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MR JALI:  Morning, ladies and gentlemen.  Sorry for the delay, it was just beyond 

our control.   

MR WEEKS:  Chairperson  

MR JALI:  Or is it you, Mr Weeks? 

MR WEEKS:  I will be speaking on her behalf today. 

MR JALI:  What is the position today? 

MR WEEKS:  First between nine and ten or between now and ten, we can extend 

beyond that if necessary, First National Bank, followed by the Commercial 

Independent Bureaus Association, Mr Jacques De Wet will be speaking on their 

behalf.  They are an association of non-bank providers of payment services, raising 

issues relating to access to the National Payment System.  We will have a tea break 

after that, scheduled for 11:30 to 12:30.  Mr Peter McQueen of the Bank Pensioners 

Society will be speaking.  We will break for lunch between 12:30 and 13:30.  At 
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13:30 Wizards Payments (Pty) Limited will be presenting, Mr Phakie Mphahlele, on 

their behalf. 

It should be an interesting submission; they provide a cellphone SMS-based banking 

service.  Between 14:30 and 15:00 we have a consumer representing in his personal 

capacity, a Mr Nikolay Iliev will be raising some of his issues with bank charges.  

And that is our timetable for the day. 

MR JALI:  Thank you, Mr Weeks.  Right, then let us start with First National Bank, 

Mr Nxasana, Mr Jordaan, welcome and the team, welcome.  I see Mr Gunter Ralta 

who is also here, welcome and the floor is yours. 

MR NXASANA:  Thank you very much, Chair.  I would like to just start off by 

thanking the panel for this opportunity to present and I would like to just start by 

introducing our team here.  My name is Sizwe Nxasana, I am the CEO of First Rand 

Bank and with me here is Dr Michael Jordaan, who is the CEO of First National 

Bank and next to him is Clive Pintusewitz, who is our specialist in Regulatory as well 

as Competitive Affairs.  And on the other side is Galia Durbach, who is our specialist 

but also in charge of the payment, she is the Payment Executive.  We would like to 
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just thank the panel for this opportunity and in response to the terms of reference, 

which were issued by the panel; we are going to be covering a number of topics here 

today.   

Firstly, looking at the competitive environment and really dealing with the issue of 

whether banking has a competitive environment or not.  Secondly we will deal with 

the question of the profitability of banks, especially in the context of the fees, of the 

charges that we make as banks.  And thirdly look at the National Payment System 

and whether that is functioning well.  And then we will go on to make 

recommendations.  As the First Rand Bank we support the enquiry and we believe 

that it provides an environment where we can promote transparency as well as 

accountability.  And the questions, which have been posed by the panel, have given 

us an opportunity to reflect, as well as an opportunity to explain our conduct as we 

deal with customers. 

We will make a number of recommendations during our presentation, which we hope 

that they are going to be of assistance to the commission.  And we believe that, if you 

look at banking, we are a national asset as banks in South Africa and it is one of the 
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distinguishing factors, compared to for instance other emerging markets.  And 

monies that we hold as banks generate an amount of activity in the economy and we 

mobilise deposits as an example and we use those deposits to lend at the market.  We 

use shareholders' funds to leverage what we have, in other words we go out to the 

market to raise more money to then undertake our activities.  And clearly that means 

that we have a fiduciary responsibility to protect the monies of depositors as well as 

shareholders. 

And in the process it is important therefore for the confidence in the banking system 

to continue to exist.  And in fact, we employ especially the large banks, some 120 

000 people and we contribute quite significantly to the economy in the country.  I 

think it is always important to explain the structure of our group.  And to give you a 

little bit of background about our group, First Rand Bank is a wholly owned 

subsidiary of First Rand Limited.  And in First Rand Bank we compete using a 

number of brands and of course or origins are highly entrepreneurial.  And therefore 

we believe that we need to play our role in definitions, using the multi-brands that we 

have. 
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And within First Rand Bank we have Rand Merchant Bank, which is an investment 

bank, Wesbank, which is mainly in asset-base financing and First National Bank, 

which is a commercial bank.  The presentation today is mainly going to be focussing 

on the activities of First National Bank. 

MR JALI:  Okay, Mr Nxasana, at this stage I see you are referring to your 

presentation slides; I just want to enter it in record, so that we will all know.  It is 

Exhibit "M" and then if you are referring to any slide in particular, if we just make 

reference to the slide number, so that the record can capture which slide number you 

are referring to. 

MR NXASANA:  Thanks, Chairman.   

MR JALI:  Okay, you may proceed. 

MR NXASANA:  Thanks.  I will now move on to slide number 5, which deals with 

competition.  We believe that competition in the financial services industry is intense 

and banks and other players complete vigorously, as evidence by for instance the 

switching that takes place in our industry, the price differentiation, as well as product 
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differentiation in our industry, as well as just how we are trying to improve access to 

customers, but using different strategies as banks.  Michael Jordaan, in his 

presentation, will cover these aspects in a bit more detail and indicate how we as First 

National Bank particularly are competing and therefore using different ways to 

increase our market share.  

On slide number six, if you just look a the competitive environment in the financial 

services industry, clearly you can see that it is not only traditional banks that operate 

in the financial services industry, we have a number of other players, retailers, unit 

trust operators, registered micro lenders, as well as mortgage originators.  In a 

competitive environment it is to be expected that you have new entrants to the 

market, but you also have other players who exit the market for a number of reasons.  

Just recently we have seen an increase in new players that are getting into the market, 

for instance mobile operators, retailers, have entered the financial services industry. 

And just as an example, retailers today have advances and their book is estimated 

some R60 billion and the unit trust book is estimated some R460 billion and there are 

9 700 registered micro lenders, with their book estimated at some R24 billion.  And 
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SA Home Loans as an example, as a mortgage originator, has a book of some R22 

billion.  So increasingly we face competition from new players and a study which 

was conducted recently by Dr Barend Metcalfe from the Brock University, a business 

school in Canada, attributes the failures or the exits in the financial services industry 

to a whole range of reasons, which include the deterioration of the market 

attractiveness in the financial services industry, especially in the banking industry, 

prohibitive cost associated with holding a banking licence.  

We have seen a number of players in our industry who handed back their banking 

licences, because of the high cost of holding banking licences.  There has been 

mergers and acquisitions, which also has driven concentration and consolidation.  

And we have also seen some players who have exited because of poor financial 

management.  And the entry of international banks has created a competitive 

environment as well.  And even as far as the large banks are concerned, we have seen 

a numbers of failures or near-failures in the recent past.  As an example FNB bought 

the book of Saambou, which went through difficulties, especially the home loan book 
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that we acquired.  ABSA has had to deal with the impact of Unifer, which also 

affected their business. 

So this just shows that it is not just the second tier banks but also the large banks who 

from time to time face difficulties.  Moving on to the next slide, seven, one of the key 

challenges that we face as banks is the high fixed cost in our industry.  In FNB as an 

example, 80% of FNB's costs are fixed costs.  And clearly that means that we must 

compete for volume, as well as improve our efficiencies, to be able to make a 

reasonable return for our shareholders.  On the other side of the equation customers 

then benefit from the scale that we are able to achieve as banks, because we can 

never charge customers for everything that we do as banks.   

And I think it is important to then balance the issue of competition and having the 

sufficient number of players, given some of the barriers to entry caused by the high 

fixed cost in our industry.  And previous investigations have noted that the high 

degree of concentration does not itself reduce the competitiveness in the banking 

environment.  And concentrated structures do not suggest that there is failure of 

competition but instead would indicate that competition is alive and well and it is to 
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be expected that some players may not be able to make it at the market.  Just some of 

the high fixed costs would be in relation to staff costs and as an example, the 

infrastructure cost of running the banking environment, the IT cost, as well as 

regulatory cost. 

And we have seen all these activities in terms of entry and exits in this country, 

which have lead to the number of players that we have in the banking sector today.  

On the next slide, the regulatory burden that FNB faces particularly is increasing and 

we can see here the number of regulations and statutes that FNB has to comply with.  

And just over the 2005/2006 financial-year, the cost associated with regulations were 

just close to a billion rand.  And this shows that clearly that there are costs associated 

with regulations and whilst regulations are important, clearly we have to then deal 

with these costs in our own operations.  Examples of some of the costs that are 

included in the close to billion rand amount that are indicated, would include for 

instance we are required to maintain minimum balances by the Reserve Bank and 

there is therefore an opportunity cost, because we get no interest from those 

minimum balances. 



COMPETITION COMMISSION       Page 10                                                       DAY 4 

     
                                                       BANKING ENQUIRY 

________________________________________________________________________                               
 

________________________________________________________________________________________________                    
    09 November 2006 

 Pretoria                                                                                                                                                              
Audio Visual Conferencing  

PO Box 68207, Highveld, 0169 - Tel (012) 323 3140, Fax 086 604 7276 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
10 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
20 

Last year the cost was somewhere in the region of about R488 million rand.  We are 

also required to maintain liquid asset requirements and the cost associated with that 

was some R218 million rand.  We have to comply with phase as well figure and the 

cost associated with that in the last financial year was R100 million.  So there are all 

these costs that are associated with regulations and if you look at the future we have 

the National Credit Act, which is going to be coming into effect next year.  And we 

have identified all the categories of non-interest revenue that are going to be affected 

by the National Credit Act.  And in FNB's case the affected revenue is in the region 

of R730 million. 

Just turning on to the question of concentration in the banking industry, the Wallace 

Report stated that a large number of suppliers is not a pre-requisite for a competitive 

environment and that their competitive market may be characterised by vigorous 

competition between a small number of players.  And as I mentioned earlier, the high 

fixed cost in banking mean that the competitive environment generally will tend to be 

concentrated.  And there is international evidence as well which demonstrates that 

concentration is a characteristic in the banking industry and this is not just a unique 
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feature in the South Africa.  And the data shows that 75% of assets in many countries 

are controlled by a handful of banks.  And this data also shows that in a number of 

countries that are developed you also find the level of concentration, which is similar 

to South Africa, for instance in the UK as well as the Netherlands. 

But we see also countries that are a bit more developed than South Africa, such as 

Australia and Indonesia, which also have a limited number of banks.  The US, which 

is known to be the most competitive market, with the national income, gross-national 

income, which is far greater than we have in South Africa, also exhibits similar 

characteristics in terms of the level of concentration in the banking industry.  So I 

guess what we are saying here is that the fact that we have fewer large banks in the 

country would not indicate that there is no competition, but rather is a characteristic 

feature that we find in many jurisdictions as well.  At this point I would like to hand 

over to Mike Jordaan, who is going to take us through the rest of the presentation. 

MR JORDAAN:  Thank you, Sizwe.  Then moving on to slide 10, which deals with 

switching in the banking industry.  Contrary to some suggestions that there is a fairly 

static market share amongst the banks in South Africa, we in fact experience intense 
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switching rivalry.  On the slide we have got the graphs, which show churn rates, in 

both our mass market, the middle-income market and the SME market for the past 

two years.  And you can see some very high churn rates there in the market.  When 

we close an account we use a closure account code to track why customers are 

leaving us.  And we find that usually customers leave us if they are dissatisfied with 

our overall level of service.  A second reason is actually advice or sometimes what 

that means is that we have not given them credit and only the fourth reason is 

because of price. 

Now obviously this high churn rate also influences our cost and it is a high cost to 

opening and closing accounts all the time, it is not something that we want.  We track 

of course our openings and closures on a daily and monthly basis and just to give you 

a sense of this, we open about 200 000 transactional accounts every month, but sadly 

we close about 130 000 every single month.  Obviously retention is one of the things 

that we work hard at, to try and prevent customers from switching out.  But at the 

same time we encourage customers to switch to us.  For example, FNB some time 
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ago set up a free debit order switching service, so as to remove the hassle for 

customers when they switch to FNB. 

The next slide, slide 11, deals with pricing.  Now a number of years ago bank pricing 

was very complex.  You would be faced as a consumer with price that sets something 

like R2, R0, 96.26 and very difficult for a consumer to understand.  A number of 

years ago we set about simplifying that and we removed this ad velorum type pricing 

structure to a more cleared pricing structure, so you would have one or two or three 

fees, we have reduced the number of tiers, we have in many, many instances gone to 

flat and simple pricing and in some cases to a very simply monthly fixed type of fee.  

In fact, some three years ago we started with an electronic pricing option, which is 

now tact at R85.  We see that some of our competitors have followed us in this 

endeavour.   

We have a number of other pricing options such as one where you pay no 

transactional fees for your first 35 transactions, if you have a certain amount of 

deposits in your account.  A point I would like to make about pricing is that 

competitive intensity around pricing does not mean simply pricing.  The fact, we feel 
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it is the exact opposite, we try and innovate around pricing and there is a lot of 

differentiation in pricing that comes about as a result of competition.  In our case we 

do not only compete on price, we also compete on the value-adds and sometimes they 

are free, things like free E-bucks, our in-contact free SMS messaging system, which 

3.6 million South Africans receive on a daily basis and many other free value-adds 

that we give to customers.   

The next slide, we have put up our assessment of how fees shape up against some of 

the competitors in three different categories of the markets in which we operate.  At 

the outset I want to say that we do not price based on direct costs only.  If I may 

explain this with an example, one of our big cost is staff costs, another would be 

rental.  That does not mean that when a customer walks into the branch we say, we 

want you to bear a portion of our staff costs, a portion of our rent and maybe a 

portion of the water and lights.  Rather we take our overall cost base into account, but 

we look at those areas where we add value to customers and we price accordingly, 

that means that there are some services that we do for free for customers and others 

where we price where we feel we add value. 
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The charter we put up there shows that based on our most recent customer profile and 

our most recent pricing, as well as the most recent pricing at our disposal from our 

competitors, how FNB shapes up against these various competitors.  You can see that 

we are price leaders in both the middle income and the small/medium market but 

higher in the low income or the Smart Account base.  The point I would like to 

illustrate there for example, is that you cannot look at fees only.  If you take one of 

our competitors, Capitec for example, with seemingly very expensive fees, our 

interest rates are vastly different from Capitec and the amount of access we provide, 

the amount of ATM's and branches and services are also vastly different. 

So we believe that a simple look at pricing does not adequately capture the overall 

value that we can give to customers, it is only one dimension.  On the next slide we 

illustrate how we also compete in terms of product innovation.  Now, while we are 

very passionate about our various innovations, I will not bore you with each of these 

product innovations, but to say that FNB is very proud to have been awarded a 

number of innovation prizes in the past year.  One of them in fact by the Department 

of Trade and Industry, as the corporate innovator of the year, also an independent 
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survey such as systemic logic, FNB has been voted the most innovative bank.  So 

some of these innovations like E-bucks, where were give R20 million of E-bucks 

back to customers every single month. 

Our in-contact service that I referred to earlier or maybe if we can use the FNB One 

Account, which combines a home loan, a credit card, an overdraft and a savings 

account all into one, with one statement and only one account fee per month.  And 

most importantly, it actually offsets debit and credit balances, so the customers on 

average can save up to R400 000 over the lifetime of a loan, our average customer.  

Or turning to the business side, we have a great number of innovations there, maybe I 

can just focus on FNB leverage finance, where we found a way to lend against the 

cash flows of businesses.  This small business lending can be quite risky but if we 

secure it against cash flows it is an innovation that allows us to lend into this market.   

Turning to the next stage, we not only compete on price and products but also on 

position or channels as we like to call it.  And we have got a number of examples that 

we are quite proud of, if I may start with the mini ATM, FNB has 1 500 of these 

devices, you will not find them in your traditional shopping malls, you are more 
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likely to find them in some of the rural areas in South Africa.  We found a way to 

make these devices work from car batteries and they do not need Telkom lines, they 

can work off cellphone technology.  The way these devices work is we put them in a 

very small rural shop, a customer would swipe their card through it, put in a pin and 

get out a little slip that says how much money they withdrew. 

That money at that point was transferred into the bank account of the shop owner or 

the spaza owner and the individual, the customer, is then able to exchange that slip 

for cash.  Now the cost of doing this to the in-customer is less than R2, which is also 

a significant pricing innovation.  The initial, why we did this was to make it easier for 

customers, they did not have to travel so far to get to a more formal banking type of 

environment.  And they therefore not only save in banking fees but they also save in 

travel expenditure.  What we had not intended but what has been a major positive 

consequence is how these devices have stimulated economic activity in some of these 

remote areas.  People no longer have to travel to town to spend their money, but they 

could support local entrepreneurs.   
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We have also launched something called community banks, which are banks that are 

effectively built in a factory and within 48 hours can be erected anywhere in the 

country.  They have their own independent power supply and are independently 

connected to our mainframe system.  And you can do everything in a community 

bank that you can do in a bank, a branch in Sandton.  We have more than 20 of those 

and are trying to roll them out as aggressively as possible.  And then some two 

months ago we launched our mobile banks, that is the combi that you can see on the 

screen there.  We have some 10 of them now, again you the customer can do every 

single thing that you can do in a normal bank branch, except for cash in these mobile 

banks.  And I think you will quite understand why we did not want to put cash in 

some of these mobile branches and that is the innovation that we think we can also 

roll out quite extensively. 

Just continuing clockwise, cash-back at point of sale allows customers to draw cash 

from simple point of sale devices with some of the leading retailers in South Africa, 

again in our case the cost of doing that is less than R2.  And it also reduces costs for 

the retailers because it recycles their cash holdings.  And then there is cellphone 



COMPETITION COMMISSION       Page 19                                                       DAY 4 

     
                                                       BANKING ENQUIRY 

________________________________________________________________________                               
 

________________________________________________________________________________________________                    
    09 November 2006 

 Pretoria                                                                                                                                                              
Audio Visual Conferencing  

PO Box 68207, Highveld, 0169 - Tel (012) 323 3140, Fax 086 604 7276 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
10 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
20 

banking, FNB would like to believe that we are the undisputed leader in cellphone 

banking in South Africa, we have some 240 000 registered cellphone banking 

customers and we hope to double that number in this year.  The innovation of our 

cellphone banking is that it works with any cellphone, you do not need a smart 

cellphone, with any network, it works across every single network in South Africa, 

with any sim card, without any fancy downloads, we would like to add any time and 

it is nearly anywhere. 

I mean we provide access wherever there is cellphone coverage in South Africa.  So 

we really do compete in terms of position or channels and then the last one is 

promotion, we have given you an analysis of how we invest in promotion, it is across 

a range of mediums in South Africa, we do it across all national languages, we have 

price promotions, we have product promotions, we have image promotions.  For 

example, we encourage South Africans to come back to South Africa if they are 

living abroad, we sponsor the Whiskey Live Festival and I have to tell you, I am 

going to have a single malt there tonight after this. 
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And we are very proud to be associated with 2010, we believe it is one of the biggest 

things that is going to happen in South Africa and it is actually great to be a national 

sponsor of a very big South African endeavour.  Now what about competition in the 

low-income market?  The Falkena Report concluded that the market works well for 

high-end consumers.  We believe that those very same competitive forces are 

operational in the low-income consumer end of the market.  In order to address this 

market we have to be real about the costs of operating in the market and the 

behaviour of this market.  In this market we have a relatively higher reliance on fee 

income, because of our inability to rely on high margin income.   

In this market average balances are smaller, the behaviour of customers in this 

market exhibits a high churn rate, there is a constraint consumer demand, which is 

not because of banks but because of conditions in the economy.  The main reason 

why people today do not have a bank account is not price but lack of an income or 

job.  We have a low level of financial literacy and the behaviour in this custom 

market is of a high face to face intensity and a high-cash intensity.  I would also like 

to use this opportunity to dispense a myth that there is such a thing as free banking 
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anywhere in the world, there is no such thing as a free lunch, I believe it was Jimmy 

Carter who said that first.  You can only have something for free if there are no costs 

and really that is a myth that we can operate at no costs.  Obviously we would have to 

try and innovate to bring our costs down as much as possible.   

