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Critical Review of the Financial Statement Submitted by Cash 

Paymaster Services to the Constitutional Court on 30 May 2017  
 

Introduction  

1. ¢ƘŜ !ƭǘŜǊƴŀǘƛǾŜ LƴŦƻǊƳŀǘƛƻƴ ŀƴŘ 5ŜǾŜƭƻǇƳŜƴǘ /ŜƴǘǊŜ όά!L5/έύ Ƙŀǎ ōŜŜƴ 
approached by the Black Sash Trust and the Centre for Applied Legal 
Studies ǘƻ ǇǊƻǾƛŘŜ ŀƴ ŀƴŀƭȅǎƛǎ ƻŦ ǘƘŜ ŦƛƴŀƴŎƛŀƭ ǎǘŀǘŜƳŜƴǘ όάǘƘŜ {ǘŀǘŜƳŜƴǘέύ 
ŦƛƭŜŘ ōȅ /ŀǎƘ tŀȅƳŀǎǘŜǊ {ŜǊǾƛŎŜǎ όtǘȅύ [ǘŘ όά/t{έύ ŘŀǘŜŘ ол aŀȅ нлмтΦ 1  The 
complete financial statement and narrative filed by CPS with the 
Constitutional Court is attached as Annexure 1.  
 

2. The Statement was audited by KPMG Services Proprietary Limited 
όάYtaDέύ ŀƴŘ ŦƛƭŜŘ ǿƛǘƘ ǘƘŜ /ƻƴǎǘƛǘǳǘƛƻƴŀƭ /ƻǳǊǘ όά/ƻǳǊǘέύ in the matter of 
Allpay Consolidated Investment Holdings (Pty) Ltd and Others v Chief 
Executive Officer of the South African Social Security Agency and Others 
нлмп όпύ {! мтф ό//ύ όά!ƭƭǇŀȅ нέύΦ 
 

3. The Allpay matter before the Constitutional Court dealt with the challenge 

ǘƻ ƎƻǾŜǊƴƳŜƴǘΩǎ ŀǿŀǊŘ ƻŦ ǘƘŜ ǘŜƴŘŜǊ ǘƻ ŘƛǎǘǊƛōǳǘŜ ǎƻŎƛŀƭ ƎǊŀƴǘǎ ƴŀǘƛƻƴŀƭƭȅ 

to Cash Paymaster Services. The tender was declared unlawful and invalid 

but this order was suspended in order to ensure the continued payment of 

social grants unless or until the South African Social Security Agency 

όά{!{{!έύ could implement a new lawful provider or until the end of the 

contract period ending 31 March 2017. The Court ordered at paragraph 

78.4.2 in !ƭƭǇŀȅ нΣ άCash Paymaster must file with this Court an audited 

statement of the expenses incurred, the income received and the net profit 

earned under the completed contractέΦ  

                                                           
1 This report was prepared by Dick Forslund, a senior economist at AIDC.  
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4. This report seeks to critically examine the Statement filed by CPS. 

 

5. An analysis into the Statement cannot be undertaken without viewing it in 

the context of the Allpay 2 judgment. We have viewed paragraph 67 as the 

point of reference for this report. Here, the Court says that the invalidation 

ƻŦ ǘƘŜ ŎƻƴǘǊŀŎǘ άshould not result in any loss to Cash PaymasterέΣ ōǳǘ ŀƭǎƻ 

that CPS, άhas no right to benefit from an unlawful contractέΣ ǘƘŀǘ άany 

benefit that it may derive should not be beyond public scrutinyέΦ ¢ƘŜ /ƻǳǊǘ 

ŎƻƴŎƭǳŘŜǎ ǘƘŀǘ ǘƘŜ ǎƻƭǳǘƛƻƴ ƛǎ άǊŜƭŀǘƛǾŜƭȅ ǎƛƳǇƭŜέΤ /t{Υ  

 

άcan provide the financial information to show when the break-

even point arrived, or will arrive, and at which point it started 

making a profit in terms of the unlawful contractέΦ  

 

6. Beyond the Statement filed by CPS and the Allpay 2 judgment, we have 

used the 2012 ς 2017 Annual Reportǎ ǇǳōƭƛǎƘŜŘ ōȅ /t{Ω ǇŀǊŜƴǘ ŎƻƳǇŀƴȅ 

bŜǘм ¦9t{ ¢ŜŎƘƴƻƭƻƎƛŜǎ LƴŎ όάbŜǘмέύ ǿƘƛŎƘ ƛǎ ǊŜƎƛǎǘŜǊŜŘ ƛƴ ǘƘŜ ¦ƴƛǘŜŘ 

States and the judgment of the Court in the 2017 matter of Black Sash Trust 

and Another v Minister of Social Development and Others 2017 (3) SA 335 

ό//ύ όά.ƭŀŎƪ {ŀǎƘ WǳŘƎƳŜƴǘέύ ŀǎ ŀ ƳŜŀƴǎ ƻŦ ŀƴŀƭȅǎƛǎΦ In addition, we have 

consulted an organogram of the Net1 group of companies dated 30 June 

нлмс όǎŜŜ άAnnexure 2έύΦ Other supporting sources are cited in footnotes. 

 

Concerns with CPSȭ Ótatement and summary of conclusions  

 

7. This report identifies a number of concerns ǿƛǘƘ /t{Ω ǎǘŀǘŜƳŜƴǘΦ These are 

explained below and highlighted here in a summary of the conclusions: 

 

7.1. The Statement does not clarify which of the South African entities 

owned by Net1 τ and its South African subsidiary Net1 Applied 

¢ŜŎƘƴƻƭƻƎƛŜǎ {ƻǳǘƘ !ŦǊƛŎŀ όtǘȅύ [ǘŘ όάbŜǘм {!έύ τ it covers. As CPS 

failed to clarify this in their reporting to the Constitutional Court, 

the independent auditor KPMG ought to have done so. 
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7.2. It appears in the Notes to the Statement2 that least one of the two 

broad-ōŀǎŜŘ ōƭŀŎƪ ŜŎƻƴƻƳƛŎ ŜƳǇƻǿŜǊƳŜƴǘ όάBEEέύ ǘǊŀƴǎŀŎǘƛƻƴǎ 

Ƙŀǎ ōŜŜƴ ŀŘŘŜŘ ǘƻ /t{Ω ά9ȄǇŜƴǎŜǎ LƴŎǳǊǊŜŘέ ƭƛƴŜ ƛǘŜƳΦ ²Ƙŀǘ ƛǎ 

concerning is that these transactions were fictitious book entry 

expenses based oƴ ǇǊŜŘƛŎǘƛƻƴǎ ƻŦ bŜǘмΩǎ ŦƛƴŀƴŎƛŀƭ ŦǳǘǳǊŜΣ ōǳǘ ŀƭǎƻ 

that the fictitious value of such BEE transactions hardly appears in 

the books of Ct{ ōǳǘ ǊŀǘƘŜǊ ƛƴ ǘƘŜ ōƻƻƪǎ ƻŦ bŜǘм ό/t{Ω ǇŀǊŜƴǘ 

company in the US) or possibly Net1 SA, where they are recorded 

as expenses. 

 

7.3. bŜǘмΩǎ Annual Reports (which are audited by Deloitte & Touche) 

inform the shareholders how laǊƎŜ ŀ ǇŜǊŎŜƴǘŀƎŜ ǎƘŀǊŜ ƻŦ bŜǘмΩǎ 

total revenue they every year ŀǎŎǊƛōŜ ǘƻ ά/t{Ω ǎƻŎƛŀƭ welfare grant 

distribution businessέΦ3 A simple analysis of this data shows that the 

revenue from the grant distribution business as reported in the 

Net1 Annual Reports has been about R455 million higher over the 

contract period (of five years) than the άLƴŎƻƳŜ wŜŎŜƛǾŜŘέ ǊŜǇƻǊǘŜŘ 

by CPS to the Court. There is no explanation as to why this is the 

case. 

 

The identity of the Third Respondent and the ambit of the Statement  

 

8. We refer to an organogram of CPS within the Net1 group structure, dated 

ол WǳƴŜ нлмс όάнлмс hǊƎŀƴƻƎǊŀƳέύΦ Net1 is a transnational enterprise. The 

organogram features 60 companies. Twenty-three of them are registered 

in South Africa.4 ¢ƘŜ ƻǊƎŀƴƻƎǊŀƳ ƛǎ ŀǘǘŀŎƘŜŘ ŀǎ άAnnexure 2έ. 

