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MAKALANI HOLDINGS LIMITED

GROUP PROFILE
for.the year ended 30 June 2012

OVERVIEW

Makalani Holdings Limited (*Makalani”) listed on the JSE on 18 May 2005, after raising
R2.5 billion of capital from institutional and private investors. The Company subsequently

delisted on 1 June 2010 as the linked unit price did not reflect the underlying net asset value of

the Company.

= Makalani is a mezzanine financing company that provides funding for Black Economic

Empowerment transactions and targeted investments, such as infrastructure and affordable

housing, as defined in the Financial Sector Charter.

The capital structure of Makalani comprises ordinary shares which are linked to unsecured,

variable-rate debentures in the ratio of one ordinary share to one debenture.

*  Makalani's investment focus is predominantly on mezzanine instruments; but it can also invest

in senior loans, convertible instruments and, where appropriate, ordinary shares.

= Makalani is managed by Makalani Management Company Proprietary Limited ("Manco”).

ADMINISTRATION

Registered office

2™ floor, 4 Merchant Place,
Comer Fredman Drive and Rivonia Road,
Sandton, 2196

P O Box 781463, Sandton, 2146

Transfer secretary

Link Market Services South Africa Proprietary Limited
sth floor, 11 Diagonal Street, Johannesburg, 2001
P O Box 4844, Johannesburg, 2000

Ultimate Parent Company
FirstRand Limited

Physical office

The Reserve,
52 - 54 Melville Road,
llovo, 2196

Tel: +27 11 428 0680
Fax: +27 11 447 7389

Email:  enquiries@makalani.co.za
Web : www.makalani.co.za
Auditors

PricewaterhouseCoopers Inc
2 Eglin Road, Sunninghill, 2157

Private Bag X38, Sunninghill, 2157
Holding Company
RMB Investments & Advisory Proprietary Limited

1|Page



MAKALANI HOLDINGS LIMITED

INVESTMENT PORTFOLIO
forthe year ended 30 June 2012

The portfolio (excluding loans to subsidiaries and cash) at 30 June 2012 is shown in the table below:

Underlying company Empowered company Sector e J;,':}%g e
Loans

Emira Broad - based BEE parties | Real estate 150 036
Exxaro Eyesizwe and others Mining 174 767
FirstRand wDB Banks 20718
Gautrain Bombela Construction 129 236
Ufhata Uthata Various 5 000
Lereko Lereko Various 7 280
Sasol Ufhata Qil and chemicals 10 975
Tourvest Guma Tourism Various 43072
Preference shares

Convergence Partners | Convergence Partners :T =l s 132 670

elecommunications

Eyesizwe Eyesizwe and others Mining 65 684
Lereko Lereko Various 57 267
Sandown Motors True Class Motor retail 388 474
Tongaat Various BEE parties Food and beverage 146 648
Carrying value 1331 827
Aggregate fair value adjustments for prior periods (8 676)
Fair value adjustments for current year (21 148)
Hedged fair value of portfolio {including derivatives) 1 302 003
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MAKALANI HOLDINGS LIMITED

INTEGRATED REPORT
for the year ended 30 June 2012

CORPORATE GOVERNANCE

Govermnance ethos

The directors of Makalani Holdings Limited (“Makalani") endorse the Code of Corporate Practices
and Conduct ("King 111"} contained within the King Report on Corporate Governance for South Africa
of 2012. They are satisfied that the Group has in all material respects complied with the provisions
and the spirit of King |, other than those specifically disclosed as not being complied with.

Management and administration

Makalani Management Company Proprietary Limited ("Manco") has been mandated in terms of the
Management Agreement to manage the affairs of Makalani. As at 30 June 2012, RMB owned 49%
of the share capital of Manco.

Responsibilities of Manco

The management fees for the year under review have been calculated on the following basis:
«  0.75 % on invested assets payable quarterly ("the Base fee™);

«  0.15% on cash payable quarterly; and

a performance fee of 10% of the return in excess of the benchmark. The benchmark return is a

three-month JIBAR plus 425 basis points, after taking into account the Base fee.
It remains Manco's responsibility to:
manage the general administrative activities of the Group, including the accounting functions;

manage the broader investment functions, making recommendations on disposals of

investments;
participate in the management of the investee companies when required;

* manage the financial matters of the Group, including managing and monitering the Group's

gearing and liquidity positions; and

« manage communications with unitholders and other stakeholders.
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MAKALANI HOLDINGS LIMITED

INTEGRATED REPORT (CONTINUED)

Stakeholder relationships

Makalani actively distributes information to unitholders and other stakeholders through notices via
registered mail, its website (www.makalani.co.za) and meets with unitholders as and when deemed
appropriate. No requests were received by the Company under the Promotion of Access to
Information Act 2000. No regulatory penalties were imposed for the period under review. As
Makalani is a BEE investment company, currently operating in a wind — down phase, with no
employees, the most significant stakeholders are considered to be the Company's unitholders, The
impact of the Company on its unitholders has been contextualised in the Directors’ report. Other
than contained in this annual report, no other significant dealings occurred with the stakeholders of

Makalani.

Sustainability

As Makalani is in a wind-down phase, the Company relies on its existing investments related to
BBBEE in its policies of social impact and transformation. Ethical behaviour of the Company is
given due attention at board level and monitored on a ongoing basis. Due to the nature of the
Company being a funder of existing BEE transactions, with no operations or staff, the Company
does not exercise direct control over Occupational Health and Safety Act or environmental impact

factors.

The board of direcfors and ifs commiffees

Board profile

Robert James Childerstone Hamer (43) (Chairman)

BCom (Hons) (Wits), MCom, CA (SA)

Appointed October 2008

Rob Hamer joined Rand Merchant Bank in 1996. He is co-head of Rand Merchant Bank's
Investment Banking division and a member of the Rand Merchant Bank management board. The
Investment Banking division participates in and is involved in arranging, underwriting and
distributing senior and mezzanine debt in a variety of transactions, which include asset-based
finance, capital markets transactions, leverage finance, management buyouts, BEE transactions
and property finance. Prior to joining Rand Merchant Bank, he was employed at
PricewaterhouseCoopers Inc. He is a member of the South African Institute of Chartered
Accountants.

Directorships:

Makalani Management Company Proprietary Limited
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MAKALANI HOLDINGS LIMITED

INTEGRATED REPORT (CONTINUED)

Keshan Pillay (44) (Chief Executive Officer)

BCom (UKZN)

Executive Development Programme (WBS)

Appointed September 2008

Keshan Pillay is a senior transactor with significant experience in the structuring and financing of
BEE transactions. He was previously an executive director of the Mineworkers Investment
Company "MIC", responsible for the group's finance and investment strategy. Significant
transactions led by Keshan during his tenure at the MIC included BP, FirstRand, Metrofile, Tracker
and the successful R15 billion public to private transactions of Peermont Global and Primedia.
Directorships:

Eastvaal Motor Holdings Proprietary Limited

Makalani Management Company Proprietary Limited

Makalani Treasury Units Proprietary Limited

Peermont Proprietary Limited

Primedia Proprietary Limited

Grant Lawrence Minnaar (37} (Financial Director)

BCompt (Hons), LLB, MCom, CA (SA), CFA

Appointed October 2008

Grant Minnaar joined Makalani Holdings Limited as Chief Financial Officer in January 2007 after
spending two years with the Vodacom group. Prior to that Grant spent three years as a team leader
in the financial institutions unit of the South African Revenue Service, focusing on banking and
structured finance. He completed his articles in the banking division of PricewaterhouseCoopers
Inc. Grant has been involved in all aspects of the Company. He is a member of the South African
Institute of Chartered Accountants.

Directorships:

Makalani Management Company Proprietary Limited

Makalani Treasury Units Proprietary Limited
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MAKALANI HOLDINGS LIMITED

INTEGRATED REPORT (CONTINUED)

John Edward Ehlers (42) (Non-Executive Director)

BCom (Hons) (Tuks), CA (SA)

Appointed October 2010

John Ehlers joined Rand Merchant Bank in 1998. He is co-head of Rand Merchant Bank's
Leveraged Finance Team. The Leveraged Finance Team participates in and is involved in
arranging, underwriting and distributing senicr and mezzanine debt in a variety of transactions,
which include management buyouts, BEE transactions and Corporate Mergers & Acquisitions. Prior
to joining Rand Merchant Bank, he was employed at Ernst & Young. He is a member of the South
African Institute of Chartered Accountants.

Directorships:

Makalani Management Company Proprietary Limited

Bryan Douglas Hopkins (65) (Independent Non-Executive Director)

Chairman of audit and risk committee

B.Com (Hons), CA (SA)

Appointed January 2009

Bryan Hopkins is a non-executive director of Resilient Property Income Fund, Avusa Limited,
Holdsport Limited and Kagiso Asset Management Limited. He previously held senior executive
positions in the asset management industry with Old Mutual and Absa. Prior to that Bryan was
professor of Accounting at the University of Cape Town. He is a member of the South African

Institute of Chartered Accountants.

Cornelius Abraham Ludik (41) (Non-Executive Director)

BCom (Hons), CA (SA)

Member of the audit and risk committee

Appointed October 2010

Neels Ludik joined Momentum Group Limited in 1997. He is cuirently working in the Balance Sheet
Management division of MMI Holdings Limited. The primary duty of the Balance Sheet Management
Division is to oversee, and ensure proper corporate governance over and management of market
risks as well as credit, funding and liquidity risks assumed by the MM! Group in respect of
shareholders and to oversee and direct MMI's capital management activities. Prior to joining
Momentum he was employed at PricewaterhouseCoopers Inc. He is @ member of the South African
Institute of Chartered Accountants.
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MAKALANI HOLDINGS LIMITED
INTEGRATED REPORT (CONTINUED)

Thirumemie Pather (33) (Alternate Non-Executive Director)

B Acc (UDW), PGDA (UDW), CA (SA)

Appointed October 2010

Appointed as alternate director December 2010

Thiru Pather is a Senior Project Manager in the Isibaya Fund at the Public Investment Corporation.
Thiru is responsible for Private Equity and Broad Based Black Economic Empowerment
transactions within the Isibaya Fund. This includes both direct as well as Fund investments. Prior to
joining PIC, Thiru was employed at PricewaterhouseCoopers Inc. Corporate Finance. Thiru is a

member of the South African Institute of Chartered Accountants.

Royith Rajdhar (46) (Non-Executive Director)

CA (SA), H.Dip Tax Law

Member of the audit and risk committee

Appointed December 2010

Roy Rajdhar is the General Manager of the Isibaya Fund at the Public Investment Corporation
where he oversees the developmental investment and private equity portfolio. His post qualifying
experience has mainly been in development finance having worked for institutions such as
International Finance Corporation and Development Bank of Southern Africa. He is a member of the

South African Institute of Chartered Accountants.

Rofe and function of the board

The directors have a duty and responsibility to ensure that the principles outlined in the King Code
2012 are observed. They have a fiduciary duty to act in good faith, with due diligence and care in
the best interest of the Group and all its stakeholders. All directors subscribe to the code of ethics
which forms part of the board charter. The board believes that it has performed in accordance with
this code during the period under review. Furthermore, no matter has come to the boards attention
to indicate that the Company did not behave ethically during the period under review.

Although the board is the focal point for governance and is ultimately accountable and responsible
for the performance and affairs of the Group, certain functions linked under the management and

administration section of this report have been delegated to Manco.
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MAKALANI HOLDINGS LIMITED

INTEGRATED REPORT (CONTINUED)

In overseeing the winding down of the Group, the directors are required to exercise leadership,
enterprise, integrity and judgement based on transparency, fairness, accountability and
responsibility. The board is responsible for ensuring compliance with all relevant laws, regulations
and codes.

The board's responsibility for operational performance includes identifying risks which impact on the
Group and the monitoring of the management of these risks, internal controls, corporate
governance, business plans, key performance indicators (both financial and non-financial) and the

annual budget. It oversees all investment decisions.

In exercising control, the directors are empowered to delegate their authority which they do through

various board committees.

Classification of directors
For the purposes of this report the classification of directors is as follows:

«  Executive directors are employed by Manco;
Non-executive directors are employed by unitholders of Makalani; and

* Independent non-executive directors are not employed by any unitholder of Makalani.

Composition of the board

Makalani has a unitary board structure, with a balance of power and authority to ensure that no one
individual has unfettered powers of decision making. Its chairman is a non-executive director but is
not classified as being independent, as the chairman is an employee of the majority unitholder of
Makalani. As agreed by the board and majority unitholders of Makalani, due to the wind-down
nature of Makalani and its closely-held shareholding, it has been deemed as not necessary to have
a separate chairman who is also classified as independent in addition to being non-executive. The
chairman's experience in the financial services industry equips him ideally to lead the Makalani

board. The roles of chairman and chief executive officer are separate.

At 30 June 2012, the board of Makalani comprised seven directors. Two of the directors are
executives, four are non-executive directors and one is an independent non-executive director.
Refer to the board of directors and its committees on page 4 for a list of all the directors. Two of the

directors are classified as Black in terms of the Financial Sector Charter.
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MAKALANI HOLDINGS LIMITED

INTEGRATED REPORT (CONTINUED)

Appointment of new directors

The charter of the board details procedures for appointment of directors to the board. Appointments
are formal and a matter for the board as a whole, with appointments being ratified by the annual
general meeting of Makalani. When appointing directors, the board takes cognisance of its needs in
terms of skills, experience, diversity, size and demographics. The board has not deemed it
necessary to appoint a nominations committee.

In terms of the Group's Memorandum of Incorporation, one-third of the directors are required to
retire each year. Non-executive directors are appointed for three years and are subject to the
Companies Act provisions relating to their removal. The reappointment of non-executive directors is

not automatic and is subject to performance and eligibility. The retirement age is 70.

The directors are encouraged to participate in ongoing training to familiarise themselves with
Makalani's operations, its business environment, their fiduciary duties and responsibilities and

unitholder expectations.

Board proceedings
The board meets quarterly, and additional meetings are convened when deemed necessary.
During the year the board met quarterly. Attendance at the quarterly meetings was as follows:

24 August 2011 | 20 November | 22Pe0mary | 46 yay 2012

RJC Hamer (Chairman)® v A v v
JE Ehlers? v v 7 v
BD Hopkins' v v v v
CA Ludik® v A v v
GL Minnaar - FD v v v v
T Pather*® v v v v
K Pillay — CEO v v v v
R Rajdhar? A A A A

Independent Non-executive Director v Present

Non-executive Director A Apologies

3 Alternate to R Rajdhar
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MAKALANI HOLDINGS LIMITED
INTEGRATED REPORT (CONTINUED)

Messrs Ehlers, Ludik and Ms Pather were elected to the board on 20 October 2010, at the Annual
General Meeting of the Company. Messrs Bartlett, Gihwala, van der Ross, DrKonar and
Ms Sebotsa resigned from the board on 20 October 2010. These directors resigned after the
Company successfully delisted from the JSE, resulting in three institutional unitholders holding
approximately 99% of the unitholding of the Company. It was therefore deemed no longer
necessary for the Company to retain nine directors in an unlisted wind-down environment. The
directors appointed subsequent to the delisting were appointed by the majority unitholders.
Ms Pather resigned from, and Mr Rajdhar was appointed to, the board on 4 December 2010.

