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South African companies, long inhibited by exchaogetrol and international
opprobrium, are responding energetically to theoopmities and threats, to the risks and
rewards, provided by increasingly global capitarkess, of which the Johannesburg Stock
Exchange (JSE) is now so much more an accepted Ipéds taken the new democratic
dispensation in South Africa, the removal of sametj and the relief of exchange control to
encourage this process of change. The tightlyrobetl JSE-listed companies have in response
become both more specialized and much more inferratin their operations, and they now
appear to attach much less importance to the reexhintain their control structures.

The South African corporate landscape has indlaahged quite materially from the
system dominated by family-controlled groups of pames that | described in this journal six
years agd. The Anglo-American Corporation (Anglo), by faettargest of these groups listed
on the JSE, has been in the vanguard of such respornglo has also listed on the London
Stock Exchange and moved its head office to the BhH999. More important, the cross
holdings between Anglo and the De Beers Corporatidrich effectively secured the
Oppenheimer family control over Anglo and De Bewrste eliminated in June 2001. De Beers
itself was delisted and converted into a privatand mining and distribution company, in

which the Oppenheimer family company and Anglo daalds 45% of the shares (and which the



family effectively controls). The other 10% oktthew De Beers is held by the Botswana
government. In this way, Anglo has become a managé-controlled company with a highly
diffuse group of shareholders, none of which hofse than a minor stake in the company.

South African Breweries (SAB), the largest indiadttompany listed on the JSE, also
moved its primary listing to London. It did soefunbundling and selling much of its non-
brewing portfolio to focus on its international Wiag business. The holding company Bevcon,
which held a 30% stake in SAB and through which langith others, exercised shareholder
control over SAB, distributed its SAB shares tosttsireholders in an unbundling operation.

The two major mutual life assurance companiesdbatrolled two other important
groups of companies on the JSE, Sanlam and th&Qtidal, have given up their mutual status
and become stock exchange-listed companies theesseAnd the Old Mutual has also become
a U.K.-domiciled company with its primary listing ¢the LSE.

The Rembrandt group, the other major family-cotgbbroup of companies listed on
the JSE, has undergone a major restructuring desdignsimplify its conglomerate nature and
split the company into two more specialized paiitee founding families, however, continue to
maintain control over the two new JSE-listed congmis of the group. And the Rembrandt
restructuring is one of the main subjects of tlzpgy.

In the pages that follow, | begin by analyzing ¢emeral forces that determine the value

of a holding company whose most important assetslares held in a variety of listed

* 1 should like to thank Investec Securities for pission to include some of their tables and analysis

in particular Kalinka Anjelopolj and Anthony Geaxf Investec Securities for their most helpful
assistance. | must also thank my colleague Graham fBr his advice and assistance with the model
building exercises. The responsibility for any esrand inadequate analysis is of course mine alone

! Barr, Gerson and Kantor (1995).

2 Full details of these transactions are to be found on the Anglo American plc web site,
www.angloamerican.co.uk



subsidiary or associate companies. | explain wityuadling, while reducing the discount to
what is described as Net Asset Value, does notssaddy add value for shareholders. And, as |
go on to show, adding value for shareholders reguihanges that are much more fundamental

than those that are likely to be accomplished leyrétent restructuring of the Rembrandt group.

WHY NAV IS THE WRONG INDICATOR OF SHAREHOLDER VALUE ADDED

Given the opportunities provided the SA groupeeiructure and unbundle, the spotlight
has been cast ever more brightly upon what is widesumed to be the counterproductive for
shareholders--namely, the conglomerate nature afyroithe South African groups. In
attempting to arrive at an assessment of whatpsilpdy called “the conglomerate discount,”
financial analysts and asset managers pay partiatiention to the relationship between the
market value and the net asset value (NAV) of thetls African Holding companies. On the
basis of such calculations, almost all of the tidtelding companies have a market value that is
less than their NAV--that is to say, they trada discount to their NAV. And from this finding
alone, analysts often infer that the company wdaédvorth more to its shareholders if its assets
were liquidated. That is, either the constitueartgshould be sold off and the cash distributed to

shareholders; or the shares they own in other cor@pdéwhich account for most of the NAV)

