RESEARCH REPORT

Applicant v Timothy Gower Thackwray

Student number ;  B566894

Cegree t  Master of Commerce (By Coursework)

Department :  Buslness Econormics

Supervisor t Matthew Grossett

Titie .+ Structures for Black Economic Empowerment
in Sputh Africa

Date | : March 1998

Applicant's signature . %i"“’f




STRUCTURES FOR BLACK ECONOMIC EMPOWERMENT IN SQUTH AFRICA

TABLE OF CONTENTS
1. infraduction
2 Problems and challenges facing meaningfu! Black Economic Empewsmment
3. Analysis of successful Black Economie Empowetment fransactions to date
4, Examination of viable mechanisms o ald Empoweriment

5, Financlal Engineering

6. Concluslon

Blbleyraphy




CHAPTER ONE

INTRODUCTION
As at 1994;
. less than 3% of South African managers or executives were black;
. fess than 2% of shares Bsted on the Johannesburg Stock Exchange
belonged to black business;
¢ blacks owned only 2% of shares in non-listed companies

(Godsell, 1994:1)

Apartheld has assisted “whites” in South Africa to virtually own the country and
everything that is in it, both legally and territorially. It is immediately obvious that the
past exclusion of blacks from active participation in business, efther through a
delitierate policy of apartheid or the side effects of that policy, created the situation
referrad to above,

The proposed research report will examine the process of black economic
empowerment as it has manifested itself in South Africa -ldentifying the problems
and challenges, possible solutions and the structures for meaningfully empowering
blacks. The research report will take the form of a detailed llterature review,

Black economic empowsrment is a generic term embracing a broad Inventory of
relevant elemeants which help to define the process:

. control of JSE lsted companies;

. effective representation in all business, industial and professlonal
assoclations (aside from "blacks only" bodies);

. access to business finance for own ventures and for equity particlpation;

. participation by blacks in franchise operatlons;

. opportunities for share ownership;

. scope for profit sharing, employes share ownership and/for employee
(management) buy-outs;

. aceess to appropriate business, managerial and entreprensurial tralning;

. affirmativé action in corporate employment, management and control; and

. access to business apprenticeships of traineeships and menfor-support

programmes, (Godsell, 1984:£-3)




Established white business has, to some extent, taken the initlative started by the
acguisition by Methold (an investment company formed and owned by black
businessmen) of a 10% stake in Metropolitan Life from Sankorp. This research
report will seek to look to the future rather than dwell on the past. Accordingly, a
study of the historical causes which have resuited in biacks not being mezningful
participants in the economic and business wealth and processes of South Africa will
not be entered Into as thls Is unlikely to add value. The oblective wilf be to identify
business structures and intiatives which will facllitate the process of black economic
empowermient in order to provide a blueprint to South African companies and
institutlons that are consldering an empowerment Initiafive.

Chapter 2 identifies some of the key problems facing meaningful black economic
érﬂpowerment In South Africa. Chapter 3 analyses the three most successiul
corporate empowsrment fransactions to date In the private sector. This analysis s
performed on the basls that the most demonstrable activity in the area of black
elrpowerment in South Africa over the last two years has certainly been in the
private sector. Chapter 4 examines specliic vehicles or mechanisms which are
consistently Identifled and have been harnessed in order to promote and achieve
empowerment. One of the constraining factors ldentified In Chapter 2 as an
ctstacle in the path of meaningful empowerment is the scarclty of black capital
rosources. Resulting from this, various sophisticated financial engineering solutions
have been devised to fadilitate, In particular, the equily partlcipation by black
empowerment groupings in transactions, Chapter § analyses several typical
financiai engineering solutions, Chapter 6 concludes the literature review.




CHAPTER TWO

Probiems and challenges facing

meaningful black economic empowerment

The business and gconoric playing field in South Africe was net equal for a long perlod
of South Afrlcan history. At this polnt In the history of South Africa very little will be
galned by analysing the cause of the uneven playing field {one doss not need to look
beyond the National Party's sustained policy of apartheld from 1948 - 1990 to find the
answers) but rather R 1s sought %o discuss current challenges facing future
empowerment.

This chapter alms to fdentify the major challenges facing real black ecoriomlc
empowerment {without attempting to provide a theoretical framework for addressing the
problem) in order to provide a context for analysing the structure and mechanisms
almed at overcoming the challenges to allo.; for meaningful empowerment. The
specific structiires and mechanisms developed wit be analysed In detall In later
chapters.

Some of the immense challenges facing meaningful black empowermant have been
Identified as follows: ) a grossly undereducated black populous.
{Sasol Limited, 1993:21)
i) a scarcity of black capltal resources.
(Levin, 1994:3; Nyati;, 1893.85)
iii) a lack of adequate manageria), technical and
administrative skills among sorme managers.
(Riley,1993:62)
Iv)  major corporations in South Africa are controlied by
whites who are generally perceived to be unwiling to
relinquish power voluntarily. (Mbatha, 1983:57)
These assertions are analysed in more detail;




A GROSSLY UNDEREDUCATED BLACK POPULOUS

There is clearly an urgent need to create more wealth in South Afiica. A
signifleant obstacle in the way of wealth creation is the gross lack of education,
from a pre-schoo! {o postgraduata leval,

The following table summarises claimed levels of education among blackadults
aged 16 and over (as %) as at 1990:

%
No formal schooling | 24
Sotne prirtary schooling 32
Primary school completed 10
Some high schooling _ 27
High scheool completed 5
Post matric education 2

—0
Source: South African Institute of Race Relatlons, Race Relations

Survey, 1992,

Knowledge and skills are perceived to be the most vital tools for creatih_g
economic wealth. A review of the economic success stories of wealthy first
world nations such as the Unlted States, Germany, Japan, Norway and Swaden
reveals one common denominator: teéhnologlca! prowess (Sasol Limited, 1993;
31),

The specific challenge facing the smpowsrment process is to provide the
education and skills required to allow the black sector of the community to
participate meaningfully in the malnstream of the economy. It is far beyond the
scope of thls research report to attempt to provide a theoretleal framework for
addressing the problem, The aim is simply to identify the major challeiges in




order tz provide some sort of context for the development of struciures and
mechanisms almed at meaningful empowerment.

SCARCITY OF BLACK CAFITAL RESOURCES

Professor Michael Katz of Edward, Nathan & Friedland says that “black
ecohomic empowerment means many Jhings: meaningful black representation
on beoards of companies and meaningful black share ownership. To speak
about blacks in venture capltal and all of that is essentially inappropriate. There
has got to be meaningful ownearship In major South African listed companies.”
(Quoted by Levin, 1994- 3)

The significant challenge to all corporate finance theories is how fo achieve
"meaningful ownership® without serious capltal resources. The fundamentai
issue is the problem of finding capital in a disadvantaged sector,

Shaheem Samsodlen of Geldman Judin & Wemer reiterates that the avallability
of black capital is always going to be a problem due to historical considerations
(Levin, 1924: 3). He identifies one massive potential source of black capital as
workers' provident funds. The latter part of the 1980’s saw the profiferation of
provident funds to which black workers contributed their retirement funding.
This has resulted in a massive pool of black savings, which are currently
managed by professional portfolioc managers where the primary objective is to
garn & market related retum on the funds. Transactions of a black economie
empowerment nature, which often Implies an element of gratuity on behalf of the
Investor, are not jikely to eam market related retumns, The challenge facing the
vestment communlly is to channel black provident fund savings into
appropriate investments so as to create black ownership of substantlal assets.

The mobilisation of the savings of black individuals for the transfer of ownership
of assets was used very successfully in the two flagship hlack ecohomic
empowerment groupings to date, the Real Africa Group and New Africa




Investments Group. Both of these transactions will be analysed In detall in
Chapter 3.

At a micro-enterprise level, Nyati (1993; 85) makes the point that as black
{people) were, until recently, barred from owning land, property could not be
used as a form of collateral for loans from banks or other financlal instiutions.
This hamperaed the abliity of black entrepreneurs to raise capital in the formal
banking sector.

LACK OF ADEQUATE MANAGERIAL, TECHNICAL AND ADMINISTRATIVE
SKILLS

Riley (1893: 62) concludes in her paher that lack of skills Is one of the most
hampering constraints limliing the development of biack enterprises. In South
Africa, the provision of skllls needs to be addressed both in the overall context
of restructuring the South African sducation system as well as In the business
marketplace. Black indlviduals need to be educated, starting at a primary lével,
so that managsment, technical and administrative skills may be developed at a
tertiary level or through vocational and occupational tralning.

Black enfrepreneurs, surveyed by Riley (1993: 35-53), identifled the principal
irternal constraint that adversely affected their business success as being the
lack of the abovementioned skills. Deregulation that has begun to create a
climate In Scuth Africa where black business and businessmean car prosper
heeds to be accompanied by measures that directly elimihate this constraint.

MAJOR CORPORATIONS IN SOUTH AFRICA ARE CONTROLLED BY
WHITES WHO ARE GENERALLY PERCEIVED TO BE UNWILLING TO
RELINQUISH POWER VOLUNTARILY

Mbatha (1993: 57) puts forward the view that the major corporations in Seouth
Afriea, through an accident of history, are owned and controlled by whites. As
at 1894, less than 2% of shares listed on the Johanneshurg Stock Exchange




belonged o black business (Godsel, 1994:1). He arguss that whites have the
powaer i these corporations and wen't voluntarily relinquish that power, This is
presented as the reason for blacks not belng appointed to positions of real
power and authority within white conirollad organisations,

Mabuza's (Mabuza, 1993: 18) polnt is that while the {previous} government had
been willing to accep: ihat It had made mistakes with its legislation and was
ready to ct. = ¥ “white business continually beats its breast about the
inequifies and iniquities of th + system, but does nothing about it." The author is
of the view that the economy as a whole has long been controlled and
manipulated fo keep blacks in subjection. The challenge identified for large
white-controlled businssses is to contract out as much s possible of thelr
needs to small black businesses s the start of an initiafive by white
corporations to relinquish condrol.

The specific structures and mechanisms e eloped fo address these
challenges as well as the initiatives taken by San'ortp in relinquishing control of
" Metropolitan Life and by Southern Life in relinquishing controt of African Life to
black groupings {both analysed in detail In Chapier 3 of this report) will be
analysed in the report in the context of the viewpoints presented by thess
authors.




CHAPTER THREE

Analysis of successful Black Economic Empowerment

transactions to date

INTRODUCTION

This chapter analyses, in detail, the three most prominent biack aconcmic
empowerment transactions involving the transfer of confrol of listed compantes
to black groupings.

According to Mabuza (1896), the most demonstrable activity in the area of black
economic empowa:ment in South Africa over the last two years has certainly
been In the private sector. In response to the growth of black economic
empowerrment initiafives and as part of the process, a number of black investor
groups have been establishad fo participate in transactions that will result from
these initlatives, Mabuza's view is that, significantly, “the two most successful
and most publicised black empowerment groupings at present (j.e. May 1998),
Real Africa Group and New Africa Investments Group, were both founded
initially on initlatives taken by established white business.”

McNulty and Rushton {1294: 91) commented on the lisling of the New Africa
Investments Group that "numerous financlal and industrial institutlons were
created and expanded this century to foster Afrlkaner economic empowerment.
When New Africa Investmenis... is floated on the JSE later this year, it will be
designed as a vehicle to do much the same Job but should achigve s aims
more rapidly”. The authors campare the listing of New Africa investments to the
Infliatives taken earier in South Africa to promote Afrikarier empowerment and
cite Sanlam and Federale Volksbeleggings as speclfic examples of this,

McGregor (1896: 5) also reviews the transfer by Sanlam (through Sankorp) of
control of Metropallian Life to New Africa Invsuunents in the context of Afrikaner
empowerment. He writes (19986; 5} "The catalyst throughout the rise of
Afrikaner power, to a large degree, has been Sanlam. Black businessmen are
demonstraiing the same determination {as Afrikaner businessmen) and it Is no
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surprise that the institution which has responded most rapidly to their need for
financial aid has baen Sanlam. This Is no coincidence. In is early days,
Sanlam went through similar, aithough far less severe, deprivation and
exclusion from the malnstream of the econorny. Ifs empathy with black
empowerment is svident in the way It has been first to see apportunities.”

The change of control in the shareholding base of African Life Assurance
Company and the creation of the Real Africa Group has been described &5 a
“text book mode! of ovnership transfer” (Levin, 7994: 3) in that it mobitised the
savings base of black individuals for the purchase of a controlling stake in a
listed comipany.

During February 1995, Anglo American Corporatlon of South Africa Limited and
De Beers Consolidated Mines Limited announiced that one of its subsidiaries,
Johannesburg Consolldated Investmant Company Limited ("JCI") was fo be
réstructured. In a circular dated 24 February 1995 sent fo shareholders of JC!
the ratichale for the restructuring was stated as follows; “Black Soutt Africans
should be given every encouragement to particlpate meaningfully in mining and
industrial finance groups." Following this announcement, control of Johnnic
{one of the companles Into which JC| was split) finally passed to the National
Empowerment Consortium, a group of black investors as per a Joint
announcement issued by Anglo American and The National Empowerment
Consortium dated 28 August 1996, The fransaction was described as the
“largest black economic empowerment deal ever in South Africa’
(Sikhakhane!", 1996).