Ms Pather remains an alternate director for Mr Rajdhar.

Directors have full and unrestricted access to Makalani's information and property. They are entitled
to seek independent professional advice at the Group's expense in support of their duties. Non-
executive directors also have the opportunity to meet separately without the attendance of the

executive directors.

Remuneration committee

All the non-executive directors are members of the remuneration committee, which is responsible
for recommending to unitholders the fees payable to directors for their services. These fees are
subject to unitholder approval via special resolution at the annual general meeting. Separate
remuneration committee meetings are not held and remuneration-related matters are dealt with in

the normal course of business at quarterly board meetings.

Audit and risk committee

The activities of the audit and risk committee have been covered under the report of the audit

committee noted further below.

Investment process

All investment decisions are made by the entire board of Makalani.

Manco has previously managed the investment process by identifying suitable Financial Services
Charter ("FSC”) - compliant investments consistent with the investment mandate and the Group's
objectives. The fund is now closed with the Group pursuing a wind-down strategy as communicated

to unitholders.
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MAKALANI HOLDINGS LIMITED

INTEGRATED REPORT (CONTINUED)

The board has deemed it appropriate that all disposals or other related transactions forming part of
the Group’s wind-down strategy should be subject to the approval of the entire board. Directors who
are employed by the FirstRand Group or Manco would recuse themselves from any decisions

relating to transactions with the FirstRand Group, thereby avoiding any conflicts of interest.

Counterparty limit

Limits per counterparty across equity, mezzanine debt and senior debt were in the past decided by
Manco, subject to a previous maximum exposure of 15% of the total funds of the Group heing
invested in any one counterparty. This counterparty limit has been relaxed going forward, in light of
the wind-down strategy.

Donations to political parties
The Group does not make lcans or donations to political parties.

The making or acceptance of payments, other than declared remuneration, gifts and entertainment,
as consideration, to act or fail to act, in a certain way are prohibited. Directors are required to

disclose any potential conflicts of interest.

Company secretary

Mr Minnaar was appointed company secretary on 1 January 2011. He is suitably qualified and
empowered. He has access to the FirstRand Group secretarial resources. The company secretary
provides support and guidance to the board in matters relating to governance and ethical practices
across the Group. He assists the board as a whole and directors individually with detailed guidance
as to how their responsibilities should be properly discharged in the best interest of Makalani. He
facilitates, where necessary, induction and training for directors and assists the chairman in

determining the annual meeting timetable. He also serves as secretary to the board committees.

Board self evaluation

A board self-evaluation was conducted in December 2011, The self evaluation exercise did not

highlight any areas of concern nor necessitate any action plans.
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MAKALAN| HOLDINGS LIMITED

INTEGRATED REPORT (CONTINUED)

Significant departures from King il

Majority of non-executive directors should be independent

As agreed by the board and majority unitholders of Makalani, due to the wind-down nature of
Makalani and its closely held unitholding, it was deemed as not necessary for the majority of non-
executive directors to be independent, with the various majority unitholders of the Company
represented by at least one director on the board of the Company.

Unless legislated otherwise, the board should appoint a nomination committee as a standing
cormymittee

As agreed by the board and majority unitholders, no separate nomination committee has been
formed, with the board, as appointed by the majority of unitholders, performing this function.

Summary integrated report
No summary integrated report has been produced, as the exercise has been considered
unnecessary for the length of the current report.

Financial Sector Charter

Makalani was established to facilitate the implementation of the FSC by, on the one hand, providing
investors with a suitable listed instrument (linked unit) earning a commercial return and qualifying as
a FSC-compliant investment earning FSC scorecard points, and on the other hand, providing
sufficient funding to drive FSC-compliant investments forward. Makalani's exclusive mandate had
been to fund BEE transactions and targeted investments as defined in the charter. [t is now required

to wind down its portfolio in the best interests of all its stakeholders.
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MAKALAN| HOLDINGS LIMITED

INTEGRATED REPORT (CONTINUED)

REMUNERATION REPORT

As Makalani is an investment holding company with all its operating activities outsourced to Manco
under the Management Agreement, Makalani does not retain any employees but is governed by a
board of directors who receive directors fees. The executive directors being Messrs Pillay and
Minnaar are full-time employees of Manco and do not receive any remuneration from Makalani
other than the emoluments disclosed under note 25. The fees received by Messrs Pillay and
Minnaar have been waived and ceded to their employer, Manco and do not accrue to them in their
personal capacities.

Incentives for the successful winding down of the investment portfolio of the Company are payable
to Manco as part of the Management Contract, as set out under the corporate governance section
of this integrated report. As at the 2012 financial year end, R14.3 million of performance fees have
been accrued for using the methodology contained under page 3 of this report.

All directors of the Company are remunerated quarterly for acting as directors on the following

basis:
Position Amount
Board
Chairman R167 000 per annum
Director R111 400 per annum
Chief Executive Officer R167 000 per annum

Audit commiftee

Chairman R31 800 per meeting
Member R15 370 per meeting

Directors’ emoluments are disclosed under note 25. Where applicable, incidental expenses for

travelling to attend board meetings of the Company are reimbursed by the Company and included

as part of directors emoluments as disclosed under note 25.
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MAKALANI HOLDINGS LIMITED

INTEGRATED REPORT (CONTINUED)

The directors fees are considered to be market-related with no ex gratia payments, bonuses, other
benefits, or severance payments made in the 2012 financial year. Furthermore, no share based or

long-term incentive schemes were in use during the 2012 financial year.
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MAKALANI HOLDINGS LIMITED

INTEGRATED REPORT (CONTINUED)

REPORT OF THE AUDIT COMMITTEE

Role and performance of the audit and risk committee

The Makalani audit and risk committee (“Committee”) reviews findings and reports from the internal
and external auditors. The Committee assists the board in discharging its responsibilities on the
management of risk, both financial and non-financial, the safeguarding of assets, financial control
and reporting, internal controls, unitholder reporting and corporate governance. In doing this, the
Committee takes cognisance of all applicable laws as well as International Financial Reporting
Standards.

In discharging its responsibility to ensure an effective compliance framework and process under
King Ill, the board of Makalani makes use of the services of Manco in terms of the Management
Agreement. In addition to Manco, the board also makes use of the services and best practices of
FirstRand Group Internal Audit, who independently conduct testing of Makalani on an annual basis
in addition to the procedures conducted by the external auditors.

An adequate system of internal control is in place to mitigate those significant risks as identified
below to an acceptable level. The system of internal control is designed to manage, rather than
eliminate risk of failure. Therefore the system of control can only provide reasonable, but not
absolute assurance. A documented and tested business continuity plan exists to ensure continuity

of business critical activities.

Based on the reports and findings of the external and internal auditors and Manco, no significant
items have come to the board's attention to indicate that the system of internal controls of Makalani
did not function effectively during the period under review. This also extends to IT reporting and
governance which has been outsourced to Manco under the Management Agreement. The
Committee considers the accounting practices and internal financial controls to be appropriate for

the annual financial statements of the Group.

Other than the concentration, valuation and financial risks noted under note 22 of this report, no
other significant risks (sustainability or otherwise) have been noted due to the wind-down and
commercial nature of Makalani. No material losses, unusual or unexpected risks were taken by the
Company during the period under review. The board is comfortable that the Company's risk
management processes operated effectively for the 2012 financial year.
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MAKALANI HOLDINGS LIMITED

INTEGRATED REPORT (CONTINUED)

The Committee is responsible for maintaining a transparent and appropriate relationship with the
external auditors, reviewing the scope, quality and the costs of the statutory audit as well as
questioning their independence and objectivity. The Committee is also responsible for reviewing the
scope and extent of any non-audit services rendered by the external auditors to ensure that their
independence is not impaired. The chairman of the Committee is required to attend the annual
general meeting. The Committee in performing its functions has satisfied its responsibilities in
compliance of the terms of references as laid out in the audit committee charter, as well as with any
other legal and regulatory responsibilities.

In terms of the appropriateness of the financial director of the Group and the financial function, the
Committee has considered the experience and expertise of Mr Minnaar and that of Manco, and is
satisfied with his competence and performance and that of Manco.

Comprehensive details of the Group's financial risk management processes can be found in note 22

of the financial statements.

Composition

The Committee comprises three non-executive directors and is chaired by the independent non-
executive director. The chief executive officer and the financial director of the Group attend the
meetings in an ex-officio capacity. The internal and external auditors are present at Committee
meetings by invitation and are able to meet independently with the chairman of the Committee if
required. The qualifications and experience of the members of the Committee have been included
under the section detailing the board of directors and its committees.
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MAKALANI HOLDINGS LIMITED

INTEGRATED REPORT (CONTINUED)

Attendance at the meetings held during the year to 30 June 2012 was as follows:

Audit and risk committee meetings

30 November 22 February
24 August 2011 2011 2012 16 May 2012

JE Ehlers' v v A A
BD Hopkins (Chairman) v v v v
N Ludik? - A A v
T Pather® v v v v
R Rajdhar A A A A

Attendance by invitation v Present

Appointed 24 August 2011 A Apologies

®  Alternate to R Rajdhar

Makalani's  financial statements have been audited by independent auditors
PricewaterhouseCoopers Inc. The board and audit and risk committee believe that they have
observed the highest level of business and professional ethics and have no reason to believe that
they have not at all times acted with unimpaired independence. The designated auditor from
PricewaterhouseCoopers Inc. is Mr Ranesh Hariparsad who was appointed in 2009. Rotation rules
require that Mr Hariparsad may only hold this position for five financial periods.

Details of any non-audit services provided by the external auditors are disclosed in the financial
statements (if applicable), together with fees paid. This integrated report was formally submitted to

the board for approval by the Committee.

4

b

s

BD Hopkins
Chairman, Audit Committee

31 August 2012
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MAKALANI HOLDINGS LIMITED

DIRECTORS' RESPONSIBILITY STATEMENT
fof the year ended 30 June 2012

In accordance with the provisions of the Companies Act of 2008 (Act 71 of 2008), as amended, the
directors are responsible for the preparation, integrity and fair representation of this seventh set of
annual financial statements of Makalani Holdings Limited, which comply with the International
Financial Reporting Standards ("IFRS") and which, in accordance with those standards, fairly
present the financial position of the Group at 30 June 2012, and the financial performance and cash
flows for the 12 months then ended.

It is the responsibility of the independent auditors to report on the fair presentation of the financial
statements. Their unmodified audit report appears on page 21.

The directors are ultimately responsible for the internal controls and risk management of the Group.
The directors discharge these responsibilities through, inter afia, the Management Agreement with
Manco. In terms of the Management Agreement, standards and systems of internal control are
designed and implemented to provide reasonable assurance as to the integrity and reliability of the
financial statements in accordance with IFRS and to adequately safeguard, verify and maintain
accountability for the Group's assets. Systems and controls include the proper delegation of
responsibilities within a clearly defined framework, effective accounting procedures and adequate
segregation of duties. Systems, controls and the risk management processes are monitored in

terms of the Management Agreement.

Based on the information and explanations provided by Manco, and the internal auditors, the
directors are of the opinion that the internal controls are adequate and that the financial records may
be relied on in preparing the financial statements in accordance with IFRS and maintaining
accountability for the Group's assets and liabilities. Nothing has come to the attention of the
directors to indicate that any material breakdown in the functioning of the controls or risk
management processes, resulting in material loss to the Group, has occurred during the 2012

financial year and up to the date of this report.

The directors have a reasonable expectation that the Group has adequate resources to continue
operating for the foreseeable future. For this reason, the annual financial statements have been
prepared on a going-concern basis. The Group was delisted in June 2010 and is currently on a

wind-down strategy; however this does not affect the going-concern assumption.
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MAKALANI HOLDINGS LIMITED

DIRECTORS’ RESPONSIBILITY STATEMENT (CONTINUED)

These financial statements which are prepared in accordance with IFRS and presented on pages
23 to 98, were approved by the board of directors on 31 August 2012 and are signed on its behalf
by:

[\ iy

RJC Hamer K Pi[lé/

Chairman CEO

lllovo

31 August 2012
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In my capacity of Company Secretary, | hereby confirm that, for the year ended 30 June 2012, the
Company has lodged with the Registrar of Companies all such returns and notices as are required
of a company in terms of the Companies Act, 2008, and that all such retums and notices are, to the

best of my knowledge and belief, true, correct and up to date.

/ ~

GL Minnaar

Company Secretary

lllovo

31 August 2012
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INDEPENDENT AUDITOR’S REPORT TO THE UNIT HOLDERS OF
MAKALANI HOLDINGS LIMITED

We have audited the consolidated and separate financial statements of Makalani
Holdings Limited, set out on pages 28 to 95 which comprise the statements of
financial position as at 30 June 2012, and the staternents of comprehensive income,
statements of changes in equity and statements of cash flows for the year then ended,
and the notes, comprising a summary of significant accounting policies and other
explanatory information.

Directors’ Responsibility for the Financial Statements

The company's directors are responsible for the preparation and fair presentation of
these consolidated and separate financial statements in accordance with International
Financial Reporting Standards and the requirements of the Companies Act of South
Africa, and for such internal control as the directors determine is necessary to enable
the preparation of consolidated and separate financial statements that are free from
material misstatements, whether due to fraud or error.

Auditor’s Responsibility

Our responsibility is to express an opinion on these consolidated and separate
financial statements based on our audit. We conducted our audit in accordance with
International Standards on Auditing. Those standards require that we comply with
ethical requirements and plan and perform the audit to obtain reasonable assurance
about whether the consolidated and separate financial statements are free from
material misstatement,

An audit involves performing procedures to obtain audit evidence about the amounts
and disclosures in the financial statements. The procedures selected depend on the
auditor’s judgement, including the assessment of the risks of material misstaternent
of the financial statements, whether due to fraud or error. In making those risk
assessments, the anditor considers internal control relevant to the entity’s
preparation and fair presentation of the financial statements in order to design audit
procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the entity’s internal control. An audit
also includes evaluating the appropriateness of accounting policies used and the
reasonableness of accounting estimates made by management, as well as evaluating
the overall presentation of the financial statements.

‘We believe that the audit evidence we have obtained is sufficient and appropriate to
provide a basis for our audit opinion.

PricewaterhouseCoopers, 2 Eglin Road, Sunninghill 2157, Private Bag X36, Sunninghill 2157, South Africa 21
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INDEPENDENT AUDITOR’S REPORT TO THE UNIT HOLDERS OF
MAKALANI HOLDINGS LIMITED

We have audited the consolidated and separate financial statements of Makalani
Holdings Limited, set out on pages 28 to 95 which comprise the statements of
financial position as at 30 June 2012, and the statements of comprehensive income,
statements of changes in equity and statements of cash flows for the year then ended,
and the notes, comprising a summary of significant accounting policies and other
explanatory information.

