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Mr K Weeks
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MR WEEKS:
Chairperson, I’ll just run through the day’s Agenda quickly. First up we have got Ithala and Mr Luthuli will present slide. We will follow that with the Ethekwini Civic Forum and Mr Siva Naidoo will provide an overview and there will be a number of individuals who will give submissions. Ms Stella Rai, Basil Meintjies, Dhanjay Kassie and Nevana Srikissoon and last up we have got Intecon which is Customer Payment Service.

MR JALI:
Good morning everybody. This is a continuation of the hearings, the Competition Commission Banking Enquiry. We will, welcome to – firstly, welcome to the Ithala representatives. You will introduce your team of course, Mr Luthuli and you have got the floor, you may proceed.

PRESENTATION BY ITHALA LIMITED

MR LUTHULI:
Thank you Chairperson. Good morning everyone, I’ve got a bit of flu so if you can’t hear, raise your hands then I can try and raise my voice. I will first start by introducing the Ithala representatives that have accompanied me today. I have been introduced, my name is S’bu Luthuli, I am the Managing Director of Ithala Limited, you will note I am not saying “Bank” I am saying “Limited”. I will explain later why I am not saying “Bank”.

I am also accompanied by Siboniso Shabalala, on he is on the left, he is the Finance Director of Ithala Limited, then we have Miss Portia Baloyi, she is our Compliance Officer and we have Thembi Chiliza who is in charge of our Branch Network and Operations. I will just quickly go through the presentation outline in terms of the things that we would like to cover and share with you. I will be talking about the bank enquiry very briefly and then we will give you a background of Ithala, we will talk about our area of operation, our current market in KwaZulu-Natal and competition in general in the banking sector, our bank charges, our pricing structure, the experience that we have had with the remote and rural banking, our product offerings as well as our banking model and how we gain access to the National Payment System and then we will go through, it after the conclusion we will then allow for questions if there are any.

MR JALI:
Thank you Mr Luthuli. You are giving us power point presentation, a copy thereof which will be – this is the document you will be offering?

MR LUTHULI:
Yes.

MR JALI:
Fine. This is will then be Exhibit W. Right, you may proceed now.

MR LUTHULI:
Okay, thanks. I think firstly before we even get into power presentation, I think it’s important that we state our position as Ithala that we very much welcome a public debate on banking issues and we fully support the Banking Enquiry. We believe that this process we have will enhance transparency in the banking sector, because there is a lot of issues and discussions that have been going on whereby the customers believe that the banking fees keep on going up and the banks are the only ones that are making money and the banks saying that the infrastructure costs a lot of money, so they have to year in and year out raise their fees. We are hoping once this process is complete then this whole thing will be clarified and there will be transparency and then everyone will have to understand where each person stands. I think it’s a good thing to give you background about Ithala Limited.

BACKGROUND ABOUT ITHALA LIMITED

Ithala Limited is a 100% subsidiary of the Ithala Development Finance Corporation Limited. This is the development agency of KwaZulu-Natal. Part of the mandate of the Ithala Development Finance Corporation is to mobilise the deposits. Since 1990 when the Banks Act came into effect, the IDFC then operated with an exemption from the Banks Act. Then in about, on or about 2000 then the IDFC applied for a Banking Licence. The Minister of Finance then disapproved that licence and the basis of the disapproval was that it was unconstitutional for the provincial government to own a bank. 

And the potential risk that the Government is still to, should anything happen at the Bank because then the Government would have to fulfil the obligations of the Bank. Then the Minister granted an exemption for Ithala Corporation, which is the IDFC that they will have an exemption to continue mobilising deposits up until December 2005, but in spite of this exemption there were certain conditions that had to be satisfied. One of the conditions was that a separate legal entity which will then ring-fence the deposits taking activities of the operation, must be formulated, then hence the formulation of Ithala Limited as I explained earlier on that Ithala Limited is a100% subsidiary of the IDFC. This was done in 2001, in March 2001 as part of this exemption requirement that they want to continue taking deposits from the public this must be separated from the development activities. 

In December 2005 the exemption expired and before the exemption expired, we then approached the Minister of Finance again and we were then granted another extension of that exemption which then expires on December 2008 or should the dedicated banks bill be promulgated into Act, then we would have to look into applying for that, through that Act to have a licence so that we can be regulated and be able to continue and then the exemption would fall away. 

