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Deal structure and investment summary
Vodacom concluded its BEE deal during July 2008. According to the terms of the deal, YeboYethu shareholders may
commence trading their shares (subject to the restriction that they may only sell to other BEE individuals or entities) on
Monday 3rd February on the ‘over-the-counter’ facility provided by YeboYethu. We present the deal structure in order that
YeboYethu investors are aware of the positioning of their investment in YeboYethu as part of a larger BEE deal
concluded by Vodacom.
Figure 1: Vodacom BEE deal structure

Source: Vodacom, Yebo Yethu

We draw YeboYethu investors’ attention to the following issues:
■

Your YeboYethu shares represent a portion of the 3.44% investment made by YeboYethu in Vodacom South Africa.

■

It is important to remember that this investment does not equate directly to a similar investment in Vodacom Group
shares listed on the JSE. This is due to the fact that the Vodacom Group has investments in Vodacom South Africa,
Tanzania, Mozambique, Democratic Republic of Congo and Lesotho.

■

Thus, YeboYethu shares in Vodacom South Africa are not (and will not be at some future point) interchangeable
with Vodacom Group shares listed on the JSE. As a result there is no direct link between the value of the YeboYethu
shares and Vodacom Group shares.

NEITHER THIS REPORT NOR ANY COPY HEREOF MAY BE DISTRIBUTED, TRANSMITTED IN ANY JURISDICTION OUTSIDE THE RSA WHERE ITS
DISTRIBUTION MAY BE RESTRICTED BY LAW.
IMPORTANT DISCLOSURES AND ANALYST CERTIFICATIONS ARE IN THE DISCLOSURE APPENDIX. U.S. Disclosure: SBG Securities (Pty) Limited does and
seeks to do business with companies covered in its research reports. As a result, investors should be aware that the Firm may have a conflict of interest that could affect
the objectivity of this report. Investors should consider this report as only a single factor in making their investment decision. Customers in the United States can receive
independent, third party research on the company or companies covered in this report, at no cost to them, where such research is available. Customers can call +27 (11)
384 2000 or email info@sbgsecurities.com to request a copy of this research.
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Estimating a value for YeboYethu shares
Although we have emphasised the fact that there is no direct link between YeboYethu shares and Vodacom Group
shares listed on the JSE, we do attempt to assign a value to your investment via a series of calculations. We outline our
thought process as follows:
■

We know that YeboYethu has subscribed for a 3.44% stake in Vodacom South Africa. We can estimate Vodacom
South Africa’s value (see Figure 2 below) through discounting its expected future after tax cash flows. We estimate
Vodacom South Africa’s value is R164.74bn (after deducting net debt). We exhibit our estimates related to Vodacom
South Africa’s revenue and EBITDA, which form the base of our valuation estimate in the appendix.

Figure 2: Vodacom South Africa Discounted Cash Flow valuation
ZAR m
NPV of explicit free cashflows

50 591

Terminal value

126 113

Total pre debt value

176 703

Less Net Debt

-11 963

100% of Vodacom South Africa valuation

164 740

YeboYethu's share (3.44%) of Vodacom SA is valued at

5 667

Source: Company data, sbg securities’ estimates

■

Thus, given YeboYethu has subscribed for 3.44% of Vodacom South Africa, we estimate YeboYethu owns an asset
which we estimate may be valued at R5.67bn.

■

However, when the BEE deal was concluded, YeboYethu received funding (both equity from BEE shareholders and
debt from the Vodacom Group) to enable it to purchase the 3.44% stake in Vodacom South Africa. As a result, we
reduce the value of YeboYethu’s stake in Vodacom SA (R5.67bn) by the value of the debt granted by Vodacom
Group (termed ‘notional funding’). This debt owed by YeboYethu amounts to c. R3.185bn (according to Yebo Yethu’s
interim financial statements). As a result, we estimate the net equity value attributable to YeboYethu shareholders is
R2.482bn.

Figure 3: Estimated YeboYethu share value prior to applying liquidity discount

Yebo Yethu - value of shares in Vodacom SA
Notional funding
Net equity in Yebo Yethu

3.44%

Number of YeboYethu
shares in issues
(millions)

Value per YeboYethu
share prior to discount
(Rand)

26.4

R 94

5 667
(3 185)
2 482

Source: Company data, sbg securities’ estimates

■

Thus, we calculate the rand value per YeboYethu share (prior to applying a liquidity discount) as R94, which equates
to the net equity (R2.482bn) divided by the number of YeboYethu shares in issue (26.4m).