This chapter will examine the establishment and the structuring of the three
black conirolled groupings referrad to above Le. Real Africa, New Africa
Investments and Johnnic. The analysis will be based on publicly aveilable
Informatlon, circulars fo shareholders and prospective shareholders, press
announcements and press commentaries. '

According to McGregor {1996:5), with the transfer of control of Johnnic (and the
empowerment transactions already concluded), the black communitv now
controls almost 9% of the market capitalisation of the JSE and is rate of
increase of control, from 1991 to 1896, has been far greater than that of any
other group in the past 40 years. Sikhakhane® (1996:6) comments that the
acquisiton of Johnnlc by a black consortium would increase more than
sevenfold the market value of isted companies in which black investor groups
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have joint confrol or can oxercise signiflcant Infiuence. According fo
Sikhakhane, prior to the transfer of control of Johnnic to black groupings, blaf:k
investor groups had joint control or could exercise significant influence over 15
companies listed on the JSE with a combined market capitallsation (at
13 August 1996) of R13,1 billien. Thie represented 1,2 parcent of the JSE’s
market capitalisation - the total of all the shares of listed companies mulliplied
by each companles' share price, Sikhakhane calculates that the Johruuc deal
lifted this amount to more than RO L. oh, or 8,7 percent of the JSE’s market
capitalisation at the time.

The foliowing table sets out an analysis of the R96 bilion on a company by
company basis. The above flgure (Le. RO6 billion) are riot measures of
economlc interest or the value of the equlty owned by each of the black Investor
groups. It simply adds up the total value of all companies listed on the JSE in
which black Investor groups are able to exerclse jolnt control ar slgnificant
influence.  Significant Infiuence Is defined as the ability to appoint a
raprasentative to the companys’ board of directors and thus being able fo
influsnee the companys’ future direction.

Johnnlc RS 003,7 milllon Nail R1 046,0 million
Bevcon R11 414,8 miition RAH R717,4 million
SA Breweries R40 171,6 million RAIL R343.2 miillon
CNA Gallo R1 419,7 million Kilimanjaro R67,3 million
Omnicor R4 567,6 million Plessey R1425,6 millllon
Premier R5 (62,8 million Dufish R546,2 million
Metropolitan Life R4 785,7 milllon Persbel R525,0 million
MIH RS 785,7 million Perskor R1 2744 million
Times Media Lid R093,2 million Motolink R276,2 million
Tayota R1 187,5 million MacMed R250,5 million
CTP R1 508,3 million Mathomo R72,2 million
M-Net R1 220,1 milion Citizen Bank  R56,5 million
M-Cell R1 ©51,5 million
African Life R1 215,7 mililon
Corporaie Afrlca R496,3 million Total R96 355,7 million
Source: Business Report 13 August 1986, page 6
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Efrat concludes (1987:3) that (subsequent fo the transfer of control of ligted
companies into black hands) “for the first time, one can start talking about a
meaningful presence of black - controlied companles on the JSE, some of wilch
enjoy, if nct blue-chip, then near blue-chip status.”

The deals will be analysed in terms of the following:

» rationale

. group structure

. salient detalls of the transaction

. parties to the transaction

* spread of shareholders

. source of capitat / finance

. vating power { cantrol

. price at which transaction oceurred -
. funds raised.

ANALYSIS OF GROUPINGS

21, The Real Afrlca Group

2.1.1. Background to the transaction

it was announcsd on 2 February 1984 (Real Africa Holdings
Limited - Prospectus 1995 13} that a consortlum of black
buslness peaple, led by Mr Donald Noube, a director of Anglo
Amerlcan Corporation, had succeaded In obtalning the right from
The Southern Life Assoclation Limited ("Southern Life”) to
purchase 51% of the [ssued share capital of African Life
Assurance Company Limited ("African Life”). Both Afrlcan Life
and Southern Life are life assurance companles listed on The
Johanneshurg Stock Excbangs (“the JSE")., The announcement
followed more than a year of negotlations between the
consortium and Southern Life.

- 13



21.2,

The shareholding structure before the fransaction is shown
below;

Southiem Life J Minorfty I
_ L Sharehalders
8% 24%
100%
Affican Life I

Southern Life undertook fo sell 51% of African Life's equity to
Real Afrlica Investments (Pty) Lid ("RAI"), an investinent halding
company, and certaln trade union alignad provident funds
(collc ¢ ' referrad to as “the Acgulsition Group") to enable the
latter to acquire 51% of African Life. In terms of thelr constitution,
the provide .t funds are required to invest in listed companies and
thus could not invest directly In RAl.  Accordingly, the provident
funds purchased African Life shares directly and ceded their
voting rights [n respect of the African Life shares purchased to
RAI.

A broad spactrum of interest groups and organisations within the
black communlty subserlbad for shares in RAlL RAl, in tum,
utilsed the funds received from its shareholders to purchase
Afrlcan Life shares from Southern Life. The African Life
transaction was the first whereby control of a listed company
passed to a black controlled grouping. (Real Africa Ho'dings
Limited - Prospectus, 1995: 30),

Salient features of the ftransaction, Following intensive
negotiations between the black consortium and Southern Life,
dstaifs of the transaction were announced in the media (Joint
Announcemant by African Life Assurance Company Limited and
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The Southern Life Assoclation Limited, 1994). Sallent detsils are
as follows:

. The transaction was based on a price of R4,70 per
African Life share which was the market price of African
Life as quoted on the JSE on 19 November 1993, the day
when agreement in principle was reached. This
transiated into a total purchase price payable by the
Acquisition Group of R162,8 million.

. Southern Life, however, facilitated the transaction by
investing indirectly into RAl an amount of R41,7 milllon &t
an effective premium of R24,3 millions. By Investing af a
premium, Southern Life reduced the amount needed to
be raised by the Acquisition Group to R138,5 milllon. By
investing in RAI, the new holding company of African Life,
Southern Life demonstrated two important facets which
may become general charactarlstics of black aconomic
empowerment fransactions:

. The formation of a strategic relationship with RAl,
being a vehicie aimed at further black economic
enablemient ventures, This Is further backed up
by Southem Life retalning 25% of the equity in
African Life divectly.

» An element of facilitation by “white” business. The
premium at which Southern Life Invested in the
transaction reduced the amount needed to be
raised by the Acgulsitlon Group (R138,5 miillon) to
an effective R4,00 per Aftlcan Life share. This
represents a 15% discount to a market value of
R4,70. This gratuitous discount effectively glven

-15 -



by Scuthern Life faclltated the transfer of control
of a listed company to a black grouping.

In addition to the remaining R138,5 miifion to be ralsed by
the Acquisition Group to fund the purchase of 51% of
African Life, 10 cents per African Life share acquired (L.e,
R3,5 mllion) was raised. This amount was retained by
RAl and was used to capltallse RA! for working capital
purposes. This fixed RAl's total capital requirement at
R142 mlllion.

The Acquisition Group was granted until 31 May 1996 to
raise the required R142nifion. In order for the
transaction to become unconditional, 51% of 51% of
African Life had to be paid for by 31 May 1894, i was
announced on 2 May 19894 (Joint Anhouncement by The
Southern Life Assoclation Limnited and Real Africa
lnvestments (Ply) Limited, 1924} that the transaction had
becomea unconditional in that the Acguisition Group had
been successful In paying for at least 51% of 51% of
African Life before 31 May 1984,

Once the deal became unconditional, voilng rights in
respect of the remalning balance of African Life shares
not paid for by the Acquisltion Group (i.e. up to 51%)
were caded to RAl to enable RAI to take effective voting
control of 51% of African Life, |

Southern Life retained beneficial ownership of that portion
of the 51% not acquired prior o 31 May 1994 and
released the shares against future payment,

-16 -



2.1.3. Participants In the transaction

A broad spectrum of trade unions, frade union provident funds,
church groups and interest groups within the black community
participated in the transaction by subserili’ g for shares in RAl or
acquiring shares directly in African Life in conjunction witr RA
(Mabuza, 1996). The group structure at the time of the

transaction was as follows:

RandAfica ||~ SMB  J[ €.
Finance

i P i i iy

Frade Unions I

RAF Holdings I
54%
- 2%
36% Real Afrlca 2294
Investments
1%

African Lifa I' Sharahnlders

15%) Provldent Funds

o5%| Southers Life

24% Minority I

{Source: Vosloo, 1994: 2)

Kagiso Trust I

Catholle Church
Groups

At the time of the transaction, the shareholding in RA! comprised the

following partles:
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Rand Africa Finance (Pty) Ltd (“Rand Africa Finance")

Rand Africa Flnance s an investment holding company formed
by the consortlum of black business people which acquired the
right to purchase 51% of African e from Southem Life. The
consortium members and shareholders In Rand Africa Finance
comiprise:

. Mr Don Neube

. Mr Jethro Mbau

. Dr Oscar Dhlomo

. Mr Mutle Mogase

. Mr Parthabsing Bodasing
. Dr Ellen Blekie

Standard Merchant Bank Limited ("SMB")

SMB is the merchant bank In The Standard Bank Group which
has been involved, both as financier and with SMB as merchant
banker, with RAI since its formation. SMB participated In the
transaction by irvesting In RAF Holdings which in turn invested in
RAl

Southarn Life

Southern Life is a large life assurer, listed on the JSE. [is
controlling shareholder is Anglo American Corporation of South
Africa Limited ("Anglo Amerfcan™). Anglo American is crediied as
taking the Initiative in the process of black aconomic
empowerment through the sale by Southern Life of a controlling
stake in African Life,

18 .



RAF HoldIngs (Pty} Ltd (“RAF Holdings”)

The interests of Rand Africa Finance, SMB and Southern Llfe
were consolidated In RAF Holdings, an investment holding
company. The three shareholders of RAF Haldings, namely
Rand Africa Finance, SMB and Southem Life have entered into a
voting pool arrangement which gives Rand Afrlea Finance, the
biack owned investment gnmpany, control of RAF Holdings, sven
though SMB and Southemn Life each held 41% beneficially in
RAF HoldIngs.

(Real Afrlca Holdings Limited - Prospectus, 1965: 9},

The significant feature of this arrangemant _is that the biack
business consortium, while lacking the flnancial muscle of the
established white corporates, has effective control of the group.
This has developed as an essential characterlstic of black
sconomic empowerment type transactions, which, together with
the use of pyramid companles, Is seen as one of the foremost
means of overcoming one of the major problems facing
meaningful empowenment, that of the scarcity of black capital
resources.

National Stokvels Assoclatlon of South Afrlca (“Nasasa"}

Nasasa is & national association incorporated [n terms of Section
21 of the Companles Act {0 act as the umbrella organisation for
stokvel societies. A stokvel Is effectively an Informal savings
"club” or “minl-bank” operating mainly in rural black communitles
throughout Scuth Africa.  Nasasa manages approximately
11,5 billien of savings from the black communhity and has
approximately 150 000 members (Mabuza, 1996). The stokvsl
associations were |dentlfied as [deal participants In black
economic ampowerment transactions for the following reasons:

18-



. their savings base represents real savings of the broader
black community and as such are a significant source of
black capltal; and

. thelr wide membership ensures a very broad shareholder
base at the grassroots community level which significantly
adds to the oredibilty and representivity of black
economic empowerment vehicles.

{(Mabuza, 1996),

At the time of the transfer of control to the RAI grouping,Nasasa
had an option to invest in RAl. They becama a sharsholder in
RAI at a later stage once their oplion had been exercised.

Trade unjons

The New Afrlca Investments Limited ("NAIL") and Corporate
Afrlca Limited transactions witnessed the first significant
involvem'ent_ by the formal frade unjion movement In mainstream
business groupings. The frade unlons (like the stokvels) were
recognised as possessing two very essential alaments which
wolld make the trade unions particulatly suitable as participants
in black sconomic empowerment transactions:

. access to caplial
. repré.senti\dty through a broad membership
(Mabuza 1966)

The particlpatlon in RAl was spearheaded by the Southern
African Clothing and Textile Workers Union ("SACTWU"), the
third largest union afflliated fo the Congress of South African
Trade Unlons (*COSATU®). SACTWU Invested in RA! through
an investment holding company owned by SACTWU. The
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objactive of the unlon owned investment holding company is to
Invest members' contributions in viable commercial investments
with a view to generating superior returns to members. The last
2 years has seen the union movements become substantial
investors in large South African businesses, Including RAI, NAIL
and Mobile Telephone Metworks (Pty) Etd (*MTN™, (Mabuza,
1998).

Kaglso Trust

Kagiso Trust Is a developmental aid agency which initially
participated in the African Life transaction in order to promote the
whole process of black economic empowerment. With the
anticlpated listing of RAl, Kagiso Trust's role as a devslopmental
agency had been fulfilled and consequently an approptiate party
was found to replace them. Kagiso Trust also wished to
concentrate on smaller direct Investments that required less
funding.

Cathoiic Church Groups

The following church organisations acquired a small direct stake
in RAL

. Southern Afrjcan Catholic Bishops’ Conference
. The Catholic Diocese of Johannesbhurg
. Marist Brothers

Like the trade unlons, the formal church movement was identified
as having two slghificant assets:

. funding; and
. reprasentivity through a broad membership base,
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The church groupings also enhanced the credibility of the
shargholder base of RAl and provided the opporiunity for the
“man in the street” i.e. church members, to paricipate Indirectly
in a major black business grouping.

