

JSE performance

The headline number — R317bn — represents net balance
sheet value attributable to black beneficiaries. Some of
this — R208bn —is still “locked in” to deals that have yet to
mature. These will mature over the next several years and
the rand amount represents the value of those live deals as
at the end of 2014. In some cases these are economically
useful assets in that beneficiaries can hedge or use the
value as security for borrowings. The performance of the

www.intellidex.co.za
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KEY FIGURES

R31 / b I Net value created by BEE deals by largest 100 JSE-listed

companies.

Figure 1: Concluded vs live deals

M Live deals
B Concluded deals

Figure 2: Value by beneficiary type

Bl Staff schemes
M Strategic investors

Bl Community schemes

JSE will affect the eventual value of these interests when
they mature.

The generation of this value is a function of the
performance ofthe share prices of the relevant companies.
During the period of such deals — the earliest were in
2001 - the market has had ups and downs, though it had
a strong overall rally in the few years before the end of
our study period. The timing of deals was therefore a very
significant driver of value creation, both when deals were
entered into and when they matured. There are periods
when deals, including some large ones, were valueless,
but a subsequent recovery in the market saw significant
value created before deals expired. Equity investing is
naturally volatile, but historically the long-term returns
have been better than other asset classes. The general
financial form of BEE deals is to swap the returns from
debt for the returns from equity. In South Africa the JSE's
overall return has averaged about 17.2% over the last
20 years, while the average prime interest rate has been
13.7%. The difference between these two rates of return

© copyright Intellidex (Pty) Ltd



intellidex

Researching Capital Markets & Financial Services

has, on average, been the source of asset creation by BEE
deals.

Equity returns are volatile while debt costs are relatively
stable. In any “normal” debt-to-equity swap, this
volatility mismatch is a risk that has to be compensated
in the form of a risk premium. The intuition is that the
volatility of equity creates bankruptcy risk — large short-

CONTEXT
How much is R317bn?

Figure 3: 1.8 times the total amount of corporate

income tax paid in 2014
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term downward movements in equity value can lead to
significant net negative value for periods, but over time
the average returns from equity normalise with a positive
margin over the cost of debt. The economic cost of BEE
deals is that the investee companies effectively pay this
risk premium; they absorb the bankruptcy risk. BEE deals
affect the overall bankruptcy risk of any company which
negatively affects share prices; however BEE deals are
important to companies’ ability to operate successfully in
South Africa so undertaking a deal can be net share price
positive. It is clear also that the probability of BEE deals
succeeding increases over time. The longer the BEE
deal’s time frame, therefore, the greater the likelihood of
large returns.

Deal structures

The “cost” to companies of the deals is the implied
option premium in the structures. Where values have
been calculated for this premium, figures in the region
of 3% of the value of companies have been suggested.
[t might be argued that the BEE project could have
instead been achieved through the simple transfer of this
cost to black beneficiaries. This, however, would omit an
important element to the overall project, which is to align
incentives with the objective of increasing the value of
JSE-listed companies. By giving beneficiaries a stake in
the prosperity of companies, better outcomes may be
achieved than would be the case in a simple transfer of
value.

The form of deals has changed over time as financial
structuring techniques have evolved, regulations have
been introduced and expectations changed. The “state
of the art” deals aim to deliver on a range of objectives.
Deals now typically involve three different beneficiary
groups: black staff, who can be incentivised and retained
through their inclusion in deals; black strategic investors
who can contribute to the overall companies’ strategy and
competiveness; and community groups who are usually
broad-based constituencies that become beneficiaries
of philanthropic activities, and are often affected by the
companies’ operations. This “typical” deal form has
been influenced by different considerations regarding
black empowerment, such as the broadness of value
creation, but also by debates regarding the interests of
corporate stakeholders globally. BEE deals have been
influenced by a “stakeholder” view of capitalism, in that
beneficiaries are not just typical investors, but also those
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who have interests in a company such as employees
and communities around their places of operation. The
inclusion of these stakeholders in BEE deals has been an
interesting feature of transactions which aligns them with
global best practice views on stakeholder capitalism.

