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South African Banking Industry Salient Points

Industry structure
As at December 2006, banks in South Africa consisted of 14 locally controlled banks,
2 mutual banks, 6 foreign controlled banks and 15 branches of foreign banks.

The five major banking groups, Standard, Absa, FirstRand, Nedcor and Investec,
continue to dominate the South African banking sector. They collectively control some
90% of the total banking assets in the country, with Absa, Nedbank, FirstRand and
Standard Bank the four largest banks controlling some 86%.

Assets
Total assets grew strongly by 24% for the year to December 2006 but only marginally
by 1% to R2 074 billion for the fourth quarter of 2006.
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The relatively low interest rates continue to have a positive effect on the level of
non-performing advances with specific impairments as a percentage of total loans &
overdrafts improving from 1,2% in 2005 to 1% in 2006.

Specific Impairments / Total Loans & Overdrafts

Rest of sector Standard Hedcor Irvestec Fr=t Fand Ab=a Total sector

m2005-12 m2008-12
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The repo rate has increased to 9% that resulted in the prime overdraft rate moving up
to 12,5% in December 2006. Although the interest rate is rising, a collapse in real estate
values or a major weakening of the rand is low due to improved and more stable economic

conditions. CPI inflation is currently at 5,8% but still under control.
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Total advances amount to R1 570 billion, an increase of 27,6% from 2005. Advances that
contributed to this growth are: Corporate overdrafts that grew by 29,9%; Individual overdrafts
that increased moderately by 23,4%; Mortgage loans that grew by 30,3% and Credit Card
lending that grew significantly by 40,8% over the last year. The advances mix consist of:

Mortgage loans (43,3%), Corporate o/d
& loans (20,4%), Foreign loans (12,2%),
Installment sales (13,2%), Retail o/d &
loans (3,4%), Credit cards (2,8%), Bills
(2,5%), Preference shares (1,5) and
Public sector loans (0,6%).

Market Share

Mortgage  loans  continue to
contribute the bulk of advances at over
43% and growth remains high at 30%.
Investec continued to grow their
portfolio with an aggressive 42,7%,
increasing their market share in
mortgages with a quarterly growth of
7,1%. Absa, FirstRand, Nedbank and
Standardbank grew their portfolios of
mortgage bonds with very similar
percentages over the fourth quarter.
Growth was mainly driven by mortgage
loans extended to corporates in the
fourth quarter of the year, but Nedbank
and Investec’s mortgage advances to
individuals grew substantially.

Market Shares
Bank [ pos [ mos | Jo6 | S06 | D06
Corporate overdrafts & loans
ABSA 180 ®[183 af1ge o [177 $[191 4
Investec [104 & [100 %107 +[23 $[93 &
FNB M67 &[5 ¥[193 4192 ¥[194 4
Nedcor F234 & [257 a[238 b[254 pl252 &
Standard f224 g [215 &[198 d[202 4192 &
Restofsector [ 92 4 [73 &[77 4|82 78 ¥
Individual overdrafts and loans
Absa 78 4 2zra ¥[24 ¥[266 o238 ¥
Investec l25 #2585 #[26 428 o[28 &
FirstRand Ma2 & [210 4198 &[197 195 &
Nedcor F14 ¥ [122 4123 o148 o147 &
Standard f201 #1853 &[28 4119 ¢[193 4
Restofsector  [190 4 [177 % [171 &[183 o [197 #
Instalment sales
Absa 247 4254 4[58 4| BI 4243
Investec 16 o112 &[o08 ¢[og 4o[08 4
FirstRand F241 4336 335 {21 {332 4
Nedcor Ma4 & [185 4187 ({194 o [201 &
Standard 203 ¥ [204 o205 4200 $[209 4
Restofsector [ 03 ¥[07 %[07 4|0 06 ¥
Mortgage loans
Absa M8 4[R2 p[24 o322 ¥[3E
Investec 44 448 w48 o428 ¥[8 4
FirstRand 170 4 (173 o176 o172 $[171 &
Nedcor 203 #[199 &[196 &[199 4203 4
Standard 66 ¥[25 *[2w1 $[253 4256 4
Rest of sector 08 #[0os |05 w04 04 &
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Corporate lending showed a significant growth of 29,9% in December 2006. This
rise can most likely be attributed to corporate finance related activities (M&A and BEE),
increased demand on bank funding by companies engaged in capital expenditure projects,
and seasonal demand for working capital.

Credit in the public sector seem to slow down with only a 4,2% y/y growth, 10%
increase in the fourth quarter. However, credit card lending is increasing significantly by
41%, albeit still from a low base. This could be because of the interest rate hikes.
Installment finance grew by 13,3%. Motor loan securitizations affected the reported
growth in installment finance.

Funding

The banking sector is funded by way of deposits, loans, repurchase agreements, capital
and reserves. The largest funding contribution is from unsecured deposits raised from diverse
sources. Deposits increased by 25,3% from 2005 to R1 526 billion in 2006. The contribution
from individual retail deposits continues to diminish at a slow rate, but still represents 16,8%
of total deposits. The deposit funding mix consists of: Companies (55,2%), Pension &
Insurance Funds (5,7%), Government (10,4%), Group Funding (2,4%), Interbank Funding
(4,1%), Individuals (16,9%) and Foreign funding (5,2%).

Deposit Maturity
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The maturity spread at December 2006 was 66:18:16 for short, medium and
long-term deposits. Maturities for the rest of the sector, excluding the five major banking
groups, are 70:22:9 compared to 69:23:9 in December 2005, indicating an improvement
in the conditions for smaller banks to secure longer term funding.

Capitalisation

South African banks benefit from the high level of mortgage loans that are risk
weighted at 50% (35% as proposed under Basel Il). The higher regulatory capital
adequacy requirements and improved risk management, to counter the pressures on the
banking sector, have resulted in stronger balance sheets than before. The un-weighted
capital adequacy ratio remained stable above 7%.
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Unweighted Capita Adequacy
12% 1

0%

M3INTH

2% 4

BT A

44

2% 4

0% 4

[ m a o = v " oo
=] 1 = =]
3 2 £ § 3 g 3
v T z = & o ow
: =0 ’
i

mz005-12 mZa08-12

Challenges / Weaknesses
n Banks find it increasingly difficult to lengthen and grow their deposits.

n Interest margins remain under pressure due to strong competition.

n High costs associated with regulation and the effect of legislation on the offering of
banking services in general.

n The large unbanked population represents a higher risk growth option for the banks.
Opportunities / Strengths
n The largest banks have strong franchises and dominate the sector.

n South African banks have the capacity to use their assets, through securitization, to
lengthen and diversify their funding bases.

n Loan quality is comfortable due to low interest rates.

CA-Ratings

P.O. Box 87266 Houghton 2041
Tel: +27 11 786-7000

Fax: +27 11 786-7022

Contact person: Leon Claassen
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DI 900 summary of SA banks - December 2006

CAPITAL, DEPOSITS AND OTHER LIABILITIES TO THE PUBLIC (R MILLION)

Line| Irghngl%s dgrtrr\]a?lgd IST savings Olhe‘r Mtee?;rlf m m%lglﬁ;ﬂ Ifgrvﬂq Total |, D?r%?r?ns GrDol_up
no Bank deposits| deposits| deposits| deposits| savings | deposits| deposits| deposits|individua$| funding
1 |ABNAMRO BAN 4229 5707 3873 454 1426:
2 |ABSA BANK LTD 8676 4882 2539 5714 6356 52608 33430 6232
3 |AFRI@N BANK DI 212 249 677 738 1876 4
4 |ALBARAKA BANKDLT 211 358 386 299 1254 1252
5 BANK OF BAA 19 68| 55| 10| 152
6 |BANK OF CHINA LTD JHB BRANCH 21 109 71 2 16| 219
7 |BANK OFATWAN SA BRANCH 2 64| 123 32 221 147
8 CALYON@RPORAT AND INVESIENTBANK - SA 7821 3354 5274 100Q 1744
9 |CAPITEBANK 8 523 3 4 311 848 526
10 |CHINA CONSTRUCTION BANK CORP - JHH 1057 1 218 4 128Q
11 |CITBANK N.A 1797: 5421 3094 1273 2776 0
12 |COMMERZBANK AKENGESHISCHAF 754 1119 3116 62| 505Q
13 |DEUTSCHBANK AG 2411 133§ 5858 5869 1547
14 |FIRSTRAND BANK LTD 8132 66916 192§ 4333! 49887 4609: 28947 5277
15 |GBS MUJAL BANK 1 14| 117 103 247 482 354
16 |GRINDROD BANK LTD 399 159 150 2 711 73]
17 |HABIB OVERSEAS BANE L 299 17| 104 8 2 430 121
18 |HBZ BANKID 403 311 173 144 22| 68| 5 1127 219
19 |HSBC BANK plEiB BRANCH 6376 41672 1031 1157
20 |IMPERAL BANK D7 607| 12| 20| 2688 2752 0
21 |INVESTEBANK LTD 20235 5387 2436/ 2943 12417 9183 7171
22 |JPMOBAN CHASE BAN#BIBRANCH 1502 1869 251 1714
23 |MEEG BANKID 203 151 145 52| 181 90| 823 346
24 |MERCANIE BANKTD 652 829 159 417 1183 242 3481 1766
25 |NEDBANK Dr 7248 6886 8356 5768! 48995 37317 29369 6941.
26 |REGALREASURY PRIMABANK LTD 419 171 125 378 1093 1089
27 |RENNIES BANKDL 90 6 30| 12| 137 53]
28 |SASFIN BANLTD 603 40| 67| 17| 727 508
29 |SOCIEE GENERALEB BRANCH 3404 1 661 7 4072 0
30 |STANDARD CHARTERED BANK 2010Q 337 293 884 3523 3
31 |STATE BANOFNDIA 136 118 183 2 440 2
32 |TEBA BANK DT 1488 40| 164 49| 1741 1222
33 |THE S A BANKE@THENS LTD 231 156 59| 12| 249 15| 722 323 1
34 | THE SANDARD BANK GA LD 11178 6457 28456 3551 5621. 59666 35620 5815
35 |VBS MUJAL BANK 100 7 53| 3 44 206 194
TOTAL 353852 31977 72518 25677 77| 277077 247251 152731P 25803 1
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DI 900 summary of SA banks - December 2006

CAPITAL, DEPOSITS AND OTHER LIABILITIES TO THE PUBLIC (R MILLION)