We operate pre-dominantly in KwaZulu-Natal, which is part of the mandate of the Development Corporation. We have got a branch network of forty-seven branches which are spread throughout KwaZulu-Natal. Some of these branches are in rural areas, some are in urban areas. 

Our function mainly is to mobilise deposits through savings products and we then offer secured loans in the form of housing loans as well as commercial and property development loans. We have got a staff complement of sum 495 staff members spread throughout the province. 

This is just a map to illustrate our areas of our operation, you will see there that in the blue we have got (inaudible), there we have branches of the province, as I’ve indicated earlier on that our branch network is spread throughout the province. Before the financial, the FSC came into effect, we were predominantly in certain areas, especially around rural areas, the only financial institution that existed. Obviously that has changed now, there is no area where we are the only financial institution. In all the areas we operate in, we have got other financial institutions as well providing service to customers. 

CURRENT MARKETS

In terms of our current markets, I will use the LSM to indicate, I did indicate that we have got savings and transactional type products where we have got book-based savings, we have got debit card products, fixed deposits and the likes, and we could safely say that we operate between LSM just about 1 to about 8. And then when it comes to our loan products, which is the housing loans as well as property development and commercial loans, we operate from the say, LSM 2 to about LSM 9 or a little bit more than 9. 

One of the products which we have, especially on the loan side, is something called PTO loans, where we finance people that live in settlements where there is no title deed. They have something called ”Permission to Occupy” and we are the only financial institution that would give a loan and use that document called the PTO as security for the loan. The difficulty there comes in when the person then defaults because it becomes very difficult to re-possess that property which is classified as a PTO. Other institutions are not interested in financing them. We are the only ones who finance those types of loans. 

COMPETITION IN BANKING

Moving on to competition in banking – the banking sector in South Africa is very, very competitive, but I think it’s important to note that it is mostly dominated by the big banks, the so-called big banks. I will not mention them by name I think you all know the big banks. And also with the introduction with the FSC, this has resulted in more focus on the previously unbanked. I did indicate earlier on that in the past we used to have areas where we were the only bank that operated in those areas and currently throughout our operational work, we are no longer the only financial institution, there are .other institutions that operate. 

This has now resulted in a number of things taking place. One of the things that has actually taken place is that you will find that there is a lot of new products which have been introduced. One of those products is the Mzansi Account which, has in our minds, we believe that is ineffective in addressing issues unbanked because you note that there is a big drive in terms of us ASGISA where we are saying and the government is saying that we need to promote entrepreneurship amongst people. Yet if you look at products like Mzansi, they are not addressing that issue. 

If you take a typical Mzansi account, it says that you must be a domestic worker or you must be a person that is employed earning only wages because you need to then, the structuring and the pre-structuring and how the product is structured to work it says you must have deposits and you must have minimum withdrawals. It does not cater for people who want to venture into new ventures of business, who want to be entrepreneurs. 

There is also the danger that there is too much credit that is being afforded to people that cannot afford to pay in the form of micro loans. Everyone is offered a micro loan these days and people are over-indepted. Now this has resulted in the introduction of the National Credit Act to try and deal with the situation of over-indeptedness. But these are the issues that have been obviously now created by this particular focus where everyone is saying that, let’s focus on this market, we weren't focusing before, and how can we then make sure that we make as much profit out of that by then providing effective solutions. 

There is also a number of new entrants, including cell phone companies, retail and chain stores, that are starting to offer banking and financial services. There needs to be some form of proper regulation that comes into effect to make sure that these are regulated, they operate in a regulated manner. I did indicate earlier on that there is the Dedicated Banks Bills that are to be promulgated soon. Once these come into effect, what they do is they will then lower the barriers to entry into banking. There is obviously a risk that, you could now start having a lot of fly-by-night operations coming into banking, which might have a risk of destabilising the banking sector. So this needs to be looked at very carefully. 

As a small player in the financial services sector, we are finding that there is a lot of restriction, the environment is very much restricted for, there is a report that I read where they called us an “anomaly”, I have used that phrase there 

“For anomalies like Ithala.”