Directors’ Responsibility for the Financial Statements

The company’s directors are responsible for the preparation and fair presentation of
these consolidated and separate financial statements in accordance with International
Financial Reporting Standards and the requirements of the Companies Act of South
Africa, and for such internal control as the directors determine is necessary to enable
the preparation of consolidated and separate financial statements that are free from
material misstatements, whether due to fraud or error.

Auditor’s Responsibility

Our responsibility is to express an opinion on these consolidated and separate
financial statements based on our audit. We conducted our audit in accordance with
International Standards on Auditing. Those standards require that we comply with
ethical requirements and plan and perform the audit to obtain reasonable assurance
about whether the consolidated and separate financial statements are free from
material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts
and disclosures in the financial statements. The procedures selected depend on the
auditor’s judgement, including the assessment of the risks of material misstatement
of the financial statements, whether due to fraud or error. In making those risk
assessments, the auditor considers internal control relevant to the entity’s
preparation and fair presentation of the financial statements in order to design audit
procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the entity's internal control. An audit
also includes evaluating the appropriateness of accounting policies used and the
reasonableness of accounting estimates made by management, as well as evaluating
the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to
provide a basis for our audit opinion.
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Opinion

In our opinion, the consolidated and separate financial statements present fairly, in
all material respects, the consolidated and separate financial position of Makalani
Holdings Limited as at 30 June 2012, and its consolidated and separate financial
performance and its consolidated and separate cash flows for the year then ended in
accordance with International Financial Reporting Standards and the requirements
of the Companies Act of South Africa.

Other reports required by the Companies Act

As part of our audit of the consolidated and separate financial statements for the year
ended 30 June 2012, we have read the Directors’ Report, the Audit Committee’s
Report and the Company Secretary’s Certificate, for the purpose of identifying
whether there are material inconsistencies between these reports and the audited
consolidated and separate financial statements. These reports are the responsibility of
the respective preparers. Based on reading these reports we have not identified
material inconsistencies between these reports and the audited consolidated and
separate financial statements. However, we have not audited these reports and
accordingly do not express an opinion on these reports.

fricerdabarkesConyers Tre

PricewaterhouseCoopers Int:
Director: Ranesh Hariparsad
Registered Auditor

Johannesburg

31 August 2012
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MAKALANI HOLDINGS LIMITED

DIRECTORS' REPORT
for the year ended 20 June 2012

The directors have pleasure in presenting their seventh report, which forms part of the audited
financial statements of the Group for the year ended 30 June 2012.

The investment portfolio
The portfolio of the Group is set out on page 2 of this report.

The investment portfolio is spread across a number of assets and across different sectors. The
Group's investment mandate originally limited exposures per counterparty to 15% of its total assets.
However, due to the wind-down scenario embarked upon in the 2009 financial year, the natural

attrition of the porifolio has resulted in certain assets exceeding 15% of the total porifolio.

Group results and financial statements

The Group's interest and dividend revenue decreased by 18% to R133 million (2011: R163 million).
Revenue comprised interest income of R57 million on invested assets (2011: R71 million), dividend
income of R82 million on invested assets (2011: R86 million), interest on cash and cash equivalents

of R4 million (2011: R13 million) and net interest paid on swaps of R10 million (2011: R7 million).

The impact of the wind-down strategy of Makalani was reflected in lower headline earnings due to
lower interest income stemming from a declining asset portfolio. Adding to this decline were fair
value losses reflecting decreases in underlying equity positions. This resulted in the Group
generating headline earnings attributable to unitholders of R81 million or 377 cents per linked unit
(2011: R173 million or 807 cents per linked unit).

The Group continued to maintain a strong cash generative element, with cash generated from
operations of R120 million (2011: R144 million). Headline earnings were lower than cash generated

from operations due to fair value losses, lowering the headline earnings number.

The net asset value per linked unit was R63.70 at 30 June 2012 (2011: R71.34). The net asset
value per linked unit is calculated as assets less liabilities (excluding debenture interest payable to

unitholders).
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MAKALANI HOLDINGS LIMITED

DIRECTORS' REPORT (CONTINUED)

Operating expenses were R23 million (2011: R8 million), including a R11 million increase to the
performance fee provision. R10 million (2011: R12 million) of operating expenses related to the
base management fee payable under the Management Agreement between the Group and Manco.
The balance of the operating expenses relates to audit fees, directors’ fees and other sundry

expenses.

The movement in income tax for the 2012 financial year pertained to prior year overprovisions,
utilisation of the deferred tax asset on assessed tax losses, fair value adjustments and the write-off
of deferred tax assets on STC credits. No deferred tax was recognised on STC credits at year end
due to the abolishment of STC during the current financial year.

The wind-down strategy of the Group has resulted in a reduction in the quantum of assets under
management. Assets that were redeemed during the financial year were Nampak, Prostart and
Mondi. Invested assets fairly valued at 30 June 2012 were R1 326 million as compared with
R1 397 million at 30 June 2011.

Share and debenture capital

Authorised
The authorised share capital of the Company comprises 4 250 million ordinary shares of R0.0001
each. Each ordinary share is linked to one debenture of R75 each.

Each debenture is irrevocably linked to each share. Separate transfer of a share or debenture is not
permitted. The debentures are unsecured and carry a variable interest rate as determined by the
directors under the debenture trust deed from time to time. The debentures are repayable on the
99th anniversary of the date of issue, except if a special resolution by the linked unitholders
determines otherwise or in the event of the Group being wound up.

The authorised preference share capital of the Company comprises 750 million cumulative

redeemable preference shares of R0.0001 each.

{ssued

At 30 June 2012, the issued share and debenture capital of the Company was 21 506 308 ordinary
shares of R0.0001 each (2011: 21 506 308) and 21 506 308 debentures with a face value of
R42.02 per debenture (2011: R49.34).
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MAKALANI HOLDINGS LIMITED

DIRECTORS' REPORT (CONTINUED)

Eamings

Headline earnings attributable to linked units for the year ended 30 June 2012 amounted to
R81 million (2010: R173 millicn}, which is equivalent to 377 cents earning per linked unit (2011
807 cents per linked unit).

Dividend and interest distributions to linked unitholders

The following ordinary dividend, interest and capital distributions were declared by Makalani:

For the year ended 30 June 2012

Cents per linked unit Capital Dividend Interest Total

Interim (declared 1 March 2012) 163 87 100 350

Proposed {declared 28 August 2012) 121 43 98 262
284 130 198 612

For the year ended 30 June 2011

Cents per linked unit Capital Dividend Interest Total

Interim (declared 4 March 2011) 1539 327 171 27037

Proposed (declared 24 August 2011) 569 88 134 791
2108 415 305 2828

Directorate

There were no changes to the directorate in the current year.

At 30 June 2012, the directors held linked units in the Group as set out below:

Director Direct Indireqt Total Total
beneficlal | beneficial 2012 2011
K Pillay - 123 160 123 160 123 160
GL Minnaar - 24 387 24 387 24 387
- 147 547 147 547 147 547
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MAKALANI HOLDINGS LIMITED

DIRECTORS' REPORT (CONTINUED)

Management and administration

Makalani is managed by Manco in terms of a Management Agreement between the two companies.
The responsibilities of Manco are outlined on page 3 of this report. During the year under review,
the Group paid a total amount of R10 million (2011: R12 million) to Manco for management services
rendered.

Manco was not paid any performance fee during the year. A provision for performance fees in the
amount of R14 million {2011: R4 million) forms part of the provisions at 30 June 2012.

For the basis of calculation of management fees, refer to page 3 of this report.
interests of directors and officers

During the year under review, no contracts were entered into in which directors or officers of the
Group had an interest which significantly affected the business of the Group.

Other than as stated below, the directors had no interest in any third party or group responsible for
managing any of the business activities of the Group except to the extent that they are unitholders

in Makalani as disclosed above.

The following directors have disclosed their interests in the Group:

Director Interest

JE Ehlers Employee of RMB

RJC Hamer Employee of RMB

CA Ludik Employee of MMI Holdings Limited

GL Minnaar Employee and sharehoider of Manco and Makalani
T Pather Employee of Public Investment Corporation

K Pillay Employee and shareholder of Manco and Makalani
R Rajdhar Employee of Public Investment Corporation

Directors' emoluments

Details of the fees paid to directors’ for their services as directors during the period are detailed

under note 25.
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MAKALANI HOLDINGS LIMITED
DIRECTORS' REPORT (CONTINUED)
Insurance

Makalani has a professional indemnity and protection against crime policy.

Property and equipment

Makalani does not own any property or equipment.

Subsidiary

Makalani's only subsidiary is Makalani Treasury Units Proprietary Limited (formerly Business
Venture Investment No. 1111 Proprietary Limited) ("BVI"), a company that was formed during the
2007 financial year to hold Makalani's treasury linked units. In June 2011, Makalani repurchased its
units held by BVI.

BVI is a wholly owned subsidiary with a loss after tax of R550.00 in the current period and a profit
after tax of R42 million in 2011. BVI is currently in the process of being wound up, and its statement
of financial position is made up of a loan to Makalani of R187.00 (2011. NIL), share capital of
R100.00 (2011: R100.00) and an amount owing to SARS of R87.00 (2011: R3 255.00).

Company secrelary and reqistered office

Mr Minnaar is the company secretary. The address of the company secretary is 2™ floor,
4 Merchant Place, corner Fredman Drive and Rivonia Road, Sandton, 2196. The Company's
registered office is 2™ floor, 4 Merchant Place, corner Fredman Drive and Rivonia Road, Sandton,
2196. The Company's physical address is The Reserve, 52 - 54 Melville Road, lllovo, Gauteng,
2196.

Audifors

PricewaterhouseCoopers Inc. will continue in office in accordance with Section 90 of the Companies
Act.

Events subsequent to the reporting date

Subsequent to the reporting date, Makalani has declared an interest distribution of 98 cents, a
dividend distribution of 43 cents per share and a capital distribution of 121 cents per linked unit as
outlined under note 10 of this report. Included in the dividend is an STC credit of 27.06 cents per
linked unit. The balance of the dividend distribution of 15.94 cents will be subject to dividends

withholding tax.
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MAKALANI HOLDINGS LIMITED

STATEMENTS OF COMPREHENSIVE INCOME
foc the year ended 30 June 2012

GROUP COMPANY
Audited Audited Audited Audited
30 June 30 June 30 June 30 June
2012 2011 2012 2011
NOTE R'000 R'000 R'000 R'000
Interest income 2 132 899 163 358 132 899 167 177
Dividend income from subsidiary and
cancelled units . i 8 20 160
Fair value gains / (losses) 3 (21 147) 38 097 (21 147) 35271
Fee income 4 833 254 833 254
Operating expenses 5 (22 B6S5) (8 011) {22 865) {8 011)
Indirect taxation 6 (1 693) (2 570) {1693) {2 570)
Operating profit before interest 88 027 191128 88 035 212 281
Interest on borrowings 7 - (1010) - (1010}
Operating profit 88 027 190 118 88 035 211 271
Debenture interest 8 (44 887) (73 377) {44 887) (79 615)
Profit before tax 43 140 116 741 43 148 131 656
Taxation 9 {7 012) (16 667) (7 008) (16 667)
Proflt for the year attributable to 36 128 100 074 36 140 114 989
equity holders
Other comprehensive income - - - o
Total comprehensive income for 36 128 100 074 38 140 114 989
the year
Earnings per share (cents) 10 168 465 168 484
Headline earnings per linked unit 11 277 807 377 905
(cents)

The notes on pages 32 to 95 are an integral part of the statements of comprehensive income.

28|Page



MAKALANI HOLDINGS LIMITED

STATEMENTS OF FINANCIAL POSITION

as at 30 June 2012
GROUP COMPANY
Audited Audited Audited Audited
30 June 30 June 30 June 30 June
2012 2011 2012 2011
NOTE R'000 R'000 R'000 R'000
ASSETS
Cash and cash equivalents 12 70 454 138 110 70 454 138 08
Invested assets at fair value through profit 14 11325 551 1397 406 1 325 551 1397 406
and loss
Taxation - 4 280 - 4 280
Deferred taxation 9.1 15013 22013 15013 22013
TOTAL ASSETS 1411018 1 561 808 1411 018 1561 797
EQUITY AND LIABILITIES
Share capital and premium 16 496 491 496 491 496 491 496 491
Accumulated loss {38 958) (37 450) {38 958) (37 462}
Share capital and reserves 457 533 459 041 457 533 459 029
Debentures 17 891 366 1046 487 891 366 1046 487
Linked unitholders' interest 1 348 899 1505 528 1 348 899 1 505 516
Derivative financial instruments - liabilities 13 23 548 20 358 23548 20 358
Linked unitholders for debenture interest 21076 28 819 21076 28 819
Other liabilities 19 2 461 2842 2 461 2 842
Provisions 20 15034 4262 15 034 4 262
TOTAL EQUITY AND LIABILITIES 1411018 1561 809 1411018 1561 797

The notes on pages 32 to 95 are an integral part of the statements of financial position.
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MAKALANI HOLDINGS LIMITED

STATEMENTS OF CHANGES IN EQUITY
for the year ended 30 June 2012

GROUP Share Share Accumulated .
R'000 capital premium profit / {loss) Ul R
Balance at 30 June 2010 2 490 016 62 506 552 524
Total comprehensive income for the year

attributable to ordinary shareholders ) . 190 (57 100 074
Share movement during the period - 6473 (6 473) -
Dividends paid - - (193 557) (193 557)
Balance at 30 June 2011 2 496 489 {37 450) 459 041
Total comprehensive income for the year

attributable to ordinary shareholders ) ) 36128 36128
Dividends paid - - {37 636) (37 636)
Balance at 30 June 2012 2 496 489 {38 958) 457 533
COMPANY Share Share Accumulated

R'000 capital premium profit / {loss) el CRT
Balance at 30 June 2010 2 544 762 61 265 606 029
Total comprehensive income for the year

attributable to ordinary shareholders ) . Rl Vet
Shares issued during the period - {48 273) - (48 273)
Dividends paid - - {213 7186) {213 716)
Balance at 30 June 2011 2 496 489 (37 462) 459 029
Total comprehensive income for the year )

attributable to ordinary shareholders ) 36140 Y
Dividends paid - - (37 6386) {37 636)
Balance at 30 June 2012 2 496 489 (38 958) 457 533

The notes on pages 32 to 95 are an integral part of the statements of changes in equity.
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MAKALANI HOLDINGS LIMITED

STATEMENTS OF CASH FLOWS
for the year ended 30 June 2012

GROUP COMPANY
Audited Audited Audited Audited
30 June 30 June 30 June 30 June
2012 2011 2012 2011
NOTE R'000 R'000 R'000 R'000

Cash flows from operating activities

Cash generated from operations 211 119 565 143 850 119 573 167 829
Tax refund received 4 268 2 892 4272 2892
Interest paid on borrowings 7 - (1010) - (1010)
Interest and dividend distributions (87 961) (256 570) (87 261) (280 561)
Net cash inflow / (outflow) from financing

activities 35872 (110 838) 35884 (110 850)
Cash flows from investing activities

Investment in loans and advances 21.2 53 898 488 046 53 898 488 046
Proceeds from sale of financial asset 21.3 - 31618 - 31618
Net movement in investment from subsidiary - - - 57 478
Net cash inflow from investing activities 53 898 519 664 53 898 577 142
Cash flows from financing activities

Redemption of preference shares 18 - (161 987) - (161 987}
Repayment of debentures {157 426) (551 852) {157 426) (609 330)
Net cash outflow from financing activities {157 426) (713 B39) {157 426) (771 317)
Net decrease in cash and cash equivalents (67 656) (305 013) {67 644) (305 025)
gfayS:a?nd cash equivalents at beginning 12 138 110 443 123 138 098 443 123
Cash and cash equivalents at end 12 70 454 138 110 70 454 138 098

of year

The notes on pages 32 to 95 are an integral part of the statements of cash flows.
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1.1.