In this report we reflect on all of these issues in analysing
the value created by BEE deals. Our key findings are
summarised in the executive summary at the start of this
report, and we reflect more deeply on the issues that have
driven value generation in what follows. We hope in this
report to support ongoing debates about the structure
and purpose of BEE deals. We are struck, however, by

www.intellidex.co.za

The Value of BEE Deals

the general conclusion that BEE deals have generated a
significant amount of value that will have contributed to
the overall ambition of black economic empowerment.
Deals have played an important role in normalising the
economy, even though so much more remains to be
done.
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Table 1: 20 largest BEE deals (Rm)

The table below lists the 20 largest deals ranked by total value. Companies on this list may have done more than one deal, some of which may
have focused on different beneficiary groups. To see valuation creation per company, see the tables beginning on page 17.

Company Deal start date Live/ Staff schemes Strategic Community Total
concluded? partners schemes Value
FirstRand Jun 2005 Concluded R 5,971 R 2,594 R 14,698 R 23,262
Exxaro Nov 2006 Live R 1,045 R 15,788 RO R 16,832
Sanlam Apr 2004 Concluded RO R7,915 R 6,476 R 14,391
Naspers Dec 2006 Live RO R 13,884 RO R 13,884
MTN Nov 2010 Live RO R 12,200 RO R 12,200
Impala Platinum Jul 2007 Live RO RO R 11,339 R 11,339
Standard Bank Oct 2004 Concluded R 4,367 R 4,359 R 2,179 R 10,905
RMH Dec 2011 Live RO R 9,878 RO R 9,878
SABMiller Jun 2010 Live R 3,882 R 4,076 R 1,747 R 9,705
Aspen Mar 2005 Live RO R 8,684 RO R 8,684
South32 Jul 2007 Concluded RO R 7,949 RO R 7,949
RMI Dec 2011 Live RO R 7,096 RO R 7,096
Mediclinic Jun 2005 Live R 1,383 R 5,321 RO R 6,704
Anglo American Platinum Jun 2002 Live RO RO R 6,652 R 6,652
Old Mutual Aug 2005 Live R3,716 R 1,696 R 969 R 6,381
Kumba Iron Ore Nov 2006 Live R 646 RO R 5,136 R 5,782
Nedbank Jun 2005 Concluded R 2,185 R 1,743 R 1,573 R 5,501
Netcare Jun 2005 Live R 2,547 R 1,329 R 561 R 4,437
Northam Platinum Jan 2008 Concluded RO R 3,921 RO R3,921
Vodacom Oct 2008 Live RO R 3,646 RO R3,646

' www.intellidex.co.za © copyright Intellidex (Pty) Ltd



intellidex®

Researching Capital Markets & Financial Services

The Value of BEE Deals

2. FEATURES OF OVERALL VALUE CREATION

The headline value creation figure of R317bn was generated from 136 deals conducted by the 100 companies studied.
The average value created was R2.3bn per deal. Of the 100 companies, 17 concluded no deals and seven had deals
that were "out of the money”, in other words, had no net value. In one deal, the net value was negative by R300m
because of a starting equity contribution. The tables at the end of this report list the key features of every deal we

studied.

Dividends vs capital appreciation

Value was created from both dividend flows to bene-
ficiaries and capital appreciation. Dividend flows were
generally used in the first instance to settle any financ-
ing obligation and accrued to beneficiaries thereafter.
We estimate that total dividend flows to beneficiaries
was R24.4bn while capital appreciation amounted to
R291.9bn (see figure 5), implying that dividend flows
represented 8% of returns. The far higher contribution
from capital appreciation is a function of the structure of
BEE deals in that most have a net financing obligation
remaining at expiry. Consequently the total value accru-
ing to beneficiaries in such deals is in the form of capital
gains only.