% Such controversies are by no means unique to South Africa but occur wherever the system of
listed holding and subsidiary companies is applied, as for example in continental Europe. By
way of illustration there is at this time of writing a dispute between Investment Banks UBS
Warburg and Lazards concerning three French holding companies run by Lazards in which UBS
holds stakes, Eurafrance SA, Azeo SA and Societe Immobiliere Marsellaise SA. To quote The
Asian Wall Street Journal ( Ruling Escalates Tension between Lazard, Warburg, November 24-
26™ 2000 p 13) “Warburg believes that the companies, which trade below the value of their
assets, should be broken up to release their latent value for shareholders....” See also Truce
Agreed in Battle at Lazard, Financial Times November 28" 2000 p17.



should be distributed to their shareholders. Kmd of “unbundling,” it is widely argued,
would eliminate the discount to NAV and thereby adtlie for shareholders generally.
Some Leading Questions

To show why this argument is misleading if not wgpwe need to explore the following
guestions:

1. When will the value of a holding company stahd discount to its NAV?
2. Why does the discount go up or down?

3. When will unbundling reduce or eliminate thecdisnt to NAV?

4. How can unbundling hope to add value for shddshne?

The simple answer to question 1 is that the mdrkk¢ves the management of the
holding company will destroy shareholder value akimg future investment decisions that cost
shareholders more than they prove to be worth—aede generally, by the pursuit of corporate
empire building rather than value maximization. Tipéront discount has the effect of
compensating new shareholders for these disadwestagconverting expected below-normal
operating rates of return on investment into expected, nbdmae market returns.

The opposite is true of the rare holding compary stands at a premium to its NAV.
Take, for example, Warren Buffett's Berkshire Hathg. In that case, the fact that its shares are
worth more than the sum of the values of it publichded subsidiaries (and at least the book
value of its untraded assets) reflects the expeatthat management will continue to make
above-normal returns. As the history of Berkskeghaway suggests, shareholders are willing
to pay a premium for the privilege of sharing ierth In other words, investors have to pay to
enter the premium club and are offered a discaujdin the low-life types at the back of the

bus.



A little bit of algebra can make this point vetgarly and help us address some of the

further implications indicated above.

MVNAV - MV %

%Discount(MVNAV ) =100*
MVNAV

........................... (1),

where MV represents the market value of the holdmgpany and MVAdjNAV represents its

NAV (or rather, as discussed below, its market @adjusted NAV). If MVAd|NAV>MV, as is
almost invariably the case, the holding companytnadde at a positive discount. But in cases
where MVNAV<MYV, the discount will be a negative nber and called a “premium.”
The Different Definitions of NAV

First let us be perfectly clear what we mean atloeiNAV of a holding company when
we refer to a discount to its NAV. Most importasitd recognize that this NAV i®t what is
usually meant by the NAV of a company, which is@iyrthebook value of its assets less its
debts. In what has become a common practice ngtiot8outh Africa, but in equity analysis
throughout the world, the NAV of a holding compasgalculated by continuously converting
the value of the holding company’s assets from oakarket value. It is therefore best
described as a market value adjusted net asset, \aliVAdjNAV.

Following the practice of the South African Minikpuses' this MVAdjNAV can in
turn be defined as follows

MVAdjNAV = ML + BU + Cash — DeDtS..........oeevvveeneenn... (2),

* The mining houses, which reported such numbers in their annual reports, must have thought it
advantageous to point to the fact that their NAV was greater than their market values. They did
so presumably because it improved their credit worthiness



where ML represents the market value of the listezbts of the holding company and BU
represents either the book value of the unlistedtaf the company or the director’s estimate
of that value (which in most cases would exceedtiginal book value).

Alternatively, an analyst might substitute for Bl @stimate of the market value of its
unlisted assets, in which case:

MVAJJNAV = ML + MU + Cash - DEDES......cveveeeeeereeeeeeeeeaeereenns (B

Using some of the same terms, we can define thenaalue of the holding company as

follows:

MV=ML+MU+MH+MP ... 4)

That is, market value can be expressed as the st market value of its listed assets (ML)
and the market value of its unlisted assets (MUWjs pwvo other variables: MH and MP. MH
can be thought of as the market value of the hgldompany’s head office operations that
provide services (and charge fees) to the subgid@npanies--both listed and unlisted. MH will
usually, though not always, have a positive vadispecially if the subsidiary companies
receiving these financial and technical servicespaying above market-related fees for the
services provided. (Thus, another way of viewing Mlds the net present value of the wealth
transfers from the subsidiaries to the parent.)