MAKALANI HOLDINGS LIMITED

NOTES TO THE GROUP FINANCIAL STATEMENTS
for the year ended 30 June 2012

ACCOUNTING POLICIES
Basis of preparation

The Group's annual financial statements have been prepared in accordance with those
International Financial Reporting Standards (“IFRS") and International Financial Reperting
Interpretations Committee (“IFRIC™) interpretations issued and effective at the time of
preparing these results and in the manner required by the Companies Act of South Africa.
Standards and interpretations issued but not yet effective and that the Group will adopt are

shown in note 31.

The preparation of annual financial statements in conformity with IFRS requires the use of
certain critical accounting estimates, refer to note 29. It also requires management to

exercise its judgement in the process of applying the Group's accounting policies.

All monetary information and figures presented in these financial statements are stated in

thousands of Rands (R’000), unless otherwise indicated.

The Group prepares its annual financial statements on a going-concern basis using the
historical cost basis, except for certain financial assets and liabilities where it adopts the fair

value basis of accounting. These financial assets and liabilities include:
derivative financial instruments; and
financial instruments designated at fair value through profit and loss.

The comparative financial information as previously published is for the year ended
30 June 2011. The principal accounting policies are consistent in all material aspects with

those adopted in the previous year, except for the adoption of:

C IFRS 7 Financial Instruments: Disclosures amended in October 2010 to include
additional disclosure requirements for financial assets transferred but not
derecognised and for financial assets that are derecognised, but the entity retains
some form of continuing involvement after the transaction. This amendment
addresses disclosure in the annual financial statements and does not impact the

recognition and measurement of financial assets.
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1.2,

1.3.

MAKALANI HOLDINGS LIMITED

NOTES TO THE GROUP FINANCIAL STATEMENTS (CONTINUED)

C IAS 24 Related Party Disclosures was amended to remove certain disclosure
requirements for government related entities, clarifies the definition of a related party
and introduces a requirement for entities to disclose commitments to related parties.
This amendment addresses disclosure in the annual financial statements and does

not affect recognition and measurement.

C As part of its annual improvements project the IASB made amendments to a number
of accounting standards. The aim is to clarify and improve the accounting standards.
The improvements include those involving terminology or editorial changes with
minimal effect on recognition and measurement. The annual improvements project for
2010 is effective for annual periods commencing on or after 1 January 2011. The
Group has adopted the amendments made as part of the annual improvement project
for 2010 during the current financial year, with the exception of the improvements
made to IFRS 3 and IAS 27, which were effective for annual periods commencing on
or after 1 July 2010. These amendments do not have a significant impact on the

Group's results nor has it resulted in the restatement of prior year numbers.

The financial statements were authorised for issue by the board of directors. The board of
directors do not have the power to amend the financial statements after issue, unless

authorised by the unitholders of Makalani.

Basis of consolidation

The consolidated financial statements include those of Makalani Heldings Limited and those

of its subsidiary.

Subsidiary company

The financial statements of the subsidiary company are consolidated from the date on which
the Group acquires effective control, up to the date that such effective control ceases and all

subsidiaries adopt the accounting policies of the Group.

For this purpose subsidiaries are entities, including Special Purpose Entities ("SPEs") in
which the Group, directly or indirectly, has the power to exercise control over the operations

for its own benefit.

The Group considers the existence and effect of potential voting rights that are presently

exercisable or convertible in determining control.
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1.4.

1.5.

1.6.

MAKALANI HOLDINGS LIMITED

NOTES TO THE GROUP FINANCIAL STATEMENTS (CONTINUED)

Investments in subsidiary companies are recognised at cost less amounts written off.

Interest income and expense

The Group recognises fair value gains and losses on financial assets designated as held at
fair value through profit and loss in the statement of comprehensive income. Interest income
on these assets is recognised as interest income at their respective effective interest rates in

the statement of comprehensive income.

The Group recognises interest expense in the statement of comprehensive income for

debentures (measured at amortised cost) using the effective interest rate method.

The effective interest rate method is a method of calculating the amortised cost of a financial
asset or a financial liability and of allocating the interest income or interest expense over the

average expected life of the financial instruments or portfolios of financial instruments.

The effective interest rate is the rate that exactly discounts estimated future cash payments
or receipts through the expected life of the financial instrument or, when appropriate, a
shorter period to the net carrying amount of the financial asset or financial liability. When
calculating the effective interest rate, the Group estimates cash flows considering all
contractual terms of the financial instrument (for example, prepayment options) but does not
consider future credit losses. The calculation includes all fees and transaction costs between
parties to the contract that are an integral part of the effective interest rate and all other

premiums or discounts.

Dividends received or paid on instruments with characteristics of debt, such as redeemable

preference shares, are included and accrued in interest income or expense.

Dividend income

The Group recognises dividends that are not recognised as interest income when the
Group’s right to receive payment is established. This is on the “last day to trade” for listed

shares, and on the “date of declaration” for unlisted shares.

Fee income

The Group recognises fee income on an accrual basis when the service is rendered.
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1.7

1.8.

MAKALANI HOLDINGS LIMITED

NOTES TO THE GROUP FINANCIAL STATEMENTS (CONTINUED)

Direct and indirect tax

Direct taxes include South African corporate tax payable, secondary tax on companies, as

well as capital gains tax.

Indirect taxes include various other taxes paid to central and local governments, including

value added tax and regional services levies.

Indirect taxes are disclosed separately from direct tax in the statement of comprehensive

income.

The charge for current tax is based on the results for the period as adjusted for items which
are non-taxable or disallowed. It is calculated using tax rates that have been enacted or

substantively enacted by the statement of financial position date.

Deferred income tax

The Group calculates deferred income taxation on the comprehensive basis using the
liability method on a balance sheet based approach. It calculates deferred income tax
liabilities or assets by applying corporate tax rates to the temporary differences existing at
each reporting date between the tax values of assets and liabilities and their carrying
amount, where such temporary differences are expected to result in taxable or deductible
amounts in determining taxable income for future periods when the carrying amount of the

assets or liabilities are recovered or settled.

The Group recognises deferred income tax assets if the directors consider it probable that
future taxable income will be available, against which the unused tax losses can be utilised.
Temporary differences arise primarily from revaluation of certain financial assets and
liabilities and tax losses carried forward. However, the deferred income tax is not accounted
for if it arises from initial recognition of an asset or liability in a transaction other than a
business combination that at the time of the transaction affects neither accounting nor

taxable profit nor loss.

The Group reviews the carrying amount of deferred tax assets at each reporting date and
reduces the carrying amount to the extent that it is no longer probable that sufficient taxable
profits will be available fo allow all or part of the assets to be recovered.
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1.9.

1.10.

MAKALANI HOLDINGS LIMITED

NOTES TO THE GROUP FINANCIAL STATEMENTS (CONTINUED)

Current and deferred tax assets and liabilities are offset if there is a legally enforceable right

to offset current tax liabilities and assets, and they relate to income taxes levied by the same

tax authority on the same taxable entity, or on different tax entities, but they intend to settle

current tax liabilities and assets on a net basis or their tax assets and liabilities will be

realised simultaneously.

Recognition of assets

1.9.1.

1.9.2.

Assets

The Group recognises assets when it obtains control of a resource as a result of
past events, and from which future economic benefits are expected to flow to the
Group.

Contingent assets

The Group discloses a contingent asset where, as a result of past events, it is highly
likely that economic benefits will flow to it, but this will only be confirmed by the
occurrence or non-occurrence of one or more uncertain future events which are not
wholly within the Group's control.

Liabilities, provisions and contingent liabilities

1.10.1.

1.10.2.

Liabilities
The Group recognises liabilities when:

C it has a present obligation arising from past events, the settlement of which is
expected to result in an outflow from the Group of resources embodying

economic benefits.
Provisions
The Group recognises provisions, when:
it has a present legal or constructive obligation as a result of past events;

. it is probable that an outflow of resources embodying economic benefits will

be required to settle the obligation; and

. a reliable estimate of the amount of the obligation can be made.
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1.11.

1.12.

MAKALANI HOLDINGS LIMITED

NOTES TO THE GROUP FINANCIAL STATEMENTS (CONTINUED)

Where there are a number of similar obligations, the likelihood that an outflow will be
required in settlement is determined by considering the class of the obligation as a
whale.

1.10.3. Contingent liabilities
The Group discloses a contingent liability where:

. it has a possible obligation arising from past events, the existence of which
will be confirmed only by the occurrence or non-occurrence of one or more

uncertain future events not wholly within the control of the Group; or

. it has a present obligation that arises from past events but is not recognised

because:

o it is not probable that an outflow of resources will be required to settle
the obligation; or
s the amount of the cbligation cannot be measured with sufficient

reliability.

Cash and cash equivalents

In the statement of cash flows and statement of financial position, cash and cash equivalents
comprise money on call, instruments issued by banks and balances with banks. Cash and
cash equivalents are short-term, highly liquid investments that are readily convertible to
known amounts of cash and which are subject to an insignificant risk of changes in value. All
balances included in cash and cash equivalents have a maturity date of less than three

months.

Financial instruments

1.12.1. General

Financial instruments carried in the statement of financial position include all assets
and liabilities, including derivative instruments, but exclude deferred income tax and

tax payable.
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1.12.2.

The Group recognises financial assets and financial liabilities in its statement of
financial position when, and only when, the Group becomes a party to the
contractual provisions of the instrument. Realised fair value gains and losses are
disclosed as part of the fair value gains and losses in the statement of

comprehensive income.
Financial assets

The Group classifies its invested assets in the category of financial assets
designated at fair value through profit or loss.

Financial assets are initially recognised at fair value plus transaction costs for all
financial assets not carried at fair value through profit and loss. Subsequent to initial
recognition, gains and losses arising from changes in the fair value of the financial
assets at fair value through profit and loss and derivative financial assets are

included in the statement of comprehensive income in the period in which they arise.

The Group recognises purchases and sales of financial instruments that require
delivery within the time frame established by regulation or market convention
(regular way purchases and sales) at settlement date, which is the date the asset is
delivered to or by it. Otherwise such transactions are treated as derivatives until

settlement.

The fair values of quoted investments in active markets are based on current bid
prices. |f the market for a financial asset is not active (and for unlisted securities),
the Group establishes fair value by using valuation techniques. These include the
use of recent arm’'s length transactions, discounted cash flow analyses, option
pricing models and other valuation techniques commonly used by market
participants.

The Group classifies derivative financial instruments as at fair value through profit

and loss.
1.12.2.1. Financial assets at fair value through profit and loss

This category has two sub-categories - financial assets held for trading,
and those designated at fair value through profit or loss on initial

recoghnition.
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A financial asset is classified as a trading instrument if acquired

principally for the purpose of selling in the short term or if so designated

by management.

Financial assets are designated on initial recognition as "held at fair value

through profit and loss” to the extent that it produces more relevant

information because it either:

results in the reduction of measurement inconsistency (or accounting
mismatch) that would arise as a result of measuring assets and

liabilities and the gains and losses on them on a different basis; or

is a group of financial assets that is managed and its performance is
evaluated on a fair value basis, in accordance with a documented
risk management or investment strategy, and this is the basis on
which information about the assets is provided internally to the

entity's key management personnel; or

is a financial asset containing significant embedded derivatives that

clearly require bifurcation.

Financial assets designated at fair value through profit and loss include:

loans and advances which are non-derivative financial assets with
fixed or determinable payments that are not quoted in an active

market;

purchased loans and advances, where the Group has designated
such loans and advances as held at fair value through profit and loss;

equity investments; and

equity participation instruments forming part of lending structures,

and are included in loans and advances.

Instruments with characteristics of debt, such as redeemable preference

shares, are included in loans and advances recognised at fair value.
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The Group recognises fair value adjustments on financial assets
designated as at fair value through profit and loss in the statement of
comprehensive income within fair value gains or losses in the period in
which they arise. Interest income on these assets is recognised as

interest income at the respective effective rates.
1.12.3. Financial liabilities

Financial liabilities are initially recognised at fair value less transactions costs for all
financial liabilities not carried at fair value through profit and loss. Financial liabilities
are subsequently recognised at amortised cost, unless held for trading or
designated at fair value through profit or loss, and interest is recognised over the
period of the borrowing using the effective interest rate method.

The Group designates certain liabilities at fair value through profit and loss to the
extent that it produces more relevant information because it either:

. results in the reduction of measurement inconsistency (or accounting
mismatch) that would arise as a result of measuring assets and liabilities and

the gains and losses on them on a different basis; or

. is a group of financial liabilities that is managed and its performance is
evaluated on a fair value basis, in accordance with a documented risk
management or investment strategy, and this is the basis on which
information about the liabilities is provided internally to the entity's key

management personnel; or

. is a liability containing significant embedded derivatives that clearly requires

bifurcation.

The Group recognises fair value adjustments on financial liabilities designated as at
fair value through profit and loss in the statement of comprehensive income within
fair value gains or losses in the period in which they arise. Interest expense on these
liabilities is included in interest expense to the extent that it can be calculated

separately; otherwise it is included in fair value gains or losses.
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1.12.4,

1.12.5.

Derivative financial instruments

The Group's pelicy is to hedge all its fixed interest rate assets into floating interest
rates. In all instances where the Group enters into interest rate swaps, these
transactions are soclely to economically hedge the Group's exposure to interest

rates. The Group does not apply hedge accounting.

The Group initially recognises derivative financial instruments (including interest rate
swaps) in the statement of financial position at fair value and subsequently re-
measures these instruments at their fair value with all movements in fair value

recognised in the statement of comprehensive income.

The fair value of non-traded derivatives is based on discounted cash flow models
and option pricing models as appropriate. The Group recognises derivatives as
assets when the fair value is positive and as liabilities when the fair value is

negative.

The best evidence of the fair value of a derivative at initial recognition is the
transaction price (i.e. the fair value of the consideration given or received) unless the
fair value of that instrument is evidenced by comparison with other observable
current market transactions in the same instrument (i.e. without modification or
repackaging) or based on a valuation technigue whose variables include only data
from observable markets. When such evidence exists, the Group recognises profits

or losses on day one.
Derecognition of assets and liabilities

The Group derecognises an asset when the contractual rights to the asset expires,
where there is a transfer of the contractual rights that comprise the asset, or the
Group retains the contractual rights of the assets but assume a corresponding
liability to transfer these contractual rights to another party and consequently
transfers substantially all the risks and benefits associated with the asset.