ISecondary } Noni}guahf Net

Line| Inter DI Raegprueceh Foreign| Other pot}kr)‘l?tg ;;Loblﬁ‘:: Accep- | Other Egg@{ carglsl‘al, gg&‘l@\?’ Impair recsa?rlfahﬁ(ﬂ:%illglr}i canoltIgll&

no | funding| ments | funding| loans liabs liabs | tances | liabs | reservesdebenturg res ments | impairm | reserves liabs
1 125 1438 1075 2384 47| 40 -148 2034 1600
2 1262 1839 114 16141 38157 20| 2791 2576 946Q 320 179 1519 35369 44640
3 3957 5834 624 172§ 51 11 131 176§ 8353
4 1254 30| 153 4 3 2 155 1441
5 13| 165 1 90 2 91 258
6 200 419 12| 65 4 6 8 63| 502
7 10| 23] 11] 108 2 10| 110 362
8 1357 1880 2833 1696 38| 28 -1262 1767 2213
9 7 855| 230 676 2 46| 679 181qQ
10 128Q 17| 155 8 6 0 157 1453
11 207 16| 27984 6527 1671 87| 1757 3626
12 109 5159 2 740 741 60| 1 -334 802 6369
13 914 1639 1049 277, 3 4 17| 284 1774
14 46| 1313 2512 140 5419 31072 271 4593 1943 9429 122 1517 3774 27464 38817
15 482 15| 44 17| 6 19| 55| 571
16 711 38| 229 6 16| 235 100Q
17 19 449 5 23 2 7 25| 485
18 1127 16| 75| 6 21 81| 12458
19 61] 415 1204 863 513 39| 37| 32| 51§ 1345
20 2752. 426 1689 1224 2 2913 30862
21 2854 6 104Q 95731 1005 7773 4237 31 514 520 11527 11783
22 9864 27015 4792 851 2 164 -386 690 3211
23 13| 835 16| 55 26| 8 12| 73 937,
24 126 58 3 3668 114 1496 42| 857 31 680 4494
25! 1122 9687 4868 606 32008 2649 2242 8240 341 318§ 427Q 27823 37866
26 3 1094 6 443 7 -30| 450 1522
27 28 165 39 330 5 21 42| 314 561
28 24 28 778 40| 326| 8 8 13| 326 115§
29 4072 90| 296 44| 121 218 438Q
30 3523 151 774 21 490 60| 305 404Q
31 440 56| 85 2 9 88| 592
32 21 1762 83| 462 7 35| 469 2349
33 0 723 24 93 33 44| 9 81 837,
34 2280  1005: 8025 2407 7488 40813 8584 2400 1133 600 1172 1814 3477% 53056
35 2 208 20| 0 20| 228
2386 6154 39082 33187 3211% 1695634 294 216171 11695 44502 144§ 8754 8917 154156 207517
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DI 900 summary of SA banks - December 2006

LOANS, ADVANCES AND OTHER ASSETS (R MILLION )

Bills,

Line| t;%ﬂl:) ﬂ%‘ﬁ& Foreig ES?glee Instalm d’éﬂaljété Credit afggft. cFuDrS‘ngcnReuree(fE ':35:'5,
no Bank Money| funding| funding| funding| -ments| financejadvances cards |disc'ntedl loans | shares| , loans
1 |ABNAMRO BAN 87 875 1202 125 9444
2 |ABSABANKLTD 1206 2854 1665 1414 1534% 50454 216473 1124 0| 1017 3564 1742
3 |AFRI@N BANK DI 129 578 171 238
4 |ALBARAKA BANKDLT 21 465 241 529 42
5 BANK OF BAIDA 2 84 42| 3 13|
6 BANK OF CHINA LTD JHB BRANCH 9 22| 122
7 |BANK OFATWAN SA BRANCH 18] 2 84|
8 | CALYON@RPORATAND INVEBEENTBANK - SA 67| 0 5636 645 1100
9 CAPITEBANK 209 384 110
10 |CHINA CONSTRUCTION BANK CORP - JHB 22 33 563
11 |CITBANK N.A 268 6879 729 894 105 447 8491 0
12 |COMMERZBANK AKENGESHISCHAF 15 0 121 1013 101 404
13 |DEUTSCHBANK AG 30, 2337 16| 1427 1167
14 |FIRSTRAND BANK LTD 11114 5607 7244 512 13264 68754 116142 1045 907 1653 2956 2469
15 |GBS MUJAL BANK 11 84 197| 206 28
16 |GRINDROD BANK LTD 14| 215 83| 33| 26|
17 |HABIB OVERSEAS BARNE L 7 278 30| 40|
18 |HBZ BANKTD 44| 586 0 138
19 |HSBC BANK pleiB BRANCH 45| 422 335 403 1003
20 |IMPERAL BANK ID7 656 12| 2062 7056 1154 122
21 |INVESTEBANK LTD 1904 374 1184 213§ 1847 3294 940 6276 6193 551§
22 |JPMOBAN CHASE BANKBIBRANCH 75| 138 8060 1189 1318:
23 |MEEG BANKID 57| 114 274 392 13| 19
24 |MERCANIE BANKITD 78 88 299 696 25| 221 151§ 16|
25 |NEDBANK DT 8514 2687% 13806 114 6543 20991 130662 5273 4431 2399 2184 4425
26 |REGALREASURY PRIVABANK LTD 0 4 431 11 37| 4 479
27 |RENNIES BANKD 37 132 1 1 148
28 |SASFIN BANLTD 14| 173 37| 330 29 10
29 |SOCIEE GENERALEB BRANCH 15 1864 4 8 561 1443
30 |STANDARD CHARTERED BANK 56 841 673 166 406 102
31 |STATE BANOFNDIA 17, 0 0 16| 270
32 | TEBA BANK DT 63| 301 1453 20|
33 |THE S A BANKE@THENS LTD 30| 123 89| 311 55| 25|
34 | THE SANDARD BANK GA LD 1087. 8301 8563 7789 43346 174046 15832 21109 6649 853¢ 1156
35 |VBS MUJAL BANK 7 86| 1 115 12

TOTAL 46706 39763 6511% 11374 55581 207609 680388 43940 39136 192131 2379 9928
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DI 900 summary of SA banks - December 2006

LOANS, ADVANCES AND OTHER ASSETS (R MILLION )

Ordraft Loans Fixed
Line| Ngﬁ ggn%(%tnirce(\)fé (I)n/gir\}si\rl S//dr{)%r{ (f)a/glra—ft ﬁgﬁ ggnﬁJLn?r?gosp ILnDda:Cls nL/?J?gf?t p-l;\?/t::\at‘e S’gsgi?g Invest- S[?r%(\:/i;ic assoerE Other | Total
no |Fin Instifbusinesg dual |institutng ring |Fin Institbusiness dual | institns| sector | loans | ments | invstm |Financid| assets| assets
i 2389 2389 145 115Q 3 879 1600
2 35592 1537 2537 635 2114 695 1022 1707 7407 3795 41814 120 3619 3806 44640
3 158 8059 8217 149Q 261 69 184 8353
4 152 152 41 12| 9 11 1441
5 115 115 l, 0 0 258
6 330 330 13| 0 5 502
7 215 30| 245 19 16| 0 15 362
8 212§ 212§ 2641 2 16| 2213
9 856 851 131 157 184 42| 181Q
10 550 550 278 2 6 1453
11 223 455 0 296 5088 3261 0 932Q 30 867Q 198 296 3626
12 3374 3374 16| 1197 14 16| 6369
13 104 104 2093 0 54 1774
14 7054 2748 185§ 90| 130§ 4921 1697 8547 42| 7254 2614 53744 2966 5571 38817
15 12| 12| 0 24 2 19| 1 3 571
16 23| 4 5 312 64| 15| 423 15| 174 1 47| 100Q
17 106 4 7 1 118 0 6 5 485
18 184 4 8 3 119 0 15| 2 334 4 124 13| 9 124§
19 157§ 157 1 317 10 313 1345
20 274 19| 293 453 487 124 784 30862
21 13564 15696 1556 372 3118 244 1453 139 2239 11783
22 446 448 7724 10| 128 3211
23 25| 5 7 0 10| 0 8 0 55| 16| 7 10 11] 937,
24 509 33 24 1 451 13| 43| 20| 1094 33 221 0 108 162 4494
25 12022 477 247Q 149 822 64646 2267 5359 210 8842 2697 3342 409§ 7606 37866
26 4217 427 5 21 33| 79| 1522
27 165 2 168 8 48| 20 13| 561
28 140 366 506 17| 6 20 50 115§
29 383 0 384 64| 2 35| 4380
30 1323 93| 141§ 45| 330 63| 33 404Q
31 186 8 189 0 54| 2 44| 592
32 10| 311 321 31 98| 46| 78 2349
33 109 19| 5 2 36| 1 5 0 176 4 0 26| 4 837|
34 10115 3677 4225 26| 1127 43786 2684 603§ 31 71704 19409 8550 2921 6333 53056
35 8 8 3 3 1 228
8433 9177 13007 908 3686 209180 10677 4031 2384 373670 13796 25520 120 14721 30031 2075172
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DI 900 summary of SA banks - December 2006

CONTINGENT LIABILITIES (R MILLION )

Net Other |Commited

Line| Le(l)tfers Under oorglig; LH;EIWS‘? l Efg'etﬁl Total o/d Revolving Credit c‘g‘rjlﬁ—
no Bank IGuarantegs credit | writing | currency| exposure diture | facilities| credit cards | gencies
1 |ABNAMRO BAN 451 1289 6 6028 7773
2 |ABSABANKLTD 10322 3920 721 4854 116 8259 6627 28705 17315
3 |AFRI@N BANK DI 22| 147 206| 376
4 |ALBARAKA BANKDLT 46| 5 0 Sl
5 BANK OF BAIDA 29| 51| 0 102 182
6 BANK OF CHINA LTD JHB BRANCH 67| 243 1 311
7 |BANK OFATWAN SA BRANCH 12| 168 1 19 312 511
8 | CALYON@RPORATAND INVEBEENTBANK - SA 633 2765 3398
9 CAPITEBANK 10| 120 185 238 238 791
10 |CHINA CONSTRUCTION BANK CORP - JHB 56| 409 2 467,
11 |CITBANK N.A 290§ 217 11 3136
12 |COMMERZBANK AKENGESHISCHAF 2209 832 4 3044
13 |DEUTSCHBANK AG 1 14| 14|
14 |FIRSTRAND BANK LTD 2928 3321 110 123§ 479 3216 1601 16294 12877
15 |GBS MUJAL BANK 1 27 68| 96
16 |GRINDROD BANK LTD 58| 38| 75| 172
17 |HABIB OVERSEAS BARNE L 37| 51] 0 178 2 268
18 |HBZ BANKTD 57| 282 0 590 929
19 |HSBC BANK pleiB BRANCH 331 2684 20! 3225
20 |IMPERAL BANK ID7 34 618 651
21 |INVESTEBANK LTD 3989 6974 36| 530 3456 14984
22 |JPMOBAN CHASE BANKBIBRANCH 5 605 264 874
23 |MEEG BANKID 9 91 6 106
24 |MERCANIE BANKITD 269 12| 1 646 25 952
25 |NEDBANK DT 34974 1839 65| 30| 350 1525 22346  9141%
26 |REGALREASURY PRIVABANK LTD 21 0 21
27 |RENNIES BANKD 33 20| 6 35| 94|
28 |SASFIN BANLTD 50| 46| 2 3 101
29 |SOCIEE GENERALEB BRANCH 404 40| 444
30 |STANDARD CHARTERED BANK 156 247 1 90| 494
31 |STATE BANOFNDIA 145 287 1 285 717
32 | TEBA BANK DT 6 15| 20
33 |THE S A BANKE@THENS LTD 33| 49| 4 3 130 218
34 | THE SANDARD BANK GA LD 19192 4347 1224 177Q 170 14826 8156 45688 26793
35 |VBS MUJAL BANK 1 12| 13|
TOTAL 105843 15232 2738 8697 1318 28673 31344 116727 70571
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DI 900 summary of SA banks - December 2006