This brings us to MP, which is really the critie@riable in the valuation of a holding
company, as well as the most important determiaand how a holding company trades in
relation to its NAV. MP reflects the net presealue of all the projects the management of the
holding company is expected to undertake in theréufas well as the likelihood that
management will either discontinue currently valaducing investments, or convert them into

value-increasing investments). Net present valtledslifference between the present value of



the operating surpluses the investment is expéoteghlize and the cost of undertaking these
investments. This may be their acquisition costihervalue of a series of disbursements that
might have to be made over time to bring a greela-foroject to completion. MP represents the
market’s estimate of the value of the gleam inntfamagement’s eye. If these projects are
expected to add value for shareholders over andeathe value of the cash that will be paid out
to undertake the projects, then MP will have atpasivalue. If not, MP will take on a negative
value.
Reformulating the Calculation of the Discount

If we now substitute for MVAdJNAV from equation 3d for MV from equation 4 into
equation 1 we get the following expression fordigount from NAV:

% Discount = [ML + MU + Cash -Debt - (ML + MU + MH MP)]/
ML+MU+Cashebt

The MLs and MUs cancel out in the numerator, ratlytihe expression to the following:
% Discount = (Cash - Debts) — MH - MP/
ML+MU+(Cash-Debt).......... (5)

If we instead use the mining house definition frequation 2, the equation would take the form

% Discount= BU+ (Cash - Debt) - MU — MH - MP/
ML+MU+(Cash-Debt)

(6)
A number of points become clear when we examineigfie hand side of equation 5.
First of all, the larger the absolute value of tlsenerator, the larger will be the discount. Age th
same time, the larger is the absolute value ofldmminator, the smaller the discount will be.
Thus, for any increase in the market value of igted or unlisted assets of the holding company,

which are represented in the denominator of equdtjdhe discount will be smaller.



What is important to recognize, then, is that tisea@lnt will change in response to
market-wide changes in the value of assets, chamggsvhich management has little if any
control. If underlying market conditions improvke value of a holding company’s investments
will rise and the discount will narrow; but the clisint will widen if general market conditions
deteriorate. In such cases, to repeat, the moveimémre discount mostly will have nothing to
do with the actions of the managers of the holdimpany who exercise control over the
managers of their listed and unlisted subsidiaries.

A True Value Proposition

But in cases where the value of the assets undeingaccompany control moves
independently of the broad market, it may make sémpraise or blame the management of the
holding company for the lower or higher discounM@AdjNAV. The value added or lost might
then be properly attributed to the exercise ofatiife or ineffective corporate governance by the
controlling shareholders over the managers of sheisidiaries. The opportunity for the holding
company to exercise shareholder control over theag@ment of a listed or unlisted subsidiary
may add value to it and, in so doing, reduce the sf the discount. This essentially is the
justification for a closely controlled (if not owtieholding company--namely, that it provides
the means for superior managers to exercise shdeghrather than management control over
companies at all levels of the group structure.

Let us now turn to the numerator of equation &er€ it can be seen that the greater the
expected market value of new projects (MP), thellemine absolute value of the numerator and
so the lower the discount. It thus becomes clean fequation 5 that a persistently large

discount reflects in large part investors’ pessimabout the value of the future investment

° See, again, my article with , cited in footnote 1.



program of the holding company (as well as therex@& management’s commitment to
maximizing the value of existing operations). Tisathe appearance of a persistently large
discount will reveal that a large negative value been attached to MP. This would be
especially true in cases where the market valdistetl and unlisted assets, represented in the
denominator, is large and therefore will tend tuee the discount. The more valuable are these
assets, the larger is the market value of ML and M¥ larger the absolute size of the
denominator, and so the smaller the discount-{igrgaven value of the numerator. MH is

unlikely to have a material effect on the valuehe® numerator, given that the present value of
head office fees over the cost of providing serisaenlikely to be material one way or another
for most large companies.

Thus, in order for the management of a large hgldompany to reduce the discount, it
would have to increase MP, the net present valdleadf investment program. (Alternatively, it
would have to convince the market that it was cott@aito either ending or improving the
efficiency of existing value-destroying operatignslaturally words alone cannot hope to
overcome a high degree of market skepticism asatefti in a large discount. It would require
the convincing adoption of a clearly more disciptiprocess for undertaking investments—one
in which the firm demonstrated its commitment togue only those investment projects that

promised to provide returns exceeding the oppastuast of the capital invested.