 

9. CƻǊƳŀƭƭȅ ǎǇŜŀƪƛƴƎΣ Ψ/t{Ω ǿƻǳƭŘ ǊŜŦŜǊ ǘƻ the company registered at the 

/ƻƳƳŜǊŎƛŀƭ ŀƴŘ LƴǘŜƭƭŜŎǘǳŀƭ tǊƻǇŜǊǘȅ /ƻƳƳƛǎǎƛƻƴ όά/Lt/έύ ǿƛǘƘ ƴǳƳōŜǊ 

                                                           
2 ΨbƻǘŜǎ ǘƻ ǘƘŜ !ǳŘƛǘŜŘ {ǘŀǘŜƳŜƴǘ ƻŦ ǘƘŜ 9ȄǇŜƴǎŜǎ LƴŎǳǊǊŜŘΣ ǘƘŜ LƴŎƻƳŜ wŜŎŜƛǾŜŘ ŀƴŘ ǘƘŜ bŜǘ tǊƻŦƛǘ 9ŀǊƴŜŘ 
ǳƴŘŜǊ ǘƘŜ /ƻƴǘǊŀŎǘ ŦƻǊ ǘƘŜ ǇŜǊƛƻŘ ŜƴŘŜŘ ом aŀǊŎƘ нлмтΩ ƛƴŎƭǳŘŜŘ ƛƴ the Statement filed by CPS.  
3 Net1, 2016 Annual Report, page 8. 
4 An organogram is accessible from http://www.net1.com/media/65388/group_structure_march_2017.pdf. 
This is a later amended organogram that replaced the 2016 organogram in March 2017. 

http://www.net1.com/media/65388/group_structure_march_2017.pdf
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1971/007195/07. Here it is reflected that CPS is engaged ƛƴ άfinancial 

intermediation insurance, real estate and business servicesέ. The 2016 

Organogram shows that this firm controls five subsidiaries.  

 

10. Three of the subsidiaries that are wholly owned by CPS are also in the 

business of social grants distribution.5 According to the 2016 organogram 

(Annexure 2), there are also two security companies which may have been 

engaged in protecting cash distribution of social grants at pay points. Siyeza 

{ŜŎǳǊƛǘȅ {ŜǊǾƛŎŜǎ όtǘȅύ [ǘŘ όά{ƛȅŜȊŀέύ ƛǎ ǿƘƻƭƭȅ ƻǿƴŜŘ ōȅ /t{ ŀƴŘ {ƛƴǉƻōƛƭŜ 

Security Services (Gauteng) (Pty) Ltd is wholly owned by Siyeza (Annexure 

2).6 

 

11. ¢ƘŜ /Lt/ ǊŜƎƛǎǘǊȅ ŎƻƴŦƛǊƳǎ ǘƘŀǘ Ψ/ŀǎƘ tŀȅƳŀǎǘŜǊ {ŜǊǾƛŎŜǎ όYǿŀ-½ǳƭǳ bŀǘŀƭύΩΣ 

Ψ/ŀǎƘ tŀȅƳŀǎǘŜǊ {ŜǊǾƛŎŜǎ όbƻǊǘƘ ²ŜǎǘύΩ ŀƴŘ Ψ/ŀǎƘ tŀȅƳŀǎǘŜǊ {ŜǊǾƛŎŜǎ 

όbƻǊǘƘŜǊƴύΩ ŀǊŜ ƛƴ ōǳǎƛƴŜǎǎ ŀǎ ŀǘ р July 2017 and they are in the 2016 

Organogram. Screen shot 1 below illustrates that there are ten companies 

ƛƴ ǘƻǘŀƭ ǊŜƎƛǎǘŜǊŜŘ ǿƛǘƘ ǘƘŜ ƴŀƳŜ Ψ/ŀǎƘ tŀȅƳŀǎǘŜǊ {ŜǊǾƛŎŜǎΩΤ7 the six 

companies at the top of the CIPC list were deregistered in 2010 and 2011; 

the remaining four are currently in business.  
 

 

                                                           
5 ¢ǿƻ ƻŦ ǘƘŜƳ ƘŀǾŜ ǘƘŜƛǊ ōǳǎƛƴŜǎǎ ŘŜǎŎǊƛōŜŘ ƛƴ ǘƘŜ ǎŀƳŜ ǿƻǊŘƛƴƎ ŀǎ ǘƘŜƛǊ ƻǿƴŜǊ /t{Φ ά/t{ bƻǊǘƘ ²Ŝǎǘέ ƛǎ 
ŘŜǎŎǊƛōŜŘ ŀǎ ŜƴƎŀƎŜŘ ƛƴ άwholesale and retail trade; repair of motor vehicles, motor cycles and personal and 
household goods; hotels and restaurantsέΦ Anomalies like this are common in the CIPC registry. 
6 ¢ƘŜ ǘǿƻ ǎŜŎǳǊƛǘȅ ŎƻƳǇŀƴƛŜǎ ŘƻƴΩǘ ŀǇǇŜŀǊ ƛƴ ŀ ǎŜŎƻƴŘ ƻǊƎŀƴƻƎǊŀƳ ŘŀǘŜŘ ол WǳƴŜ нлмтΣ accessible from 
http://www.net1.com/media/65388/group_structure_march_2017.pdf. Siyeza Security Services went into 
final deregistration in 2015. There is a Sinqobile Security Services in conversion from Company to Closed 
Company in the CIPC registry.  
7 Accessed via WinDeed on 5 July 2017. 

http://www.net1.com/media/65388/group_structure_march_2017.pdf
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Screen shot 1 
 

12. In /t{Ω Statement to the Court, KPMG addresses their Independent 

!ǳŘƛǘƻǊΩǎ wŜǇƻǊǘ ǘƻ άthe directors of Cash Paymaster Services Proprietary 

[ƛƳƛǘŜŘ όΨǘƘŜ /ƻƳǇŀƴȅΩύέ. This suggests ǘƘŀǘ άthe incomes, expenses 

incurred, the income received and the net profit earned under the contractέ 

only refers to CPS with registration number 1971/007195/07.  

 

13. It is also possible that the Statement is a consolidated statement.8 If that is 

the case, and /t{Ω {tatement to the Court includes expenses, incomes and 

ƴŜǘ ǇǊƻŦƛǘǎ άǳƴŘŜǊ ǘƘŜ ŎƻƴǘǊŀŎǘέ ƻŦ ǘƘŜ ƻǘƘŜǊ ǘƘǊŜŜ ŎƻƳǇŀƴƛŜǎ όƻǊ ŦƛǾŜ 

companies, if the two security companies are included) in the group of 

companies controlled by CPS, then this should have been mentioned in the 

Notes to the Statement, but it is not.  

 

14. In summary, and disregarding the critical discussion below on so called 

ΨǾŜǊǘƛŎŀƭ ƛƴǘŜƎǊŀǘƛƻƴΩ ŀǎ ǿŜƭƭ ŀǎ ǘƘŜ ƛƴŎƭǳǎƛƻƴ ƻŦ ŎŜǊǘŀƛƴ ŜȄǇŜƴǎŜǎ ƛƴ ǘƘŜ 

Statement, there are three distinct possibilities for which entities have 

been operating άunder the contractέΥ 

 

                                                           
8 In a group of transacting firms the income of one is the expense of the other and cancels each other out. If they 
ŀǊŜ ƻǿƴŜŘ ōȅ ŀ ŎƻƴǘǊƻƭƭƛƴƎ ŎƻƳǇŀƴȅΣ ǘƘŜ ǎǘŀƴŘŀǊŘ ǇǊƻŎŜŘǳǊŜ ƛǎ ǘƻ ŀƭǎƻ ǊŜǇƻǊǘ ŀōƻǳǘ ǘƘŜ ƎǊƻǳǇΩǎ ƛƴŎƻƳŜΣ 
expenses and profit as if they are all one company ŜƴƎŀƎƛƴƎ ŀǎ ǎǳŎƘ ǿƛǘƘ άǘƘŜ ƻǳǘǎƛŘŜ ǿƻǊƭŘέ. This is called a 
consolidated statement. 
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14.1. the first is where only one entity operated under the contract i.e. 

Cash Paymaster Services (Pty) Ltd; 

 

14.2. the second is where four entities operated under the contract i.e. 

Cash Paymaster Services (Pty) Ltd as well as its three subsidiaries 

Cash Paymaster Services (Kwa-Zulu Natal), Cash Paymaster Services 

(North West), and Cash Paymaster Services (Northern); and  

 

14.3. the third is where six entities operated under the contract i.e. Cash 

Paymaster Services (Pty) Ltd as well as its subsidiaries Cash 

Paymaster Services (Kwa-Zulu Natal), Cash Paymaster Services 

(North West), Cash Paymaster Services (Northern) and the two 

security companies mentioned above. 