Provident Funds

The following trade union aligned provident funds Invested in the
transaction by buylng African Life shares directly;

. Industrial Councll for the Clothing Industty {Transvaal)

. Industrial Council for the Knitting Industry (Transvaal)

. Industrial Councll for the Clothing Industry (OFS and
N, Cape) _ : |

. industrial Council for the Clothing Industry (Natal)

. Frame Group Provident Fund

) Nictex Provident Fund

. Metal industries Provident Fund

. Mine Workers Provident Fund

{Real Africa Holdings Limited -~ Prospectus, 1995: 7-8)

At the time of the transaction, the Acquisition Group was seen as
representing some of the foremost black business people in
South Africa who had feamed up with credible black institutions
that represented an estimated 1,2 milllon people from all spheres
of the black community who held an indirect investment in
African Life.

(Real Afiics 4 'dings Limited - Annual Financial Statements
1985: 4)




2.1.4. Formatlon of the Real Africa Group

RAl was conceptualised and structured at the outset to facilitate
the formation of an industrial grouping that could play a leading
role In the process of black economic empowerment (Real Africa
Holdings Limited - Annual Financial Statements 1995; 4). RAI
was constifuted as the vehicle in which the controliing interests of
the black groups, supported by Southern Life and SMB, were
consolidated. RAl was incorporated inftially to hold an
investment in African Life, with the intention of becoming a
leading investment company based on sound commercial
principles, (Real Africa Holdings Lirnited - Prospectus, 1996: 13).

Subsequent to the acquisition of a controlling stake in African
Life, RAl was converted to a public company, Real Africa
Investments Limited, and constituted as the byramid oontrolilng
company of its then wholly owned subsidiary, Real Africa
Holdings Limited (“Real Africa Holdings™. The intention is for
RAl to retain confrol of Real Africa Holdings, the investment
holding vehicle.

Subsequent to the Afrlcan Life fransaction, Real Africa Holdings
finallsed 4 further acquisitions:

. a 20% shareholding in NSA Invesiments Limited ("NSA
Investments™);

) an effective 13% shareholding In Oceana Fishing Grow;:
Limited ("Oceana);

. a 2,08% shareholding in MTN; and
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. a 30% shareholding in Lifecare Group Hoidings Limited
("Lifecara™),
{Real Africa Holdings Limited - Prospectus, 1995: 18,
Real Africa Holdings Limited - Annual Financial
Statements 1995: 6).

As an investment holding company focused on black economic
empowerment Inltiatives, Real Africa Holdings alms at taking sole
or joint control of assels that meet Its investment criterla. It has
sought alllances with select "white" parties by way of taking
stratagic shareholdings in such companies. Real Africa Holdings
has the Iong' term vision of having core investments in the
followings sactors:

. financial services

. food

. telecommunications
. mineral resources

. health care

@ tourism

In selecting investment targets in the above seufors, the
company applies Investmant criteria which are focused on cash
generative businesses which have significant growth potentiai
and possess strong management infrasfructures. The board of
directors of Real Africa Holdings is focused on working pro-
actively with the management of Its group companies to add
value and enhance their ability to generate superor returns to
shareholders.

{Real Africa "{oldings - Prospectus, 1985; 14),
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2.1.5. Structuring of the acquisitions

NSA Investments

NBA Investments is a listed investment trust which
nvests in businesses, both listed and unlisted, which it is
believed pnssess supsrior potential.

It was announced on 31 October 1894 that MSA
Investments and RAl had agreed to fonm a strategic
alliance, in terms of which NSA Investments acquired
20% of RAl and Real Africa Holdings acquired 20% of
NSA  Investmients. NSA Investments effectively
subscribed for shares in RAl which were settled by the
issue of NSA Investments' ordinary shares and options to
RAI.  RAl In tum renounced the NSA Investments'
ordinary shares and options to Real Africa Holdings for
the issue of shares in Real Africa Holdings,

In addition to acquiring a highly rated and tightly held
asset, Real Africa Holdings also acquired access to NSA
Investments' proven management expertlse to asslst it in
evaluating the many opportunitiazs presented to it, thus
addressing one of the significant challenges and
constraints faclng empowerment as Identifled by Riley
{Riley, 1993: 62} Le. a lack of skills.

(Real Africa HoldIngs Limlted - Prospectus, 1995; 31),
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Oceana

Oceana is an investment holding company with Interests
in fishing, canning, cold storage, trading and sh!p'plng.
The group was founded In 1918 and is generally
regarded &s the major Inshore fishing operation in South
Airica. it was listed on the JSE in 1847,

{Real Africa Holdings Limited - Prospectus, 1995: 16).

Agreement was reached on 9 December 1994 In terms
whareof Tiger Oais Limited (“Flger Oats™), which
previously ownad 70,1% of Oceana, placed 52% of the
lssued share capital of Oceana into a holding company
and offered 50% of the shares In the holding oornpany o
the Oceana Acquisition S3roup, a group comprising Real
Africa Holdings, businessmen, irade unions, amploy_ees
aind other stakeholders Involved In Oceana’s aperations.
The investment in Oceaha amounted to a strategle
partnersiiip between Tiger QOats and the Real Afilca
Group as the leading party in the Oceana Acquisitlon
Group.

{Real Africa Holdings Limlted - Prospectus, 1895: 30).

The purchase price was agreed at R26 per Qceana
share, which was the prevalling inarket price whe :
agreement in principle was reached. The Oceana
Acqulsition Group was required to ralse 50% of the
purchase consideration within @ 3 months period and
were allowsad a further 6 months to raise the remainder.
The purchase price for the ouistanding balance was
increased by a factor of 7% per annum (Real Afrlea
Holdings Limited - Prospectus, 1995; 30). The structuring
of the transaction, which effectively altowed for payment

?26!«



on terms at a favourable interest rate (i.e. 7%) was
understood to be a form of facilitation offered by Tiger
Qats In order to broaden the shareholder base of
Qceana. [t also provided ancther example of the
voluntary relinquishment of control by a white corporation
to a black controlled grouping, viewed in the context of
Mbatha's claim {Mbatha, 1993: 57) that white
corporations are unwilling ta relinquish control (to black
groupings) voluntarily.

The desire by Oceana and its shareholders to Ihvolve the
broader black / coloured community In the ownership of
Qcaana Is generally regarded as a defensive sfrateg'y.
Oceana's flshing activities are dirested malnly at quota
species: as the allocation of quotss becomes nore
polticised and more representative of the broader
spectrum  of South Africas society, the comrect
shareholder base will be a orltical eletment in order to
protect existing quotas and benefit from future aflocation
of quotas.

MTN

MTN Is one of the two local companies to be awarded a
lieence to cperate a cellular telephone network in Bouth
Afrlca. SACTWL offered Real Africa Holdings an
opportunity to acquire part of the Indirect stake that it held
in MTN. The investment in MTN was vlewad as a source
of significant revenue flows for Real Aftlea Holdings in the
future, it was also seen as a strategic fink up between
Real Africa Holdings, a company strongly identlfied with
black empowenrment Ihitlatlves, and the broad black
shareholder base of MTN with Its established legitimacy
and substantial networking ability. '
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{Rea! Africa Holdings Limited - Prospectus, 1995: 17).
. Lifecara

Lifecare is presently the largest privately ownad health
care group in South Africa with 16 000 beds. K owns or
manages 41 health care fadllities throughout the country,
mostly under contract with the government and municipal
health care authorities and is engaged In the provision of
medical care for all population groups In South Afrlca. -
Real Affica Holdings acquired a 30% sharsholding In
Lifecare, effactiva from 1 April 1985, and an option {o
acguire a further 15% Interest in Lifecare. The purchase
consideration payable to the vendors for the acquisition
was settled by Real Africa Holdings In cash.

Lifecare is perceived as having bean at the forefront of-
community based health care initlatives, demand for
which is expected to grow significanily over the next few
years In rasponse o the govemment's RDF objectives.
Significant synergies are expected with other companies
within the Real Aftlca Holdings group. (Real Africa
Holdings Limited - Clrcular to shareholders, 1985:5).

2,1.8. Listing of the Real Africa Group

Real Africa Holdings required approximately R124 million in
order to fund its outstanding commitments In respect of the
African Life, Oceana, NSA Investments, and MTN éoquisltlons.
{The interest in Lifecare was acqulred after listing.) In addition,
Real Afrlca Holdings wished to retaln cash of approximately
R76 milllon, bringing the total funding requirement raised on
lIsting by Real Africa Holdings to R200 million.
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{Real Africa Holdings Limited - Prospectus, 1995: 18-19).

Furthermore, it was understood that in order to establish itself as
a leading vehicle in the pracass of black economic empowerment
a company nheads to have a legltimate, resllient shareholder
structure as well ag access to significant resources,  The listing .
aof Real Africa Holdings anhd lts holding company, RAI, was
perceived as giving the group not only the widest possible
representative shareholder base but also providing It with the
capltal hase to actlvely pursue its investment 6bjecﬁves. A listed
group was seen as having the critical mass necessary to take
advantage of the various asset acquisitions opportunities that
wolld resuit from the process of black economic empowerment
gaining momentum,

{Real Africa Holdings Limited - Prospectus, 1995: 17).
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Real Aftlca Hoidings and RA!l were listed on 22 March 1995. In
order to ensure that the shareholder base of the group was as
wide and as representative as possible, a preferentlal offer of
shares was made prior to the listing o members of Enterprise
Investment Forum {a grouping of black business pesople
administered by African Life), Aficah Life employess and
policyholders and employees of Coeana. Instifutions wers
offered shares for subscription by way of a private placlhg and
members of the general public were offered shares by way of
publle offer. The group siructure following the llsting was as

follows:
Directors, Clothing and
RAF- SACTWU NSA employees and Nasasa Textile Provident Selected
Holdings investments *  Church Groups Funds Investors
I I | [ ; [ o
28,5% 14 8% 20,0% 3,5% 6,4% 10,0% 20,0%
[ | ! | 1 1 S
The Mine The Metal
Public Private RAI* Workers Industries Aftican Life
Placees Provident Fund  Provident Fund  Employees
1 I [ | i |
6,0% 30,3% 51,0% 21% 10,5% 0,1%
I I I | |
Real Afrlca
Holdings *
I I {
20,0% 51,0% 2,08% 13,0%
I | | |
NSA Afijcan MTHN QOceana *
Investments * Life *

¥ Listed on the JSE.
(Real Africa Holdings Limitad - Prospectus, 1985: 13-14).
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2.2,

New Afrlca Investments Group

The acquisition in May 1993 of a 10% stake in Metropolitan Life Limited
{"Metiife"} from Sankorp Limited {"Sankorp®) by an investment company
formed and confrolled by black businessmen representad the first
initiative taken by an established white business in the sphere of black
economlc empowerment. (Mabuza, 1996)

Metlife Is a reglstered life assurer that was listed on the JSE in 1986, |t
fransacts Individual [Ife and employee benefit business and is currently
South Afrlea's ssventh largest life assurer in teims of {otal assets,
Metlife’s buslness focuses on professional people, businesses and
salaried employees. Some 92% of new business Is sourced from the
black community, as a resull of which Metlfe was earmarked by
Sankorp as the subject of a black empowermant transaction,

(Mabuza, 1996, New Africa Investments Limited - Pre-lsting Statement,
1984: 9)

2.2.1. Formation of the New Africa Investments / Corporate Africa
Group

New Africa Investments Limited ("NAIL") was incorporated as a
public company on 10 May 1993, under the name Metlife
Investment Holdings Limited. On 23 August 1994 the company
changed Its name to New Africa Investments Limited (*NAIL").

NAIL was Incorporated fo acquire 10% of the lssued ordinary
share capital of Metl’fe from Sankorp with the speciflc objective of
promoting black economic empowerment. The purchase
consideration was R2t! per Metlife share and was based on the
average price at which Metlife’s shares had traded on the JSE
during the thres-month perlod preceding the date on which
agreement In princlple was reached with NAll's finandier,
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(Metlife Investment Holdings Limited - Circular to Sharsholders,
1994: 7).

The Industral Davelopment Corporation of South Africa Limited
("IDC"Y financed the acouisition of the Meflife shares by NAIL,
The IDC provided R137 million {o NAIL, squal to the purchase
consideration payable for the Metlife shares. The 1DC also
undertook to provide NAIL with an additional R4 million {0 finance
the costs of marketing the ordinary shares In NAIL. In exchange
for the finance provided by the 1D, the DG raceived the right to
~ subscribe for 141 miilion shares in NAIL ai a price of R1 per
share. In terms of prospectuses issued during the course of
1993 and 1994 the IDC renounced and offered its right to
subsctibe for the 141 milllon NAIL shares to as wide a base as
possihle of members of the black community {(New Africa
Investments Limited - Pre-listing Statement, 1994: 11), This
method of financing, whareby an institution buys shares and
effectively holds them until they are takan up and paid for by their
ulimate owners, is referred to as “warehousing” and has been
ldentified as an important mechanism whareby white institutions
can faciiitate black empowerment fransactlons. {Mabuza, 1996}

* During June 1984, Corporate Africa Limited ("Corporate Africa")
disposed of its entire Interest In Prosper Africa Limited (“Prosper
Affica™, a company which effectively carrles on the business of
the Sowetan newspaper and also has a stake In MTN, to NAIL In
exchange for an issue of NAIL shares. In addition, Corporate
Africa also acquired additional shares In NAIL from the IDC for
cash, resulting in Corporate Africa becoming the controlling
shareholder of NAIL, with 51% of lts lssued ordinary share
capital.

