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PART 1

FORWARD LOOKING STATEMENTS

In addition to historical information, this Annual Report on Form 10-K contains forward-looking statements that
involve risks and uncertainties that could cause our actual results to differ materially from those projected, anticipated
or implied in the forward-looking statements. Factors that might cause or contribute to such differences include, but
are not limited to, those discussed in Item 1A Risk Factors. In some cases, you can identify forward-looking statements
by terminology such as may, will, should, could, would, expects, plans, intends, anticipates,

predicts, potential or continue or the negative of such terms and other comparable terminology. You should not plac

undue reliance on these forward-looking statements, which reflect our opinions only as of the date of this Annual
Report. We undertake no obligation to release publicly any revisions to the forward-looking statements after the date
of this Annual Report. You should carefully review the risk factors described in other documents we file from time to
time with the Securities and Exchange Commission, including the Quarterly Reports on Form 10-Q to be filed by us
in our 2013 fiscal year, which runs from July 1, 2012 to June 30, 2013.

ITEM 1. BUSINESS
Overview

We are a leading provider of payment solutions and transaction processing services across multiple industries
and in a number of emerging economies.

We have developed and market a comprehensive transaction processing solution that encompasses our smart
card-based alternative payment system for the unbanked and under-banked populations of developing economies and
for mobile transaction channels. Our market-leading system can enable the billions of people globally who generally
have limited or no access to a bank account to enter affordably into electronic transactions with each other,
government agencies, employers, merchants and other financial service providers. Our universal electronic payment
system, or UEPS, uses biometrically secure smart cards that operate in real-time but offline, unlike traditional
payment systems offered by major banking institutions that require immediate access through a communications
network to a centralized computer. This offline capability means that users of our system can conduct transactions at
any time with other card holders in even the most remote areas so long as a smart card reader, which is often portable
and battery powered, is available. Our off-line systems also offer the highest level of availability and affordability by
removing any elements that are costly and are prone to outages. Our latest version of the UEPS technology has now
been certified by EMV, which facilitates our traditionally proprietary UEPS system to interoperate with the global
EMYV standard and allows card holders to transact at any EMV-enabled point of sale terminal or ATM. The new
UEPS/EMYV technology is currently being deployed on an extensive scale in South Africa through the issuance of
MasterCard-branded UEPS/EMYV cards to our social welfare grant customers. In addition to effecting purchases,
cash-backs and any form of payment, our system can be used for banking, health care management, international
money transfers, voting and identification.

We also provide secure transaction technology solutions and services, by offering transaction processing,
financial and clinical risk management solutions to various industries. We have extensive expertise in secure online
transaction processing, cryptography, mobile telephony and integrated circuit card (chip/smart card) technologies.

Our technology is widely used in South Africa today, where we distribute pension and welfare payments, using
our UEPS/EMYV technology, to over nine million recipients across the entire country, process debit and credit card
payment transactions on behalf of retailers that we believe represent nearly 65% of retailers within the formal retail
sector in South Africa through our EasyPay system, process value-added services such as bill payments and prepaid
airtime and electricity for the major bill issuers and local councils in South Africa, and provide mobile telephone
top-up transactions for all of the South African mobile carriers. We are the largest provider of third-party and

4



Edgar Filing: NET 1 UEPS TECHNOLOGIES INC - Form 10-K

associated payroll payments in South Africa through our FIHRST service that processes monthly payments for
approximately 1,250 employer groups representing over 850,000 employees. Our MediKredit service provides the
majority of funders and providers of healthcare in South Africa with an on-line real-time management system for
healthcare transactions. We perform a similar service in the US through our XeoHealth subsidiary.

Internationally, though KSNET, the second largest transaction processor by volume in Korea, we offer card
processing, payment gateway and banking value-added services in that country. The acquisition of KSNET during the
second quarter of fiscal 2011, expands our international footprint as well as diversifies our revenue, earnings and
product portfolio. We have also concluded deals for the provision of MVC services and/or licenses with customers in
Mexico, Spain and India.

All references to the Company, we, us, or our are references to Net 1 UEPS Technologies, Inc. anc
consolidated subsidiaries, collectively, and all references to Netl are to Net 1 UEPS Technologies, Inc. only, except as
otherwise indicated or where the context indicates otherwise.
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Market Opportunity

Services for the Under-banked: According to the World Bank, three quarters of the world's poor, living on less
than $2 a day, have no bank account. As a result, 2.5 billion adults around the world, or 50% of the world s adult
population, do not have bank accounts or access to financial services. This situation arises when banking fees are
either too high relative to an individual s income, a bank account provides little or no meaningful benefit or there is
insufficient infrastructure to provide financial services economically in the individual s geographic location. We refer
to these people as the unbanked and the under-banked. These individuals typically receive wages, welfare benefits,
money transfers or loans in the form of cash, and conduct commercial transactions, including the purchase of food and
clothing, in cash.

The use of cash, however, presents significant risks. In the case of recipients, they generally have no secure way
of protecting their cash other than by converting it immediately into goods, carrying it with them or hiding it. In cases
where an individual has access to a bank account, the typical deposit, withdrawal and account fees meaningfully
reduce the money available to meet basic needs. For government agencies and employers, using cash to pay welfare
benefits or wages results in significant expense due to the logistics of obtaining that cash, moving it to distribution
points and protecting it from theft.