 

15. The primary concern here is that neither CPS nor KPMG have made these 

distinctions. This requires clarification.  
 

BEE Transactions and the expenses of CPS 
 

16. There are three issues of concern with the treatment of the BEE transaction 

in the Statement.  

 

17. The first concern relates to the costing of the BEE transaction. While very 

little detail is given on the issue of the entity to which the Statement 

relates, the contrary is true in relation to the BEE deal.9 The Court is 

informed how άώǘϐƘŜ ǾŀƭǳŜ ƻŦ ǘƘŜ ŜƳǇƻǿŜǊƳŜƴǘ ǘǊŀƴǎŀŎǘƛƻƴέ ǿŀǎ 

calculated, by quoting verbatim some of the ŜȄǇƭŀƴŀǘƛƻƴ ƳŀŘŜ ƛƴ bŜǘмΩǎ 

2014 Annual Report. It is from the 2014 Annual Report that phrases like 

άutilising an adjusted Monte Carlo simulationέ ƻǊ άǘƘŜ ΨŀŘƧǳǎǘƳŜƴǘΩ ǘƻ ǘƘŜ 

aƻƴǘŜ /ŀǊƭƻ ǎƛƳǳƭŀǘƛƻƴ ƳƻŘŜƭ ƛƴŎƻǊǇƻǊŀǘŜǎ ŀ ΨƧǳƳǇ ŘƛŦŦǳǎƛƻƴΩ ǇǊƻŎŜǎǎ ǘƻ 

the standard Geometric Brownian Motion simulationέ ŀǊŜ ŘŜǊƛǾŜŘΦ10  

                                                           
9 Net1, 2014 AR, page F34 informs that the BBEE partner bought shares at a 25% rebate (compared to the market 
price at the time). The purchase was financed by a five year interest bearing loan from Net1.  
10 Net1, 2014 AR, page F36. !ƴ ƻƴƭƛƴŜ ŘƛŎǘƛƻƴŀǊȅ ŜȄǇƭŀƛƴǎ ǘƘŀǘ ŀ .Ǌƻǿƴƛŀƴ aƻǘƛƻƴ ƛǎ άthe erratic random 
movement of microscopic particles in a fluid, as a result of continuous bombardment from molecules of the 
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18. Despite the elaboration on the method of calculation for the BEE 

transaction, CPS does not report to the Court the value at which this 

ǘǊŀƴǎŀŎǘƛƻƴ Ƙŀǎ ōŜŜƴ ǘŀƪŜƴ ǳǇ ŀǎ ŀ /t{ ΨŜȄǇŜƴǎŜΩΦ bŜǘмΩǎ нлмп Annual 

Report records however that the value taken into the books of Net1 was 

US$ 11 268 000.11 This is R117 148 889 at the exchange rate R10.3966 per 

US$, used by Net1 for income and expenses in its 2014 Annual Report.12  

 

19. CPS might have used another exchange rate, such as from the date/s when 

the transaction/s was/were made. For my calculations below, we use a 

R117.1 million estimate. 

 

20. The second concern in relation to the BEE transaction is the fact that άώǘϐƘƛǎ 

was a book entry and no cash was actually paid. The charge recorded was 

determined as the difference between the fair value of the loans provided 

to the BEE partners and the fair value of the equity instruments granted to 

the BEE partnersέΦ13 ¢ƘŜ ΨŦŀƛǊ ǾŀƭǳŜΩ ƻŦ ǘƘŜ Ŝǉǳƛǘȅ ƛƴǎǘǊǳƳŜƴǘǎ ǿŀǎ ōŀǎŜŘ ƻƴ 

a prediction of the future values of these instruments (with methods 

borrowed from natural science).  

 

21. A third concern is that, aside of the fictitious character of this expense, it 

Ŏŀƴƴƻǘ ōŜ ǘŀƪŜƴ ǳǇ ŀǎ ŀ Ŏƻǎǘ ƛƴ /t{Ω ŀŎŎƻǳƴǘǎΤ ƛǘ ǎƘƻǳƭŘ ƛƴǎǘŜŀŘ ōŜ ƛƴ ǘƘŜ 

accounts of the seller of shares. Changes in ownership of CPS shares are 

not an expense to CPS. Thus, if the BEE transaction is regarded as expense, 

it seems it was an expense to Net1 SA, as depicted in the 30 June 2016 

                                                           
surrounding mediumέΦ ¢Ƙƛǎ ƛƭƭǳǎǘǊŀǘŜǎ Ƙƻǿ Ƴŀƛƴstream Finance theory draws upon natural science to predict 
the future in order to arrive at a valuation in the present of, for example, shares traded on the stock market 
11 Net1, 2014 AR, table on page 9.  
12 Net1, 2014 AR, page 38. 
13 Net1, 2014 AR, page F36. The Annual Report refers to άŎŀǎƘ Ŧƭƻǿǎέ ǘƘŀǘ ŀǊŜ ƛƳŀƎƛƴŀǊȅ. άThe charge related to 
the equity instruments issued pursuant to the BEE transactions was determined to be approximately $11.3 
million and was expensed in full during the year ended June 30, 2014, because the BEE partners owned the 
ǎƘŀǊŜǎ ƻƴ ǘƘŜ ƛǎǎǳŜ ŘŀǘŜΦ ώΧϐThe fair value of the loans provided to the BEE partners was determined to be their 
face value. The fair value of the equity instruments was calculated utilizing an adjusted Monte Carlo simulation 
discounted cash flow model which was developed for the purpose of the valuation of these BEE transactions. 
Cash flows were calculated for each simulated share price path, taking into account the bespoke features of the 
BEE transactions, as well as the expected interest and capital repayments (funded through the expected sales 
of BEE shares [sicϐύΦέ 
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organogram (άAnnexure 2έ). 14 The transaction ǊŜŘǳŎŜŘ bŜǘм {!Ωǎ 

ownership of CPS to 87.5%.15  

 

22. Net1 declares thatτ  

 

ά[d]uring 2014, we executed our BEE transactions that initially 

had Net1 issuing 4.4 million shares to our BEE partners. As a result 

of various trigger events and due to a number of related 

subsequent transactions, our BEE partners now hold just under 1% 

of the Company's common stock and 12.5% of our CPS 

businessΦέ16  

 