Maybe the last point on free banking:  Sometimes in marketing one can create the 

perception that something is free, but always someone has to pay.  It could be other 

customers, it could be that one cross-subsidises between margins and fees, it could be 

that the state pays, but there is no such thing as a free lunch.  Turning to slide 17, 

which deals with some of the ways in which we do compete in the low-income 

market.  Now we are by no means alone in doing so, we are merely stressing some of 

the innovations and ways in which FNB competes in this market.  And I spoke about 

our mobile banks, our mini ATM's, the ATM's cash-back at point of sale.  Our Smart 

Account, there has been a lot of focus on the Mzansi and rightly so, but we are very 

proud that we have more than three million customers using our Smart Account.  We 

have personal loans and home loans and then a product which has capture the popular 
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imagination and it has brought money out of mattresses, back into the banking 

system, the Million-a-Month Account. 

Now some of these banks have been doing because of the Financial Sector Charter, 

but there are also a number of very active new entrants in this market.  African Bank, 

just for example, have 800 000 active customers, which is quite a significant number.  

The next slides deals with competition in the SME market and again here we have to 

put forward that there are high costs associated with servicing the smaller medium 

enterprises market in South Africa.  This market is prone to high cash usage and high 

failure rates, it is a sad fact that some two thirds of businesses fail within the first 

three years of their existence.  Businesses often rely on physical infrastructure and 

face-to-face contact.   

We ourselves have burnt in this market, we have had to write off significant amounts 

of money, having misjudged both the costs and the risks of operating in this market.  

That having been said, we understand the importance of this market and the creation 

of an entrepreneurial culture in South Africa and we have launched a number of new 

products, Agripro, Pipoint Finance, Leverage Finance.  We actually think that the 
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most important way that we can reduce the failure rates in this market is to provide 

businesses with support.  That means going way beyond normal banking with a 

mentorship infrastructure, which is something we support.   

I would like to turn next to the question about banking profits and whether they are 

out of line.  Some commentators have claimed that the rates of return that South 

African Banks earn are out of line.  We would like to make a point that profit 

comparisons, particularly international profit comparisons are theoretically and 

conceptually difficult.  One has to take account of issues such as the correct valuation 

of intangible assets, how are costs allocated, what exactly is the cost of capital and 

how does it differ?  To use a very act example in the Falkena Report, the Banker 

Magazine has quoted, using ROE's, that we simply cannot calculate.  They are in our 

view not in accordance with generally accepted accounting practice, they are not in 

accordance with the way we calculate ROE's in our financial statements and they are 

not in accordance with the way that the investment community calculate ROE's. 

I will go so far as to say that I wish we could achieve the type of ROE's that we saw 

in the Falkena Report.  We believe that the extensive competition in South Africa 
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keeps our profits in line.  The competition that we see, that Sizwe spoke about, with 

new entrants and some failures, keep the overall industry returns in line.  That does 

not mean that we as a business do not strive to earn a reasonable profit for our 

shareholders.  And it is a fact of life that where you have survivors, that they have a 

higher ROE than those that did not make it.  But overall industry profitability is kept 

in line by intense rivalry.  One also needs to look at the short-term factors, such as the 

business cycle, if the business cycle is positive there is an incentive for banks to 

invest.  We ourselves have a capital expenditure programme of more than a billion 

rand for the past three years. 

We also believe that, there is proposed legislation on the table right now, that 

Cooperative and the Dedicated Banks Bills, which will encourage further entrants 

into this competitive environment.  We similarly believe that cross-country profit 

comparisons are problematic.  Numerous studies have been completed on the score 

and all of them come to different conclusions.  We have not yet seen a single study 

that we feel covers all the issues of cross-country comparisons.  Clearly countries 

have different profiles of risk, their customers behave differently, they have different 
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demographics and different languages even as we have in South Africa.  The 

business cycles differ across countries, accounting standards are not harmonised 

across the world, the regulatory environments differ.   

And a very important point, a concept such as return on equity does not only relate to 

pricing or fees, it also relates to margins, but most importantly it relates to how one 

gears that with one's capital.  And the relative level of sophistication of capital 

gearing makes these cross-country comparisons extremely problematic.  I would like 

to turn to our second last topic, which attempts to answer the question how well our 

payment system functions.  On page 23 or slide 23 you will see a graph that plots 

South Africa's relative level of sophistication in the payment system, to the 

development of our country as expressed in GDP per capita.  I think a point has been 

well made that we have a sophisticated payment system.  Point we would like to try 

and make here is that the sophistication is well above expectations for a country at 

the level of development where we are. 

Now, I have some figures on the right-hand side of the slide, just to show that the 

amount of payments that are processed nearly without problem in the South African 
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economy and these are huge figures, they are 1,5 billion transactions per annum.  

Now when one deals with these big figures, Paul Harris, our good CO, just reminded 

me that for one person to count to a million at one count per second will take 11 days 

if that person operates a 24 hour shift, which is clearly not possible.  So here we are 

dealing with billions and trillions.  R46 800 billion in the value of transactions that 

are processed per year in South Africa.  And a very high proportion of that, over 90% 

is processed not just in the same day, but in real time, which just proves how 

sophisticated the whole system is. 

And even when it comes to cash, SPV process is almost R1 000 billion in cash on an 

annual basis.  The next slide deals with the National Payment System.  Believe me 

we need to draw a distinction between access and participation.  And there has been a 

lot of debate around more access into the payment system.  The reality is that 

everybody with a bank account has access into the payment system.  Everyone who 

has ever made a payment, swiped a card or received a salary into a bank account is 

actually accessing this virtual good, the National Payment System.  The issue is not 

so much around access but about participation in the National Payment System, who 
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can switch and clear in the National Payment System.  Now that determination is not 

for us as competitors to make.  We are, we like competition and we are open to 

compete against anyone who are participants in the National Payment System.   

The call about participation is a regulatory one, want to be made by, in our case, the 

South African Reserve Bank and the Payment Association of South Africa.  But 

much is at stake here, one needs to understand the risks of parties participating into 

the system and maintaining the integrity of the system.  In very simple terms, once 

somebody can participate in the National Payment System they have, if not the right, 

they have the means to access any bank account in South Africa.  They have the 

means to take money from your and my account and therefore it is very important to 

make sure that those people in those institutions that participate are fit and proper and 

can play by the rules of the payment system.  We do believe that the current 

participants and there are 19 of them, exhibit that there is intense competition and 

participation in the payment system. 

On slide 25 we deal with Bankserv.  Now Bankserv, just like the banks, has a very 

high fixed cost base and the economics of how Bankserv charges is determined by 
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volumes.  The current variable pricing scheme has been criticised in some quarters.  

We believe that this volume-base pricing scheme allows the smaller banks to actually 

benefit from the economies of scale that the operators such as Bankserv provides.  

And at the same time it incentivises large banks to remain in the system, to use 

Bankserv as their switching operator.  And it needs to be said that banks do not need 

a Bankserv, they could switch directly amongst themselves.  And Bankserv itself is 

not a utility, we believe that it is a commercial entity that needs to innovate and 

possibly even needs to expand its aspirations beyond the borders of South Africa. 

In fact, it already competes.  We ourselves as a bank do not only switch through 

Bankserv, we also switch through Visanet for example.  So Bankserv competes right 

now against Visanet and MasterCard, amongst operators, and is always open to more 

foreign competition from operators like Swift.  And then finally quite a bit has been 

made about the link between the cost of Bankserv and end user pricing.  The total 

cost of Bankserv to FNB is R45 million a year and yet our total operating cost per 

annum is more than R10 billion.  That means the cost of Bankserv, in relation to our 

overall cost base is less than half a percent.   
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Slide 26 deals with Interchange.  Frankly we need some clarity on Interchange, we 

see the need for Interchange, inter-change is there to encourage investment in 

products and in more channels.  But we need some clarity and we hope that this 

process will establish it, on how the Interchange should be set and at what level it 

should be set.  There is a view that Interchange should be set by bilateral means, we 

have in recent experience tried to negotiate on a bilateral basis with all the banks and 

found it incredibly problematic when 19 banks have to hold meetings with each other 

to set Interchange.  There is a calculation that says some 2 400 different agreements 

are actually required when 19 banks attend bilateral negotiations.  And we ourselves, 

on a payment stream, are unable to actually reach agreement with two of our major 

counterparts in bilateral negotiations. 

We would prefer a multilateral environment, where we can set prices multilaterally 

and we actually believe that that will benefit the smaller banks in South Africa.  One 

way in which this could be done and we are looking for some guidance from the 

commission, is that we could get an object of third party to determine the costs and 

therefore what an appropriate level of Interchange could be.  Such a party could be a 
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MasterCard or a Visa.  We then like to make a number of recommendations.  Now 

these recommendations deal with the financial system in toto in South Africa and I 

think one can never say that a system, however competitive it already is, cannot be 

improved and cannot be improved further for the benefit of the consumer.  So we set 

out to make four brought categories of recommendations to this commission. 

The first one deals with optimising regulation in South Africa.  In Sizwe's submission 

he illustrated that we are already subject to 232 separate pieces of legislation and that 

regulation is not a free good, there is a cost attached to regulation.  We would far 

rather see regulation being streamlined, so as to reduce costs, than to have to deal 

with further regulation.  We also feel that further regulation, that the benefits of that 

regulation may in fact outweigh the benefits, because we have a very well 

functioning financial banking system and payment system in South Africa.  We also 

feel that any deliberations around regulation should first factor in the impact of the 

National Credit Act.  It is an act that we know will come into operation, it is not yet, 

and we know that it will affect some R700 million of fees, just for FNB alone. 
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Finally our recommendation would be to speed up the implementation of the 

Dedicated and the Cooperative Banks Bills, as this will allow for further new entrants 

into our competitive environment.  The next broad category of regulation deals with 

the empowering of consumers.  Well, I demonstrated that we already experience 

intense rivalry and intense switching, we can make it even easier for customers to 

switch banks.  One way to do this would be by establishing a so-called switching 

code and guidelines by which banks could share not-proprietary customer 

information.  One of the obstacles to switching banks is the extensive documentation 

that is required from a KYC or know your customer perspective.  South Africa had 

an essential hub for KYC, switching would be made easier. 

We also think that debit order switching services, such as the ones we provide to our 

customers or prospective customers, could be applied across the industry.  And then 

the comparison that we made earlier, which had our exact fees compared to those of 

our competitors, we would love to be able to advertise something like that.  But the 

rules around comparative advertising in South Africa are fairly strict and we thought 

perhaps there is something that the Competition Commission would like is to allow 
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for more explicit comparative advertising, obviously not just around price, but 

product and the channels that we offer.  While we argued earlier that competition will 

result in innovation and that will result in differentiation in pricing, we do recognise 

that this an issue for customers, that it is in some cases difficult to compare the offers 

across banks.  And we believe that the transparency of pricing, so that customers can 

make informed decisions, will help to further enhance competitive rivalry in South 

Africa. 

One way this can be done is to establish certain guidelines, according to which banks 

should publish their pricing, that would help comparison.  We also think that the 

industry, like we already do, should offer a hotline to customers, where they can then 

compare what is the best offer for them in a given bank.  And apart from what each 

bank individually does, we think it is a good idea to have a pricing comparison 

service external to the banks, so that customers can say, given my behaviour, which 

is the best price offer for me.  Now the Banking Association has already undertaken 

such an initiative, I think there is a great opportunity for an entrepreneur in South 

Africa to do something like this or it could be driven by the regulatory authorities. 
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The next category of recommendation that we would like to make speaks about the 

challenges that we face, in this case probably more as a combined industry.  The first 

recommendation that we want to make is that we believe that while each bank 

efficiently uses its own ATM infrastructure, there is significant room for the overall 

ATM infrastructure in South Africa to be more efficiently used.  And that aim can be 

achieved if the entire industry illuminates its Saswitch fees.  I cannot underestimate 

the importance of the suggestion that we make here.  We feel that consumers in 

South Africa can be put in a position where they are better off by at least R500 

million a year, if every single player in the industry illuminates the Saswitch fee.   

Now you may ask, why do we not just do it on ourselves?  This is the paradox of the 

Saswitch fee to end customers, if we are the only player to do this it would be 

commercially naïve.  All we would achieve is a less efficient use of even our own 

infrastructure.  This is a game that requires all of the players in South Africa to drop 

the Saswitch fee.  However, we are not in any position to agree on this as 

competitors, that would clearly be anti-competitive.  So what we are asking here 

today is guidance from the Competition about how this end objective can be achieved 
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in South Africa.  The next industry challenges that would probably pertain to all 

processes is the high cost of cash and security.  We are all aware of the crime 

situation in South Africa.  We do have challenges around servicing in low-density 

areas, but maybe our prior example, the one where the ATM infrastructure can be 

used more efficiently, can actually help here. 

No longer do you need four ATM's in any given time to service all the customers but 

one ATM could service the customers of all the competitors.   Now the point around 

telecommunication cost is not just for banks themselves, it is also for end consumers.  

We believe that the cost of telecommunication is also inhibiter to customers using the 

Internet more aggressively and that they could change their interactions with the bank 

in a way that would also save them in bank fees.  Our final recommendation is 

around the category of fairness, the National Payment System, Bankserv and 

Interchange.  We are open to any further participation in the NPS, provided the rules 

of the game are observed and the integrity of the system is not compromised. 

In terms of control of Bankserv, there is room to appoint non-executive members to 

the board of Bankserv and to promote competition amongst operators, not only 
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Bankserv.  And finally on Interchange, we believe that the environment would be 

simplified significantly and that small banks would certainly benefit if we could 

obtain clarity on whether one could return to a multilateral setting of Interchange, 

which could be accompanied by a study by an objective third party as to what the 

cost and the level of Interchange should be.  Thank you very much, I would like to 

hand back to Sizwe. 

MR NXASANA:  Thank you, Michael.  Slide 32 is our last slide, except for the 

annexure slides which we have in our circulation.  As a conclusion we conclude by 

saying that we believe that the industry is functioning very well, with very high levels 

of rivalry, as well as innovation in areas of price, product, promotion, as well as the 

channels that we use in the market place.  And we believe that the rivalry make sure 

that there is an equilibrium in the market in the terms of price as well as profits.  And 

we also think that as far as the National Payment System is concerned is, in fact, 

indicated by Michael Jordaan's presentation, that participation is quite open in the 

National Payment System and that we have a highly sophisticated payment system, 

which benefits consumers out there. 



COMPETITION COMMISSION       Page 36                                                       DAY 4 

     
                                                       BANKING ENQUIRY 

________________________________________________________________________                               
 

________________________________________________________________________________________________                    
    09 November 2006 

 Pretoria                                                                                                                                                              
Audio Visual Conferencing  

PO Box 68207, Highveld, 0169 - Tel (012) 323 3140, Fax 086 604 7276 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
10 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
20 

And like all dynamic industries, we think that there are opportunities for further 

improvements, such as we have indicated in the recommendations that we are making 

here today and we hope that these recommendations are useful for the commission.  

Thank you for the opportunity. 

MR JALI:  Thank you, Mr Nxasana. Right, let us see whether the panel has got any 

questions for you.   

MS NYASULU:  Thank you, Chairman.  I am just going to address my questions 

generally, because I cannot quite remember who said what to whom under what 

circumstances.  Just on the question of the churn, I think it was Mr Jordaan who 

spoke to that slide.  Just so that I understand you, when we speak about customer 

churn are we talking about customer packing up in toto and leaving to another bank 

or are we talking about a customer closing a specific or exiting a specific product? 

MR PINTUSEWITZ:  The numbers that are referred to there have taken out absolute 

growth firstly in the market place.  So we have used the approach taken by the 

European Commission as to how they calculate the absolute churn rates.  And those 

include both the absolute switching from one bank directly to another, as well as the 
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product closure.  So it is both and sometimes difficult to know exactly which is 

which in our numbers.  So for example, in the small business area there is both the 

absolute switching of an FNB customer to another customer or into FNB, as well as 

business that may fail in that process.  But both are causing costs to the bank in terms 

of churn, so there is both a switching element, as well as a cost element involved in 

the churn.   

MS NYASULU:  Okay, if I may, Chairman, I am asking the question because I am 

specifically interested in understanding the competition element.  I think you put up 

your four P's, to illustrate just how fierce competition is across all the four P's.  So I 

am trying to understand on the issue of the switching to a rival bank, whether you are 

able to isolate specifically those figures, as opposed to someone just saying I do not 

like this product because you are overcharging me on it, I am still your customer but I 

do not want your cheque account anymore.  Are you able to isolate that specific 

number of people who just pack up in toto and move to another bank? 

MR PINTUSEWITZ:  The numbers we have got include both, so we cannot show 

you the one piece and the other. 
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MS NYASULU:  You cannot isolate? 

MR PINTUSEWITZ:  So we cannot isolate it at this time and as I say, we do those 

customer surveys to try and understand that as well as possible. 

MS NYASULU:  Okay.  If I may ask another question, Chairman, with your 

permission quickly, is on the 75% of banking assets being held by, what you have 

describe as a handful, could you define for me exactly what you mean by a handful in 

the South African context specifically? 

MR NXASANA:  If I may respond to that question, in the South African context we 

would be referring to the four large banks, which, if you aggregate all their advances 

and deposits, would account for around 75% of the market. 

MS NYASULU:  Okay, I will hold this for now, Chair, yes. 

MR BODIBE:  Thank you.  I have questions relative to the following slides, which 

you do not necessarily have to call up, seven, 20, 25 and 26.  Okay, the first one is on 

slide number seven and I will beg your indulgence, if I am confusing issues here.  It 

is related to your fixed costs, because you are making an argument that more or less 
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around 80% of banking cost are fixed.  First question there is, are these historical 

costs or are they current?  If they are historical, have they not been paid off?  So what 

I am trying to understand, the proportion of what has been already paid off and what 

is still running, that is the first question.  The second question is, in your view, how 

could these costs be brought down? 

MR NXASANA:  If I may respond to that.  The cost that we are talking about would 

be mainly current cost, in other words, the cost incurred in a particular financial year.  

If we just take the 2005/2006 financial year and taking FNB as an example, you talk 

operating costs, which would include fixed and variable cost would be somewhere in 

the region of about R10 billion.  Out of that R10 billion about R8 billion are cost 

associated with for instance staff, where we pay the staff that we have, infrastructure 

that we have, for instance in the form of branches and IT and all other infrastructure 

that we use in our operation.  So there would be cost incurred to run the business, 

they do not include cost that may have been sunk, except to the extent that you may 

have depreciation included in some of these costs. 
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For instance, clearly we would have assets and infrastructure which is capitalised, in 

other words, which sits in our balance sheet, in the form of equipment, in the form of 

buildings and other assets.  And those assets would be written off over time and 

therefore you have in the income statement and the element of depreciation, which 

then may be incorporated and will be part of the 80% that we are referring to here.  

Because you know, once you have that cost you rush it over time, you cannot really 

change how much you write off, once you have determined your accounting policy.   

And on the question of how we may bring these costs down and maybe before I get 

to that answer, just on the question of the variable component, which is a 20%, that 

20% would relate to activity which happens in our banking environment.  For 

instance, there would be costs of payments that we make, say commission payments, 

there would be costs associated with activity which happens on especially the 

revenue side of our income statement.   