Our target under-banked customer base in most emerging economies, and particularly in South Africa, has
limited access to formal financial services and therefore relies heavily on the unregulated informal sector for such
services. By leveraging our smart card and mobile technologies, we are able to offer affordable, secure and reliable
financial services such as loans and insurance products to these consumers and alleviate some of the challenges they
face in dealing with the informal sector.

With over 25 million cards issued in more than ten developing countries around the world, our track record and
scale uniquely positions us to continue further geographical penetration of our technology in additional emerging
countries.

Online transaction processing services: The rapid global growth of retail credit and debit card transactions is
reflected in the April 2012 Nilson Report, according to which worldwide annual general purpose card purchase dollar
volume increased 17.5% to $15.4 trillion in 2011, while transaction volume increased by 11.7% to 161.3 billion
transactions and cards issued increased by 12.4% to 6.5 billion cards during the same period. General purpose cards
include the major card network brands such as MasterCard, Visa, China UnionPay and American Express. In South
Africa we operate the largest bank-independent transaction processing service through EasyPay, where we have
developed a suite of value-added services such as bill payment, airtime top-up, gift card, money transfer and pre-paid
utility purchases that we offer as a complete solution to merchants and retailers. In Korea, through KSNET, we
operate the second largest transaction processor by volume, where we provide card processing, banking value-added
services and payment gateway functionality to the retail industry. Our expertise in on-line transaction processing and
value-added services provides us with the opportunity to participate globally in this rapidly growing market segment.

Mobile Payments: Despite lacking access to formal financial services, large proportions of the under-banked
customer segment own and utilize mobile phones. The World Bank s research has confirmed the rising popularity of
using mobile phones to transfer money and banking that often does not require setting up an account at a
brick-and-mortar bank. The World Bank has stated that mobile banking, which allows account holders to pay bills,
make deposits or conduct other transactions via text messaging, has expanded to 16 percent of the market in
Sub-Saharan Africa, where traditional banking has been hampered by transportation and other infrastructure problems.

Mobile phones are therefore increasingly viewed as a channel through which this underserved population can
gain access to formal financial and other services. Today, most mobile payment solutions offered by various
participants in the industry largely provide access to information and basic services, such as allowing consumers to
check account balances or transfer funds between existing accounts with the financial institution, but they offer
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limited functionality and ability to use the mobile device as an actual payments and banking instrument. Our UEPS
solution is enabled to run on the SIM cards in mobile phones and provides our users with secure payment and banking
functionality.

Healthcare: Given the lack of broad-based healthcare services in many emerging economies, governments are
increasingly focused on driving initiatives to provide affordable and accessible healthcare services to their
populations. Similarly, countries such as the United States are embarking on expansive overhauls of their existing
healthcare systems.

Through our MediKredit and XeoHealth services we combine our payments expertise with our real-time rules
engine and claims processing technology to offer governments, funders and providers of healthcare a comprehensive
solution that offers a completely automated healthcare rules adjudication and payment system, reducing both cost and
time.
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Our Key Products
The UEPS Technology
UEPS

We developed our core UEPS technology to enable the affordable delivery of financial products and services to
the world s unbanked and under-banked populations. Our native UEPS technology is designed to provide the secure
delivery of these products and services in the most under-developed or rural environments, even in those that have
little or no communications infrastructure. Unlike a traditional credit or debit card where the operation of the account
occurs on a centralized computer, each of our smart cards effectively operates as an individual bank account for all
types of transactions. All transactions that take place through our system occur between two smart cards at the POS as
all of the relevant information necessary to perform and record transactions reside on the smart cards.

The transfer of money or other information can take place without any communication with a centralized
computer since all validation, creation of audit records, encryption, decryption and authorization take place on, or are
generated between, the smart cards themselves. Importantly, the cards are protected through the use of biometric
fingerprint identification, which is designed to ensure the security of funds and card holder information. Transactions
are generally settled by merchants and other commercial participants in the system by sending transaction data to a
mainframe computer on a batch basis. Settlements can be performed online or offline. The mainframe computer
provides a central database of transactions, creating a complete audit trail that enables us to replace lost smart cards
while preserving the notional account balance, and to identify fraud.

Our UEPS technology includes functionality that allows the following:

¢ Transparent and automatic recovery of transactions;

e Transaction cancellation;

e Refunds;

® Multiple audit trails;

e Offline loading and spending;

® Biometric identification;

e Continuous debit;

e Multiple wallets;

e Morphing of other common payment systems, such as the EuroPay, MasterCard and Visa global standard, or
EMV;

e Automatic credit;

e Automatic debit;

e Interest calculations; and

e Milking /batching of large transaction volumes in an off-line environment.

Our UEPS technology incorporates the software, smart cards, payment terminals, back-end infrastructure and
transaction security to provide a complete payment and transaction processing solution.

Within industry verticals, our UEPS technology is applied to electronic commerce transactions in the fields of
social security, wage distribution, banking, medical and patient management, money transfers, voting and
identification systems. Market sectors include government and NGOs, healthcare, telecoms, financial institutions,
retailers, petroleum and utilities.

UEPS/EMV



Edgar Filing: NET 1 UEPS TECHNOLOGIES INC - Form 10-K

Our latest version of the UEPS technology is interoperable with the global EMV standard, allowing the cards to
be used wherever EMV cards are accepted, while also providing all the additional functionality offered by UEPS. This
UEPS/EMV functionality is especially relevant in areas where there is an established payment system and provides
flexibility to our customers to be serviced at any point of service.