This indicates that if the loss of one percent shareholding in the parent 

company Net1 (i.e. the company registered in the US) was an expense to 

anyone, it was an expense to those who parted with some of their shares 

in Net1 or got their shareholding diluted by the BEE transaction. Second, 

and in the same vein, the transfer of ownership in CPS shares can only be 

recorded as an expense in the books of the entity that parted with those 

shares, which evidently was Net1 SA (the organogram in Annexure 2 

shows the 87.5% ownership of Net1 SA in CPS after the 2014 BEE 

transaction). Third, this begs the question: ǿƘŀǘ ǊŜƭŜǾŀƴŎŜ ǘƘŜ ά.Ǌƻǿƴƛŀƴ 

aƻǘƛƻƴέ ƳŜǘƘƻŘ ƻŦ ǎƘŀǊŜ Ǿŀƭǳŀǘƛƻƴ has for the shares of CPS that are not 

traded on the stock exchange? For CPS shares, there is no need to use 

methods borrowed from physics to άcapture the discontinuous share 

ǇǊƛŎŜ ƧǳƳǇǎ ƻōǎŜǊǾŜŘ ƛƴ ǘƘŜ /ƻƳǇŀƴȅΩǎ ǎƘŀǊŜ ǇǊƛŎŜ ƳƻǾŜƳŜƴǘǎ ƻƴ ǎǘƻŎƪ 

ŜȄŎƘŀƴƎŜǎ ƻƴ ǿƘƛŎƘ ƛǘ ƛǎ ƭƛǎǘŜŘέΦ17 ¢ƘŜ ƭƻƴƎ bƻǘŜ мп ƛƴ bŜǘмΩǎ нлмп !w 

shows that it was not CPS itself that parted from a 1% share in Net1. New 

shares were issued.18 

                                                           
14 The seller got an interest bearing claim for the shares (the loan to the BEE partner). It amounted to 75% of the 
market value of the shares. !ŎŎƻǊŘƛƴƎ ǘƻ bŜǘмΩǎ нлмп !wΣ άThe loans bore interest at a rate equal to the 
WƻƘŀƴƴŜǎōǳǊƎ LƴǘŜǊōŀƴƪ wŀǘŜ Ǉƭǳǎ олл ōŀǎƛǎ ǇƻƛƴǘǎέΦ If the share price would fall by more than 25%, the loan 
ƳƛƎƘǘ ōŜŎƻƳŜ ƳƻǊŜ ǿƻǊǘƘ ǘƘŀƴ ǘƘŜ ǎƘŀǊŜǎ ŀǘ ǘƘŜ ǘƛƳŜ ƻŦ ǘƘŜ ǎŀƭŜΦ ¢ƘŜ Ψƴƻƴ-ŎŀǎƘ ŜȄǇŜƴǎŜΩ ǿƻǳƭŘ ǘƘŜƴ ǊŜǾŜŀƭ ƛǘǎ 
fictitious character more clearly. Here the loan instead fell into arrears, triggering new measures. This does not 
ƳŀǘǘŜǊΦ ¢ƘŜ ά.Ǌƻǿƴƛŀƴ aƻǘƛƻƴέ ŀƴŘ άaƻƴǘŜ /ŀǊƭƻέ ƳƻŘŜƭƭƛƴƎ ōƻƻƪ ŜƴǘǊȅ ŘƻŜǎ ƴƻǘ ōŜƭƻƴƎ ƛƴ ǘƘŜ ōƻƻƪǎ ƻŦ /t{Φ 
15 The organogram shows that Net1 SA was the party in the BEE transaction. 
16 Net1, 2014 AR, page 2. 
17 Net1, 2014 AR, page F36. 
18 Net1, 2014 AR, page F34. 
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23. hƴ мф !ǇǊƛƭ нлмнΣ ǘƘŜǊŜ ǿŀǎ ŀƭǎƻ ŀƴ ƛƴƛǘƛŀƭ άBEE equity instruments chargeέ 

of US$ 14 211 000 (the contract period started 1 April 2012).19 At that point, 

the rand-dollar exchange rate stood at 7.7186 (used for incomes and 

ŜȄǇŜƴǎŜǎ ƛƴ bŜǘмΩǎ нлмн !wύ. TƘƛǎ Ψƴƻƴ-ŎŀǎƘ ŎƘŀǊƎŜΩ ǿŀǎ ŜǉǳƛǾŀƭŜƴǘ ǘƻ 

R109 689 025. 

 

24. This charge ǊŜŦƭŜŎǘŜŘ ŀƴ ƻǇǘƛƻƴ ŦƻǊ .99 ǇŀǊǘƴŜǊǎ ǘƻ ōǳȅ ΨŎƻƳƳƻƴ ǎǘƻŎƪΩ όƛΦŜΦ 

not in CPS) at a fixed price. The option was never used, because:  

 

άour stock price decreased materially when we announced the 

existence of the DOJ and SEC investigations and the option expired 

unexercised on April 19, 2013, as our stock price continued to 

remain substantially below the exercise price of the option 

ǘƘǊƻǳƎƘ ǘƘŜ ŜȄǇƛǊŀǘƛƻƴ ŘŀǘŜ ƻŦ ǘƘŜ ƻǇǘƛƻƴέ.20  

 

25. This further underlines the fictitious character of a book entry expense 

based on probing into the future. However, the Generally Accepted 

Accounting Rules (GAAP) used in the US ά[do] not permit the reversal of the 

prior chargeέ as Net1 informs its shareholders.21 This stayed in the accounts 

as a 2012 financial year expense as it had been registered, even if the 

ƻǇǘƛƻƴ ǘƻ ōǳȅ ŀƴŘ ǘƘŜ άŎƻǎǘέ ŦƻǊ ǘƘƛǎ ǘƻ bŜǘм ǿŀǎ ƴŜǾŜǊ ǊŜŀƭƛǎŜŘΦ  

 

26. The same rule of non-reversal should apply to the 2014 BEE transaction, 

which ostensibly forms part of /t{Ω {ǘŀǘŜƳŜƴǘ ǘƻ ǘƘŜ /ƻǳǊǘΦ 

 

27. The value ƻŦ ǘƘŜ нлмн ƻǇǘƛƻƴ ǿŀǎ ŎŀƭŎǳƭŀǘŜŘ ǳǎƛƴƎ ǿƘŀǘ ƛǎ ŎŀƭƭŜŘ ǘƘŜ ΨCox 

wƻǎǎ wǳōƛƴǎǘŜƛƴ ōƛƴƻƳƛŀƭ ƳƻŘŜƭΩΦ22 It is not mentioned in the Notes of the 

Statement under sub-ƘŜŀŘƭƛƴŜ Ψ/ƘŀǊƎŜ ŦƻǊ ŜƳǇƻǿŜǊƳŜƴǘ ǘǊŀƴǎŀŎǘƛƻƴΩΦ It 

appears that CPS erroneously also did not include this amount of 

                                                           
19 Net1, 2014 AR, page 9 (according to pdf file; this part of the AR is not paginated): Table under sub-headline 
άwŜŎƻƴŎƛƭƛŀǘƛƻƴ ƻŦ D!!t ƴŜǘ ƛƴŎƻƳŜ ǘƻ ŦǳƴŘŀƳŜƴǘŀƭ ƛƴŎƻƳŜέΦ 
20 Net1, 2013 AR, page 22. 
21 Ibid. at page 23. 
22 Net1, 2014 AR, page F36. 
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approximately wмлфΦт Ƴƛƭƭƛƻƴ ƛƴ /t{Ω expenses. The Notes speak of one 

transaction without giving the year and the amount:  

 

άThe Statement is prepared on the historical cost basis, with the 

exception of the charge for the empowerment transaction which 

is recognised at fair value as described below,έ όemphasis added).  

 

28. The Statement does not indicate if it is referring to the R117.1 million 2014 

BEE transaction or the 2012 BEE transaction that was never realised. If the 

{ǘŀǘŜƳŜƴǘ ƛƴŎƭǳŘŜǎ ǘƘŜ нлмн άƴƻƴ-ŎŀǎƘ ŎƘŀǊƎŜέ .99 ǘǊŀƴǎŀŎǘƛƻƴ ƛǘ Ƴǳǎǘ ƻŦ 

course also be subtracted from expenses.  

 

29. Either way, neither of the two BEE transactions can be recorded as an 

expense in the books of CPS. 

 

.ÅÔυȭÓ ÓÏÃÉÁÌ ÇÒÁÎÔ ÂÕÓÉÎÅÓÓ ÖÉÅ×ÅÄ ÉÎ Ãontext  

 

30. The Notes to Statement under sub-ƘŜŀŘƛƴƎ н Ψ.ŀǎƛǎ ƻŦ tǊŜǇŀǊŀǘƛƻƴ ƻŦ ǘƘŜ 

{ǘŀǘŜƳŜƴǘΩ, indicates:  
 

ά¢ƘŜ ŘƛǊŜŎǘƻǊǎ ƘŀǾŜ ƛƴǘŜǊǇǊŜǘŜŘ ǘƘŜ ǿƻǊŘǎ ΨǳƴŘŜǊ ǘƘŜ ŎƻƴǘǊŀŎǘΩ ŀǎ 

relating directly to the SASSA contract and therefore income and 

expenses incidental to but not arising from the contract have been 

excluded from the Statement.έ 
 

31. Firstly, this contradicts the erroneous inclusion of at least one BEE 

transaction as an expense of CPS (as argued above). 

 

32. Secondly, in light of ǘƘŜ /ƻǳǊǘΩǎ !ƭƭǇŀȅ н ƧǳŘƎƳŜƴǘΣ ƛǘ is not clear why the 

Statement should have such a narrow ambit and what this means. No 

ŜȄŀƳǇƭŜǎ ƻŦ ŜȄŎƭǳǎƛƻƴǎ ŀǊŜ ƎƛǾŜƴ ǘƻ ƛƭƭǳǎǘǊŀǘŜ Ƙƻǿ άƛƴŎƛŘŜƴǘŀƭ ǘƻΧ ǘƘŜ 

contractέ ƛǎ ŘŜŦƛƴŜŘΦ  

 

33. Thirdly, as discussed below, it certainly appears ŦǊƻƳ bŜǘмΩǎ Annual 

Reports that ƛƴŎƻƳŜǎ ŀƴŘ ŜȄǇŜƴǎŜǎ ΨƛƴŎƛŘŜƴǘŀƭΩ ǘƻ ǘƘŜ {!{{! ŎƻƴǘǊŀŎǘ 
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ought to be approximated in order to get a more accurate estimate of the 

ŦƛƴŀƴŎƛŀƭ ōŜƴŜŦƛǘǎ ǘƘŀǘ ŀŎŎǊǳŜ ǘƻ bŜǘм {!Ωǎ όŀƴŘ ǘƘŜ ƳƻǘƘŜǊ ŎƻƳǇŀƴȅ bŜǘм 

as well as other SA subsidiaries) from the constitutionally invalid SASSA 

contract. 