Where the Group retains substantially all the risks and rewards of ownership of the

financial asset, the Group continues to recognise the financial asset.
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If a transfer does not result in derecognition because the Group has retained
substantially all the risks and rewards of ownership of the transferred asset, the
Group shall continue to recognise the transferred asset in its entirety and recognises
a financial liability for the consideration received. In subsequent periods, the Group
recognises any income on the transferred asset and any expense incurred on the

financial liability.

Where the Group neither transfers nor retains substantially all the risks and rewards
of ownership of the financial asset, the Group shall determine whether it has
retained control of the financial asset. In this case:

(iy if the Group has not retained control, it shall derecognise the financial asset
and recognise separately as assets or liabilities any rights and obligations

created or retained in the transfer; or

(i) if the Group has retained control, it shall continue to recognise the financial

asset to the extent of its continuing invelvement in the financial asset.

The Group derecognises a financial liability, or part of a financial liability, when it is

extinguished, i.e. when the obligation is discharged or cancelled or expired.
1.12.6. Offsetting financial instruments

The Group offsets financial assets and liabilities and reports the net balance in the

statement of financial positicn where;
there is a legally enforceable right to set off, and

= there is an intention to settle on a net basis or to realise the asset and settle

the liability simultaneously.

1.13. Impairments of financial assets

The Group has designated all its financial assets at their fair value through profit and loss

and as such credit impairments are included in the computation of fair value gains or losses.
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Debentures

The Group initially recognises debentures at the fair value of the consideration received.
Debentures are subsequently measured at amortised cost. Transaction costs and discounts
or premiums on debentures issued are amortised on a basis that reflects the effective yield
on the debentures over their lifespan.

Interest paid is recognised in the statement of comprehensive income on an effective interest

rate basis.

Where the Group purchases its own debentures, the debentures are derecognised from the
statement of financial position and any differences between the carrying amount of the

liability and the consideration paid is included in income.

Share capital

1.15.1. Share issue costs

Incremental costs directly related to the issue of new shares are shown in equity as

a deduction from equity.
1.15.2. Dividends paid

Dividends on ordinary shares are recognised against equity in the period in which
they are approved by the Group's directors. Dividends declared after the reporting

date are not recognised but disclosed as a post-batance sheet event.
Treasury securities
Where the Company or its subsidiary repurchases the Company’'s linked units, the
consideration paid is deducted from total linked unitholders' interest as treasury securities

until they are cancelled. Where such securities are subsequently sold or reissued, any

consideration received is included in linked unitholders' interest.
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GROUP COMPANY
2012 2011 2012 2011
R'000 R'000 R'000 R'000
2. INTEREST INCOME
Interest on loans 57 183 70818 57183 70818
D|V|der1ds on redeemable preference 82 389 86 363 82 389 86 363
shares
Interest on subsidiary shareholder loan - - - 3983
Interest on cash and cash equivalents 4171 13 357 41M 13193
Net interest paid on swaps {10 844) (7 180) (10 844) (7 180)
132 899 163 358 132 898 167 177

* ltems are classified as financial liabilities under intemational Financial Reporting Standards when the
issuer has a contractual obligation to deliver cash or another financial asset to the holder of the
instrument or to issue a variable number of own shares lo seltle a fixed amount, regardless of its legal
form. Accordingly dividends received on redeemable preference shares are classified as inferest
received. This classification, however, does not impact the form of dividend and interest distribution fo
linked unitholders.

Interest on the subsidiary shareholder loan is determined from time to time by the directors of the
subsidiary in accordance with a shareholder's loan agreement, subject to good corporate
governance, sound business principles, going-concern and future investment requirements. The
loan was repaid during the 2011 financial year when the Treasury Units structure was collapsed.

The effective interest rate on the sharehalder’s loan for the 2011 financial year was 2%.
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GROUP COMPANY
2012 201 2012 2011
R’000 R'000 R'000 R'000
3. FAIR VALUE GAINS / (LOSSES)

iy ictionscate R L e
mssels at fai value through proft and oss > B - (6839)
g:;:?s":??a?uﬂg ?h?:tilgsh%r:‘c:ingrzitde?oss fI6Et2 DL GI842 38 847
e e e s e, G4mm0 e (11
el e cum e qye)  (em) @) (e
(21 147) 38 097 (21 147) 35271

4,

Fair value gains / (losses) consist of the aggregate fair value movements of assets in the
portfolio, including derivative hedging positions. These fair value movements include both positive
and negative movements in credit migrations and on equity investments. The net credit
migrations for the year were a positive R6.5 million (2011: negative R7 million),

FEE INCOME

Fee Income 833 254 833 254

833 254 833 254

The Group earns fees in the form of capital raising fees, commitment fees, structuring fees and
realisation fees on transactions. In accordance with the Group’s accounting policy; fees,
transaction costs, premiums or discounts that are an integral part of the transaction are included

in the calculation of effective interest rate and are not recognised separately as fee income.
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GROUP COMPANY
2012 2011 2012 2011
R'000 R'000 R'000 R'000
5. OPERATING EXPENSES

Operating expenses comprise;

Auditors' remuneration 783 898 753 898
- Audit fees 750 898 750 898
- Prior year under provision 3 - 3 -
Directors' fees 1003 1014 1003 1014

Secretarial fees 57 85 57 85
Makalani Manco management fees* 9944 11 701 9 944 11701
Professional fees 128 145 128 145
Makalani Manco performance fee 10793 {6 103) 10 793 (6 103)
Other 187 271 187 271

22 B65 8011 22 865 B 011

* Manco management fees consist of management fees paid / payable to Manco. The description of these
fees has been included on page 3 of this report.

6. INDIRECT TAXATION

Value added tax 1693 2 057 1693 2 057
Securities Transfer Tax - 513 - 513
1693 2570 1693 2570
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7.

8.

9.

GROUP COMPANY
2012 2011 2012 2011
R'00C R'000 R'000 R'000
INTEREST ON BORROWINGS
Dividends on preference share funding -
FirstRand Bank Limited - 1010 - [
- 1010 - 1010
Interest on borrowings pertains to dividends charged on the preference share funding. Refer to
note 18.
DEBENTURE INTEREST
Distribution to linked unitholders 42 582 65 594 42 582 69 425
Amortisation of debenture issue expenses 2305 7783 2305 10 190
44 887 73377 44 887 79615
TAXATICN
Normmal taxation
- Current - - - -
- Prior year 3 (2 825) - (2 825)
- Deferred 6 054 8 637 6 054 8 637
Secondary Tax on Companies
- Current 9 - 8 -
- Deferred 946 10 855 946 10 855
7012 16 667 7008 16 667
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GROUP COMPANY
2012 2011 2012 201
R'000 R'000 R'00G R'000
9.1. Deferred taxation

Opening balance 22013 41 505 22013 41 505
STC credit 946 11 802 946 11 802
Assessed loss 10 891 17 688 10 891 17 688
Provisions 1194 2914 1194 2914
Fair value adjustments 8982 9 101 8 982 9 101
Charge to the statement of
comprehensive income LUz Esr) (S0 BT
STC credit charged to the statement of
comprehensive income (946) (U (338) (el
Closing balance 15013 22 013 15013 22013
STC credit - 946 - 946
Assessed loss 2188 10 891 2188 10 891
Provisions 4210 1194 4210 1194
Fair value adjustments 8615 8 982 8 615 8 982
Total debit balance 15013 22013 15013 22013

The Group recognises deferred tax assets to the extent that it is considered probable that future

taxable income will be available against which the unused tax losses can be utilised. The Group has

recognised deferred tax on all deductible temporary differences, and a portion of the assessed loss
as at 30 June 2012.
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GROUP COMPANY
2012 2011 2012 2011
9.2. Taxation rate reconciliation % % % %
Standard rate of South African taxaticn 28.0 28.0 28.0 28.0
Total taxation has been affected by:
- Prior year {over) / under provisions - (2.4) - {2.1)
- Secondary tax on companies 23 9.3 2,2 8.2
- Non - taxable income {53.5) (24.4) {53.5) (25.9)
- Assessed loss 17.9 1.7 17.% 1.5
- Non - deductible expenses 21.6 2.1 21.6 3.0
Effective rate of taxation 16.3 14.3 16.2 12.7
10. EARNINGS PER SHARE AND DISTRIBUTION PER LINKED UNIT
Number of linked units in issue ("000) 21 506 21 508 21 506 21 506
Treasury linked units {'000) - - - -
Number of linked units in issue ('000) 21 506 21508 21 506 21 508
}Neightled average number of linked units in 21 506 21 506 21 508 23740
issue ("000)
Earnings per share (cents) 168 465 168 484
Headline earnings per share (cents) 168 465 168 484
Dividend per share {cents) 175 900 175 900
Headline earnings reconciliation R’000 R'000 R'000 R'000
Profit for the period attributable to equity 36 128 100 074 16 140 114 989
holders
Adjustments - - - -
Headline earnings 36 128 100 074 36 140 114 589
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GROUP COMPANY
2012 2011 2012 2011
R'000 R’000 R’000 R'000

10. EARNINGS PER SHARE AND DISTRIBUTION PER LINKED UNIT (Continued)

Headline earnings per linked units - reconciliation

Headline earnings 36128 100 074 36 140 114 989
Debenture interest 44 887 73 377 44 887 79615
Sg?sdlme earnings attributable to linked 81015 173 451 81 027 194 604
Calculation of distributable earnings
Operating profit before interest 88 027 191 128 88 035 212 281
Taxation {7012) (16 667} (7 008) (16 667)
81015 174 461 81 027 185 614
Distributions to linked unitholders
Debenture interest 42 582 65 594 42 582 69 425
Dividends 37 636 193 557 37 636 213716
Total distribution to linked unitholders 80 218 259 151 80 218 283 141
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GROUP COMPANY
2012 2011 2012 2011
Cents Cents Cents Cents

10. EARNINGS PER SHARE AND DISTRIBUTION PER LINKED UNIT (Continued)

1.

Total distribution per linked unit 612 2828 612 2 828
Debenture interest 198 305 198 305
Dividend 130 415 130 415
Capital 284 2108 284 2108
Interim distribution 350 2037 350 2037
Interest 100 171 100 171
Dividend 87 327 87 az7
Capital 163 1539 163 1539
Final distribution 262 791 262 791
Interest 98 134 98 134
Dividend 43 88 43 88
Capital 121 569 121 569

HEADLINE EARNINGS PER LINKED

UNIT 317 807 77 905

The Group did not calculate diluted earnings per share as there are no instances of a potential
dilution. The disclosure of earnings and headline earnings per share set out above, while
obligatory in terms of accounting standards, is not considered meaningful to investors as the
shares are part of a linked unit and a significant part of the earnings is distributed in the form of
debenture interest. The calculation of headline earnings per linked unit, distributable earnings and
the distribution per linked unit as shown above are considered more meaningful. It is to be noted

that the Group has no minorities and therefore no reconciling items.
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GROUP COMPANY
2012 20M 2012 2011
R’000 R’'000 R'000 R'000
12. CASH AND CASH EQUIVALENTS
Cash on call 70 454 138 110 70 454 138 098
70 454 138 110 70 454 138 098

13,

The effective interest rate achieved during the period on the cash and cash equivalents, is 4.0%
(2011: 4.6%) for Group and 4.0% (2011: 4.5% for Company. The carrying value of cash and cash
equivalents approximates its fair value.

DERIVATIVE FINANCIAL INSTRUMENTS

Derivative financial instruments consist of interest rate swaps that the Group has entered into to
swap fixed interest rates on its assets into floating interest rates based on the three-month
Johannesburg Interbank Agreed Rate (“JIBAR"). Interest rate swaps are used for the purposes of
eliminating the risk of capital losses that the Group faces due to changes in interest rates. In all
instances where the Group enters into interest rate swaps, these transactions are solely to
economically hedge the Group's exposure to interest rate risk. Further information on the

financial risk management of the Group is set out in note 22 below.
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13. DERIVATIVE FINANCIAL INSTRUMENTS (Continued)

GROUP AND COMPANY

S ane 2012 Assets Liabilities b
Notional | Far = Notional | FaI Fair value

Interest rate swaps - - 275 329 23 548 23 548

oo 2011 Assets Liabilities Net Liabilities
Notional | Fairvalue | Notional | Fair value Fair value

Interest rate swaps - - 316 667 20 358 20 358
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GROUP COMPANY
2012 201 2012 2011
R'000 R'000 R'000 R'000
14. INVESTED ASSETS AT FAIR VALUE THROUGH PROFIT AND LOSS
Unlisted
Loans and advances at nominal value 989 160 1095 204 989 160 1095 204
Interest receivable 342 666 292 257 342 666 292 257
Fair value revaluation on loans and
advances (83 436) (61 138) (83 436) (61 138)
Fair value revaluation on equity
participaticn instruments LU YIS 77181 U
Loans and advances at fair value 1 325 551 1397 406 1 325 551 1397 406
Invested assets at fair value comprise:
Loans 535600 550 192 535600 550 192
Preference shares and ordinary shares 789 851 847 214 789 951 847 214
1 325 551 1397 406 1325 551 1397 406

Makalani has designated all of its invested assets as held at fair value through profit and loss.

Invested assets are evaluated and measured on a fair value basis in accordance with the

investment strategy. This is the basis on which information about the assets is provided internally.

The fair value revaluation takes into account changes in interest rates and other financial risks.

The above financial assets are analysed by credit exposure to industry sector in note 22,

Equity participation instruments ("EPIs") relate to instances where the Group is entitled to

participate in the growth in the net asset values of the special purpose vehicles (“SPVs") that it

has funded. These instruments, although providing the benefit of being able to participate in

equity upside of the SPVs, do not form direct investments in the equity of the SPVs but form an

integral part of the funding advanced to these SPVs.
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In valuing EPls, a discount for lack of liquidity and lock-in periods is applied in arriving at a fair
value for these instruments. If no discount was applied to these instruments, the financial effect

for the current financial period would be an increase of R41 million (2011: R76 million).

The basis for arriving at the valuation of the EPIs and ordinary shares is covered in note 29

addressing fair value of financial assets.

GROUP COMPANY
2012 201 2012 2011
R'000 R'000 R'000 R’000

15. AMOUNTS DUE TO / FROM SUBSIDIARY COMPANIES

Shareholder loan at nominal value - - * -

Interest receivable - - - .