{Corporate Africa Limited - Pre-listing Statement, 1994: 1}
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The NAIL / Comporate Africa Group has a strong commifment to
black economle advancement based on the principle of
constructive black-led business partnerships with industry
leaders and leading enterprises. The group's oblective will be to
create shareholder wealth by maintaining a prominent position in
the South Afrlcan financial services industry, media and
communications industries and positioning #self to take
advantage of the opporiunity to abquire select assets which will
arise as South Africa's major industrial conglomerates and
foreign investors provide opportunities to emerging black
business.

(New Africa Investments Limited - Pre-listing Statement, 1994:
15)

2.2.2, Particlpants in and background to the transaction

Sankortp is generally credited with initiating the sale of an Initial
10% stake in Metlife to a black controlled business grouping, with
the stated view of promoting black economic empowemment
(Mabuza, 1896). On 13 May 1993 Sankorp, Sanlam’s industrial
Investment company, together with Metlife and the IDC, first
anhounced details of the transaction. These institutions stated
that they “believed It to be imperative that a broader spectrum of
the South African population be given the opporfunity to
participate In the economy.” (Metlife Investment Holdings Limited
- Circular to Shareholdars, 1994:7). Metlife was [dentlflad as a
suitable vehicle for an empowerment transaction, glven that over
90% of its new business is sourced from the black community.
The participation of strategic sharsholders in Metlife, through
NAIL, was. believed to hold signifleant growth opportunities for
Metlife. (Mstlife Investment Holdings Limlted - Clreular to
Shareholders, 1994: 9),
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Corporate Africa, led by Dr Nthato Motlana, spearheaded the
acquisttion of 10% of Metlife from Sankorp. Corporate Africa is
an investment holding company controlled by a group of
prominent black business people, #=. .»d by DPr Motlana. The
directors of Corporate Africa at the date of ifte acquisition of 10%
of Metlife were as follows:

. Dr Motlana (Chalrman)
. DrE J Mabuza

) Mr F A Sonn

) Mr J Sandier

o Mr P Gama

] Dr 8 Motsuenyane

Corporate Africa is ultimately controlled by black individuals
through a combination of companies and family frusts, The
' largest Individual (i.e. non-institutionai) shareholder is Dr Motlana
and his famlly, Various institutional investors subscribed for
shares in Corporate Aftica in order o raize sufficlent cash to
enable Corporate Africa to acquire its confrolling shareholding in
NAIL,

{New Africa Investments Limited - Pre-listing Statement, 1984:
8).

Other significant shareholders in NAIL are:

® SBefalana Employee Benefils Organisation ("SEBQ"), an
organisation which provides a wlde range of sodial
security and retirement benefits to more than 150 Q00
primarily black employees [n the North West province of
South Africa;
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. National Councli of Trade Unions ("NACTU"). NACTU is
a trade unioh organisation which represents trade unions
witin @ membership base in excess of 350 000 members.
NACTU itself, as well as penslon and provident funds of
trade unions beloriging ta the NACTU grouping of trade
unfons invested in NAIL;

. Metlife staff. As part of the objective of creating as wide a
shareholder base as possible, the |IDC offered staff of
Metiife the opportunity of subscribing for NAIL shares.

{Corporate Africa’s Limited - Prelisting Statemnent, 1994; 13-14),

22.3. Additional acquisitions

2.2.3.1,Purchase of an additional 20% of Metlife

At the time of the initial purchase of 10% of Metlife by
NAIL from Sankorp, an agreement was entered into
between, inter alla, Sankorp, Sanlam and NAIL in terms
of which a five vear call option was granted by Sankorp to
NAIL 1o acquire a further 20% of Metlife from Sankorp.

NAIL exercised its call option on 9 June 1984 In terms of
which it acqulred an additional 20% of Metlife's ordinary
share capital from Sankorp for a tofal consideration of
R426,4 million, The purchase consideration was settled
partly by the issue of NAIL shares to Sankorp and partly
by cash, NAIL raised the cash needed to pay Sankorp by
Issuing Corporate Africa with additional shares. This
consolidated NAIL, with its 30% shareholding, as the
single largest shareholder of Mellife and represented
effective contral of Metlife by NAIL,
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(New Africa Investments Limited - Pre-listing Statement,
1984: 12)

2.2.3.2 Purrhase of Prosper Africa

With effect from 9 June 1924 NAIL acquired the entire
issued share capital of and claims against Prosper Africa
from Corporate Africa for a fotal conslderation of
R84,5 million, setfled by way of an issue of shares fo
Corporate Africa (New Afrlca [nvestments Limited - Pre-
listing Statement, 1994: 12). Prosper Africa is an
investment holding company whose investment assets
are a 7,1% effective Interest in MTN and a 52,5%
effective interest in New Africa Publilcations Limited
{"NAP"). The buslness of NAP s the publication of the
Sowetan newspaper,

{New Africa Investments Limited - Pre-listing Statemant,
1894: 7).

The Sowetan was first published in 1981 and Iz now the
leading dally newspaper in South Africa in terms of
clreulation. It has primarlly a black readership and Is the
fastest growing newspaper in South Africa. The Soweian
is generally perceived to be politically independent,
although it reflects genaral black political aspirations. The
editor, Aggrey Klaaste, mitlated the "Nation Bullding”
theme in 1988, which in simple terms embodies black
ampowsrmeni. The profiie of the Sowetan was thus
viewed as complimenting perfectly the black economile
empowearment principles on which NAIL was fortned.
(Metlife investmen* Holdings Limited - Circular fo
Shareholders, 1894, 3\
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2.2.4. Listing of NAIL and Corporate Africa

In order to firrly establish the NAIL / Corporate Afrlca grour as a
substantlal vehigle for black economic empowerment
opportunittes and in order to facilitate access to NAIL and
Corporate Africa’s equity, It was decided to list both companies.
Accordingly, NAIL was listed in the industrial Holdings secior of
the JSE on 28 August 1094 while Corporate Africa was listed as
ks pyramid holding company in the same sector on
11 Qctober 1994,

In so doing, NAIL became the first newly listed company of
significant size to be controlled by black shareholders. 1t also
saw the creation of a group, fimly established on black economic
empowerment principles, with assefs [ exeess of R7 biflion
under its control and with the coritical mass to alfract forelgn
capital Investment and other asset acqulsition opporfunitles as
the process of black economic empowerment gathers
momentum. The structuring of the group's investments, l.e. in
Metlife, the Sowetan and MTN, all companles with strong and
established management expertise, comblned the principle of
black-led business parnerships with Industry leaders at the
operating level,

Following the offers made by the |DC In prospectuses Issued
during 1993 and 1994 to members of the black community to
subscribe for shares In NAIL, NAIL was listed with a shareholder
base of approximately 8500 black Individuals glving the
company & meaningful spread of shareholders on the JSE.
Together with other partles, the shareholders of MAIL represent a
- significant range of interest groups and people fromn the blazk
community (Metlife Investment Holdings Limited - Gircular fo
Shareholdars, 1894 9). The simplified group structure of NAIL
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and Corporate Africa at the date of listing Corporate Africa was

as follows:

Otherblack §
NACTU | Corporate SEBO shareholders Metiife Institutions 1 Sarkorp /
Aftica * {+ 6500 Staff Sanlam
shareholders)
- .
13,7% 51% 4.9% % 1,2% 2,1% 20,1%
i MAIL * I
100,0% 30,0%
525% AT
NAR MTN
(“the Sowetan™

* Listad on the JSE.,

{Metlife Investment Holdings Limited - Circular to Shareholders,
1994: 13, New Africa Investments Limited - Pre-listing Statement, -
1994; 7, Corporate Africa Limited - Pre-listing Statsment, 1894:

5},

2,3. Johnnles Industria} Corporatlon Limited {*Johnnle™)

In a ciroudar dated 24 February 1995 sent fo shareholders of
Johannesburg Consolidated Investment Company, Limited (\JCI"),

detalls of the restructuring of JCI were announced,

Briefly, the

restructurlng of JCI involved the separation of JCI's business into three

distinet groupings, each with a listed holding company:

L

a platinum mining house (Amplats), holding JCI's platinum and

unlisted dlamond Investments;
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. a mining finance house (JCI Limited), holding JCI's interests in
gold, coal, ferrochrome and base metals; and

an industrial finance company ("Johnnic"), holding JCI's interests in the
property, medla, motor, food, beveragas and other sectors,

The rationale for restructuring is presented on pages 7 - 8 of the above
circular. The factors which influenced the decision of the board of JCI to
restructure JCI are stated, Inter alia, as follows:

“Black South Airicans should be given every encouragement to
participate meaningfully in mining and industrial finance groups, and this
shouid prove fo be of signlflcant beneflt to all partles heluding the
managements and present shareholders In such sntifes. Groups of a
meaningful and viable size should thus be created as a first step towards
the important objectives of encouraging black involvement In terms of
equlty ownership and broad rapresentation.”

At the date of the dircular, Anglo American Corporation of South Africa
Limited and De Beers Consolldated Mines Limited (collectively referrad
to as “Anglo Amertican"), jolntly owned 48,3% of JCl. The clroular clearly
sets nut the intentlon of Anglo American to dispose of Its shareholdings
in Johnnic and JGI Limited to "approprlate new shareholders" {pg 8).
Paragraph 3 on Page 8 sets out the parcslved opportunities and benefits
of restructuring as follows:

“The merits and opporfunities that arlse from the restructuring can be
categorised as those that acnrue specifically from the participation of
black South Africans in the business and, more generally, those that
make good business sense.

Bitack participation, through the influence of ownership and board
representation, and, In time, through management, offers a humber of




atiractions.  First, It should enable Johnnic and JCI Li  2d to align
themselves more easily with the new social and poiitical structures in
South Africa and to adapt mora readily to the changes that are occurring
In the new soclety. Second, the potential credibility that hiack
partlcipation brings and new cultural values should accelerate growth
and provide new opportunities for the companies in South Africa and
Africa. Third, a broad base of black shareholders, many of whom may
be representsd through investments by black trade unlons, savings
societles and business organisations, should bring with them the
oppartunities for closer and more sympathetic business relationships.
Flnally, it should attract new investors who are eager to support the
companies and contribute to their success."

At the time of writing of this report only the transfer of control ofAnglo
American’s stake in Johnnic had been finalised so it is this part of the

transaction that wili be analysed in detail in thls report,

The summarised group structure of Johnnic, after the restructuring, is as

follows:
Johnnic

p 13.8% 100% 26,4% 7 43,2%

_ 27.4% (E &) _ (Effectlve)
| The Premier The South Commerclal | |Toyota South| | Omnf Media
Group Lid African and township | | Afrlca Limited| | Corporation

Brawartles propetty Limited
Limited

{Source; Annexure 2, Circular to JCI sharsholders, 24 February 1995}

Anglo American, following the circular sent to JC! shareholders In
February 1995, Invited bids to be made for its shareholding in Johnhic
and JCI Limlted. 1t was finally annolnced on 29 August 1998 that the
sale of Anglo Amarican's stake In Johnnic had been finafised, According
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o Vermeulen, (1996: 1)} “In SA's biggest black empowermaent deal,
Anglo American and the Natlonal Empowerment Consortium ("NEGC™
have signed an agreement for Anglo to sell most of its 47,7% stake In
the Industrial group Johnnie to NEC over the next 18 months. The
agresment, under negotlation for more than two years, was finalised .....
yesterday.” According to Slkhakhane™ (199611) "The National
Empowerment Consortium, @ group of black investors, finally bought
control of Johnnic yesterday in the Jargest black economic
empowerment deal ever in South Africa."