Payment Transaction Management

Our payment transaction management service incorporates the entire electronic funds transfer, or EFT, and
non-EFT transactions suites, allowing merchants to accept a range of payment tokens/instruments and banks to
acquire those payment tokens/instruments. This encompasses conventional magnetic-stripe cards, credit, debit and
private label cards, and contact and contact-less smart cards with PIN and/or biometric cardholder verification.

The service utilizes a complex set of processing rules defined by the card associations, central banks and local
issuers governing the acceptance or rejection of the payment token/instrument presented to a merchant. These rules
are applied for goods or services and vary by merchant category as background tasks of the transaction management
service.
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We provide a complete end-to-end reconciliation and settlement service to our business partners, including
dynamic reconciliation, report and screen-query tools for down-to-store-level management and control purposes,
backed by 24x7x365 monitoring and support, reconciliation, settlement, reporting, full disaster recovery and
redundancy services.

Our flexible transaction management solutions enable simple integration to various hardware platforms and
pay-point applications within large retail groups, smaller stores and franchises. These platforms include: retail POS,
EFT terminals, standalone PCs, self service terminals and kiosks, ATMs, mobile phones and the internet.

We also provide a range of value-added services as part of our transaction management offering, such as bill
payments, gift cards, prepaid airtime, prepaid utilities and money transfers.

Healthcare Transaction Management

We offer financial and clinical risk management solutions to both funders and providers of healthcare, through
online real-time management of healthcare transactions. Our adaptable healthcare claims processing and managed care
services are designed to accommodate the complex benefit design as well as other processing requirements of our
clients and our functionality extends to all healthcare claim types, including pharmacy, doctor, public and private
hospital claims. Our service is enabled by our proprietary claims processing and managed care systems that adjudicate
medical claims allowing patients and healthcare providers to have immediate and accurate information on the
financial and clinical impacts of, and payment responsibilities for services and products provided by healthcare
providers.

Our proprietary software allows for real-time claim adjudication involving the submission of an electronic data
interchange claim and receipt of a response with the adjudication details within seconds. Our system allows for
real-time messaging with an immediate response to an enquiry within a single, synchronous communication session.
Our intellectual property incorporates rule stacking technology that allows for the creation of a rule for a specific
patient for a specific healthcare product or service, which rule is then used to adjudicate against in real-time. This
unique technology offers complex rule applications in a scalable and flexible manner on all medical claim types itisa
heuristic computerized framework that dynamically creates scenario-specific rules.

Payroll Transaction Management

Our payroll transaction management service offers employers an easy and flexible method of making payments
to creditors arising from payroll processing. Our solution enhances the electronic movement of money in the business
and financial community, assisting our clients to manage net pay, third party, garnishee order and creditor payments
correctly, promptly and securely. In addition, we provide the relevant information to the recipient organization via
predefined schedules or payment remittance advices, thus simplifying the process of reconciliation.

Mobile Virtual Card

We have developed an innovative mobile phone-based payment solution, MVC, that enables secure purchases
with no disruption to existing merchant infrastructures and significant incentives for all stakeholders.

The MVC solution utilizes existing and traditional payment methods but enhances them by replacing plastic
card data with a one-time-use virtual card data, hence eliminating the risk of theft, phishing, skimming, spoofing, etc.
The virtual card data replaces digit-for-digit the credit (or debit) card number, the expiration date and the card
verification value with only the issuer bank identification number (first 6-digit) remaining constant.

The MVC solution uses the mobile phone to generate virtual cards offline. The mobile phone is the most
available, cost-effective, secure and portable platform for generating virtual cards for remote payments (online, phone
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and catalogue orders). Following a simple registration process, the virtual card application is activated over-the-air,
enabling the phone to generate virtual card numbers completely off-line. MVCs are used like traditional plastic credit
or debit cards, except that as soon as the transaction is authorized, the generated card number expires immediately.
While MVC has been focused primarily on card not present transactions for internet payments in our initial
deployments, we have the ability to customize the software as industry acceptance increases to incorporate new trends
such as presentation through NFC or Quick Response, or QR, Codes.

5
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Consumers can easily generate a new card on their mobile phone to shop on the internet or to place a catalogue

or telephone order. MVCs are completely secure and can also be sent in a single click to family, friends, and service
providers. Once the authorization request reaches the issuing bank processor, our servers decrypt the virtual card data,
authenticate the consumer and pass the transaction request to the card issuer for authorization. MVC can be offered as
a prepaid solution or directly linked to a subscriber s credit or debit card or other funding account. Subscribers can load
prepaid virtual accounts with cash at participating locations, or electronically via their bank accounts or via direct
deposit.

The benefits of MVC include, for:

® Card issuers - increased transactional revenues from existing accounts, driving more transactional revenues
and elimination of fraudulent card use.

® Mobile network operators- revenues from payments, reduced churn, opportunities for powerful co-branding
schemes.

e Consumers- convenience, peace of mind, ease of use, rewards.

® Merchants- elimination of charge-backs and fraud at no extra cost.

Financial services

We have developed a suite of financial services that is offered to customers utilizing our payment solutions. We

are able to provide our customers with competitive microfinance, life insurance and money transfer products based on
our understanding of their risk profiles, earning and spending patterns, demographics and lifestyle requirements.

Hardware solutions

We provide hardware solutions that have been developed to optimize the performance of our payment and

transaction processing solutions. These hardware solutions include;

Cryptographic solutions - Our internally-developed range of PIN encryption devices, card acceptance modules
and hardware security modules are primarily aimed at the financial, retail, telecommunication, utilities and
petroleum sectors. These devices and modules are suited for high-speed transaction processing requirements,
acceptance of multiple payment tokens, value-added services at point of transaction, and adherence to stringent
transaction security and payment association standards such as TDES and EMV.

