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QUESTION 2 20 marks 
 
Ignore taxation. 
 
Bluth South Africa Ltd (‘BSA’) is a leading property developer in South Africa which is listed 
on the Johannesburg Stock Exchange (JSE). It has a 30 June financial year end.  
 
In early 2012 BSA began investigating alternatives to obtain finance to enable it to sustain its 
continued expansion and growth.  
 

BSA debentures 

 
BSA issued ten million convertible debentures at face value on 1 July 2012. Each debenture 
has a face value of R100. This face value represented the fair value of the instrument at that 
date. BSA incurred transaction costs of R20 million at this date.  
 
The debentures bear interest at the six-month Johannesburg Inter-Bank Acceptance Rate 
(JIBAR) plus 3%, which is paid bi-annually in arrears on 30 June and 31 December. Each 
debenture is convertible at the option of the holder into one BSA ordinary share on 
30 June 2017. If the debenture is not converted into a share, its face value will be paid out 
on the same date.  
 
If BSA had issued debentures without a conversion option, the rate applicable to these 
debentures would have been the six-month JIBAR plus 4,5%. BSA management expected 
the six-month JIBAR rate to be 5,5% for all periods from 1 July 2012 until the conversion or 
redemption date. 
 
Because BSA’s assets are primarily investment properties measured at fair value, BSA 
measures interest-bearing financial liabilities at fair value for management reporting 
purposes. This is consistent with their documented risk management strategy. In the opinion 
of BSA’s management this also provides the most relevant information for the users of the 
BSA financial statements and as such, all interest-bearing financial liabilities are 
appropriately measured and carried at fair value in terms of IFRS 9: Financial Instruments. 
 
BSA’s treasury department has approached their bankers to calculate the fair value of the 
debentures as at 30 June 2013. They sent the following response: 
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Share options 

 
BSA issued 50 million call options on 31 December 2012 at an option premium of R50 each. 
These options carry a strike price equal to the market value of a BSA share at the issue 
date. The options are exercisable after three years and entitle the holder of each option to 
receive one BSA ordinary share should they decide to exercise their options. 

BSA’s share price as per the JSE was as follows: 

Date Share price 

1 July 2012 R90,00 

31 December 2012 R102,50  

Weighted average price for the six-
month period ended 30 June 2013 

 
R105,00 

 
Additional information 

 The profit of BSA for the year ended 30 June 2013 (including the effect of the 
debentures) has been correctly calculated as R6,8 billion. 

 BSA had 400 million ordinary shares in issue at 30 June 2012, and has not issued any 
shares during the year ended 30 June 2013. 

Sent: Monday, 29 July 2013, 01:23 pm 

To: BSA Treasurer 

From: CF Bank  

Re: Fair value of BSA debentures 

Dear Madam 

I include a calculation of the fair value of the BSA debentures as at 30 June 2013, together 
with our comments: 

Number of years remaining: 4 
Pre-tax discount rate: 8,1% 

Calculated as follows: 

Expected six-
month JIBAR rate  

 5,6% As discussed, this is the changed expectation for future years.  
The actual six-month JIBAR rate during 2013 was 5,5%. 

Plus: Risk premium  5,0% Market-related premium on a similar debenture without 
conversion options. 

Less: Conversion 
option benefit 

(2,5%) Calculated using an option pricing model. As you are 
aware, these debentures are very popular at the moment 
seeing that BSA’s share price keeps increasing. This has 
caused an increase in the conversion option benefit since 
the debentures were issued. 

Total  8,1%  

Note that, for purposes of calculating the interest rate, we did not take into account the fact 
that BSA’s credit rating improved from a CCC+ to a BBB– during the year. If we had taken 
this into account it would have decreased the interest rate by 0,5%. 

Calculation of the fair value of the BSA debentures: 

Expected BSA debenture payment per year: 8,6% x R1 billion = R86 million 
Future value: R1 billion 
Thus present fair value = R1 016 797 165 

Kind regards 

Corporate Finance Bank 


