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Introduction

1. ¢KS 1T EOGSNYIFIOGAGS LYF2N¥YIO0A2Y YR 5S¢
approachedby the Black SasHArustand the Centre for Applied Legal
Studiesi 2 LINPOARS |y Fylfeara 2F GKS FTi
FAfSR o0& /1 aK tlFe&YFadSNI { SNBAThEa ot i
complete financial statement and narrative filed by CPS with the
Constitdional Court is attached asnnexure 1

2. The Statement wasaudited by KPMG Services Proprietary Limited
6aYtaDé0 YR FAESR ¢4dK?2idmdnatierof a 0 A ( ¢
Allpay Consolidated Investment Holdings (Pty) Ltd and Others v Chief
Executve Officer of the South African Social Security Agency and Others
Hamn o6nuv {! MTd oO// 0 oa!ffLlLIl e HELOD

3. The Allpay matter before the Constitutional Court dealt with the challenge
G2 F20SNYYSYyidiQa Ié6FNR 2F (GKS G§SYRSN
to Cash Paymaster Services. The tender was declared unlawful and invalid
but this order was suspended imder to ensure the continued payment of
social grants unless or until thBouth African Social Security Agency
0 a{! {cquld anplement a new lawful provider or until the end of the
contract period ending 31 March 2017. The Court orderegpabtgraph
78.42in! f f LJ-Cash Raymaster must file with this Court an audited
statement of the expenses incurred, the income received and the net profit
earned under the completed contractb

I This reportwasprepared byDick Forslunda senior economist at AIDC.



4. This reportseeks tccriticallyexamine the Statement filed by CPS

5. Ananalysis into the Statement cannot be undertaken without viewing it in
the context of the Allpay 2 judgmentVe have viewed paragraph 67 twe
point of reference for this reportiere the Court says that the invalidation
2T (KS dbcul doNesQifi any loss to Cash Paymagter 6 dzii | f
that CPSchas no right to benefit from an unlawful contrack  (afyl G a
benefit that it may derive should not be beyond public scrétily ¢ KS / 2 dz
O2y Of dzRSa UGKI G GKS az2tdziaAzy A& aNBfI

dcan povide 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 contracth

6. Beyond the Statement filed by CPS and the Allpay 2 judgmenhave
used the2012¢ 2017Annual Repodi LJdzo f AAa KSR o6& /t{Q
bSim ! 9t { ¢ SOKy2ft23AS4a LYyO 04GbSimé0
States and the judgment of the Court in the 2017 matteBlaick Sash Trust
and Another v Minister of Social Development atlte@® 2017 (3) SA 335
6/ /0 o6a.ftl Ol {I aK WwdzR3IAN&gitibEwehaves | Y
consultedan organogram of the Netl group of companies dated 30 June
HnMc Andesu® Z dDther supporting sources are cited in footnotes.

Concernswith CPS5 tat@ment and summary of conclusions

7. This reporidentifiesa number ofconcerngg A (0 K/ t { QThéséidrel SYS Y
explained below and highlightdtere in a summary of the conclusions

7.1. The Statement does nadarify which of the South African entities
owned by Netlt and its South African subsidiary Netl Applied
¢ SOKy 2t 23ASa { 2dzi K !tTitNdvéddAs GRS & 0 |
failed to clarify this in their reporting to the Constitutional Court,
the independent aditor KPMG ought to have done so.



7.2. It appears in the Note® the Statement that leastone of the two
broado F &SR ofl Ol SO2y2BER O 6 N1LJ &b QXN
KFra 06S8SSy ITRRSR (2 /t{Q G49ELISyaS:
concerning is that these transactiongere fictitious book entry
expensedasedy LINSRAOGA2ya 2F bSimQa 7
that the fictitious value of sucBERransactons hardly appears in
the books ofGd { o6dzi NI GKSNJ Ay (KS 0221
company in the US) or possibly Netl SA, where they are recorded
as expenses.

7.3. b S AMudal Repor (which are audited bipeloitte & Touche)
inform the shareholders how MBS | LISNOSy Gl 3S &K
total revenuethey every yeatr & O NA/0tS{ O 2&el8@ frant
distribution business®*® simple analysis of this data shows that the
revenue from the grant distribution business as reported in the
Netl Annual Reposd has been about R455 million higher over the
contract period (of five years) thahed L y O2YS wSOSA SR
by CPSo the Court.There is no explanation as why this is the
case.

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

8. Werefer toan organogram of CPS within the Netl group structure, dated
on WdzyS HAamc 0O aNetlisa tranddEiongl en@igise The o
organogram features 60 companies. Twetltyee of them are registered
in South Africd.¢ KS 2 NB I y 2 3 NJ Xnnéxére2é. 0 4 OKSR | &

9. C2NXIffe &aL)SI { Ay 3the ciipany egisteedlzit e NB T S
I 2YYSNOAFE YR LyaSttSOGdz £ t NBLISNI

2pp2(Sa G2 GKS ' dZRAGSR {01 GSYSyid 2F (KS 9ELISy&asSa LyOdz
dzy RSNJ G KS /2y iGN OG F2N 0KS Libé&JtaeRenSileRG RPSo M al NOK HAMT
3Netl, 2A6 Annual Reportpage 8.

4 An organogramis accessible fronittp://www.netl.com/media/65388/group_structure_march 2017.pdf

This is a later amended organogram that replaced20&6 organogram in March 2017.



http://www.net1.com/media/65388/group_structure_march_2017.pdf

1971/007195/07.Here it is reflected that CPS is engadedfinaacial
intermediation insurance, real estate and business seiddse 2016
Organogram shows that this firm controls five subsidiaries.