. Equityh - . Y

. Public subsidiay . . Other Specific [Total inves- m
Line| Govt entities' | Deben- & Listed | Derivativg invest- | provio | mentless|

no Bank stock stock tures |associateg equities |Instrumats ments | invstmnts| provisons <

1 |ABNAMRO BAN 466 684 1150 g
2 |ABSA BANK LTD 13544 766§ 87! 507 690 1601 2519 120 41694
3 |AFRI@N BANK DI 261 261
4 |ALBARAKA BANKDLT 12| 12|

5 |BANK OF BADA

6 |BANK OF CHINA LTD JHB BRANCH 13| 1 13|
7 |BANK OFATWAN SA BRANCH 16| 16|
8 |CALYON@RPORATAND INVEBENTBANK - SA 2641 0 2641
9 |CAPITEBANK 56| 101 157
10 |CHINA CONSTRUCTION BANK CORP - JHB 45| 231 2 278
11 |CITBANK N.A 346§ 185 5017 0 8670
12 |COMMERZBANK AKENGESHISCHAF 41% 782 1192
13 |DEUTSCHBANK AG 1047 104§ 2093
14 |FIRSTRAND BANK LTD 18721 922 3514 861 1217 12164 1635: 53744
15 |GBS MUJAL BANK 19 19
16 |GRINDROD BANK LTD 24| 1 149 174

17 |HABIB OVERSEAS BANE L

18 |HBZ BANKTD 122 2 124
19 |HSBC BANK pleiB BRANCH 46| 15| 256 317,
20 |IMPERAL BANK IO7 365 43| 78 487
21 |INVESTEBANK LTD 363§ 132 396 313 8997 1067 1453

22 |JPMOBAN CHASE BAN#BIBRANCH 838 5 191 669Q 7724
23 |MEEG BANKTD 5 2 7
24 |MERCANLE BANKTD 142 42 31 6 0 221
25 |NEDBANK DT 13672 1244 3570 5032 465 807Q 1379 3342

26 |REGALREASURY PRIMABANK LTD 2 19 21
27 |RENNIES BANKR 17| 21 10| 0 48|
28 |SASFIN BANLTD 0 3 3 6
29 |SOCIEE GENERALEB BRANCH 37| 28| 64|
30 |STANDARD CHARTERED BANK 280 50| 330
31 |STATE BANOFNDIA 54 54
32 |TEBA BANKDT 98| 98|
33 |THE S A BANKC@THENS LTD 0 0 0
34 |THE SANDARD BANKGA LD 1036. 929 1391 768 1134 6965! 1269 85507

35 |VBS MUJAL BANK

TOTAL 67124 1109! 9942 7901 3952 132224 229617 120 25508!
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DEPOSITS BY SOURCE ( R MILLION )

Bank | Inter- Prov- . Fin- _ |Insurers Co's, | Un- Non- [Deps bjForeig

Ling P fan | Cove| ot | 98] 'Sor | BUBR Bata” pensiofib Salbuay Randividy digan, Tea. | récy| Tota
no Bank ding | ding | Deps| PIC | Funds| Deps| Corps | prise | Funds|Fin Instit ss -als |isafiong dents| deps | deps
1 |ABNAMRO BRN 1037 1080 852 373§ 456(Q 2997 1426:
2 |ABSA BANK LTD 190Q 21671 22714 1728 51| 9644 1112 8814 19583150512 642Q 6232% 9980 1017 127§ 33430
3 |AFRI@GN BANK DT 183 17| 494 117§ 4 1876
4 |ALBARAKA BANKOLT 1252 2 1254
5 |BANK OF BARDA 0 152 152
6 Eaxﬁg}f CHINA LTD JHB]| 0 91| 16| 112 219
7 |BANK OFATWAN SA BRANCH 2 0 147 73 221
8 I(,)\‘Q/IEYSO_INEWF’B%F’S‘%QND 188 1002 1527 123 1367 1 938 1744
9 |CAPITEBANK 61 262 526 848
10 SSIIQIPA—CJ?{ESTRUCTION BANK 4 521 193 562 128(Q
11| CITBANK N.A 632 203 41 201 1609 3191 988§ 610§ 0 18| 1099 4774 27761
12 ESME&NRBZS%’}‘JéCHKF 0| 267 173 607| 2107 96| 1796 3 5050
13| DEUTSCHBANK AG 315§ 718 9670 134Q 593 15476
14| FIRSTRAND BANK LTD 6984 9894 19417 9987 749 474§ 862 6629 17245123770 14691 52772 7684 3734 1031428947
15 | GBS MUJAL BANK 1 4 1 5 0 7 21 72| 354 15| 3 482
16 | GRINDROD BANK LTD 40| 14| 2 386 140 73 57| 711
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The South African short term insurance industry -
salient features

Notwithstanding the consolidation in the industry since 1998, competition to grow
market share remains fierce. This is exacerbated by the entry of direct insurers, offering
competitive rates on the back of reduced delivery costs (due to the exclusion of traditional
brokers). Santam remains the dominant supplier of insurance extending across the
broadest possible range of cover with a market share of 24%. This is followed by Mutual &
Federal (including its cell captive licence), which commands an overall market share of
18%. Hollard and SA Eagle (including its cell captive) follow with market shares of 10%
and 8% respectively, with Hollard in particular having posted notable growth in the past
few years. Accordingly, the top 4 companies reported a combined market share of 60%,
down from 63% 2 years previously. Several new licenses were issued in 2H 2005 and 2006,
with companies attracted by the recent profitability of the industry, which suggests that
the dominance of the top players may come under threat in the medium term. Cell
captives lost further ground in 2005, commanding a combined share of around 8.3%, from
8.7% and 9.9% previously. However, the dominant cell captive company, Guardrisk, once
again increased its overall market share to 5.3%, from 4.9% in 2004.

Gross premium income grew by 12% in 2005, which constitutes the lowest level of
growth recorded since 2001. Despite robust volume and insured value growth, rates
pressure impeded growth in 2005, and is expected to have a particularly pronounced
effect in 2006 and 1H 2007. GCR estimates industry GPI to have grown by a relatively
lower 9% in 2006 .
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In line with GCR forecasts, the ratio of reinsurance premiums to GPI reduced to
27.3% in 2005, from 28.7% in 2004. This was prompted by insurers increasing retention
levels, given the profitability of the market, and facilitated by strong balance sheet
positions. Given global pressure on reinsurance rates, however, and the turn in the
domestic cycle, reinsurance premiums ceded relative to premiums written are expected
to stabilise in 2006 (at around 27%).
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Claims incurred increased by 19% in 2005 (2004: 5% growth), constituting the
highest increase over the past 4 years. With the rise in claims outpacing the growth in net
premiums earned, the earned loss ratio slipped from its best level in over 10 years, of 60%
in 2004, to 62% in 2005. Although this remains well below the peak of 73% reported in
1999, claims are expected to deteriorate further in 2006 (GCR estimates an earned loss
ratio of 67%), led by — but not limited to — the motor class, which has been plagued by
higher accident rates and aggressive pricing competition.

(%) Earned loss ratios
75.0

65.0 4

55.0 4

45.0

2001 2002 2003 2004 2005 2006*

* Note: 2006 figures are GCR estimates

The net commission ratio declined marginally in 2005 to 12.2% (2004: 12.4%).
Despite the slight rise encountered in 2004, acquisition costs have evidenced a declining
trend since 1999, which may be attributed to the increasing utilisation of direct insurers
and affinity channels as opposed to broker business. The success of direct insurance as a
concept is illustrated by the growth of Outsurance, which now commands an advanced
4.8% market share compared to 4.2% and 3.4% in 2004 and 2003 respectively, as well as
accomplished newer players such as Dial Direct. In response to the development of this
new business channel, many of the traditional insurers have directly or indirectly
launched their own direct insurance products. Scope for further development of direct
insurance is suggested by the fact that in Western markets, direct insurance comprises as
much as 20% of gross industry premiums. The competitive environment in which
insurers operate continued to intensify in 2005, necessitating marketing spend to
generate premiums. Despite the upward pressure on costs, management expenses as a
percentage of earned premiums equated to an unaltered 15.2%, while still being substan-
tially below the level of 17.7% in 2002. The mid-sized insurers’ management expense
ratio was largely unchanged at 19.1% in 2005 (2004: 19.3%), but remained above the
industry average, an indication of the cost of growth and their smaller scale. Overall, the
industry’s total delivery cost ratio (acquisition costs plus management expenses) fell
slightly to 27.4% from 27.6% previously. In 2006, the delivery cost ratio is expected to
remain approximately in line with these levels.
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Following several years of negative underwriting margins, the industry underwriting
result turned positive in 2001, supported by industry consolidation. A fifth consecutive
positive underwriting result was posted in 2005, although it was significantly lower than
2004 (underwriting margin of 9.6% versus 12% in 2004). Notwithstanding this, this was
slightly better than GCR’s estimate of around 9%. Following a doubling of underwriting
profit in 2004, it reduced to R2.7bn in 2005, reflecting the substantially more
competitive environment. This would infer that the underwriting cycle reached its peak
in 2004, with margins expected to narrow materially in 2006. GCR estimates that the
underwriting margin, although remaining positive, is likely to have contracted to approxi-
mately 5% in 2006.

The table below compares the operating structures/performance of the large,
mid-tier and specialist insurers.

2004 2005

Comparative ratios (% ) Large Mid-tier | Specialists Large Mid-tier | Specialists
NPI/GPI 83.5 65 28.1 85.4 67.1 28.1
Claims/EPI 61.5 55 47.4 65.6 57.4 43.8
Commission/EPI 13.8 7.6 -19.2 15.5 4.9 -9.6
Mgmt costs/EPI 13.5 19.3 40.3 12.6 19.1 29.7
Total delivery costs/EPI 27.3 26.9 21.1 28.1 24 20.1
Underwriting result/EPI 11.2 18.1 315 6.3 18.5 36.1
Note: The large insurers inclatas®, Hollard, M&F an&Esdte.