Matured vs live deals

Of the 136 deals that were studied, 50 had matured as
at the study end date of 30 December 2014. Matured
deals had created value of R107.8bn with R209.2bn
attributable to live deals at the study date (see figure

6). Live deals will see value vary according to market
performance prior to their date of maturity. Live deals
had an average duration of 6.8 years as at the study end
date, while matured deals had an average duration of
6.7 years. This indicates that a large number of live deals
are close to maturity, although we did not specifically
examine maturity profiles of live deals. Generally deals
have a maturity range of 10 years, with variations found
as a result of corporate actions, which can trigger matu-
rity early, or extensions of deals that have been unable
to generate positive value by the time of the original
expiry date.

www.intellidex.co.za

Figure 5: Dividends vs capital appreciation

R24 369

M Dividends
M Capital appreciation
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Figure 6: Concluded vs live deals
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3. TIMING OF DEALS

Of the 136 deals that we analysed, 50 had matured by
the end of the study date. New deals were launched
with a spike in 2005 and 2006 when 30 and 20 deals were
launched respectively. The spike in activity in those years
was driven by deadlines in charters for the mining and the
financial industries.

Given that most deals have a seven to 10 year life span,
the maturing of deals has consequently increased more
recently, with 2014 seeing the greatest number mature so
far — 15 deals. As of the end of the study date, 86 deals
were still live. We expect many of these will mature in
2015 which will set a new record for the number of deals
maturing.

Figure 7: Number of deals launched/matured per year

350
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M Deals launched M Deals matured

Figure 8: Value generated by maturing deals per year (Rbn)

www.intellidex.co.za

The Value of BEE Deals

From a value perspective, 2014 has delivered by far the
most value from deals that have matured, with R59.8bn
of value transferred to beneficiaries. In 2013, R3.8bn was
generated from maturing deals, while in 2012, R4.3bn
of value was generated from maturing deals. In 2011 a
number of mining deals matured delivering a total value
of R18.6bn, the second biggest year on record.

4. JSE PERFORMANCE IMPACT

The value created by most deals depends entirely on
share price performance. Exceptions are where some
portion of dividend flow is directed to beneficiaries
before a deal expires, though such flows are not large.
Consequently the performance of the company’s share
price is a critical determinant for investors. Our study
excluded deals that expired valueless, but anecdotally it
is clear that various deals were abandoned after the 2008
market decline. Our study has a survivorship bias in that
we've included only deals that matured with some value
or were still live at end-2014.

The period studied saw a strong performance of the JSE's
all share index which increased six fold from early 2000
to the end of 2014 (see graph 1). However, this overall
performance was interrupted by the strong downward

Graph 1: All share index (based to 100
at the start)

With the majority of deals struck in 2004/2005, by 2008 many deals
were underwater. The subsequent strong rally of the index is the key
driver of the value that deals have created.

700
600
500
400
300
200 V
\Vaaa A\
0 T T T T T T T T T T T T T T T
o Ao Ao O A0 Ao Ao Ao Ao Ao Ao Ao Ao Ao Ao
AVl A AVl A Al @ VAl o
NY WY W N WY WY W N NY W N WY WY WY WN N
e T e
FFLFFEFET EET S B S

© copyright Intellidex (Pty) Ltd



intellidex®

Researching Capital Markets & Financial Services

movement in 2008 following the global financial crisis
and a domestic recession. Given that many deals were
struck in 2004 and 2005 (as discussed in section 3, above),
this pattern meant that by late 2008 a great many deals
were valueless. Many collapsed. Those which survived
have since benefited by a three-fold appreciation in share
prices, the main driver of overall returns to deals.

The 2008 collapse was particularly acute for the mining
sector. It rallied to a high in mid-2008 and then lost two
thirds of its value in just six months. It has not recovered,
now trading at half its 2008 high. Given that share price
performance, the value generated by the mining sector is
all the more remarkable. The reason is that some deals,
particularly those of Kumba Iron Ore, Harmony and

Assore, were timed during periods of major share price
appreciation.