UNBUNDLING BY ITSELF IS NOT THE SOLUTION

Unbundling is the distribution of listed assetsthigy the holding company to its
shareholders. This action by itself cannot addevédw shareholders—and for essentially the
same reason that 4 — 2 = 2 and not 3. What is ddapeshareholders in the form of shares

previously held on their behalf by the holding camp must by the same token mean a less



valuable holding company. In fact, simply distrilogt some listed assets to shareholders, all
other things (especially MP) remaining the samd,agtually increase rather than reduce the
discount. A reduction in the ML of equation 5 mgeansmaller denominator and so a larger ratio
or discount, provided MP, the negative value atddo the company’s investment program, is
unaffected.

If all the listed assets were distributed to shalders, the company would cease to be a
holding company for which a market value adjustéd/N¢tould be calculated. A stand-alone
company would normally have a market value thaeeged or fell short of its book value and
the success or otherwise of the company would bgeghin significant part by the ratio of the
firm’s market value to its book value.] But if gpsgate market value was attached to some of its
important unlisted assets, especially if they wess than wholly owned, then a discount to
MVAdjNAV would still be possible. And if book vaés or directors’ valuations were instead
used to estimate MVAd]NAV as per equation 2, tHendiscount (applying the original mining
house convention) would decline after distributiorsale of an asset, provided the book or
directors’ valuation exceeded the market valuéheflisted or unlisted asset being disposed of or
unbundled to shareholders. But if book valuesdiedirt of the implicit market value of the
unlisted subsidiaries, then the opposite would kapghe discount would widéh.

For this reason, then, an unbundling exercise matignificant change in managerial
control or decision-making is unlikely to add vafoe shareholders even if the discount
increases or decreases. In other words, theatrisisue is the relevance of any unbundling
exercise for the value of MP of equation 5. Wilbundling lead to better investments or,

perhaps better yet, be associated with the comabetadonment of clearly failing investment

10



programs? Or, to propose the unthinkable, woudntanagements of some holding companies
even choose to liquidate their entire firms? Isesawhere MP has a sufficiently large negative
value, such acts of managerial self-abnegation aveutely add value for shareholders.

Is Balance Sheet Strength Good or Bad?

To expect the managers or owner-managers of arfgptdimpany--especially one with a
successful track record of adding value for shddshe--to give up simply because the market is
skeptical about their investment program is usuallgxpect too much of managers. They will
be well aware that the judgment of the market gextt to change. And given a degree of
insensitivity to market valuations by controllingamagers or shareholders, the fact that the
holding company has a significant portfolio of casid other liquid listed assets will be highly
relevant for the estimation of MP and the markéa@af a holding company. When the holding
company has valuable assets in the form of caslslaaes in listed companies, it has the power
to pursue projects relatively unhindered by thedrteeraise additional finance from the capital
markets. Listed assets are almost as good as @agtefpurpose of generating cash for the
purpose of financing investment decisions. Thissigecially true if the sales of shares in the
listed subsidiaries or divisions can be effectetheut reducing the holding company’s control
of the subsidiary. This will be the case when tbleling company holds significantly more than
the 50% of the voting rights in the subsidiaryracked division, or when control can be
maintained in other ways even when the controllgnare falls below 50%.

But financial strength is not always a sourcealfie. In cases where a company’s future
investments are not regarded as promising by thketdut are expected to be undertaken

anyway because of the financial strength of thdihglcompany, then more balance sheet

® The numerator and denominator would both decline by the same amount causing the ratio to
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strength is a disadvantage rather than an advatdaaie@reholders. In short, the value of MP
becomes even more negative for companies thatftand & ignore financial markets. And in
the case of holding companies with listed asseis niot only the waste of cash that may be of
concern to shareholders, but also the waste distieel assets that can easily be converted into
cash.

Signals From Management

Thus the greater the firepower of a holding comygarthe form of cash and shares held
in listed companies, the more vulnerable are slwddebhs to the danger of poor investments that
are expected to have little or even negative vaduenvestors. Such dangers will be reflected in
a lower market value for the holding company afarge discount to MVAd]NAV.

In such cases, unbundling of listed assets mayale simply by signaling to the
market that management is about to take a moreltiised approach to investment. The
willingness of a holding company to reduce thersgtle of its balance sheet and dispose of its
highly liquid listed assets could be a sign to shatders that management will be less likely to
proceed with unprofitable projects in the futuresifilarly positive signal would be provided by
the holding company’s announcement of its planuy llack its shares with surplus cash or with
cash generated through disposals of assets.