The Specialiislnts Compass. Crecit Guarameaidia and Lompard. o

It is interesting to note that, in spite of their higher growth, the mid-tier group
reported superior claims experience when compared to the large insurers, while the
“specialist” underwriters have tended to perform the best from a claims perspective.
Furthermore, due to lower retention the mid-tiers and specialists reported a favourable
commission structure relative to their larger peers. Accordingly, despite the relatively
high management costs of the mid-tier and specialist insurers, overall delivery costs were
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comparable to the large insurers in the case of the mid-tier insurers, while the specialists
reported substantially lower delivery cost structures. Consequently, the mid-tier and
specialist insurers were able to achieve significantly better underwriting margins than
their larger counterparts.

Industry investment income rose by 22% to R1.9bn in 2005, coupled with an increase
in realised gains on investments to R1.3bn, from R0.9bn in 2004. Despite the lower
interest rate environment, investment returns were strongly supported by the robust
performance of South African equities during the year, amplified by the greater weighting
in equities held by insurers over the past couple of years. Although the long term outlook
for resources remains positive, the equity market remains volatile in the face of the recent
spike in the oil price, exacerbated by emerging market sentiment. Although it is expected
to have been another strong year for investment income for insurers in 2006, GCR does not
anticipate that the rate of investment income growth will be sustained in 2007.

Net profit before tax increased only 7% to R5.7bn in 2005, well down from the
significant 69% jump reported in the previous year. This was compromised by the fall in
the underwriting result, albeit offset in part by stronger investment returns. Cognisance
is taken of the fact that the industry result remains well above the R1.4bn profit reported
in 1999 (the bottom of the underwriting cycle). Net profit after tax increased by 14%
(2004: 56%) to R4.1bn, following a 7% drop in the taxation charge. Consequently, ROaE
fell to 22.2%, from 23.9% in 2004, while ROaA increased to 11.2% (2004: 10.6%).
Given the decidedly more difficult operating environment, returns are likely to contract
further in 2006, with ROaE expected at around 16%.
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The South African short term insurance industry remains well capitalised relative to
international norms, despite the statutory solvency margin falling to 59%, from a
relatively high 63% in 2004. The decrease in solvency was primarily due to increased risk
retention and resultant strong growth in NP1 (14%) outpacing that of surplus assets (4%).
The industry’s financial base ratio (which includes technical reserves) increased
marginally in 2005 to 104% (2004: 101%). In 2006 the statutory solvency margin is likely
to rise (forecast 61%), given slower premium growth and an acceleration of capital
formation on the back of unrealised gains on equities. However, GCR anticipates that the
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financial base ratio will decline, with reserves being released due to slowing growth in
new business written.

Following the period of consolidation, the industry witnessed very high levels of
profitability, which resulted in an improved underwriting result for a fifth consecutive
year in 2005. Although the robust economic environment in 2005 supported results,
the underwriting cycle began to soften. Pricing in particular came under pressure with
some market participants cutting rates in an attempt to gain market share. The
favourable returns have also provoked the entrance of new start-ups in late 2004 and
2005. Overall, the strength of the property market, significant vehicle sales growth and
an enhanced level of disposable income primarily supported the positive performance.
However, the course of the underwriting trend in the medium to long term rests on a
number of factors, including pricing that is commensurate with risk, competition,
inflation levels, economic growth prospects and the impact of catastrophes. Although
the risk pool continues to grow, underpinned by economic growth, rates pressure
suggests that overall industry GPI growth will continue to slow in the short term.
However, in the longer term in particular, infrastructure spend should bring new op-
portunities to the market. Furthermore, although difficult to quantify, longer term
growth should be supported by the increasing sophistication of insurance products and
the use of insurance as a risk management tool.

The insurance companies rated by GCR (as at February 2007) are shown in the table
below.

Publi shed i nsura nce ratings

ABSA Insurance AA+ | Imperial Reinsurance § A-
Ace Insurance A+ | Lion of Africa Insurance Company Y A
AIG South Africa AAA | Lombard Insurance A+
Auto & General AA- [ MUA Insurance A-
Coface Insurance South Africa AAA | Mutual & Federal Insurance Company AAA
Constantia Insurance A- [ Natsure Y BBB-
Compass Insurance Y A [ New National Assurance Company § A-
Credit Guarantee Insurance Co. AA+ [ Regent Insurance Company AA-
Dial Direct Insurance A | Renasa Insurance BBB+
Emerald Insurance Company A+ | RMB Specialised Lines A-
Guardrisk Insurance Company AA | SA Eagle Insurance Company AA+
§ = rating watch

Y = positive rating outlook

For further information, please contact the insurance division at GCR - (011) 784 1771

GC R GLOBAL CREDIT RATING CO.

Local Expertise ® Global Presence
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2007 Budget Summary

On Wednesday, 21 February 2007, the South African Minister of Finance, Mr Trevor
Manuel, delivered his 2007 Budget Speech. This article summarises the tax highlights of
this speech.

Income Tax
Individuals

Tax rate and bracket structure
The amended income tax rates and tax brackets as announced in the Budget are
shown in the table below.

Taxable Income (R) Rates of Tax

0-112 500 18% of each R1

112 501 — 180 000 R20 250 + 25% of the amount above R112 500
180 001 — 250 000 R37 125 + 30% of the amount above R180 000
250 001 — 350 000 R58 125 + 35% of the amount above R250 000
350 001 — 450 000 R93 125 + 38% of the amount above R350 000
450 001 + R131 125 + 40% of the amount above R450 000
Rebates

Primary R7 740

Secondary (age 65 years and older) R4 680

The tax threshold is now R43 000 (2006: R40 000) for individuals below 65 years of
age, and R69 000 (2006: R65 000) for individuals 65 years of age and older.

Interest and dividend exemption

The interest and foreign dividend exemption is to be increased from R16 500 to
R18 000 per annum for individuals under the age of 65, and from R24 500 to R26 000 per
annum for individuals aged 65 and over. The portion of the exemption applicable to
foreign interest and dividends is to be increased from R2 500 to R3 000 per annum.

Subsistence allowance and advances

The deemed amount of subsistence expenditure which will be tax free where the
employee is obliged to spend at least one night away from his or her usual place of
residence has increased as follow: (These amounts per SARS Tax Pocket Guide, but not
published elsewhere)
For accommodation in the Republic:

n From R60 to R63.50 per day in respect of incidental costs only

n From R196 to R208 per day in respect of meals and incidental costs
For accommodation outside the Republic:

n From US$190 to US$200 per day
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Health care funding
From 1 March 2007 the monthly contributions to medical schemes which are tax
exempt or tax deductible are increased.

The amounts for amember of a medical scheme and the first dependant are increased
from R500 to R530 each and the amount for each additional dependant is increased from
R300 to R320.

Capital gains tax
Certain monetary thresholds applicable in the context of capital gains tax are to be
increased from 1 March 2007. These include the following:

n The annual exclusion that applies in determining a person’s aggregate capital gain
is to be increased from R12 500 to R15 000.

n The annual exclusion that will apply in year of a person’s death is to be increased
from R60 000 to R120 000.

Savings and retirement reform

A discussion paper is to be published which will set out various reforms of the tax
treatment of retirement savings. These reforms are aimed at seeking to maintain
sufficient incentives for individuals to provide adequately for retirement. Inequities and
complexities in the current system will also be addressed.

Simplifying retirement fund administration

Withholding taxes on lump sum retirement fund payments to persons with taxable
income of less than R43 000 per year (the revised income tax threshold) will be
abolished.

Lump sum death benefits

Lump sums paid in respect of death caused by occupational injury are tax-free in
terms of the Income Tax Act. However, similar payments made outside the Compensa-
tion for Occupational Injuries and Diseases Act (1993) framework are subject to income
tax. It is proposed that payments in respect of death while at work be tax-free up to a
maximum of R300 000.

Businesses

Reforms to secondary tax on companies
Interim reforms to the secondary tax on companies (“STC”) and its replacement with a
tax on shareholders’ dividends over the next 2 years are proposed. The STC is to be renamed
as a dividend tax. This reform will take place in two phases over the following periods:
n Phase 1, from 1 October 2007:
m STC rate will be replaced with a dividend tax at company level
m The tax rate will be reduced from 12,5% to 10%

m The tax base will be broadened beyond the current interpretation of profits to
include all distributions (provision will be made for tax free return of capital
with anti-avoidance provisions addressing inflated or transitory capital
contributions)

m More targeted exemption for amalgamation transactions will be introduced

For the online version of the Financial Markets Hand book see www.fmd.co.z a 291

M3INTH




2007 Budget S ummary

n Phase 2, commencing 2008:

m The formal legal liability for dividend tax will be moved from company paying
the dividend to the shareholder receiving it

m  Withholding tax on dividends paid of 10% will be imposed on companies
paying dividends on behalf of their shareholders as soon as certain
international tax treaties have been renegotiated (these negotiations are
aimed at ensuring that South Africa has the right to impose a withholding tax
of at least 5%, whereas currently a smaller number of treaties provide for a 0%
withholding tax rate for substantial shareholders)

In addition as an anti avoidance measure, the STC exemption for shares disposed in
amalgamation transactions is withdrawn with immediate effect. This measure was
announced in the explanatory note to the above reforms in a press statement by the
Commissioner

Depreciation
Depreciation of fixed and moveable assets will be reviewed to ensure greater degree
of consistency. The following interim amendments are proposed:

Rail locomotives, wagons and port assets
n The reduction of the tax depreciation period for new rail locomotives and rail
wagons from 14 years to 5 years

n The introduction of a tax depreciation period of 20 years for new quay walls and
other port facilities
Commercial buildings
n The introduction of a tax depreciation period of 20 years for newly constructed
commercial buildings and upgrades (previously only buildings used in a
manufacturing and similar process qualified for a depreciation allowance)
Environmental capital expenses
n The introduction of depreciation allowances or immediate deductions for
environmental capital structures (e.g. dams and tanks) and environmental
clean-up, restoration and decommissioning expenditure