And therefore you have costs that are associated with directly generating the revenue 

and therefore are variable in nature.  If you would stop doing the business you would 

not incur those costs on an ongoing basis.  How we may bring the cost down requires 
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us to continuously focus on efficiencies, on making sure that at the end of the day we 

remain competitive.  We do that through improving systems, through processes, 

through identifying areas where there may be wastages.  Because to an extent that our 

cost would remain high means that we are not able to compete fairly with other 

players in the market place, so efficiencies then become very critical in making sure 

that we can continue operating and generating a reasonable profit for our 

shareholders. 

MR JORDAAN:  I wonder if I may through the chair just make two additional 

points.  The one is that we do deal quite extensively with this topic in the formal 

submission, in the pack that you have received and secondly that one slide 30 and we 

would love to call it up, but our battery died.  But we specifically, apart from those 

that where we try and be more efficient, we do highlight that cost of cash is high, that 

security issues in South Africa is a big concern to us, that one can share infrastructure 

particularly in the low density areas, that part of our fixed cost structure does consist 

of regulatory costs and that telecommunication cost we do believe can be addressed 

in this country. 



COMPETITION COMMISSION       Page 42                                                       DAY 4 

     
                                                       BANKING ENQUIRY 

________________________________________________________________________                               
 

________________________________________________________________________________________________                    
    09 November 2006 

 Pretoria                                                                                                                                                              
Audio Visual Conferencing  

PO Box 68207, Highveld, 0169 - Tel (012) 323 3140, Fax 086 604 7276 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
10 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
20 

MR BODIBE:  Okay.  And now this you may have probably disclosed in your annual 

report, but I would like to ask specifically FNB's profits and cost structure over the 

last 10 years and how you compare with your competitors.   

MR JORDAAN:  May I just ask a little bit more clarity on the question, are you 

looking for the absolute profit figure or the growth in profits or the, I just need to 

understand? 

MR BODIBE:  I just want to understand the broad trends in the changes in profits 

over the last 10 years, gross profits, whatever you want to pick up and how you 

compare with your competitors and what has been the relationship between that and 

your overall cost. 

MR JORDAAN:  Alright, we, and some of these figures are broadly from memory 

and I would be happy to also in due course provide you with the actual figures, we 

have an internal target of growing our profits by 10% real.  And that is something 

which we as management set ourselves as a hurdle and we have over-exceeded those 

targets as all the years that I can remember.  Our cost growth in that period is 

somewhere in the portion of 16% per annum, over a long period, which is way in 
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excess of the cost of inflation.  And that actually exemplifies how we have increased 

our infrastructure, increased our rollout and added significantly to the customer-base.   

In the past year for example, the amount of customers that we banked increased by 

800 000 or 18%.  So we found that our costs have increased significantly above 

inflation, because of the significant new penetration that we have in the banking 

market in South Africa.  I unfortunately cannot answer the question of how our 

profits have grown, but we know the two of them are still up. 

MR BODIBE:  Okay.  Well, in relation to slide 25, I just want to understand, as you 

say for example that Visanet and MasterCard provide potential and actual 

competition to Bankserv, how much of your switch goes via each, relative to 

Bankserv? 

MS DURBACH:  Mr Bodibe, we can answer for, obviously for FNB, the majority of 

our switching today does go via Bankserv, however in the case of card I would say 

the, I have not got the exact figures, but the majority would today be switched via 

Visanet because our debit cards are switched via Visanet.  So it would be close to 
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50/50, if not the majority, in the debit card environment.  I have to check the exact 

figures, but that is more or less where we stand. 

MR BODIBE:  Last question, thanks.  In terms of your argument for Interchange, 

would you accept an argument or a statement that says that the relative costs of 

acquirers and issuers are not the same across payment streams and therefore 

compensation may not necessarily be the same? 

MS DURBACH:  Mr Bodibe, we would accept that statement and in fact our view is 

that if you look at the flows of Interchange, across different payment streams, as well 

as the different levels of Interchange that apply, what you have just highlighted, the 

different relative cost of acquirers and issuers is the reason that those different flows 

and different levels hold.  So we would support that. 

MR BODIBE:  Thanks. 

MR PETERSEN:  Thank you, Chairman.  As with my colleagues, I think I will just 

raise my questions generally and you can answer as you see fit.  Let me start also 

with this question of switching and rate of churn, that was presented in your slide 
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number 10, where the picture was of a churn rate annually of between 30% and 40% 

in the case of SME's in 2005 and 2006.  But something under 10% in the case of low 

income and the middle-income customers.  So quite a radically different picture there 

and Mr Pintusewitz answered a question from Ms Nyasulu, which I understood to 

indicate that it is not possible to say, on the basis of the data available to you, whether 

somebody closing an account with FNB did so in the process of moving to another 

bank.  You have also indicated, you are nodding, have I understood it correctly so 

far? 

MR JORDAAN:  I think it is something which we would like to understand but not 

in all cases do.  When, if I may just say, in the cases of let us say home loans, if a 

home loans customer switches between banks one can go to the deed office and 

actually determine it.  Whereas in our case we try and ask customer why will you be 

closing the account, in fact, we try and say, is there anything we can do to stop you 

from leaving us.  Sometimes we get the true answers and sometimes not, so we rely 

on what customers tell us. 
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MR PETERSEN:  Yes, thank you.  You indicated that there is a high rate of failure of 

small businesses and accordingly I would assume a relatively high rate of the closing 

of bank accounts, without them necessarily opening an account somewhere else.  

You are nodding again, is that correct? 

MR JORDAAN:  I would assume that that is correct, yes. 

MR PETERSEN:  So would I be right then in concluding from these answers that not 

much weight can be placed on slide number 10, as an indication of how readily 

customers can switch to another bank?  Not that I am suggesting that any obstacle is 

placed in their way, especially by your bank or any other, but just in all the 

circumstances, that this slide does not indicate in fact that it is easy to switch? 

MR JORDAAN:  If I may answer, certainly your points relate only to the SME 

component of that slide and not the others, if I understand it correctly. 

MR PETERSEN:  Well, have you got the data for the extent to which the low income 

and middle income customers who closed accounts also then open an account with 

someone else? 
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MR JORDAAN:  No, we, but we are also not trying to say that this is switching only 

to go to other customers, we just do not have each of those individually.  But Mr 

Petersen, you are quite correct that in the case of the SME's the reason why this is 

high is because of failure within the first three years, that is definitely a fact.  But that 

reasoning would not apply to the middle and lower income market. 

MR PETERSEN:  That I follow, but I am merely trying to understand what reliance 

we are being asked to place upon this graphical picture and my understanding which 

I invite you to comment on is that not much reliance can be placed on that as an 

indicator of the ease of switching. 

MR PINTUSEWITZ:  If I can address that please, we took the methodology from the 

EC approach, which raises all these similar kinds of problems with, how do you 

know if it is really gone to another bank or has not gone to another bank.  And when 

we looked at these churn rates, using that same methodology and as I say, if you take 

the absolute growth of it, the numbers are much bigger than that, the absolute 

numbers of churn are actually quite a lot higher, as we have got in the submission, 

are almost double this amount.  When we compared that against the numbers in EC 
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these numbers looked very high to us, in absolute terms, relative to those other places 

using that same methodology.  

So we recognise that there are challenges with exactly the reason why that switch has 

taken place, but using the standardised methodology as determined by the EC in their 

report, we thought the numbers came out quite high.  So I think that it is possible, we 

still have weights in the conclusion that we are drawing from this slide, that the 

absolute levels of churn are high. 

MR PETERSEN:  Thank you.  I just want to turn now to the question of the general 

competitive landscape and the room that exists in the South African market now and 

as one might expect in future for more players.  Now in your written submission you 

conclude that there is insufficient demand to support a greater number of full service 

banks than currently exist.  And if I am understanding your reasoning behind that 

statement correctly, it ties up with the extent to which the costs of banking services 

are fixed costs, the extent to which in other words you are dependent upon high 

volume, in order to maintain or increase your profits.  Would that be correct up to so 

far? 
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MR NXASANA:  Yes. 

MR PETERSEN:  And that therefore the volume constraints as it were, within the 

South African market, constrain the likely number of players who can provide a full 

service on a sustainable basis. 

MR NXASANA:  As one of the reasons, yes. 

MR PETERSEN:  In these conclusions, have you taken into account what the market 

in the continent of Africa potentially represents, so far as increased volume is 

concerned? 

MR NXASANA:  No, we have not looked at Africa specifically as a whole continent, 

there may be examples in particular jurisdictions that we may have looked at. 

MR PINTUSEWITZ:  In this particular matter we were referring to South Africa as a 

whole and to full service banking in particular. 

MR PETERSEN:  Because this conclusion obviously can play a very important part 

in the overall assessment of what the prospects are for competition in the South 
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African banking market in the future, even with the introduction of lower cost, new 

technology and the expansion into the low income sector of the South African 

market.  So the purpose of my question is really to understand whether it is not most 

likely that even if new entrants were to exceed, particularly in the low income market 

we are using new technology and establishing a significant foot hole, their prospects 

of developing in due course into full service major banks is very limited.  And the 

likelihood that we would be, that at some point they would get bought. 

MR JORDAAN:  I wonder, Mr Petersen, if I could just answer, our roots are from an 

entrepreneurial business, é  started a bank with on a credit card or with pocket 

money 30 years ago and it has managed to grow into the financial services group that 

it today is.  There is always room for a really good competitor to make it big, that is 

not to suggest that competition is not intense.  The quote is like restaurants in 

London, there are too many restaurants in London, but there is always room for 

another really good one. 

MR PETERSEN:  Another full service one? 

MR JORDAAN:  In time it is possible.   
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MR JALI:  What is the timeframe, if I may ask? 

MR JORDAAN:  I am sorry, Mr Chairperson, I think we are on philosophical 

territory here, which is, it is equally likely that one of the big four could not be there 

in time.  I mean, some of the examples we demonstrated, some of the big banks had 

lifeboats in not so recent past, so that is likely, it is equally likely that some 

competitor, maybe even one that we cannot even contemplate today, could be a big 

financial institution in some time.   

MR PETERSEN:  And to follow up on that, if I may ask, that a big bank, another big 

bank in global terms could buy a South African bank? 

MR NXASANA:  It is possible.  Yes, it is possible. 

MR PETERSEN:  I mean indeed, are the realities of competition in full service 

banking not increasingly becoming the realities of global competition also here? 

MR NXASANA:  That is true, we are an open market and we are part of the global 

economy.  So developments that happen elsewhere in the world certainly would have 

some relevance and impact on our own environment. 
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MR PETERSEN:  Thank you.  Now turning to the regulation, clearly this is an area 

which needs consideration and in great detail and great care, but in the limited time 

that we have today for very general questions, is it your impression that the regulators 

are interested in competition? 

MR NXASANA:  It clearly is our impression, especially given some of the more 

recent pieces of either legislation or regulations, for instance the Dedicated and 

Cooperative Banks and the fact that our regulatory environment does not limit the 

number of players, but clearly sets the criteria on which operators can enter the 

market.  And therefore, if for instance they were limiting the number of players in the 

market, that would suggest that they do not encourage competition.  But in our 

environment, even though the criteria and the standards are quite high, there is no 

limitation if you qualify and you make an application with those criteria to enter the 

market. 

MR PETERSEN:  So would it follow from that that this needs to be evaluated by 

comparing the criteria and the cost of meeting those criteria with whether they are 

really necessary in order to safeguard against systemic risk?  Because the setting of 
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criteria and the cost of entry unnecessarily high would obviously be itself have a 

chilling effect on competition.  Would you agree with that? 

MR NXASANA:  I will agree with that. 

MR PETERSEN:  And would you agree that provided risk is properly managed, 

competition is actually conducive to systemic stability? 

MR NXASANA:  Yes. 

MR PETERSEN:  You are nodding, would you agree with that? 

MR NXASANA:  We agree with that. 

MR PETERSEN:  Now you touched on the issue of so-called free banking and you 

made the point which I think I can understand that there is no such thing as free 

banking anymore than a free lunch, so it is a question of if a service is not charged to 

the consumer, who else is bearing the cost?  But you did also say that in cash-back 

arrangements, where the merchant or the till, the clerk at the till, functions as it were 

as a bank teller in the dispensing of cash, that there can result significant cost savings, 
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because otherwise the handling of that cash would be quite expensive and somebody 

else would be bearing that cost, either the merchant or the bank.  So really there 

might be some scope there, would you agree, for services which are free to the 

consumer, with the rendering of that services, either without net cost or is at very low 

cost? 

MR JORDAAN:  If I may have a go at that for Mr Petersen, is the, certainly cash-

back at point of sale is probably a more efficient mechanism of distributing and in 

fact recycling cash than let us say a formal ATM.  And it is for that reason that our 

pricing on cash-back at point of sale at let us say R1.75 is significantly below the R5 

of an ATM.  So the benefits of this far more efficient mechanism, as you have 

suggested, are in fact reflected already in the savings to the customer. 

MR PETERSEN:  Now we heard last week from some consumer representatives 

about the lack of essential banking and payment facilities in many of the townships 

of South Africa and you have in your presentation this morning given some 

illustrations of measures which you were taking and therefore measures which can be 
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taken to deal with that.  Would you agree that the major banks have lagged somewhat 

in the rolling out of facilities of that kind? 

MR JORDAAN:  Mr Petersen, I cannot comment on the behaviour of the other 

banks, what I can tell you is that we as First National Bank are very proud that at 

least using the charter scoring points we are the biggest provider of access in South 

Africa, that one in four of our branches in South Africa is now in an area that was 

previously designated as a disadvantaged area, that we have come to the party with 1 

500 mini ATM's and with cellphone banking. 

MR PETERSEN:  You will appreciate that one of the issues that we will have to 

come to grips with in the course of the enquiry is whether indeed the market system 

can address the fundamental needs of the low income and poor communities, in this 

very important area of banking services.  Is it your view that the market and 

entrepreneurship within that market has the scope to do that in South Africa? 

MR JORDAAN:  Mr Petersen, we do believe that there is room for further 

innovation, that is indeed what we have tried to do, is to innovate through cellphone 

banking and mini ATM's and mobile vehicles, to actually meet the needs of this 
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market in a way that is cost effective.  What we are also trying to say is one must 

understand that there are realities in dealing with remote areas and transporting of 

cash.  But we would like to think that some of the recommendations that we put 

forward are very proactive in saying there are ways to deal with the sharing of 

infrastructure for example.  I can contemplate another example which says the 

payment of social grants; I mean some 12 million social grants are paid per year, 

outside of the formal banking infrastructure.   

We think that payment system and the banking infrastructure can very well be 

leveraged to bring that into the banking system.  So there are solutions to these 

issues, which is why we are saying, let us address some of these and some of them 

can best be addressed in industry fora and can best be addressed by sharing of 

infrastructure and again that is why I think our proposal on elimination of banks 

switch fees to end consumers is so significant. 

MR PINTUSEWITZ:  Can I make one addition on that? 

MR JALI:  One addition? 
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MR PINTUSEWITZ:  Just one addition is that in numerous countries the role of the 

Post Bank, especially where they are unemployed or people that are going in and out 

of unemployment, has often tried to address some of these question, as well as in a 

place like Australia, where there is some community banking in some low density 

areas.  And I think the point that there may be different ways of thinking about this 

problem we are very open to.   

MR JALI:  Just a follow-up to both these answers, I have just got a question.  You 

made reference to the fact that moving cash to outlying areas has got some security 

implications as well.  The retailers are arguing that maybe they should be given 

access to National Payment System, which will make it easy, would that not address 

security issue, the retailers out there in the outlying areas? 

MS DURBACH:  Just in terms of gaining access to the National Payment System, 

the access that I think retailers are referring to there is access to clear and settle, that 

does not change in any way the challenges around cash.  So I would think the issues 

would still remain in the same way, in that particular instance, if I understand your 

question correctly. 
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MR JALI:  Well, if they are given access to National Payment System and you do not 

have to move them the cash, would that problem not be taken away from you? 

MR JORDAAN:  M aybe if I m ay é  

MR JALI:  They want to take the problem away from you. 

MR JORDAAN:  Yes. 

MR JALI:  That is why I am saying. 

MS DURBACH:  Yes. 

MR JORDAAN:  I think they are two conceptually different issues and if I may 

explain it like that, the mechanism to recycle cash in remote communities already 

exist today, through cash-back at point of sale, it is working today already and 

through our mini ATM's.  1 500 retailers are already recycling cash and they can do 

so without having participation in the payment system, so the mechanism already 

exist.  Therefore the question on participation is a separate one, should retailers 

participate in the payment system.  And we are not against that at all, but it is a 
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separate issue from bringing cash in.  We are just saying, whoever participates in the 

payment system should preserve the integrity of the payment system, because you 

have the ability to go and take money from any South African's bank account.  It is a 

regulatory issue, not a competitive one for us. 

MS NYASULU:  Thank you.  I have a promise, just two more and then I will be 

done.  One really has to do with trying to understand what seems to me a 

contradiction between slides 32 or your assertion in slides 32 that rivalry keeps prices 

and profits in line.  But then you make a statement in slide 25, as it relates to 

Bankserv, where you are basically saying the problem with Bankserv's pricing is that 

it is constrained by competition.  Does competition help in terms of keeping profits in 

line or does it not? 

MS DURBACH:  Ms Nyasulu, I think the point there that we are trying to make is 

that firstly overall we feel that rivalry keeps profits and prices in line and our 

understanding is that Bankserv, the point we are making are Bankserv is in fact a 

subset of that.  The fact that Bankserv does face actual and potential competition 

keeps its prices constrained or in line.  So to us the two are similar. 
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MS NYASULU:  Okay.  And then finally, just one last question, would you say and I 

mean I am quite happy, you seem to have been able to take a range of products, if 

you look at slide 12 from the different banks, to a point where you are able to 

compete or to compare low income, middle income cheque and SME cheque.  Now, 

this is very simplistic, what I am about to say to you, so take it in that spirit, but I 

would be very interested in seeing what happens to those costs if you average them 

out.  Because just looking with the naked eye, it seems each bank, as it charges more 

on one line, charges less on the other and the average, is pretty much going to work 

out to a specific fee.  Is there sufficient competition or does the extent that the banks 

are able to look at your cheque fees and his cheque fees and the other's cheque fee 

mean that banks can actually cross-subsidise and they can look at what FNB charges 

on this cheque and say, to be competitive we are going to charge slightly less but we 

can get our margin on another one? 

MR JORDAAN:  Ms Nyasulu, when we put this presentation together, somebody in 

the team said, who was new to the bank say, what does it really feel like being in a 

bank?  Just answer me that question aside now, do you think about the competition a 
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lot?  Now reality is, we think about the competition all the time, we stay awake at 

night thinking about the competition and we stay awake at night thinking about all 

facets of competition, including price competition, it really is fears out there. 

MR NXASANA:  I think if I may, it is also true that when you innovate and come up 

with a new product, you may have some advantage, but a limited advantage to the 

extent that other people or other operators then begin to copy you.  So the natural 

phenomenon or competition will sort of bring some of the prices closer together. 

MR PETERSEN:  I just had one more heading on which I would like to ask 

questions.  Clearly all these areas are ones which we would hope to go into more 

thoroughly with all of you in further engagement in the course of the enquiry and I 

have understood you to indicate that you would be willing to continue to cooperate 

with us in that regard. 

MR NXASANA:  Yes. 