■

However, investors must consider that a YeboYethu share will attract a discount relative to its benchmark valuation
(Vodacom South Africa) given that there are restrictions placed on the sale of the YeboYethu share (you may only
sell to another black individual or entity). We focus on this source of potential discount, which we term a liquidity
discount (given you may only sell to other black individuals and entities).
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■

We examine the case of Sasol, which is listed on the JSE and its BEE share, which is also listed on the JSE, but may
only be traded between black individuals or entities. On average, the BEE share has traded at a c. 26.1% discount,
which provides a benchmark for the market price of limited liquidity.

Figure 3: Sasol JSE listed and BEE share price (Rand)

Figure 4: Sasol BEE share discount to JSE listed Sasol share
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Source: Bloomberg, sbg securities estimates

■

As a result, we apply a liquidity discount of 40% against the YeboYethu share, which is slightly higher than that
accorded to Sasol’s BEE share. We believe this is justified given YeboYethu will not trade on a listed exchange, but
only ‘over-the-counter’.

■

As a result, we estimate the YeboYethu share value is R56 per share. This value is based on a valuation of 100% of
Vodacom South Africa at R164.74bn, which equates to 7.0x FY15e EV/EBITDA. We deduct the notional debt
residing within the YeboYethu structure from the Vodacom SA value and apply a liquidity discount of 40%.

Figure 5: Estimated YeboYethu share value after liquidity discount
Rand per share
Value per Yebo Yethu share prior to discount
Liquidity discount
Estimated Yebo Yethu share value

94
40%

(38)
56

Source: Company data, sbg securities estimates

■

We caution that the estimates made in our valuation carry significant forecast risk. Should Vodacom South Africa
perform differently from our underlying assumptions, our estimated value could differ significantly from that
presented.
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Appendix – Vodacom South Africa revenue and EBITDA forecasts incorporated into the cash flow
valuation
As previously stated, we present our forecasts for Vodacom South Africa’s revenue and EBITDA utilised in the calculation
of the Vodacom South Africa cash flow valuation.

Figure 1:

Vodacom SA revenue (Rm)
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Figure 2: Vodacom SA EBITDA (Rm)
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Source: Company data, sbg securities estimates
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Disclosure Appendix
This material has been prepared by SBG Securities (Pty) Ltd, a division of Standard Bank Group Ltd or its subsidiaries or affiliates (collectively Standard Bank). This
material, communication, commentary or analysis is not investment research or a research recommendation nor should it be regarded as such. This communication
is directed exclusively at persons (i) who have been or can be classified by Standard Bank as eligible counterparties or professional clients, (ii) who have professional
experience in matters relating to investments, and (ii) other persons to whom it may otherwise lawfully be communicated. No other person should act on the contents
or access the products or transactions discussed in this communication.
This material is provided for information purposes, it is intended for your use only and does not constitute an invitation or an offer to subscribe for or purchase any of
the products or services mentioned. You should make any trading or investment decisions in reliance on your own analysis and judgment and/or that of your
independent advisors and not in reliance on Standard Bank and any decision whether or not to adopt any strategy or engage in any transaction will not be Standard
Banks` responsibility.
Investing involves substantial risk. Neither SBG Securities, the publisher, nor any of their respective affiliates make any guarantee or other promise as to any results
that may be obtained from using the Reports. While past performance may be analyzed in the Reports, past performance should not be considered indicative of
future performance. No reader should make any investment decision without first consulting his or her own personal financial advisor and conducting his or her own
research and due diligence, including carefully reviewing the prospectus and other public filings of the issuer. To the maximum extent permitted by law, the Author,
the publisher and their respective affiliates disclaim any and all liability in the event any information, commentary, analysis, opinions, advice and/or recommendations
in the Reports prove to be inaccurate, incomplete or unreliable, or result in any investment or other losses
The Reports’ commentary, analysis, opinions, advice and recommendations represent the personal and subjective views of the Author, and are subject to change at
any time without notice.
The information provided in the Reports is obtained from sources which SBG Securities believes to be reliable. However, the Author has not independently verified or
otherwise investigated all such information. Neither the Author, the publisher, nor any of their respective affiliates guarantee the accuracy or completeness of any
such information.
THIS DOCUMENT DOES NOT CONSTITUTE AN OFFER OR INVITATION TO SUBSCRIBE FOR OR PURCHASE ANY SECURITIES AND NEITHER THIS
DOCUMENT NOR ANYTHING CONTAINED HEREIN SHALL FORM THE BASIS OF ANY CONTRACT OR COMMITMENT WHATSOEVER. IT IS BEING
FURNISHED TO YOU SOLELY FOR YOUR INFORMATION AND MAY NOT BE REPRODUCED OR REDISTRIBUTED TO ANY OTHER PERSON. NEITHER
THIS REPORT NOR ANY COPY HEREOF MAY BE DISTRIBUTED IN ANY JURISDICTION OUTSIDE THE RSA WHERE ITS DISTRIBUTION MAY BE
RESTRICTED BY LAW. PERSONS WHO RECEIVE THIS REPORT SHOULD MAKE THEMSELVES AWARE OF AND ADHERE TO ANY SUCH RESTRICTIONS.
THE DECISION TO PURCHASE ANY OF THE SECURITIES SHOULD BE MADE ONLY ON THE BASIS OF THE PROSPECTUS OR OFFERING CIRCULAR. BY
ACCEPTING THIS REPORT YOU AGREE TO BE BOUND BY THE FOREGOING LIMITATIONS.
Neither the Author, the publisher, nor any of their respective affiliates is responsible for any errors or omissions in any Report.
Vodacom is a client of Standard Bank Group and Standard Bank Group is a market maker or liquidity provider in the financial instruments of the relevant issuer or
any related derivatives.
Standard Bank Research employees are not permitted to engage in securities transactions in their sector of coverage or otherwise deal in a way where such
transaction would constitute a conflict of interest with their production of research.
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Disclaimer and Confidentiality Note
SBG Securities (Proprietary) Limited (“SBG Sec”) is the name of the Equities Trading Division of the Standard Bank Group (“SB”) operating under its Corporate and
Investment banking Division (“CIB”).
This report is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other
jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation or which would subject SBG Sec to any registration or licensing
requirement within such jurisdiction. All material presented in this report, unless specifically indicated otherwise, is under copyright to SBG Sec. None of the material, nor
its content, nor any copy of it, may be altered in any way, transmitted to, copied or distributed to any other party, without the prior express written permission of SBG Sec.
All trademarks, service marks and logos used in this report are trademarks or service marks or registered trademarks or service marks of SBG Sec or its affiliates.
The information, tools and material presented in this report are provided to you for information purposes only and are not to be used or considered as an offer or the
solicitation of an offer to sell or to buy or subscribe for securities or other financial instruments. SBG Sec may not have taken any steps to ensure that the securities
referred to in this report are suitable for any particular investor. SBG Sec will not treat recipients as its customers by virtue of their receiving the report. The investments or
services contained or referred to in this report may not be suitable for you and it is recommended that you consult an independent investment advisor if you are in doubt
about such investments or investment services. Nothing in this report constitutes investment, legal, accounting or tax advice or a representation that any investment or
strategy is suitable or appropriate to your individual circumstances or otherwise constitutes a personal recommendation to you. SBG Sec does not offer advice on the tax
consequences of investment and you are advised to contact an independent tax adviser. Please note in particular that the bases and levels of taxation may change.
SBG Sec believes the information and opinions in the Disclosure Appendix of this report are accurate and complete. Information and opinions presented in the other
sections of the report were obtained or derived from sources SBG Sec believes are reliable, but SBG Sec makes no representations as to their accuracy or completeness.
Additional information is available upon request. SBG Sec accepts no liability for loss arising from the use of the material presented in this report, except that this