 

34. And, finally, CPS is controlled by Net1 SA which is controlled by Net1. CPS 

could not sign the SASSA contract without the approval of Net1. Aside from 

the legal consideration that one single company signed the contract, we 

repeat that bŜǘмΩǎ Annual Reports show that incomes and expenses 

ΨƛƴŎƛŘŜƴǘŀƭΩ ǘƻ ǘƘŜ {!{{! ŎƻƴǘǊŀŎǘ ƻǳƎƘǘ ǘƻ ōŜ ŀǇǇǊƻȄƛƳŀǘŜŘΦ 

 

35. Net1 has integrated the public social grants system with financial service 

businesses of its other South African subsidiaries. This is why Net1 can 

speak of άour social welfare grant customersέ ƛƴ {ƻǳǘƘ !ŦǊƛŎŀ. It states, for 

instance, that:  

 

άThe UEPS/EMV technology has been deployed on an extensive 

scale in South Africa through the issuance of MasterCard-branded 

¦9t{κ9a± ŎŀǊŘǎ ǘƻ ƻǳǊ ǎƻŎƛŀƭ ǿŜƭŦŀǊŜ ƎǊŀƴǘ ŎǳǎǘƻƳŜǊǎΦέ23 
 

36. bŜǘмΩǎ нлмп Annual Report reads:  

 

άWe believe that our large cardholder base, specialized technology 

and payment infrastructure, together with our strong government 

and business relationships, position us at the epicentre of 

commerce in the countryΦέ24 

 

37. This raises the question about whether the businesses of several of Net1 

S!Ωǎ ǎǳōǎƛŘƛŀǊƛŜǎ ǿƻǳƭŘ ŀǘ ŀƭƭ ōŜ ǇǊƻŦƛǘŀōƭŜ ƻǊ Ƙƻǿ ǇǊƻŦƛǘŀōƭŜ ǘƘŜȅ ǿƻǳƭŘ ōŜ 

without access to the social grant beneficiariesΦ bŜǘмΩǎ нлмп Annual Report 

states:  

 

                                                           
23 Net1, 2014, page 2. 
24 Net1, 2014, page 5. 
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ά!ǎ ŀ ǊŜǎǳƭǘ ƻŦ ǘƘŜ {ƻǳǘƘ !ŦǊƛŎŀƴ ƎƻǾŜǊƴƳŜƴǘΩǎ ŦƻŎǳǎ ƻƴ ǘƘŜ 

provision of social grants as a core element of its social assistance 

and poverty alleviation policies, and our SASSA contract to 

distribute such grants on a national basis, we believe that we are 

ƛƴ ŀ Ǉƻǎƛǘƛƻƴ ǘƻ ǇǊƻǾƛŘŜ ǎŜǊǾƛŎŜǎ ǘƻ ƻǾŜǊ рл҈ ƻŦ ǘƘŜ ŎƻǳƴǘǊȅΩǎ ŀŘǳƭǘ 

population,έ25 (emphasis added).  

 

38. In addition to this, Net1 stated in a media communication of May 2015 that 

it would continue: 

 

άproviding a comprehensive suite of transactional products and 

services, ώǿƘƛŎƘϐ ǿƛƭƭ ŀƭƭƻǿ ƛǘ ǘƻ ǎŜǊǾƛŎŜ ŀƭƭ {ƻǳǘƘ !ŦǊƛŎŀΩǎ ǳƴōŀƴƪŜŘ 

and under-banked citizens including social grant beneficiaries, but 

ƛƴŘŜǇŜƴŘŜƴǘƭȅ ŀƴŘ ǿƛǘƘƻǳǘ {!{{!Ωǎ ƭƛƳƛǘŀǘƛƻƴǎ ŀƴŘ ŎƻƴǎǘǊŀƛƴǘΦ 

¢ƘŜ /ƻƳǇŀƴȅΩǎ ōǳǎƛƴŜǎǎ Ǉƭŀƴ ƛƴŎƭǳŘŜǎ ǘƘŜ ŎƻƴǘƛƴǳŜŘ ǎǳŎŎŜǎǎŦǳƭ 

deployment of its EasyPay Everywhere bank account.έ26 

 

39. It appears ǘƘŜǎŜ ΨǘǊŀƴǎŀŎǘƛƻƴŀƭ ǇǊƻŘǳŎǘǎ ŀƴŘ ǎŜǊǾƛŎŜǎΩ ǊŜŦŜǊ ǘƻ ǘƘŜ ǎŜǊǾƛŎŜǎ 

provided by Net1 subsidiaries other than CPS. This contention finds support 

in the 2015 Annual Report, wherein Net1 states that:  

 

άCƻǊ ǳǎΣ ŦƛƴŀƴŎƛŀƭ ƛƴŎƭǳǎƛƻƴ ƛǎ ƳƻǊŜ ǘƘŀƴ ōŜƛƴƎ ŀōƭŜ ǘƻ ƻǇen a bank 

account. . . . Our differentiator is our technology, security and 

business models, which interprets information to facilitate 

eligibility and lower inherent risk. . . . As a result, we now offer 

savings accounts, microfinance, insurance, prepaid services, 

money transfers, loyalty programs, educational services, 

healthcare, and mobile and e-commerce payments - to name but 

a fewΦέ27  

 
40. ¢ƘŜ άlower ƛƴƘŜǊŜƴǘ Ǌƛǎƪέ ŎƻƳŜǎ ǿƛǘƘ ǘƘŜ Ǉƻǎǎƛōƛƭƛǘȅ ƻŦ ŘŜŘǳŎǘƛƻƴǎ ŦǊƻƳ ǘƘŜ 

social grants when they are paid out. This may be especially important for 

                                                           
25 Ibid. 
26 Net1, Net1 Elects to Withdraw from SASSA RFP 18 May 2015, available at http://media.corporateir. 
net/media_files/IROL/73/73876/Net1%20Elects%20to%20Withdraw%20from%20SASSA%20RFP.pdf . 
27 Net1, 2015 Annual Report, page 1. 

http://media.corporateir/
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ǘƘŜ Ǿƛŀōƛƭƛǘȅ ƻŦ bŜǘм {!Ωǎ ƳƛŎǊƻ-loan business. In this regard, CPS stated the 

following in its tender proposal:  

 

άWe created the automatic debit feature to allow a smart card to 

reduce the balance in any of its active wallets on a specific date 

and for a predetermined amount. This function can take place in 

an offline environment at any POS device. The automatic debit 

feature reduces the risks associated with collection of insurance 

premiums and other regularly scheduled payments by ensuring 

that any funds loaded to the smart card are first used to service 

ǘƘŜ ŀǳǘƻƳŀǘƛŎ ŘŜōƛǘ ōŜŦƻǊŜ ōŜƛƴƎ ǘǊŀƴǎŦŜǊǊŜŘ ŦƻǊ ǘƘŜ ŎŀǊŘ ƘƻƭŘŜǊΩǎ 

general use. 

 

The participants in an automatic debit transaction are the 

automatic debit initiator, the merchant and the smart card 

holder. The automatic debit initiator is the issuer which will create 

an automatic debit instruction for a particular wallet of a specific 

smart card holder. The merchant is any retailer which is a 

participant in the system and has a [UEPS] POS device for a card 

holder to activate automatic debit instructions. The card holder is 

the person who must pay the premium or other payment,έ 

(emphasis added).28 

 

41. The provision of these services is made possible through the sharing of the 

technology to read the confidential data of social grant beneficiaries which 

ƛǎ ŎƻƴǘŀƛƴŜŘ ƻƴ ǘƘŜ ǳƴƛǾŜǊǎŀƭ ŜƭŜŎǘǊƻƴƛŎ ǇŀȅƳŜƴǘ ǎȅǎǘŜƳ όά¦9t{έύ ŜƴŀōƭŜŘ 

SASSA-branded bank cards. It seems that it is this card technology that 

makes possible the so called vertical integration of NŜǘм {!Ωǎ ǎǳōǎƛŘƛŀǊƛŜǎ 

possibleΦ bŜǘмΩǎ нлмр Annual Report states: 

ά[ƻƻƪƛƴƎ ŦƻǊǿŀǊŘ ǘƻ нлмсΣ ǿŜ ƴƻǿ ƻǇŜǊŀǘŜ ƻǳǊ ōǳǎƛƴŜǎǎ ŀŎǊƻǎǎ ǘƘǊŜŜ 

primary ΨǾŜǊǘƛŎŀƭǎΩΥ 

ω Card-centric solutions, which are driven by our UEPS/EMV 
biometric smart card technology such as EPE [Easy Pay 

                                                           
28 CPS Technical Proposal Management Summary date stamped 27 June 2011. 
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Everywhere]Σ ²ƻǊƭŘ CƻƻŘ tǊƻƎǊŀƳ όά²CtέύΣ aŀǎǘŜǊ/ŀǊŘ ŀƴŘ 
SASSA; 

ω Mobile-centric solutions, which focus on the deployment of 
our various mobile products such as Mobile Virtual Card 
όάa±/έύΣ ±ŀǊƛŀōƭŜ-tLb όά±tLbέύΣ ŀƴŘ ǾŀƭǳŜ-added services; 
and 

ω Transaction Processing, which includes our KSNET, EasyPay, 
and FIHRST switches. 