MR PETERSEN:  And one of those will be this very important idea among your 

several recommendations for possible change, that the Saswitch fee could be 
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eliminated in respect of ATM transactions where a card holder who is a customer of 

another bank draws from an ATM machine at your bank.  Now, on page 73 of your 

written submission, where it actually put two alternatives in regard to ATM's, one 

which I want to refer to in this context is expressed as follows:  "The move to a 

model of elimination of Interchange with ATM owners charging customers directly."  

So that for example, if I were a customer of Standard Bank coming to an FNB 

machine, I would be your customer for the purposes of that withdrawal.  That is the 

idea as I understand it here and you would charge me directly, by recovering from 

my bank the amount that I had withdrawn, say R100 and a charge for the provision of 

your ATM service.  But you are charging me then directly and there would be no 

other flow of revenue between the banks, other than those charged for in this direct 

and transparent m anner.  Y ou are nodding again, I have understood your é ? 

MR JORDAAN:  Correct, yes Mr Petersen. 

MR PETERSEN:  And I continue now to quote:  "This would involve dropping 

Interchange altogether on ATM withdrawals and so would be a significant change for 

industry, requiring careful investigation and consideration."  Today on slide 30 you 
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expressed yourselves in terms of eliminating Saswitch fees, is this Saswitch fee 

identical with the concept of Interchange in this context? 

MS DURBACH:  Adv Petersen, there is a distinction between the two.  On page 73, 

what you are referring to is a discussion of some alternatives that we could consider 

with regard to Interchange, being the recovery of the costs for the use of the 

acquiring infrastructure on behalf of another bank.  The fee that, the pro's that we 

have put forward today does not address Interchange, it addresses the fee that a 

customer pays.  So it is the customer fee from the customer to the bank, rather than 

the Interchange fee, which are the recovery of costs. 

MR PETERSEN:  Thank you, so would I then be correct in understanding your two 

submissions taken together, that you are open to exploring the elimination of 

Interchange in relation to ATM transactions, withdrawals and the elimination of the 

Saswitch fee, in the case of these withdrawals? 

MR JORDAAN:  Yes, we are, but I think the point also needs to be made that they 

are conceptually two different things, they are alternatives to each other.  So the one 

says one can operate in an environment where the pricing of ATM's done with 
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completely without any Interchange and ATM's priced directly to the customer, that 

is one way of doing it.  The other one is to say, we agree on Interchange, either 

bilaterally or multilaterally or with a third party.  But the overall ATM infrastructure 

can be as more efficiently if the Saswitch fee is completely illuminated and all 

customers have access to devices without the disincentive. 

MS DURBACH:  Mr Chair, sorry, if I could just make an addition to that point.  I 

think it might be also fair to distinguish between the proposal on page 73, which is 

one proposal of others that would need to be considered, versus the proposal made 

today, which we would go so far as saying is a recommendation.  So I think that is 

another distinction. 

MR JALI:  Just one last question, just for clarification.  You will appreciate of course 

that these questions are just for clarification with regard to this particular 

presentation, we are not yet going into the presentations which have been submitted 

as at 27th of  October.  The one point I just want to make sure that we understand 

each other on is, relates to slide nine (9) and slide twenty-three (23).  Some of the 

commentators criticised the two previous reports or one of them at least, I am sure of 
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it, because they said we were not comparing, those reports were not comparing 

apples with apples.  Now I just want to be sure that we all agree that we could use 

those countries which are reflected there, for purposes of comparison? 

MR PINTUSEWITZ:  I think that we, the question of which countries are the best to 

compare I think is a topic in and of itself, that we would be very willing to engage 

with yourselves on.  We have taken a number of reflective countries here, but 

certainly the types of factors that we have referred to, I think we would need to look 

at those countries that have the most similar characteristics to the South African 

market. 

MR JALI:  That is exactly the point I am trying to make, because you made reference 

to them and said there is some form of similarity.  So I am saying, for example, if 

you look at slide nine (9) you say, those countries which have got some banks which 

are, well there are banks there which are holding about 75% of the assets.  So I am 

saying, if we compare with those, are we happy that there should be a proper 

comparison, similarly in slide number twenty-three (23), so that we are sure that 

when we are writing our report we do not disagree on comparisons again? 
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MR PINTUSEWITZ:  I had an, I know my colleague wants to add a point, that that is 

one, this is one of those dimensions.  So the proportion of banks as a proportion of 

the total assets.  There are many other dimensions that need to be considered, like the 

regulatory structure in those countries, like the nature of the demographics in that 

country, including the rural and urban split, including the wealth differentials that we 

would need to look at.  So I think this is one of a number of characteristics that is a 

good one for choosing comparison countries. 

MS DURBACH:  And sorry Mr Chair, if I could also just possibly make an addition, 

if I understand your question correctly, you are asking about, we referred to some 

comparisons being problematic and then we put other comparisons in and how can 

you, what comfort can you get about which comparisons can and cannot be used, if I 

understand your question correctly.  And I just wanted to make the point that in our 

submission we state that cross-country profit comparisons are particularly 

problematic and the two ones that we have put in actually compare along different 

dimensions that are slightly simpler in certain cases to assess. 
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MR JALI:  So basically there are programmes and comparisons, if that is what you 

are coming to, that is the conclusion at the end, that it looks like there are problems 

with comparison. 

MS DURBACH:  That need to be approached with caution, yes. 

MR JALI:  O kay.  T here is a disc w e w ill receive to é  

MR JORDAAN:  Yes. 

MR JALI:  Is that part of this submission or part of Exhibit "M"?  He has got the 

disc, maybe he though it was a musical CD.  Oh okay, fine, I do not know what, that 

it was, but if we could get Exhibit "M" electronically as well, it will really help us in 

our work. 

MR JORDAAN:  Yes. 

MR JALI:  And then the status of, there was another document which we got, which 

says competitor intelligence report.  
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MR JORDAAN:  Mr Chairman, I think there was an attachment to the presentation 

and it was just an example, I tried to say earlier, we think about competition all the 

time, it is just an example of how we monitor what competitors are doing and that 

was just a typical example from a typical month and you can see the amount of 

product, channel, price innovations that just happened in one month in South Africa. 

MR JALI:  This forms part of the presentation that you have been giving today. 

MR JORDAAN:  Indeed. 

MR JALI:  Oh, but then we will make it Exhibit "M1". 

MR JORDAAN:  Thank you. 

MR JALI:  So it goes together with that particular presentation.  Thank you, Mr 

Nxasana, Mr Harris, Mr Jordaan and the rest of the team, thank you very much for 

coming, we hope we will meet again early next year.   

MR JORDAAN:  Thank you very much, thank you for the opportunity. 
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MR JALI:  It looks like this might be an ideal time to take just a short break for about 

15 minutes, then we carry on with the next presentation. 

(Enquiry adjourns) 

(Enquiry resumes) 

MR JALI:  Just excuse me, I think I have got something wrong.  You did make a 

submission to the commission? 

MR DE WET:  That is correct, yes. 

MR JALI:  Yes, which is not necessarily what you are going to, well, that submission 

is part of the commission records.  You may then go ahead, do you have any copies 

of the slides you would be dealing with today? 

MR DE WET:  Sorry, just by way of explanation, in terms of the presentation, we 

have got the slides in flow diagrams in a version of software that we unfortunately 

cannot export into a PowerPoint version, so they are available, but they are just not 

available to print and provide at this point in time.  So what I would like to suggest is 
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that we will obviously make copies of those diagrams and provide them after the 

presentation.   

MR JALI:  After the presentation?  Alright, we would provisionally give that then as 

Exhibit "N", provisionally to be Exhibit "N", so when we get it we will just mark it 

Exhibit "N". 

MR DE WET:  Thank you. 

MR JALI:  You may then proceed. 

MR DE WET:  Thank you very much.  I think just by way of an introduction, just to 

repeat, Mr Chair and fellow members of the panel, thank you very much for the 

opportunity.  As mentioned we represent the Commercial Independent Bureau 

Association, it is a Section 21 association of independent Bureaus that operate within 

the National Payment System and obviously interact with banks and Bankserv as the 

systems operator within the National Payment System.  As a natural consequence 

then the members are independent companies themselves and they are generally 

independent smaller operators that have got together to form an association, as a 
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means of interacting with the banking industry at a broader, more conceptual and a 

more macro-strategic level than what is necessarily possible for the independent 

company to do so with his inter-relationship with banks, etc. 

So having said that, just to lay the groundwork in terms of what the broad objectives 

of forming the association were, it is an attempt to try and engage with the industry, 

the banking industry, to achieve greater transparency, broader access, a fairer access, 

potentially engage with the industry to determine equality of pricing, not necessarily 

that there should be free banking, but that there should be some degree of equality 

with respect to how access is provided to the National Payment System.  And then 

obviously we work within an industry that is probably one of, well certainly one of 

the most stable financial systems in the world and so it is an attempt to work with 

industry to continue to manage and improve systemic risk within the system. 

So that just as an introduction is who the organisation or association is and why the 

submission to the enquiry and the objectives of the organisation.  What we are going 

to attempt to do is table or discuss certain of the experiences and perceptions of the 

individual members of the association, with a view to try and get to a level of detail 
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in terms of how the transactional process flow, occurs from a bureau perspective 

within the National Payment System and specifically how we interact with Bankserv 

and various banks.  Okay, so I think we and a broadly touch on four or five topics 

that are up there on the slide.  And the first is really just around stakeholder status.  

So what we find within the independence is the fact that at an NPS level we have a 

stakeholder status at an organisation or not an organisation, at a committee level like 

SANPAY, but it is incredibly difficult for independent organisations like ourselves to 

interact and engage with the banking industry at a broader level and receive some 

form of stakeholder status, if that is the correct word or not, within the other 

structures that exist within the banking industry. 

So it is an extremely highly regulated industry and as such there are a whole range of 

bodies and forums that manage the industry at a broader level and then had a more 

and more detailed level.  So there is, Bankserv as an organisation, there is SPAZA, 

there is SANPAY and there might be a whole range of sub-committees within the 

PCH's, etc, etc.  And what has been a trend of late is to try and engage at all of these 

levels to try and get a greater degree of transparency and a broader and fairer access 
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to the payment system in general.  So the one concern that we would like to raise 

today is to say that it is an anomaly that we find we can achieve stakeholder status at 

some, at a SAAB level within SANPAY as a forum, but it has been incredibly 

difficult and frustrating to get any other form of access to any of the other committees 

and forums that manage the industry, within the banking industry. 

So I think that just, by way of point one.  I think leading on from that our attempt 

today is to try and use some examples that we experience in a more detailed fashion, 

rather than making broad sweep macro statements, to give the enquiry some feel as to 

what we experience at a transactional level, how the fees and the structures are 

experienced by our independent operators and use these as examples so that that can 

form the basis of further interaction and discussion.   

A very good example is the allocation of user codes within the industry.  What we 

find as independent operators is that we would have customers as bureaus, who 

would require that the banks allocate user codes for access to Bankserv, so that we 

can process collections and payment transactions.  And in essence, the submission 

that you referred to earlier, that we did make in writing, effectively goes and attempts 
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to explain to the enquiry that there is a scenario where if a bureau has a client that 

gets a user code at Bankserv, the fee that they pay is more than the fee that an internal 

bureau within a bank would pay.   

And it creates for us a scenario where the landscape for us on access to those codes 

that Bankserv is provided, but it is provided differently for a bureau that operates as a 

wholly owned entity within a bank, as opposed to an independent operator that is 

being provided access to Bankserv in the payment stream as an independent outside 

of the bank.  I think the monetary value here is not large, it tends to be a few hundred 

rand per month as a fee, as an administration fee and it would be a lesser amount for 

a bureau that resides within a bank.  So immediately there is a difficulty in respect of 

an independent operator trying to position himself within the payment stream, solicit 

customers, access Bankserv as the systems operator and utilise the National Payment 

System.   

What transpires within the industry for the independent operators is that currently the 

system is managed and to be fair it is well managed in respect of how the banks 

allocate the commercial account for that customer of the independent operator.  So 
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we would solicit a customer, that customer would, in conjunction with the bank, need 

to open up a bank account, that is necessary, it is obvious, because if our client needs 

to collect monies on behalf of its respective customers, that money needs to be 

collected into a trust account, a current account.  So it is obvious that the account 

needs to be opened at a banking institution.  That banking institution is currently 

responsible for the management of systemic risk, it functions well and it is currently 

the way in which the industry operates.   

The problem for us is that there is a potential conflict of interest in so much as that 

the same company, the bank, which is managing the systemic risk on behalf of that 

customer that is collecting, potentially from thousands and sometimes hundreds of 

thousands of customers, is the same bank that is determining the price at which 

access is provided for the independent operator and the cost at which that user code 

or access is provided.  It is not to suggest from the independence that this is 

necessarily something that needs to be changed, it is just something that needs to be 

questioned, that the same party that is determining access to the National Payment 

System, but more so, not only the access but the price as well, is the same party that 
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is the custodian at the moment, in terms of the way in which the industry is regulated, 

providing for the management of systemic risk.   

There is very little systemic risk as far as the independence are concerned, we are not 

really aware and it is not our role to determine what the level or degree of systemic 

risk is in the industry, but out of the experience for the independent trying to access 

the National Payment System and provide service to customers in that system is 

obviously affected when the same entity is the custodian of systemic risk or the 

manager of systemic risk, as well as the allocation of the user codes, determining 

whether access is provided to the independent operator and at what price.   

So there is a conflict of interest that is a natural consequence of a self-regulated 

industry.  The consequence of that would be that if there is a separation of functions 

in respect of those functions mentioned, CIBA as an organisation is not here today to 

necessarily suggest that there is any practical way of separating those functions, but it 

would be one of the questions posed as to if it is practical at all to separate the 

functions. 
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It would have the consequence that it would be greater, a broader access, fairer 

access and a greater degree of equality in pricing for that access.  The next point for 

discussion is the price per transaction and a lot of these issues hang together with 

systemic risk, so you will see that the user codes and the cost that I use as an example 

is often overlaid with the primary driver in the industry to ensure that there is a stable 

and very stable financial system at the end of the day.  And the same is then pertinent 

to the next point, which is the price per transaction.  What happens, by way of our 

experience as independence, what happens in the industry is that pricing is 

determined on a per-transaction basis.  So clearly what happens is that access to the 

system ultimately is transposed into a price per transaction. 

And there is a number of implications for this, you could find no single standard in 

the industry for at what price can you penetrate or access the National Payment 

System through Bankserv.  So what you would find is one organisation accessing at a 

given price and another organisation accessing at another price.  Now the strong 

argument in favour of that is that the competitive landscape dictates that pricing.  The 

problem with that is that a large established institution that is currently a vested user 
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of the system and has a registered user code at Bankserv with large volumes, would 

be able to access that payment stream at a much lower price than any new entrant 

into the market.  There are also not specific benchmarks but certainly industry norms 

in respect of the minimum number of volumes that you would be required before you 

could receive any form of competitive pricing in respect of that access to Bankserv. 

Now that is a competitive landscape, but the problem with that for us is 

independence, is that when we bring smaller SME customers to the National Payment 

System.  They find themselves naturally prejudiced by virtue of that competitive 

landscape because larger existing users of the system have obviously got a cheaper 

price per transaction than what a new entrant would be able to obtain.  So size, nature 

and financial reach of your organisation has a large and massive implication in 

respect of the benefit and the beneficial access that you can achieve within the 

National Payment System.  And size and financial reach and nature and stature of the 

organisation would then as a natural consequence of that also determine at what price 

you can penetrate the National Payment System.  And that is a natural inhibitive for 
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any new entrant into the system, that perhaps does not have the same financial reach 

that a large organisation does. 

The argument that flows from that point on then is that it is all a factor of systemic 

risk and that is really why the first issues are raised as very practical examples in a 

sort of a more detailed level, to try and get to the issue around systemic risk.  It is 

often alleged that a larger organisation is a more stable financial institution and 

therefore, because although they might have larger volumes of transactions at a 

cheaper price they present less risk to the system and for that reason they can be 

provided access at a preferential rate.  Now the argument around that would be to do 

an assessment of how we as independent operators might have customers with 100 

000 transactions at R100 each, but we might also have a user that has got 100 

transactions at R100 000 each and the systemic risk in monetary value to the system 

is the same. 

So the price per transaction for processing those transactions at the systems operator 

is then vastly different for a client with low transaction volumes than a client with 

high transaction volumes, with the monetary value within the system and the risk that 
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is therefore in the system is the same.  And so it nevertheless creates a scenario where 

even in those cases where two clients can produce the same systemic risk or risk to 

the system, they are being provided access at vastly different prices.  Another issue 

around systemic risk is that risk would determine a price per transaction.  We find 

some of our customers, an argument is upheld that because there is risk to the system, 

the price per transaction is higher, it is sometimes used to justify a higher price in 

processing a transaction within the National Payment System. 

Now what one must bear in mind is that when we as a bureau or as an independent 

operator bring a customer or a client to Bankserv and therefore introduce them to a 

bank, to open up an account and thereby allocate a user code, which is a practical 

process that happens when we solicit a customer in the market.  That customer is 

evaluated by the bank and we as CIBA are not here today to suggest that that 

function that is currently performed is performed not effectively.  It is a very 

effective mechanism to ensure that there is an evaluation done on every single 

customer that enters the National Payment System or submits transactions, either by 
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way of collections or payments transactions into the clearing house or Bankserv, as it 

is called. 

The issue at hand though is to remember that when that customer is evaluated by the 

bank it is asked to place some form of collateral security, whether that is person or 

suretyship, monetary value, balance sheet or any other form that then ensures or 

secures the risk that the bank evaluates as entering the system.  And what then 

happens is that transactions are then processed and the whole issue at hand is that the 

bank successfully ensure that should there be an introduction into the system by way 

of that transaction processing that places any of the monetary value at risk, there is 

sufficient security on hand or in place, that that can be called on in instances where 

the system is placed in jeopardy. 

The question that we as CIBA wish to place before the enquiry is to then ask why the 

pricing at a transactional level is also affected by the systemic risk?  In other words, 

what we are saying, if there is sufficient collateral and security and surety held for 

any introduction of risk into the system, then there should be an attempt to create a 

greater equality at a per-transaction level, as opposed to using the introduction of 
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systemic risk to affect the per-transaction price as well.  We do not have a problem if 

the per-transaction price is used to a portion, funds or pools of funds, for the secure, 

to ensure and secure the risk.  But what often happens is that the price per transaction 

is increased because of so-called systemic risk but at the same time, as much as 100% 

of the monetary value that is introduced into the risk is held at the bank as security, 

should there be any problems in respect of those transactions that are processed. 

The final comment, just by way of the explanation of the document and the 

submission we handed in last week or the week before, is the apportionment of 

pricing.  And there is probably one of the most problematic detailed issues to submit 

this morning, so I might labour it a little, but the explanation is simply that as an 

independent operator we would obtain a price, which is a negotiation with the 

banking relationship.  So we would have a bank that opens, a client of ours, opens up 

a bank account for a client of ours and we would be, we would negotiate a price per 

transaction for the processing of that customer's transactions.  What we are aware of 

and what we wish to table by way of some form of solicitation regarding a response, 

is how the apportionment of that pricing is provided. 
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What we find is that there is obviously a portion of that that needs to be allocated to 

Bankserv, because it is the systems operator that functions as the clearing house.  

There is a portion of that that gets allocated to the sponsoring bank, that is the bank 

that has the relationship with the customer that is submitting the transactions into the 

system.  And a portion of that fee is also allocated to as a homing fee, which is 

essentially the bank that owns the consumer relationship.  So what we find is that a 

corporate customer of ours would be submitting transactions and a portion of those 

fees are being allocated to a bank as homing fee that owns the consumer relationship.  