exclusion of liability does not apply to the extent that liability arises under specific statutes or regulations applicable to SBG Sec. This report is not to be relied upon in
substitution for the exercise of independent judgment. SBG Sec may have issued, and may in the future issue, a trading call regarding this security. In addition, SBG Sec
may have issued, and may in the future issue, other reports that are inconsistent with, and reach different conclusions from, the information presented in this report. Those
reports reflect the different assumptions, views and analytical methods of the analysts who prepared them and SBG Sec is under no obligation to ensure that such other
reports are brought to the attention of any recipient of this report. SBG Sec is involved in many businesses that relate to companies mentioned in this report.
Past performance should not be taken as an indication or guarantee of future performance, and no representation or warranty, express or implied, is made regarding future
performance. Information, opinions and estimates contained in this report reflect a judgement at its original date of publication by SBG Sec and are subject to change
without notice. The price, value of and income from any of the securities or financial instruments mentioned in this report can fall as well as rise. The value of securities and
financial instruments is subject to exchange rate fluctuation that may have a positive or adverse effect on the price or income of such securities or financial instruments.
Investors in securities such as ADRs, the values of which are influenced by currency volatility, effectively assume this risk.
Structured securities are complex instruments, typically involve a high degree of risk and are intended for sale only to sophisticated investors who are capable of
understanding and assuming the risks involved. The market value of any structured security may be affected by changes in economic, financial and political factors
(including, but not limited to, spot and forward interest and exchange rates), time to maturity, market conditions and volatility, and the credit quality of any issuer or
reference issuer. Any investor interested in purchasing a structured product should conduct their own investigation and analysis of the product and consult with their own
professional advisers as to the risks involved in making such a purchase.
Some investments discussed in this report have a high level of volatility. High volatility investments may experience sudden and large falls in their value causing losses
when that investment is realised. Those losses may equal your original investment. Indeed, in the case of some investments the potential losses may exceed the amount
of initial investment, in such circumstances you may be required to pay more money to support those losses. Income yields from investments may fluctuate and, in
consequence, initial capital paid to make the investment may be used as part of that income yield. Some investments may not be readily realisable and it may be difficult to
sell or realise those investments, similarly it may prove difficult for you to obtain reliable information about the value, or risks, to which such an investment is exposed.
SBG Sec maintains information barriers between its Research Analysts and the rest of its and its shareholders business divisions, more specifically the Investment
Banking business. SBG Sec’ analysts’, strategists’ and economists’ compensation is not linked to Investment Banking or Capital Markets transactions performed by SBG
Sec or its shareholders. Facts and views presented in SBG Sec’ research have not been reviewed by, and may not reflect information known to, professionals in other
SBG Sec or Standard Bank business areas, including investment banking personnel.
This report may provide the addresses of, or contain hyperlinks to, websites. Except to the extent to which the report refers to website material of SBG Sec and SB, SBG
Sec has not reviewed the linked site and takes no responsibility for the content contained therein. Such address or hyperlink (including addresses or hyperlinks to SBG
Sec or SB’s own website material) is provided solely for your convenience and information and the content of the linked site does not in any way form part of this
document. Accessing such website or following such link through this report shall be at your own risk.
This report is issued and distributed in Europe Standard Bank PLC. 20 Gresham Street, London EC2V 7JE which is authorised by the Prudential Regulation Authority
(“PRA”) and regulated by the Prudential Regulation Authority (PRA “) and the Financial Conduct Authority (“FCA”) This report is being distributed in the United States by
Standard New York Securities (USA) LLC; in Kenya by CfC Stanbic Financial Services Ltd; in Nigeria by Stanbic IBTC; in Angola by Standard Bank de Angola S.A.; in
Brazil by Banco Standard de Investimentos S.A.; in China by Standard Resources (China) Limited; in Botswana by Stanbic Bank Botswana Limited; in Democratic
Republic of Congo by Stanbic Bank Congo s.a.r.l.; in Ghana by Stanbic Bank Ghana Limited; in Isle of Man by Standard Bank Isle of Man Limited; in Jersey by Standard
Bank Jersey Limited; in Madagascar by Union Commercial Bank S.A.; in Mozambique by Standard Bank s.a.r.l.; in Malawi by Standard Bank Limited; in Namibia by
Standard Bank Namibia Limited; in Mauritius by Standard Bank (Mauritius) Limited; in Taiwan by The Standard Bank of South Africa; in Tanzania by Stanbic Bank
Tanzania Limited; in Singapore by Standard Merchant Bank (Asia) Limited; in Swaziland by Standard Bank Swaziland Limited; in Zambia by Stanbic Bank Zambia Limited;
in Zimbabwe by Stanbic Bank Zimbabwe Limited; in UAE by Standard Bank Plc – Dubai branch
In jurisdictions where SBG Sec is not already registered or licensed to trade in securities, transactions will only be effected in accordance with applicable securities
legislation, which will vary from jurisdiction to jurisdiction and may require that the trade be made in accordance with applicable exemptions from registration or licensing
requirements.
Please note that this report was originally prepared by SBG Sec for distribution to SBG Sec and SB market professionals and institutional investor customers. Recipients
who are not market professionals or institutional investor customers of these firms should seek the advice of their independent financial advisor prior to taking any
investment decision based on this report or for any necessary explanation of its contents. This research may relate to investments or services of a person outside of the
UK or to other matters which are not regulated by the PRA or in respect of which the protections of the PRA for private customers and/or the UK compensation scheme
may not be available, and further details as to where this may be the case are available upon request in respect of this report.
SBG Sec is a member of the JSE Limited.
Copyright 2014 SBG Sec. All rights reserved.
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