The Value of BEE Deals

Banks and other financials also benefited from good
timing, once the market recovered in early 2009. Deals
by Capitec (36.7% CAGR) and Investec (15.9% CAGR)
were particularly well timed to match strong share price
performance by those counters during the life span of
their deals. Among financials, the JSE Limited (23.6%)
and Coronation (38%) were strong deliverers of value.

The healthcare sector, which includes hospital groups
Mediclinic, Life Healthcare and Netcare, showed the
strongest share price performance.

Graph 2: Industry indices (based to 100 at the start)

The healthcare sector has been a very strong performer, but mining has been on the back foot.
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5. VALUE CREATION PER INDUSTRY

BEE deals have been undertaken by all industry sectors
in the South African economy. From a value-creation
perspective, mining has been by far the largest generator
of wealth, creating R101bn of value. That is almost twice
as much as the next biggest value generator, banks,
which created R57bn of value (see table 2).

Mining is also the largest value generator when
considered from a proportional point of view, generating
value equivalent to 11.8% of the market capitalisation
of the companies in the sector. That is followed by
healthcare, consisting of the hospital groups Life
Healthcare, Mediclinic and Netcare, which have each
undertaken substantial deals. Banks are the third-largest
group proportionately, followed by financials, which are
dominated by the large insurance companies.

Comparatively little value has been generated in the
retail sector. This is largely because few companies have
undertaken deals, though in the course of our research
we were told that various companies are in the process
of negotiating deals. Among those that have undertaken
deals, Massmart, Spar, Woolworths, Clicks and Mr Price
have generated good returns for beneficiaries. Another
six companies in the sector had undertaken no deals by
the time of our research date.

The Value of BEE Deals

Table 2: Value creation per industry
sector

Sector Total value Value as % of
(Rm) mkt cap

Banks R 57,228 6.0%
Financials R 32,358 5.4%
Healthcare R 14,289 7.2%
Industrial R 56,740 21%
Investment companies R 10,431 4.2%
Mining R 100,215 11.8%
Pharmaceutical R 9,568 5.0%
Property R 8,872 3.9%
Retail R 7,677 1.8%
Telecoms R 17,246 2.7%
Travel & Leisure R 1,636 3.6%

Industrial companies are the next lowest proportional
value creator. This has largely been because of the
relatively poor performance of share prices of the
industrial sector. Of the 47 companies in the sector,
five have not undertaken deals, the largest of which is
ArcelorMittal, which negotiated but did not conclude a
deal in 2011.

6. VALUE CREATION BY BENEFICIARY TYPE

The standard model for BEE deals has evolved into one
where three groups of beneficiaries are included - staff,
strategicinvestors and community groups. (The definitions
of these groups are on pages 29-30.) The evolution of
this deal type represents the development of insights
into how deals can best deliver value to companies and
the influence of the stakeholder capitalism debate that
has taken place internationally. The debate over the
broadness of deals has also contributed to this trend in
that staff and community groups often include thousands
of end-beneficiaries. Such deal structures include the full
ambit of black stakeholders who become invested in the
success of the investee business.

Of the 136 deals studied with positive value, 51 deals
included a staff component, 93 had a strategic investor
component and 43 had a community scheme. Only
14 deals included all three groups, but this does not
imply that only 14 companies have benefited those
groups — several companies did multiple deals, with

www.intellidex.co.za

each focused on a different type of beneficiary group.
Graph 3 illustrates the trend towards including staff and
community schemes. Initially deals were done entirely
with specific strategic investors, usually associated with
prominent black individuals. From late 2001, broad-
based community groups were introduced into deals
and quickly became a feature of deals done thereafter.
Beginning in 2003 but accelerating rapidly through 2005,
staff schemes became an important component in deals.
Deals with no strategic partners were the exception. A
few deals prior to 2005 included broad-based trusts only.
This has become more common since, with some deals
including staff only, and some have included community
trusts only.