Chip and GSM licensing - We supply chip cards into the South African and other international markets. We
work with mobile network operators, card manufacturers and semiconductor manufacturers to provide card
technology, solutions and software that enable mobile telephony, mobile transactions and value-added services
to take place in a trusted, secure and convenient manner. These chip products and technology include operating
system and application development, card manufacture and production, from concept and design through,
printing, packaging and distribution. At the core of our chip business is the strategy of licensing chip software to
a wide spectrum of other industry participants.

POS solutions  We supply our secure, integrated POS payment products and systems, including:

o FlexiLANE An in-store controller ideally suited to multi-lane retail and petroleum station environments.
The in- store controller forms an interfacing and concentration layer between a group of distributed
terminal devices and a centralized payment and value-added service, or VAS, aggregator. This helps large
retailers and petroleum companies to overcome the challenges associated with processing multiple
transactions from multiple access devices using multiple tender types;

o FlexiGATE A terminal and payment gateway that manages the routing of all FlexiLANE traffic and
enables retailers to supply VAS such as airtime top-up, electricity payment and bill payment;

o FlexiPOS An innovative retail solution that allows the retailer's various payment and VAS solution
requirements to be streamlined into a single payment terminal. FlexiPOS transforms the POS terminal into
a convenient and consumer friendly place of purchase, place of payment and place of service; and
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o EMV Netl s payment expertise helps ensure that retailers together with their acquirers meet the
requirements of upgrading software, terminals and security for conformity with the latest international
chip card standards.

o Ingenico POS equipment

* Virtual top-up - our VTU solution facilitates mobile phone-based prepaid airtime vending. The VTU technology
enables prepaid cell phone users to purchase additional airtime simply, securely and conveniently. The vendor
uses its GSM handset to purchase bulk airtime from a mobile network operator. Airtime value, as opposed to a
virtual voucher, is then transferred directly from the vendor s cellular handset to that of the customer. When the
vendor runs out of airtime value, it is a simple task to purchase more to resell to customers.
6
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Our Strategy

We intend to provide the leading transacting system for the billions of unbanked and under-banked people in the
world to engage in electronic transactions, as well as to provide our transaction processing, value-added services
processing, new secure mobile payment technologies and health care processing services globally. To achieve these
goals, we are pursuing the following strategies:

Build on our significant and established South African infrastructure In South Africa, we are one of the leading
independent transaction processors, as the national provider of social welfare payment distribution services to the
country s large unbanked and under-banked population, the largest third-party processor of retail merchant
transactions, the leading processor of third-party payroll payments and the leading processor of health care claims. We
believe that our large cardholder base, specialized technology and payment infrastructure, together with our strong
government and business relationships, position us at the epicenter of commerce in the country.

We believe that we are well-positioned to continue to gain market share and build upon the critical mass that we
have developed in South Africa and have identified the following opportunities to continue to drive growth in our
South African business:

* Government focus on expansion of social benefits As a result of the South African government s focus on the
provision of social grants as a core element of its social assistance and poverty alleviation policies, and our new
five-year contract to distribute such grants on a national basis, we believe that we are in a position to provide
services to over 50% of the country s adult population. Through our national distribution platform and
relationships with a number of leading companies across multiple industries, we believe we can provide many of
the services consumed by our cardholders who would otherwise have to rely on the informal sector.

* Government focus on implementing a national health insurance system The South African government is in the
process of designing a national health insurance system to bring affordable quality health care to all South
Africans. Through our MediKredit healthcare rules adjudication engine and transaction processing switch, we
believe we are well-placed to assist the South African government with a secure, real time solution for the high
volume of anticipated healthcare transactions that the envisaged new system will generate.

* Increasing adoption of existing services Our technology supports a variety of other products and smart card to
smart card, or S28S, services that expand the use of our technology and provide us with new sources of
transaction-based revenues. During the last several years, we have introduced these new products and services in
South Africa for existing and newly-enrolled cardholders. We have installed our POS terminals in thousands of
mostly rural merchant locations throughout the country which allows beneficiaries to receive their grants at
these locations and transact business with the retailers using our smart card. During fiscal 2012, we processed
19.0 million transactions with a total value of ZAR 13.4 billion at these merchant locations.

» [Introduction of new services We are also poised to benefit from the introduction and adoption of new services
across our various platforms, which we believe will generate significant incremental transaction fee revenue
from current and new users at a relatively low cost to us. Some of these services include:

0 Acceptance of UEPS cards in traditional POS terminals and bank ATMs We have enabled our cards to be

compliant with international EMV standards, which will allow our cardholder base to purchase goods and
services at merchant POS locations that currently accept MasterCard-branded cards and all South African
ATMs. This additional functionality will allow us to expand significantly the number of terminals and
ATMs that use our smart card, capturing fees from new transactions and positioning our cards to be used
by a larger share of the banked population.
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Value-added services through multiple EasyPay channels EasyPay is the largest bank-independent
financial switch and merchant processor in South Africa for credit and debit card transactions. EasyPay

processed 425 million transactions with a total value of ZAR 92.9 billion during fiscal 2012. Our
technology also allows us to provide a variety of additional, value-added payment services, such as bill
payment, prepaid mobile top-up, prepaid utility services and gift cards, that we can sell into our existing
card holder base as well as to new customers. We have developed additional platforms to access EasyPay s
offerings such as a self service kiosks, or EasyPay Kiosk, and web and mobile phone applications to create
a larger, seamless, value-added payments eco- system.

o Third-party payments from payroll processing through FIHRST Through our FIHRST service, we offer

employers an easy and flexible method of making payments to employees and payroll-related creditors.
By combining the FIHRST service and the EasyPay product suite, we can provide employees with the
ability to pay their bills or purchase prepaid airtime and utilities as a payroll deduction or by providing
them with credit facilities.