10. Threeof the subsidiaries that are wholly owned by CPS are also in the
business of social grants distributidccordingto the 2016 organogram
(Annexure 3, there are alséwo security companieghichmay have been
engaged in protecting cash distribution of social grants at pay pdyeza
{SOdzNR (e { SNBEOSavonAe BKROIRECOGPYSR
Securtty Services (Gauten@pty) Ltd is wholly owned byy8za Annexure
2).8

11. ¢ KS / Lt/ NBIAAGNEB O2y T AN &L e b | W/l I3
W/ aK tFeYlFadSNI { SNWAOSa O6b2NIK 2 S:
b2 NI KSNYUOQ | NBJulyk g017andzthdyyare anthe 201 | O
OrganogramScreen shot 1 below illustrates that there are ten companies
Ay G2daFrf NBIAAGSNBR GAGK RS sl YS
companies at the top of the CIPC list were deregistered in 2010 and 2011,
the remaining four areurrentlyin business.

S¢g2 2F GKSY KIF@S (GKSAN) o0dzaAySaa RSAONAROSR Ay GKS &l
RSa ONRX o6 SR I wholeSaleshhdIedalk tradley repair of motor vehicles, motor cycles and personal and
household gods; hotels and restauraritsdnomalies like this are common in the CIPC registry.

6¢KS (o2 aSOdzNAGe O2YLIyASa R2y Qi | LILaSdewNiblgkoynh I aSO2yR
http://www.netl.com/media/65388/group_structure _march_2017.pdiyeza Security Services wertbin

final deregistration in 2015There is a Sinqobile Security Services in conversion from Company to Closed

Company in the CIPC registry.

" Accessed via WinDeed on 5 July 2017.



http://www.net1.com/media/65388/group_structure_march_2017.pdf

10 match(es) found for the criteria specified.

Date requested 200700705 1%:13

Company name CASH PAYMASTER

Filter applied STARTS WITH

Select one or more list items to search

Company Name Registration Number

SH PAYMASTER SERVICES (FREE STATE) M2001/024341707
5H PAYMASTER SERVICES (MPUMALANGA) M1896/011273/07
SH PAYMASTER SERVICES (GAUTENG) M1996/016435/07
SH PAYMASTER SERVICES (EASTERMN CAPE) M1395/000033/07
SH PAYMASTER SERVICES (WESTERN CAPE) M1934/001324/07
SH PAYMASTER SERVICES (NORTHERN CAPE) M1997/013358/07
SH PAYMASTER SERVICES M1871/007195/07
5H PAYMASTER SERVICES (KWAZULU NATAL) M1887/013382/07
SH PAYMASTER SERVICES (NORTHWEST) M1996/011197/07
SH PAYMASTER SERVICES (NORTHERN) M1996/017600/07

[ O v TR e TR v N e T o TN o N e O e TR v |
b T = = O T = = = =

Screen shot 1

12. In / t {Sfatementto the Court KPMGaddresses their Independent
| dzR A (SLNEONiEhewdir€ctoré of Cash Paymaster Services Proprietary
[ AYAUSR 0 VWY& KHs sluggestilK ¥ ®eQiddomes, expenses
incurred, the income received and the net profit earned under the coatract
only refers to CPS with registration number 1971/007195/07.

13. ltis also possible that the Statement is a consolidated statefhimhat is
the case, and t {tdemént to the Court includes expenses, incomes and
YySG LINPFAGA adzyRSNJ 0KS O2yiNI Ol¢ 27
companies, if the two security companies are included) in the group of
companies controlled by CPS, then this should have been ome&ttiin the
Notes to the Statement, but it is not.

14. In sumnary, and disregarding the critical discussion below on so called
WHASNIAOLFE AYUGSANIGAZ2YQ | a ¢St ¢ I a
Statement,there are threedistinct possibilities forwhich entities have
beenoperating dunder the contragt Y

81n a group of transacting firms the income of one is the expense of the atitecancels each other auf they

FNB 26ySR o6& | O2yiNRtfAy3 O2YLIlyesx GKS aidlyRFNR LIN
expenses and profit as if they aa#l one company§y 3| IAy 3 | & adzOK ¢ Xhisks callddls S 2 dzii a
consolidated statement.



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 (K&vdu Natal), Cash Paymaster Services
(North West), and Cash Paymaster Services (Northamd); a

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 (Ksfalu Natal), Cash Paymaster Services
(North West), Cash Paymaster Services (Northang the two
security companies mentioned abave

15. Theprimaryconcernhereis thatneither CPS nor KPMG hawvade these
distinctions.This requires clarification.

BEETransactions and the expenses of CPS

16. There ardhreeissues of concern with the treatment of tBEHEransaction
in the Statement.

17. The first concern relates to the costing of the BEE transacdiitimle very
little detail is given on the issue of the entity to which the Statement
relates, the contrary is true in relation to thBEEdeal® The Court is
informed how & i 8 KS @I fdzS 2F GKS ¢ SYULIASGSN
calculated, by quoting verbatimome of theSELJX | VI GA2Y YI RS
2014 Annual Reportlt is from the 2014Annual Reporthat phrases like
dutilising an adjusted Monte Carlo gitations ZIMISG WI R2dza G YS VY (
az2zyiaS [/ FNXI2 aavydZ !l A2y Y2RSt AyO2NL
the standard Geometric Brownian Motion simulaion | N3 RS NA SR ®

9Netl, 2014 AR, page F34 informs that tHBEB partner bought shares at a 25% rebate (compared to the market

price at e time). The purchase was financed by a five year interest bearing loan from Net1.