Early community schemes were set up within the mining
industry with large values attributable to such schemes in
deals done by Anglo American Platinum and Gold Fields.
Staff schemes were driven particularly by the financial
sector, which began doing deals in 2003. From mid-
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2005, industrial companies also began including staff in
their deals. Later deals by mining companies also began
including staff, with Kumba Iron Ore standing out for the
R3.4bn of value that it has generated for its staff.

Within deal structures, staff and community participation
is generally funded differently to strategic partners. Staff
members are often funded through a specific one-off
bonus. This is tax deductible to the company though is
taxable in the hands of staff. However, this mechanism
means that staff schemes have very low funding costs,
increasing the scope for returns.

Community participation is often held through trusts.
These can be funded in the first instance by a tax
deductible donation by the company. Similar to staff,
these structures therefore have lower funding costs and
a higher probability of generating returns. Beneficiaries
are usually defined as a class, rather than specific people,
who can apply to receive benefits such as education
and health funding. There are exceptions though — we
included schemes conducted with the public within the
community category. One was MTN's Zakhele scheme
which saw members of the public subscribe for shares at
a significant discount. Less successful was African Bank’s
Eyomhlaba and Hlumisa schemes which have become
valueless since the collapse of the bank, leaving the

The Value of BEE Deals

subscribing public out of pocket.

Strategic investors are more likely to make some equity
contribution to deals, though this is often a small
percentage, usually to cover the par value of shares
issued into the scheme. In some cases the equity injection
has been larger, such as with Sanlam and Lonmin where
multimillion-rand investments were made by strategic
investors.

While the scope for future deals is unclear, the
accumulation of R200bn in capital by strategic investors
represents significant equity that could be put to use in
future deals. Beneficiaries willing to contribute equity are
likely to be preferred for such deals. This will mean that
strategic investors will be absorbing more risk than in
the past.

Graph 3: Beneficiary type, cumulative value by date of deal start

This illustrates how different beneficiary groups have evolved over time. It indicates the cumulative value attributable to each beneficiary type as a

percentage of the total, according to the date of deal initiation. Community groups were included from 2002 and staff became an increasing part

of deals from 2004.
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/. FULL LIST OF BEE DEALS BY TOP 100 JSE-LISTED COMPANIES

See methodology and notes for details of research process. This spreadsheet with additional columns is available to

download from www.intellidex.co.za/bee.
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8. METHODOLOGY, DEFINITIONS AND
ASSUMPTIONS

The aim of this exercise was to calculate the total net
asset value created from black economic empowerment
(BEE) deals undertaken by the 100 largest companies on
the JSE up to and including 31 December 2014.

The following process was used in doing so.

1. Beginning in January 2015, Intellidex analysed
all publicly available information and developed
estimates of the value created through companies’
BEE deals. This relied substantially on announcements
made on the Stock Exchange News Service, circulars
to shareholders and annual reports. This provided
various levels of detail though in most cases Intellidex
had to make some assumptions in order to estimate
value creation, generally regarding the cost of finance
that was embedded in deals. While we aimed to
capture each and every deal undertaken by the eligible
companies, it is always possible that we missed some
in our research process.

2. Intellidex’s initial estimates were sent to the JSE
companies concerned with a request to review the
estimates and to provide missing information to
improve the assumptions our estimates relied on.

3. Most companies replied with comments on our
estimates, either confirming them as accurate or
providing corrections and additional information
to improve them. Some companies provided
full information while others cited confidentiality
regarding specific pieces of information. In some
cases, companies provided us with information to help
determine our estimates provided we kept the specific
information confidential. Other companies did not
respond despite repeated efforts to solicit responses.
Where we had no response and/or companies would
not provide some necessary pieces of information,
we relied on our estimates. The table of the 100
companies indicates which companies fell into which
category.

4. Intellidex’s analysts reviewed all the information sent
in by companies to ensure consistency in the way
calculations were determined.