Anglo American and The National Empowerment Gonsortium issued a
joint announcement dated 28 August 1996 which appeared in, intéralia.
Financial Mall (6 September 1996, pg 868 - 87). The following is an
axtract from this announcement;

*Anglo Amerlean Corporation of South Afrlca Limited (“the Corporation")
and The Natlonal Empowerment Consortium (*the NEC") announce that
agreement has been reached for the NEC to acqulre a significant
shareholding in Johnnic from the Corporation and De Beers
Consolldated Mines Limited ("De Beers") which together hold
71 917 BO7 shares in Johnnic, representing 47,4% of lts Issued share
capital. The NEC Is a consortium comprising black-controfled business
organisations and trade unions,

The agreement Is subject fo the fulfiiment of certain suspensive
conditions, including the issue of a ruling to be sought from the
Securities Regulation Panel that It will not be nacessary for the NEC to
make & comparable offer to the other shareholders of Johnnic should the
NEC acquire 35% or more of the issued share capital of Johnnie,
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If the suspensive conditions are fulfilled:

" with effect from 1 Juiy 1998 the NEC willl purchase an initlal
shareholding of at leas: 30 352 - ;. +I=s representing 20% of
Johnnic's Issued shared cap  J. “Ine price of this initial purchase
will be R50 per Johnnic share. The price per share excludes the
capliallsation award and / or final dividend payable *
shargholders In respect. of the year ended 30 June 1986;

. the NEC will have an option to purchase additional Johnnic
shares to fake its shareholding up fo 35% of Johnnlc's issued
share capital determined as at 28 July 1996. The perlod of this
aption is 18 months and the price of the shares under option will
be the volume weighted average price over the 60 trading days
calculated at a date 7 days prior to the date of exercise of the
option, discounted by 5%;

. a maximum of 8 105 800 Johnnic shares representing 6% of
~ Johnnic’s issued share capital determinad as at 29 July 1996 will
be made available by way of a retall offering by the NEC to
smaller NEC members and others within the black community
over a perlod of 4 months after fuifliment of the suspensive
conditions at the same price as the Inltial purchase above with
assistance from deslgnated financlers and with a put option
against the Corporatlon;

. the Corporation and the NEC will each contribute shares fo a
voting pool comprising 35% of Johnnic's issused share capital
defermined as at 29 .July 19896, and will enter into a voting pool
arrangement in raspect of these shares, This arrangement
provides Inter alia that:
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- the NEC will be entitled to controf the voting rights In
respect of all shares in the voling pool;

- the Corporation will have certain minority protection
rights; and

- the Johnhic shares in the voling pool will be subject to
reciprocal pre-emptive rights;

° the NEC wilt have a right of first refusal for a perlod of five years
In respect of Johnnlc shares which have not heen contributed to
the voting pool or sold undsr the retail offering by the Corporation
and De Beers; and '

. the board of directors of Johnnlc will be reconstituted to comprise -
20 members of whom 10 members will be nominated by the
NEC. '

The agreement provides that the NEC will have a 60 day exclusivity
perlod ending on 28 October 1986 during which it will conduct a due
dlligence Investigation info the affalrs of Johnnic, During that period It
wiil also finalise the funding required for the purchase of the Iniflal
tranche of Johnnic shares. :

The transaction meets the criteria of the Corporation for black economic
empowerment In that the NEC represents a broad spectrum of black
interests who support those who have assumed the leadership role In
the NEC, The agreement enterad into between the partieé also provides
tha framework for black Involvement in Johnnic by way of equlty
ownership, hoard representation and participation Ih management,

Tha NEC has entered Into the transaction as it provides a significant
opportunity for previously ecaonomically disenfranchised South Afrfcans
to participate in a meaningful way in the South African economy. The
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combination of black business and labour groupings in the NEC will
further the objectives of black sconomic empowsrment”.

Following the announcement dated 28 August 1996, a second Joint
announcement by Angio American and the NEC was published on
1 November 1996 which appeared In, inter alla, Business Report
{1 November 1996, page 7). Salieni features of the joint announcement
are as foliows;

» the suspensive conditions relating to the acquisifion by the NEC
of a significant shareholding in Johnnic had been fulfiled. These
cenditions. included:

- the finallsation of the funding requirad by the NEC to
purchase Johnnic shaves; and

- a juling belng granted by the Securities Regulation Panel
that it was not necessary for the NEC fo make a
comparable offer to the ofher shareholders of Johnnic;

o  the NEC had purchased 53117200 shares In Johnnic,
representing 35% of the Issued share capital of Johnnic as at
29 July 19986, at a cash consideration of R50 per share. As the
NEC had acquired 35% of Johnnig, there was no need for Anglo
to particlpate in the voting pool;

. In addition to the Johnnic shares purchased by the NEC, a
maximum of 9105800 Johnnle shares representing
approximately 6% of Johnnic's issusd share capltal would be
made available by way of a retall offering to smaller NEC
mambers and other persons within the black community over a
perlod of four months at a price of R0 per share;
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. the NEC has the right of first refusal for a period of five years in
respect of Johnnic shares not taken up In the retall offering
together with the Johnnic shares retained by Anglo Amstican;
and

. the board of directors of Johnnic will ba reconstituted to comprise
twenty members of which ten would be NEC appointees.,

Details of the membership and funding of the NEC are provided |n a paid
announcement issued by DLJ Pleiade Investment Corporation (Pty)
Limited, which appeared in, Inter alla, Business Day {page 8) on
1 November 1996:

The NEC represented a grouping of 23 member constiiuents, made up
of business and labour units who had established themselves as a
unified bidding consartium in order to negotiate with Anglo American for
its stake In Johnnic. The NEC represents a broad spectrum cf black
husiness groupings, frade unions and frade union provident funds.
Major consfituents of the NEC are as follows:

. Business

- Siphumele Investments Limited, a Western Cape based
fovestment company;

- Nozala Investments (Ply) Limited, & womens' investment
company;

. New Afrlca Investments Limited;

. World Wide Africa Investment Holdings Limited, an
established black owned investment holding company.

) Labour
- Natlonal Union of Mineworkers;
. SA Commercial Catering and Allied Workers' Union;
- Food and Allled Workers® Union;
- SA Rallway and Harbour Workers' Union;
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- SA Clothing and Textile Workers’ Unlon;

- Minewoarkers investment Company (Pty) Limited;
: SACTWU Investments Group (Pty) Limited;

- Building, Construction and Allied Workers Union.

individual members of the NEC were required to secure funding for their
allocated stakes. In general, funding was provided by banks, peitsion
funds and other flnanclal instltutions using the Johnnic sharss as
security for the funding obtained. A range of Iea’dln'g South African
financlal Institutions provided funding to NEC members for theirJohnnle
shares. Partlcipating institutions Insluded the following:

. ABSA Bank Limited;

. Eskom Pension and Provident Fund;
. Old Mutual;

» Standard Bank;

» SANLAM;

¢ The Transnet Pension Fund,

. Community Growth Fund; and

. Metropolitan Life.

Cargill (1896:11) comments on the Johnnic deal as follows: “The
Johnnle deal Mustrates well that there are many facets to making
empowerment meaningful, and that, certalnly, empowerment is nhot
concluded along with the dea’ .- . The new black buyers camry a
rasponsibility o ywve substance io the empowerment chjectives which
underpin such fnitiatives.

She comments further on the use of a consortium as the bidding vehicle.
She soes the use of consortiums by black business as a feature of black
empowerment today. The reason for this is firstly that black companies
on thelr own (ack financlal muscle and need to operate as a consorfium
i order to expand their muscle and secondly to ensure a broad spread
of black groupings.
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CONGLUSION

The transactions analysed In this chapter appear to have the following commen
sliccess elements:

inltiative taken by Iarge. established "white” owned corporates;

A degree of facilitation by the previous controking shareholder;

Credible black &nfrepreneur leadership;

Sophisticated financlal structuring,

Effective harnessing of black capital resvurcss;

. Broad based acquisiion groupings with correctly structured
shareholdings; and

. Suitable acquisition target companies which would benefit from black
shareholder participation. :

*« & » B
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CHAPTER FOUR

Examination of viakle mechanisms to aid empowerment

A review of the literature reveals several vehlcles or mechanisms which are

conslstently identified and indeed, hamessed, in order fo achiove the objectives of

empowarment. These mechanlsms or initistives have been Identified as enabling

mechanisms in literature emanating from both the pubfic and private sector and from

govemmental and non-govemmental organisations and agencies. The following

generic terms have been used In the cordext of being an enabling mechanism in the

process of empowerment:

privatisation (Menaker 1996, Shabalala 1295},

joint ventures (Quebaka 1994, Nkonyenl 1994, Dow 1984);

franchising (Rodkin 1986, Nelscn 1995, Baloyi 1994);

equily ownership {Ramaphnsa 192096, Nkonyenl 1994, Lusengo 1993,
Godsell 1894, Alberts et al 1994).

facllitation by lhe Johannesburg Stock Exchange (Galli 1994, The
Johannesburg Stock Exchange Listings Regulirements)

PRIVATISATION

The South Africen Pocket Oxford Dictionary deflnes privatisation as “the
{ransfer from State to private ownership®,

Menaker {1996: 36, 37) clearly identifies privatisation as one of the
major tools at the disposal of government to enhance black economic
empowerment. She also corwments on the apparent swing of
government from a proposed policy of nationalisation to one of
privatisation. She writes (pg 36) “just five years ago, Nelson Mandela's
African National Congress chiltad South Aftica’s private sector with talk
of nationalisation, Many of the ANC's leaders in exile, educated in
communist-hloc or leftist Western Institutions, believed that natonalising
South Afrlea’s major industries would prove a powerful tool for bringing
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it core economy under the contral of the black majority. They also
agreed with the South Africen Communist Parly that nationallsation
would help comrect the great disparities of thcome and opportunity in
white-run South Atrica once the apartheld regime had been consigned to
histoty."

8 refers to the ANC, ones it had come into power, as having "changed
its tune” to the extent u.at the Mandela government Is seen as baing far
more comimitted than its predecessors to liberating the sconomy by:

. privatising state-owned industrles;
. jowsring tanffs and subsidies;
. promoeting compstition,

Simultaneously, the Mandela government is Intent on seeking its
ambiticus soclal goals, It s In this context that the government will seek
to carry out its privatisation pollcias. Menaker {pg 36) thus summarlses
the government's objectives as *keeping the sale of stats assets in the
context of an overall economic restructuring that will help empower biack
business while improving efflalencles.” The spevific challenge facing
government with regard to privatisatior is sean as the unloading of siate
“behemoths while helping to make blacks an economic force”,

QOn 7 February 1996, the Naticnal Framework Agreement (“NFA") was
slgned, Parties to the NFA are:

. Govermnment of Netional Unity {("GNU");

. Federation of South Afrlcan Labour Unions;
- Congress of South African Trade Unions;
® Natlonat Council of Trade Unlons,

The NFA represenls an accord between government and organised
labour to establlsh an agreed procass, based on stated objectives and
principles, betwsenh the parties |n regard to the restructuring of certaln
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siate assets. The NFA defines privatisation as the "polley of converting
public ownership of an asset to the private sector or permiiting the
performance of a carfain activity, hitherto camied out by a state owned
entarprise, by a private sactor busihess",

The NFA sets out 13 guiding principles for restructuring. Of particular
relevance are the following:

Labouy

Organised labour [ty genera.l and employees of the relevant public
entzrprises should participate in polley formulatlon g 8,
The uitimate aim of restructuring Is to improve the quality of life of
all South Africans. Therefore, the underlying approach of the
partles {s that restructuring should not ocour at the expense of
the workers In state enterprises. Every effort should be made fo
retain employment,

Historically disadvantaged groups

Restricturing must redistribute wealth, boost the small and
medium enterprise sector, have sustainable affirmative action
implications and  faclitate genulne black  economic
empowsrment, The capacity of the histarically disadvantaged
communitles to participate and benefit fully In the restructuring
programimes should be ascertained and enhanced.
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The NFA thus places on record the GNU's recognition that privatisation,
or the restructuring of state assets, in the context of a partnership with
organised labour, has as one of its fundamental objectives, the
facilitation of black evonomic empowerment.

The thearefical concept of privatisation as a tool to ald empowerment
appears fairly well accepted. To be useful, however, the theoratical
. concept has to be translated into practice, While this is certainly not
goirig to happen immediately, Menaker {1996: 37) pmwdes some
examples of how this could {ake place:

) Telkom. The South African telecommunications parastatal is
seeking a strategic equity partner to purchase a stake of up to
20% in Telkom, with the goal of atiracting foreign capital and
technologleal expertise. Menaker (1986: 37) quotes Ronald
Roberts of lawyers Mosenheke & Pariners as saying that In the
case of Telkom, “a phone is more empowering than a share"
consequently, a strategle equity 1 - tner that speeds up service to
poor blacks does more to empower blacks than a public share
auction of tha entire company.

. Aventura, the state resorls company, fs small enough for &
possible sale to a black entrepreneur, or for a jolnt venturs
between a white backer and black management.

. Eskom. The parastatal electricity supplier is regarded as a
strategic asset that might well stay in state hands but could
encourage  small, black-run  businesses smong Hs
subconfractors. In other cases, shares distrlbuted to poor (black)
people after a mass education programme could provide
collateral for homes or education loans,
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= Government contracts. Granting more government contracts to
small business could play a substantial role in bringing blacks
into the economic malnstream. Menaker {1998: 37) quotes
Laren Braithwalie of Msele Corporate & Merchant Bank as
follows: "Look at how much contracting the government does. |
black business could get even 20% of that a year, that would be
real empowerrnent,”

. Land reform. Another version of privatisation could be land
reform, designed to refurn property seized under the apartheid
regime, State-owned land could become restitution for hlack
property owners forclbly removed from prevlousiy "whites-onfy
areas”.