I suppose they couldn’t exactly fit us into a box, so they decided to call us an “anomaly”. So there is a lot of restriction around that. Before we only had booked-based savings accounts, we then moved on into electronic banking, then we introduced debit cards. One of the major hurdles that we had to come across was the issue of how do we then introduce the National Payment System? There are a lot of restrictions, the National Payment System is governed by PASA with the Reserve Bank as well. There are a lot of restrictions and if you are not a bank, like I said earlier on that we operate under special exemption, you then have to get a another institution which is a registered bank to sponsor you. So we are currently sponsored by another bank, ABSA, so that we can be able to access the National Payment System and we believe that there are cost implications that are attached to the sponsoring and also the costing structure of the National Payment System needs to be reviewed, so that small players who have a critical role that they are playing, like Ithala, can be able to an easy access. I think the current system is designed to suit the bigger players. So we need to possibly, hopefully, as part of this process, there will be review on the issues of the National Payment System, the reviews around the Saswitch so that there could be easy access for players like ourselves.

One of the debates that needs also to take place is to see whether if they would ever get a reason or a need to separate or to create separate structures which will specifically understand the needs of smaller players and cater for those smaller players like ourselves in a cost effective manner so that it becomes effective and efficient for us to operate.

BANK CHARGES

Coming to our bank charges - our pricing philosophy as Ithala is that, No.1, our fees are very much transparent. There are no hidden components in our fees and the basis of the establishing our fees is that we need to recover the powerpoint structure. I will share with you in the following slides to come, because we are not a bank, the number of hurdles that we have to deal with and the number of other players that we have to engage, for us to be able to service our customers. Yet, given all of those, if you look at our cost structure, it is very, very, very competitive. I think there is another presentation which was done, there are certain reports which have classified us, I believe as “one of the second most expensive financial institutions when it comes to costs”. We had a look at those and that is definitely not true. I think maybe I’ll just allow Siboniso to just elaborate a little bit around our costing structure and how competitive we are, because that doesn’t give a true picture in terms of our competitiveness. 

MR SHABALALA:
Thank you very much Sbu. I think the process we are going to follow setting up our pricing, our bank charges, as Sbu is saying that we are a small player in the market, we firstly look at the cost that we pay into the other service providers, other people that we need to engage in providing the the service, we look at those costs. And then secondly, we very much look at what other banks or other institutions are charging so that we become competitive in that. Our structure is very much based on those two elements, (1), to ensure that our costs are effective of the cost that we are paying to the service providers that we engage in as well as making sure we remain competitive with other financial institution. I think that’s the main basis of us setting our costs.

MR LUTHULI:
Thanks Siboniso. And also if you look at it as well and you compare with other institutions, for example, I think I could use the debit card as an example, you will find that our costs are very, very competitive yet our structures are quite – there’s a lot of fixed overheads that we are currently paying. 

Also, one of the things with this scheme is our customer behaviour. And also, one thing we are very much proud of is that we have encourage the culture of savings. If you go to other institution to do a cash deposit, they charge you a deposit fee. We have consciously waived that fee, we do not charge a deposit fee to anyone coming with cash into our branch to deposit cash, because we believe that it is very, very important, especially for the lower end of the market to be encouraged to save. So if you then start charging cash deposit fees you are then discouraging people from actually coming into the banking network and saving. So this is a decision that we have taken as part of our strategy to say, “Let’s encourage our customers to save”. 

PRICING STRUCTURE

If I move onto our pricing structure - just to share the a little bit what drives our costs? The matter of drivers are – we’ve got a widespread of branch network as well as ATM network in our branches. It’s our staff, also the transportation and handling of cash. I think you are all aware that there has been a lot of cash heists taking place. This has resulted in the cost to transport cash to be increased exorbitantly, as well as the insurance for cash to increase. It’s actually very difficult to get insurance for cash these days, when you insure, you insure a rand for rand, which then doesn’t really make sense for you to take insurance because if I have got so much money I must put in and so much money. 