10 Netl, 2014 ARpage F36! vy 2yt Ay S RAOGAZ2Y L NB SE Llthe eryatic randkdm & I . N
movement of microscopic particles in a fluid, as a resuttostinuous bombardment from molecules of the



18. Despite the elaboration on the method of calculation for tiBEE
transaction, CFS does not report to the Court the value at whicthis
0N yalr OtdAazy KlFla oSSy Gl 1Sy Amwall a |
Reportrecords however that the value taken into the books of Netl was
US$11 268000 This is R11748 889 at the exchange rate 3966 per
USS$, used by Netl for income and expenses in its 20h#ial Report?

19. CPSnight have used another exchange radach as fronthe date/s when
the transaction/s was/were made~or my calculations below, wese a
R117.1 million estimate

20. The second concern in relation to the BEE transaction is the faafttiafi 6 K A &
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 therfaalue of the equity instruments granted to
the BEE partneés@t KS WF I ANJ GF £ dzSQ 2F GKS Sl dz
a prediction of the future values of these instruments (with methods
borrowed from natural science).

21. Athird concern is that, asidefdhe fictitious character of this expense, it
OFyy2i 06S GF1Sy dzLJ a | O0z2ad Ay [t {
accounts of the seller of shares. Changes in ownership of CPS shares are
not an expense to CPBaus, if the BEE transaction is regat@s expense,
it seems itwas an expense to Netl SAs depicted irthe 30 June 2016

surrounding mediuh @ ¢ KA a A f f dedeanNHinanSeithedty2ddawsYllpoh yiatural science to predict
the future in order to arrive at a valuation in the present of, for example, shares traded on the stokktm

I Net1, 2014 AR, tablengpage 9.

2 Net1, 2014 AR, page 38.

13Netl, 2014 AR, page F3the Annual Reporeferstod O a8 K Tt 2 g a¢ .WHeé dnarde Nlatedkoy | I A y | N
the equity instruments issued pursuant to the BEE transactions was deterronbd approximately $11.3
million and was expensed in full during the year ended June 30, 2014, because the BEE partnerdiewned t
AaKIFNBa 2y (Ke farvaludzs th&lbaisprovidéddd®the BEE partners was determined to be their
face valueThe 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 simulatedrsiprice path, taking into account the bespoke features of the
BEE transactions, as well as the expected interest and capital repayments (funded through the expested sale
of BEE shares [§id) ® ¢
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organogram (GAnnexure 2§). * The transactionNBE RdzOSR b
ownership of CPS to 87.5%.

22. Netl declares that

ddjuring 2014, we executed our BEE transactions thisially

had Netl 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
bushessb'é

This indicates thalf the loss of one percent shareholding in tpharent

company Netl (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 Netlor got theirshareholding diluted by the BEE transacti@econd

and in the sameain, the transfer of ownershin CPS shares can only be
recorded as an expense in the books of the entity that parted with those
shares, whichevidently was Netl & (the organogram iAnnexure 2

shows the 87.5% ownership of Netl SA in @GR& the 2014 BEE
transactior). Third,this begs the questiom K & NBf S@I y OS (K¢
a2lA2yé¢é¢ YSUK2R hasfor thefshandSof @PIS thalzareinot2 y
traded on the stock exchan@d-or CPS shareghere is no need taise

methods borrowed from physics tacapture the discontinuous share

LINA OS 2dzyLlJa 204aSNBSR Ay (KS /2YL)l ye
SEOKIy3Sa 2y FKXKCK {tRYIAND2058 mMEGRAY
shows that it vas notCPS itself thgtarted from al% sharen Netl New

shares were issuet.

¥ The seller got an interest bearing claim for the sharkes [ban to the BEE partner). It amounted to 75% of the

market value of the shared. OO2 NRA Yy 3 (2 dhe foan® Borerintenest at la wake equal to the
W2KIYyySaodz2NA Ly adSNDI y 1 Iftheshiag prick wadld fall/bytmode thas®Zs thel it v (G & € ©
YAIKG 6S8S02YS Y2NB $2NIK (KlIy (KOl aKl 8SBBRSYaSOGKE2 dzh KRS (i R
fictitious character more clearly. Here the loan instead fell into arrears, triggering new measures. This does not
YIEGOSND dKY az2zlRgy¢ |yR daz2yidS /IFNI2é Y2RStfAy3d 0221
15 The organogram shows that Netl SA was the party in the BEE transaction.

1 Net1, 2014 AR, page 2.

17Netl, 2014 AR, page F36.

¥ Netl, 2014 AR, page F34.



23.hy Mo ! LINARE HAamMHZ BERK&Dtpinsumantsicage2 |y
of US$14211000 (the contract period started 1 April 20122t that point,
the rand-dollar exchange rate stood at 7.7186 (used for incomes and
SELISyasSa Ay bIRA & Q@FyaRK vOIK HINEISQ 61 a S
R109689025.

24. ThischarggNB ¥t SOUSR |y 2LIJiA2Yy F2NJ .99 LI N
not in CPS) at a fixed price. The opticasvmever used, because:

dour 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 exerciggice of the option

0 KNRdzZAK (GKS SELAN®PIAZY RIFEIGS 2F (K¢

25. This further underlines the fictitious character of a book entry expense
based on probing into the future. However, th@enerally Accepted
Accounting Rules (GAAP) used in the{d&] not permit the reversal of the
prior chargé asNet1 informsts shareholderg! Thisstayed in the accounts
as a 2012 financial year expense as it had been registered, even if the
2LIGA2Y (G2 o6dz2 YR GKS a02ai(é¢ F2N (K]

26. The samaule of nonreversal should applio the 2014 BEE transactipn
which ostensibly formspadf/ t { Q { dF GSYSyd G2 GKS /

27. Thevalue2 ¥ (G KS HnamMH 2LIA2Y 61 a OIcexOdz I
w2 aa wdz AYaidS AAftismdtnfedtidried ih theid@eR & the) ¢
Statement under sK S| Rt Ay S W/ KII NAS T2 NJItSYLR g
appears that CP&rroneously also did notinclude this amount of

19 Netl, 2014 ARpage 9 (according to pdf file; this part of the AR is not paginated): Table undbeadbne
GwSO2yOAtALFGA2Y 2F D!!t ySiG AyO02YS (2 TFdzyRFEYSydalt AyC
20Netl, 2013 AR, page 22.