Value can only be added for shareholders if prejacé undertaken that are expected to
return more than their cost of capital. This crderapplies equally to stand-alone, single-
business companies and to diversified holding congsa Holding companies can add value to
their listed subsidiaries by ensuring that the ngems of the listed subsidiaries they control

undertake only those projects that promise to adidevfor all their shareholders.

decline that is provided BU>ML
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In effect the market is judging the value of a lmddcompany as it judges a successful stand-
alone company—primarily on the basis of its futyerformance not its past record of
achievement (which can be inferred from a largeitpesmarket-to-book ratio). Converting
book NAV into market adjusted NAV is consistentiwguch a forward-looking approaciBut
when used for purposes of performance evaluatioeretis a problem with this approach.
Requiring the managers of holding companies toeaehimarket values in excess of their
market-adjusted NAVs effectively sets the bar taghhBy converting book values into current
market values, stock analystse asking successful companies to continually exkcthe

expectations created by their past successes.

In many cases, then, the market is clearly skdp#ibaut the ability of managers of holding
companies to add additional value in the futur@. slich cases, an unbundling strategy that
promises major improvements in operating and imeest strategy could succeed in adding
significant value—and perhaps even in eliminatiag léast for a time) the discount to NAV.
But for those holding companies with a highly swsfel track record of delivering value to
shareholders, selling at a discount to a marketevaldjusted NAV is not a sufficient reason to
unbundle. Indeed, the only way that a consistesiigcessful value-adding holding company
can continue to add value is by continuously exicepthe market's expectations—that is, by
continually surprising the market with new and eweare profitable investments. But since
markets are forward looking, once the company falsnatch the expectations built into its

listed assets, any premium of its market valuésté/iVNAV will quickly turn into a discount.
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A MEASURE OF WEALTH CREATION: THE CASE OF THE REMBR ANDT
UNBUNDLING

A case study of the effects of unbundling is pded by the restructuring and unbundling
exercise conducted by the Rembrandt Group of corapamthe year 2000. The holding
company, Rembrandt Group Limited, was convertea twb listed entities Venfin, which now
holds the group’s technology interests, and Remghich houses the more traditional industrial
interests of Rembrandt. The restructuring was atemmpanied by the removal of the four listed
pyramid holding companies through which family cohbf Rembrandt had been secured. The
controlling stake in Rembrandt was held througiermdf JSE listed holding companiés,
conferring the equivalent of a 6.7% ownership stakech was swapped for B shares in the new
companies. These unlisted B shares came with wgtiiyndifferential voting rights that
maintained family control. In this way the stru@wf assets was changed, but without any
change in the control structure.

As | argued earlier, unbundling in and of itselflwbt add value for shareholders unless
the unbundling exercise is regarded as a reliagiebkof improved investment decisions and
greater operating efficiency. Unfortunately, thereo obvious reason to believe that the

Rembrandt unbundling provides such a signal. &kethat the two new companies are closely

" The pyramid structure that secured family control of Rembrandt Group Limited consisted of a
tier of holding companies, four of which were listed on the JSE. At the apex of the structure was
a private company Rembrandt Trust that held 44.5% of the shares in a listed company TIB. TIB
in turn held 60.4% of the listed company Tegkor. Tegkor in turn held 40.6% of RBB, another
listed subsidiary. The only asset of RBB was a 51.1% controlling stake in the parent company,
Rembrandt Group Limited. The ownership stake of the unlisted family controlled Rembrandt
Trust in the Rembrandt Group Limited that secured control of the major holding company was
thus approximately 5.6%. (44.5*60.4*40.6*51.1) Some additional direct holdings took the
effective ownership stake of the families to the 6.7% ownership share represented by the B
shares.
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controlled by the same group of shareholders anthgexs that controlled the old Rembrandt
was not likely to encourage the market to belidxa the investment process has changed
materially.