There is also the sponsorship charges. I did allude earlier on to the fact that we are sponsored by another bank because we operate under a special exemption in the bank sector and we are not allowed to call ourselves a bank, hence we don’t call ourselves a bank. There are also external service providers - I will just share with you the next two slides from now. The cost of compliance - there is a lot of legislation which has come into effect and we cannot underestimate the cost of compliance, we have got a number of other regulatory requirements that we have to deal with and we will have to actually set up a structure to deal with compliance because you cannot afford to deal with compliance. The penalties are very much severe and also your resources.

You need to get highly qualified people that are not generating any revenue for you, but they are necessary to make sure that you comply with the regulations and you comply with the law. That it also another major, major cost driver. And obviously the IT systems, that you need to have IT systems to be able to run your operations and these have got a cost attached there. 

RURAL, REMOTE BANKING

Our experience in the rural and remote banking, we, like I have indicated earlier on, we have been servicing areas where other people or where other financial institutions are only starting to come into effect now, and our experience has always been that if you are servicing the remote areas, you will firstly find that there are very low volumes that you have to deal with, and there are low value transactions that take place. 

There is high commutation costs because of the distance and there’s a high staff turnover because there are no activities that are taking place around those areas, so you find that the good staff will immediately be turned over where they will go an look for opportunities elsewhere. There are exorbitant cash holding and transportation costs that you have to incur. So all of these things, they also increase the cost of doing business in the areas that we are currently doing business. 

PRODUCT OFFERINGS

Our product offerings are as follows - we have got savings or transactional type products, I think we are still one of the very few organisations that have got book-based savings products and are still maintaining our book-based. Whilst, you know, we understand that some customers require the convenience of being able to transact electronically, we have then gone ahead issued a debit card product which was launched some eighteen months ago. 

The book-based savings account deposits and fixed deposits, those are housed in-house, we are hosting them in-house, we have got our own IT System that looks after those, but the debit card has been outsourced to other service providers, being any that direct transact, who then do the hosting for us. We provide ATM service, hence the point I was making earlier on that there is a number of other players that we have to deal with. And then there sponsoring bank which then guarantees are clearing. 

LOAN PRODUCTS

Then we have got loan products and we have got housing loans as well as commercial and property development type loans, all of these are hosted in-house. We have got IT Systems and a data base. 

Maybe to go back to the issue of housing loan, we find that the market is moving towards a position where there are a lot of bond originators. What bond originators do as well, is they contribute to issue of high costs. They would get an application and send it to four or five institutions at the same time. So, each institution will then find itself serving a valuer to go and value the same property. So you will find that the same property might be valued by four or five different financial institutions, that has got cost implications and those costs have got to be recovered from somewhere. One of the things that possibly need to be looked at is how that process can be harmonised. 

BANKING MODEL

In terms of card banking model – this is specifically for electronic banking. Obviously when it comes to cellphone banking, internet and that person to person banking, those are plans that we have, going into the future, we currently do not have that, but all of the other, when it comes to delivery channels, all of the other delivery channels above are currently available. I did indicate we’ve got direct transact which is doing our switching for us and we have got EMID which then do our account hosting and transaction authorisation. 

Then you see at the corner there we have got ABSA who does our settlement and clearing for us. And then we have to leave that to the likes of BankServ, which then takes me back to the point that I raised earlier on that for us as a very small player, we are finding that there is a lot of cost that we have to incur to be able to go into the system, which is the National Payment System. One of the things that we seriously want to look at is, is there a possibility whereby there could be even an alternative for BankServ who would specifically look at how they can deal with small players and help simplify the requirements that would not have too much cost implications.

In the next slide it’s just the same diagram simplified, that if you use our ATM how does the process work, that you can either use our ATM – our debit cards and our ATM’s are all Saswitch enabled, so you can use our ATM card in any other available ATM machine of any other financial institution and any other card can also work in our ATM’s. That just simplifies the process and if you are Ithala customer and you are using our own ATM network, that is a simplified process. 

Then, to conclude, Mr Chairman, I do strongly believe that the regulatory environment that we are currently operating in, favours the big banks. We believe firmly that there needs to be alternative access to the National Payment System. We believe that there should be particular focus to encourage small players and then to look at the barriers of entry, for example, there are about three alternatives which one can access the National Payment System, you can either be a sponsored bank or you can either be a member but outsource some functions like the clearing function, sorry, not the clearing function but the hosting function. You can either be a full member and if you look at all these alternatives, the costs are quite severe, so we would like to propose that there should be a serious review of this and even consider whether there are other alternatives. 