*Less than R1 000

16. SHARE CAPITAL AND PREMIUM

Authorised

4 250 000 000 ordinary shares of R0.0001 425 425 425 45
each

Issued

Group: 21 506 308 ordinary shares of 2 2 2 2
R0.0001 each

Share premium 496 489 496 489 496 489 496 489
Total equity 496 491 495 491 496 491 496 491
Number of shares

In issue at the beginning of the year ("000) 21 506 21 506 21 506 23 7486
Repurchased during the year {{000) - - - {2 240)
In issue at the end of year ('0C0) 21 506 21 506 21 506 21 506
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GROUP COMPANY
2012 2011 2012 2011
R'000 R'000 R'000 R'000
17. DEBENTURES

Issued
Oroup: 21 506 308/ Company: 23745308 1612975 1612975 1780973 1780 973
Repaid and / or forgiven (709 278) {551 852) (877 278) (719 852)
Debenture issue costs (23 645) (23 645) (26 298) {26 298)
Debenture issue costs amortised 11 314 9009 13 969 11 664
(Tgﬁzhze::;tc‘:‘ge;panyz ) T 891366 1046487 891 366 1046 487
Number of debentures
In issue at the beginning of the year ('000) 21 506 21 506 21 506 23746
Repurchased during the year {'000) - - - (2 240)
In issue at the end of year ("000) 21 506 21 506 21 508 21 506

Each debenture is irrevocably linked to each share. The separate transfer of a share or a
debenture is not permitted. The debentures are unsecured and carry a variable interest rate as
determined by the directors from time to time. The debentures are repayable on the ggh
anniversary of the date of issue, except if a special resolution by the unitholders determines
otherwise or in the event of the Group being wound up. The directors determine the debenture
interest distribution based on the Group’s distribution policy of distributing 100% of all after tax
income realised in cash and received as interest, subject to good corporate governance, sound
business principles, going-concern and future investment requirements. The effective interest
rate on the debentures for the period was 4% (2011: 5%).
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GROUP COMPANY

2012 2011 2012 2011
R'000 R'00C R'000 R000

18. PREFERENCE SHARE FUNDING

Authorised

750 000 000 cumulative redeemable
preference shares with a par value of 75 75 75 75
R0.0001

Issued

ZERO cumulative redeemable preference
shares with a par value of R0.0001

Total preference shares - s 5 -

Shares at the beginning of the year / issued - 161 987 - 161 987
(161 987) - (161 987)

Redeemed during the year

Non - current portion of the preference
share funding

The carrying value of the preference shares approximates the fair value.

19. OTHER LIABILITIES

QOther liabilities comprise:

Trade and other payables 2 461 2 842 2 461 2842

2 461 2842 2 461 2842
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GROUP COMPANY
2012 2011 2012 2011
R'000 R'000 R'000 R'000
20. PROVISIONS

Provision for performance fee
Opening balance 3506 9 609 3 506 9609
Charge to statement of comprehensive
income 10793 {6 103) 10793 (6 103)
Closing balance 14 299 3506 14 299 3506
Other
Opening balance 756 798 756 798
pharge to statement of comprehensive (21) (42) (21) (42)
income
Closing balance 735 756 735 756
Total provisions 15 034 4282 15034 4 262

The provision for performance fee is expected to be settled over various periods longer than

12 months while other provisions, consisting of audit and director's fee provisions are expected to be

settled within 12 months. The performance fee will be paid in accordance with the basis outlined on

page 3 of this report.
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GROUP COMPANY
2012 2011 2012 2011
R'c00 R'000 R'000 R'000
21. NOTES TO THE STATEMENT OF CASH FLOWS
21.1 Cash generated from operations
Operating profit before interest 88 027 191 128 88 035 212 281
Revaluation of assets at fair value 21147 {38 097} 21147 (35 271)
Realised portion of fair value
adjustments ) (foed) . s ezic)
Increase / (decrease) in
payables and provisions 10 391 (6 961) 10 391 {6 961)
119 565 143 850 119 573 167 829
21.2 Investment in loans and advances
Opening balance 1397 406 1 850 446 1 397 406 1 850 446
Fair value revaluation (9 945) 17 498 {9 945) 17 498
1 387 461 1 867 944 1 387 451 1 867 944
Closing balance {1331 826) {1 387 461) (1331 826) (1387 461)
Balance including fair value {1325 551) (1 397 406) (1 325 551) (1 397 406)
Fair value revaluation (6 275) 9 945 {6 275) 9945
(Reclassified) / realised fair (1 737) 7563 (1737) 7563
value adjustments
53 898 488 046 53 898 488 046
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GROUP COMPANY
2012 201 2012 2011
R'000 R'000 R'000 R'000

21.3

22.
22.1.

Proceeds from sale of other financial assets

Opening balance - 24 625 - 24 625
Fair value revaluation - 375 - 375
- 25 000 - 25000

Closing balance o - . .

Balance including fair value - - - -

Fair value revaluation o - - -

Realised gain from sale of other 6618

financial asset - 6618

- 31618 - 31618

FINANCIAL RISK MANAGEMENT

General

Makalani is a mezzanine financing company that provides funding for Black Economic
Empowerment (“BEE") transactions and targeted investments, such as infrastructure and
affordable housing, as defined in the Financial Sector Charter. The Group provides funding

to a wide variety of FSC-compliant transactions.

Makalani ensures that all significant risks are identified and managed on an ongoing basis.
The Group seeks to limit adverse movements in earnings and equity by managing the
statement of financial position within agreed levels of risk appetite, which is discussed and

reviewed by the audit and risk committee.

Essential elements and capabilities of the Group's management and control of exposures
continues to be enhanced to assist in delivering growth in a controlled environment and help

enable management to operate more effectively in a changing environment.
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The funding provided by the Group is usually in the form of debt, although it may sometimes
be in the form of equity. The Group is therefore mainly exposed to interest rate and credit
risks. The various risks to which the Group is exposed and how these risks are managed

and mitigated are considered in greater detail below.

Interest rate risk

Interest rate risk is the risk that the fair value or future cash flows of a financial instrument
will fluctuate because of changes in market interest rates.

The Group advances money to borrowers either on a fixed-interest rate or floating rate basis.
Where the Group has advanced money on a fixed-interest rate basis, it will immediately
enter into an interest rate swap to convert the fixed rate receipts into floating rate receipts
based on a three-month JIBAR. The cost of the interest rate swap is usually borne by the
borrower. By converting all of its assets into a floating-interest rate profile the Group is able
to pay dividends and market related interest to its unitholders, as well as to avoid capital

losses when interest rates change subsequent to entering into the transactions.

Although the Group is subject to risk of changes in its floating rate portfolio, this risk is offset
by the Group’s own capital structure which is in the form of debentures and short term
borrowings which also attract variable rates. The Group is effectively a conduit structure.
Changes in interest rates should therefore have a corresponding change to profit and loss,

before distributions to linked unitholders.
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22.2. Interest rate risk (continued)

The Group's exposure to interest rate movements is shown in the following sensitivity

analysis:
GROUP Effects of changes in interest rates
2012
Interest rate risk Currently in
R'000 AFS +20% -20%

Statement of comprehensive income item
Interest income 132 899 159 479 106 319
Interest on borrowings - - -

Debenture interest (42 582) {51 098) (34 066)

Net movement

Changes in interest income 26 580 (26 580)
Changes in interest on borrowings - o
Changes in debenture interest (8 516) 8 516
impact on total comprehensive income 18 064 {18 064)
GROUP

2011 Effects of changes in interest rates
Interest rate risk Currently in e c
R'000 AFS gt -20%

Statement of comprehensive income item

Interest income 163 358 196 030 130 686
Interest on borrowings {1010) (1212) (808)
Debenture interest (65 594) (78 713} (52 475)

Net movement

Changes in interest income 328672 (32 672)
Changes in interest on borrowings (202) 202
Changes in debenture interest (13 119) 13119
Impact on total comprehensive income 19 351 {19 351)
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22.2. Interest rate risk (continued)

The Company's exposure to interest rate movements is shown in the following sensitivity

analysis:
COMPANY Effects of changes in interest rates
2012
Interest rate risk Curr 9":‘:,"3' in +20% -20%
R'000 s

Statement of comprehensive income item
Interest income 132899 159 479 106 319
Interest on borrowings - - -

Debenture interest (42 582) {51 098} {34 066)

Net movement
Changes in interest income 26 580 (26 580)

Changes in interest on borrowings - -

Changes in debenture interest (8 516} 8 516
Impact on total comprehensive income 18 064 {18 064)
COMPANY

2011 Effects of changes in interest rates
:gtgorgst rate risk Cur;e;ély in +20% 20%

Statement of comprehensive income item

Interest income 167 177 200612 133 742
Interest on borrowings (1010} (1212) (808)
Debenture interest {69 425) (83 310) (55 540)

Net movement

Changes in interest income 33435 (33 435)
Changes in interest on borrowings (202) 202
Changes in debenture interest (13 885) 13 885
Impact on total comprehensive income 19 348 (19 348)
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Interest rate risk (continued)

Due to Makalani's policy of providing its unitholders with a floating rate exposure to interest
rates, interest income has been increased or decreased accordingly in the sensitivity
analysis. Furthermore, due to Makalani's distribution policy, debenture interest has been

kept in the same ratio to interest received.

The Group acts as a conduit type structure and therefore the impact of tax in the interest rate

sensitivity is assumed to be zero,

Credit risk
Credit risk is the risk that one party to the financial instrument will cause a financial loss to

the other party by failing to discharge an obligation.

The Group manages credit risk by placing limits on acceptable risk exposure to individual
borrowers and industry segments. The credit ratings as determined by reference to

FirstRand Bank Limited's rating methodologies are used in investing and pricing decisions.

Credit risk exposures are reviewed and approved at different levels of investment and credit
committees depending on the materiality of the exposure. Despite overall challenging market
conditions, there are no assets in the portfolio where a counterparty has failed to make a

payment when contractually due.

Preference share investments typically make use of underlying shares and related dividend
flows for security on a share cover basis. Loans typically make use of underlying enterprise

cash flows under loan commitments.

All loans and advances make use of covenants to minimise credit and settlement risk
associated with each transaction, with certain investments making use of put options and

third-party guarantees.

Significant credit and investment exposures are analysed by sector and maturity in the

tables below:;
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22.3. Credit risk (continued)

GROUP Invested assets

2012 fair value Total Revenue Total
Sector R’000 % R'000 %
Banks 31180 2 2699 2
Construction 131198 9 14171 N

Financial services - - - .

Food and beverage 163496 12 18802 14
Gaming - - - -
IT and telecommunications 144892 11 8163 ]
Mining 295849 21 22852 17
Motor retail 298363 21 41007 AN
Paper and packaging - 0 949 1
Real estate 154 347 11 16012 12
Services - - - -
Speciality chemicals - - 2299 2
Various 106 226 8 12 518 9
pash and cash equivalents and money market 70 454 5 (6673) (5)
instruments

Total 1396005 100 132899 100

65|Page



MAKALANI HOLDINGS LIMITED

NOTES TO THE GROUP FINANCIAL STATEMENTS (CONTINUED)

22,3. Credit risk (continued)

(230Fi(1)UP Inv?asitre\c'ia?j:ets Total Revenue Total
Sector R'000 % R'000 %
Banks 27780 2 2 594 2
Construction 133 604 9 14 869 9
Financial services - - 883 1
Food and beverage 149 196 10 13473 8
Gaming - - 4943 3
IT and telecommunications 136 257 9 8 441 5
Mining 284791 19 22152 14
Motor retail 27210 21 41306 25
Paper and packaging 53739 3 5086 &)
Real estate 156 385 10 16651 10
Services - - 12 032 7
Speciality chemicals 17 544 1 1446 1
Various 110900 7 13 306 8
i(r:;?rz :1!;?‘ tiash equivalents and money market 138 110 9 6177 4
Total 1535516 100 163 358 100
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22.3. Credit risk (continued)

ggll\élPANY Inv?asitrega?j:ets Total Revenue Total
Sector R'C00 % R’000 %
Banks 31180 2 2699 2
Construction 131198 9 14171 "
Financial services - - - -
Food and beverage 163496 12 16802 14
Gaming o 5 - -
IT and telecommunications 144892 11 8163 6
Mining 2950848 21 22852 17
Motor retail 298363 21 41007 3
Paper and packaging - - 949 1
Real estate 154 347 11 16012 12
Services S o . -
Speciality chemicals - - 2399 2
Various 106 226 8 12 526 9
I(E‘ztsrr:] :12?1 tt;ash equivalents and money market 70 454 5 (6673) (5)
Total 13%6005 100 132907 100
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22.3. Credit risk (continued)

(23(§D1I¥IPANY Inv?:it;e 3 ;:’esem Total Revenue Total
Sector R'000 % R'000 %
Banks 27780 2 2594 2
Construction 133 604 9 14 869 9
Financial services - - 883 1
Food and beverage 149196 10 13 473 8
Gaming - - 4 943 3
IT and telecommunications 136 257 9 B8 441 5
Mining 284791 19 22152 14
Motor retail 327210 21 41306 25
Paper and packaging 53739 3 5086 3
Real estate 156 385 10 16651 10
Services - - 12 032 7
Speciality chemicals 17 544 1 14486 1
Various 110 900 7 13 305 8
i(riifr':: :,:j] tc;ash equivalents and money market 138 098 9 6013 4
Total 1535504 100 163194 100
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22.3. Credit risk (continued)

The Group's and Company's exposure to the various industry sectors is analysed by maturity in the

table below:

GROUP AND COMPANY

2012 Fair e 2-4 4-5 Over
Sector value 1 year years years 5 years
R'000

Banks 31 180 - 31180 - -
Construction 131 198 3384 21 257 12 848 93 709
Food and beverage 163 496 7154 156 342 - -
IT and telecommunications 144 892 - 144 892 - -
Mining 295 849 - 295849 - -
Motor retail 298 363 32699 265 664 - -
Paper and packaging - = o 5 -
Real estate 154 347 6 093 148 254 - -
Speciality chemicals - - - - -
Various 106 226 2488 62 553 41 185 -
Total 1 325 551 51818 1125991 54 033 93 709
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22.3. Credit risk (continued)

GROUP AND COMPANY

2011 Fair value Less than 2-4 4-5 Over
Sector 1 year years years 5 years
R'000

Banks 27780 - 18 021 9759 -
Construction 133 604 1008 12 141 8982 111 473
Focd and beverage 149 196 4 968 144 228 - -
IT and telecommunications 136 257 - 136 257 - -
Mining 284 791 - 284791 - -
Motor retail 327 210 30500 296710 - -
Paper and packaging 53739 53739 - - -
Real estate 156 385 6214 11 456 138 715 -
Speciality chemicals 17 544 3271 8271 2757 3245
Various 110 900 4524 66 126 - 40 250
Total 1397 406 104 224 978 001 160 213 154 968
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22.3. Credit risk (continued)

The maximum exposure to credit risk before taking into account any collateral held:

o 30 June % 30 June
GROUP ’ 2012 ’ 2011
R'000 R'000
Cash and cash equivalents 5 70454 9 138 110
Invested assets at carrying value
Unlisted
Loans and advances at nominal value 71 989160 72 1095 204
Interest receivable 24 342666 19 292 257
100 1402280 100 1525 571
COMPANY
Cash and cash equivalents 5 70454 8 138 098

Invested assets at carrying value

Unlisted
Loans, advances and ordinary shares at nominal value 71 989160 72 1095 204
Interest receivable 24 342666 19 292 257

100 1402280 100 1525 559
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22.3. Credit risk (continued)

The Group's portfolio exposure to credit risk is as follows:

GROUP Invested
2012 Cash and assets at fair
. cash value through  Derivatives Total
By Rating equivalents profit and
R'000 loss
BBB 70 454 - - 70 454
BB - 563 904 - 563 904
B - 304 914 - 304 914
CcC - 236 824 - 236 834
Equity - 219 899 - 219 899
70 454 1 325 551 - 1 396 005
GROUP
Invested
2011 (CEENE: assets at fair _—
. cash lue throuah Derivatives Total

By Rating equivalents va :;':" (rjolu 9
R'000 profit and loss
BBB 138 110 - - 138 110
BB - 705 900 - 705 900
B - 137 333 - 137 333
CcC - 237 078 - 237 078
Equity - 317 095 - 317 095

138 110 1397 408 - 1535 516
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22.3. Credit risk {continued)

The Company's portfolio exposure to credit risk is as follows:

COMPANY Invested
2012 Cash and assets at fair
. cash value through  Derivatives Total
By Rating equivalents profit and
R'000 loss
BBB 70 454 - - 70 454
BB - 563 904 - 563 904
B - 304 914 - 304 914
CccC - 236 834 - 236 834
Equity - 219 899 - 219 899
70 454 1 325 551 - 1 396 005
COMPANY
2011 Cash and INEAEY
cash assets at fair Derivatives Total

By Rating equivalents value through
R'000 profit and loss
BBB 138 098 - - 138 098
BB - 705 900 - 705 900
B - 137 333 - 137 333
ccc - 237 078 - 237078
Equity - 317 095 - 317 095

138 098 1397 406 - 1535 504
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22.3. Credit risk (continued)

The Group's industry exposure to credit risk by sector is as follows:

GROUP AND COMPANY 2012 2011

Banks BB, Equity BB, Equity
Construction BB BB
Food and beverage BB BB
IT and telecommunications Equity Equity
Mining B, BB BB, Equity
Motor retail B, CCC BB, CCC
Paper and packaging - BB
Real estate BB, B BB, B
Other B, Equity B, Equity

Due to the low number of investments in the Group’s portfolio, the Group is able to monitor all
exposures individually on an ongoing basis, and therefore is able to quantify any specific changes to
invested assets at fair value through profit and loss or cash and cash equivalents not attributable to

changes in market conditions that give rise to market risk.