Professor 8 R Shabalata, Deputy Director-General and Head of the
Office for Public Enterprises, (1895: 17) presents his view that in the
South Aftlcan sltuation, privatisation has to be crafted fo become a
national instrument or technique for empowering and promoiing Afrlcan
economic freedom and participation in  the restructuring and
democrelising process of the economy. it must be polltically, technically
and economically efficient and effective. In his paper (pages 25 - 29),
Shabalala explores possible empowerment techniques which can be
parflally facilitated through privatisation. He breaks down categorles of
persons to be empowerad Into:

. employees of state enterprises;
. entrapreneurs;
" the general publlc from disadvantaged communitias,

He identifles the following techniques that can be used to promote
aconomis empowerment of hlacks through partial or full privatisation of

state {owned) shares:

] employee share ownership programmes;
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fif)

iv)

v)

vl)

i)

vill)

ix)

the private sala of shares through a competitive bidding process
to avoid competifion and favouritism;

salling of assets of the state-ownad enterprise by, effectiveiy,
liguidating the company and thereby wiping out lis outstanding
debts. The assets can then be repackaged for sale to black
invastors, but for a lower price than the value prior to liquldation;

the creatlon of a National Saving Trust. Under this scheme, the
government would transfer to the trust, free of charge, tentain
shares which it owns which are being, or will be, privatised. The
intermediary trust would manage securlties that are allocated to
them and use the income fo fund community development
programimas;

the public offering of shares io better organlsed and-financed
sagments of the disadvantaged communities;

spaciflc declslons and measures by the govemment to use lts
poliical empowsrment to promote black economic empowerment
in the private and publlc sectors;

smployment and placement of blacks in positions of powsr In
state-owned enterprises so that decisions taken in these
organisations are empowering to blacks;

the re-orientation of buslhess activities of state-owned
enterprises so as o promoete entreprensurship within the black
cormmunity and to provide tralning and development opportunities
for black managars ant tachnical professionals;

assistance to be provided to facilitate equity ownership of state
enterprises by blacks,
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Shabalala (1995: 18) comments that in order to optimise the
restructuring and privatisation process as means of facilitating
empowerment, economic development sfrategies and programmes
shouid be formulated and be made national strategies and programimes.

JOINT VENTURES

Qubeka (1994 1) presants the view that "the new dispasition in South Aftica
necessarily must incorporate rapid black econornic empowerment and [t Is dlear
that the skills required for this purpose are simply not sufficiently available. He
argues that In order to address this sltuation, rellance will need to be placsd
largely on what he refers to as the "corporate world" (1984: 2), an the basis that
they are better aquipped to understand what needs fo be done, '

Four avenues (1984: 4) are presented as methods whereby the corporate world
can address both the skills and the finance shortage which currently inhibits

black empowerment:

. donations / sponsorships;

e rantorships;

. secondment of skills and uxperience;
s Jelnt business ventures,

Qubeka {1994; 4) dismisses the donation / sponsorship route on the basis that it
Is susceplible fo mis-appropriation {l.e. black enrichment Instead of black
economic empowenment) but also denles blacks the opportunity to learn from
those who have the skllls and experlence. Mentorship and the secondment of
skills and experience are both recognised as successful methiods, however, the
establishment of joint ventures with corporate partners is identifled as the
methed most able to ashieve real black empowerment.




The author sets out (1994: 6) three oblectives or principles which s:ould be
considered in sfructuring any black economlc empowerment joint venture
arrangen.ant;

. skills need to be conveyed to blacks fo permit blacks to gain the
experience needed to run businessas on thelr own or in parinership with
others; '

. it Is prefarable for blacks to have a majority stakeholding in ths Joint
venture struciure and to expand this stake as expsrience Is gained;

. in view of the problems. faced by black entrepreneurs in securing
finance, asslstance must be provided ¢ end either through existing
financial institutions or by the joint vent rtner,

A critical element to be recorded in the joint venture agreement relatés to the
financing of the venture and here the author repeats (1994. 6) what has
emerged as a common trend in empowerment deals to date le. that of
facllitatfon by (white} joinf venture partners., In this regard, two essential
conslderations relating to the financing of joint ventures are set out (1984: 7):

. it is assumed that the black joint venture pariners will be flnanced by
their (white) partners or that finance will have been obtained with the
asslstance of thelr partners. In order for the jolnt venture arrangement to
actually promote black empowsamment, Qubeka asserts that i Is
necessary that the Interest rate payable by the black partners on the
foan finance be subsidised i.e. that interest be charged at a rate lower
than a prevaillng market rate. This would imply that the joint venture
pariner either foregoes a portioh of Interest income (where the joint
venture partner has financed the deal) or actuslly “tops up” the interest
paid by the black partner e the finangial institution which has advanced
the loan.
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. The repayment on the foan should be linked to profit flows or dividend
declarations out of the joint venture, allowing the black entreprensur to
effectively service and repay the loan out of the proceeds of the Jolnt
venture. This parficular financing arrangement would appear io be a
“softes” option than financing terms normally avallable commercially and
would act as a facllitating mechanism for biack entreprensurs entering
into joint venture arrangements,

The author {1894: 8) addresses the petential conflict arising from the stated
objective of giving the black partner the majority shareholding In the [oint
venture while ihe finance for the joint venture is made available or |s guaranteed
by the minority {white) partner. This is overcome by glving the minority partner
a ma]ority vote untll such time as the finance is repaid or the guarantse falls
away.

Qubeka concludes by defining (1994:8-9) several characteristics necessary to
ensure that the joint venture meets Its specifled overall objectlve of promoting
black empowearment:

. all partner. in the joint venture must share the same vislon and
commitment to black economilc empowerment;

a the exercise must be genuine and must avoid the situation of blacks
fronting for whites. Instead of the prevalent present situation where
blacks are placed in staff Jobs such as Human Resources, Fublic Affairs,
Communications, ete., they should be placed in decision making line
Jobs where they can acquire the requisite skills and experience.
Attached to thls is the condition that people appointed to decision
making posltiohs are properly equipped for the posltion;
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. the assistance provided to black joint venture partners must not be in the
nature of welfare or charify even though there may be a social
responsibillty mofivation, all parties should derive some form of
commerclal gain from the wssociation;

. the black JoInt venture patrtners want to see a transfer of skills to them.
Coupled fo this is the necessity for the white corparate partner to reallse
that they have a responsibliity to asslst their black partner to assume
their proper role In the sconomy;

. a drop in sté_ndards, because of the involvement of black partners,
should not be tolerated, firstly because it is not In the Interests of the
economy and secondly, because the black entrepreneur should not be
seen as an inferfor partner or a llabllity;

. " the joint veniture agreement should be in the nature of a long term
parinership to avoid allegations of sither or both pariners "m Jiing a fast
buck" and then withdrawing.

Nkonyenl (1994: 8) expands the jolnt venture coneapt further by identifying
tripartite partnarship opportunities involving black South Africans, white South
African business and forelgn interests as an Important item i the Inventory of
relevant elements In the pmoeés of blac: economic empowerment. The author
sees the main thrust of this fripartite model as being the facilitation and provision
of intensive and holistic training by white owned South Afrlcan businesses and
foreign enterprises to their black partners, Nkonyeni provides as an example
the inltiatives currently being undertaken by NAFCOC in creating, developing
and upgrading & data base which covers the full spactrum of black business
activitles with a view to playing the role of match maker in tripartite relationships
involving black South Afrlcans, (experiehced) white-owned / controlled
enterprises and forelgn players,
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Dow (1984: 2) presents both the Afrlcan Life dual and the Metife deal as
speclfic examples of two successful local Joint ventures between existing white
controlled groupings and black South Afrlcan entrepreneurs. Dow sets out the
criteria which he believes are necessary in order to establish a successfuf joint
venture:

. high public profile transactions;

. c'redible and sultably qualified black entrepreneurs;

® the assets that are the subject of the joint venture to be of a high quatity
and to be managed by quality management;

. the white joint venture partners to be of a high quality;

. the Jeint venture transaction must be commerclally [ustifiable;

. the focus of the joint venture should be on the partnership between the
black entrepreneurs and establishaed white business,

According to Dow (1884: 2), the objectives of such Joint ventures should be to;

. establish black controlled groups;
. achieve a critical mass;
. attract positive lacal and international market reaction.

3 FRANCHISING

The South African Packet Oxford Dictlonary deflnes franchising as "the
authorization o sell a company's goods ete, In a particular area” or "he fight or
privilege granted fo a person or corporation,”

Franchlsing has been popularly identified as a viable fcol to aid biack
empowarment {Rodkin 1996, Nelson 1996, Baloyi 1894).

Rodkin (1998}, who is franchise division head of Kessel Feinstein Consulting, Is
of the vlew that franchising is directly linked fo black economic empowerment in
a number of specific areas: '
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Franchising aidows big business wanting to downsize and create
opporiunities within the organisation to ssll ownership of branches and
small business franchises to management. This allows the man in the
sireet access to enter the business world at an entrepreneurial level.

Franchises are a good medium for the fransfer of business skills fo
previously disadvantéged entrepreneurs. Banks are more Hkely to grant
start-up finance to a franchisee than a person warnting to start an untried
small business. From a financier's point of view, funding a franchise is a
commerclal proposition as the franchised business is usually a proven
concept and the franchisee is trained and supported by his franchisor,
in support of this argument, Rodkin quotes US statistics which indicate
that while 80% of non-franchise small businesses fall, onfy 10% of
franchised small businesses fall,

As more and more disposable income comes into the hands of black
South Africans, so many of the International franchisors entering the
South African market are [ooking for biack franchisees in touch with the
need of black consumers.

In the parastatal arena, functions such as cleaning and catering are
being outsourced by the parastatal to franchisees with a high
representation of paople from previously underprivileged communities.

Franchising is an ideal business mechanism for aiding the black
entrapreneur in the fransfer of skills. 't provides tried and tested
businesses, brand names, training, businass procedures and products,
all of which can be transferred within a short thme.

According to Nelson {1998), black empowerment cannot be advanced by way of

handouts, Real empowerment means giving individuals the ability {o gensrate
wealth and create employment via the transfer of skills. Franchising Is Identified
as an excellent way of transferring skills. Nelson believes that It s skiils
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transfer, rather than the availability of capital, which Is the critical factor in the
creation of new business and empowsrment opportunities. He states that
capital will foliow the successful transfer of skills needed to create new business
oppoitunities and that franchising has a vital role to play in passing on
managerment and business skills, particularly to previously disadvantaged South
Africans.

Baloyl (1994; 2) presents, based on her own research, that the most appropriate
definition for economlc empowerment is “a strategic hwvestment aimed at
enhancing economlc performance and sustalned profitabllity through the
provision of opportunity and the development of skills and rusources.”
According to Baltoyl (1994: 23, economic empowerment is based on fi. ..

cornerstones:
. education and development;
. employee particlpation;
« affirmative action;
. investment in business davelopmant.

Based on what Baloyl views as a necessarlly holistic approach fo economic
empowerment, she spacifles franchising as a particular strategy which meeis
the four criteria set out above. She continues (1984: 7) that, given South
Africa’s historical perspective, the franchlsor is almost always white and the
franchisee black. Of concem io the author is how to get the franchisee fo be
economically empowered to the point where franchising can assist in meeting
the objectives of empowerment. Baloyi presents (1894; 7-10) five success
factors necessary to make franchising a tool for real economic empowermant.

. independence

The biack franchisee should enjoy sifficlent Independence from the
franchisor to ensure that the franchisee [s actually empowered and doas
not meraly become a small black business fronting for large white
businesses.
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Financial growth

The focus of the franchisee should be on financlal growth b the short
and long term so that the franchisee is not financlally dependent on the
franchisor, ‘The financiat growth pattern should empower the franchisee
as well as be profitable fo the franchisor.

Capacity bullding

Franchising siould ensure capacity bulldiag at all levels, It Is essential
that the franchisor is socially responsible and ensures that the
franchisee is properly trained and skllled,

Mutual benefit

The franchise arrangement must avold a “big brother” relationship or
what is refarred to as "high tech fronting”. The franchise should be
mutually beneficial to both franchisee and franchisor in monetary terms,

infrastructural flexibility

The franchise arrangemeant riseds to provide a certaln amount of lafiiude
i the way that the franchises conducts businass [n the context of the
development of black entreprensurs. To ba an eaffective tool for
economic empowsrment, the franchisor should atlow for flexibillty, whilst
safeguarding the name behind the franchise. In the South Afrlcan
contaxt, the franchlsar must, In particular, recognise the need to upiift
the small and medlum slzed {black) entrepreneur to allow the latter to
develop into strong members of the business community.
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EQUITY OWNERSHIP

The South African Pocket Oxford Dictionary defines equlty as the “value of the
shares issued by a company "and cwnership as “have as property; possess.”
Equity ownership may thus be definad as possessing shares In a company.

Equity ownershlp has been identifled as the key component of black economic
empowermant by varlous writers {(Ramaphosa 1996, Nkonyeni 1994. Lusengo
19893, Godsell 1894, Albarts et af 1844),

Ramaphosa {1998: 16) is of the view that the South Afifcan economy s
increasingly moving towards a gystem in which wealth is created through (the
ownership) of capital assets, The ownershlp of capital assets such as equity Is
identifled as the key element In the accumulation of wealth. Ramaphosa
believes that the majority of the population that do not own capltal should be
provided with means of achleving substantial equity ownershlp, Two areas
identified by Ramaphosa as facilitating equlty ow nership are;

. Unbundling

Unbundling transactions by large conglomerates provide the oppuortunity
to disadvantaged commun 1ties to take up substantial stakes In the South
Afrlcan economy.