So if we are submitting a debit order transaction there is a percentage of every fee 

that is paid by our corporate customer towards the bank that owns the relationship 

with the end user consumer customer. 

The question then is just to determine whether there is not a duplication in respect of 

the processes that are handled at a broader level, that on the one hand is an 

apportionment of the fee that is being paid by the corporate customer that is 

accessing the payment stream, that is being allocated to the consumer relationship at 

another bank for the inter-bank settlement that is being done at that consumer 
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relationship.  And the only reason we ask and disclose this as a view and a perception 

that we have in the market is because that end user customer in addition also pays for 

any services that are rendered on his account for a debit order transaction.  So the 

practical explanation of that would be that if I am a consumer at a bank and I have a 

bank account I pay for a debit order facility that is available on my bank account, it is 

a banking service that is provided. 

But similarly the corporate financial services company is a good example, that 

submits their transaction as a debit order transaction into the payment system, is also 

being apportioned a portion of that fee for the service of processing the transaction at 

the end of the day.  And that is an allocation of the funds within the industry, that is a 

highly complex environment, a part of which we have got flow diagrams that we will 

obviously submit, they are unfortunately not available on view.  But there are flow 

diagrams to show the enquiry and the panel members exactly how that flow 

navigates, what happens from a submission point of view into the clearing house, 

how that is cleared into bank and where the fees are apportioned and allocated.  That 
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is done in an attempt to identify the processes at a more detailed level and find out 

how the fees are being allocated within the system. 

I think finally, just in closing, I think what we have attempted to do is present 

practical examples in terms of experiences that we navigate on a daily basis as 

independent operators in the system that create a perception.  And it is largely 

perceptions that if ultimately a foundational element of all of us within the industry is 

that we create confidence within the payment system, then these points are used as 

examples to solicit discussion at an industry level.  At the moment as independents 

we can interact with our individual banks where we have relationships and we do so 

at an individual level and we have done so for many, many years.  And it is not to 

suggest that the system is unstable and necessarily at risk, but what it does is, it 

creates perceptions within the market that there is a lack of equality, unfair access, 

access for larger organisations at a lesser price and all of that ultimately results as an 

overrider to a lack of confidence in the system. 

And if that is the foundational block upon which we all wish to build to ensure that 

there is a stable, National Payment System that is available for all to use, but that the 
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perception is one that it is fair and equitable and that there is broad access for all in a 

transparent way, then we can come back to the objectives of CIBA as an 

organisation, which is not to suggest today that the industry does not operate 

successfully, that it is not stable and that it is not one of the better financial systems 

in the world.  The point is just that there are perceptions that are being raised and are 

being left with customers of ours and companies in general in the industry, that create 

perceptions about access and equality.  And it is those perceptions that need to be 

corrected, if we all have the best interest of the National Payment System at heart. 

I think that is in essence an explanation of the document that we submitted last week 

and as I mentioned, just in closing, finally we will obviously put the flow diagrams 

together in printed format and provide to the panel members individually after the 

presentation. 

MR JALI:  Alright, we will just ask panel members if you may ask some questions, 

just for clarification.   

MR PETERSEN:  Thank you, Mr de Wet.  I had rather expected that you were going 

to put up your very interesting and helpful diagrams when you did your explanation, 
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because it is obviously easy to get lost in the words here.  But there are a few 

questions which I would like to ask nevertheless, to assist in a further process of 

engagements that I think we will have with you and your organisation to get further 

clarity on these quite complex issues.  So I ask my questions in that context.  Now 

you are talking about processing debit orders for clients, is that essentially what you 

are talking about? 

MR DE WET:  That is correct, yes. 

MR PETERSEN:  Fine.  Now would I be correct in thinking that this is a form of 

collection, in some ways comparable to the process that goes on when cheques are 

collected? 

MR DE WET:  That is correct, yes. 

MR PETERSEN:  Fine.  Now let us just stick with cheques for a minute.  I write a 

cheque, obviously drawn on my bank, in your favour, for some service that you have 

provided me, let us say a gardening service.  And you bank with another bank, you 

have the problem of collecting the amount of money that is made in your favour in 



COMPETITION COMMISSION       Page 88                                                       DAY 4 

     
                                                       BANKING ENQUIRY 

________________________________________________________________________                               
 

________________________________________________________________________________________________                    
    09 November 2006 

 Pretoria                                                                                                                                                              
Audio Visual Conferencing  

PO Box 68207, Highveld, 0169 - Tel (012) 323 3140, Fax 086 604 7276 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
10 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
20 

the cheque.  So you take that cheque to your bank and that bank collects the amount 

from my bank.  Is that correct so far? 

MR DE WET:  Yes. 

MR PETERSEN:  And your account will be credited at your bank and my account 

will be debited at my bank, assuming I have funds? 

MR DE WET:  Correct. 

MR PETERSEN:  Now, collecting on cheques, before we come to systemic risk, 

collecting on cheques involves risk for the, in the first instance the paying bank, that 

is my bank. 

MR DE WET:  That is correct, yes. 

MR PETERSEN:  Because it may so happen that I never signed that cheque, it was a 

forged cheque, appearing to have been signed by me.  And your bank collects on that 

cheque, receives a payment from my bank and when I see the debit on my bank 

statement I say to my banker, I never signed and made out such a cheque.  In other 
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words, I never authorised you to make a payment, you must reverse the debit on my 

account.  And without entering into the complexities of it, my bank will have to 

reverse the debit, so that I suffer no loss, it was not my cheque, unless perhaps I have 

been negligent to leaving my cheque book lying around, something of that sort.  And 

my bank therefore has taken a knock, let us say it was R1 000, has taken a knock for 

R1 000, unless you can get the R1 000 back from somewhere.   

I am sorry I used you in the example because I am now talking about fraud now and 

obviously there is no implication of that.  But forgive me if I pursue it as if you had 

forged this cheque.  Now your bank meanwhile has credited you with R1 000 and 

you might have gone off with the R1 000, by drawing it out of the account and have 

become untraceable.  So there arises an issue of where the loss falls. 

MR DE WET:  Correct. 

MR PETERSEN:  Okay and therefore there is risk in the collection process. 

MR DE WET:  Correct. 
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MR PETERSEN:  And as you know, collecting banks, which in this example would 

be your bank, which is collecting from my bank on your behalf, collecting banks may 

be held liable if they have been negligent in the process of collection. 

MR DE WET:  That is correct. 

MR PETERSEN:  Such as for example not checking out your identity to see if you 

are a bona fide garden service provider as such. 

MR DE WET:  Absolutely. 

MR PETERSEN:  So we have not got to systemic risk, but we have got risk in the 

process of collection. 

MR DE WET:  Correct. 

MR PETERSEN:  Okay.  And to the extent that banks are providing services in this 

process, on the one hand my bank providing to me a cheque-book and an agreement 

in terms of which they will respond to my instructions to pay by way of cheque and 

so forth, they may or may not be charging me for that.  And on the other hand your 
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bank, which is doing a collecting function and let us move fraud out of it now, may 

or may not be charging you for the service of collecting on the cheques which you 

bring to deposit into your account. 

MR DE WET:  That is correct. 

MR PETERSEN:  Correct so far?  Now let us move into the debit order environment, 

which you said has some parallels with collection on cheques.  Now I am going to 

move you into your real role, which is a bureau and Dr Hawkins is running the 

garden service.  And when you talked about your clients she is an example of that? 

MR DE WET:  Correct. 

MR PETERSEN:  Okay.  And she provides me with the garden service and instead of 

paying by cheque, because she says that is not good enough, she wants a debit order 

authorisation from me. 

MR DE WET:  Correct. 
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MR PETERSEN:  Which will enable her as if it was a series of cheques, either for a 

fixed amount or to fill in the amount month by month, to go and have that debit order 

collected from my bank, that is what is happening, is that right? 

MR DE WET:  Absolutely. 

MR PETERSEN:  So instead of doing it herself she engages you, but when the 

payment takes place from my bank to Dr Hawkins, it is in the form of a payment into 

her bank account in her bank, is that right? 

MR DE WET:  That is correct. 

MR PETERSEN:  Alright.  So before we get to you, if she had simply used her bank 

as the collector on the debit order, they could handle that in much the same way as 

they handle the collection of cheques? 

MR DE WET:  Correct, so é  

MR PETERSEN:  Sorry, add to that, please. 
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MR DE WET:  Just to add to that by way of clarification, that is exactly the point and 

forgive me again, I will use you as the fraudulent party. 

MR PETERSEN:  With pleasure. 

MR DE WET:  So in that case Dr Hawkins would have to have an account with the 

bank and that bank would do an evaluation of Dr Hawkins and hopefully in this 

example she would be credible and she would be given a facility at the bank, she 

would be opened up a commercial account as the gardening service, as the client of 

the bank, although the bureau is a contracted party in so much as it is providing 

certain IT services and processing services and perhaps some other IT related 

services, she has an independent relationship with the bank.  Because why, fair is 

fair, the bank has to stand in for, let us not talk systemic risk but the risk that may 

transpire within that transaction, if as in this case you are a fraudulent member of the 

transaction. 

So what would practically happen is that the bureau would contract with the 

gardening service company, they would potentially introduce that customer to their 

existing banking relationship or otherwise the relationship that we have with one of 
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our established banking partners, that corporate account would be opened, the bank 

would do an assessment and evaluation regarding credibility.  And then an amount of 

money or balance sheet or personal surety would be provided independently, an 

assessment that gets done by the bank, to assess what they regard as the risk 

associated with the volume of transactions, the amount of money going across all the 

transactions that the gardening service company submits through the bureau into the 

system to be cleared, as per that example, inter-bank. Because ultimately that is 

where the settlement occurs.  

MR PETERSEN:  Let me just slow that down again if I may.  Now whether there is 

fraud, error or some other unreliability in the transaction, it may rest with me, it may 

rest with Dr Hawkins, but there is a risk that a debit order, that a payment will be 

made by my bank to Dr Hawkins' bank, in response to a debit order which should not 

have been paid, is that correct? 

MR DE WET:  T hat is yet another good exam ple of é  

MR PETERSEN:  For whatever reason should not have been paid, was paid and so 

my bank, particularly if I am in a position to say, I am not responsible for that. 
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MR DE WET:  Exactly. 

MR PETERSEN:  I never gave that instruction.  My bank, the paying bank, I mean I 

know there is a lot of talk about homing and sponsoring and so forth, as I understand 

the international terminology, one talks about paying banks and one talks about 

beneficiaries bank. 

MR DE WET:  Correct or collecting banks, yes. 

MR PETERSEN:  But the collecting bank would be the beneficiaries bank. 

MR DE WET:  Correct. 

MR PETERSEN:  Who is collecting for the client who is the beneficiary of the 

payment. 

MR DE WET:  Quite correct. 

MR PETERSEN:  Alright.  I will come to homing and sponsoring in a minute.  My 

bank, the paying bank, makes a payment on a debit order to Dr Hawkins' bank and 

that is later disputed by me, okay and it may be that my bank, the paying bank, has to 
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take the knock, in the first instance.  Then it is faced with the problem of recovery.  

Now in the debit order system, let us leave bureaus out of it for the minute, we just 

consider it between banks.  They are switching between themselves through 

Bankserv, correct? 

MR DE WET:  Correct. 

MR PETERSEN:  Okay.  But at the end of the day, if there has to be a recovery by 

the paying bank, how is this arranged within the system of debit order processing, 

where does the buck stop? 

MR DE WET:  I think I can make a comment, although I am open to correct, because 

it is not an area which we are currently responsible for or not responsible, that we are 

not involved in as bureau, so I w ill give you a view  and then é   it is currently 

managed or resolved inter-bank in terms of the relationships that they have within 

their relationship to Bankserv as the operator and in respect of their agreements that 

they have w ith one another.  T hat is é  
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MR PETERSEN:  So again in the simplified example, which leaves bureaus out of it 

for the minute, the banks are processing the debit orders themselves. 

MR DE WET:  Yes. 

MR PETERSEN:  You have indicated that in the case of Dr Hawkins' bank, the 

beneficiary bank, they could have a number of measures in place to assure them of 

her soundness. 

MR DE WET:  Correct. 

MR PETERSEN:  Presumably to cover a situation where something went wrong. 

MR DE WET:  Correct. 

MR PETERSEN:  For which they could have recourse to her and if she did not have 

it in her pocket they would have the security, which they had obtained from her and 

have resort to that security, is that correct? 

MR DE WET:  Correct, so what we have experienced now again, just as bureaus, but 

let us rem ove them  out of the é  
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MR PETERSEN:  Yes. 

MR DE WET:  What then happens is when that transaction is so-called reversed and 

it comes back to the, in your terminology, the beneficiary bank, that then has the 

relationship with the gardening service company, as a result of the fact that that 

transaction was queried by yourself, the end consumer, it is obviously being reversed 

and ultimately what then happens is there are procedures in place whereby the 

beneficiary bank then contacts their customer, in this case the gardening service, to 

say, but listen here dear madam, we have got a problem in this respect or whatever 

the case may be. 

MR PETERSEN:  And they could make the decision in the context of their own 

business. 

MR DE WET:  Correct. 

MR PETERSEN:  As to what they are going to, what price they are going to charge 

to Dr Hawkins for handling her debit order business, taking into account the risk that 

her business represents to them. 
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MR DE WET:  Well, that is exactly to come down to the practical saying, we get lost 

in the words and I think it is a valid comment, so having used that as a very practical 

example, what you find now is that that risk now does determine the price at which 

you can get a per-transaction debit order service. 

MR PETERSEN:  Yes but sorry, I have to stop you, because the, what I am really 

coming to is the question of who is charging what to whom for what?  Because if we 

come at it from the starting point that this is a single system, involving a single price, 

which then is charged to someone and gets allocated, I do not know at the moment 

whether we are talking about a cartel or whether we are talking about a necessary 

joint venture within which there has to be certain agreed pricing, which is complied 

with by everybody.  So I just want to test with you and I am not suggesting that you 

necessarily have to be in a position to answer all these questions, I just want to see to 

what extent you can assist us here. 

MR DE WET:  Fine. 
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MR PETERSEN:  In the example so far the beneficiary bank looks as though it is 

able to price its service to Dr Hawkins of the Garden Service, according to whatever 

criteria, including risk; it needs to take into account. 

MR DE WET:  Absolutely correct. 

MR PETERSEN:  Okay.  And my bank, the paying bank, likewise on its side, prices 

its service to me. 

MR DE WET:  Absolutely correct. 

MR PETERSEN:  Okay.  In the switching that goes on between the banks there is a 

cost and a price to be paid, presumably by one or other of those banks or both banks 

to Bankserv or to whoever the switching organisation would be.  Is that correct? 

MR DE WET:  Yes, that is our understanding. 

MR PETERSEN:  And they would respectively be able to recover their costs 

potentially from, on the one hand myself, on the other hand Dr Hawkins, correct so 

far? 
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MR DE WET:  That is quite correct. 

MR PETERSEN:  Now you enter into the picture, carrying out certain, as I 

understand it, processing services. 

MR DE WET:  That is correct. 

MR PETERSEN:  In place of the processing services that would otherwise have been 

carried out, in this example, by the collecting bank, the beneficiary bank, Dr 

Hawkins' bank. 

MR DE WET:  Y es, in som e of the services, rem em ber w e are not é  

MR PETERSEN:  Some of them? 

MR DE WET:  Yes, in so much as we are not a bank and therefore not involved in 

this inter-bank clearing or settlement that occurs between the paying and the 

beneficiary bank, those services would necessarily have to be continued to be 

provided.  But some of the processing services that happen in respect of the 

submission of that debit order transaction file in an electronic way into Bankserv as 
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the entity that processes those transactions, is then done by the bureaus as opposed 

to é   and all banks have different term inology, their electronic division or their 

bureau or their department that does that type of a function or electronic banking. 

MR PETERSEN:  So you are not handling the flow of the money, you are handling 

the process of the, processing of the instruction? 

MR DE WET:  That is correct. 

MR PETERSEN:  Okay.  Now when the bank was doing it itself in the earlier more 

elementary example, the bank was going to Bankserv. 

MR DE WET:  Yes, correct. 

MR PETERSEN:  And where you are handling the process, do you go directly to 

Bankserv? 

MR DE WET:  That is correct. 

MR PETERSEN:  Right.  And Bankserv relays the instruction to the paying bank, is 

that right? 
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MR DE WET:  Correct. 

MR PETERSEN:  What about the, is there a checking with the collecting bank, the 

beneficiary bank, regarding the client, Dr Hawkins? 

MR DE WET:  They are registered and that relationship exists.  When you say 

checking, w hat do you é ? 

MR PETERSEN:  Well, before the paying bank pays, okay, is there a process of 

reference to Dr Hawkins' bank in order to establish the reliability of this debit order 

as far as that can reasonably be done? 

MR DE WET:  M y response to that w ould be probably be no, because é  

MR PETERSEN:  So they have to rely on you? 

MR DE WET:  That would be correct. 

MR PETERSEN:  A paying bank, my bank, which is at risk of taking a knock here, 

has to rely, excuse me saying, you, it is apathetical, on the bureau. 

MR DE WET:  We agree. 
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MR PETERSEN:  Okay.  Now let us say there is a problem with the debit order and I 

say, that is not my debit order and so my bank has paid and has taken the knock and 

needs to get it back, what is the process of recourse? 

MR DE WET:  The recourse sits between the, with the bank, what do we call it, the 

beneficiary bank and their relationship with the gardening service company. 

MR PETERSEN:  Who stands good for this instrument upon which payment is being 

collected? 

MR DE WET:  There is two relationships here and there is two sets of contractual 

agreements.  On the one hand there is a relationship between the beneficiary bank 

and the gardening service and the gardening service is evaluated and they place a 

certain amount of value or money or security or surety in place, should there be a 

scenario like this.  In addition a member that the bureau is also a contracted, there is a 

contracted relationship between the bureau, in this case, and the bank, what we call a 

sponsoring bank in this example, again called the beneficiary bank, and that 

relationship also requires that the bureau places value, money, balance sheets, 

suretyship or whatever the case may be, with the beneficiary bank, in this example.   



COMPETITION COMMISSION       Page 105                                                       DAY 4 

     
                                                       BANKING ENQUIRY 

________________________________________________________________________                               
 

________________________________________________________________________________________________                    
    09 November 2006 

 Pretoria                                                                                                                                                              
Audio Visual Conferencing  

PO Box 68207, Highveld, 0169 - Tel (012) 323 3140, Fax 086 604 7276 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
10 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
20 

So there is a relationship, a triangular relationship here in respect of this beneficiary 

bank, that does an assessment of the gardening service and make sure that there is 

sufficient collateral to take care of any risk.  And there is similarly the same 

evaluation with the bureau and the same deposit of security with that beneficiary 

bank, in the case where the bureau is responsible for this bad transaction entering the 

system. 

MR PETERSEN:  So just to wind back a frame or two, it is being said that access to 

Bankserv, and you have access to Bankserv, it is being said to us earlier, that access 

to Bankserv implies the ability of the party with that access to draw on any bank 

account in the country.  If I am understanding the picture that you are presenting 

correctly, that is true as far as it goes, but you never get the money. 

MR DE WET:  It is quite correct. 

MR PETERSEN:  The money goes to a bank. 