Corporate reorganisation and BEE transactions

Certain tax rules must be changed to ensure that BEE and other similar restructurings
do not encounter undue tax costs. The following six areas of concern have been revealed
in discussions with key role players and the following proposals are made:

n Anti-avoidance rules for financial instruments to be deleted in favour of a simpler
anti-avoidance mechanism

n Intra-group transfers of assets within a single group of companies are rolled over
tax-free in terms of the company restructuring rules, however a de-grouping
charge is triggered on these transferred assets when companies within the group
become separated. Itis proposed that this de-grouping charge should only apply if
the group break-up occurs within 6 years after the intra-group asset transfer.
Ongoing legislative relief is required for various intra-group anomalies and
avoidance loopholes
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n Rules are required for BEE structures involving share cross-issues, to ensure that
the ultimate dual dispositions do not give rise to unwarranted gain while
simultaneously ensuring that the proposed structure does not trigger artificial
losses

n When BEE restructuring of listed shares takes place, shareholders are forced to sell
their listed shares to the company before they are transferred to BEE partners.
Tax is triggered on this forced sale. Many shareholders use the sale proceeds to
then repurchase identical listed shares on the market from non-BEE participants.
It is proposed that these parties be free from tax to the extent that timely
repurchases leave them in the same economic position as before

n Where BEE partners obtain ownership levels nearing 50%, the transfer of
depreciable assets to the BEE entity often becomes subject to certain
anti-avoidance rules that prevent the BEE entity from depreciating newly obtained
assets at currently existing market values. It is proposed that these anti-avoidance
rules accommodate situations where avoidance is unlikely to be the driver

n The usage of the Broad-base share incentive scheme that was introduced in 2004
appears to be minimal. Accordingly it will be reviewed for possible change

Support for small businesses
Adjustments are proposed to the monetary thresholds applicable to small businesses.
These include the following:

n The income tax exemption threshold from small business corporations will be
increased from R40 000 to R43 000, and the taxable income threshold at which
the 10% tax rate applies is to be increased from R40 000 to R43 000 (applicable to
tax years ending on or after 1 April 2007)

General Provisions
Various other legislative changes of a general nature were announced, including the
following:

Gains on long-term equity investments

The tests which are applied to determine whether gains made on the disposal of
shares should be taxed as income or capital gains have been problematic and have resulted
in inequitable tax treatment between various taxpayers. It is thus proposed that from 1
October 2007 all shares disposed of after three years will be subject to capital gains tax
only. This, however, will not affect the tax treatment of employee share schemes.
Certain anti-avoidance rules will be required to prevent the abuse of these provisions.

Streamlining the tax regulatory regime for retirement funds

As an initial step in reducing the complexity of the regulatory environment for
retirement funds, the regulatory requirements and related regulatory notes contained in
the Income Tax Act will be moved to the Pension Funds Act.

Foreign collective investment schemes

Foreign collective investment schemes in the hands of long-term insurers are inadver-
tently subject to a higher level of tax than when held directly by beneficiaries. In
addition, these investments may be subject to the controlled foreign company regime
which places a large compliance burden on the manager. Legislative amendments will be
introduced to reduce the higher tax and compliance burden.
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Liquid fuels industry

Following the 2006 Budget Speech, a task team was appointed to investigate possible
reforms to the fiscal regime applicable to windfall profits in the liquid fuels sector,
specifically with regard to synthetic fuels. The task team has proposed, firstly, an
additional tax on existing synthetic fuels producer volumes and, secondly, a progressive
incentive regime for investments in new synthetic and biofuel plants.

Public benefit organisations

It is proposed that the threshold for tax-deductible donations made by companies
and individuals to qualifying public benefit organisations (PBO’s) be increased from 5 per
cent of taxable income to 10 per cent.

It is also proposed that the tax-free threshold applicable to PBO’s themselves in
relation to income derived from trading activities be increased from R50 000 to
R100 000 (or 5 per cent of gross income, whichever the greater).

Amendments are proposed to allow professional and amateur arms of sporting bodies
to merge so that qualifying expenses incurred by the professional bodies to develop the
amateur sports can be deducted.

Protecting the intellectual property tax base

As exchange controls are relaxed, ways are sought by companies to shift valuable
South African developed intellectual property offshore. Measures will be introduced to
mitigate the loss of the intellectual property and the resultant loss in tax collections.

Tax reform measures under review
The following tax reform measures are currently under review:
n A wage subsidy is to be introduced by 2010 to help alleviate the high rate of
unemployment among the youth and to facilitate social security reform
n A more simplified tax regime for very small businesses is to be introduced in 2008

n The National Treasury will convene a working group to study the concept of
flow-through shares which may assist junior mining exploration companies to raise
funds for high risk investments

n The regulatory and tax regime relating to property holding entities will be
reviewed in 2007

n A discussion document in respect of the VAT treatment of internationally traded
services, especially with regard to telecommunications, will be published for
public comment in 2007

Othert axes

Tax on retirement funds abolished
From 1 March 2007, tax will no longer be imposed on the interest or rental income of
retirement funds.

Exchange Control
In line with the ongoing relaxation of exchange controls the following proposals have
been made in this year’s budget:
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n The current shareholding threshold for foreign direct investment outside of Africa
has been lowered from 50% to 25%.

n The customer foreign currency accounts dispensation has been simplified by
allowing a single CFC account for trade and service related payments and the
range of permissible transactions has been expanded.

n Increasing the liquidity in the currency market by permitting the JSE Securities
Exchange to establish a Rand futures market.
Donations tax
The annual donations tax exemption applicable to individuals is to be increased from
R50 000 to R100 000 with effect from 1 March 2007.
Estate duty

The estate duty exemption is to be increased from R2.5 million to R3.5 million with
effect from 1 March 2007.
Stamp duties

It is proposed that all secondary trade in shares be subject to a single securities tax

instead of the current two taxes currently applied i.e. stamp duty in respect of unlisted
shares and uncertified securities tax (UST) in respect of exchange-traded securities.

It is proposed that stamp duty in respect of short-term leases (less than 5 years) be
abolished while long term leases relating to fixed property will still be subject to stamp
duty.

Updating customs and excise definitions

The customs duties definition in the Customs and Excise Duty Act incorrectly
includes excise duties on imports. Excise duties will, in line with international practice,
be classified as excise duty revenues and not as customs duty revenues.

Excise duties
The changes in excise duties on beverages are as follows:
Malt beer — raised by 5¢ per 340ml can
Unfortified wine — raised by 13.44c per litre
Fortified wine — raised by 28.79 c per litre
Sparkling wine — raised by 46.56c¢ per litre
Ciders and alcoholic fruit beverages — raised by 14.67c per 340ml can
Spirits - raised by R1.88 per 750ml bottle
Cigarettes — 60c per packet of 20

It is proposed that the ad valorem excise duties on various items, such as air condi-
tioners in motor vehicles and various photographic and cinematographic equipment, be
abolished with effect from 1 April 2007.

Fuel levies
The general fuel levy is proposed to increase for both petrol and diesel by 5c per litre.

The increase will become effective on 4 April 2007. The Road Accident Fund levy will
increase by 5c¢ per litre with effect from 4 April 2007.

5 5 5 5 S S S
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The draft biofuels industrial strategy which was endorsed by Cabinet in December
2006 will be finalised by May 2007. The fuel tax regime for biofuels and bioethanol in
particular will be reviewed during 2007.

Tax adminis tration
Initiatives to enhance tax administration include the following:

n

n

Commitment from SARS to improve the quality of service and better
management of risk by implementing automation and e-business.

Modernising SARS systems and processes to improve tax administration and
simpler registration.

Commitment to adopt the World Customs Organisation Framework of
Standards, which would lead to the drafting of a new customs legislation and to
the re-engineering of business processes.

SARS has identified key high-risk non-compliance areas, which include:

m Trusts

m Undervaluation and overstatement of stock; and

m Employees’ tax.
Small business amnesty applications will be allowed to be made until 31 May 2007.

Addit ional propos ed amend ments

Various other miscellaneous amendments to the Income Tax Act have been
proposed, including amendments in respect of the following:

n

The “place of residence” test in respect of the residential accommodation fringe
benefit

Exemption for South Africans working aboard when remuneration is received in a
later year

The streamlining of the medical regime to eliminate administrative and
compliance hurdles

Eliminating the R2500 limit on employer-deductions relating to dependants of
ex-employees/partners

The updating of the terminology on short-term insurance businesses to reflect
current practice in the industry

n Provision for the tax-free rollover of reserves of short-term insurers
n The requirement that long-term insurers match the tax status of their funds as a

296

precondition for reorganisation relief

Clarifying issues involving the reorganisation of collective schemes held by
long-term insurers

Tax-free relief for the incorporation of professional partnerships involving
part-time members

Clarification on the use of buildings benefiting from the urban development zone
incentive

Clarification on schemes used to avoid the reduction of assessed losses upon debt
compromises or concessions
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n The taxation of foreign companies with South African activities at a fixed rate of 34%

>

> 5 S5 S

> S5 S S

Clarification on the two tests for distinguishing passive versus active status for
foreign taxpayers receiving passive South African income

Loans made in respect of emigrating South African residents
Clarification on the changing status of CFC’s
Deductibility of foreign taxes in lieu of foreign tax credits

Clarification on the taxation of foreign currency gains and losses by the removal of
cross-references

Exemption of gains or losses on currency hedges on exempt connected-party
foreign loans

Clarifying the extent to which entities within government are viewed as
connected persons

Deductible payments to the Financial Consumer Education Foundation
Simplification of the averaging formula for individual farmers

Monitoring of the general anti-avoidance rule to ensure its effectiveness
Amendments to the provisional tax system to minimise compliance and
administrative burdens

Refund payments directly to taxpayers bank accounts to curb fraudulent
negotiation and costs imposed on SARS

n Adjustments to employee share-option schemes
n The issues regarding capital gains tax implementation dates will be addressed

based the strength of the facts

In addition to the above, consideration will be given to the following proposed
amendments in the VAT Act:

n
n
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Introduction of an e-commerce download systems

Relief for passive foreign-controlled local activities so as not to discourage foreign
investment and trade

Zero rating of all dried maize regardless of the recipient’s intention
Clarification on business reorganisations
Clarification on the distinction between insurance and financial services

Investigation and clarification on the misuse of bare dominium financing
structures

Transfer among rental pool members to be regarded as going concerns

Horse-racing administrators to be regarded as a VAT representative of the owners
and the zero-rating of winnings paid by racing operators

Clarification with regards to the treatment of game viewing drives as fully taxable
at the standard rate

Foreign diplomat resale of local purchased vehicle may give rise to a recoupment
of VAT to mirror treatment of imported vehicles

Adjustment of VAT when developers change the use for which property was
originally acquired
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n

Commissioner may be allowed to prescribe a different method of apportionment
in situations of improper use of turnover apportionment method

Consideration will be given to government capital contributions or bailouts to
public entities

Legislation to be amended to support current practice for duty-free shops

n Clarification of VAT payment dates
n The provision of full documentary evidence for the claiming of input tax on

deemed supplies

Legislative clarification on the documentary requirements for the zero rating of
exports

The destruction of paper cheques if digital images or microfilm are maintained for
documentary purposes

Provision for the review of VAT class and other rulings in order to eliminate
unanticipated operational concerns

The following proposed amendments to other legislation:

n

Reciprocal relief from tax withheld from income earned by foreign visiting
entertainers or sportspersons who perform within South Africa may be considered
where this will benefit South African sportspersons

An increase in the scope of the skills development levy so as to include Public
Benefit Organisations

SARS are exploring improved procedures to effectively enforce provisions of the
Counterfeit Goods Act

Clarification on the issue regarding applications to the small business tax amnesty
in respect of certain types of trusts

n The repeal of the Fifth Schedule to the Income Tax Act
n The collection of air passenger tax from operators acting as withholding agents
n Bargaining councils may be given the option to register as friendly societies under

the FSB in order to obtain a tax exemption

Tax legislative holdovers
Several outstanding tax issues related to last year’s budget cycle. Resolution of these
issues will depend on the quality of information obtained during the course of the year.

