Barclays BESA
South Africa Government
Inflation-Linked Bond Index

Index Guide

The development of the SA
Linker Market

The inflation-linked debt market began as recently as
March 2000, when the government of South Africa
launched the 6.25% 2013 R189, which remains the
bellwether linker bond in South Africa. The real yields on
that bond have declined sharply since its introduction,
reflecting the cheap levels at which it was initially issued,
and more importantly, as a result of the structural decline
in inflation witnessed since the introduction of inflation
targeting in 2002. This is also a reflection of South Africa’s
improving macroeconomic and political environment — in
2005 S&P upgraded South Africa’s long-term foreign
currency rating from BB+ to its current rating of BBB+.

The government linker market has continued to develop,
with the Treasury introducing the 5.5% 2023 R197 in 2001;
the 3.8% 2008 R198 in 2002; and the 3.45% 2033 R202 in
2003. The corporate linker market, however, has been slow
to follow suit.

Please read carefully the important disclosures at the end of this publication.



Figure 1: 6.25% 2013 R189 real yield
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After a relatively stable 2004 and early 2005, real yields
dropped sharply in mid-2005, reflecting the growing local
and international investor base; supply was insufficient to
match this growing demand. The market has since
stabilized and increasing interest has been seen in this
emerging asset class among a variety of investors. At end
December this year, the market capitalization of the
government inflation-linked market totalled R63.8bn
($9.6bn), representing more than 12% of total central
government debt. The government is committed to the
issuance of inflation-linked debt; it issues via auction on a
twice-monthly basis.
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Figure 2: Returns for the inflation-linked market compared to similar

conventional bonds
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Increased investor participation in the linker market has led
to demand for a benchmark. Barclays launched their South
Africa government linker index in October 2002 and joined
forces with the Bond Exchange of South Africa to create the
Barclays BESA South Africa Government Inflation-Linked
Bond Index in November 2005.

Objectives of the Index

The Barclays BESA South Africa Government inflation-
linked bond index has been created to provide investors
with  an accurate benchmark for performance
measurement, as well as offering discrete building blocks
for market analysis and portfolio construction. The index
provides an accurate, comprehensive depiction of the
performance and fundamental characteristics of the South
Africa Government inflation-linked bond market.
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The following objectives were taken into account in
constructing the index:

Objective and transparent rules. Any index should be
governed by a clear and transparent set of rules for
market and security selection and exclusion, rebalancing
and other market or issuer events. These rules must be
well documented and available.

Balanced. In all markets there is a balance between
investability and market coverage. Ideally, indices
should reflect the actual investment opportunities
available to managers. At the same time, they should
reflect the overall economic importance of each security
— the larger the issue, the higher the weight in the index.
The goal is to find the right balance between
completeness and investability.

Non-overlapping and hierarchical. Where an index family
can be broken down into sub-indices by different criteria.
Each stock in the broad market index should be in one
and only one of the sub-indices for each criterion. Sub-
indices should roll-up into the headline index.

Minimise index turnover. Indices incur turnover as they
are re-balanced in line with their stated methodology.
This can result in high management costs and difficulty
in tracking. This index is designed to minimise
unnecessary turnover.
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Bond type

Min issue size

Coupon type
Maturity

Issue date

Investability

Base date

Pricing

Index coverage

Index Facts and Figures

Bond Inclusion Criteria

The criteria for inclusion of bonds in the Barclays BESA
South Africa Government Inflation-Linked Bond Index are:

In order to be eligible bonds must be issued by Republic of
South Africa, denominated in South African rand (ZAR) and
linked to South Africa CPI.

The issue size must equal to or in excess of ZAR400mn
nominal value (not adjusted for inflation indexation).

The notional coupon of a bond must be fixed or zero.

Bonds must have a minimum remaining life of one year on
the rebalancing date.

Bonds must settle on or before the rebalancing date to be
eligible for the index.

Issues that are not available in whole or part to international
institutional investors are not eligible for the index.

Index Characteristics
31 March 2000.

The index uses BESA mark-to-market fixings updated daily at
local market close (prior to 28 November 2005 the index
used daily closing mid yields from Barclays Capital).