2!1bid. at page 23.

22Netl, 2014 AR, page F36.



approximatelywmn p®d1 Y A fexpangeg. TheyNotds tsgedk of one
transaction without giving the year and the amount:

0The Statement is prepared on the historical cost basis, with the
exception of the charge fahe empowerment transaction which
is recognised at fair value as describetbly,¢ emphasis added)

28. The Statementloes notindicateif it is referring to the R117.1 million 2014
BEE transaction or the 2012 BEE transaction that was never redfligesl.
{01 08SYSyl AyOf AR&EXK DKSE NH/SMH . @PY2 Vi NI VY
course alsde subtracted fronexpenses.

29. Either way neither of the two BEE transactions can feeordedas an
expense in the books of CPS.

. AOud60O0 O1I AEAI GCOAiTooexAOOET AOO OEAxAA EI

30. TheNotes to Statementunderseé S| RAy 3 ©w Y. | ara 27F t
{ GF S MdcgtésQ

@ KS RANBOGZ2ZNA KI@S AYGSNILINBGSR (K
relating directly to the SASSA contract and therefore income and
expenses incidentsd but not arising from the contract have been

excluded from the Statemest.

31. Firstly this contradicts the erroneous inclusion of at least one BEE
transaction as an expense of CPS (as argued above).

32. Secondlyjn light ofi KS / 2 dzNJi Q& ! fid nodlcléar why BedzR3 Y S
Statementshould have such a narrow ambit and what this means. No
SEIFIYLX S&a 2F SEOfdaAA2YyaAYABRIADSY (i
contracE A& RSTAYSRO®

33. Thirdly, as discussed belgwit certainly appearsT N2 Y  bASniliah Q &
Reporsthat Ay O2YSa | yR SELISyasSa WAYyOARSyYy

10



34.

35.

36.

37.

ought to be approximated in order to get a more accurate estimate of the
FAYIFYOALE o0SySTAGa GKFG | OONHZS (G2 b
as well as other SA subsidiajigsom the constitutionally invalid SASSA
contract.

And, finally, CPSs controlled by Netl SA which is controlled by Netl. CPS

could not sign the SASSA contract withihvetapproval of Netl. Asideom

the legal consideration that one single company signed th&raot, we

repeat that b S (i M\ifhdal Repog show that incomes and expenses
WAYOARSY(GFtQ G2 GKS {!'{{! O2y UGN Ol :

Netl has integrated the public social grants system with financial service
businesses of its other South African subsidiaries. This is why Netl can
speak oftour socialwelfare grant customegs Ay { 2.dzsteKes, fof NR O |
instance, that:

dThe UEPS/EWitechnology has been deployed on an extensive
scale in South Africa through the issuance of MasterBeadded
9t {k9azx OFNR& (2 2dz2NJ a2 OAlft St ¥FI

b S m Q AnnualReporteads:

OWe believe that our largeardholderbase, specialized technology
and payment infrastructure, together with our strong government
and business relationships, position us at tapicentre of
commerce in the countdy¢

This raises the question about whethiie businesses of several of Netl

S Q4 a4dzo0&AARAFNARSE ¢2dd R G Fff 0SS LIN
without access to the social grant benefigés® b S (i MAQriual Repatn

states:

23Netl, 2014, page 2.
24Netl, 2014, page 5.

11



4@ & | NBadA# & 2F GKS {2dziK ! FNAOI y
provision of social grantss a core element of its social assistance

and poverty alleviation policiesand our SASSA contrath

distribute such grants on a national basis, we believe Weare

AY  1LJ2aAGAZ2Y G2 LINPYARS aSNBAOSaA
populationé?® (emphasis added).

38. In addition to this, Netl stated mmedia communication dflay 2015 that
it would continue:

dproviding acomprehensive suite of transactional products and
servicesp g KA OK®8 gAfft fft2¢ A0 G2 &aSNIDA
and underbanked citizens including social grant beneficiaries, but
AYRSLISYRSyidGte YR gAlGK2dzd {! {{! Q&
CtKS /2YLIl yeQa odzaAaySaa LIy AyOf d
deployment of its EasyPay Everywhere bank acc3fint.

39. Itappearsi KS4S WOUNI yal OuA2y Il LINRPRdzOGa& |
provided by Netl subsidiaries other thaREThis contention finds support
in the 2015Annual Reportwherein Netl states that:

GC2NJ dzax FAYEFYOALFE Ay Ofedzabaky A& Y7
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, prepsedvices,

money transfers, loyalty programs, educational services,
healthcare, and mobile and@mmerce paymentsto name but

a fewd?’g

40. ¢ KHwatA Y KSNBY UG NARalé¢ 02YSa gAGK (GKS L
social grants when they are paid odthismaybe especially important for

25 |bid.