. Commitment by financlal instltutlons

Financlal Institutions need to be committed to rectifving distortions in the
South African economy. Banks need to develop their capacity for
assessing tlsks I the emerging black rmarkets and view the funding of
black business as a legitimate and profitable transaction between private
sector institutions rather than a soclal responsibifity exercise,

According to Gudsell (1994: 1), "an expansion of ownership of the South African
gconomy can only be achiaved by giving people the opportunity to gain conlrol
of waalth, and then to use that wealth to create mors,”
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Lusengo (1993: 43) states that “various forms of transactions, which result in a
change of ownership of a company, are opporiunities to ambed the principles of
black economic empowermant in companies”, He explains that leveraged buy-
outs (LBO's) and management buy-outs (MBO's) are two practical ways of
contributing to black ecoromic empowerment. An LBO is defined as "the
acquisition of a company using debt to levarage the purchass price and using
the cashflow of the company to repay the debt.” An MBO is an LBO where the
management, or a consortium consisting of management and employees, Is the
buyer of the company. Lusengo believes that the MBO In partlcular has proved
an attractlve vehlcle for management and employees to create wealth through
equity participation - owning shares - in their company. They apply their skillz
and expertise fo rapaylng the debt incurred in acquiring the company. Lusengo
is of the view that a heavy load of debt is a significant spur to creativity and
productivity.  From the point of vlew of enhancing black economic
empowerment, Lusengo belleves that a consortium of employees and
management (who are now owners or part-owners of the company) can
implement strategies to thls end. He cites, as examples:

. The adoption of a strategy to implement affirmative action;

s ‘The establishment of trust funds to give employees financial assistance
with health, education and housing;

. the active involvernent with social upliftment programmes; and

. the formulation of guidelines for employment creation.

According to Alberts et. al (1894; 1), "black economic empowerment ... models
under discussion agree that growth must undermine sustalnable development,
The process must be about the creation and distrlbution of new wealth and the
expansion of awnership.” The authors are of the view that in order for a real
restructuring of ownership to be achieved, the commlitment of three key role
players is required:

) government
. labour
° business
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The authors believe that the role of business will be gulded to a large degree by
self interest and a drlve towards global competitiveness. Without the ownership
base being broadened, there is litfle incentlve for productivity or constructive
participation in the economy, Alberis of. af (1994: 1) state that business must
also view the creatlon of a dynamic black business sector within the context of
genuine socio-econaomic transformation and national survival. The role of
business is analysed into two specific areas:

" Facliitatlve

The role of business here is specified in terms of changing traditlonal
business attitudes and approaches, identifying and encouraging
opporiunities for economic empowerment, and doing business with black
entrepréneurs and businessmen.

. interventionist

‘The role of business In this area Is fo assist in the mobilisation of capital
through Investment and equity transfer,

Alberts et. al {1994: 2 - 14) propose two speclfic optlons ar models which
have the specific objective of broadening equity ownership by black
Sotith Africans. These are!

- Tha Community Growth Fund Model; and
- Employee Share Option Schemes,

. The Cormmunity Growth Fund (“CGF"") Model

The Commurity Growth Fund Is a untt trust launched by trade unions in
June 1992 in order to direct members' (largely black) retirement fund
savings into “socially-responsible” companles and thus into long-term
soclal upfiftment.

The CGF grew out of unlons' concerns that thelr own members savings
in provident funds and elsewhere were not succeeding in creating jobs
or Improving soclal condltions. The funds of seven trade unions are
currently invested through the CGF.
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- National Union of Mineworkers;

- Paper, Printing, Wood and Allled Workers' Union;

- Transport and General Workers’ Union;

- Construction and Allied Workers' Unlon;

. National Union of Food, Wine, Spirits and Allled Workers:
- Transport and Allied Workers' Uniop

- Metal and Electrical Workers' Union of South Africa.

The CGGF is owned by the Community Growth Managemant Company
which Is jointly controlled by fund managers Syfrets and Unity. The CGF
invests only in companies that are judged socially responsible and
successful against the following weighted criteria;

- employment creation;

- industrial relations practice;
- conditions of employment;
- training;

- gender equality;

- snwironmental policy;
- warker participation;

- social spanding;

- racial equalify policies.

According to Alberts et al {1884; 7), “the CGF affords the opportunity to
participate actively in the economy. The unions themselves recognise
that the CGF rapresents a first step in empowerlng workers."

Employee Shara Option Schemes (*"ESOPS")

Albeits of al (1994: 5) identify ESOPS as a model of aquity ownership
which allows (black) workers direct access 1o a company's equity.
Jardine (19896: 2) expands on this concept by explaining: “within the
context of the democratisation of South Africa, increasing focus is
placed on the tighly controlled white dominated corporate sector. Two
central issues can be identified;

- the widening of the controlling structure; and
- the implementation of the process of black empowerment,
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Jardine (1996: 2) believes that ESOPS aflows for the allocatlon of a
signiflcant portion of the issued share capltal of the company which can
widen the controling structure of a company while simultaneously
facliitating black empowarmant,

Brown (1996:1) reviews ESOPS, espacially within the fishing Industry, in
the contexs .7 hack economic empowerment, According to Brown,
ESOPS offer a means to further black economic empowerment. The
implementation of ESOPS in South African companles Is stilt generally
limlted, other than In one sector, the fishing industry. Brown (19986: 1)
sets out the reasons for this as follows “The reason would saem to relate
to the peculiarlties of that {l.e. the fishing) sector, where the black
sharsholders fall ihto three groupings: organised Rull-ime workers,
seasonsl workers, and unorganised, Individual black fishermen, who
have found it difficult to mount an organised campaign In support of thelr
Interests, The ESOPS offer an efficlent means for the major fishing
companies to incorporate all these groupings under one black
empowsrment mechanism and by sa doing, hopefully relieve mounting
poliflcal bressure as the outdated quota allocation system is reviewed.”

Brown (1996: 1) Is of the view that ESCPS may well find a place within
the government’s privatisation initlatives, with worker and trade unlon
support being secured partly by offering workers a share in the state
companies and utllitles which have been Identified, at least in part, for
sale. The experience gained In the fishing industry could provide
important lessons for greater things to come.

Brown (19968: 1-2) sets out a brlef overview of the South Afrlcan
companies which have chosen to implement ESOPS:

Oceana Fishing

Oceana Fishing was the first company to implement such a schems, In
December 1994, Reef Africa Holdings Limlied (“RAH") bought a joint
controlling stake in Oceara Fishing from Tiger Oats. As part of the deal,
each employee was offered 500 shares at R2,55 per share, the price of
which RAM bought Oceana Fishing shares. More than 90% of Oceana's
2 500 employees have taken up their options, which represents 3,5% of
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Oceana Fishing's total share capital. In addition, Cosatu’s affiliated food
tragie union, FAWU, exchanged its existing stake in Oceana Fishing for a
2% stake In RAH. To assist employees in taking up their options, 10
year loans are avallable, interest free over the flrst five years,
Employees have the option to repay the loan In full after five years, by
instalmeants or at the end of the tenth year.

Sea Harvast

In January 1896, Sea Harvest embarked on the first phase of the
implementatloh of its share option scheme by offering its employees 500
shares each at a dis~ Junted price to the market price. The loan faciiity
Is the same as that In place for Oceana Flshing employees. The first
offer was 85% subscribed by Sea Harvest's 3 500 employees. The first
phase of the scheme comprised 1,2% of the company's total equity.

In the second phase of the scheme, announced In November 1986
(Hasenfuss: 1996:1) employees are being offered an additional 7,5% of
the company. Louls Penzhomn, the Managing Director of Sea Harvest, is
of the vlew that an employee share option scheme "provides the ideal
balance between broadening participation and ensuring the economic
use of exlsting assets and the preservation of jobs.” In the second
phase of the scheme, emplayses are helng offered 2 000 shares each at
a 23% discount to the then ruling market value. 95% of Sea Harvest's
employees have electad to take up the offer. Sea Harvest would provide
interest free loans to employees fo finance the purchase of the shares
over five years. Penzhorn comments further that Sea Harvest's share
scheme was the "perfect form of galn-sharing and an important move,
considering that the company's value adding processes depended
heavily on the skills of the workforce." Penzhorn continues that the
scheme provides “a real incentive for employees to do things better,
which |eads to bigger dividends and profits and ultimately translates into
a higher share price."

Premier Fishing
Premier Fishing, a division of Premier Food, has adnpted a slightly

different scheme., Whereas Oceana Fishing and Sea t arvest are both
lsted on the JSE, Premler Fishing is an unlisted company. During 1995,
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it restructured its local fishing Interests into a separate subsidiary,
Premier Fighing SA, and created a share trust that allows employess a
direct 20% stake In this new company. lts 1 100 employees pald one
cent per share, which were valued in April 1996 at R2,92 per share.
Employees are offered 800 shares plus 120 shares for every year of
service. At this stage, Premiers' share scheme goes further than the
others, insofar as providing the highest proportion of equity for
employees, and having employee participation at management lavel.

Brown comments (1298: 2) that ali ESOPS implementad to date in the
flshing sector share common features:

- employees can repay thelr loans out of dividends

- the schemes apply to both permanent and seasonel employees

- the schemes have the blessing of the relevant trade union,
FAWU, after consultation with FAWU,

Brown concludes {1996 2) that the fishing industry's ESOPS stlli carry
many of the “problems” assoclated with simiiar share participation
schemes that have tended to make them unpeoputar among the trade
unfons, For example:

- Perhaps barring Premier Fishing, the equity is small and hence
insignificant in tarms of confrol, In Oceana Flshing's case, the
{otal scheme comprlses 3,5% of Oceana’s equlty, the same
propottlon as management's share option scheme. Employees
can attend the annual general meeling of thelr respective
companies, but with limited equity shares, ESOPS do not qualliy
as the Kind of empowermant that offers a measure of control.

- In the early days of biack unionism In South Africa, share
schemes were considered by unlons as a crude atfempt by
employers to “buy oft” their workers, While FAWU s not ¢ialming
this, it Is questioning the motives of the companies at a time
when btacks are gaining greater access to the economy. FAWU,
tharefore, wants 10 see ESOPS extended to Include Increased
involvemaent by workers in company decision-making,
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M-Nef's Phuthuina Share Scheme

During 1985, M-Net embarked on a much publiclsed scheme which
piaced 10% of M-Net’s equity in the hands of historically disadvantaged
South Africans, with the stated objective of asslsting in the process of
black economi  =mpowerment, Full details of the scheme are contained
in a booklet e 81 "M-Net's Phuthuma Share Scheme” which was
issusd in April 1986. Al ren +ances In this sub-secfion are to that
bookiat. The forward (pg 2} sets out the objective of the scheme as
follows: “to assist in the economic empowerment of historically
disadvantaged communities in South Africa” {(defined on page 2 as
Black, Coloured and Indian South Africans).

The objectives of the acheme are set out in more detall on page 3 of the
booklet:

M-Net believes that there is a growing demand for a meaningful
participation of the black community in the management, ownership and
control of organisatiors. M-Net has long been active in the area of black
career advancement. it sought to match this in the area of equity
ownership as well, It was in response to these vlews that the major
original M-Net shareholders agreed to divest some of their M-Net shares
and provide the impetus for the birth of Phuthuma, The choice of the
word "Phuthuma" is explained as follows (pg 3): "Phuthuma is a Zulu
word which means “hurry up, get golng". It capfures a sense of

urgenoy.”

T ensure meaningfl economic empowerment, M-Net wished its
scheme to extend share ownership to ordinary black South Africans,
Including the most deprived. This raised the problems of affordabiltty
and risk. Given the acute shortage of black capital, the offer could not
fightly be put at the risk ordinarlly Implied by stock market investment.
To purchase 10% of M-Net would cost R70milion. A funding
mechanlsm was nesded and one of the stated objectives of the scheme
was to protect participants from losses caused by a drop in market
value.
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The mechanics of the scheme are presented In detall on Page 5 of the
bocklet:

- South Africans bslonging to historically disadvantaged groups
were publicly invited to purchase 10% of the equily of M-Net.
The groups referred to were blacks in the widest sense -
Afticans, Indians and Coloureds. This represents all those
unable to vote before 1994,

- The share price was based on the prevailing market price of M-
Net shares. Appllcants had to pay a deposit of 10% of the
purchase price in cash with their applicattons, They incurred a
debt for the balance, repayabile at the end of three years.

- The shares were sold directly to the pariicipants. Having bean
given three years fo pay, their shares were pledged to the major
original shareholders and dividends ceded for three vears.
Ownership will then pass directly to the parficipants.

- The major original shareholders scld their claims against the
particlpants to a newly-incorporated company, Phuthuma
Investments (Ply) LImited which acted as a special purpose
vehicle for the issulng of preference shares to ABSA Corporate
and Merchant Bank - the flnanciers,

- The major shareholders granted the preference shareholders a
put option on the outstanding balance of the praeference shares
as.well as any dividends in areas andfor defaulis upon dividend
payments by M-Net. In ferms of the put option, the malor original
shareholders underiook to buy back the shares at a ptice of
R2,50 per share If after the three year period, the share price for
some reason dropped balow this level,

- The coupon rate of the preference s*:res would be recalculated
at the expiry of each year and the naw coupon rate would reflect
tha effect of the arrear dividend.