Details of the BESA fixing procedure can be found later in
the document.

As of 31 May 2006 the index covers 100% of the
government market.
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Clean price index

Gross Price Index

Total Return Index

Income index

The Clean Price Index ( CPI, ) is defined as:

> (B,*N,)
CPI, = CPI, *
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The CPI is calculated daily as shown above for all eligible
bonds.

The Gross Price Index (GPI, ) is analogous to the clean

price index and is defined as:
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The Total Return Index (7RI, ) is calculated as:
(B, +4,+x,) N, )+ CH,

TRI =TRI, *-
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The Income Index (/,) is a cumulative figure of coupon

income received in the year to date. It is reset to zero at the
beginning of each calendar year. Coupons are added to the
income index for each stock paying a coupon today that
was in the index yesterday.

CH,

I, =1,+GPI,*
Z (sz + Ai,b + Xi,b) * Ni,b

Defining the Income Index in this way ensures that the
Total Return Index can also be calculated by the equation:
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Average Real Yield
(Annual and
Semi-annual)

Average (Macaulay)

duration

; «(GPI, +AlL)
(G +AL)

TRI, = TR
GPI,

where Al; is the increase in income (if any) on day £.

Normally Al, =1, —1, but, if t and b span a year-end,
Al, =1,

It can be shown that this calculation of the TRI is perfectly
consistent with the previous equation stated above.

To calculate the Average Real Yield (Y¢), the real gross

redemption yield of each bond is weighted by its market
capitalisation and its duration (Macaulay).
2 (¥, *m, *D,,)
Y, =~ -
Z(mi,t Di,t)

where:

Yt is the real gross redemption yield (either on an annual
or semi-annual basis) of bond i at the close of day £,

and Dj ¢ is the duration (Macaulay).

This measure (which includes weighting by duration) is a
better approximation of the true gross redemption yield of
all the cash flows in the index, than weighting individual
redemption yields by market capitalisation alone.

To calculate the Average (Macaulay) Duration (D ¢), the

duration of each bond is weighted by its market
capitalisation.

2D, xmy,
_ i

! M

t

D

where Dj t is the duration of bond i at the close of day t.
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Average modified To calculate the Average Modified Duration (W ¢), the

Duration (Annual  modified duration of each bond is weighted by its market
and Semi-annual)  capitalisation.

QW kmy,
W, =

! M

t

where Wit is the modified duration of bond / at the close of

day t. Modified duration quoted is the sensitivity of the
quoted price with respect to changes in real yields.

Average life  To calculate the Average Life (L¢), the life in years of each
bond is weighted by its face value.

ZL:‘,: *Fi,t
L =-

. 1
2F.
where L ;¢ is the life in years of bond i at the close of day ¢,

and Fj ¢ is the face value of the of bond i at the close of day t.

Face value  To calculate the Face Value (F¢) of the index, the face value
of each bond is summed across all bonds in the index.

F.=YF,

Clean market value  To calculate the Clean Market Value (CV¢) of the index, the

face value of each bond is multiplied by its clean price and
this value is summed across all bonds in the index.

CV, =Y F, *P,
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About Barclays Capital

Barclays Capital is the investment banking division of
Barclays Bank PLC. With a distinctive business model,
Barclays Capital provides large corporates, government
and institutional clients with solutions to their financing
and risk management needs. Barclays Capital has the
support of an AA rated parent bank with a balance sheet
of over £560 billion. With offices in 25 countries, the firm
employs over 8,000 people and has the global reach and
distribution power to meet the needs of issuers and
investors worldwide.

In January 2005, Barclays Capital received recognition from
two of the finance industry’s most prestigious publications
by being named IFR magazine’s ‘Bank of the Year’ and Risk
magazine’s ‘Derivatives House of the Year'. For further
information about Barclays Capital, please visit our website
www.barclayscapital.com.