26 Netl, Netl Elects to Withdraw from SASSA RFP 18 May a@ditable ahttp://media.corporateir.
net/media_files/IROL/73/73876/Net1%20Elects%20t0%20Withdraw%20from%20SASSA%2QRFP.pdf
27Netl, 2015Annual Reportpage 1.
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0KS @Al 6Af Al &loa Businesidithis ré¢gard) EPSStat€d R
following in its tender proposal:

OWe created theutomatic debit feature to allow a smart card to

reduce the balance in any of its actweallets on a specific date

and for a predetermined amounthis 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 reqularly scheddlpayments by ensuring

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

0KS I dzi2YFGAO RSO0AG 6SF2NBE o6SAy3a
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 instructionshe card holder is

the person who must pay the premium or other payngent
(emphass addedy?

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
Ad O2yGlFAYySR 2y GKS dzyAGSNELFE St SO0
SASSAranded bankcards It seems that it is this card technology that
makes possible the so called vertical integration 8fiNm  { ! Q& & dzo & )
possibled b S { vARrual Repargpates:

G[ 221AY3 F2NBINR (2 HnanmcI 6S Y25
primary? S NI A OF £ 4 QY

w Cardcentric solutions, which are driven by our UEPS/EMV
biometric smart card technology such as HEBsy Pay

28 CPS Technical Proposal Management Summary date stamped 27 June 2011.

13



Everywheref 2 2NI R C22R t NPIN}I Y 642 Ct
SASSA,;

w Mobile-centric solutions, which focus on the deployment of
our vaious mobile products such as Mobile Virtual Card
Gaazx/ €0t Ltb- Ndd Bt ISb éaddEd séryces;, DI t dzS
and

w 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 gdo-market strategyg?®

42. For theabove reasons, financial statements of Netl subsidiaries, other
than CPS, are relevant for an accurate and comprehensive assessment of
the total financial benefits to Netl SA and its parent company Netl from
the constitutionally invalid SASSA contract durisgperiod of five years.

The most notable subsidiaries are: Prism Holdings with its subsidiary
EasyPay (Pty) Ltd, Netl Finance Holdings with its subsidiary Moneyline
Financial Services (Pty) Ltd, Manje Mobile Electronic Payment Services (Pty)
Ltd, Finbond @up Limited and The Smart Life Insurance Company Limited.

A critical account for the five year SASSA contract period

43. What follows examineswhat all Netl Annual Reports recordo
shareholders about the revenues frord t { Q &2 OA I € gSt T
distribution busines& We compare this information to the declaration of
incomein/ t St&ement to the Constitutional Court.

44. In the2014Annual ReportNetl reports the following to its shareholders:

0Our CPS business unit is based in Johannesburg, South Africa, and
deploys our UEPS/EMISOcial Grant Distribution technology to
distribute social welfare grants on a monthly basis to over nine

29Netl, 2015Annual Reportpage 1.
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million recipient cardholders in South Africa. These sociahreelf

grants are distributed on behalf of the South African Social

Security Agency, or SASBAring our 2014, 2013 and 2012 fiscal

years, we derived approximately 27%, 42%, and 41% of our
NEOSydzSa NBALISOGAGStesr FTNRY /t{Q :
business®°

45. Inthe 2016 Annual ReportNetl states that:

oDuring our 2016, 2015 and 2014 fiscal years, we derived
approximately 21%, 24%, and 27% of our revenues respectively,
FNRY /t{Q a20Alf ¢StTFTIPNE IAINIYildl RA

46. Similarly, the 201’Annual Report states that

A5dzNAY 3 2dzNJ] HAMTZXZ HAMC YR HAMp
approximately 22%, 21%, and 24% of our revenues respectively,
FNRY /t{Q a20Alf 4StTFTI™™NBE IAINIYyild RA:

47. Thus, thepercentagesS A @Sy FT2NJ 0KS |yydzZf NBGS)
a20AFt ¢6SEtFINBE INIYGHG RAAGNAOdzAAZ2Y 00
consolidated annual revenues of the whole Netl group that comprises
about 60 companies.

48. Dataoverthe(i 2+ f | yydzZ f NBGOSydzS A& Lz A
which also state the US$/R exchange rates used for each financial year
6bSimMQa TFAYIYOALIT &SIFENJ SyRa on Wdzy S
bSimQa O2yaz2f ARI 0SSR NBOSyasSalyRQUIKS
gSEFINBE AINIFY(Id RAAZGNRAODzIAZY oO0dzAAYy Saacs
in the 2017 financial year (as the five year contract enttede nonths

30 Net1, 2014Annual Reportpage 6.

31 Net1, 2016Annual Reportpage 8.

2pSGMZ HamMT !'wX LI IS PP aGhdzNI NEB@SydzS¢ AAllreferer@es®z y a2t AR
GUKS /2YLIhyesé aoSsé adzasé 2N d2dzNE FNB NBFSNByOSa
2dz0 AARALF NR Sas 20960, afeBR 9St 8 XQ obSims
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prior to the end of their 2017 financialyea?¢ 6t S m 0St 2¢ 02Y
ai0F 3SR NBAOSO2XHNEROQ Ay GKS {GlFGSYSyil ¢
Reports from 2012 to 20Xgportonii KS NB @Sy dzS FNRY G/ t {
AN Yi RA&AGGNRAOdzOAZ2Y o0dzZAAySaasd