298

n

The revised Mineral and Petroleum Royalty Bill was released in October 2006
which imposes a gross ad valorem charge on the sale of domestically extracted
mineral and petroleum resources but introduces a split rate — one for refined
minerals and one for unrefined minerals. After further public consultation, it is
expected that the final bill will be introduced before Parliament during the latter
half of 2007.

While employee tax relief has been granted to businesses operating as trusts and
companies, comparable relief was inadvertently omitted for small businesses
operating as sole proprietors. This will be corrected.

Changes have been made to allow cooperatives to fully participate in small
business tax incentives. Other changes may be required as the Cooperatives Act is
implemented and to take into account the proposed Cooperatives Banks Bill.
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n Government has renewed income tax incentives for oil and gas exploration and
production operations and has also adopted a fiscal guarantee to provide legal
assurance to investors that these incentives will remain in effect throughout the
life of their investment. The fiscal guarantee will be considered further as industry
provides information regarding the practical application thereof.

n The tax regime for environmental rehabilitation trusts used by the mining industry
has been revised. Issues relating to mining environmental rehabilitation provided
for otherwise than by way of a trust will be considered in the light of the recent

proposed amendments to the Mineral and Petroleum Resources Development
Act.

Public entities

n A full-scale effort to revise income tax treatment of provincial and municipal
entities will be carried forward.

Regulating tax practitioners
n Following the registration of tax practitioners with SARS before 30 June 2005, the
second phase, which envisages the establishment of an independent regulatory
board for tax practitioners, will be implemented.

International cooperation for enhanced cross-border enforcement
n South African businesses have highlighted the need for improved mechanisms for
the implementation of treaties with neighbouring jurisdictions.

Editorial staff: Clive Sharwood (Editor)
Articles contributed by:
Miets Wagstaff, Melanie Milleskie, Tanya Sauls and Nomfesane Taliwe
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A look to the future of settlement in South Africa

Strate Limited has embarked on a new journey that will ultimately determine the
future of clearing and settlement for the South African securities markets, the initiative
is called the Security Services Enhancement Model (SSEM).

Over the last few years, Strate has dedicated much time and effort to the Alternate
Settlement Model (ASM) project. Strate’s approach moving forward is to determine
what solutions are available from vendors and CSDs (locally and internationally) and
drawing from this, as well as from the work previously undertaken as part of the ASM
project, incorporate the relevant findings into the SSEM.

“The idea behind the SSEM project is to investigate a new approach to securities
settlement; one that will further increase efficiencies and manage risk while ensuring that
the solution is viable for the market as a whole” says Monica Singer, Strate’s CEO. All
capital markets around the world are constantly advancing and growing and South Africa
does not want to be left behind.

An allied objective is to strategically align Strate’s business and the South African
market with internationally accepted best practices. Strate is essentially investigating
what “best practice” technology and business practices are available internationally and
whether it would be suited to the South African market.

This investigation may show that Strate needs to enhance its current functionality or
may need to replace its technology to keep up with world trends. Strate’s current
technology was first introduced in 1998.

In general terms, Strate’s initial consultations have pointed to the need for a single
settlement platform for all financial instruments, streamlined and efficient processes and
exception-based messaging.

“This is not to say that Strate is inefficient; far from it. Rather, this project represents
a stepping stone in our ongoing quest to reduce risk and ensure operational excellence.”

Strate is engaged in ongoing consultations with South African market players and spe-
cifically the Central Securities Depository Participants. Singer stresses the vital
importance of keeping all of Strate’s stakeholders in the picture every step of the way,
starting with the scope of the project.

“Therefore the scope will involve the identification of a suitable potential software
solution for Strate and the market,” she explains. “The exact nature of this solution will
ultimately depend upon the collective feedback that we hope to glean from these national
and international vendors and CSDs as well as an assessment of our current system.”

Strate has already engaged in discussion with several vendors with a view to assessing
the general nature of prospective solutions. Based on discussions with the market, Strate
intends to follow the following process moving forward:

1. Strate will manage the Request For Information Process

2. The functionality options will be presented to the market for better understanding
of what is available internationally
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3. Strate will workshop the requirements with the market that can best be
implemented in South Africa from those available,

The Business Requirements Specification will be prepared with the market

5. Alist of vendors and CSDs will be prepared whose product/s more closely match
the Business Requirement Specification, in conjunction with the market

M3INTH

6. The Business Requirement Specification will be converted into a Request For
Proposal

Strate will manage the Request For Proposal process

An assessment of the current system will take place to determine whether the re-
placement of the system is necessary

9. A gap analysis will be performed between what we currently have, what the
solutions offer and the requirements

10. Strate will consult with market regarding findings

11. A vendor/CSD will be chosen to supply the solution based on the requirements
stated in the Request For Proposal

12. Strate will finalise the requirements and customisations, in consultation with the
market

13. Obtain market sign-off
14. Strate will engage in negotiations with shortlisted vendors/CSDs

15. An agreed project plan, including a Proof of Concept, with selected and approved
vendor/CSD will take place

16. A contract with the vendor/CSD selected and negotiate pricing will follow

Singer points out that when Strate was faced with the challenge of choosing its first
settlement system nearly 10 years ago, it opted for the Swiss SECOM system only after
extensive investigation and consultation with international vendors and the domestic
market players.

“1 firmly believe that Strate’s many and conspicuous successes derive from adopting so
thorough a process. This is why we are going to such great lengths to ensure that whatever is
eventually chosen and implemented warrants comparison with the best in the world.”

“Given the process above, we are hoping to have completed the RFI phase by the end
of 2007 and the RFP phase six months later.”

Information supplied by:

strate=

Central Securities Depository

Tel No: +27 11 759-5300
E-Mail: info@strate.co.za
Web: Wwww.strate.co.za
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The Broad Based Black Economic Empowerment
(BBBEE) codes of good practice

The long wait is over. The BBBEE Codes were finally gazetted and passed into law on
9 February 2007 by the South African government.

WHAT IS “BBBEE”?

The Broad Based Black Economic Empowerment Act of 2003 essentially applies to
government departments, public entities or state-owned enterprises and organs of state,
i.e. the public sector. It does, however, have a knock-on effect on the private sector
because indirectly the government is able to put pressure on the private sector to achieve
its goals of transforming the economic landscape of the country. During 2003, the South
African government developed and released a strategy document defining BBBEE as:

“an integrated and co herent sodo-economic process that directly
contributes to the economic transformation of South Africa an d brings
about significant increases in the number s of black people that manage,
own and contro | the country's economy, & well as significant decreas es in
income inequalities.”

The broad based BBBEE process therefore includes elements of human resource
development, employment equity, enterprise development, preferential procurement,
as well as investment, ownership and control of enterprises.

WHY THE NEED FOR BBBEE CODES?

The BBBEE Strategy document recognized that with debt equity financing, black
people were sold shares in corporations for astronomical amounts of money and with
huge interest on loans secured to pay for the shares. Those black people who were
fortunate enough to get loan financing were tied to these huge debts for years.

Another obstacle facing a black potential shareholder in the past was discrimination in
the access to finance. As black people were economically unable to raise finance, any
approach to a commercial finance institution was met with skepticism as black people
historically had few assets that could be used as security. Of course, the black persons (a
select few) who were economically sound were able to purchase equity in large corpora-
tions relatively easily and they became the “darlings” of black economic empowerment
creating an influential black upper class and thrived. This became an untenable situation
and the South African government needed to set proper guidelines.

THE PHASES OF THE BBBEE CODES

The BBBEE Codes went through 2 phases before their final versions were accepted
by Parliament. The drafting of Phase 1 commenced in December 2004 and of Phase 2 in
November 2005. The full set of codes (Phases 1 and 2) were finally approved in
December 2006 and gazetted on 9 February 2007.
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IMPACT OF THE BBBEE CODES

The BBBEE codes are very specific in their application and the four grey areas that
raised questions during the drafting period have now been put to rest, these being the
status of verification agencies, fronting practices, BBBEE in multinational enterprises and
compliance with the Codes. Companies are now able to rate themselves according to a
score under the generic scorecard and use other elements, as seen in the table below, and
not only rely on black equity ownership.

THE GENERIC SCORECARD
ELEMENT WEIGHTING CODE
Ownership 20 points 100
Management Control 10 points 200
Employment Equity 15 points 300
Skills development 15 points 400
Preferential Procurement 20 points 500
Enterprise development 15 points 600
Socio-economic development initiatives 5 points 700

VERIFICATION AGENCIES

Verification of ones suppliers became crucial with the introduction of the BBBEE
Strategy during 2003. This created an anomaly as this saw the proliferation of various
so-called verification agencies that were used by both the South African government and
private sector companies. No guidelines had yet been set and each verification agency
used and applied different standards and methodologies and certain entities showed a
preference for certain verification agencies. The South African National Accreditation
System, (SANAS) has been tasked with the accreditation process of verification agencies
as well as to develop accreditation standards. SANAS is a public entity that operates
under its own constitution and is an independent non-profit organization with its office in
Pretoria, South Africa. It is internationally recognized and its involvement in the verifica-
tion process will be to create a single set of standards and to provide for the regulation of
the industry.

FRONTING PRACTICES

With the advent of pressure on entities to implement BBBEE, one of the objectives
was fronting, which entailed using black persons as fronts in an entity presenting a
shareholder register that appears favourable. During 2005, the Department of Public
Works lost R414 million to companies with no BBBEE status at all.

Fronting practices by unscrupulous companies has resulted in all entities, whether
South African or multinational, now having to have an accreditation certificate (from a
verification agency) before they do business with government. In order to obtain an ac-
creditation certificate, companies have to spend another few hundred Rand, which could
be anything between R3 500 and R106 500, before being eligible to submit a tender. The
process is therefore one of prevention rather than cure. An accreditation certificate goes a
long way towards saving the South African government R414 million, which is extremely
difficult to recover once lost.

For the online version of the Financial Markets Hand book see www.fmd.co.z a 303

M3INTH




The Broad B ased Bla ck Economi ¢ Empow erment (BB BEE) codes of good prac tice

MULTINATIONAL ENTERPRISES

The BBBEE Codes now clarify one major grey area for multinational enterprises that
have operations within South Africa or that would like to commence operations in the
country. Many questions have been asked as to whether they would need to sell equity to
black persons in order to comply. The problem faced by multinational enterprises
operating within South Africa, but wholly owned by the holding companies situated
outside of South African borders is that the local operation is not in a position to dispose
of any equity held. As the BBBEE Codes require immediate compliance, many of these
enterprises would be in an invidious position.