Barclays recommenced banking operations in South Africa
in 1996; its investment banking division, Barclays Capital,
has been a primary dealer in government bonds in South
Africa since 1998 and has been involved since the genesis of
the South African linker market. It was awarded Best Debt
House in South Africa by Euromoney magazine in 2004,
and is looking forward to increasing its presence in the
region following the recent acquisition of South Africa’s
Absa group by its parent.

Barclays Capital is known for its strength in the inflation-
linked markets. The firm's global sales force has a
comprehensive knowledge of inflation products and is
supported by a dedicated real return research and strategy
team. Its web-based inflation analytics system has some of
the best data available in the market.

The firm was the first to launch a global inflation-linked
bond index in 1997 and provides a wide range of inflation-
linked bond indices, including single country and sector
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Global Inflation-
Linked Bond Index

indices. The firm’s global and euro government inflation-
linked indices are the most widely followed benchmarks in
their respective sectors.

This commitment to inflation products has been
recognised. Barclays Capital was voted the No.1 in US and
No 2. in Sterling and Euro inflation derivatives house by
clients in Risk magazine’s 2005 derivatives survey and the
"Best Inflation-Linked Debt House” in South Africa’s SPIRE
awards, 2004.

The Barclays Family of Inflation-
Linked Indices

The Barclays family of inflation-linked indices provides a
broad range of indices. As well as an index for each of the
major inflation-linked markets (both sovereign and non-
sovereign), various combinations of market are also
available as standard or on request. The indices include only
capital indexed bonds with a remaining maturity of one
year or more. The index methodology is based on the
EFFAS standard with strict adherence to stated rules and a
monthly re-balancing cycle.

Barclays Capital launched its first inflation-linked bond
index in October 1997, this index, the “Global Inflation-
Linked Bond Index” measures the performance of the major
government inflation-linked bond markets. The index is
designed to include only those markets in which a global
government linker fund is likely to invest. This makes
investability a key criterion for inclusion in the index.
Markets currently included in the index (in the order of age)
are, the UK (1981), Australia (1985), Canada (1991),
Sweden (1994), US (1997), France (1998) and Italy (2003).
The index is presented in local currency, foreign currency
and hedged forms.

The growth of inflation-linked bond markets in the early
2000s has led us to launch three additional linker indices:

Barclays BESA
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Sterling Inflation-
Linked Bond Index

Barclays BESA South

Africa Government
Inflation-Linked
Bond Index

Euro Inflation-
Linked Bond Index

Demand for long dated inflation-linked assets from the UK
pension industry led to quite spectacular growth in the
sterling corporate inflation-linked bond market. We
launched the Barclays Sterling Inflation-Linked Bond Index
in January 2001 with a base date of 31 December 1999. The
index combines bonds from the Gilt and non-Gilt Inflation-
Linked bond markets with a cut-off of £100mn face value.
The Non-Gilt portion of the index is further divided by
rating and by sector.

The South African Treasury announced its intention to
issue inflation-linked bonds in March 2000. By the autumn
of 2002, the market had grown rapidly and asset managers
were crying out for a suitable benchmark. After discussions
with leading South African asset managers and the South
African Treasury, we launched the Barclays South Africa
Government Inflation-Linked Bond Index.

In November 2005 Barclays joined forces with the Bond
Exchange of South Africa to create the Barclays BESA South
Africa Government Inflation-Linked Bond Index, the subject
of this guide.

The latest addition to the Barclays inflation-linked bond
index line up is our euro index launched in May 2003, this
index combines euro government and non-government
inflation-linked bonds and is set fair to capture the
evolution of the linker market in the eurozone. Bonds are
eligible for this index if they are linked to the inflation of
any EMU member country or the harmonised EMU HICP, are
denominated in Euro, have face value of €500mn or more
and are issued by an EMU member government or a quasi-
government issuer.
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About BESA

BESA is an independent financial exchange and has been
responsible for regulating the listing, trading, clearing and
settlement of debt securities in South Africa since 1996.

BESA’s main aim is to develop markets and facilitate trade by
offering low-cost solutions to issuers, traders and investors. It
enables the listing of a range of instruments, issued by the
government, public enterprises and major corporates. By the
end of July 2005, BESA had granted listings to over 413
issuances, issued by 66 borrowers, with a total market
capitalisation of more than R700 billion. South Africa has
become one of the most liquid emerging bond markets, with
a turnover of more than 14 times its market capitalisation
per year (or 10% of the market capitalisation per day).