REVENUES (Net1 AR data) 2012 2013 2014 2015 2016 2017 (3Q)
South Africa in USS 000" 272 083 317916 428931 451425 422022 325601
Total Net1 US4 000' 390 264 452147 581656 625979 500749 457550
SA share of total revenue 69,7% 70,3% 73,7% 73,7% 71,4% 71,2%
ZAR per uss (Net1 ARs) 7,7186 8,7105 10,3966 11,4275 14,3842 13,6182
Netltotal revenueinZAR R 3012291710 R 3938426444 R 6047244770 R 7153375023 R 8497451766 R 6231000601
"CPS share of total Net1" 1% 2% 27% 24% 21% 2%
CPS revenue LSS 000 160008 185902 157047 150235 124057 100 661
(PS's share of SA revenue 58,8% 59,7% 36,6% 32,6% 29,4% 30,9%
Netl: CPSrevenue ZAR R 1235039601 R 1654139106 R1632756088 R1716810005 R 1784464871 R1370820132
TOTALCPSREVENUE STATEMENT to ConCourt: "INCOME RECEIVED": Difference
R 9334029 804 R 8938 509 720 R 455520084
Table 1

49. ¢ KS {2dziK ! FNAOIY NBGSydzS &akKINB 2F |
beenstableat around 70%L y O2 Yy (N} a3 GKS NB @Sy dzS
distribution business agshare of revenue in South Africa fell drastically in
the third year of the contract period and continued to fall after tHatmy
view, this indicatesvhen the Wertical integratiofdetween CPS and the
odzaAySaasSa 2F bSimQa 20KSNJ adzo aARALII

-

TEA OAOI O O)T AT T A OAAARAEOAAS AT A 02A0AI

50. / t ft&ement uses the terrdhtome receive@which is the same as the
term used by theCourt inparagaph 78.4.2 of Allpay. Waterpret both
terms to mear¥evenue

51. The Courtrequired an account of t {dfkcome received under the
completed contract ® ¢ K®comeSaNies equateso revenue minus

33 The SASSéontract ended on 31 March 2017 which wasnonths into the 2017 financial ye&5% of the
2017 financial year revenues are therefore used in Table 1, because 9 months is 75% of 12 months.
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52.

taxes and expensedy @S o & A BN f Bt ENELINBoFthell | F (i
YSIEYAYy3 27T Wdse/ [CPIHNE RPMGyeant skmething more

by the term Yh&dome receiveti{for instance, if includingterest on loansn

0§KS WA Y O2)Mieen theRA5 miflighRliflerence fable 1 above,

between revenue fronCP8social grants distribution busingss y b S m Q&
Annual Repor and the revenue included in the Statemgambuld be even

bigger. The Notes indicate that depreciation, cost of sales or write down of
inventories have been included in tlegpensesWe take for granted that

there is no largéHegativeincom&R S RdzO SR T NP Y Yntom& { G I
receivedand thatit doesnot show a‘Het(dncome after deductions other

than small and simple transaction costs. Otherwibes should have been

pointed out in the Notego the Statemen®e ¢ KS O2 y QSudéd WNEBE @
in the Notesto the Statement but this is changed t#' A y O2 Y S ANB O S A ¢
the part of the Statement thatontains numerals

To avoid confusiorthe Notes to the Statement should have contained an
AYRAOFGAZ2Y 2F K2¢ (0 KShcomneNRD O #as3 R S N
interpreted when compiling the Statemenfor reasons given above, we

KF @S |aadzySR GKIFG /t{ YSIya WNBGSY dzS
order.

Adjustments of pre-OA @ DB OT £ZEOh AAOAA ET . AOuvdO C

53.

4.

CPS reports a revenue BB 938509 720to the Court for the duration of

the contract This is aroundR455 million lower thathe revenue reported

to Netl shareholders (which B9 394 02804); the figure isasily derived

FTNRY (KS RAnnudl Repok (Tabte )map@eardNetl calculated

revenue receivedWdnderQthe SASA contract very differently when
reporting toits shareholdersO2 YL NBR (G2 K2¢ [t { Ol
NEOSAOSRQ gKSY NBLRNOAYy3I G2 GKS [/ 2dz

To make an alternative estimate of ptax profit, we use two methods
using the higher revenue estimaestated in Netl Annual Reports
(calculated to R455.1 million), which &d.% highethan in the Statement
For the minimum estimate of profit before tawie also increasexpenses

17



by 5.1%. This increases expensesR®247mllion. The pretax profit
becomesR1147million.2* An illustration of this calculation appears below:

R9394029 nn Oopdm: KAIKSNI wS@SydzS .
- R8 247018765 (Expensesalso increased by 5.1%

R1147 011039 (Net profit before tay

R824 7million (being the expenses increased by 5.196400.2 million more
than the Expenses reported in the Statement to the Coure(R7 846
843217).

55. Expenditure rises at the same rate as the higher revenues reported in
NetlQAannual Repos, keeping he pretaxprofit marginto what it isin the
Statement®® Pre-tax net profit become®1147million. This iR55.3million
more than in the StatemenR1091.7million).

56. For amaximumalternative estimate of préax profitwe instead use what
the Statement says to th@ourt about thex@enses incurre@lfwe simply
subtract them from the revenue reported by Netl for tiwsocial welfare
grant distributing businegs(as calculated irthe table above we get
R455.5 millionmore in pretax profit during the contract periodi.e.
R1 547.2 millioninstead ofR1 091.7million in the Statement).

57. This suggests thain the first step of an alternative account,t pr&tax
profit should bereported atbetweenR55.3millionandR455.5milliormore
than what was reported in the Stment. This is before other possible
corrections

58. We arguedabovethat the 2014 BEE transactia@hould k& excluded from
expenses in the StatemeriDoing sdurther increases profit before tabxy
an estimatedR117.1 million When this is dded to thetwo estimatesin

34The profit margin will be 12.21% justiass in the Statementbecause wéncrease expenses and revenue by

the same 5.1% rate.