Ongoing monitoring is performed by Manco through interaction with counterparties and FirstRand

Bank Limited’s credit risk management function including but not limited to:
»  review of facilities at appropriate intervals; and

« collateral and covenant management.
22.4. Currency risk

Currency risk is the risk that the fair value or future cash flows of a financial instrument will

fluctuate because of changes in foreign exchange rates.

The Group does not have balances denominated in foreign currency as at 30 June 2012 and

therefore is not significantly exposed to any changes in exchange rates.
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22.5. Liquidity risk

Liquidity risk is the risk that an entity will encounter difficulty in meeting obligations
associated with financial liabilities.

The efficient management of liquidity risk is essential to the Group to ensure that financial

market confidence is maintained.
The Group is exposed to the following specific risks associated with liquidity risk:

C funding liquidity risk, whereby the Group is unable to meet its obligations under
external funding arrangements (i.e. other than debentures forming part of its linked

unit capital structure.)

0 opportunity liquidity risk, where the Group will be unable to meet an investment
commitment when required and as a result missing an attractive investment

opportunity due to a lack of liquid funds.

The objective of the Group’s cash management policy is inter alia to ensure that the Group

retains sufficient liquidity to meet its investment requirements and other obligations.
Funding and cash management policies are effected through forecasting models and
manitoring of gearing.

The remaining contractual maturities for financial and non-financial assets and liabilities at
undiscounted amounts are disclosed in the table below. The table includes provisions
(presented on a discounted expected cash flow basis) and taxation asset / liability
{presented on an undiscounted expected cash flow basis).
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22.5. Liquidity risk (continued)

Term to maturity

GROUP AND COMPANY

Less
2012 than 2-4 4-5 50\1rer Total
ears ears ears
R'000 1 year y y y
Assets
Cash and cash equivalents 70 454 - - - 70 454
:g\s/:sted assets at fair value through profit and 51818 1 125 991 54 033 93 709 1 325 551
Liabilities
Derivative financial instruments (15 258) (260 071) - - (275 329)
th .
Debentures - repayable on 99~ anniversary of B} . . (891 366) (891 366)
date of issue
Linked unitholders for debenture interest (21 076) - - - {21 076)
Provisions {735) {14 299} - - (15 034)
Other liabilities {2 461) - - - (2 461)
Total net surplus / (deficit) 82742 851621 54033 (797 657) 190 739

76|Page



MAKALANI HOLDINGS LIMITED

NOTES TO THE GROUP FINANCIAL STATEMENTS (CONTINUED)

22.5. Liquidity risk (continued)

Term to maturity

GROUP AND COMPANY

Less

o P lon yen syeas o
Assets

Cash and cash equivalents 138 110 - - - 138 110
:ggsted assets at fair value through prefit and 104 224 978 001 160 213 154 968 1397 406
Taxation asset 4 280 - - - 4280
Liabilities

Derivative financial instruments (39272) (209722) (67 673) - {316 667)
E:tt;e:ftli:srzje— repayable on og" anniversary of ) ) - (1046 487) (1 046 487)
Linked unitholders for debenture interest (28 819) - - - {28 819)
Provisions (756) (3 506} - - {4 262)
Other liabilities (2 842) - - - (2 842)
Total net surplus / (deficit) 174925 764773 92540 (891 519) 140 719

22.6. Capital risk

The Group needs to manage its capital so as to safeguard the Group's ability to continue as

a going-concern in order to provide returns for the unitholders and benefits to the

stakeholders and to maintain an optimal capital structure to reduce the cost of capital.

For risk management purposes, the Group considers its linked units (consisting of share

capital, share premium, debentures and retained earnings, refer notes 16 and 17) as its

capital.

The Group assesses its capital adequacy against estimates of capital requirements so as to

be able to absorb unexpected losses that may arise from the risks facing the Group.
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The Group manages capital risk through ongoing monitoring and active management of
credit risk and gearing of the Group. Due to the wind-down of the portfolio, the Group has
repaid R157 million (2011: R552 million) of debenture capital during the current financial

year.

Price risk

Price risk is the risk that the fair value or future cash flows of a financial instrument will
fluctuate because of changes in market prices (other than those arising from interest rate
risk or currency risk), whether those changes are caused by factors specific to the individual
instrument or its issuer, or factors affecting all similar financial instruments traded in the

market.

The Group holds listed investments which are monitored on an ongoing basis. Where listed
equities are used as securities, or as part of funding arrangements (i.e. EPIs), these
positions are also monitored on an ongoing basis. Unlisted equity investments are monitored

on an active basis through interaction with management.
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22.7. Price risk (continued)
The sensitivity analysis for price risk:

The effect of changes in market prices on retained earnings is as follows:

2012 — Equity participation instruments R’'000 R'000 R'000

Price risk 30 June 2012 +10% -10%

Statement of comprehensive income line item

Fair value gains 6 078 6 686 5470
Net movement 608 {608)
Impact on profit or loss after tax 608 (608)

2011 - Equity participation instruments

Price risk 30 June 2011 +10% -10%

Statement of comprehensive income line item

Fair value gains 34 861 38 347 31375
Net movement 3 486 (3 486)
Impact on profit or loss after tax 3486 {3 486)

In arriving at the increases and decreases in fair value gains / (losses) in the sensitivity
analysis, listed equity prices to which the Group is exposed were adjusted. Due to the equity

nature of the instruments no adjustments were made for tax purposes.

As at and around 30 June 2012, a portion of Makalani's portfolio is linked to listed prices and
therefore a 10% move in the underlying share market is considered significant and is used

for the purposes of the sensitivity analysis.

Due to the nature of the equity participation instruments the Group's exposure is limited to
the upside potential of these instruments.
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23. FAIR VALUE OF FINANCIAL INSTRUMENTS
The Group classifies fair value measurement using a fair value hierarchy that reflects the
significance of the inputs used in making the measurements; this is done for instruments
recognised at fair value. The Group's fair value hierarchy have the following levels:
Level 1 - Fair value is determined using unadjusted quoted prices in active markets for
identical assets or liabilities;
Level 2 - Fair value is determined using inputs other than gquoted prices included within level
1 that are observable for the asset or liability, either directly (i.e. as prices) or indirectly; and
Level 3 - Fair value is determined using a valuation technique and inputs for the asset or
liability that are not based on observable market data (unobservable inputs).
The following table presents the financial instruments recognised at fair value on the
consolidated statement of financial position of the Group:
2012
Total
R'000 Level 1 Level 2 Level 3 carrying
amount
Assets
Loans and advances - - 1325 551 1325 551
Ordinary share investments - - - -
Total financial assets at fair value - - 1325 551 1 325 551
Liabilities
Derivative financial instruments - 23 548 - 23 548
Total financial liabilities at fair value - 23 548 - 23 548
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23, FAIR VALUE OF FINANCIAL INSTRUMENTS (continued)

2011

R'000 Level 1 Level 2 Level 3 Tot:rlnc:l::]);mg
Assets

Loans and advances - - 1 397 406 1 397 406
Ordinary share invesiments - - - -
Total financial assets at fair value - - 1 397 406 1 397 406
Liabilities

Derivative financial instruments - 20 358 - 20 358
Total financial liabilities at fair value - 20 358 - 20 358

Changes in level 3 fair value instruments

The Group classifies financial instruments in level 3 of the fair value hierarchy when there is
at least one significant unobservable input to the valuation model. In addition to these
unobservable inputs to the valuation model, level 3 financial instruments typically also rely
on a number of inputs that are readily observable either directly or indirectly. Therefore, the
gains and losses presented below include changes in the fair value related to both

observable and unobservable inputs.

The following table shows a reconciliation of the beginning and ending balances for fair
valued assets and liabilities classified as level 3 in terms of the fair value hierarchy.
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23. FAIR VALUE OF FINANCIAL INSTRUMENTS (continued)

2012
Galns {or losses) for the
period recognised In profit
or loss
Un- Purchases, Transfers | Transfers | Falr value

\ :;Huvnae'u;o?: Oblsnar:tasble observable sales, Issues into level out of at 30 June
R'000 P inputs | and settlements 3 level 3 2012
Assets
2332201':’ 1 397 406 - (17 957) (53 898) ; - 1325551
Total financial
reooomisedat 1397408 . (17957) (53 898) : - 1325551
fair value

Changes in the Group's best estimate of the unobservable inputs (level 3) could affect the
reported fair values recognised in the statement of financial position and the movement in
fair values recognised in the statement of comprehensive income. However, changing these
inputs to reasonably possible alternatives would change the fair value using more positive
reasonable assumptions to R1 347 million (2011: R1 421 million) and using more negative
assumptions to R1 304 million (2011: R1 374 million). The table below presents the total
gains relating to financial instruments in level 3 that are still held on 30 June 2012:

Gains or losses
recognised in the
statement of
comprehenslve income

Galns or losses
recognised in other
comprehensive Income

000 Ob;e:,rl\:tasble obﬁ'::’rz'tasbl . Ob;e':,rt\'rtasble Obﬁ‘{%%sbl - Toct,erlll g:;ns
Assets

Loans and advances - {17 957) - - (17 957)
Total - {17 957) - - (17957)
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23. FAIR VALUE OF FINANCIAL INSTRUMENTS (continued)

2011
Galns (or losses) for lhe
peried recognised in profit or
loss
. Un- Purchases, sales, | Transfers | Transfers Fair value

, 3?5“\::2”260% Ob;emible observable issues and into level out of al 30 June
R'000 P inputs setilements 3 level 3 2011
Assets
Loans and 1850 446 . 27443 (480 483) ; - 13097 406
Total financial
fj::; odqar 1850446 . 27443 (480 483) - . 1397406
fair value

Gains or losses recognised Gains or losses recognised
in lhe stalement of in cther comprehensive
comprehensive Income income
Un- Un- ,
Obi?]er:lasble observable Ob;erl\:ta;ble observable Toéfllgsaslns

R'000 P inputs p inputs
Assets
Loans and advances - 27 443 - - 27 443
Total - 27 443 - - 27 443

24, SECTOR ANALYSIS

The Group’s operations are considered to be a single segment at this stage and segment
reporting is therefore not presented as the business consists of granting funding to BEE
transactions and targeted investments in South Africa. Instead, a sector analysis is
presented under the credit risk section. The Group’s credit and investment exposures are

analysed by sector and maturity in note 22.
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25. RELATED PARTY TRANSACTIONS

Parties are considered to be related if one party has the ability to control the other party or
exercise significant influence over the other party in making financial or operational
decisions. The Group did not have any transactions with key personnel or their immediate
family members other than as disclosed in these financial statements. In view of the fact that
Manco is an associate of RMB, the additional disclosure below is given in the interest of

greater transparency and good corporate governance.

GROUP COMPANY

2012 2011 2012 2011

R'000 R'000 R'000 R'000
Transactions for the period ended
RMB
Invested assets redeemed via RMB 55 032 312 044 55032 312 044
MANCO
Management fee paid to Manco 9944 11701 9944 11 701
SUBSIDIARY
Interest paid to treasury unit subsidiary - - - 8 563
Dividends paid to treasury unit subsidiary - - - 20 160
Interest received from treasury unit subsidiary - - - 3993
Dividends received from treasury unit . ) 8 20 160

subsidiary

RMBIA is the holding company of the Company.
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25, RELATED PARTY TRANSACTIONS (continued)

GROUP COMPANY

2012 2011 2012 201

R'000 R'000 R'000 R'000
Balances at year end
Cash and cash equivalents with FirstRand
Bank Limited 70 454 138 110 70 454 138 098
Swap contracts entered with RMB
- Assets at fair value - - - -
- Liabilities at fair value {23 548) (20 358) {23 548) (20 358)
Preference share funding from RMB - - - o

Details of the preference share funding facilities with RMB are contained within note 18.

Interest and dividends paid to treasury unit subsidiary comprise of interest and dividends paid to
BVI, which held Makalani's treasury linked units. Dividends and interest received from BVI, as well

as shareholder loans to BVI are disclosed above.
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Directors' emoluments

The fees (including taxes) paid to the directors during the period for their services as directors are:

Director 30 Jun 12 30 Jun 11

R'000 R'000
VW Bartlett’ - 39
JE Ehlers? 127 108
DCM Gihwala' R 41
RJC Hamer? 167 144
BD Hopkins® 239 170
D Konar! - 56
CA Ludik? 127 79
GL Minnaar! 111 105
T Pather® . 26
R Rajdhar? 173 82
K Pillay“ 167 158
SEN Sebotsa’ . 26
8J van der Ross' . 26

1111 1 060

Resigned — 20 October 2010
Non - Executive Director

3

Executive Director
5

Alternate Director to R Rajdhar
Independent Non — Executive Director (excluding reimbursive expenses of R26 942.13)

Messrs Hamer and Ehlers are full time employees of RMB, Messrs Minnaar and Pillay are

full time employees of Manco, Mr Ludik is a full time employee of MMI Holdings Limited;

Ms Pather and Mr Rajdhar are full time employees of the Public Investment Corporation. The

fees received by them per the above table have been waived and ceded to their respective

employers and do not accrue to them in their private capacities. All the above directors with

the exception of Messrs Minnaar and Pillay are non-executive directors.
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Messrs Minnaar and Pillay are also directors of the Company’s wholly-owned subsidiary but

have not earned any remuneration from that entity.