7
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» Using our first wave/second wave approach
to expand into new markets We use what we
refer to as a first wave/second wave approach to
market expansion. In the first wave, we seek to
identify an application for which there is a
demonstrated and immediate need in a
particular territory and then sell and implement
our technology to fulfill this initial need. As a
result, we should achieve the deployment of the
required technological infrastructure as well as
the registration of a critical mass of cardholders
or customers. During this phase, we should
generate revenues from the sale of our software
and hardware devices, as well as ongoing
revenues from transaction fees, maintenance
services and the use of our biometric
verification engine. Once the infrastructure has
been deployed and we achieve a critical mass of
customers, we intend to focus on the second
wave, which should allow us to use this
infrastructure to provide users, at a low
incremental cost to us, with a wide array of
financial products and services for which we
can charge fees based on the value of the
transactions performed.

* Leveraging our new payment technologies to
gain access to developed economies While our
business has traditionally focused on marketing
products and services to the world s unbanked
and under-banked population, we have
developed and acquired proprietary technology,
such as our MVC application for mobile
telephones that is designed to eliminate fraud
associated with card not present credit card
transactions, which are those effected by
telephone or over the internet. We have
introduced this technology, as well as our
XeoRules™ healthcare management system in
the United States, and we plan to expand our
offering into Western Europe and other
developed economies.

* Pursue strategic acquisition opportunities or
partnerships to gain access to new markets or
complementary product We will continue to
pursue acquisition opportunities and
partnerships that provide us with an entry point
for our existing products into a new market, or
provides us with technologies or solutions
complementary to our current offerings.
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Our Clusters and Business Units
Our company is organized into the following clusters and within each cluster, separate business units.
Transactional Solutions Cluster
Cash Paymaster Services ( CPS )

Our CPS business unit deploys our UEPS  Social Grant Distribution technology to distribute social welfare
grants on a monthly basis to over nine million beneficiaries in South Africa. These social welfare grants are
distributed on behalf of SASSA. During our 2012, 2011 and 2010 fiscal years, we derived 41%, 47%, and 66% of our
revenues respectively, from CPS social welfare grant distribution business.

CPS provides a secure and affordable transacting channel between social welfare grant beneficiaries, SASSA
and formal businesses. CPS enrolls social welfare grant beneficiaries by issuing them a UEPS/EMV smart card that
digitally stores their biometric fingerprint templates on the smart card, enabling them to access their social welfare
grants securely at any time or place. The smart card is issued to the beneficiary on site and utilizes optical fingerprint
sensor technology to identify and verify a beneficiary. The beneficiary simply inserts a smart card into the POS device
and is prompted to present his fingerprint. If the fingerprint matches the one stored on the smart card, the smart card is
loaded with the value created for that particular smart card. Additionally, during enrolment we capture the
beneficiary s voice print to perform biometric verification when using channels such as ATMs and traditional POS
terminals that normally do not have fingerprint readers.

The smart card provides the holder with access to all of the UEPS functionality, which includes the ability to
have the smart card funded with pension or welfare payments, make retail purchases, enjoy the convenience of
pre-paid facilities and qualify for a range of affordable financial services, including insurance and short-term loans as
well as standard EMV transactional capabilities to operate wherever MasterCard is accepted. The smart card also
offers the card holder the ability to make debit order payments to a variety of third parties, including utility
companies, schools and retail merchants, with which the holder maintains an account. The card holder can also use the
same smart card as a savings account.

Our UEPS - Social Grant Distribution technology provides numerous benefits to government agencies and
beneficiaries. The system offers government a reliable service at a reasonable price. For beneficiaries, our smart card
offers convenience, security, affordability, flexibility and accessibility. They can avoid long waiting lines at payment
locations and do not have to get to payment locations on scheduled payment dates to receive cash. They do not lose
money if they lose their smart cards, since a lost smart card is replaceable and the biometric fingerprint or voice
identification technology helps prevent fraud. Their personal security risks are reduced since they do not have to
safeguard their cash. Beneficiaries have access to affordable financial services, can save and earn interest on their
smart cards and can perform money transfers to friends and relatives living in other provinces. Finally, beneficiaries
pay no transaction fees when they use our infrastructure to load their smart cards, perform balance inquiries, make
purchases or downloads, or effect monthly debit orders. For us, the system allows us to reduce our operating costs by
reducing the amount of cash we have to transport.
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This business unit has been allocated to our South African transaction-based activities and smart card accounts
reporting segments.

KSNET

Our KSNET business unit is a significant payment solutions provider in Korea, has the broadest product
offering in the country, a base of approximately 220,000 merchants and an extensive direct and indirect sales network.
KSNET is based in Seoul, Korea. KSNET s core operations comprise of three project offerings, namely card
value-added network, or VAN, payment gateway, or PG, and banking VAN. KSNET is able to realize significant
synergies across these core operations because it is the only payment solutions provider that offers all three of these
offerings in Korea. Over 90% of KSNET s revenue comes from the provision of payment processing services to
merchants and card issuers through its card VAN.