If there is a need to understand the low end of the market, currently what is happening is that there is just an over flooding of products which might not be appropriate to resolve the problems of the people that have been unbanked or to resolve the problems of the low end of the market, which means that there must be more focus in providing affordable real solutions that would be aligned to the issue of creating banks in this country. 

We believe that there should be, amongst financial institution, discussing to see which services can be shared. I’ve made an example, we speak about initial evaluations that if someone goes, the Bond Originator go and gives the same application to five institutions, all five of them will send different evaluators. Maybe there needs to be a discussion as to whether can there not be the creation of an institution that would deal with evaluation and all financial institutions can then access those evaluations from a central point, thereby you would then save on the cost of having to send five different people to do the same thing. And we believe if some of these issues can be taken forward, it can then help to deal with the issue of the reducing the level of banking hurdles that currently we are operating in.

Thank you Chair, we will take questions if there are any questions.

MR JALI:
I am just, on the very last point you’ve just raised, I just seek more clarification, this enquiries about competition, so I get a bit uncomfortable if somebody talks about competitors discussing issues. Can you expand because …

MR LUTHULI:  
Maybe let me just explain, the last point regarding the – there are certain services that can be shared. I think I’ve made an example that, for example if someone wants to buy a house, the trend is that you would have a Bond Originator, who would then want to source the best deal for you as a buyer. They would approach a number of financial institutions, Financial Institution A, B and C. Each of these financial institutions is likely to send someone to go and do an evaluation of that property and there are costs attached with the evaluation. Whereas, if we could have certain shared services whereby rather then sending five people to do the same evaluation for the same property, there could be a database where evaluation would be done once and then kept in that database and all these institutions would be able to access the very same evaluation. 

So, I don’t think that this would encourage uncompetitive practises but it might help to deal with the issue of costs, because each time someone goes to do an evaluation, there are costs and financial institutions will have to recover those costs from somewhere or from someone and unfortunately more often than not, those are recovered from the poor customers.

MR JALI:
But don’t they use that cost in the competition, others say, “You are not going to pay for the evaluation fees?”

MR LUTHULI:
Even if you are not paying for that up front, but there is a cost attached.

MR JALI:
I know there is a cost attached but if, I am concerned about the end consumer in the end. That’s - my question relates to the end consumer as to whether, isn’t that the benefit in the sense that some institution might say, they actually do say, “You don’t have to pay for evaluation fees, we will just do it free of charge, we will carry the cost.” Doesn’t that give them the competitive edge, what we are seeking with this enquiry?

MR LUTHULI:
Okay, I tend to - even if someone says that they are going to do the evaluation free of charge, the way that one is looking at this is obvious, as I’ve indicated, I was making this an example but when you at it in the broad, there is a slide that I indicated, that there are certain costs drivers that when financial institutions do that, they then base the fees to say, “We’ve got these costs that we have to recover, So, it might appear at face value the customer is getting the benefit, there is a competitive edge, but if you look at the overall basket of fee, these fees would have to be recovered, the financial institution is not going to absorb those overheads and not recover them from somewhere. 

So I am looking at it from the broad perspective to say, this is just one example, there are, maybe possibly, certainly other things which can be looked at, which did not necessarily have an impact on the competitive edge, or which do not have an impact on introducing of unfair competitive practises where there will appear to be certain collusion amongst competitors. 

MR JALI:
I was just asking for clarification, I don’t want us to get into debate about the issue. I just want – or maybe I should let the others ask. Do you have any questions?

MR BODIBE:
Thank you Chair. Thank you Mr Luthuli for the presentation and thank you to your team as well. The first question I would like to pose is that, you indicated that from your perspective the banking industry is competitive but at the same time you said there are also restrictions. Would you, for my education, please elaborate, what do you mean by ”competition,” that there is sufficient competition in the industry?

MR LUTHULI:
The banking, the way that we see it is that the banking industry is very, very competitive in that, I think, using the same example that you referred to that, when you go in to get a loan then they want to give you something which could be more competitive than one you can get somewhere else, so there is competition in that respect. There are a number of players and there are also small players which are coming into effect as well, I think, I did allude to the fact that there are as well, even other organisations which are not your conventional banks, which have now coming in to provide services. I said, cellphone companies, for example, and a number of others. 