CONTINGENT LIABILITIES

The Group is not aware of any contingent liabilities.

CAPITAL COMMITMENTS

The Group has no irrevocable commitments to invest funds in potential new transactions. All

commitments will be met from the Group's existing cash resources and / or borrowings.

BORROWING POWERS

In terms of the Group's Memorandum of Incorporation, the Group may from time to time

borrow such sums as the directors deem fit.

CRITICAL ACCOUNTING ESTIMATES AND JUDGEMENTS IN APPLYING ACCOUNTING
POLICIES

The Group makes estimates and assumptions that affect the reported amounts of assets and
liabilities. Estimates and judgements are continually evaluated and are based on historical
experience and other factors, including expectations of future events that are believed to be

reasonable under the circumstances.

FAIR VALUE OF FINANCIAL ASSETS

The fair value of financial instruments that are not quoted in active markets are determined
by using valuation techniques. Where valuation techniques (for example, models) are used
to determine fair values, these are validated and periodically reviewed by qualified personnel.
All models are reviewed before they are used, and models are calibrated to ensure that
outputs reflect actual data and comparative market prices. To the extent practical, models
use only observable market data, however, areas such as credit risk {both own and
counterparty), volatilities and correlations require management to make estimates. Changes
in assumptions about these factors could affect the reported fair values of financial

instruments.
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29.1.1.

29.1.2.

29.1.3.

29.1.4.

Loans and advances designated at fair value through profit and loss (“Loans

and advances"”) are valued using a combination of the following:

mapping to international scale ratings from external rating agencies for any
credit migration which are estimated and not always necessarily supported by
prices from any observable market prices;

discounting future cash flows by reference to published price quotations in an
active market for changes in market prices for fixed rate assets where
applicable; and

discounting estimated future cash flows not necessarily based on available
observable market data in instances of impairment forming part of fair value.
The Group makes use of management forecasts, the Capital Asset Pricing

Model, relevering beta’s and peer comparison in arriving at fair value.
Ordinary shares under fair value through profit and loss {“Ordinary shares”)

Unlisted ordinary shares are valued using a combination of the following which are
supported by both observable market prices and management estimations in

addition to iterns under 29.1 above:

C earnings multiples;
discounted cash flows of the underlying business;
' industry valuation benchmarks; and

C available markst prices.
Specific Impairment

The value of the specific impairment is calculated as the difference between the
underlying equity (as calculated under note 29.1 above) and the associated

underlying debt at maturity of the relevant transaction.
Equity participation instruments (“EPIs”)

The value of EPIs are calculated as the net asset value of the structure to which the
EPI is attached as forecast at maturity. The asset portion is marked to market to the
relevant listed counter or unlisted asset. The liability portion is sourced per the
relevant funding provided. A discount is then applied o the net asset value, and

present valued to the reporting date.
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29.1.5.

29.1.6,

Income taxes

The current income tax charge is calculated on the basis of the tax laws enacted or
substantively enacted at the reporting date in the countries where the Group's
subsidiaries and associates operate and generate taxable income. Management
periodically evaluates positions taken in tax returns with respect to situations in
which applicable tax regulation is subject to interpretation. It establishes provisions
where appropriate on the basis of amounts expected to be paid to the tax
authorities.

The Group has recognised deferred income tax on all deductible temporary
differences and a portion of the assessed loss. The Group has not recognised the
full value of the assessed loss as a defetred income tax asset due to the conduit
nature of the Group and the wind-down strategy as communicated to the market.
Management therefore do not believe that sufficient future taxable profits will be
generated for the foreseeable future against which the full value of the assessed

loss could be utilised.

The total assessable loss at the end of the year amounted to R74 million. However
management has applied judgement and limited the deferred income tax asset by
only raising deferred income tax on R8 million of the total assessable loss. The
resulting deferred income tax asset was R2 million. Management have calculated
this value by using the current year taxable income as an ideal "proxy" year, and
assuming a similar taxable income for the next 3 years. Management then present
valued (at 10%) three times the current year's taxable income to obtain an estimate

of future taxable profits.
Linked units

1AS 32 — Financial instruments: Presentation and disclosure requires the Group, as
an issuer of a non-derivative compound financial instrument (linked unit), to evaluate
the terms of the financial instrument to determine whether it contains both a liability

and an equity component.
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The Group's linked units, as disclosed in notes 16 and 17, contain elements of
equity and liability and therefore the proceeds from the issue of the linked units were
split at initial recognition between the liability and equity component. The Group
applied judgement in determining the allocation of the proceeds from each linked
unit into liability and equity components. The basis of the split is that the Group
intended to invest 75% of its capital in interest-bearing assets that would provide the
required return on the debentures issued and 25% into dividend-bearing assets for
dividend income and capital growth from these assets and that would provide a

residual return for the ordinary shares issued.

This significant judgement is applied only when linked units are initially issued, as
IAS 32 requires classification of the liability and equity components of a compound
instrument not to be revised once the liability and equity split has been completed at
initial recognition. Subsequent changes in the investment mix would not have an
impact on the initial split of existing linked units, but would have an impact on the

liability and equity split of linked units issued or repurchased at a later date.

30. SUBSIDIARY

Details as to the only subsidiary of the Group are outlined under note 1 of this report. The
Company currently owns 100% of the issued share capital at a value of R100.00.
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31, STANDARDS AND INTERPRETATIONS ISSUED BUT NOT YET EFFECTIVE

The Group will comply with the following new standards and interpretations applicable to its

business from the stated effective dates:

Effective date

IAS 1

(amended)

Presentation of Iltems of Other Comprehensive Income

This amendment was issued to eliminate inconsistencies in the presentation
of items in the statement of other comprehensive income. The amendment
requires an entity to group the items of other comprehensive income on the
basis of whether the amounts will subsequently be reclassified to profit or
loss or not ie. the statement of comprehensive income should be split
between items that will be reclassified to profit or loss and items that will not
be reclassified to profit or loss.

This amendment addresses disclosure in the annual financial siatements
and will not affect recognition and measurement. The impact of the revised

disclosure is not expected to be significant.

Annual periods
commencing on
or after
1 July 2012

IAS 12

(amended)

Income Taxes

IAS 12 requires that deferred tax assets be measured based on whether the
entity expects to recover the carrying amount of the asset through use or
through sale. This assessment of the method of recovery may be difficult to
assess for investment property measured using the fair value model. The
amendment provides a practical solution by introducing a presumption that
the carrying amount of such investment property will normally be recovered
through sale. As a result of the amendment, SIC 12 Income Taxes -
Recovery of Revalued Non-Depreciable Assets has been withdrawn.

This amendment is not expected to have a significant impact on the Group.

Annual periods
commencing on
or after
1 January 2012
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Effective date

IAS 27

{amended)

Separate Financial Statements

IAS 27
consolidated financial statements as a result of the issue of IFRS 10 and

removes the accounting and disclosure requirements for

IFRS 12, which establish new consolidation and disclosure standards.

IAS 27 (amended) contains accounting and disclosure requirements for
investments in subsidiaries, joint ventures and associates when an entity

prepares separate financial statements.

This amendment is not expected to have a significant impact on the
Group's results.

Annual periods
commencing on
or after
1 January 2013

IAS 32

Financial Instruments: Presentation

This amendment requires entities to disclose gross amounts subject to
rights of set-off, amounts set off in accordance with the accounting
standards followed, and the related net credit exposure. This information
will help investors understand the extent to which an entity has set off in its
statement of financial position and the effects of set-off on the entity's rights
and obligations.

Annual periods
commencing on
or after
1 January 2014

IFRS 1
(amended)

First-time Adoption of International Financial Reporting Standards

On 13 March 2012 the IASB published an amendment to IFRS 1 First-time
Adoption of International Financial Reporting Standards. The amendments,
dealing with loans received from governments at a below market rate of
interest, give first-time adopters of IFRSs relief from full retrospective
application of IFRSs when accounting for these lcans on transition. It
provides the same relief to first-time adopters as is granted lo existing
preparers of IFRS financial statements when applying IAS 20 Accounting
for Government Grants and Disclosure of Government Assistance.

The Group is not a first-time adopter and this amended standard will

therefore have no impact.

Annual periods
commencing on
or after
1 January 2013
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Effective date

Financial Instruments: Disclosures

This amendment requires entities to disclose gross amounts subject to Annual periods

rights of set-off, amounts set off in accordance with the accounting commencing on

IFRS 7 standards followed, and the related net credit exposure. This information P e

will help investors understand the extent to which an entity has set off in its 1 January 2013

statement of financial position and the effects of set-coff on the entity's rights
and obligations.

Financial Instruments

IFRS 9 is the first phase in the IASB's three-part project to replace IAS 39
Financial Instruments: Recognition and Measurement. This phase deals
with the classification and measurement of financial assets and financial
liabilities. Financial assets can be classified as financial assets at amortised
cost or fair value. The classification is based on the entity's business model
for managing the financial assets and the contractual cash flow | Annual periods
FRS 9 characteristics of the financial asset. Financial liabilities can also be | beginning on or
classified as financial liabilities at amortised cost or fair value in line with after
the existing requirements of IAS 39. If an entity elects to measure its | 1 January 2015
financial liabilities at fair value, it should present the portion of the change
in fair value due to changes in its own credit risk in other comprehensive

income.

The Group is in the process of assessing the impact that IFRS 9 would
have on the financial statements. Until the process is completed, the Group
is unable to determine the significance of the impact of IFRS 9.
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Effective date

IFRS 10

Consolidated Financial Statements

IFRS 10 establishes a new control model for determining which entities
should be consolidated. The standard also provides guidance on how to
apply the principle of control to specific situations in order to identify
whether an investor controls an investee. IFRS 10 supersedes a portion of
IAS 27 Separate and Consolidated Financial Statements and SIC 12
Consolidation — Special Purpose Entities.

The Group is in the process of assessing the impact that IFRS 10 would
have on the financial statements. Until the process is completed, the Group
is unable to determine the significance of the impact of IFRS 10.

Annual periods
beginning on or
after
1 January 2013

IFRS 12

Disclosure of Interests in Other Entities

The standard aims to provide consistent disclosure requirements for
subsidiaries, joint arrangements, associates and structured entities. IFRS
12 requires disclosure of information that will enable users to evaluate the
nature of the risks associated with the interest and the effect of the interest
on the financial position, performance and cash flows of the reporting
entity.

This amendment addresses disclosure in the annual financial statements
and will not affect recognition and measurement. The Group is still in the

process of assessing the impact of the revised disclosure.

Annual periods
commencing on
or after
1 January 2013

IFRS 13

Fair Value Measurement

IFRS 13 was issued in order to eliminate inconsistencies in the guidance
on how to measure fair value and disclosure requirements that currenily
exist under the different IFRSs' that require or permmit fair value
measurement. It provides a fair value hierarchy, which gives the highest
priority to unadjusted quoted prices in active markets for identical assets or

liabilities and the lowest priority to uncbservable inputs.

The Group is in the process of assessing the impact that IFRS 13 would
have on the financial statements. Until the process is completed, the Group
is unable to determine the significance of the impact of IFRS 13.

Annual periods
commencing on
or after
1 January 2013
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Effective date

Annual

Improvements to IFRS

The IASB issued Annual Improvements 2009-2011 Cycle in May 2012, as
its latest set of annual improvements. The collection of amendments to
International Financial Reporting Standards is in response to six issues
addressed during the 2009-2011 cycle. '

The amendments have been assessed and are not expected to have a

significant impact on the Group.

Annual periods
commengcing on
or after
1 January 2013
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DEFINITIONS
for the year ended 30 June 2012

Throughout these annual financial statements and annexures thereto, unless otherwise stated or the
context otherwise indicates, the words in the first column shall have the corresponding meaning
stated opposite them in the second column, words in the singular shall include the plural and vice
versa, words importing natural persons shall include corporations and associations of persons and

any reference to one gender shall include the other genders:

“Act” or “Companies Act” the Companies Act 71 of 2008, as amended;
"BBBEE" Broad Based Black Economic Empowerment;
“BEE" Black Economic Empowerment;

"board of directors” the board of directors of Makalani;

Makalani Treasury Units Proprietary Limited, previously Business
“BVI" Venture Investments No.1111 Proprietary Limited (registration
number 2006/025971/07), a wholly owned subsidiary of Makalani;

"CEOQO" Chief Executive Officer of Makalani Holdings Limited,;

an unsecured variable rate debenture with a nominal value of R75,
"debenture” created and issued by Makalani subject to the terms and conditions

of the debenture trust deed;

“directors” directors of Makalani,
“EPI" Equity participation instrument;
“FD" Financial Director of Makalani Holdings Limited;

FirstRand Limited (registration number 1966/010753/06), a public
“FirstRand” company duly incorporated in South Africa and listed on the JSE and
the Namibian Stock Exchange;

96|Page



MAKALAN| HOLDINGS LIMITED

“FSC”

“FSC - compliant

investments”

'FSC scorecard”

“the FirstRand Group”
“the Company”

“the Group”

“IFRIC"

“IFRS”

"JIBAR"

“JSE"

"King Code 2012"

“linked units” or "Makalani

linked units”

“Makalani” or “the Company"

DEFINITIONS
forthe year ended 30 June 2012

Financial Sector Charter adopted by the Association of Black
Securities and Investment Professionals, the Banking Council of
South Africa, the Foreign Bankers Association of South Africa and
other persons on 17 October 2003;

BEE transaction funding and other targeted investments as

contemplated in the FSC;

the scorecard contained in the FSC that outlines the points available
for each category of the FSC;

FirstRand and its subsidiaries;

Makalani Holdings Limited (registration number 2005/000726/06),
the Company and BVI;

International Financial Reporting Interpretations Committee;
International Financial Reporting Standards;

Johannesburg Inter Bank Agreed Rate,;

JSE Limited;

the Code of Corporate Practices and Conduct contained within the

King Report on Corporate Governance for South Africa 2012;

a unit comprising one ordinary share of R0.0001 cents, issued at a
premium of R24,9998, and one debenture of R75 each;

Makalani Holdings Limited, (registration number 2005/000726/06} a

public company duly incorporated in South Africa;
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Makalani Management Company Proprietary Limited (registration
“Manco” number 2004/023302/07), a private company duly incorporated in

South Africa;

the management agreement entered intc between Makalani and

“management agreement’ .
Manco on 19 April 2005, as amended,;

"ordinary shares” or ordinary shares with a par value of R0.0001 each in the issued share

"Makalani ordinary shares” capital of Makalani;

“RMB" or "Rand Merchant Rand Merchant Bank, a division of FirstRand Bank Limited
Bank” (registration number 1929/001225/06),

RMB Investments & Advisory Proprietary Limited (registration

“RMBIA” number 2007/016079/07);

WDB Investment Holdings Limited (registration number

WEE 1996/17647/07).
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