KSNET s core product offerings are described in more detail below:

® Card VAN KSNET s card VAN offering manages credit and other non-cash alternative payment mechanisms
for retail transaction processing for a wide range of merchants and every credit card issuer in Korea. Non-cash
alternative payment mechanisms for which KSNET provides processing services include all credit and debit
cards and e-currency (K-cash and TMoney). KSNET also records cash transactions for the Korean National
Tax Service in the form of cash receipts.
PG KSNET offers PG services to the rapidly growing number of merchants that are moving online in Korea.
PG provides these merchants with a host of alternative payment solutions including the ability to accept credit
and debit cards, gift and other prepaid cards, and bank account transfers. PG also provides virtual account
capabilities. KSNET is currently the only card VAN provider that also provides PG services in Korea. PG
offers us an attractive growth opportunity as e-commerce transactions represent an increasing share of
payments, driven by increased wire-line and wireless broadband penetration, an increasing number of
merchants moving online, and the enhanced security of online transactions driving consumer acceptance. We
believe that KSNET can become the leading provider in the PG industry by leveraging its existing merchant
base and entering into new markets earlier than competitors.
® Banking VAN KSNET s banking VAN operations currently include account transaction processing services,
payment and collections to banks, corporate firms, governmental bodies, and educational institutions. We
distinguish card VAN from banking VAN because in the Korean VAN market, banking VAN is recognized as
a distinct service from card VAN. We are the only card VAN provider that also provides banking VAN
services. Because the banking VAN business industry is at a nascent stage, the market at this time is relatively
small.

This business unit has been allocated to our international transaction-based activities reporting segment.
EasyPay

Our EasyPay business unit operates the largest bank-independent financial switch in Southern Africa and is
based in Cape Town, South Africa. EasyPay focuses on the provision of high-volume, secure and convenient
payment, prepayment and value-added services to the South African market. EasyPay s infrastructure connects into all
major South African banks and switches both debit and credit card EFT transactions for some of South Africa s
leading retailers and petroleum companies. It is a South African Reserve Bank, or SARB, approved third-party
payment processor.

In addition to its core transaction processing and switching operations, EasyPay provides a complete end-to-end

reconciliation and settlement service to its customers. This service includes dynamic reconciliation as well as
easy-to-use report and screen-query tools for down-to-store-level, management and control purposes.
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The EasyPay suite of services includes:

e EFT EasyPay switches credit, debit and fleet card transactions for leading South African retailers and
petroleum companies;

® EasyPay bill payment EasyPay offers consumers a point-of-sale bill payment service which is integrated into a
large number of national retailers, the internet, self service kiosks and mobile handsets. EasyPay processes
monthly account payment transactions for over 350 different bill issuers including major local authorities,
telephone companies, utilities, medical service providers, traffic departments, mail order companies, banks
and insurance companies;

® EasyPay prepaid electricity This service enables local utility companies such as Eskom Holdings Limited and
a growing number of local authorities on a national basis to sell prepaid electricity to their customers;

® Prepaid airtime EasyPay vends airtime at retail POS terminals for all the South African mobile telephone
network operators;

® Electronic gift voucher EasyPay supports the electronic generation, issuance and redemption of paper or
card-based gift vouchers;

® EasyPay licenses EasyPay enables the issuance of new South African Broadcasting television licenses and the
capturing of existing license details within retail environments via a web-based user interface;

9
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® Third party switching and processing support EasyPay switches transactions from retail POS systems to the
relevant back-end systems;

® Hosting services EasyPay s infrastructure supports the hosting of payment or back-up servers and applications
on behalf of third parties, including utility companies;

® EasyPay Kiosk We have developed a biometrically enabled self service kiosk that allows our EasyPay
customers to access all the value-added services provided by EasyPay and to create and load their EasyPay
virtual wallets with value; and

® EasyPay Web and Mobile This service enables EasyPay customers to access all the value-added services
provided by EasyPay, such as bill payments and the purchase of prepaid airtime and utilities through a secure
website that may be accessed through personal computers or through mobile handsets.

EasyPay provides 24x7 monitoring and support services, reconciliation, automated clearing bureau settlement,
reporting, full disaster recovery and redundancy services.

This business unit has been allocated to our South African transaction-based activities reporting segment.

MediKredit/ XeoHealth

Our MediKredit business unit operates and markets our Healthcare Transaction Management systems and
solutions in South Africa and is based in Johannesburg, South Africa. We estimate that MediKredit s products affect
4.2 million of the seven million health-insured lives in South Africa. We also service the claims-processing needs of
certain public hospitals, 100 medical scheme plans and ten of the major healthcare administrators in South Africa. Our
functionality caters for all healthcare claim types which include pharmacy, doctor, private and public hospital claims.

MediKredit has been allocated to our South African transaction-based activities reporting segment.

Our XeoHealth business unit operates from Frederick, Maryland, and offers our XeoRules real time
adjudication, or RTS, solutions for the end-to-end electronic processing of medical claims information in the U.S.
XeoHealth has recently won a number of projects in the U.S. either as the primary contractor for the provision of our
RTS solution to customers, or as a subcontractor to parties contracted to provide an adjudication solution.

XeoHealth has been allocated to our international transaction-based activities reporting segment.

FIHRST

FIHRST offers South African employers our payroll transaction management service and is based in
Johannesburg, South Africa. FIHRST currently processes payments exceeding R77.7 billion on behalf of our clients
every year, enabling salaries departments to achieve greater levels of efficiency and employee service. We have been
chosen as the preferred payments partner by more than 1,250 employer groups of all sizes across all sectors of the
economy, representing 850,000 employees. FIHRST is recognized by and works in partnership with the majority of
third party payroll organizations including pension fund and medical aid administrators.