Whilst that is the case, there are a lot of restrictions that we are coming across as a small player in the banking industry, we are finding the example that I quoted as well, that I used, that in as far as the National Payment System we believe that the processes are sometimes too rigid and are not structured to accommodate smaller players and to make it easier for smaller players who also have got a very critical role that they are playing in the banking sector.

So I believe that there needs to be some concession to accommodate smaller players. At the moment it is only more conducive when it comes to regulations for only the big players.

MR BODIBE:
But then do you find that those restrictions place you at a competitive disadvantage compared to the big banks?

MR LUTHULI:
Yes they do. 

MR BODIBE:
In what way?

MR LUTHULI:
For example, for us to be able to access the National Payment System, we have to have another bank, another registered bank to sponsor us. So immediately they are setting costs that are attached and then when you then want to recover costs from the customer or you want to set your fees, you have to then take that into account that there are those costs that you then have to add because of the sponsorship arrangement that you have. You do not have direct influence as well, with the likes of the National Payment System, SAMOS, Saswitch, because you are not represented there, you are somewhat sponsored by another bank which then would have to represent your interest if they then deliberate your issues. So that does place a small players in a advantaged position.

MR BODIBE:
And is your fee structure higher than the other banks?

MR LUTHULI:
It’s very, very competitive, it’s not higher than the other banks. If I could use an example, for example is that if you look at the Debit Card, we have got - our fee for a Debit Card is R7.00 and if you look at other competitors, they are also ranging in the region of R7.00, R7.50, some of them, so we believe that our fees are very, very competitive, which is why we are still obviously able to attract customers because if we were to then try to recover or to set a margine which would be unrealistically higher, it would then – we would price ourselves out of the market.

MR BODIBE:
Okay thanks. The second question, you said that one of the criteria for setting your charges or pricing is customer behaviour. Could you elaborate what that entailed?

MR LUTHULI:
When we say “customer behaviour,” what we mean is that there are certain things that you know that your customers want you to do. So what you will then do is you will try and have a fee structure which will then make it easier and convenient for them to use. To set an example is that, for example it is easier for someone carrying a Debit card to go into a shop and swipe the card, which is called the .point of sale, it is convenient, most people would prefer that than rather go and draw cash.

So what we then do is, we then say, “For us to make it convenient for you, we will then have the fee structure which would be conducive for that.” You then go at Woolworths on a point of sale, instruct the fee for that, it will be lower than if you go over the counter for the bank, if you want to draw cash over the counter, so that is what we mean by customer behaviour.

MR BODIBE:
Okay, and do you find therefore that your over the counter is slightly more expensive than electronic transactions?

MR LUTHULI:
Yes.

MR BODIBE:
My last question will be, Okay, second last question, based on your comments on Mzansi, the fact that you don’t charge for deposit, do you think therefore, commercial banks are suitable for low end of the market?

END TAPE 0050.1A

----------

TAPE 0050.1B

MR BODIBE:
Based on your comments on Mzansi and the fact that you don’t charge for deposits, in your view do you think commercial banks are therefore suitable for the lower end of the market or should different institutions offer services to the lower end of the market?

MR LUTHULI:
It’s difficult to really answer that question because I don’t want to maybe answer for the big banks but from my perspective, I believe that anyone can service the lower end of the market. The critical thing is that you have to first understand the needs of that market so that you can provide them with solutions that they require. It becomes difficult if you are going to assume that, “This is what this market requires and then I will then come with something which I believe will solve the problems.”

MR BODIBE:
Okay, then my last question is, what are the implications for you if first, you cannot get the licence under the dedicated banks and if the extension expires?

MR LUTHULI:
Assuming that the dedicated bank is promulgated, are you seeking clarity on the question there? I am still replying to your question now?

MR BODIBE:
Yes.

MR LUTHULI:
Okay, well currently as I have explained, is that the exemption that we have says that once the dedicated banks be promulgated, we then have to apply for a licence which will then regulate us. We are having discussions with the National Treasury as well, but that doesn’t mean that we can’t look at other alternatives. That is being put as the minimum to say, “As a minimum you need to look at this particular legislation.” There is nothing stopping us from, if we believe we can function as a fully-fledged bank, we can apply for a banking licence. There are certain things that we would have obviously to deal with, which were things that came out initially when the application was declined. 

