COMPETITION TRIBUNAL
REPUBLIC OF SOUTH AFRICA

Case No: 40/LM/Jul01
In thelarge merger between:
BoE Bank Limited

and

Cashbank Limited

Reasons for Decision

APPROVAL
On 12 September 2001 the Competition Tribund issued a Merger Clearance Certificate
goproving the meger between BoE Bank Limited and Cashbank Limited without

conditions in terms of section 16(2)(a). The reasons for the goprova of the merger appear
below.

Themerger transaction

1 The primary acquiring firm, BoE Bank Limited (*BoE’), is acquiring the
underlying assets of the target firm, Cashbank Limited (“Cashbank”).!

2. Following the merger, Cashbank will operate asadivison of BoE Bank.

The Gateway SPV

3. During the merger hearing, it emerged tha the paties sought to obtan
smultaneous approvd for the BOE's acquistion of Gaeway SPV, a sgpade
vehicle created in 2000 for the purpose of rasing funds for Cashbank and to drive
securitisation. 2

4. In terms of the agreement between Cashbank and Gateway Home Loans, Gateway
acquired a portion of Cashbank’s loan book, (vdued & R150 million as & 30
April 2001) subject to the condition that such loan book be managed by Cashbank
on behdf of the SPV. The Gaeway loan book condds entirdy of housng loans
secured by mortgage bonds.

! Cashbank iscontrolled by Cashbank Holdings Limited, an unlisted public company.
2 This, ajoint initiative with the National Housing Finance Corporation, this venture was set up with the
purpose of providing affordable housing finance to individual s without access to conventional credit.



The paties mantaned a the hearing that BoE has two ways of acquiring the loan
book. Firdly, if the book is bought back by Cashbank before the effective date of
the man transaction, it would therefore conditute an asset and be induded in the
busness assts sold to BoE. The other dternative is for the SPV to sl the loan
book diredly to BoE &fter the effective date. The parties argued that whatever
route is followed by BoE for the acquisition of Gateway, it fell within the ambit
of this merger transaction and it was accordingly competent for the Tribund to
evduae it dmultaneoudy with the primay transaction. The Commisson
mantaned however tha the second route condituted a separatdy notifigble
transaction. However the Tribund decided that in view of the indgnificant
competitive effect of these additional assets being acquired, the fact that in
essence the acquigtion of the loan book formed pat of the same transaction, as
well as the fact that the parties had provided full disclosure around this transaction
when quedioned about it by the Commisson, it would indude the Gateway
acquisition in its consideration of the entire transaction.*

EVALUATING THE MERGER

Therdevant market

6.

Both paties are regigered banks providing a range of banking services within
South Africa BoE primaily caters to the middle to upper income market, whilst
Cashbank’s focus is the emerging market. There are, neverthdess, overlgps in
respect of some product markets®

For the purpose of this andyss, we will disegard the corporate and high income
individud merket and focus on the middle and lower income markets.

There are only three BoE subsdiaries whose services are rdevant in this regard,
namey, NBS, BoE Business Bank divison (Pep Bank) and Credcor.

NBS

NBS focuses on the middle-income individud market, providing mortgege loans,
savings and investment products & advice, as well as financid planning.

BoE Business Bank

% To be determined in the forthcoming weeks.
* The other alternative being for the SPV to sell the loan book directly to BoE after the effective date,
would have meant incurring costs for an additional filing.

® The mass market segment contributes less than 1% to BoE’ s total earnings. (BoE Market Focus & Earnings
Contribution Schedule)



BoE Business Bank divison (through PEP Bank®) provides services to smdl and
medium szed busnesses It has edablished a presence in the emerging market,
targeting the lower income, previoudy inaccessible segment of the market.

Credcor
Provides pesond finance to retal consumers through independent  retal

merchants.

Cashbank

0. Caghbank is primarily focussed on the emerging or low income market. Its
core expatie is the provison of houdng finance, however it does ds0
provide other glpes of advances, grouped by caegory, viz. generd purpose,
corporate loans’, and retail. The proportion of business effected per Cashbank
category of activity is reflected below:

Category Analysis

5% O home loans
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9 O general purpose
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10. The Commission identified overlgpsin rdation to the following services

Housng Loans

Generd Purpose Loans
Corporate Loans

Retal Loans

oo oo

11 However, on dosr examination, it appears that markets can be further dratified
according to income grouping of customers and product type:

® PEP Bank isaJoint Venture between BoE Bank and Pepkor. BoE haslicensed the “ PEP” name from
Pepkor, but Pepkor has no equity in PEP, which ismerely adivision of BoE Bank.
" The parties maintain Cashbank no longer advances corporate |oans.



PRODUCTS BOE CASHBANK
1. Housing Loans:
- secured by pension/provident X Vv
fund
- secured by mortgage bond v (NBS) v
Below R120 k& X v
R120 k-R150 k Vv \;
2. General Purpose Loans
- middle income market v (NBS) X
- emerging market V Credcor — max V max R25k
R35k
PEP — max
R10k
3. Corporate Loans® v X
4. Retail Loans Vv Y}

Source: parties Market & Competition Report

(a

13.

14.

From the above table, it is gpparent that the areas of overlap (asindicated by

shaded rows) are in respect of the:

i.  Housing loan middle-income market secured by bond;
ii. CGenerd purposeloan massemerging market;

iii. Retal loan mass market.