This business unit has been allocated to our South African transaction-based activities reporting segment.
Universal Electronic Technological Solutions ( UETS )
Our UETS business unit is based in Johannesburg, South Africa and focuses on the sale, implementation and
support of our UEPS technology, ranging from large scale, national projects to smaller, product specific regional

projects. UETS focuses on identifying, defining and activating an entry point to commence operations in Africa
(excluding South Africa), and in Iraq.
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UETS markets the following solutions and products:

e The UEPS national switching, settlement, clearing and smart card solutions offering interoperability with
existing banking infrastructure;
e Wave 2 opportunities, such as financial services in countries with an established UEPS infrastructure;

¢ Individual stand-alone UEPS applications, with processing outsourced to Netl regional offices, similar to the
model deployed for the payment of welfare grants in Iraq;

e UEPS mobile banking solutions targeted at banks and/or mobile operators;

¢ E-Government applications such as multi-purpose national identity cards and national welfare & healthcare
solutions; and

® Secure verification of existing EMV Debit / credit card transactions using Netl s biometric identification
technology.

10
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Our UETS team also provides business development support in territories where UEPS systems have been sold
and implemented, such as Ghana, Malawi, Namibia and Botswana.

This business unit has been allocated to our international transaction-based activities and hardware, software
and related technology sales reporting segments.

Mobile Virtual Card

Our Netl Virtual Card business unit is managed from Johannesburg, South Africa with business development
support branches in the USA, Austria, India and Indonesia. Our MVC technology provides a completely secure,
off-line payment solution for card not present transactions, such as payments made for internet purchases, The MVC
technology runs as a application on any mobile phone and utilizes Netl s patented cryptographic card generator to
secure any payment transaction. The advent of new technologies such as NFC or QR Codes also enables the
utilization of our MVC technology for card present payments.

Our launch customer in the US, MetroPCS, is one of the top five US wireless carriers. MetroPCS offers our
MVC technology under the VCPay™ brand as an application that is pre-loaded on new smart phones. We believe our
VCPay application is the first mobile phone-based prepaid program with no requirement for the user to have a
physical card or bank account. In addition, we have entered into agreements with MoneyGram International, a global
money transfer company, and GreenDot Corporation, a major issuer of prepaid credit cards in the United States, to
enable subscribers to load their prepaid virtual accounts with cash at any of MoneyGram s and GreenDot s 100,000 US
agents, which are located in most communities including many grocery, pharmacy and convenience store chains, or
electronically via their bank accounts or via direct deposit.

We have also concluded deals for the provision of MVC services and/or licenses with customers in Mexico,
Spain and India.

This business unit has been allocated to our international transaction-based activities reporting segments.
Hardware and Software Sales Cluster

We have dedicated business units responsible for the development, production, marketing, maintenance and
support of our Hardware Solutions. These business units are:

® Cryptographic solutions based in Johannesburg and Durban, South Africa, this business unit manages our
Incognito range of PIN encryption devices, card acceptance modules and hardware security modules. These
solutions are used globally by numerous customers in the financial, retail, telecommunication, utilities and
petroleum sectors and by all other Netl business units that operate payment and transaction processing
services.

® Chip and GSM licensing this business unit is a supplier of chip cards and GSM licenses into the South African
and other international markets. We operate our own small factory in Johannesburg, South Africa and license
numerous mobile network operators, card manufacturers and semiconductor manufacturers to provide card
technology, solutions and software that enable mobile telephony, mobile transactions and value-added
services.

® POS solutions based in Johannesburg, South Africa, our POS Solutions business unit is responsible for
marketing in South Africa our secure, integrated POS payment products and systems.

e VTU based in Johannesburg, South Africa, our VTU business unit is responsible for the global marketing and
support of our VTU solution.

® Smart card-based payment systems in Europe and other based in Vienna, Austria, our Netl UTA business unit
provides smart card-based payment systems to banks, enterprises and government authorities in Russia,
Ukraine, Uzbekistan and Oman.
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These business units have been allocated to our hardware, software and related technology sales reporting
segment.

Financial Services Cluster
Finance Holdings
This business unit is responsible for identifying financial services products that can be provided to our UEPS
cardholders in South Africa and then marketing and implementing the provision of those products. We currently
provide micro-loans to our UEPS cardholders who receive social welfare grants through our system in the
KwaZulu-Natal and Northern Cape provinces. We provide the loans ourselves and generate revenue from the service

fees charged on these loans.

Our wage payment system offers wage earners a UEPS card that allows them to receive payment, transact and
access other financial services in a secure, cost-effective way.

11
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SmartLife

SmartLife is a licensed South African life insurance company and provides us with an opportunity to offer
relevant insurance products directly to our existing customer and employee base in South Africa. We intend to offer
this customer base a full spectrum of products applicable to this market segment, including credit life, group life,
funeral and education insurance policies. SmartLife commenced activities in the second quarter of fiscal 2012.

Prior to its acquisition by us, Smart Life had been administered as a ring-fenced life-insurance license by a large
South African insurance company, had not written any new insurance business for a number of years and had
reinsured all of its risk exposure under its life insurance products. SmartLife has been allocated to our financial
services operating segment.