-70-



- The adminlstrative function was controlled by the Phuthuma
Shara Trust, which owns 100% of Phuthuma In restments (Pty)
Limited, and which will receive the M-NET dividends on the
shares annually. Thuede will be used to service the preference
share dividend with ABSA Corporate and Merchant Bank.

- Cn the third anniversary of the scheme, the preforence shares
will be redeemed &t the issue price thereof plus any outstanding
preferehce dividends:. The redemption wil be funded by the
payment of outstanding indebiedness by each participant, a
refinancing mechanisim to be arranged at that stage, the exercise
of the put option against the major original shareholders, or the
sale of sufficlent M-Net shares in the market.

- The structure Is diagrammatically set out below:

10% Deposits

b4

' . _' Phuthuma
Press Groups E_M, Participants 10% Deposit Administrative
' Trust

------ s 3
[ Phuthuma ' '
Investments R mm— ABSA
{Pty) Ltd R83m prefa ) .
i {90%)

capital and dividend put option

The process and design of the Phuthuma scheme are presented on
page 7 of the booklet:

M-Net was legally prohiblted from holding a rights offer of new shares in
which only historically disadvantaged people could participate. The
Stock Exchange Act prescribes that a rights offer of new shares has to
be made to all existing shareholders.
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For the scheme to conform to these provisions, existing shares had o
be used. The major original shareholaers, holding 85% of the equity,
were the source.

It was ruzlised that a significant portion of the target market had not
owned shares before and were theref 1 on unfamiliar terrain, It was
therefore critical that black sharsholders participating in a scheme of this
nature be protected from serious capital loss in the event of a general
stock market retreat or some other contingency.

As mentioned earfier, the major shareholders agreed to grant a put
option to the bank, which affectively protects the applicants from capital
losses.

M-Net insisted that the offer should also bring people who had never
owned shares on hoard as owners. Affordability was the key, That is
why partlcipants were permitted to buy shares against & deposlt of only
10%, with the 20% balance being payabls at the end of the three-year
period. The shares were priced at R2,50, the prevailng market price.
M-Net's shareholders considered making the shares available against
no déposit, but felt it was important that participants should indicate
cemmitmant and exposure to rigk by laying out some hard cash. The
10% deposit required made it possitle for anyone with R25 to subscribe
for the: minimum of 100 shares.

M-Net staff, as well as the trustees, were excluded from Phuthuma. All
M-Net staff members in service had already participated in a staff share
option scheme in November 1994,

it was necessary for the scheme {o extend over three years, bacauss
the trust was based on preference shares. Dividends on preferepce
sharas are not taxable as interest in terms of section 8E of the Income
Tax Act, If the shares are redsemed after three years and one day.
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The legality of the schems [s addressed on page 8. From the outset,
M-Net was quite candid that the Phuthuma scheme was designed to be
in the interests of black economic empowerment. By definition, whites
were excluded and thls was controversial. With regard to the
constitutionalty of the scheme, senlor counsel advised M-Net that
berause [t was a private offer of existing shares made an behalf of their
owners i.e. the original M-Net shareholders, confining ownership to
*historically disadvantaged groups” was not unconstitutional.

M-Net summarises the ocutcome of the scheme an page 22 - 23 of the
booklet as follows;

- Approximately 7 800 individuals and organisations participated In
the Phuthuma scheme and In so dolng, an additional 7 800 new
black shareholders became owners of JSE listed M-Net shares.

- The offer was 35% over-subscrlbed. A total of 28 milllon M-NET
shares were offered on the basis that individuals could subscribe
for no more than 500 000 shares and organisations for ne more
than 3 million shares, with the stated oblective belng to give
preférenca to small applications. Accordingly, all appiications for
up fo 20000 shares received their full allocation. Those who
appliled for more than 20 000 received the first 20 000 and 53,5%
of the balance, Altogether, 87% of the applicants recelved their
full allocation.

FACILITATION BY THE JOHANNESBURG STOCK EXCHANGE

Galll (1894:1) reports that the Johannesburg Stock Exchangs (“JSE"} has
racently announced the creation of a new sector on its maln board to allow for
the lsting of vehicles “designed to bolster black empowsrment and the
reconstruction and development process”, Galli quotes ths JSE President Roy
Andersen as saying that “the exchange had been locking at the role it could
play In reconstruction and development and had come up with the idea of a new
main board sector which probably would be known as the recenstruction and
development sector. Our goal Is tn create vehicles that can ralse capital to be
lent to emarging black entrepreneurs or groups Involved In the reconstruction of
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the country. This would provide a pool of capital for emerging and small biack
business",

The Johannesburg Stock Exchange Listings Requlrements issued during
May 1995 contained new listings requirements which became effective on
1Jduly 1895, During September 1995, the first set of amendn.ents, which
became affective on 10 Cotober 1995, was issued. One of these amendments
contalned provisions relafing to the Industrial - Development Stage sector,
which Is what the secior previously referred to as the reconstruction and
development sector was finally called.

In terms a paragraph 4.25 of The Johannesburg Stock Exchange Llstings
Requirements, a company seeking a listing on the Main Board of the JSE must
satisfy the following criteria, inter alia;

0 a permanent capital base of at laa . R2 million

i) a satisfactory profit history for the preceding three financial years, the
last of which reported an audited piofit of at least R1 million hefore
taxation.

In terms of paragraph 14.18 of The Johannesburg Stock Exchange Listings
Requirements, a company seeking a listing on the Industral-Davelopment
Stage sector needs to comply with &ll the criteria for a Maih Board listing, except
for the following;

) the company should have a permanent capital base of at least
R20 million

) a profit history Is not necessary, but the appllcant should provide a
forecast of fldure profitsflosses durlng and at least one year after
completion of the development stage

lit} at the beglnning of the prospectus or pre-listing statement there must be
a warning, In bold letters, that the applicant is still In the development
stage and that it does not have a profit history which meets the criterla
for & Main Board listing,
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in terms of paragraph 14.17(a), a company that is listed on the Industrial-
Development Stage sector and which has produced a satisfactory profit history
for three consecutive financial years {(at least R1 million before tax in the last
year), may apply for a transfer of lts listing to the Main Board.

Galii (1994:1) comments that by doing away with the need for detsiled past
company profit history, the JSE has facllitated the uge of vehicles which can
raise capltal to be utilised by emerglng black groupings and entrepreneurs.
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CHAPTER FIVE

Financlal Engineering

As referred to In Chaptur 2, resulting from the scarcity of black capital resources,
corporate finance practitioners have been presented with numerous opportunities for
creative financial engineering solutions. it would appear that most of the merchant
banks, stockbrokers and financial institutions have devised several methods of
financing, in particular, the equity participation by black empowerment groupings in

tfransactions, The varlous structuring methods employed in black economic
ampowerment transactions by the Corporate Finance Divislon of Standard Corporate

and Merchant Bank are summarised in an internal document entitled *Proposal

regarding a black econamic empowermant fund” prepared by Funke Oyewols and

dated 26 August 1996, '

The document sets out 3 typical structures which have been usad by Standard
Corporate and Merchant Bank to Introduce black empowerment groupings into various
listed -and unlisted companles:

. equity participation with rio ec momic facilitation;
. equity participatioh at a discotint; and
. put option granted by existing sharsholders.

These structures are analysed in more detall,

i) Equity participation with no economle facilitation
tn this case, the black empowerment investors acquire, for example, a 10%
interest In a listed company, through a speclal purpose vehicle (*SPV") which is
entirely funded by institutional Investors who take on low-voting Class "B*
sharas in the SPV. Voilng contral is ceded to the black empowerment investors
through Class “A" voting shares. The structure Is represented diagrammatically
as follows:
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ii)

Black Empowerment Pre-emptive right . Institutlonal
investors i * Investors
100% “A”" (votlng) _ 100% “B" (ecoriomic)
SPV
10%
Listed
company

The sltuatior. envisaged under this structure is that the black eampow. .
invastors would be able, over time as the black empowerment company grow &
to exercise their pre-emptive rights over the institutional investors’ shares at ..
future market price of the listed shares. There Is therefore no econom. :
facilitation in the transaction as the shares in the listed company are effectively
owned by the institutional Investors until the black empowerment investors have
sufflcient cash to acquire the instltutional Investors’ Class “B" shates. The
expectation is that other business opporiunitles would flow to the black
empowarmeht investors which would enable them, over time, to acquire the
Class “B" shares.

Equity participation at a discount

under this scenario, the stiares In the listed company are sold to the black
ampowerment Investors at a 10% discount o the nling market price. The full
benefit of the discount is given ta the black empowerment fnvestors at the outset
through thelr 10% shareholding in the Class "B" shares. The sfructure ls
represented dlagrammatically as follows:

Biack Empowerment lnstitutional
Investors Investors
100% “A" shares 90% "B" shares
10% "B" shares SpPv
10%
Listed
Company
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The black empowsrment investors may or may not have a pre-emptive right on
the remainder (90%) of the Class “B" shares held by the institutional investor,
but in any evant, unlike in i), they are guaranteed to own at least a 1% direct
stake (ie 10% of 10%) in the listed company. This stake of 1% equates to the
discount given by the orlginal seller of the shares and effectively gives the hlack
empowerment Investors free shares in the listed company. This structure thus
relles, to a certain extent, on economic facilltation by an existing shareholder.

Put optlon granted by exlsting sharehociders

Under this scenarlo, black ampowerment investors are offered s* 5, typleally
In an unlisted company. The purchase consideration Is funo. by a bank
whose debt [s guaranteed by a put optfon against the existing shareholders in
the uniisted company, This sfruclure is represented diagrammatically as
follows:

PUT OPTION
Black Bank
| Empowerment
~Existing lnvestors
Shareholders R100 ardinary shares
SFV R10 million preference shares
0% 10%
Unlisted Company

The above structure assumes that the exlsting shareholders in an
unlisted company would iike to infroduce black empowsrment investors
as a 10% shareholder In the unlisted company, for strategic reasons.
The purchase consideration s R10 million. An SPV is estabiished with
the black empowerment Investors ownihg all of the ordinary shares in
the SPV {say R100). The bank provides all the funding to tha 8PV in the
form of preference shares which, in turn, is used to subscribe for 10% of
the shares in the unlisted company. At the end of say, three years,
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should the black empowerment investors, through the 5PV, be unable to
redeam the prefererice shares (the debt owing to the bank), the bank
can sell those preference shares to the existing shareholders in the
unlisted company ih terms of the put option. The existing shareholders,
who are assumed to be of sufficient slze and standlng so as .o meet the
bank's normal credit requirements, have thus facilltated the participation
of the black empowerment investors by accepling the put aption which
‘sffectively guarantees the bank’s debt. '
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CHAPTER SIX

Conclusion

The depth of references In the [Rerature to black economic empowerment topics would
clearly seem to imply that corporate South Afrkea Is coming to accapt black
empowerment as both an economic and social necessity. As a resuit, It would appear
that there will be no lack of investment opporfunifies presented to black entreprensurs.
The literature also reveals that a central issue in the debate around black
ampowerment Is still likely to be how to finance black participation In the eaconomy. The
race is on among financlal engineers to find the most creatlve ways to bring blacks with
imited resources into the aconomic mainstream. [t appears, that as a result of the
limited pool of appropriately educated black executives, the black empowemment
Initiatives undertaken to date have been with a small number of consortiums led by
prominent individuals.

The government seems to have endorsed the view that the polltical liberalisation of
South Africa must be followed by economic empowerment of the previously
disadvantaged péoples of South Africa in arder to ensure that the capitalistic model of
society becomes firmly entrenched within the country. Respending to this, the
government has already demonstrated that It will support the process by those means
at its disposal.

The overall purpose of this Ilterature review was to provide a detailed analysls of the
successful empowsarment transactions io date as well as the vehicles, mechanisms,
structures and inltiatives employed to enhance black empowerment. The objective was
fo provide a blueprint of elements which contribute fo successful, meaningful
ampowerment. The most important slements may be summarised as follows:

. The major constraints and challenges facing black empowerment, namely fack
of education and skills need to be addressed.
. Major South African corporates need to retinquish control of assets and take the

initiative by embarking on transactions with the stated objective of biack
empowerment. Linked to this, sultable acquisiion companles which would
benefit from black shareheldar paricipation and an empowarment transaction
need to be identified,

. A degree of facilitation e.g. the sale of shares at a discount, is often necessary
by the previous controlling shareholder,
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Credible black entrepreneurs are needed {o lead the empowerment groupings.
Acquisition groups need to be broad based and the shareholdings thersof
structured corractly,

Pools of black capital resources need to be identified e.g. stokvels, church
groups and trade unfons, and harnessed sffactively.

Sophisticated financial structuring with regard to voting power and control Issues
needs to be employed.

Several vigble mechanisms have bsen developad and identified in both the
public and private sector and from govemnment which are almed specificaily at
creating empowarment. These Include the fransfer of ownership of State assets
Into private hands, joint venture arrangements, franchising agreements and
ownership of company shares by black shareholders. The Johannesbirg Stock
Exchange has created a specific sector to allow for the listing of vehicles
designed to bolster black empowerment. This sector nesds to be utilised fully
as an available toal to create black controlied listed companies.

Numerous creative financial engineering solutions have been developed fo
aflow, in parlicular, for equity particlpation by black grouplhgs In transactlons.
These financing structures need to be utilised fully in structuring empowerment
transactions.
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