BWeKlF @S Ol dziA2dzat e | aadzySR aO2yadlyd SO02y2YA0a 2F aol
rate than revenue, which would result in a higher prdffian in our minimum alternative estimate.
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the paragraph abovethe correction upwardsf net pretax profit will be
betweenR172.4 millionand R572.6 million If the 2012 BEE transaction
werealsoincluded in the Statemenit too ought tobe subtracted fronthe
expenses. Profit &ore tax in the Statement would then increase by
another estimatedRr109.million. For reasons explained abowee assume
that it was not included.

59. b S U m Q dAnnuah Raportfurther reports that R41.8 millionin cash
0 2 Y dz&efated td our SASSA tendawarde®® were paid to senior
managers. The question of whose incomes and expenses are included in
the Statement to the Court applies her@s well The Notesto the
Statementindicate that this reward might be included in the Statement
where it provides

OWhen 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
expensé 3o

60. First, if theR41.8milliong SNB Ay Of dzZRSR | & SELSyaSa
they should be deductedfom expenses. Cash bonus paymentsctoef
executive officersand senior managers are controlled by the majority
shareholders. They are profits distributed in another form.

61. Secondeven if they have not been taken agexpenses in the Statement,
but appear only in the books of thgarentcompany inthe US, they were
paid as a reward foa constitutionally invaliSASSA contract. CPS is their
source. It cantherefore, be argued thathe R41.8 millionmust be added
to profit before taxation in the Statement.

36 Netl, 2014 AR, page 44: US$5.4mn. The amount is also given in ZAR. We use that number as it is.

37 The Notesto the Statementdo not disclose if thdarge SAS&related bonus payment was included in
expensesTha it is canhowever beinterpreted from the remark ot / 2 y' & (G NHzO (i Airtlse NatésfThed | G A 2 v €
term means thatemployeeshad good reasons to expect a bonus; for example because a promise had been

maded { SS GKS / ANDdz | NY aNRG@&BNFSblé@at:2y |t | 0O02dzyiAy3a {d vy
http://ec.europa.eu/internal _market/accounting/docs/consolidated/ias37_en.pdf
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62. The upward adjustment of the p#ax profit compared to the Statement
then lands betweenR214.2 millionand R614.4 million The higher
adjustmentwould lead to gre-tax margin of 18.2%=1706million (profit)

+ R9 394 million (revenue) = 0.182), the lower adjustment BR214.2
million to a margin of 13.9%, compared to the 12.2% margin in the
Statement3®

63. LG A& S @A R Snhial REpodRayid oth& Sour€ea quoted above,
that other South Africansubsidiarieshave benefitted from the SASSA
contract which has been declared constitutionally invalithis is the
Wertical integratiof} 4 LISOG 2F bSimQa odzaAaySaaod

64. If a Netl SA subsidiary outsitlee CPS group (in any way) had access to
socialgrantdo SY SF¥ A OA | NA 8ata@s aOpregonditignSiof @ding f
profitable business or harvested extra profits because of such access, it can
well be argued thathese profits too would be subject to pageaph 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
G dzy RSNJ G KS O2 YThif canind e estadlighéd\ditrOuit dcdess
to the financial reports of th South Africarsubsidiaries.

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 companiesin South Africa) profited from the SASSA contract.
order to be fully transpareniCPS ought to make the following available to
the Court andhe public and ought to explain:

BifweSEOf dzRS (G KS a! RNRYAAA N i A @SB d 35 M2QBMNHERLZY £ Y]
Statement at about 22.1% (R80.2mn/R&38.5mn=0.221). Admin expenses are 11.3% of total expenses. If

use this 11.3% cost relation for our two pradijustment alternativesve get a span between 22.1% and 27.4%

in operational marginltis not clears K& (201 f NBOSYOULQKARNDSEISBRSOEI B I NJ
businesé A amillioy p K A 3 K S N8nrual Relpd®; (but iDig possibl¢hat different approaches also affect

E LISy asSa Ay Od2NNBRE @ ¢ K lalfangébetveer? R284. 1hilbh @ng R614748illdh i@ A JA y 3
suggested upward correction of ptax profit. My worksheet for all calculations is available.
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65.1.

65.2.

65.3.

65.4.

65.5.

65.6.

Annual financial statements of CPS (Pty) Ltd with registration
number1971/007195/07for the financial years 201®» 2016 that

sKk2dzf R AyOfdzRS /t{Q &adzwaiRAIl NASa
separate column. Such statements might already have been filed
withii KS { 2dzi K ! FNR OIS)RSDStEXDyfpESes. { S NI/
The lastnine months of the contract period can be accounted for
separately.

The Constitutional Court in paragraph 67 of its Allpay judgment
adrasSa GKFG /t{ aOFy LINROARS GKS
the breakeven point arrived, or will arrive, and at which point it

started making a profit in terms of the tin- ¢ ¥ dzf  Otdef (1 NI Ol
problems aside, the Statement does not show how the grant
distribution business progressed over tirife.

A disaggregation of thexpenses over a certain amourg we

suggest R30nillion T that were included in the two line items
WHhILISNYGAZ2YFE /2320Q YR WI RYAYAAON
Couirt.

A similar differentiation of the line ite'dhcome receive@®

A list of thecompanies in the Netl group that contributed to
Income receved 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

Toexaminehow much or if NetISA and its 22 SA subsidiartese
profited from the SASSAontract, their relation to social grant
beneficiary data should be clarified. Obvious candidates were
mentioned above.