The Value of BEE Deals

NOTES ON THE RESEARCH METHODS
AND DEFINITIONS

Top 100 companies. The companies in the study
were determined by, firstly, taking the 100 companies
with the highest weighting in the JSE’s Swix Index as
at 31 December 2014. That list was then reviewed
to remove companies with no substantial South
African operations, including Richemont, British
American Tobacco and several property companies
with secondary listings on the JSE but no operations
in SA. That left us with the 100 companies which we
list in this report, which to our minds reflect the 100
largest JSE-listed companies ranked according to
holdings by South African shareholders, with non-
South African companies removed.

Net asset value. Our ambition in determining NAV
was to calculate the value that had either accrued
to beneficiaries through dividends or distributions
made on the maturity of schemes, and/or the implied
net value of the schemes as at 31 December 2014 if
they had not matured. For the most part, calculating
the value of matured schemes was relatively
straightforward, while complications arose in the
calculation of the value of live schemes, particularly
with regard to the financial obligations that may be
attached to such schemes. The assumptions made
in order to do so are discussed below.

Taxation. Our ambition was to calculate value
attributable to beneficiaries gross of any tax liability
that may be due by the beneficiary. In other words,
our aim was to determine value at the moment it
becomes attributable to the beneficiary, rather than
after any tax had been deducted. However, any
taxes that are properly attributable to the scheme
itself or the company involved, were netted off in
the normal course of estimating the value of the
scheme. It follows that the calculations in this report
represent value attributable to beneficiaries gross of
any actual or potential tax payable by them, but net
of any tax that may have been paid by the scheme or
company.

BEE deals. A BEE deal is one where the beneficiaries
are black, as defined in the Broad-Based Black
Economic Empowerment Act, and where the deal
has been enabled by the company concerned. The
company itself must have been afacilitator of the deal
either through vendor financing or guarantees. We
excluded deals where the company played no part
in facilitating the deal, such as when empowerment
investors bought into a company on an arm’s-length
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basis. One somewhat odd outcome of this approach
isthat companies that are themselves BEE companies
in that they are already majority black-owned, often
have not undertaken any BEE deals. However, such
companies may have played a part in the BEE deals
of other JSE-listed companies. One example is HCI,
which does not count as having undertaken any BEE
deal but is majority black-owned, though it has been
counted as part of other deals that other companies
have facilitated.

Subsidiaries and double counting. A holding
company can often facilitate deals in its listed
subsidiaries generating value that can be attributed
both to the holding company and the subsidiaries.
In order to remove double counting, we attributed

factors and/or treatment of dividend flows were not
available, we assumed that the notional funding
cost was 85% of the prime rate (which was the rate
used by most schemes that did disclose) and we
assumed that 100% of dividends were offset against
this funding obligation. We are aware that in most
schemes some small proportion of dividends are
paid out to beneficiaries, but often this proportion
was not available. The impact of such payouts is
not particularly material given that our approach
still attributes any such value to the beneficiaries’
balance sheet, though the compounding effect will
lead to increasing mismatch between our estimated
notional obligations and actual obligations over
time.