One of the statements in the final BBBEE Code series, the Recognition of Equity
Equivalents for Multinationals (Statement 103), has brought relief to the concerns of
local multinational enterprises. By means of equity equivalent programmes, a multina-
tional can now score points under the ownership indicator of the generic scorecard and be
deemed to have disposed of equity to a black shareholder. However, only equity
equivalent programmes approved by the Minister of Trade and Industry will be
recognised as a contribution to this indicator. Local multinational enterprises may make
written submissions to the Minister in this respect of other programmes they would wish
to have recognised. Currently examples of recognised programmes include:

n the Accelerated and Shared Growth Initiative for South Africa (“AsgiSA”);
n the Joint Initiative for Priority Skills (“JIPSA™), part of AsgiSA;

n the National Skills Development Strategy, a new strategy which outlines the
strategic objectives and success indicators for skills development until 2010 and is
run under the auspices of the Department of Labour;

n any programmes that promote enterprise creation in respect of co-operatives that
are:

m more than 50% owned by black people; or
m more than 50% owned by black women; or
m more than 50% owned by members of black designated groups.

In addition to scoring points under the ownership indicator, multinational enterprises
may also score under the other elements such as Management Control, Employment
Equity and Socio-Economic Development. When calculating any contribution towards
the ownership element, it is only measurable against value of its South African
operations, meaning that any non-South African operations will have to be excluded from
the calculation.

COMPLIANCE

Many companies have been concerned by the period within which they need to
become compliant. At the moment, the BBBEE Act does not empower government to
take action against any non-compliant entity which refuses to recognise the importance
of the BBBEE Codes. The Department of Trade and Industry is looking at amending the
BBBEE Act in order to compel non-compliant companies to adhere to the BBBEE Codes.
For now, only companies that do business with government have to be compliant and may
be punished for non-compliance. A non-compliant application for business with
government is simply turned down.
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The BBBEE Codes are immediately applicable, however, companies are given a year
from the publication of the final codes to either use the generic scorecard or the transi-
tional scorecard. The transitional scorecard may be beneficial to certain entities as it
allows them to be rated only on the ownership and management control elements. After
this transitional period, all entities, excluding the qualifying small enterprises are obliged
to use the generic scorecard for compliance measurement under the Codes. The Minister
is empowered to adjust thresholds after the first year of implementation of the BBBEE
Codes, namely January 2008.
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Exemptions are allowed, and the following table represents the current thresholds:

COMPANY SIZE TURNOVER THRESHOLD BBBEE COM PLIANCE

Exempt Micro-enterprises R5 million or less No compliance

Qualifying Small enterprises | R5 million to R35 million Compliance to Code 800 (less stringent
compliance)

Large R35 million and over Full compliance

@ CLIFFE DEKKER

By Jay-Ann Jacobs, Director, Cliffe Dekker.

For further information please call her on 021 481 6325
or email her at: jjacobs@cliffe-dekker.com
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Guidelines to listing on the JSE

INTRODUCTION

The JSE Limited (“the JSE”) was formally established on 8 November 1887. It was
borne of the needs of a rapidly developing gold mining industry and has emerged as an
active player in meeting both the political and economic challenges of post apartheid
South Africa.

The JSE is licensed as an exchange under the Security Services Act, 2004 and Africa’s
premier exchange. It has operated as a market place for the trading of financial products
for nearly 120 years. In this time, the JSE has evolved from a traditional floor based
equities trading market to a modern securities exchange providing fully electronic
trading, clearing and settlement in securities, financial and agricultural derivatives and
other associated instruments and has extensive surveillance capabilities. The JSE is also a
major provider of financial information. In everything it does, the JSE strives to be a
responsible corporate citizen.

1. WHY APPLY FOR A LISTING?

There are a number of benefits that may flow from listing on the JSE:

FUNDING

n It is often cheaper to raise equity capital rather than to rely on debt finance, to
fund the expansion of a company’s business, and a listed company is more able to
raise such equity capital.

n A listing will better enable the company to obtain other forms of finance, such as
bank loans. A listing will enhance the status of the company and providers of the
finance will be comforted by the fact that its financial information and actions will
be subject to the JSE and public scrutiny.

n A listing enables a company to use its shares to fund acquisitions, as sellers are
more likely to accept listed shares as consideration.

SHAREHOLDERS
n A listing will better enable the existing shareholders of the company to realise all
or part of their shareholdings, thus making it a more attractive investment.
n The value of the company’s shares will be enhanced if demand is greater than
supply.
n A listing will give the company a wider shareholder base and broaden its exposure.
EMPLOYEES
n A listing will enhance the status of the company which will better enable the
company to attract and maintain good employees.

n A listing will make a company’s share incentive scheme more attractive to
employees, as their shares will be more marketable.

PERFORMANCE OF COMPANY
n The enhanced status of being listed should improve the company’s dealings with
banks, suppliers, distributors and customers, which could have a positive effect on
the company’s overall performance.
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2. WHAT ARE THE DISADVANTAGES OF LISTING?
COST OF LISTING

n In addition to the costs of listing, the company will have to pay an annual listing
fee to maintain its listing (see Cost of Listing table).

ENHANCED REQUIREMENTS

n Upon listing, the company is bound to comply with the listings requirements of
the JSE. These requirements impose requirements on the company beyond those
required under the Companies Act.

n Complying with these requirements can be expensive in terms of cost and
management time.

n Listed companies can be sanctioned by the JSE, if they breach the listings
requirements.

3. THE LISTINGS PROCESS

APPOINTMENT OF PROFESSIONAL ADVISORS

It is appropriate to consult a competent and experienced professional advisor before
deciding to list. If a decision is made to apply for a listing, the company should appoint
appropriate professional advisors.

SPONSOR
The appointment of a sponsor is required by the JSE to be able to list on the main
board. The sponsor’s main responsibilities include:

n advising the company as to the application of the listings requirements and the
directors as to the nature of their responsibilities and obligations as directors of a
listed company;

n satisfying itself that:
m the criteria for listing are met and that the company is suitable to list;
m the company is guided as to the application of the listings requirements; and

m the directors have had explained to them the nature of their responsibilities
and obligations as directors of a listed company;

n submitting the listing documentation to the JSE; and

n filling a liaison role between the JSE and the company.
CORPORATE ADVISOR

It is advisable for the company to also appoint a corporate advisor. (Corporate

advisors are usually the corporate finance divisions of stockbrokers, merchant banks or
auditing firms. There is often an overlap between the functions of the corporate advisor
and the sponsor, and where a merchant bank or stockbroker provides both corporate
financial and sponsor services, the roles are frequently combined).

The corporate advisor’s main responsibilities include:

n advising on the method of listing, the marketing, the size and terms of the offer,
the timing and pricing of the offer;

n advising on market conditions and the potential demand for the company’s shares;
n co-ordinating the listing process;
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n drafting the listings documentation, with the assistance of the company and the
company’s legal advisor, accountant and sponsoring broker;

n approaching the investment community with a view to generating a demand for
the company’s shares;
n if the method of listing to be adopted is a placing, arranging the placing; and
n if the method of listing to be adopted is a public offer and the offer is to be
underwritten, underwriting or arranging the underwriting of the offer.
LEGAL ADVISOR
Companies are also advised to appoint a competent legal advisor. The legal advisor’s
main responsibilities include:
n assisting with the drafting of the listing documentation to ensure that all legal
requirements are complied with;
n if there is an underwriting or a placing, drafting the necessary agreements; and
n preparing share option schemes for the company.

ACCOUNTANT

The JSE requires an independent accountant (a registered accountant and auditor) to
report in the prospectus or pre-listing statement, inter alia, on the profits of the company
over the previous three years and the financial position of the company over the previous
three years.

TRANSFER SECRETARIES

Transfer secretaries are responsible for setting up the company’s register of
members, the issuing of share certificates, the registration of transfers and the mailing of
company circulars.

STRATE
Companies must be approved as STRATE eligible in terms of the Central Securities
Depositary Rules, for the dematerialisation shares to be registered.

PUBLIC RELATIONS CONSULTANT
Public relations consultants are frequently used to assist with promoting a positive
image of the company before a listing.

TECHNICAL ADVISOR

In the case of mineral companies, the JSE requires the prospectus or pre-listing
statement to contain a competent person’s (technical advisor’s) report on the company
and its exploration and/or mining activities.

PRINTERS
The company should contract with a firm of printers to print the share certificates
and prospectus or pre-listing statement.

LISTING TIME FRAME

The listing time frame normally covers between 9 and 13 weeks, depending on the
method of listing, the competence of the professional advisors and the complexity of the
listing.

The typical time frame may be summarised as follows:
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KEY
Company Co
Py
Sponsor S m
Corporate Advisor CA %
Legal Advisor LA s
Accountant A
WEEK | ACTION RESPONSIBILITY
0 Appoint advisors Co
Meet to consider: Legal, financial and tax implications A, LA, CA and Co
Method of listing
Prepare timetable for listing CA
Commence preparation of accountant’s report A and Co
Commence drafting of documentation CA
1-3 Drafting meetings to finalise draft documentation (prospectus / pre-listing | CA, LA, AS and Co
statement)
Finalise accountant’s report A and Co
4 Draft documentation submitted to the JSE for informal comment and S and CA

Registrar (if a public offer)

5-8 JSE formal approval, and Registrar’s approval (if a public offer) obtained Sand CA

9 Listing commences if an introduction, or placing or public offer —
commences
11 Placing closes —
12 Listing commences if a placing or public offer closes —
13 Listing commences if a public offer —
COST OF LISTING

The costs of listing will depend upon the method of listing adopted and the
complexity of the listing.

n The listing fees of the JSE, which are extremely low by international standards, are

as follows:

Monetary value of secu riti es listed Listings f ee includi ng VAT

Rand Rand
not exceeding 500 000 827.64
not exceeding 2500 000 4378.74
not exceeding 5 000 000 8 521.50
not exceeding 25 000 000 26 393.28
not exceeding 50 000 000 35978.40
not exceeding 125 000 000 54 086.16
not exceeding 250 000 000 79 177.56
not exceeding 375 000 000 98 351.22
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Monetary value of secu riti es listed Listings f ee includi ng VAT

Rand Rand
not exceeding 500 000 000 122 849.82
not exceeding 750 000 000 152 201.40
not exceeding 1 000 000 000 184 392.72
not exceeding 1 250 000 000 220 608.24
not exceeding 2 500 000 000 264 636.18
not exceeding 3 750 000 000 312 687.18
not exceeding 5 000 000 000 360 855.60
not exceeding” 7 500 000 000 384 526.56
not exceeding 10 000 000 000 457 195.86
not exceeding 20 000 000 000 828 018.48
not exceeding 30 000 000 000 1128 785.82
not exceeding 40 000 000 000 1372 732.14
not exceeding 50 000 000 000 1570 592.82
Exceeding 50 000 000 000 1710 000.00