 
These verticals are capable of operating independently of one 
another but frequently supplement one or more of the other 
verticals. More importantly, each vertical has a specific set of 
opportunities and go-to-market strategy.έ29 

 

42. For the above reasons, financial statements of Net1 subsidiaries, other 

than CPS, are relevant for an accurate and comprehensive assessment of 

the total financial benefits to Net1 SA and its parent company Net1 from 

the constitutionally invalid SASSA contract during its period of five years. 

The most notable subsidiaries are: Prism Holdings with its subsidiary 

EasyPay (Pty) Ltd, Net1 Finance Holdings with its subsidiary Moneyline 

Financial Services (Pty) Ltd, Manje Mobile Electronic Payment Services (Pty) 

Ltd, Finbond Group Limited and The Smart Life Insurance Company Limited.  

A critical account for the five year SASSA contract period  
 

43. What follows examines what all Net1 Annual Reports record to 

shareholders about the revenues from ά/t{Ω ǎƻŎƛŀƭ ǿŜƭŦŀǊŜ ƎǊŀƴǘ 

distribution businessέ. We compare this information to the declaration of 

income in /t{Ω Statement to the Constitutional Court. 
 

44. In the 2014 Annual Report, Net1 reports the following to its shareholders:  

 

άOur CPS business unit is based in Johannesburg, South Africa, and 

deploys our UEPS/EMVςSocial Grant Distribution technology to 

distribute social welfare grants on a monthly basis to over nine 

                                                           
29 Net1, 2015 Annual Report, page 1. 
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million recipient cardholders in South Africa. These social welfare 

grants are distributed on behalf of the South African Social 

Security Agency, or SASSA. During our 2014, 2013 and 2012 fiscal 

years, we derived approximately 27%, 42%, and 41% of our 

ǊŜǾŜƴǳŜǎ ǊŜǎǇŜŎǘƛǾŜƭȅΣ ŦǊƻƳ /t{Ω ǎƻŎƛŀƭ ǿŜƭŦŀǊŜ ƎǊŀƴǘ ŘƛǎǘǊƛōǳǘƛƻƴ 

business.έ30  

 

45. In the 2016 Annual Report, Net1 states that:  

 

άDuring our 2016, 2015 and 2014 fiscal years, we derived 

approximately 21%, 24%, and 27% of our revenues respectively, 

ŦǊƻƳ /t{Ω ǎƻŎƛŀƭ ǿŜƭŦŀǊŜ ƎǊŀƴǘ ŘƛǎǘǊƛōǳǘƛƻƴ ōǳǎƛƴŜǎǎΦέ31  

 

46. Similarly, the 2017 Annual Report states that:  

 

ά5ǳǊƛƴƎ ƻǳǊ нлмтΣ нлмс ŀƴŘ нлмр ŦƛǎŎŀƭ ȅŜŀǊǎΣ ǿŜ ŘŜǊƛǾŜŘ 

approximately 22%, 21%, and 24% of our revenues respectively, 

ŦǊƻƳ /t{Ω ǎƻŎƛŀƭ ǿŜƭŦŀǊŜ ƎǊŀƴǘ ŘƛǎǘǊƛōǳǘƛƻƴ ōǳǎƛƴŜǎǎΦέ32 

 

47. Thus, the percentages ƎƛǾŜƴ ŦƻǊ ǘƘŜ ŀƴƴǳŀƭ ǊŜǾŜƴǳŜǎ ƘŀǊǾŜǎǘŜŘ ōȅ ά/t{Ω 

ǎƻŎƛŀƭ ǿŜƭŦŀǊŜ ƎǊŀƴǘ ŘƛǎǘǊƛōǳǘƛƻƴ ōǳǎƛƴŜǎǎέ ŀǊŜ ǇŜǊŎŜƴǘŀƎŜ ǎƘŀǊŜ ƻŦ ǘƘŜ ǘƻǘŀƭ 

consolidated annual revenues of the whole Net1 group that comprises 

about 60 companies.  

 

48. Data over the ǘƻǘŀƭ ŀƴƴǳŀƭ ǊŜǾŜƴǳŜ ƛǎ ǇǳōƭƛǎƘŜŘ ƛƴ bŜǘмΩǎ !ƴƴǳŀƭ wŜǇƻǊǘǎ 

which also state the US$/R exchange rates used for each financial year 

όbŜǘмΩǎ ŦƛƴŀƴŎƛŀƭ ȅŜŀǊ ŜƴŘǎ ол WǳƴŜύΦ ²Ƙŀǘ ŀǇǇŜŀǊǎ ōŜƭƻǿ ƛǎ ŀ ǘŀōƭŜ ƻŦ 

bŜǘмΩǎ ŎƻƴǎƻƭƛŘŀǘŜŘ ǊŜǾŜƴǳŜ ŀƴŘ ǘƘŜ ǊŜǾŜƴǳŜǎ ƘŀǊǾŜǎǘŜŘ ōȅ ά/t{Ω ǎƻŎƛŀƭ 

ǿŜƭŦŀǊŜ ƎǊŀƴǘ ŘƛǎǘǊƛōǳǘƛƻƴ ōǳǎƛƴŜǎǎέ ŀǘ млл҈ ŦǊƻƳ нлмн ǘƻ нлмс ŀƴŘ ŀǘ тр҈ 

in the 2017 financial year (as the five year contract ended three months 

                                                           
30 Net1, 2014 Annual Report, page 6. 
31 Net1, 2016 Annual Report, page 8. 
32 bŜǘмΣ нлмт !wΣ ǇŀƎŜ фΦ άhǳǊ ǊŜǾŜƴǳŜέ ƛǎ ǘƘŜ ŎƻƴǎƻƭƛŘŀǘŜŘ ǊŜǾŜƴǳŜ ƻŦ ǘƘŜ ǿƘƻƭŜ bŜǘм ƎǊƻǳǇΥ ΨAll references to 
άǘƘŜ /ƻƳǇŀƴȅΣέ άǿŜΣέ άǳǎΣέ ƻǊ άƻǳǊέ ŀǊŜ ǊŜŦŜǊŜƴŎŜǎ ǘƻ bŜǘм ¦9t{ ¢ŜŎƘƴƻƭƻƎƛŜǎΣ LƴŎΦ ŀƴŘ ƛǘǎ ŎƻƴǎƻƭƛŘŀǘŜŘ 
ǎǳōǎƛŘƛŀǊƛŜǎΣ ŎƻƭƭŜŎǘƛǾŜƭȅΧΩ όbŜǘмΣ 2016 AR, page 3).  
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prior to the end of their 2017 financial year).33 ¢ŀōƭŜ м ōŜƭƻǿ ŎƻƳǇŀǊŜǎ /t{Ω 

ǎǘŀǘŜŘ ΨƛƴŎƻƳŜ ǊŜŎŜƛǾŜŘΩ ƛƴ ǘƘŜ {ǘŀǘŜƳŜƴǘ ǿƛǘƘ ǿƘŀǘ ǘƘŜ bŜǘм !ƴƴǳŀƭ 

Reports from 2012 to 2017 report on ǘƘŜ ǊŜǾŜƴǳŜ ŦǊƻƳ ά/t{Ω ǎƻŎƛŀƭ ǿŜƭŦŀǊŜ 

ƎǊŀƴǘ ŘƛǎǘǊƛōǳǘƛƻƴ ōǳǎƛƴŜǎǎέΦ 

 

  
Table 1 

 

