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Here 
THE STRUGGLE 

surely 
CONTINUES 

B H I : deals have de f i n i t e l y been 
dealt a b l o w by the f inanc ia l c r i s is . 

so n o w what happens? 

Many black economic empowerment (Bl-I-} 
deals concluded over the past few years 
have technically gone under as a result 

o f the global financial crisis and will have to be 
re-engineered. 

This view from the latest Emsl i t Young mergers 
and acquisition report is one piece of evidence 
among many that indicate beyond doubt that 
official BEE ownership targets will he missed by a 
huge margin. 

A research report commissioned by the SA 
Mining Development Association claimed that 
black groups hold less than 8*H> of SA's platinum 
mining industry. The report, compiled by con
sulting (inn Kio Advisory Services, concluded that 
wealth redistribution initiatives have failed in the 
platinum industry. 

The latest findings of BEE rating agency Em-
powerdex concluded that black people own about 
5% of the companies listed on the JSE. that figure 
is watered down to less than 2% i f you strip out 
indebted ( i l l holdings. 

Research findings by trade union Solidarity that 
black ownership on the JSL reached 2J(H> in 2008 
have been widely dismissed as inaccurate. Soli 
darity has used its findings to call for a BEE sunset 
clause. 

Department of trade ft industry (Oil) director of 
BEE Nomonde Mesatywa says the talk of a sunset 
clause for Blil: is premature because black own
ership in the economy is still low and JSI:. 
ownership is debt ridden. 

There is little doubt that, government is going to 
extend the BEE lease to make up for the lost 
opportunity. Mineral resources director-general 
Sandile Nogxina has already indicated for the 
mining sector that there will be a review of 
targets. The mining charter, which was launched 
in 2004. called for transfer of about 26% of 
mining activity to black people by 2014. The 
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The shine is off A number of BEE deals have suffered as a result of the f inancial crisis 

charter is due lor a mid-term review. 
Logic dictates thai a new regime of targets and 

deadlines must be preceded by a thorough di
agnosis to ascertain the fault lines of the pi t -
vailing framework. 

Mainstream business has maintained thai some 
of the official ownership targets carried in the 
broad-based B t t codes of good practice arid in 
different sector focused charters arc unrealistic. 
The position of business is best reflected in the 
fracas that has derailed the financial sector char
ter. Financial institutions have resisted calls to 
increase the charter's ownership target from 10% 
to 15% arguing that the latter is unachievable and 
unsustainable. 

There is no doubt that the global financial crisis 
dealt a heavy blow to existing B t t equity and the 
potential for the creation of new initiatives. The 
trust ft Young report notes that the significantly 
weakened market conditions led to the repricing of 
some B t t deals. "Huge disparities between the 
projected and the actual outcomes became no
ticeable and induced a remodeling of ihe as
sumptions underlying some B t t deals." says the 
report. 

In addition, the report shows thai new B t t deal 
activity fell dramatically. In 2009 the total value 
of B t t deals captured by trnst ft Young came to 
R36,5bn, down from K58hn in 2008 and R96bn in 
2007. The number of B t t deals concluded came 

down to 58 in 2009 from 8 i in 2008 and 125 in 
2007. The decline was mainly a result of tight 
credit markets and the fact that a vast majority of 
big businesses have already concluded their BEG 
deals, says the report. 

Though the global financial crisis is a factor, it 
has always been known thai many B t t trans
actions are inherently leaky and therefore cannot 
deliver on their promise - mainly because of their 
funding structures. This is largely because many 
HI i deals continue to rek on share price per
formance to derive value while they are heavily 
leveraged. This is showcased in the trnst ft Young 
report, which illuminates the mechanics of a 
number of high-profile deals. These include the 
200} Gold Fields B t t deal and the 2004 Absa 
deal. Both came to maturity last year and make for 
perfect performance evaluation. 

The Absa deal was established with a promise of 
delivering 10% of Absa shares to a broad-based 
Bl:l: consortium called Batho Bonkc. Throughout 
the life of the transaction (five years) Absa was 
recognised as a 10% black-owned entity. When 
the deal matured last year, it delivered 5.1% Absa 
shares to Batho Bonkc, according to Ernst ft 
Young. 

(iranted. 5% of Absa is nothing to be snee/ed 
at. considering the fact that this was a leveraged 
transaction. In here lies a disconnection between 
commercial realities and political objectives ot 
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transferring control to black people. When the 
politicians look at the pace of wealth redis

tribution, they focus on prevailing black control of 
economic assets. This neglects the fact that highly 
leveraged BEE deals can never fulfi l the promise 
they make at inception  let alone the official 
targets. 

The outcome of the Gold Fields HI I deal should 
also drive the latter point further. The benefactors 
of the Gold Fields deal. Mvelaphanda. went into 
the deal lo secure l*>% of Gold Field's SA 
operations. The deal was unwound last year and 
delivered 7«<i of Gold Fields' global operations to 
Mvelaphanda. "The actual value of Mvelaphanda's 
holding in Gold Fields SA convertible into Gold 
Field shares was Holm against ,in initial value of 
R4.1bn." says the Ernst ft Young report. "So the 
deal did create value for Mvelaphanda share

holders." But it still falls short of satisfying 
political considerations. 

fhe Frnsi It Young report says the conversion 
rates achieved in the two latter deals show that 
few. i f any. BEE deals wil l achieve 100% con

version. "The implication for Batho Bonke is that 
while the consortium enjoyed 10% voting rights 
during the option period, its voting rights have 
decreased to ■». i% in line with its effective 
shareholding on conversion." says the report. 

The report adds that: "Whereas these deals 
(Alisa and Mvelaphanda) created value lor the BFF 
shareholders, there arc many that are not cur

rently valueCreating." The Sasol Inzalo BFF deal 
is used as a case in point. The Sasol deal is a good 
"example of how much damage the global crisis 
has done to BFF deals", says the report. 

Fhe Sasol deal was clinched when its share price 
was at RJ66/sharc in 2008. The global economic 

crisis caused Sasol's stock to nosedive. "Wil l i a 
Sasol share price of R281.60 as at February 24 
2010. the deal is 23% under water before taking 
financing costs into account."" says the report. 
"This puts great pressure oil the growth in the 
Sasol share price if the scheme is to deliver value 
lo BFF! shareholders." Granted, ihe Sasol BFF deal 
still has a long way (8 years) to go. 

The report says that though ihe Sasol BFF 
funding structure has been designed lo ensure a 
(low of meaningful dividends, there is risk thai 
this (low may fall below the dividends payable by 
the BFE companies to the funders. "Admittedly. 
crude calculations suggest thai it will be very 
challenging for this scheme to achieve ihe 50% 
conversion rale that ihe Absa deal did." 

What is lo be done? 
The Ernst ft Young report lists a number of 

potential mitigation sieps. These include increas

ing the periodical terms of deals. "A longer term 
could give latitude to the BEE partners as share 
prices adjust to business cycles. It may be nec

essary, however, to balance a longer term with tax 
Implications." 

The report also lists larger discounts lo asset 
prices al inception of BEE deals. The report says 
that company facilitation and vendor financing is 
important for the sustainability of the deals. "Fully 
vendorfinanced deals may navigate the harsh 
economic cycles better than those with thirdparty 
financing." says the report. 

As noted earlier, these arc only mitigating 
factors and not measures that wil l fulfil the 
prevailing targets. That means all the talk of 
reviewing BEE ownership targets must be ac

companied by enough capital, if targets are going 
to be mei. Sibonelo Radebc 
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