MR DE WET:  it is quite correct, it is exactly the point and remember, yes, that has 

the transactional or system or technical ability and it is true, it is a fact that we can 
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then submit a transaction into Bankserv and collect from any bank account in the 

country, that is within that, what is the word, accredited or registered with Bankserv, 

not all banks do all the functions.  But remembering that when that statement is 

made, partly the perception that is left with our customers and ourselves as 

independent operators, it is made on the basis that that creates a scenario necessarily 

that there is risk to the system.  Well yes, there is certainly a scenario where that 

transaction can be submitted at a transactional level, submitted into the clearing 

house and can create a scenario where there is damage because of this scenario where 

you are bad and the transaction gets reversed. 

But the point we are trying to make is to remember that it is not that there are not 

relationships in place, contractual agreements concluded and that there is not an 

assessment of that risk, coming both from the gardening service company in this 

case, as well as the bureau that is providing the service into the system. 

MR PETERSEN:  I think I follow you, but let me just check to this extent.  That 

when you participate in this collecting process, in our example you are doing it on 

behalf of Dr Hawkins and her gardening service. 
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MR DE WET:  Correct. 

MR PETERSEN:  The payment that gets made is not through you, but directly into 

her bank. 

MR DE WET:  That is correct. 

MR PETERSEN:  For the credit of her account. 

MR DE WET:  That is correct. 

MR PETERSEN:  And that her bank can manage the risk involved, as with cheque-

writing customers or cheque collecting customers, by way of security, know your 

customer, all those provisions. 

MR DE WET:  Correct. 

MR PETERSEN:  The money never sits in your pocket. 

MR DE WET:  That is correct. 
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MR PETERSEN:  You never, it would be wrong to say even for any length of time, it 

never enters into your pocket, is that correct? 

MR DE WET:  The whole issue of allocating a user code, the bureau is then what 

they call allocated an installation code at Bankserv, but the user code, which is with 

the gardening service, is linked to the bank account where the money, the destination 

account, if I can call it that. 

MR PETERSEN:  So Dr Hawkins and her garden service would have to have a user 

code which is confirmed in some way by her bank? 

MR DE WET:  Correct and registered at Bankserv, correct. 

MR PETERSEN:  Registered at Bankserv and you then operate with that code? 

MR DE WET:  Correct. 

MR PETERSEN:  Fine.  So there is therefore accordingly a limited risk of total 

strangers inventing them selves for purposes of fraudulent é  
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MR DE WET:  Can I just substantiate with one other piece of information, it may not 

be material?  But remember that there are well established disciplines within the 

banks, where for example, a very practical example is that the bank would insist that 

that gardening service cannot process value more than R100 000 per month, that 

there can be no more than a value of R1 000 per transaction.  So they put limits and 

there are procedures in place to ensure that these things are electronically managed 

by way of what type of transaction set comes from this bureau into the system.  And 

the minute you exceed those ranges the processes are rejected, they are queried, etc, 

etc. 

MR PETERSEN:  But now, am I correct in thinking, so far we seem to have been 

able to get agreement on a depiction of the system, which involves a paying bank 

paying and a beneficiary's bank either collecting and receiving or only receiving. 

MR DE WET:  Correct. 

MR PETERSEN:  With the collection done by somebody else. 

MR DE WET:  Correct. 
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MR PETERSEN:  Dr Hawkins, in the example where you are involved, is your 

client, you charge her for your service? 

MR DE WET:  Correct. 

MR PETERSEN:  Okay.  Does anybody charge you for what you do? 

MR DE WET:  Yes, Bankserv does. 

MR PETERSEN:  Whereas if it was done by the banks directly, if the collection was 

done by a bank directly they would be charged the Bankserv charge? 

MR DE WET:  Correct. 

MR PETERSEN:  Okay.  But your argument has been that a transaction equals a 

transaction. 

MR DE WET:  Correct. 

MR PETERSEN:  One equals another, as far as the processing part of it is concerned, 

is that right. 
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MR DE WET:  As far as the processing concerned, taking into account that risk is 

managed and procedures are put in place, relationships and agreements are structured 

and there is value placed to cover risk.  And what we find is that the price at which 

that internal bureau within the bank can provide that service to that end user 

customer, in this case the garden service, differs to that which is available as an 

independent in the system. 

MR PETERSEN:  Now in this whole operation, whether it is bank to bank or 

involves your participation as an agent in the collecting process, is my bank, the 

paying bank, receiving anything other than directly from me, for the payment 

service? 

MR DE WET:  Yes, so there, our last point was really that without ever, we had from 

time to time, over many, many years, tried to engage with parties within Bankserv, 

where we have relationships and with our relationships at independent banks and it 

has been impossible to verify and so our hope used to say, the answer to that question 

is, our view an perception is unequivocally that yes, there is an apportionment of that 

transaction, if it is R1, that that process is being charged, to get that transaction into 
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Bankserv, that there is a portion of that rand that would be a portion to Bankserv, 

naturally, because they are delivering the service.  There is a portion that would be 

allocated to, what we call the sponsoring bank, in this example the beneficiary bank.  

And there would be a portion of that fee that gets apportioned to the paying bank in 

this example. 

MR PETERSEN:  Sorry, the rand is coming from where in the first place? 

MR DE WET:  It is a national transactional value that is being charged by Bankserv 

to facilitate this collection.  Remember the bureau is involved. 

MR PETERSEN:  Okay.  So it is R1.00 that is charged by Bankserv and then 

apportioned? 

MR DE WET:  Correct. 

MR PETERSEN:  But now coming to the paying bank, in the case, that is my bank, 

in this example, in the case of a straight forward situation where I have given the 

instruction, I have authorised the debit order, the bank is providing me with a service 

and it recovers from me what it has paid out. 
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MR DE WET:  Correct. 

MR PETERSEN:  The conceptual difficulty does not arise but there is risk for the 

paying bank, is there not?  

MR DE WET:  There most certainly is, yes. 

MR PETERSEN:  Because in the end when the music stops it might be the one that 

does not have a chair to sit on. 

MR DE WET:  Yes. 

MR PETERSEN:  And so how is it going to recover that from me if I never issued 

the debit order in the first place?  Cannot?  Nor can it really do it in direct pricing to 

me or can it? 

MR DE WET:  No, because if it cannot recover it cannot recover. 

MR PETERSEN:  So perhaps, would you concede that then, or would you agree that 

there is a notional basis for some flow to meet the risks attendant on participation in 

the system by the paying bank? 
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MR DE WET:  Yes, I mean as I say, that submission is made, not in any way to say 

that there is no justification for the apportionment of that price, it is a question that 

gets raised, because remember, the closing statement I make directly after that 

statement is the one that it leaves.  This is a highly successful system but also 

massively complex, as a discussion like this illustrates.  And what it leaves is that the 

communication to that end user customer is to say the least, poor.  And as long as 

that happens we find that that pricing is distorted and varies based on terminology 

that is used liberally and it needs to be understood, unpacked, that there should be 

transparency and it if is transparent and it is communicated, so that everybody knows 

how it is apportioned, the argument from CIBA is not to say that we feel the 

apportionment is persa incorrect. 

All we are saying is that that is the way we understand it, your restatement of the 

issue is correct.  What we are trying to determine, whether that apportionment is a 

fact and if it is, is there any way in which that can be conveyed, in our view more 

properly to the industry and to the consumer at the end of the day, so that there can be 
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greater confidence in the system as apposed to the perception that it leaves at the 

moment, that there is duplication, no justification of cost, etc, etc, absolutely correct. 

MR PETERSEN:  Thank you very much. 

MS NYASULU:  Just a quick one, Mr de Wet, I think you have answered most of the 

questions that I had.  Just if I can explore the conflict of interest component of your 

presentation.  You and you being the bureau, compete in a sense for customers with 

the banks own in-house bureau, the electronic banking division. 

MR DE WET:  Quite correct, yes. 

MS NYASULU:  Now because of that competition, you are saying when Company 

A, which comes in through you, wants to come in and use the payment system, it is 

charged three times more than if it had gone in through the in-house bureau. 

MR DE WET:  Correct. 

MS NYASULU:  How does that actually impact on you as the bureau negatively? 
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MR DE WET:  I think I can just, two scenarios, one is, in a scenario where the 

management of the system is not under the custodianship of the bank, who is now 

effectively our competitor, it would be quite fair to suggest that that would be a 

normal competitive landscape and may the best man win.  However, in this scenario 

that customer must be introduced to the bank and the bank must create that 

commercial relationship with the customer and right so, so that as per the infamous 

gardening service example, that risk can be managed.   

But that creates a problem when that introduction to that bank within that industry 

they have what effectively competes with that independent.  And now they are not 

only, are not only successfully but also currently the custodian of ensuring what is the 

amount of money that must be retained by way of surety to ensure that there is no 

risk or at least cover or recover the risk that may be introduced into the system. But 

they also determine the price in respect of their own internal bureau versus what the 

external bureau can receive.  That is the first point. 

MS NYASULU:  Okay. 
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MR DE WET:  But what now happens and we have examples that our independent 

members have experienced, that internal bureau within the bank has the discretion 

and rightly so, it should be theirs, to suggest to a customer, because remember the 

scenario that transpires, the gardening service would be asked that if you are 

introducing a thousand transactions that represents R100 000 a month for your debit 

orders, we are going to ask rand for rand security.  Let us just take a simplistic 

example, so we want a deposit of R100 000, because that is potentially the amount of 

risk that you could introduce, if you introduce all your transactions as bad 

transactions.  Whatever happens is that the bank has a discretion and right so, to 

change those requirements.   

So they could go to a customer and suggest, we are not going to charge you R1.00 a 

transaction, we are going to charge you R4.00 a transaction, but we will not ask you 

for any security, because they have got that ability, it is within their relationship and 

so all of a sudden you have got a scenario that sometimes they will require 100% of 

the value of the transactions on risk and other times they will not.  And it then 

transposes itself across the pricing at a transactional level.  So now access to the 
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payment system or to Bankserv is now remarkably different in different scenarios.  

And remembering that it is well regulated but self-regulated in so much as the 

management of that risk is concerned, because they are the parties that have to carry 

that risk.  But the knock-on consequence for an independent is that we cannot play 

effectively because we are not responsible for the managing of the risk and it is not 

our role.  That would be it. 

MS NYASULU:  Thank you. 

MR JALI:  Thank you then, Mr de Wet, Mr Pienaar, I do not think we have got any 

further questions for you, thank you for coming.  I see the time, it is almost 12:30 and 

that was the time which was scheduled to be lunch time, according to the programme.  

But I know Mr Peter McQueen has not testified, is he here?  Oh, he needs to be 

called, he is out of the building?  Right, should we take lunch then?  Because 

according to the programme this will be, we are supposed to go for lunch.  If he 

needs to be called é   yes, w e m ay have a shorter lunch.  L et us take a luncheon 

adjournment until 13:00, then we can resume at 13:00. 

(Enquiry adjourns) 
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(Enquiry resumes) 

MR JALI:  Right then, good day ladies and gentlemen.  When we adjourned we were 

going to ask Mr Peter McQueen to lead the evidence, is he here?  You are Mr 

McQueen?  Welcome, Mr McQueen.  Right then, you may proceed.  I am told you 

are with Mr Hartung, is it Hartung?  Hartung?  Okay, welcome then both of you. 

MR McQUEEN:  Thank you.  We represent the Bank Pensioners Society, which is a 

society that was formed in 1969 by a number of persons who retired from Standard 

Bank and First National Bank.  The aim of the Bank Pensioners is to ensure the needs 

of bank pensioners were looked after and where possible representation made on 

their behalf to the banks.  Whilst no negotiating powers are available to BPS they 

have regular meetings with the banks, to inform them of matters pertaining to the 

pensioners and make suggestions for consideration to them.  As previous employees 

of the bank the pensioners enjoy special benefits when it comes to bank charges, for 

which they are grateful and it is felt that even the concessions are having a negative 

impact on the cash flow of many pensioners, not only ex-bank staff.  
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Whilst pamphlets are available, advising customers of some of the important bank 

charges that are levied, customers are not always made aware of this fact, nor are 

they informed of bank charges when they open new accounts.  We would like to 

point out to the committee some of the following for consideration.  In the late 1950's 

and beginning 1960's there were not charges on various items and it must be stressed 

that during this period and even up until computerisation in the early 1970 all 

transactions were done manually and therefore were very labour intensive.  Just to 

mention some of the items that we are talking about, were for example no cash 

dispensing fees when paying in or withdrawing cash, no charges on savings bank 

accounts, remittance charges were only 0.25%, there were no charges on stop-

payment instructions, there was no charge on overdrawing accounts in excess of the 

limits, there were no dishonour fee charges, cheque books were issued free of charge, 

a replacement Mastercards and Autobank cards were also free of charge. 

Now in those days the banks belonged to a society called the Registration of 

Cooperation, where the banks got together and negotiated charges for their services.  

This cartel situation was later dropped and it was felt that the competition would 
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actually cause bank charges to drop.  But as it can be seen today this did not take 

place.  We feel that no transparency is seen when it comes to the charges levied by 

the banks.  Also our opinion of some of the charges are not justified, even if they 

were to be reduced they still would not be justified.  We would just like to comment 

on a few of these items.  For example, the refer to drawer or dishonour charge of 

R99.00 is excessive and such a penalty should only be allowed if the bank has made 

every endeavour to establish the reason for the customer exceeding the available 

balance in his or her account.   

Apparently the bank's computers have been programmed to make this charge and we 

are lead to believe that it cannot be reversed.  For exceeding your limit without 

arrangement, there is also a charge which is treated along the same lines as the RD 

charges.  In both cases these charges should be at the discretion of the branch 

manager, if there is such a person, that person would have more information about 

the customer, not the computer.  Cheque books were issued free of charge, with the 

only payment having to be made was that of stamp duty, which was prevalent at the 

time.  Now one has to pay for the cheque book, plus a charge is levied for each and 
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every cheque that is issued.  These charges are at the rate of R3.40 plus a percentage 

of the amount, with a maximum of R27.50.   

As an example, in the case of a R200.00 cheque book the bank would receive a 

minimum of R750.00 in commission, that is 340 x 200 + R70 charge for the cheque 

book itself, gives you the minimum of R750 is the income that the bank would 

receive.  MasterCard and Autobank cards, if damaged are replaced at a cost of R90 

.00 per card to the customer, even if it is not the fault of the customer.   

H ere w e question the cost w hen one is given the card é    how  w e question the cost, 

when one is given a card, which compared with bankcards by some retail outlet such 

as Makro and Trade Center, those cards are given to you free.  I happened to pick up 

a pamphlet yesterday from one of the banks and I noticed in here that in the case of 

an autobank card, if the first card that is replaced you are charged R22.00, if the 

second card you are charged R44.00.   

But if you have got a MasterCard and you loose a MasterCard or it is damaged, then 

that is replaced; you have got to pay R90.  We question why the difference in the cost 

of that same card?  Computerisation was introduced to speed up everything and to 
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make banking easier and more efficient and effective.  Banks encourage customers to 

make use of electronic equipment such as computers, Internet banking and auto bank 

machines, rather than to have physically to call upon a branch.  However, these are 

not always readily available to customers.  Having Internet banking added to one's 

home computer incurs extra costs, such as the monthly fee and the cost of the phone 

call when dialled up and not everybody has a computer. 

Internet banking centers are not always safe; one just has to see the articles in the 

newspapers of late, regarding fraud that had been perpetrated through this avenue.  

Autobanks are not always the most reliable as downtime can mean that customers 

have to proceed to another machine, which could be kilometres away, only to find 

that it is also not online.  Also they would possibly have to use other bank facilities.  

Many other bank customers do not have their own transport and are reliant on public 

transport.  Also the cost of petrol comes into play here, the product offered via the 

autobank machine is also limited.  Here too, if one uses an autobank machine to 

another bank, where a competitive bank, there is an amount of R6.70 that is added to 
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the charges purely for using a Nedbank machine, for example, if you are a Standard 

Bank customer, we feel that is excessive. 

The bank when a customer overdraws an account or exceeds the arranged limit, there 

are not only penalty charges invoked but the interest rate is charged by the bank in 

most cases at the maximum allowed, in terms of the Usury Act.  It is felt there that 

the customer is being penalised twice.  Clearing of funds in account, when depositing 

a cheque the clearance times are roughly between seven and 14 days, depending on 

the institution concerned.  In this day of the computer and in-house mail bureaus, etc, 

this lead time is out of date and is a hindrance to small businesses and also private 

individuals.  Banks all have the necessary equipment and know-how to come up with 

the systems where these extended times are eliminated.  This clearance time has 

remained unchanged from the time it was first introduced and it needs to be urgently 

looked at and rectified. 

When paying accounts to customers at other banks via E-mail, it takes up to three 

days for an account to be credited.  Computer entries will not go through when the 

account overdraws.  There is therefore not necessity for clearance times when making 



COMPETITION COMMISSION       Page 125                                                       DAY 4 

     
                                                       BANKING ENQUIRY 

________________________________________________________________________                               
 

________________________________________________________________________________________________                    
    09 November 2006 

 Pretoria                                                                                                                                                              
Audio Visual Conferencing  

PO Box 68207, Highveld, 0169 - Tel (012) 323 3140, Fax 086 604 7276 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
10 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
20 

E-mail payments.  Cheques get debited on the same day, credits should be sorted out, 

as this aspect is also a hindrance to small businesses.  Due to the lack of serious 

competition between the banks it again appears that the banks do not have the will to 

improve these systems.  An example that we would quote over here is of a business, a 

small business that wants to get rid of an asset to purchase another asset, which will 

be a benefit to his business, his sells the asset, gets a cheque, deposits the cheque to 

his account, it takes seven to 14 days before those funds are cleared, before he can 

actually start using these funds. 

But in the meantime the asset that he wants to purchase, which was on a special at a 

specific store, he cannot go and purchase it because he has not got the cleared funds 

to use it and therefore it is costing him more at the end of the day to buy the article 

that he wanted to buy.  Whilst it is felt that there is a need to re-look at all the charges 

levied by the bank, we understand that the committee does not have the time to listen 

to all we have to say on this matter, but there are other issues that need to be attended 

to, which have an indirect cost on the pensioners and lower income groups, which 

could result in them not having banking accounts.  Items such as standing in long 
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queues cause customer aggravation an in cases of some customers could lead to loss 

of income. 

Also not being able to contact the correct person direct, because in many cases a call 

centre number is the only one available, can also lead to frustration and a possible 

loss of income.  Not being able to see the management regarding matters such as the 

overdraft facilities, could also lead to loss of income.  Should customers' needs not be 

correctly looked after or correctly priced, this could lead to those parties severing 

relationships with the banking industry.  We trust that the few items mentioned will 

be reviewed in a positive and a serious light and that hopefully it will eventually 

result in reduced bank charges, which could mean that there is more money in 

circulation and that increase in volumes would then result in the status quo remaining 

in respect of the income received from charges levied by the banks. 

We would like to take this opportunity of thanking you for listening to us in this 

regard. 

MR JALI:  Thank you, Mr Peter McQueen.  You gave us this address, a copy of that, 

that would be marked Exhibit "O", to be accepted by the commission as Exhibit "O".  
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Do you have any questions?  We will just ask a couple of questions, just to clarify on 

your address.   

MR BODIBE:  Thank you.  We heard this morning from FNB and we heard last 

week from Nedbank, that competition is quite robust in this sector and you are 

making a statement that you do not think there is a serious competition.  How do you 

come to that conclusion?  Is that contrast with the views of the banks on the matter? 

MR HARTUNG:  Oh sorry, if you take, you know, we sometimes bank also at 

ABSA Bank, hey, the charges at ABSA Bank are as high as the charges at Standard 

Bank.  There is, in fact there is no difference with the charges.  Some or other the 

banks seem to be knowledgeable of one's charges, of their charges and that is why 

they are the é   N orm al com petition to bring down charges is not there.  To actually 

add to that, the Register of Cooperation, which they tried to eliminate at one stage, 

seems to be still somehow working.   