49. ¢ƘŜ {ƻǳǘƘ !ŦǊƛŎŀƴ ǊŜǾŜƴǳŜ ǎƘŀǊŜ ƻŦ bŜǘмΩǎ ǘƻǘŀƭ ŎƻƴǎƻƭƛŘŀǘŜŘ ǊŜǾŜƴǳŜ Ƙŀǎ 

been stable at around 70%. Lƴ ŎƻƴǘǊŀǎǘΣ ǘƘŜ ǊŜǾŜƴǳŜ ŦǊƻƳ /t{Ω ǎƻŎƛŀƭ ƎǊŀƴǘ 

distribution business as a share of revenue in South Africa fell drastically in 

the third year of the contract period and continued to fall after that. In my 

view, this indicates when the Ψvertical integrationΩ between CPS and the 

ōǳǎƛƴŜǎǎŜǎ ƻŦ bŜǘмΩǎ ƻǘƘŜǊ ǎǳōǎƛŘƛŀǊƛŜǎ ǎǘŀǊǘŜŘ ǘƻ ƘŀǾŜ ŜŦŦŜŎǘΦ 

 
TÈÅ ÔÅÒÍÓ Ȱ)ÎÃÏÍÅ ÒÅÃÅÉÖÅÄȱ ÁÎÄ Ȱ2ÅÖÅÎÕÅȱ 

 

50. /t{Ω Statement uses the term Ψƛncome receivedΩ, which is the same as the 

term used by the Court in paragraph 78.4.2 of Allpay. We interpret both 

terms to mean ΨrevenueΩ.  

 

51. The Court required an account of /t{Ω άincome received under the 

completed contractέΦ ¢ƘŜ ǘŜǊƳ ΨincomeΩ at times equates to revenue minus 

                                                           
33 The SASSA contract ended on 31 March 2017 which was 9 months into the 2017 financial year 75% of the 
2017 financial year revenues are therefore used in Table 1, because 9 months is 75% of 12 months. 
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taxes and expenses, ƛΦŜΦ ōŀǎƛŎŀƭƭȅ ΨǇǊƻŦƛǘ ŀŦǘŜǊ ǘŀȄΩΣ but this is not the 

ƳŜŀƴƛƴƎ ƻŦ ΨƛƴŎƻƳŜΩ ƛƴ ǘƘƛǎ case. If CPS and KPMG meant something more 

by the term Ψƛncome receivedΩ (for instance, if including interest on loans in 

ǘƘŜ ΨƛƴŎƻƳŜ ǊŜŎŜƛǾŜŘΩ) then the R455 million difference in Table 1 above, 

between revenue from άCPSΩ social grants distribution businessέ ƛƴ bŜǘмΩǎ 

Annual Reports and the revenue included in the Statement, would be even 

bigger. The Notes indicate that depreciation, cost of sales or write down of 

inventories have been included in the expenses. We take for granted that 

there is no large Ψnegative incomeΩ ŘŜŘǳŎǘŜŘ ŦǊƻƳ ǘƘŜ {ǘŀǘŜƳŜƴǘΩǎ Ψƛncome 

receivedΩ and that it does not show a ΨnetΩ income after deductions other 

than small and simple transaction costs. Otherwise, this should have been 

pointed out in the Notes to the StatementΦ ¢ƘŜ ŎƻƴŎŜǇǘ ΨǊŜǾŜƴǳŜΩ is used 

in the Notes to the Statement, but this is changed to ΨƛƴŎƻƳŜ ǊŜŎŜƛǾŜŘΩ in 

the part of the Statement that contains numerals. 

 

52. To avoid confusion, the Notes to the Statement should have contained an 

ƛƴŘƛŎŀǘƛƻƴ ƻŦ Ƙƻǿ ǘƘŜ /ƻǳǊǘΩǎ ƻǊŘŜǊ ǘƻ ǊŜǇƻǊǘ ƻƴ Ψincome ǊŜŎŜƛǾŜŘΩ was 

interpreted when compiling the Statement. For reasons given above, we 

ƘŀǾŜ ŀǎǎǳƳŜŘ ǘƘŀǘ /t{ ƳŜŀƴǎ ΨǊŜǾŜƴǳŜΩΣ ōǳǘ ǳǎŜŘ ǘƘŜ ǿƻǊŘƛƴƎ ƻŦ ǘƘŜ ŎƻǳǊǘ 

order. 

 

Adjustments of pre-ÔÁØ ÐÒÏÆÉÔȟ ÂÁÓÅÄ ÉÎ .ÅÔυȭÓ ÒÅÖÅÎÕÅ ÒÅÐÏÒÔÓ  

 

53. CPS reports a revenue of R8 938 509 720 to the Court for the duration of 

the contract. This is around R455 million lower than the revenue reported 

to Net1 shareholders (which is R9 394 029 804); the figure is easily derived 

ŦǊƻƳ ǘƘŜ Řŀǘŀ ƛƴ bŜǘмΩǎ Annual Reports (Table 1). It appears Net1 calculated 

revenue received ΨunderΩ the SASSA contract very differently when 

reporting to its shareholders ŎƻƳǇŀǊŜŘ ǘƻ Ƙƻǿ /t{  ŎŀƭŎǳƭŀǘŜŘ ΨƛƴŎƻƳŜ 

ǊŜŎŜƛǾŜŘΩ ǿƘŜƴ ǊŜǇƻǊǘƛƴƎ ǘƻ ǘƘŜ /ƻǳǊǘ. 

 

54. To make an alternative estimate of pre-tax profit, we use two methods 

using the higher revenue estimates stated in Net1 Annual Reports 

(calculated to R455.1 million), which are 5.1% higher than in the Statement. 

For the minimum estimate of profit before tax, we also increase expenses 
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by 5.1%. This increases expenses to R8 247million. The pre-tax profit 

becomes R1 147million.34 An illustration of this calculation appears below: 

 

R9 394 029 улп όрΦм҈ ƘƛƎƘŜǊ wŜǾŜƴǳŜ ƛƴ ƭƛƴŜ ǿƛǘƘ bŜǘмΩǎ !wǎύ  

-  R8 247 018 765 (Expenses, also increased by 5.1%) 

=  R1 147 011 039 (Net profit before tax) 

 
R8 247million (being the expenses increased by 5.1%) is R400.2 million more 
than the Expenses reported in the Statement to the Court (i.e. R7 846 
843 217).  
 

55. Expenditure rises at the same rate as the higher revenues reported in 

Net1Ωǎ Annual Reports, keeping the pre-tax profit margin to what it is in the 

Statement.35 Pre-tax net profit becomes R1 147million. This is R55.3million 

more than in the Statement (R1 091.7million).  

 

56. For a maximum alternative estimate of pre-tax profit we instead use what 

the Statement says to the Court about the ΨŜxpenses incurredΩ. If we simply 

subtract them from the revenue reported by Net1 for the άsocial welfare 

grant distributing businessέ (as calculated in the table above) we get 

R455.5 million more in pre-tax profit during the contract period (i.e. 

R1 547.2 million instead of R1 091.7million in the Statement). 

 

57. This suggests that, in the first step of an alternative account, /t{Ω pre-tax 

profit should be reported at between R55.3million and R455.5million more 

than what was reported in the Statement. This is before other possible 

corrections. 

 

58. We argued above that the 2014 BEE transaction should be excluded from 

expenses in the Statement. Doing so further increases profit before tax by 

an estimated R117.1 million. When this is added to the two estimates in 

                                                           
34 The profit margin will be 12.21% just as it is in the Statement, because we increase expenses and revenue by 
the same 5.1% rate. 
35 We ƘŀǾŜ Ŏŀǳǘƛƻǳǎƭȅ ŀǎǎǳƳŜŘ άŎƻƴǎǘŀƴǘ ŜŎƻƴƻƳƛŎǎ ƻŦ ǎŎŀƭŜέΦ Lǘ ƛǎ ƭƛƪŜƭȅ ǘƘŀǘ ŜȄǇŜƴŘƛǘǳǊŜǎ ƛƴŎǊŜŀǎŜ ŀǘ ŀ ǎƭƻǿŜǊ 
rate than revenue, which would result in a higher profit than in our minimum alternative estimate.  
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the paragraph above, the correction upwards of net pre-tax profit will be 

between R172.4 million and R572.6 million. If the 2012 BEE transaction 

were also included in the Statement, it too ought to be subtracted from the 

expenses. Profit before tax in the Statement would then increase by 

another estimated R109.7 million. For reasons explained above, we assume 

that it was not included. 

