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Charter review can help 
to address BEE quandary 
INVESTORS are still waiting in 
anticipation for the finalisation of 
the review of SA's five-year-old 
mining charter, which has now 
been set down for August. 

The report on the mining 
charter is expected to be critical of 
the lack of black economic 
empowerment (BEE) ownership 
transformation in the mining -
sector, with several players failing 
in their attempts to structure 
sustainable empowerment 
transactions from a funding 
perspective, says Beverley Vemon, 
Bravura corporate financier. 

A recent study commissioned 
by the South African Mining 
Development Association and KIO 
Advisory Services showed that few 
mining companies are anywhere 
near achieving the 26% net value 
target set by the Department of 
Mineral Resources. 

Vernon says that this can 
largely be attributed to 
unsustainable models of BEE 
deals, known as special purpose 
vehicle (SPV) structures. These 
SPV structures are highly sensitive 
to higher interest rates, slower 
growth and uncertain market 
conditions impacting negatively on 
share prices. 

"Even in a bull market 
traditional BEE SPV structures — 
often implemented at pretax 
funding rates of about 18% — do 
not result in substantial 
ownership transfer. For example, 
even if share prices increase at 
about 750% aver a 10-year period 
BEE shareholders will end up 
with an approximate 9% 
shareholding after originally 
concluding a 26% transaction." 

Bravura believes that the review 

will set out clearer guidelines 
around the controversial 
requirement that BEE partners 
must hold an unencumbered stake 
after two years of the ownership 
transaction for empowerment 
points to be scored, together with 
requirements regarding minimum 
levels of vendor facilitation and 
cash flows to BEE shareholders 
during the financing term. 

"Generally speaking. SPV 
structures have failed SA's 
empowerment ownership 
objectives. When one takes into 
account the fact that a BEE 
transaction normally costs a 
company between 5% and 8% of 
its market capitalisation it becomes 

Beverley Vernon... a recent study 
showed that few mining companies 
are anywhere near achieving the 
26% net value target set by the 
Department of Mineral Resources. 

clear that serious value has been 
destroyed in SA over the past 10 
years, with little ownership 
transformation (in money) to show 
for it" 

Bravura argues that a far more 
sustainable method of 
implementing BEE ownership 
transactions is the BEE leveraged 
buyout model, where the value of 
the company is reduced to a 
nominal amount with the result 
that the black participants do not 
need to raise external finance for 
the transaction. 

This model, which can be 100% 
vendor facilitated, does not put 
unnecessary strain on the balance 
sheet of the vendor company, 
while also facilitating the debt-free 
empowerment of broad-based BEE 
groupings, says Vernon. 

She says that given the lack of 
transformation in the mining 
sector to date. Bravura is hopeful 
that the review of the mining 
charter will also address the 
structural issues in respect of 
unsustainable SPV models and, in 
addition, promote alternative 
models that will achieve 
sustainable vendor support. 

This would assist companies to 
empower their operations 
meaningfully and achieve their 
empowerment objectives. * 
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