B¥C2NJ SEFYLESS Y& ¢l1o6tS m FGGSYLIia G2 R2 a2 daiy3d bSiw
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65.7. Thefinancial statements of the holding company Netl SA and its
related party transactionsre 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
WSELISy&asSaQo
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Annexure 1

KPMG

KPMG Services Proprietary Limited Telephone  +27 (0)11 647 7111

KPMG Crescent Fax +27 (0)11 647 8000
85 Empire Road, Parktown, 2193 Docex 472 Johannesburg

Private Bag 9, Parkview, 2122, South Africa Internet kpmg.co.za

Independent Auditor’s Report

To the Directors of Cash Paymaster Services Proprietary Limited (“the Company™)
Opinion

We have audited the statement of the expenses incurred, the income received and the net profit earned
(“the Statement”) under the South African Social Security Agency (“SASSA”) contract dated 3
February 2012 (“the contract”) for the period beginning 01 April 2012 to the period ended 31 March
2017, and notes to the Statement.

In our opinion, the Statement has been prepared, in all material respects, in accordance with the basis of
preparation set out in the notes to the Statement.

Basis for Opinion

We conducted our audit in accordance with International Standards on Auditing (ISAs). Our
responsibilities under those standards are further described in the Auditor’s Responsibilities for the
Statement section of our report. We are independent of the Company in accordance with the
Independent Regulatory Board for Auditors Code of Professional Conduct for Registered Auditors
(IRBA Code) and other independence requirements applicable to performing audits of financial
statements in South Africa. We have fulfilled our other ethical responsibilities in accordance with
the IRBA Code and in accordance with other ethical requirements applicable to performing audits
in South Africa. The IRBA Code is consistent with the International Ethics Standards Board for
Accountants Code of Ethics for Professional Accountants (Parts A and B). We believe that the audit
evidence we have obtained is sufficient and appropriate to provide a basis for our opinion.

Emphasis of Matter — Basis of Preparation and Restriction on Use

We draw attention to the notes to the Statement, which describe the basis of preparation. The Statement
has been prepared to assist the Company to provide information to the Constitutional Court as required in
terms the Constitutional Court judgment handed down on 17 April 2014 in the case of Allpay
Consolidated Investment Holdings (Pty} Ltd and others v Chief Executive Officer of the South African
Social Security Agency and others [2013] 2 All SA 501 (SCA) (The Allpay Judgement). These are not
the Company’s statutory financial statements which are prepared in accordance with International
Financial Reporting Standards and the Companies Act of South Africa. Our report is intended solely for
the Company and Constitutional Court and should not be used by parties other than the Company or the
Constitutional Court. Our opinion is not modified in respect of this matter.

Responsibilities of Directors for the Statement

The directors are responsible for the preparation of the Statement in accordance with basis of
preparation set out in the notes to the Statement, and for such internal control as the directors determine
is necessary to enable the preparation of the Statement that is free from material misstatement, whether
due to fraud or error.

Policy Board
Chiel Executive:  TH Hoole

Executive Directors N Diomu, M Letsitsi, SL Louw, NKS Malaba
KPMG Services Proprietary Limited 1s a company incorporated M Oddy, M Saloojee, CAT Smit
under the South African Companies Act and a member firm of the
KPMG network of independent member firms affiiated with KPMG Other Directors ZA Besett, ZH De Beer, LP Founie, N Fubu
International Cooperative (“KPMG International”), a Swiss entity AH Jaffer {Chairman of the Board), ME Magondo.
F Mall, GM Pickering. JN Prerce, T Rossouw,

KPMG Services Proprietary Limited is not & Registered Auditor GCC Smith
1n terms of the Auditing Profession Act, 26 of 2005 and does not
provide audit services as defined in Section 1 of this Act The company's principal place of business is at KPMG Crescent

85 Empire Road, Parktown, where a list of the directors’ namas is
Registration number 1999/012876/07 avatlable for inspection



kbidE

Auditor’s Responsibilities for the Statement

Our objectives are to obtain reasonable assurance about whether the Statement is free from material
misstatement whether do to fraud or error, and to issue an auditor’s report that includes our opinion.
Reasonable assurance is a high level of assurance, but is not a guarantee that an audit conducted in
accordance with ISAs will always detect a material misstatement when it exists. Misstatements can
arise from fraud or error and are considered material if individually or in aggregate, they could
reasonably be expected to influence the economic decisions of users taken on the basis of the Statement.

As part of an audit in accordance with ISAs, we exercise professional judgment and maintain
professional skepticism throughout the audit. We also:

e Identify and assess the risks of material misstatement of the Statement, whether due to fraud or
error, design and perform audit procedures responsive to those risks, and obtain audit evidence that
is sufficient and appropriate to provide a basis for our opinion. The risk of not detecting a material
misstatement resulting from fraud is higher than for one resulting from error, as fraud may involve
collusion, forgery, intentional omissions, misrepresentations, or the override of internal control.

e Obtain an understanding of intemnal control relevant to the audit in order to design audit procedures
that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the Company’s internal control.

e Evaluate the appropriateness of accounting policies used and the reasonableness of accounting
estimates, if any, and related disclosures made by management.

We communicate with those charged with governance regarding, among other matters, the planned
scope and timing of the audit and significant audit findings, including any significant deficiencies in
internal control that we identify during our audit.

KP! ervices Proprietary Limited

Per M Danckwerts
Director

Chartered Accountant (SA)
Registered Auditor

30 May 2017
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SASSA Tender 01/11/BS

Audited Statement of Expenses Incurred, the Income Received and the Net Profit

earned under the Contract

Income received
Expenses incurred
Operational cost
Administration cost

Net profit before tax

Taxation

Net profit after tax

8938 509 720

6 958 330 609
888 512 608

7 846 843 217

1 091 666 503

386 344 019

705 322 484

kPag
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