We accept the didinction between loans secured by mortgage bond and those
secured by penson or provident fund since this gppears to be a separate niche of
the housing loans market that caters primarily to the emerging market.

Though it could wel be agued tha the divisons between midde and emerging
market may seem somewha abitrary® the income segments neverthdess do
enable comparison of overlgp a various income levels, & wdl as dlowing one to
narow the maket andyss We accordingly accept this definition of the relevant

market.

8 According to the parties, NBS advance very few, housing loans under R120 000.
® Although Cashbank provided corporate loans in the past, the parties maintain that they no longer provide
new corporate loans.
0 The parties argue that housing loans below R120 000 are generally referred to as the “mass market”, as
are general purpose loans below R35 000.




Geographical Market

14. The Commisson dated that the market was naiond snce BoE (both NBS and
Credcor) have branches in dl mgor cities while Cashbank services its dients via
their employers Stuated dl over the country. We accept this definition.

Market Shares

Housing Market

15. NBS is the only divison of BoOE involved in the housng loans maket. As
reflected in the table beow, the combined maket share pos-merger is 9.4%. The
paties mantaned thet the housng loans market could be divided into loans
secured by mortgage bond and those secured by penson and provident fund.
Notwithstanding ther assertions that the rdlevant market could be confined only
to the area of ovelagp, namdy that of housng loans secured by mortgage bonds,
they produced market share figures in repect of the totd mortgage bond market.
The paties explaned tha the DI900 Resarve Bank returns from which ther deata
was extracted only ddinesied rigid categories of mortgage housng loans
therefore no more specific datawas available !

Firm Value (RO00) % of Total
Cashbank 463 003 0.25

- pensor/provident 173242

- mortgage bond™* 289 761
NBS 16 616 096 911
TOTAL MARKET 182 370 000 100
Source: DI900 Reserve Bank Returns- month-end 30 April 2001

10. The parties further confirmed that despite the lack of hard data in support,

Cashbank was a somewhat smdl player in the market for loans secured by
pensgon/provident fund maket with Alexander Forbes, Standad Bank and
Nationd Bendfits Consultants (NBC) enjoying infinitdly more market share. From
figures submitted in respect of the tota advances of the magor players in this
market, Cashbank enjoys a mere 3.05% maket share, with Alexander Forbes
capturing approximately 32 % of this market.*

M The parties maintained that these figures are in respect of all mortgage loans, irrespective of amount.
They were unable to obtain market share information only in respect of loans within the R120 000 to
R150 000 category.

2 | ncludi ng the Gateway |oan book of R150.815 million.

13 Parties’: Competitiveness Report, page 5.




Generd Purpose Loans™

11 The paties described this category of loan as “persond loans to individuds in the
mass market sector.”*> Their combined market share post-merger will be 4.6%.
Firm Value (R000) % of Total
Cashbank 32 957 0.3
NBS 466 000 4.3
- PEP 31000
- Credcor 435 000
TOTAL MARKET 10 900 000 100
Source: Unaudited management accounts of company, MFRC
Retail Loans
12. The paties edimaed that Cashbank’'s retal loans comprised gpproximatey

0.03% of its totad advances'®. As for BoE, only its Credcor diviSon provides retail
loans, compriang 15% of it totd advances The paties submitted that market
share information was difficult to obtan since those loan grantors that provided
retall credit subsumed this under ther totd “advances’ category. Such grantors
were in ay event rductant to disclose sendtive market data The Commisson
did however edablish from maket share information submitted from various
sources, that the post-merger market share in this category would not exceed 1%.

Impact on competition

13.

14.

15.

16.

In the housng loans maket, Cashbank’s core activity, it is goparent thet the
combined entity’s combined market share of gpproximatdy 9.4% does not rase

any compstition concerns. Competitors such as ABSA, Nedcor, Standard Bank
and Frgtrand further indicate sufficient competition within this market.

With respect to gererd purpose loans, agan, the low market shares of 4.6% do
not merit concern. Furthermore, there is sufficient competition in the emerging

maket from other micolending inditutions and banks to resssure tha
competition in this market will not be lessened.

As for real loans a pos-merger share of less than 1% would definitdly not have
an impact on competition in this market.

The Tribund therefore endorses the Commisson's view that this merger will not
result in the subgtantial lessening or prevention of competition in any market.

1% The parties did not provide data to reflect the market shares of other competitorsin this market.
15 Parties’ Competitiveness Report, page 6.
16 See Business Category Analysis, above.




Public Interest Condderations

17.

18.

The primary rdionde behind the transaction is to facilitate BoE's foray into the
emeaging maket housng loans sector. The merger will gpparently enhance
emeging maket access to home loans snce BoE will be dble to contribute
dgnificant capitd, technicad and other resources. Without the merger, the parties
contended that Cashbank could be forced to cease operating dtogether.

The merger rases no public interest cancerns. The parties mantaned that there
might be some raiondization occasoned by the integration of BoE's
restructuring operations, however this was in respect of <killed jobs and in any
event would not exceed the amount of expected job losses should the merger not
go ahead.

21 September 2001

D.H. Lewis Date

Concurring: N. Manoim, D. Terblanche