These business units have been allocated to our financial services reporting segment.
Corporate Cluster

The Corporate Cluster provides global support services to our business units, joint ventures and investments for
the following activities:

® Group executive responsible for the overall company management, defining our global strategy, investor
relations and corporate finance activities.

e Finance and administration provides company-wide support in the areas of accounting, treasury, human
resources, administration, legal, secretarial, taxation, compliance and internal audit.

® Group information technology defines our overall IT strategy and the overall systems architecture and is
responsible for the identification and management of the group s research and development activities.

e Joint ventures and investments unit provides governance support to our joint ventures and assists with the
evaluation of new investment opportunities.

Competition

In addition to competition that our UEPS system faces from the use of cash, checks, credit and debit cards,
existing payment systems and the providers of financial services, there are a number of other products that use smart
card technology in connection with a funds transfer system. While it is impossible for us to estimate the total number
of competitors in the global payments marketplace, we believe that the most competitive product in this marketplace
is EMV, a system that is promoted by most of the major card companies such as Visa, MasterCard, JCB and American
Express. The competitive advantage of our UEPS offering is that our technology can operate real-time, but in an
off-line environment, using biometric identification instead of the standard PIN methodology employed by our
competitors. We have enhanced our competitive advantage through the development of our latest version of the UEPS
technology has now been certified by EMV, which facilitates our traditionally proprietary UEPS system to
interoperate with the global EMV standard and allows card holders to transact at any EMV-enabled point of sale
terminal or ATM. The new UEPS/EMYV technology is currently being deployed on an extensive scale in South Africa
through the issuance of MasterCard-branded UEPS/EMYV cards to our social welfare grant customers. We estimate
that we process less than 1% of all global payment transactions in the international marketplace.

In South Africa, and specifically in the payment of salaries and wages, our competitors include the local banks
and other transaction processors. The South African banks and the South African Post Office, or SAPO, also offer
employees the option to open low cost bank accounts that enable the employees to receive their salaries or wages
through the formal banking payment networks.

The payment of social welfare grants in South Africa is determined through a highly competitive tender process
managed by SASSA. The participants in SASSA s tender processes have historically included the local banks, other
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payment processors, SAPO and mobile operators. We compete primarily on the basis of the innovative nature and
security of our technology as well as the broadest distribution footprint. We are able to load social welfare grants on
behalf of the South African government directly onto a biometrically secured UEPS/EMV smart card in rural areas
where there is little or no infrastructure or in semi-urban areas through our merchant acquiring system. Our
UEPS/EMV-enabled smart cards are therefore used as a means of identification, security and as a transacting
instrument. Grants loaded onto our UEPS/EMV-enabled smart cards can be used both online and offline and
beneficiaries pay no monthly account or transaction fees. The usefulness of a traditional bank card to its holder is
dependent on the availability of a branch network, ATM infrastructure and merchants accepting the card. Access to
bank branches, ATMs and merchants accepting traditional bank cards are limited or non-existent in the rural areas of
South Africa. We believe the security, functionality and simplicity of our UEPS/EMV smart card provides us with a
unique ability to service these rural areas of South Africa, as well as all urban areas through the existing POS and
ATM infrastructure. Our technology eliminates the risk associated with receiving social welfare grants in cash as well
as the costs associated with transaction fees charged by banks when beneficiaries exceed the minimum number of free
transactions per month.
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We believe that SASSA considers the technology utilized, pricing of the payment service rendered and other
factors such as black economic empowerment, or BEE, rating as the most important factors when considering
potential service providers. We compete with other service providers on these aspects through SASSA s tender
processes, when applicable, or through contract extension negotiations. Following the award of the SASSA tender to
us in January 2012 to pay all social welfare grants in South Africa for a period of five years commencing April 1,
2012, we believe that the next competitive tender process will commence during 2016.

We have identified 10 major card VAN companies in Korea, of which KSNET is one of the four largest. The
other three large VAN companies are NICE Information & Telecommunication Inc., First Data Korea Limited and
Korea Information & Communications Company, Limited. Entities operating in the VAN industry in Korea compete
on pricing and customer service.

EasyPay s competitors include BankservAfrica, UCS, eCentric and Transaction Junction. BankservAfrica is the
largest transaction processor in South Africa which processes all transactions on behalf of the South African banks
and claims to process in excess of 2.6 billion transactions valued at trillions of rands annually. During fiscal 2012,
EasyPay processed 425 million transactions with a total value of ZAR 92.9.

In addition to our traditional competitors, we expect that we will increasingly compete with a number of
emerging entities in the mobile payments industry. While the industry is still in its infancy, a number of entities are
establishing their presence in this space. Specifically identified entities include traditional payment networks such as
Visa, MasterCard and American Express; commercial banks such as Barclays and Citigroup; established technology
companies such as Apple, Google and PayPal; mobile operators such as AT&T, Verizon, Vodafone and Bharti Airtel;
as well as companies specifically focused on mobile payments such as M-Pesa, Monetise and Square.

Research and Development

During fiscal 2012, 2011 and 2010, we incurred research and development expenditures of $3.9 million, $5.7
million and $7.6 million, respectively. These expenditures consist primarily of the salaries of our software engineers
and developers. Our research and development activities relate primarily to the continual revision and improvement of
our core UEPS and UEPS/EMYV software and its functionality and the design and development of our MVC concept.
For example, we continually advance our security protocols and algorithms as well as develop new UEPS features that
we believe will enhance the attractiveness of our product and service offerings. Our research and development efforts
also focus on taking advantage of improvements in the hardware platforms that are not proprietary 