MR BODIBE:  So you are suggesting that there is some kind of coordination or 

cooperation on pricing? 
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MR McQUEEN:  Yes.  Perhaps on an official basis, where at the moment it is 

unofficial. 

MS NYASULU:  Sorry, I just need to ask a question, purely for clarification.  The 

committee actually represents or the Pensioners Society represents former employees 

of just two banks, is there a reason for that, I mean Nedbank is at least 120 years old? 

MR McQUEEN:  That is correct, the majority of the members that belong to Bank 

Pensioners Society are Standard Bank and First National Bank previous employees.  

We do have members from Nedbank, ABSA and other financial institutions 

belonging to us as well, but at the moment we are in the process of getting 

recognition, if I can use that word, with ABSA and Nedbank to approach their ex-

employees to join us officially. 

MS NYASULU:  Okay. If I may just follow up, from your submission it would seem 

that you are saying that whereas in the early 60's or late 60's, when everything was 

done manually, the banks were still not charging for all of these things and today 

when there is technology they are actually charging.  Is that the essence of your é ? 
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MR McQUEEN:  That is correct. 

MS NYASULU:  Would, and I am asking this because I am trying to understand, 

because your members could become valuable at some point to us, in terms of 

comparing processes and starting to understand the question we have to asking, 

where we are asking the relationship between the cost of providing this service and 

the charge, which is then levied to the customer.  Would your members still 

remember sufficiently the processes, and I am not sure just when the youngest of you 

would have resigned or retired, but would they remember sufficiently the processes 

that predate technology, to be able to describe for instance to us if we wanted to find 

out a cheque clearing process in 1969 as opposed to a cheque clearing process today? 

MR McQUEEN:  I am positive in my own mind that the answer to your question is 

yes, we would have members that could give you that comparison, we would just 

have to find them.  Because our members ages are from roughly 60 years old to, I 

think the eldest is in the 100's.  S o é  

MS NYASULU:  That is the one we want. 
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MR McQUEEN:  We would just have to make sure they are senile. 

MR HARTUNG:  Ms Nyasulu, if I can answer also, look, some of us are now, whilst 

we were in at the back of the counter, we did not quite understand the hardship of the 

people outside.  Some of us, including me, are now standing in front of the counter, if 

you know what I mean, and we now see things which very often I feel, why did I 

keep my mouth shut when I was in the bank.  See, maybe it was my pocket that 

caused me that, you see.  But that is now, we see things which we, that is why we are 

here, which we want to highlight for all of us to come right, not only the banks, but 

for all of us to understand. 

MS NYASULU:  Thank you. 

MR McQUEEN:  Can I just add to what Mr Hartung is saying, is that at one stage 

bank clerks, bank officials had free banking, it would never cost them a cent to do 

anything and I think this is why Mr Hartung says we did not realise the implications 

to the customers out there and now that the shoe is on the other foot, we are feeling 

that as well. 
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MS NYASULU:  Thank you. 

MR JALI:  Thank you very much, Mr McQueen and Mr Hartung for coming, we 

really appreciate this.  Of course you will be hearing from our technical team if we 

need more information, regarding this enquiry.  Thank you.  I think we will have 

Wizard Payments (Pty) Limited, are they here?   

You can proceed now?  Okay.  Right, then welcome to Wizard Payments (Pty) 

Limited, in particular welcome Mr Phakie Mphahlele and the team.  Thank you, you 

may proceed then, the floor is yours. 

MR RICHARDSON:  Thank you and good afternoon to everybody.  Just to introduce 

myself, I am Brian Richardson and my fellow co-founding director is Phakie 

Mphahlele in the middle and Charles Rowlinson at the end.  Thank you for the 

opportunity of coming to talk to you, I think it is one of the newer entrants into the 

banking space.  We were asked to present some of the challenges that we faced as a 

new entrant into the market.  And I would like to just start off with a quote from my 

official friend, a very respected financial journalist, who write in Maverick Magazine 
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in November 2005, said it is not easy to start a new retail bank in South Africa.  The 

big four maintain a cosy oligopoly without much trouble. 

Second tier banks have appeared rather challenged, call it quits.  It really should not 

be a surprise when high bank charges cause an ongoing furore.  Despite the big four 

strangle hold in the lessons of history, MTN banking and Wizard are giving it another 

shot.  One is backed by two of the largest companies in the country, the other is in 

upstart with big ambitions.  But if they are relying on technology and the lumbering 

nature of the big banks to help them succeed, along the way they may also help the 

government reach its goal of bringing more people into the banking net.  Now that 

will not be in spite of rather than thanks to regulation. 

I think the easiest way to explain what Wizard does and what it is, is to show you an 

insert from CNN, it appeared five times on CNN, on their Eye On Africa programme 

and it certainly puts across much quicker than what I could do, what Wizard is about. 
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SCREEN PRESENTATION 

MR  RICHARDSON:  I think hopefully that just gives us a brief overview as to what 

wizard is about.  We were ask to present a case study we started,  "Our Dream" in 

2001 would just like to take you through how we got to where we got to.  Trevor 

Manuel in a quote said "the financial system that does not serve the needs of all 

South Africans is a dysfunction system.  It is hard to ignore the fact that millions of 

South Africans have little or no access to financial services.  Now it is against that 

background,  that we launched and I would like just to divide it into some very brief 

sections, some history and background, the harsh realities that we faced along the 

way, the challenges that we faced and the solutions that we believe we have come up 

with to try and bank the un-banked.   

Some history and background, 2001's discussion with Cyril Ramaphosa who I am 

sure is well known to everybody here, about a dream, about trying to make the lives 

of people easier, in Cyril's words, to make economic citizens of the vast majority of 

South Africans who have previously been excluded.  I think for many people we have 

just never encountered or had to live with just how difficult it is to survive primarily 
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and only on cash.  We spent about three years researching the needs of the market.  

We come from a marketing background, we are not technologists.  2002, with the 

help of Finmark Trust and Dave Porchuss at the time, and funding what they have 

received from DFID, the British government donor agency, we started to look at 

global trend.   

We looked at Octopus in Hong Kong, we looked at Nets in Singapore, we looked at 

Nets in Malaysia and many others. We went on a field tour to Zambia, we spent 

hours and hours and months really on research.  We spoke to all the big banks, we 

spoke to FNB, we spoke to Standard Bank, we spoke to ABSA, we spoke to the Post 

Bank, we spoke to the South African Reserve Bank, we spoke to Visa, we spoke to 

MasterCard.  The dream really of saying let us look at what works and what has 

worked in the world and it was all driven by consortium type thinking.  So our 

thinking was to put a consortium together, including all of the big banks, Post Bank 

and possibly the Telco's and the cell phone companies. 

At the end of the day for reasons that are not that relevant, we did not get that right.  

It was perhaps too early in South Africa's history for consortium type thinking 
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although I think we are credited with the fact that some of that consortium thinking 

lead to what has become the Mzansi account and the launch of that account.  But it 

was many, many months as you can imagine in meetings, in discussions, to try and 

look at that.  We then shifted our focus to say we have spent two and a half years of 

time, effort, obviously all self-funded, looking at an alternative for the mass market, 

if SmartCard and E-Purse was not going to be the way to go, driven by consortium 

thinking, what would. 

And I think that made us to believe that one of the bits of technology that everybody 

had and was certainly growing, was the cell phone.  And as a payment tool and a 

payments channel, there is no doubt that the cell phone provided an ideal mechanism.  

However, the harsh reality is that in order to make a payment you had to take a 

deposit, and being a deposit taking institution, required a banking licence.  The 

revenue model, seriously under question ï  how do you bring affordable banking 

given the infrastructures that was in place, the Interchange costs.   

Our dream was to bring free banking in fact when we originally launched our totally 

free banking and we would rely by revenue from in particular airtime commissions.  
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But as many people know, and the period of the last year, the networks have halved 

the commission rates that they are paying out.  We needed disruptive innovation, 

which was really the focus on technology.  We believe from our research throughout 

the world, that bringing affordable accessible banking to the mass market, where you 

have got a bricks and mortar type strategy, became very, very difficult.  Bricks and 

mortar strategies are incredibly expensive and we do not have to debate that. 

But we needed to alliance technology and to perhaps look at ways of by-passing 

some of the fees that people paid.  But at the end of the day a pre-requisite to a 

transactional banking is a deposit taking licence.  Some of the challenges therefore,  

that we faced, was in fact getting a bank licence and we spent some time with Christo  

the then registrar of banks, looking at perhaps taking over an existing licence, 

because at the time there were a number of them that were being handed back. He 

told us that that was out of the question and would never happen, but got quite 

excited and got us quite excited about the introduction at that time of the dedicated 

bank's bill. 
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And we were led to believe at the end of 2004, that that would probably be 

promulgated towards the end of 2004.  And we were left with that particular dream 

that, in his words, we were ideally positioned to make use of something like the 

dedicated banks bill.  However, simultaneously, we did look at Sackles, Community 

Banks, Village Banks, we had long discussions with Ithala, we even toyed with the 

idea of trying to get launched using a mutual bank and none of those obviously 

worked. 

And the end of the day our only option was really to look at an alliance banking 

model.  At the time that we were looking at launching, there were seven full members 

of PASA, being the big four, Mercantile Thebe and the South African Bank of 

Athens, and we ended up entering into an alliance banking model with the South 

African Bank of Athens.  Pity perhaps, that as a Proudly South African member, that 

we worked very hard to achieve, we had to go with essentially an international bank 

rather than a local bank.  We did speak to all of the big banks about the model. We 

never really got a firm no, it cannot be done, no,  we will not deal with you.   
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But the indications at the time were very clearly, cell phone banking would not work, 

the mass market would not use cell phone banking as a channel for their transactions 

and that the commercial model really would never work.  So we, as I said, went 

ahead and did the deal with CIBA, which gave us access to PASA, to Bankserv and 

all the various switching.  I think it was important for us in an integral part of our 

model, that Wizard was interoperable with the existing financial services 

infrastructure and as such we needed that membership.  

We were ready to launch in probably February 2004,  when the payments channel 

changed some of the rules,  and it was indicated that, particularly as regards debit 

cards, you would not be able to have that interoperability if you did not have a 

branded card, either Visa or Master Card, Bank of Athens through its holding 

company, the National Bank of Greece.  We are Master Card issuers, so we pursued a 

Maestro licence, which again delayed us by about six months waiting for all of that 

certification and licences.   

In terms of funding, we have always had the dream that Wizard would be the first 

black-owned bank in the country,  and with that in mind, we put together a 
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consortium called Tirisano, which was comprised of Modise Mothlaba who is a well-

known and respected financial services expert, Nozala Trust, Charles Rowlinson, 

who has been on the board and the trustee of Nozala Trust for the last 14 years, and 

Salukazi Dakile Hlongwane who was appointed as our chairperson, a women's 

empowerment group with 300 000 members, an entity called FUKANO, which did 

have a village bank licence and then Blue Dot which Phaki represented at the time 

and its alliance with NACTU, the Trade union. 

And we believed that that consortium would be well-equipped to take a majority 

stake in Wizard and truly become the first black-owned bank.  Despite their best 

efforts and speaking to entities such as the IDC, PIC, The National Empowerment 

Fund, Umsobomvu Youth Fund, the Development Bank, all fell on deaf ears, if I 

could put it that way and all really met with the same response, that this was 

fantastic, great idea, wonderful thinking, an idea to bank the un-banked, but does this 

not really belong with the big banks and therefore applications for funding were 

turned down.   
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Incredibly frustrating, everything that we tried to do met with that.  One of our 

employment philosophies is only to employ unemployed people.  We feel very proud 

of the fact that we have given employment opportunities to over 2000 people from 

the communities who were previously unemployed and not earning any income.  

Clearly there are challenges with employing unemployed, in terms of training, in 

terms of development, in terms of upliftment and we have been very committed to 

that particular philosophy.  The age-old problem, particularly where you move a 

couple of kilometres outside of urban centres, of getting cash in and getting cash out.   

Again we tried to find innovated solutions,  and on the back of each of our debit 

cards for example, is the post office logo where we have got an arrangement with the 

post office, where people at the lower end of the market do not have to fill in forms, 

they simply present their card, it is bar-coded, they scan it and the deposit is taken in.  

We do have an arrangement with ABSA to take deposits and we can use their 800 

branch network and infrastructure.  The reality of course is that it is subject to their 

cash handling fees and that makes it very expensive.   
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We were the first bank at the time to launch with no monthly fees, so getting money 

into the account was critically important.  But it is a major deterrent where you are 

paying 1% of the value of your cash to deposit it into a bank when the alternative is 

to put it under my mattress at no cost.  So the cost of taking in the deposits, we have 

got a philosophy, Wizard does not charge its customers to take deposits, but we are in 

the hands of third party agents.  The second linked problem is getting cash out.  The 

dream might be to live in a cashless society, particularly in a crime-ridden 

environment that we are in, but people will always need cash.   

So how do we get cash out and there we were really subject to the ATM network that 

is available and the SASWITCH fees that go with it, again making it expensive for 

people to get their money out.  We do promote wherever we can the concept of cash 

back.  I think it is a concern,  and perhaps a surprise to us that in places like 

Australia, the UK, United States, one of the first questions any cashier will tell you 

and ask you in any retail store, is how much cash would you like back with your 

purchase, because clearly it is in the interest of the retailer to get cash out of their 

shops.   
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In South Africa, I have never seen it promoted to be quite honest.   There was one 

reference to it in the Business Times some time ago but cash back is not a concept 

that is known particularly at the bottom end of the market but it certainly is a much 

cheaper alternative to ATM's.  Points or presence and distribution ï  We tried with 

some of the major retailers to strike an alliance.  They got very interested but when 

they approached it through their board, their primary bank is obviously the big banks 

and there becomes a conflict with them supporting Wizard on the other hand, but 

having as their primary bankers one of the big four, similarly in terms of distribution. 

And then of course we have got the FICA, it was round about the time that we were 

considering a launching, that FICA came on the table, and along with it, some 

additional bureaucracy and paper forms.  And we found this cartoon just as a bit of 

light hearted relief in terms of cleaning up the system, the un-banks, poor on bank on 

the right hand side, being excluded, the perception is, being further excluded because 

of the inability to produce that documentation.  We have got people who give us their 

address, the house next to the post office, the house on the hill, the house next to the 

school, and it is very difficult for them to provide that proof of residential address.   
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And it was through a lot of lobbing and the support of Finmark Trust that operate 

now under the Exemption 17 with its various restrictions.  There were many times 

along the way, that we were ready to throw in the towel, it had been four long years, 

entirely self-funded, and it really was only ongoing encouragement support, keep 

your chin up, keep going, by people such as Dave Porters from Finmark Trust, Bob 

Tucker who was then the chief executive of the Banking Council and of course our 

friend, Cyril Ramaphosa, who said look, you really cannot give up.   

Some of the advice we were given is, why do you not launch in other African 

countries, it is going to be much easier, the environment is not quite as tough and at 

least you can prove your case there.  But we were committed to South Africa and to 

our dream of banking the un-banked.  We really were in un-chartered waters and 

even today we are recognised throughout the world by United Nations, by World 

Bank, as global pioneers in utilising technology of the cell phone, to bank the un-

banked in an affordable and accessible way.   

There were no pricing models that we could do; we never once looked at what the big 

banks were charging.  We started from grass roots to say, what is an affordable price 
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whereby at least we can recover our costs and we will build a reputation in the 

market place.  Our pricing is totally transparent, the needs of a starter pack, there is a 

price list.  It is very simple pricing and I guess we should be flattered, I suppose, that 

Standard Bank and MTN when they launched their mobile banking some one year 

later, after we did, they followed our pricing model, which was very, very simple and 

very transparent. 

We do not have add the law in pricing, and probably the first financial institution not 

to have it, it is not understood in the market place.  We were the first to launch with 

unconditional no monthly fees.  There were some financial institutions offering no 

monthly fees but that was dependant on the size of deposit or a number of 

transactions or it was linked to some condition.  We said it is pay as you go banking, 

if you do not use it, you do not pay, if you do use it, there is an affordable transaction 

fee.  And furthermore, no minimum balance.   

It might not sound like a lot of money but R50.00 of R100.00 which is the 

conventional minimum balance that the big banks have on their accounts, that is a lot 

of money to the lower end of the market, particularly at the last week of the month.  
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It is a week's worth of transport, it is food on the table for their families, so we have 

said, it is your money, if you want to draw it all out, you may draw it all out and there 

are no penalties for drawing it all out.  Technology as I said, is a big driver in a way 

to circumvent some of the costs that are associated for example; the cell phone can 

become a point of sale device for a lot of the traders and for the informal traders.   

It is instant transfer of value, customers come in, all they need is the cell phone 

number of the trader, instant transfer of funds and the merchant does not have to pay 

any merchant fees, which again drives down the cost of banking.  So everything we 

have done has been to try and reduce costs.  We have had no external funding, as I 

said, we have been self-funded.  The South African Bank of Athens has been a 

partner, but clearly they have got costs and those costs are passed on to us.  So there 

are many parties involved when you start looking at SASWITCH, the PASA, the 

clearing houses, the Master Card certification, plus the fees the Bank of Athens 

wants, all of these add to costs. 

Our investment has rather, has been in people, not in bricks and mortar and not in 

billboards.  So we are very committed to developing people and providing 
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employment opportunities.  And we are very excited and very proud of what we have 

achieved in the 18 months since we have launched and it is very exciting to see how 

it has made a real difference in the lives of people.  Just some graphics of some of our 

wiz kids, typically as I said, unemployed from the community that are trained and 

certified to open bank accounts. 

Some of the perceived problems that the un-banked encounter, and I said, we spent a 

lot of time on research, is about access. Outside of the formal urban areas, it is 58 

minutes, the research by Finmark, to access the financial services point. Availability, 

by that we mean opening hours, typically 9:00 until 15:30.  FICA I touched on, it had 

tremendous impact on our wiz kids because the cost of faxing that, for example a 

copy of an ID, they were paying R13.00 to fax back a copy, a single sheet copy of an 

ID.  That destroys their commission every step along the way.   

Fees we have touched on, the perception that in order to have a bank account you 

need to produce a pay slip, these perceptions may not be entirely true but as we all 

know, perceptions become reality at the end of the day.  A perception that if you have 

got a black list or a credit check against your name, you cannot have a bank account.  
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Again the perception becomes reality.  The form, very, very complicated for the 

lower end of the market to begin to understand the forms.  A perception that we do 

not qualify because we do not have a job, because we do not earn enough, because 

we do not have enough, therefore we cannot have a bank account.  

Again it may not be entirely true, but perception becomes reality.  The price of the 

under bank, where the issue of getting cash has become now, the employees rather 

than the employers, and all that happens, at month end or week end, is that these 

people queue at an ATM to withdraw their cash and they take it out one time and 

they put it back under the mattress.  That is not providing banking to the mass 

market.  A recent research estimates that the average cost of getting to an ATM just 

in terms of transport, is R8.86, plus you have got the SASWITCH fee of R3.25 and 

65 cents per 100, these people, every time that they go to an ATM.  So our goal is to 

bring them transactional banking.  

Quickly, if you look, when we launched we did a cost comparison, this was done by 

Pick 'n Pay go banking, where they compared Bank A, B, C and D, obviously Pick 'n 

Pay go banking's prices and we on the same basket of goods put the Wizard pricing, 
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and you can see we have gone in at about a third to 50% cheaper than any offering on 

the bank that was available at that time.  If we were asked what would it take to enter 

the financial services industry, I have tried to just put it on one slide, the summary of 

it, a bank licence cost R250 plus million.   