One of the major issues was the issue of the shareholding, that you cannot have, it would be unconstitutional for the provincial government to own a bank. So one would have to deal with those issues as well, in order to address what would happen going forward. But having said, we are having constant discussions and if you look at the timing as well, I think we are now approaching 2007 and our exemption expires in 2008. Even if the Bill was promulgated, I do not believe there is enough time, because once the Bill is promulgated, there needs to be also, because you have to be supervised by the Reserve Bank, they need also get their act in order as to how they will supervise these types of institutions. 

So if I look at the feasibility and the timing, it indicates to me that one might have to then go and negotiate a further extension and of the exemption rather than applying for the licence. 

MR BODIBE:
Thank you.

MR PETERSEN:
Thank you very much MR LUTHULI and your team. You have been very helpful today as, I think you are very helpful in your written submission which you put in earlier. We are trying here obviously to understand the realistic scope for competition in this important sector and therefore not only the present dynamics but the dynamics that would develop in the event of certain changes and you have put your finger on a number of changes which you think would be helpful. 

Now I just want to explore that a little bit further. Now, whether it would be constitutional or unconstitutional I don’t know, but is it not the case that at present you are ultimately owned by the Provincial Government?

MR LUTHULI:
Yes, that is true.

MR PETERSEN:
And you are functioning, you are performing the functions of a bank under exemption without being called a bank?

MR LUTHULI:
Yes.

MR PETERSEN:
So that constitutional problem is there one way or the other.

MR LUTHULI:
It does exist, yes.

MR PETERSEN:
Yes. Would I be right in thinking that really what this is, is a development agency which has been incorporated?

MR LUTHULI:
Yes, if you look at the background and if you look at the mandate of the development agent, one of the functions that it was performing was to mobilise the deposit taking activities. Then the only reason why that was then separated with a legal entity was to make sure that it’s ring-fenced and it’s safeguarded, because there is always the risk that you might take depositor’s funds and then substantiate developmental work or then, because one of the functions or one of the mandates, the responsibilities of the Development Agent is also to issue certain loans to certain types of individuals for development and there was always the danger that we might use this funding to substantiate unsustainable lending, hence separate the issue of banking and running an Institution that would be run and managed like a proper financial institution. 

I think mainly I must add that we are currently regulated by the banking supervision of the Reserve Bank. In their eyes they treat us as any other bank. We their returns, we have tri-lateral discussions, we have ground discussions, we have potential meetings. All of those things apply fully to us and under – currently, as we stand, we comply fully with the provisions of the Banks Act, in fact.

MR PETERSEN:
Yes, thank you. The issue to which I am moving here is to understand the extent to which the market and market forces can be relied on to provide for the needs of the people in this sector. And so really, my starting point which you have provided is that I am thinking that this is actually public money which is being utilised as equity capital in order to make it possible for this particular kind of development work to be undertaken. And so that, in that sense while you are operating in a competitive environment, you are not quite in the same position as if private equity capital had to be raised in order to undertake the enterprise. Would that be fair?

MR LUTHULI:
Not entirely. Maybe just expand and explain why I am saying, “Not entirely,” it’s because currently as is, we function independently of the Development Agents in that there is no financial assistance which comes from the Development Agents, even though they are our 100% shareholders. There is no financial assistance that comes from the Provincial Government, which is the ultimate shareholder. We have to operate a business which stands on its own, which can be sustainable and profitable going forward. That is current business model that we are operating under. So that is why I am saying, it would be difficult to say we able to operate whilst being different. We compete with all the other players in the market and we think we were not to be sustainable and not profitable, we would also have to deal with the same issues that the other private sector players would deal with, because we are also, we take deposits for the public and the critical thing is that those deposits must be safeguarded and we must be in a position to repay the people.

MR PETERSEN:
So then would it follow from that that your expansion has to be financed essentially out of the re-investment of profit?

MR LUTHULI:
Yes.