 

59. bŜǘмΩǎ нлмп Annual Report further reports that R41.8 million in cash 

ōƻƴǳǎŜǎ άrelated to our SASSA tender awardέ36 were paid to senior 

managers. The question of whose incomes and expenses are included in 

the Statement to the Court applies here as well. The Notes to the 

Statement indicate that this reward might be included in the Statement 

where it provides:  

 

άWhen there is a present legal or constructive obligation to make 

a bonus payment as a result of a past event and a reliable 

estimate of the obligation can be made, it is recognised as an 

expenseέΦ37  

 

60. First, if the R41.8million ǿŜǊŜ ƛƴŎƭǳŘŜŘ ŀǎ ŜȄǇŜƴǎŜǎ άǳƴŘŜǊ ǘƘŜ ŎƻƴǘǊŀŎǘέΣ 

they should be deducted from expenses. Cash bonus payments to chief 

executive officers and senior managers are controlled by the majority 

shareholders. They are profits distributed in another form. 

 

61. Second, even if they have not been taken up as expenses in the Statement, 

but appear only in the books of the parent company in the US, they were 

paid as a reward for a constitutionally invalid SASSA contract. CPS is their 

source. It can, therefore, be argued that the R41.8 million must be added 

to profit before taxation in the Statement.  

 

                                                           
36 Net1, 2014 AR, page 44: US$5.4mn. The amount is also given in ZAR. We use that number as it is. 
37 The Notes to the Statement do not disclose if the large SASSA-related bonus payment was included in 
expenses. That it is can however be interpreted from the remark on ά/ƻƴǎǘǊǳŎǘƛǾŜ ƻōƭƛƎŀǘƛƻƴέ in the Notes. The 
term means that employees had good reasons to expect a bonus; for example because a promise had been 
madeΦ {ŜŜ ǘƘŜ /ƛǊŎǳƭŀǊΥ άLƴǘŜǊƴŀǘƛƻƴŀƭ !ŎŎƻǳƴǘƛƴƎ {ǘŀƴŘŀǊŘ отέ accessible at: 
http://ec.europa.eu/internal_market/accounting/docs/consolidated/ias37_en.pdf . 

http://ec.europa.eu/internal_market/accounting/docs/consolidated/ias37_en.pdf
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62. The upward adjustment of the pre-tax profit compared to the Statement 

then lands between R214.2 million and R614.4 million. The higher 

adjustment would lead to a pre-tax margin of 18.2% (R1 706 million (profit) 

÷ R9 394 million (revenue) = 0.182), the lower adjustment by R214.2 

million to a margin of 13.9%, compared to the 12.2% margin in the 

Statement.38  

 

63. Lǘ ƛǎ ŜǾƛŘŜƴǘ ŦǊƻƳ bŜǘмΩǎ Annual Reports and other sources quoted above, 

that other South African subsidiaries have benefitted from the SASSA 

contract which has been declared constitutionally invalid. This is the 

Ψvertical integrationΩ ŀǎǇŜŎǘ ƻŦ bŜǘмΩǎ ōǳǎƛƴŜǎǎΦ  

 

64. If a Net1 SA subsidiary outside the CPS group (in any way) had access to 

social grant ōŜƴŜŦƛŎƛŀǊƛŜǎΩ ŎƻƴŦƛŘŜƴǘƛŀƭ data as a precondition for doing 

profitable business or harvested extra profits because of such access, it can 

well be argued that these profits too would be subject to paragraph 78.4.2 

of the Allpay judgement. In other words, it would be subject to the 

disclosure of expenses incurred, income received and net profit earned 

άǳƴŘŜǊ ǘƘŜ ŎƻƳǇƭŜǘŜŘ ŎƻƴǘǊŀŎǘέΦ This cannot be established without access 

to the financial reports of the South African subsidiaries. 

 
Conclusion 

 

65. Based on the above, in my view CPS has provided insufficient information 

for the Court to draw a definite conclusion about how much CPS (and its 

fellow companies in South Africa) profited from the SASSA contract. In 

order to be fully transparent, CPS ought to make the following available to 

the Court and the public, and ought to explain: 

 

                                                           
38 If we ŜȄŎƭǳŘŜ ǘƘŜ ά!ŘƳƛƴƛǎǘǊŀǘƛǾŜ Ŏƻǎǘέ ŦǊƻƳ ǘƻǘŀƭ ά9ȄǇŜƴǎŜǎ ƛƴŎǳǊǊŜŘέ we ƎŜǘ ŀƴ άƻǇŜǊŀǘƛƻƴŀƭ ƳŀǊƎƛƴέ ƛƴ ǘƘŜ 
Statement at about 22.1% (R1 980.2mn/R8 938.5mn=0.221). Admin expenses are 11.3% of total expenses. If we 
use this 11.3% cost relation for our two profit adjustment alternatives we get a span between 22.1% and 27.4% 
in operational margin. It is not clear ǿƘȅ ǘƻǘŀƭ ǊŜǾŜƴǳŜ ƘŀǊǾŜǎǘŜŘ ōȅ ά/t{Ω ǎƻŎƛŀƭ ǿŜƭŦŀǊŜ ƎǊŀƴǘ ŘƛǎǘǊƛōǳǘƛƻƴ 
businessέ ƛǎ wпрр millioƴ ƘƛƎƘŜǊ ƛƴ bŜǘмΩǎ Annual Reports, but it is possible that different approaches also affect 
άeȄǇŜƴǎŜǎ ƛƴŎǳǊǊŜŘέΦ ¢Ƙŀǘ ǿŀǎ ƻƴŜ ǊŜŀǎƻƴ ŦƻǊ ƎƛǾƛƴƎ a range between R214.2 million and R614.4 million in 
suggested upward correction of pre-tax profit. My worksheet for all calculations is available. 
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65.1. Annual financial statements of CPS (Pty) Ltd with registration 

number 1971/007195/07 for the financial years 2012 to 2016 that 

sƘƻǳƭŘ ƛƴŎƭǳŘŜ /t{Ω ǎǳōǎƛŘƛŀǊƛŜǎ ƛƴ ŀ ŎƻƴǎƻƭƛŘŀǘŜŘ ƳŀƴƴŜǊ ƛƴ ŀ 

separate column. Such statements might already have been filed 

with ǘƘŜ {ƻǳǘƘ !ŦǊƛŎŀƴ wŜǾŜƴǳŜ {ŜǊǾƛŎŜǎ όάSARSέύ for tax purposes. 

The last nine months of the contract period can be accounted for 

separately. 

 

65.2. The Constitutional Court in paragraph 67 of its Allpay judgment 

ǎǘŀǘŜǎ ǘƘŀǘ /t{ άŎŀƴ ǇǊƻǾƛŘŜ ǘƘŜ ŦƛƴŀƴŎƛŀƭ ƛƴŦƻǊƳŀǘƛƻƴ ǘƻ ǎƘƻǿ ǿƘŜƴ 

the break-even point arrived, or will arrive, and at which point it 

started making a profit in terms of the unƭŀǿŦǳƭ ŎƻƴǘǊŀŎǘέΦ Other 

problems aside, the Statement does not show how the grant 

distribution business progressed over time.39  

 

65.3. A disaggregation of the expenses over a certain amount ς we 

suggest R30 million τ that were included in the two line items 

ΨhǇŜǊŀǘƛƻƴŀƭ /ƻǎǘΩ ŀƴŘ Ψ!ŘƳƛƴƛǎǘǊŀǘƛǾŜ /ƻǎǘΩ ƛƴ ǘƘŜ {ǘŀǘŜƳŜƴǘ ǘƻ ǘƘŜ 

Court.  

 

65.4. A similar differentiation of the line item ΨIncome receivedΩ. 

 

65.5. A list of the companies in the Net1 group that contributed to 

Income received and Expenses incurred in the submitted Statement 

along with the service they provide and the income they received 

and expenses incurred under or as an incidental result of the 

contract. 

 

65.6. To examine how much or if Net1 SA and its 22 SA subsidiaries have 

profited from the SASSA contract, their relation to social grant 

beneficiary data should be clarified. Obvious candidates were 

mentioned above.  

                                                           
39 CƻǊ ŜȄŀƳǇƭŜΣ Ƴȅ ¢ŀōƭŜ м ŀǘǘŜƳǇǘǎ ǘƻ Řƻ ǎƻ ǳǎƛƴƎ bŜǘмΩǎ !ƴƴǳŀƭ wŜǇƻǊǘǎΦ  
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65.7. The financial statements of the holding company Net1 SA and its 

related party transactions are also pertinent. They, for example, 

might include management fees. This is one traditional way of 

channelling profits from a subsidiary to a mother company. In the 

books of CPS (Pty) Ltd such transactions become listed as 

ΨŜȄǇŜƴǎŜǎΩΦ 
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