Access to the national payment system, the clearing bank sponsorship, Bankserv, the 

various payment channels, Visa or Master Card, genesis analytic estimated that costs 

in terms of fees and licences at around R9 million.  Access to the existing financial 

services, the infrastructure clearly in saying to try and duplicate or replicate that.  

Regulatory and compliance skills that have to be brought in have to be paid and they 

are highly skilled people.  It is estimated again by our genesis analytic, that you need 

to bring in 100 000 new accounts just to pay and cover the fees and licence costs that 

are affixed costs.   

The cost of building confidence, trust and credibility in a new bank ï  The investment 

in systems and processes, the cost of building a brand and of course, our passion 

which is creating employment aside from bringing banking to the un-banked.  And 

all of those really quote to massive barriers to entry.  I would like to just close with a 
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quote.  Ann Crotty, the financial journalist of the year, interviewed Phaki, who is 

sitting here, and her closing comments in the interview that was recorded in Business 

Report, was, "how do you expect to survive in a market that is so dominated by the 

big four banks.  

Presumably they could squeeze you out quite easily if they wanted to, they could just 

push up the price of using the payment system and then either your customers would 

disappear or your margins would".  And I suppose there is an element of truth in that 

particular statement.  What makes us successful; I think we are absolutely passionate, 

enthusiastic and committed to banking the un-banked.  Our guess is, any 

entrepreneur, there is a touch of madness and maybe we are not entirely saying, but 

we really are incredibly excited about what we are trying to do and we are very proud 

of what we have accomplished.  Thank you very much. 

MR  JALI:  Thank you.  We will just ask some questions just for clarification.   

MR  BODIBE:  Could you explain a little bit how your model works in terms of 

receiving the deposit and making payments and how that currently interface with the 

existing payment system? 
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MR  RICHARDSON:  We have tried to make it as easy as possible to get money into 

the account, because of our revenue model and therefore the alliance that we have 

with the South African Post Office and with ABSA to deposit cash, we have also got 

through our links into PASA the ability to do electronic funds transfers, whereby 

salaries and wages can be paid electronically into people's accounts.  So we have got 

a deposit taking footprint if you would like to call it that, of around 3 400 outlets, if 

you combine post office and ABSA plus the ability to electronically transfer funds 

into the account. 

And clearly the cheaper that is and the easier that that is, the better it is for people 

because the alternative as I have said, putting it under the mattress, is a reality. 

MR  BODIBE:  Now how do I actually use the technology to make a payment? 

MR  RICHARDSON: The technology that we have opted for, works across all 

networks, all sim cards and all frames, and I think the reality of the segment of the 

markets that we are after, is that they do not have top end technology phones.  Many 

of them have got old phones with very old sim cards and they use their phone to 

make a call or send an SMS or text message.  So our technology works across all of 
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those things.  It is very easy to use, it is an over the edge session, we do not interfere 

with the phone, we do not store anything on the phone, we do not interfere with the 

phone at all and there is nothing stores on the sim card.   

To the best of our knowledge it is one of the first cell phone payment platforms that 

has been certified by Master Card in terms of the security and the features that are 

built around it. It is an instantaneous transaction, we utilise the technology without 

getting technical, called USSD, which is a continuous session, so you know 

immediately that you transaction has taken place.  Through the cell phone you can do 

balance enquiries, buy air time, pay non-Wizard account holders, pay Wizard account 

holders, buy prepaid electricity, stop your card if it gets lost and do other forms of 

bill payments. 

You have got a Maestro plan debit card which you can use anywhere in the world at 

any ATM, and we really do promote the concept of shopping with your card.  I think 

a large portion of that market equates a debit card with an ATM card and in fact in 

our ongoing discussions with Master Card, is to try and promote the Maestro brand 

as a shopping card.  So we see people, they go to an ATM, they withdraw the cash 
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and then walk to the shop next door to spend their cash.  So there is a huge amount of 

education that we need to do to try and get people to use their card as a shopping tool. 

Does that answer your question in terms of how to use it? 

MS NYASULU:  Mr Richardson, I have a question, and it is probably a stupid 

question, but I am going to ask it anyhow.  If I look at your comparison of the banks, 

and it really would be fantastic if you could tell us who Banks A, B, C and D are, but 

if I look at that comparison, and I relate it to the barriers to entry that have been set 

up, which you are saying some one of who is running a bank such as yours, as we can 

call it that, has as barriers, I would have assumed that the cost at which you are able 

to provide services, should be the highest of this.  In other words, Wizard for me, 

should be Bank B.   Now if these big four banks are placing such barriers in front of 

you, how are you able to provide, because you are doing a like for like comparison, I 

assume four points of sale, transactions three cash back transactions, it is all done 

across.  You should have been coming out much more expensive than all of us? 

MR  RICHARDSON:  I would like to hand over to one of my colleagues to answer 

it, but I wish I could tell you who Bank A, B, C and D did.  As I said this was an 
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advert that Pick 'n Pay Go Banking together and I have got no idea who Bank A, B, C 

or D is, maybe Pick 'n Pay Go Banking knows, but perhaps Charles or Phaki would 

like to just address your other question. 

MR  ROWLINSON:  Alright, clearly, my background, I am a chartered accountant 

and I have built up my own businesses for a long time and ending in a listed 

organisation.  Yes, Brian says we might be crazy and we might be mad on what we 

are trying to achieve.  Our model was very much based on a simple model that, we 

needed volume and we needed transactions, a lot of them to get to break even.  So 

our original process looked at about 100 000 customers, could we achieve that in the 

16 million, yes we could.  How low could we go and affordable could we go, relative 

to what we have been charged.   

And as we have said, that was expensive and we honestly believe that could be 

reduced and we could reduce our fees even more.  We looked at ways and means 

how we could try and get free banking, i.e., we earned some revenue on the float, so 

people leaves, we were told the poor will never leave money in the bank, they will 

take it out straight away.  That is different, people do leave money in the bank and 



COMPETITION COMMISSION       Page 154                                                       DAY 4 

     
                                                       BANKING ENQUIRY 

________________________________________________________________________                               
 

________________________________________________________________________________________________                    
    09 November 2006 

 Pretoria                                                                                                                                                              
Audio Visual Conferencing  

PO Box 68207, Highveld, 0169 - Tel (012) 323 3140, Fax 086 604 7276 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
10 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
20 

they feel secured.  So we had some revenue on the float, we have the airtime sales 

that we have got some revenue from and some ... like electricity.   

So clearly our model was started at the beginning with, let us set the prices, low as 

you possibly can, relative to our cost structure, even though we still think it is 

expensive because of the global and let us look at ways and means of achieving.  One 

of the biggest ways to achieve it is make a Wizard to Wizard transfer on the cell 

phone.  So we bypass all these people who take money in the banking system, by, if I 

send you money right now, you send your daughter money right now, we charge 

R2.99 for that transaction and that transaction is possibly the cheapest way of sending 

money in South Africa, but we are bypassing PASA, we are bypassing SASWITCH 

and we also bypass some fees of the South African Bank of Athens. 

So we could make some profit on that and achieve by missing the system, and I think 

because we were first, now I got round to realising that we bypassed a lot of people.  

We are also quite pleased that it happened.  We are also pleased that our technology, 

that was Master Card.  There was concern about it, we have got quite a big IT team 

and most of them are previously disadvantaged, fantastic team of IT people and we 
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make sure that secure, we are not a risk to the payment system.  So, I do not know it 

that is the wrong way to answer you but we achieved it.  We are not a profit ... 

MS NYASULU:  Okay, that is, sorry I will come to you Mr Mphahlele, that is very 

useful because I think it goes some way to picking up what Mr. Bodibe was trying to 

understand, what is the model, and how is that model able to bypass all of this, 

because if it is possible, to bypass this then maybe it is not so critical to have access 

to the entire national payment system, but we will park that for future.  What I would 

like to ask is whether it will be possible to provide the panel members with a model 

of how a typical transaction as you have just described, would actually be processed, 

to bypass some of those systems? 

MR  ROWLINSON:  Do you want it now, do you want ... 

MS NYASULU:  No, all I am asking is later, if it would be possible that would be 

absolutely ... thank you so much. 

MR  MPHAHLELE: I think it has been answered as we were talking about the fee, 

but I think one of the critical issues why it is cheaper, I worked for Standard Bank for 
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a long time.  Then one of the critical things or thing I did not understand, was the 

crime acquisition costs.  Somebody is a domestic worker, earning R1000,00 a month.  

The process of opening that account, you need to come to the bank, I could not 

understand why because I was in corporate banking.  I would invite somebody to 

lunch, going over his account at his office, but this lady, I cannot go and open an 

account at her house. 

You come here, they want to clear a cheque, I mean the whole process, why are you 

going through the whole process of getting an account, while you can just go and 

complete a small application form and open an account.  So I think the crime 

acquisition process, that is what we must get mastered, the cost of getting a client is 

almost non-existent.  You do not need to come to the branch, you do not have to pay 

somebody salary to wait for you to come, so these are the kind of questions ... 

MR  JALI:  Okay, thank you.   

MR  PETERSEN:  In fact you do have access to the national payment system, do you 

not? 
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MR  RICHARDSON:  Correct. 

MR  PETERSEN:  Via Bank of Athens, correct? 

MR  RICHARDSON:  Correct. 

MR  PETERSEN:  Can you just clarify for me the, what is the word, division of 

labour between Wizard Payments (Pty) Limited and Wizard as a division of South 

African Bank of Athens Limited? 

MR  RICHARDSON:  Yes, when we wanted to get to market and launch, and I 

think, you know, we were getting quite desperate because we have tried every 

possible channel and we just could not make a breakthrough, we were aware of the 

alliance banking models and we were aware of the Pick 'n Pay go banking model, 

although  Nedbank had some equity in that. So there were initiatives starting.  We put 

a proposal through to Bank of Athens which was our legal entity and clearly we were 

very driven to make that BEE entity, was a legal entity, Wizard Payment (Pty) 

Limited that had an agreement with the South African Bank of Athens and would 
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operate in the South African market place as a division of the South African Bank of 

Athens.   

The South African Bank of Athens clearly have all responsibility to Reserve Bank, 

they clearly have had to dual the reporting and clearly there was a price to pay for 

that.  So, but being a small bank, they were also looking for ways and means of 

creating more revenue in a very difficult space and I think in 2003, it was no secret 

that the second tier banks were finding it very difficult to survive.  So if I had a way, 

they had the business opportunity, and I think Mercantile would be quite aggressive 

in looking at different opportunities to get to market.  But they are the responsible 

individuals.   

Again Wizard payments is the legal entity that operates the bank and we have an 

agreement that we submit to Reserve Bank to approve, and then we obviously have 

all compliance and we have compliance offices in our own business and the South 

African Bank of Athens, and yes, they are extremely strict on how we operate.  We 

have Reserve Bank audits which we have just finished and say, to a large extent 

operationally we would operate the division of the South African Bank of Athens.   
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However, we are a separate legal entity and I think we made a point in the 

submission that it was not the South African Bank of Athens that submitted the 

document, it was the legal entity, it was the Payments (Pty) Limited that decided to 

come forward to the banking enquiry.  It is South African Bank of Athens own  

option if they wanted to or not, but we made the decision in our board that we wanted 

to at least put our case forward, in the hope that we can bank some of the R16 million 

easier than we found it.  So it is a structure that was approved by Reserve Bank. 

MR  PETERSEN:  And I noticed that you used the concept of mentoring, which I 

come across before but not fully understood, is this what you are talking about, it is 

the alliance relationship, mentoring? 

MR  ROWLINSON:  Yes, I think we went to the big banks, in a way we were 

saying, our dream and drive is to bank the un-banked, you guys has got all the ways 

of running a bank, you have got all the people, you know what to do.,  As Brian said, 

the team here comes from a marketing, we were involved in education in South 

Africa.  Clearly we have an IT team behind it.  We have other people behind this 

financially, but you help us to try and bank at our own bank, it is not a market you are 
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in, and we have got a different market, we have got a totally different way of doing it.  

So, we have always looked for monitory and yes, the South African Bank of Athens 

at least,  holds our hands as viz a viz some of the compliance and difficult issues, 

although I think, after three years being in the industry, a lot of those things are made 

a lot bigger than they really are.   

So I think a lot of organisations hide behind this, I am a bank, and actually it is 

another business, it should have competition, and do not hide behind thick documents 

like this and make it difficult.  It is an industry like any industry, and the education 

industry I ...  that I had to abide by, but if you wanted to get into the space, you could.   

So they are metered and we are very appreciative of the South African Bank of 

Athens mentorship, as we would have been with any one who was prepared to help to 

get into a new market.   

MR  PETERSEN:  Now, barriers from competition point of view, barriers to entry to 

market, is one question but a related yet somewhat different question is barriers to 

expansion, and I am trying to understand, you spelled out quite in some detail the 

difficulties that you encountered in entering and how you overcame them.  Now that 
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you have overcome those barriers to entry, would you describe your barriers to 

expansion as being severe and if so, what makes up those barriers? 

MR  RICHARDSON:  Yes, a good point.  I think the reality, if we look at the South 

African market, is a large proportion percentage of the un-banked are in rural areas.  

There is not a financial services infrastructure in terms of ATM's or point of sale in 

those areas.  So a certain barrier to expansion would be lack of infrastructure, and 

that is something that the industry as a whole needs to look at.  I do not know 

whether there is any short or quick solution to it, it is a costly solution.   

MR  PETERSEN:  So that expansion within the segment, can be identified as your 

goal to the un-banked? 

MR  RICHARDSON:  Correct, yes. 

MR  PETERSEN:  Expansion in the other direction to compete within the market for 

the already banked, is that not part of your ... 

MR  RICHARDSON:  That is, although I think we have been very, very focussed on 

that un- and under banked segment of the market, because that is where we are 
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passionate about being and where we believe there is a tremendous need as well as an 

opportunity.   A part of the barrier to that expansion though, is about basic financial 

literacy and education.  And there is a cost associated with that.  We are dealing with 

the market and you would have noticed from the CNN clip, that the market talks 

about saving money.  That is not saving as we would understand it.  When they talk 

about saving money, it is actually a safe place to keep their money.  Whether they get 

or do not get interest, is actually not a material point, it is a safe place to store their 

money.   

MR  PETERSEN:  At a minimal cost? 

MR  RICHARDSON:  Well that would be the idea. The argument and the market has 

got a lovely expression, they say, the bank eats my money.  I put R1 000.00 in, a year 

later, without having used my account at all, I have lost 24% of the value of my 

money through these monthly fees that it takes.  I put it under the mattress, and I have 

got R1 000.00 at the end of the day.  So the market does not understand the impact of 

effects of either interest and/or inflation, or in fact, what is the bank used for and that 

is ... 
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MR  PETERSEN:  And if I understood you correctly, that if I or anybody else put 

their money with Wizard, it would not, the bank would not eat my money? 

MR  RICHARDSON:  No, not at all.  You have got it right. 

MR  PETERSEN:  And so, when one looks at your Slide 13 with the comparisons, I 

take it this is a monthly, these are monthly figures that are being compared? 

MR  RICHARDSON:  Yes. 

MR  PETERSEN:  And in relation to the others indicated, there might well be an 

account holding charge, factored into the total? 

MR  RICHARDSON:  Exactly, yes.  

MR  PETERSEN:  Now also in this area of expansion, I am not familiar, as I sit here 

with Exemption 17, but it does strike me that you may well be getting an exemption 

because the amounts involved in the account holding, are so small that they are not 

really choice sites for money laundering? 

MR  RICHARDSON:  Correct. 
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MR  ROWLINSON:  That is why got them. 

MR  PETERSEN:  And is that what Exemption 17 is about? 

MR  RICHARDSON:  Exactly. 

MR  PETERSEN:  So once you expanded significantly into a segment of the market 

where significant balances might be held, FICA might become an issue? 

MR  RICHARDSON:  Correct, we may need to make them fully FICA compliant 

and need to collect all the paper work associated with that. 

MR  ROWLINSON: I think may I should add, because maybe Brian is answering 

correctly, our total drive is to bank the un-banked and the under-banked, that is our 

drive.  But we never wanted to come up with a product that said, you cannot use it.  

We did not want to stigmatise the poor to say, Wizard is for you because you are 

poor, like Mzansi does.   We want to make a product that people could aspire to and 

we are quite proud of.  So the product can be used by anybody but our focus and 

drive, I mean we are crazy, but we will be totally crazy to try and go and compete 

with the four big banks in that space, as I think 20/20 tried to do.   
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And it was never the reason why we started this business.  The reason we started 

business was simply one single sentence by Cyril Ramaphosa, he said, you do not 

want to know how hard it is for the average South African to open a bank account.   

And that sentence was the real seed for Wizard.  So it is a focus and our total drive is 

that market.  Ten years from now, I cannot answer, what I am saying is, we are 

determined to get into that space and make a difference in that space. 

MR  PETERSEN:  Thank you, then just one final question, just to clarify it to myself.  

When you talked about cash handling and cash deposits by customers, you mentioned 

Post Bank, ABSA and of course South African Bank of Athens? 

MR  RICHARDSON:  Correct. 

MR PETERSEN:  And you said that there are of course cash handling costs or 

charges, are those charges absorbed by Wizard or are they passed on to the customer? 

MR  RICHARDSON:  We pass them on to the customer, we cannot afford to carry 

that cost. 
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MR  ROWLINSON:  Except in Post Bank where we are subsidising the deposit and 

Post Bank slightly, Post Bank charge R7.30 odd and we start at R4.99.  So if the 

deposit went over R500.00, we do get our money back, but we do subsidise, just 

because we think that it is so expensive for a person who puts R100.00 in, but besides 

that, we try, always as business rule, try at least to get our money back.  So if fees 

were reduced, we could reduce those.   

MR  PETERSEN:  So you are still competing with the mattress at least in that area? 

MR  RICHARDSON:  Yes well, we have no choice. 

MR  PETERSEN:  Thank you.   

MR  JALI:  You made reference to the fact that the perception of ... (indistinct) 

regarding Mzansi, is that it stigmatises people, is that the market perception or? 

MR  ROWLINSON:  Oh, very much so.  I mean, I am led to believe and I might be 

wrong, that even the brand name, it means south and/or bottom, certain banks, and I 

think they said criteria, if you are earning over R1 500,00, you cannot open a Mzansi, 

you have to open one of ... there is a terrible fear by the four big banks of 
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cannibalisation of the client into the low-end.  And I am not knocking Mzansi, 

because as Brian said earlier, I think we are very much party to what happened with 

Mzansi, the Gary Cooper speech at Nedlac which was the turning point in August 

2002 towards helping the un-banked market.   

But there is no question it is stigmatised to a bank for the poor and the worst part 

about, we think about Mzansi or many of the big banks is, I have never heard of a 

product on this earth that penalises you for use.  So you get your first few 

transactions really cheap and/or nearly free, but if you go and do ten transactions a 

month, you actually penalise to the extent that those extra five are more expensive 

than one of the traditional accounts.  So it is in concept most unbelievable product 

that you actually say to somebody, I am allowing you to drive to Heidelberg cheaper 

than any one else in petrol, but if you want to drive to Durban like everybody else, 

you are going to end up paying more using Mzansi account, so rather come and get 

one of my accounts.  

So it has flaws and Blade Nzimande, Head of the Communist party, his role, it has 

been very critical about a lot of those in Mzansi, including the cost of money transfer, 