Did this transaction add value for shareholders$® groof of the pudding is in the
eating--that is, [how did the market respond ®dahnouncement of the Rembrant unbundling
on June 15, 2000, and] how have the shares of Reamgl Venfin performed since the
restructuring exercise concluded on September @&)?2
Conducting an Event Study

The most challenging part of any such calculatibmalue creation following some
important event of this kind is to factor out thepiact of the market itself on shareholder returns.
This therefore presumes a significant statistiekdtronship between the value of the shares and
the market itself. A significant statistical retaiship between changes in the daily value of
Rembrandt and the market, as represented by tlaadtal and Industrial Index of the JSE, was
found for the months leading up to announcemeitsaitent to restructure, which was made on
the June 15, 2000. Having established this stistelationship, which is reported in Tabl& 1,
and illustrated in Figure 1, it was then possibl@ge this equation to predict, taking into account
the actual behavior of the market after June 1%twhe value of a combined holding in Venfin
and Remgro might have been in the absence of tenaling exercise. The difference between
the predicted by the model value and the actualevalay then be attributed, within appropriate

confidence limits, to the event--in this case thbundling and restructuring of Rembrandt.

8 As may be seen in the table of regression results daily movements in the Index explain about
45% on average of the daily movement in Rembrandt. The Rembrandt beta is 1.16.
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The relationship between the market, as represdaytéloe Financial and Industrial Index
of the JSE, and Rembrandt before and after thendiing exercise, is indicated in Figuré 2.
After the unbundling “Rembrandt” is representedhry sum of the share prices of the new
Venfin and Remgro.

As can be seen from FigurelBe near-term reaction of the market to the unbogdip
(from June 15 until November 17, 2000) was ambifpuis as may be seen below from the
accompanying graphs]. There appeared to havedreanitially positive reaction, followed by a
two-month period where Rembrandt appeared to losengl relative to the market (though most
of this underperformance had disappeared by the ti@ new shares were trading in late
September. Thus, based on the market reactiorebatthe unbundling announcement and the
listing of the two new companies, it is uncleattbhareholders enjoyed any obvious gains or
losses from the unbundling exercise.

The actual value of a combined stake in Venfin Rechgro between September 26,
when they were first listed and November 17 whes statistical exercise was concluded, has
been, if anything, a little below their value asgicted by the model. The model used for this
purpose included as explanatory variables the bhetlae of the JSE index over the period. In
sum, the Rembrandt unbundling exercise in andseffitloes not appear to have added value for

shareholders in any obvious way.

°® The model as may be seen is estimated in daily change form. These daily changes and their
values, as forecast by this model, given the actual fluctuations in the market, have been
converted into a series of actual share prices for easier reference.
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REMBRANDT AND THE MARKET
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THE PARTS AND THE SUM
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Table 1

REGRESSION RESULTS
for daily Changes in Rembrandt explained by ddigrgyes in the Financial and Industrial Index.

Dependent Variable: DREM (daily changes in Rembrandt)
Method: Least Squares

Sample(adjusted): 11/19/1999 6/14/2000

Included observations: 149 after adjusting endpoints

Variable Coefficie Std. Error t-Statistic  Prob.
nt
C 0.130028 0.164309 0.791363 0.4300
DFI 1.163293 0.105037 11.07507 0.0000
R-squared 0.454 Mean dependentvar  0.188
Adjusted R- 0.451 S.D. dependent var 2.705
squared
S.E. of regression 2.00 Akaike info 4.242
criterion
Sum squared 590.71 Schwarz criterion 4.28
resid
Log likelihood - F-statistic 122.65
314.0375
Durbin-Watson 1.85 Prob(F-statistic) 0.00000
stat 0
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CONCLUSION—COSMETIC CHANGES VERSUS VALUE-ADDED
RESTRUCTURING

Value can be added for shareholders only if resiirings are expected to (1) increase the
efficiency of existing operations; (2) discontinuedue-destroying investments; or (3) encourage
investment only in projects that are expected tarnemore than their cost of capital. This
criterion applies equally to stand-alone compaaresto holding companies. Holding
companies can add value to their listed subsidianml to themselves if they ensure that the
managers of the listed subsidiaries they contrbl ondertake projects that return more than
their cost of capital.

Clearly, in many cases, the market is skepticalatie ability of managers of holding
companies, even those with a good track recoragtbadditional value in the future. In the case
of a holding company, this skepticism reveals ftse& discount to market value-adjusted NAV.
For managers of holding companies that are sutgextdiscount to market-adjusted NAV, it is
important to realize that if they succeed in tmission of identifying investments that return
more than their cost of capital, they may takerttagket by surprise and be rewarded with a
higher share price. But their shares are stillkeh} to trade at a premium to MVNAV. A
premium is only awarded to those few holding congmthat are expected to fimew cost of

capital-beating investments, not merely to thodé wihistory of them.
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