value first to the subsidiary, attributing only the 8.  Effective date. For matured schemes the effective
remaining value to the holding company. Examples date was that at which all outstanding conditions
where this was important include Anglo American related to the deal expired. Usually this is the date
and subsidiaries Kumba Iron Ore and Anglo that the final value fully accrues to the beneficiaries
American Platinum. and is no longer encumbered by any lock-ins or
other restrictions. An important consequence of this
Unlisted assets. A number of companies conducted approach is that we did not include any value created
deals at the level of subsidiaries which are not listed. post the maturation of schemes. So if a scheme
In such cases we had to estimate the value of the matured but beneficiaries remained invested in the
unlisted assets. This was typically the case in the scheme and gained substantial further value, this
mining sector where deals tend to be at the level did not count towards the value created through
of the operating mine. In doing so we used Ebitda the deal itself. In our view after the deal matures,
multiples to determine a value and/or a competent the value creation is no longer being facilitated by
persons report on the value of mineral assets. the company, but by the investment decisions of
the beneficiary. For all deals that were still live as at
Financing obligations. Given our ambition to the end of 2014, the effective date of the calculation
determine net value, we had to determine a value for was usually 31 December 2014. There were some
liabilities attached to deals, particularly the funding. exceptions where the availability of audited accounts
Funding in BEE deals is typically of two sorts: actual made it more appropriate to use a date different to
debt injected into a vehicle for the BEE deal through 30 December 2014, but always within a few months
loans and/or preference share funding, or notional of that date. Such cases are listed on the table of
funding where no debt is injected into the vehicle firms.
but a notional funding obligation is accumulated
during the life time of the deal and settled at the 9. Types of beneficiaries. The distinction between
end. In addition, in some cases, the beneficiaries three “types” of beneficiaries has become
injected equity of their own, which we deducted. In clearer in more recent deals, which generally split
deals that had matured, the deduction of liabilities beneficiaries between staff, strategic investment
was usually straightforward. In live deals, it was partners, and community schemes. In some cases
considerably more complicated. Where the terms of the difference between types was not clear cut, such
preference share funding/debt were disclosed, we as when a strategic partner has a large broad-based
calculated the cost of funding up to 31 December community trust as beneficiaries. In general, though,
2014 and the outstanding liability, and deducted the following was used to separate assets according
this from the asset value. In the case of notional to types of beneficiary:
schemes, where the escalation factors and details
of the treatment of dividend flows were disclosed, 9.1 Staff schemes. These were usually employee share

we applied that information to calculate the size of
the notional financing obligation as at 30 December
2014, and deducted this from the value of the
assets at that date. In cases where the escalation

www.intellidex.co.za

ownership schemes in which black employees are
beneficiaries and receive shares and dividends
and have voting rights attached to the shares.
Where ESOPs were general schemes with all staff
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9.2

9.3

participating, we took the proportion of staff who
are black and used that to allocate a portion of NAV
accordingly. Only ESOPs that were explicitly part of
empowerment scheme were considered, leaving
out general share option schemes that may be used
in the companies.

Strategic partners. In general, these are black-
owned investment companies and/or prominent
black individuals. These are not necessarily narrowly
based as various strategic investors have large
beneficiary bases, including non-profit trusts, in
their shareholding base. Usually such investors
are required to provide some form of business
assistance with participation tied to performance
targets. Often partners take board positions in the
investee companies. The type of investor is expected
to actively support the strategies of the business.

Community partners. These types of investors are
generally trusts and/or other forms of non-profit
entity and tend to be the most broad-based type of
beneficiary. The beneficiaries are either defined as a
type, with various ways beneficiaries access benefits
such as scholarships or other types of support,
or specifically named beneficiaries who receive
benefits. Their interests are represented by trustees
of the trusts that hold the assets. Trusts may be
evergreen, in that they will continue to hold assets
and distribute benefits forever onward, however the
effective date of valuation for our purposes is the
date of maturation of the scheme and encumbrance
of the assets in the hands of the trust. We also
included schemes that involved customers and
members of the public within the community partner

type.

10.

1.

www.intellidex.co.za
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Start date. We took the effective start date of the
schemes to be that announced by the companies
concerned. Usually this date represented the date
the shares in the company are issued.

Options and other derivatives. We recognise that
the optionality in some schemes has value, but we
decided not to try and include this value in any of
our calculations. Value arises because live schemes
effectively include some downside protection in
that beneficiaries are protected from any loss. This
protection is a form of insurance that can legitimately
be seen as having a premium value. However,
because our objective was to determine the present
value as at 31 December for live schemes, we are
effectively assessing schemes “as if” they had
matured on that date. It therefore makes sense to
exclude the option values as we are assuming that
as at that point there was no option. In some cases,
option premiums were embedded in the values and
there was no way for us to remove these, though in
our view none of these cases had a material value.
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