BESA Indices

BESA is currently calculating, on a daily basis, a set of bond
performance indices known as the BEASSA Total Return
Indices, which were jointly developed by BESA and the
Actuarial Society of South Africa. These indices have
become the benchmark for measuring portfolio
performance in the South African bond market to which we
now add the Barclays BESA SA Govt Inflation-Linked Index.

The BEASSA Total Return Indices comprise:

= The All Bond Index, or ALBI, consisting of the top 20
listed bonds, ranked by market capitalization and
liquidity. The ALBI is further split according to term to
maturity into four sub-sectors, being 1 - 3 years, 3 -7
years, 7 — 12 years and 12 + years.

= The Government Bond Index, or GOVI, containing
those RSA bonds of the ALBI in which the Primary
Dealers are obliged to make a market.

Barclays BESA
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The Other Bond Index, or OTHI, being the remainder of
the bonds in the ALBI.

On a daily basis BESA calculates inter alia the following data
with respect to the BEASSA Total Return Indices (including
the ALBI sub-sector indices):

Clean Price Index (except for the GOVI and the OTHI)
Interest Yield

Total Return Index

Total Return index Average Yield

Modified Duration

Convexity

Total Return month-to-date, year-to-date and
year-on-year
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This document has been prepared by Barclays Capital, the investment banking division of
Barclays Bank PLC (“Barclays”), for information purposes only.

Barclays is not acting as advisor or fiduciary. Accordingly you must independently determine,
with your own advisors, the appropriateness for you of the index. Barclays and its affiliates
accepts no liability whatsoever (i) for the accuracy, completeness or currency of the index, or
for delays or omissions therein, or for interruptions in the delivery of the index, or (ii) for any
indirect, incidental or consequential losses arising from the use of this document or reliance on
the index referred to, or other information contained, herein. Barclays has no obligation to take
the needs of investors into consideration in determining, composing or calculating the index.
Barclays does not guarantee the accuracy or completeness of information which is contained in
this document. Any data on past performance, modelling or back-testing contained herein is no
indication as to future performance. No representation is made as to the reasonableness of the
assumptions made within or the accuracy or completeness of any modelling or back-testing. All
opinions and estimates are given as of the date hereof and are subject to change. The
information in this document is not intended to predict actual results and no assurances are
given with respect thereto. Barclays makes no warranty, express or implied, as to results to be
obtained for the use of the index or any other information contained herein. Barclays makes no
warranties, express or implied, and hereby expressly disclaims all warranties of merchantability
or fitness for a particular purpose or use with respect to the index or any data contained herein.

In the UK, this document directed only at persons who are investment professionals as defined
in Article 19 of the FSMA 2000 (Financial Promotion Order) 2001. Outside of the UK, it is
directed at persons who have professional experience in matters relating to investments. Any
service to which this document relates will be provided only to such persons. This document is
not intended for distribution to retail customers.

Barclays Bank PLC is registered in England No. 1026167. Registered Office: 1 Churchill Place,
London E14 5HP. Copyright Barclays Bank PLC, 2005 (all rights reserved). This document is
confidential, and no part of it may be reproduced, distributed or transmitted without the prior
written permission of Barclays.

Barclays Capital is the investment banking division of Barclays Bank PLC, which is authorised
and regulated by the UK Financial Services Authority and a member of the London Stock
Exchange.

Although all reasonable care has been exercised to ensure that the content of this booklet is
correct and accurate, the Bond Exchange of South Africa (BESA) does not accept liability of
whatsoever nature for any loss, damage or expense that may be incurred as a direct or indirect
consequence of reliance placed upon the content of this booklet. Use of the contents of this
booklet is at the user’s own risk. The information contained herein is not intended as an
endorsement of any particular investment. This booklet may be reproduced or distributed,
subject to acknowledging BESA as the source. BESA retains copyright to all material contained
herein.
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