The JSE documentation fees are as follows:

The following prescribed documentation inspection fee structure will be charged for
documentation submitted to the JSE for approval in accordance with the listings require-

ments:

Prescribed inspection fees:

Rand (ex cludi ng VAT)

Rand (i ncludi ng VAT)

Articles of association

per new company listed 4 650 5301
per subsidiary of a listed company 4 650 530
re-examination fee per company 4 650 5301
per amendment 900 1026
Capitalisation issue 1500 1710
Category 1 and 2 transactions 15 550 17 727
Change of name 2 600 2 964
Competent persons report - admin fee 550 627

Competent persons report

605 per hour, per reader

689,70 per hour, per reader

Conditional trading 8 300 9 462
Consolidation and sub-division 2500 2850
Debenture trust deed

per trust deed 4 650 5301
re-examination fee per deed 4 650 5301
per amendment 900 1026
General issue for cash, general share buy backs 1100 1254

and general payments
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Prescribed inspection fees:

Rand (excludi ng VAT)

Rand (includi ng VAT)

Increase in authorised share capital 900 1026
New listing 39 950 45 543
Includes pre-listing statement (excludes

articles of associati on, deben ture trust deeds

and share incentive/op tion schemes)

Odd lot offer 4 600 5244
Price stabilisation 4 600 5244
Redemption of securities 4350 4959
Related party transaction 9 750 11115
Revised listing particulars 14 900 16 986
Ei er:;s offers, claw-back offers and renounceable 15 750 17 955
Rulings 3000 3420
gf?gfzme of arrangement and any SRP regulated 8 400 9576
Scrip dividend 1900 2 166
Share incentive and share option scheme

Salient featurescir cular 4 650 5301
re-examination fee per scheme 4 650 5301
per amendment 900 1026
Small related party transaction 1800 2 052
Specific issue of shares for cash 8 650 9861
Specific payments 7 200 8208
Specific share repurchase 12 700 14 478
Termination of listing 13 200 15048
Transfer of sector or board 2350 2679
Unbundling 13 200 15048
Voluntary liquidations 8 200 9 348

The aggregation of fees indicated will be payable in cases where a combination of

topics are being proposed simultaneously.

No fees are payable in respect of circulars dealing with a conversion, in terms of the
original conditions of issue, of one class of listed security into another class of listed

security of the same applicant issuer.

No fees are payable in respect of the inspection of share/debenture certificates.

Documentation inspection fees are payable in addition to the listing fees.
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PROFESSIONAL ADVISORS’ AND OTHER FEES:

n

Sponsor:

Negotiable, depending on the size and complexity of the listing.

Corporate advisor:

Negotiable, depending on the size and complexity of the listing and the amount of
work required.

Legal Advisor:

Fees based on hourly rates.

Accountant:

Fees based on hourly rates.

Transfer secretary:
Variable.

Public Relations Consultant:
Variable.

Printers:
Variable.

OTHER COSTS ATTACHED TO THE LISTING:

@

(b)

312

n

Creation duty:
On the increase in share capital (5¢ per R20).

Issue duty:
0,25% on issue price.

MST / stamp duty on transfer of shares (if applicable):
0,5% on consideration.

Underwriting fees (if required):

Negotiable (approximately 2,5% of value underwritten).

Bank charges:
Variable.

Brokerage:
Variable.

In addition, after listing, the company will also have to pay an annual listing fee (in
February of each year except the year of listing) calculated as follows:

in respect of equity securities listed, an amount equal to 0.04% of the market value
of all the listed equity securities in the company calculated by taking the average of
the middle market price ( itself being the average of the highest and lowest prices
traded) of such securities on the last business day before the end of January, April,
July and October of the previous year on which such securities were dealt in,
subject to a minimum fee of R26 334 (including VAT) and a maximum fee of
R132 585,42 (including VAT) in each year and calculated to the nearest R50;

in respect of issuers with preference shares listed, an amount of R7 524 (including
VAT); and in respect of issuers with debentures or loan stock listed, an amount of
R3 762 (including VAT).
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4. THE CHOICE OF MARKET
The JSE operate 2 markets:

n the Main Board; and
n AltX
Each of these markets have different criteria for listing.

MAIN BOARD REQUIREMENTS
The principal requirements for a Main Board listing include:

n a subscribed capital (including reserves but excluding minority interests, and
revaluations of assets and intangible assets that are not supported by a valuation by
an independent professional expert acceptable to the JSE prepared within the last
six months) of at least R25 000 000;

n not less than 25 000 000 equity shares in issue;
n asatisfactory audited profit history for the preceding three financial years, the last

of which reported an audited profit of at least R8 000 000 before taxation and
after taking account of the headline earnings adjustment on a pre tax basis.

— it must be carrying on as its main activity, either by itself or through one or
more of its subsidiaries, and independent business which is supported by its
historic revenue earning history and which gives it control over a majority of its
assets, and must have done so for the period covered by paragraph 4.28(c);

— if it is a company with a majority of its assets invested in securities of other
companies listed on the JSE it must satisfy the “Criteria for listing” for
investment entities detailed in paragraphs 15.3 and 15.4;

n 20% of each class of equity securities shall be held by the public; and
n the number of the public shareholders in respect of of listed securities shall be at
least:
(i) 500 for equity securities;
(ii) 50 for preference shares; and
(iii) 25 for debentures.

The JSE may list companies which do not strictly comply with the above require-
ments, but this will only occur in exceptional circumstances. It should be noted that
investment entities, mineral companies and property companies that are listed on the
Main Board have certain modified criteria for listing.

ALTX

In addition to the requirements set out above, an issuer wishing to apply for a listing
on AltX must comply with the following requirements.

n the applicant issuer must appoint a Designated Adviser (“DA”)

n the applicant issuer must have share capital of at least R2 000 000 (including
reserves but excluding minority interests, and revaluations of assets and intangible
assets that are not supported by a valuation by an independent professional expert
acceptable to the JSE prepared within the last six months);
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n the public must hold a minimum of 10% of each class of equity securities and the
number of public shareholders shall be at least 100;

n the directors must have completed the ALTX Directors Induction Programme or
must make arrangements to the satisfaction of the JSE to complete it;

n the applicant issuer must appoint an executive financial director and the DA must
be satisfied (and submit confirmation in writing to the JSE ) that the financial
director has the appropriate expertise and experience to fulfill his/her role

n the applicant issuer must produce a profit forecast for the remainder of the
financial year during which it will list and one full financial year thereafter

n the applicant issuer’s auditors or attorneys must hold in trust 50% of the
shareholding of each director and the DA (“relevant securities™) in such applicant
issuer from the date of listing, and a certificate to that effect must be lodged with
the JSE by the issuers auditors or attorneys.

n At least 25% of the directors must be non-executive.

5. METHODS OF OBTAINING A LISTING

There are three principle methods of obtaining a listing:

AN INTRODUCTION

This is suitable where the company does not need to raise capital and has a suffi-
ciently wide public spread of shareholdings. It is the quickest and cheapest means of
listing, as there is no offer to the public and minimum formalities are required.

A PRIVATE PLACING

This has proved to be the most common method of obtaining a listing. In this
instance, shares in the company are placed or offered to prospective shareholders
through private negotiation. Usually this will be done through a sponsor or a merchant
bank.

A PUBLIC OFFER

A public offer may be an offer for subscription or an offer for sale. In an offer for sub-
scription, members of the public are invited to subscribe for unissued shares and the
proceeds accrue to the company, while in an offer for sale, existing shareholders invite
subscribers to purchase their shares and therefore the proceeds accrue to the shareholders.

This method requires the production of a prospectus which must be approved and
registered with the Registrar of Companies. The public will have a certain period of time
within which to submit their applications and payment. The company will have to decide
on the basis of allocation if there is an over-subscription. If the offer is over-subscribed,
the company earns interest on the payments received until the date of refund. This
increase may be used to offset the costs of the offer.

THE PROSPECTUS / PRE-LISTING STATEMENT

When a company applies for a listing, it must produce a pre-listing statement
containing certain prescribed information concerning the company, its business and its
prospects. While the pre-listing statement may promote investment in the company’s
shares, it is not an invitation to the public to subscribe for shares, but rather aimed at
enabling potential investors to make an informed investment decision regarding the
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company’s shares. If the pre-listing statement contains a public offer, it will also have to
comply with the prospectus provisions contained in Section 148 and Schedule 3 of the
Companies Act.

Although the pre-listing statement will largely be drafted by the corporate advisor,
the directors of the company accept full responsibility for the accuracy of its content.

The main categories of information in the pre-listing statement are the following:

n General information regarding the company and its capital.

n Information regarding the directors and management of the company and the
company’s advisers.

Information regarding the securities to be listed.
Information on the company’s / group’s activities.
Information on the company’s financial position and profits and losses.

THE TIMING OF THE LISTING
The date of entering the market will largely be determined by the condition of the
market and the state of the company.

The JSE may be static, rising or in decline, and it is generally more risky to list in a
declining market.

The company should be in a sound financial position, with good prospectus, and have
the systems in place to comply with the JSE’s financial disclosure requirements.

THE ISSUE PRICE
Determining the correct price at which to issue shares is a delicate exercise that
involves two stages:

ESTIMATED MARKET PRICE
There are various methods of valuing securities, including:

n the potential dividend yield;
n the price / earnings ratio;
n discounted cash flow analysis; and net asset value.

Frequently one finds that combinations of the above and other methods are used in
valuing the securities. When using certain of the above methods, the investor’s desired
rate of return must be estimated, and here cognisance must be taken of the returns
provided by a listed share with a similar risk profile within the sector or market that the
company intends to list.

THE DISCOUNT TO MARKET PRICE

To ensure a successful listing, the issue price should be fixed at a reasonable discount
(15% to 20%) to the estimated market price. This provides an incentive for investors to
prescribe and protects the company against a drop in share prices on the exchange. If the
market price was correctly estimated the share price should increase after listing which in
itself generates further investors interest.
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UNDERWRITING THE ISSUE
Although it is not a requirement that an offer be underwritten, an underwriting can
have the following advantages:
n the company is assured of raising the desired amount of capital; and
n it creates a good impression if a prominent institution is prepared to underwrite
the offer.

Ms/y For more information contact the Director: Issuer Services
JSE Tel: 27-11-520-7060

Fax: 27-11-520-8596
”‘\ Web: www.jse.co.za

DISCLAIMER

Please note that this document constitutes mere guidelines to the listing procedures of the JSE and you are encouraged to contact
the Director: Issuer Services mentioned on the cover page for more information and/or interpretations on the listings
procedures/requirements, as each listing is evaluated independently on merit.
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