
Date : April, 12,2010 Publication : Business Day Page Number: 9 

Black-owned share of mines 
is less than meets the eye 
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I N OCTOBER 2002. mining industry 
stakeholders reached agreement on 
an historic charter for the sector. The 
charter came into effect in May 2004. 
following the enactment of the Min

eral and Petroleum Resources Development 
A« of 2002. 

In terms of this act, companies or 
individuals with mining rights had to apply to 
the then Department of Minerals and Energy 
for new-order mining rights. To be awarded 
nt.*w-order mining rights, companies had to 
show they had met a number of conditions, 
including the objectives of the charter. These 
included the achievement of 15% black own
ership in five years and 26% in 10 years. 

Last week. Mining Minister Susan Sha-
bangu found herself in a difficult situation as 
she convened a summit at the Drakensberg 
Sun to review progress. The government has 
awarded all companies their new-order 
mining rights, but many at the summit will 
point out that there is little evidence, almost 
eight years later, that the sector has met the 
objectives of the charter, especially the 
targets for black ownership. 

Some mining companies say they have 
long since met the requirements of the char
ter. In Anglo Platinum's annual reports for 
2004 and 2005. for example, former chair
man Barry Davison asserted: "The group has 
already met its 2009 target of 15%." 

We recently conducted research on black 
ownership in the platinum group metals 
(PGM) industry, the largest subsector in the 
mining industry. We found that the gross 
value of black shareholding (or "black eco
nomic empowerment (BEE) market capital
isation") in the listed platinum sector was 
R30,7bn or 7,95% of the sector's total market 
capitalisation of R386bn. 

However, the value of black shareholding 
in Impala Platinum (Impiats), the country's 
second-largest platinum producer, accounted 
for R19.9bn or 65% of the sector's BEE mar
ket cap. This shareholding consist of the Roy
al Bafpkeng Nation and an employee share 
ownership programme. The gross value of 
black shareholding in Impiats. Northam and 
Aquarius accounted for 89% of the sector's 
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BEE market capitalisation. If one excludes 
the black shareholding in Implats, because 
most of i l had nothing to with the charter and 
was not a traditional BEE deal, the gross 
value of black shareholdings was RIObn — or 
just 2.79% of the sector's market cap. 

Given the good performance of platinum 
share prices since the charter was signed, 
notwithstanding the recent retreat, one won
ders what would have happened if trans
actions had been concluded at the holding 
company level and not at the operating com
pany level? The virtually nonexistent black 
shareholding at holding company level was 
an unintended outcome of the charter, which 
said: "The currency of measurement of trans
formation and ownership could, inter alia, be 
market share as measured by attributable 
units of South African production." 

As a result. Anglo Platinum and Lonmin, 
the country's largest and third-largest PGM 

malicious compliance by mining companies. 
Many of them concluded transactions which 
they knew would never result in the vesting of 
ownership with black people." 

The Department of Mineral Resources 
must shoulder some of the blame - for grant
ing new-order mineral rights to companies 
that did not have to prove that ownership 
would vest with black people. Looking back, 
one of the biggest weaknesses of the Mining 
Charter was its lack of a rigorous measure
ment system with clear targets and defini
tions to significantly reduce the possibility of 
different interpretations by companies. 

Î ack of capacity in the former department 
of minerals and energy to evaluate complex 
funding structures facilitated the confusion. 
Therefore. Anglo Platinum could claim five 
years ago that it had already met the charter's 
ownership target for 2009. 

The Department of Trade and Industry 

Many of them concluded transactions which they knew 
would never result in the vesting of ownership 

producers, pursued transactions at the level 
of operations or individual mines. Anglo Plat
inum also facilitated the creation of black-
Owned Northam and Anooraq. 

If one looks at attributable BEE produc
tion, the face value of black participation is at 
13.34%. The figure drops to 9% if one 
excludes Implats. But such statistics do not 
mean much. They do not take into account 
the debts acquired by black shareholders. For 
example, everyone in the industry knows that 
Incwala, Lonmin's R4.5bn "black-owned" off
spring, has gone bust. In the year to Septem
ber 2009. Lonrho suffered a 50% (or SI.2bn) 
revenue collapse, a loss of S129m and 
retrenchments. This had a huge effect on 
Incwala, whose future is now uncertain. 

The sector's performance on the own
ership indicator, whether one is looking at 
shareholding at the holding or operating 
company levels, does not look good. As one 
black businessman says: "There has been 

BEE Codes of Good Practice (2007) provide 
a robust measurement system for companies 
outside the mining sector. Last April the 
Department of Mineral Resources published 
the Codes of Good Practice for the Minerals 
Industry ("the DMR Codes"), which included 
general principles for measuring ownership 
and a scorecard. 

The DMR Codes include some of the con
cepts found in the DTI Codes on ownership, 
but without the detail that is necessary to 
eliminate confusion. Despite the problems 
with the DTI Code on Ownership, the DMR 
Code is a significantly inferior tool for mea
suring ownership. 

However, the inclusion of a net value (the 
unencumbered black equity interest) indi
cator in the DMR Codes is significant. On this 
measure, none of the platinum mining com
panies, except Implats and possibly Northam. 
are anywhere close to achieving the 26% net 
value target contained in the DMR Codes. 
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This raises serious problems for Shaban
gu: all the platinum companies have received 
neworder mining rights but few of them are 
close to achieving the 26% net value target. 
The same probably applies in the rest of the 
mining sector. In other words, the govern
ment's significant leverage in the sector (the 
ability to award licences) has not even been 
used to achieve "narrow BEE" The same 
could be said about using government lever
age in mining to achieve broader economic 
development objectives. 

The platinum price was below $600 when 
the charter was signed. It has since increased 
to more than SI 500. Other countries have 
huge sovereign wealth funds to show after the 
recent commodity boom. For example. Nor
way's Petroleum Fund has accumulated 
$450bn. It has extracted massive economic 
rents from the oil sector  through taxes, 
licence fees, dividends and direct ownership. 
In the past the state gave its own oil company 
50% and more of licence awards. 

There are two solutions for Shabangu. 
according to one industry insider. She can 
cancel the neworder mining rights and start 
a process of reissuing them with stria con
ditions. Or she can renegotiate terms with 
existing neworder mining rights holders. 
The latter option would require the 
government to establish the infrastructure to 
conduct a dealbydeal analysis of funding 
instruments to determine net value currently 
in the hands of black shareholders and 
persuade companies to renegotiate terms 
and commit to new vesting targets and 
dates. 

But a focus on "narrow BEE" will not fly 
this year. 

We need a new model of BEE that is 
linked to broader economic development 
objectives. If we are to have such a debate, we 
will realise that high interest rates, an ap
preciating currency and a timid approach to 
industrial policy prevented the country from 
reaping its own "Norwegian dividend". 

■ Gqubule, a consultant and economic 
analyst, is the author of Making Mistakes, 

ting Wrongs (Boomerang Books). 
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