MR PETERSEN:
That then takes me to the next step that I want to ask you about and before I ask this question, I just want to make sure that I am not transgressing any confidentiality boundaries here. I don’t know as I sit here whether you claimed confidentiality in respect of your written submission or whether I can mention anything that is in that document?

MR LUTHULI:
Yes, you can.

MR PETERSEN:
I can? You indicated that when you were dealing in the document with the high cost of providing services which you do provide, particularly in remote rural areas, you mentioned in that context, but I think if I understood it correctly, it applies to your business as a whole, that your cost income ratio is as high as 93%. Now I am speaking very much from memory but I would think that, that for the reasons that you have given, is a much higher cost to income ratio than the major banks would be able to achieve in their circumstances.

MR LUTHULI:
Yes, this is true. It is a much higher ratio than the norm in the industry, but there are obviously reasons for that, that one can be, possibly, some of it one might not be able to go into in detail, but there would be reasons for that, as to why it was higher than°... 

MR PETERSEN:
But, I don’t want to cut you short, but you have in fact, elaborated, particularly in regard to rural areas, to show how expensive it is to provide services and in fact, it strongly indicates the reason why the major banks have not moved into providing services in those areas simply under the impulse of a profit motive.

MR LUTHULI:
But I think also, maybe what I then went on to allude to was the fact that there is somewhat a shift now. In the past we were - in certain areas we would be the only institution that would operate, but now you will find that there is no area where we are the only ones operating there. Hence then it comes back to that issue that you raised, that there are certain interventions which we have, which will reduce those cost prime ratios and we believe it will and possible, to be able to service the market in the most cost effective manner. 

And also, part of the reason why our prime ratios are higher, as I’ve also explained is that, there are a number of regulatory issues where instead of us being able to deal directly with National Payment System, we have to go via certain routes. All of those things, if  they were to be dealt with, they would then help obviously and in fact, reduce the costs.

MR PETERSEN:
And create, as it were, more space for you to expand based on the reinvestment of profit?

MR LUTHULI:
Yes.

MR PETERSEN:
Right. But you did indicate in your written submission that the Financial Services Charter had been an important element in pushing the major banks to extend their networks to remote areas. That’s on page 8 of your document. Do I understand that correctly?

MR LUTHULI:
Yes.

MR PETERSEN:
Yes. So that was a non-market intervention which produced a market consequence. Well, in regard to your own pricing you have indicated, as you did in your document that your pricing is competitive with the pricing of the major banks, but I think you, it was indicated today by Mr Shabalala and also in the document, that your prices, obviously the prices are related in some way to your costs and you are very forthcoming in explaining that to us, which is much appreciated, but you do indicate that your prices are based on following or aligning with those of the major banks as well.

MR LUTHULI:
Yes, for us to be competitive we also have to look at what the market is doing, so that we can - whilst we know that these are our costs, we then have to benchmark and say, “This is the pricing where we would be able to provide a service to the customer .and be able to attract customers to be deal with us as well.

MR PETERSEN:
I understand that that is the reality of participation in the market for a small player, but if we now just shift for perspective and look at it from the customer’s point of view, whether that is competitive pricing or not would depend upon whether the pricing by the major banks is competitive. You may be competitive with the major banks but it begs the question of whether the major banks prices are competitive. Would that be fair?

MR LUTHULI:
I think that’s a fair comment.

MR PETERSEN:
And so we have to get into that in due course. Now, one of the objectives of the Competition Act and one of our objectives in conducting the enquiry is to force a competition, bring down prices for consumers. Now relating all these elements together your relatively narrow profit margins, connected with your relatively high costs, some of which are to do with the regulatory environment, others to do with the realities of rolling out services where volume is, at least initially, very small and the fact that you are constrained on the other hand, by the pricing of the major banks, against that background, if we were to succeed in getting the prices charged by the major banks to come down significantly, what would be the impact on your prospects?

MR LUTHULI:
Currently as we stand there would be quite a significant impact. However, I think one of the things that I’ve also indicated was that one of the things that we doing as well as an organisation is we are looking at how we can improve efficiencies going forward, so that we ourselves can be able, because there will be internal issue which we have to deal with and then there are other issues which I think we have tabled here that as part of this process, we believe that we would like that the issue that are debated, discussed so that they can facilitate the issues of participation by organisations like ourselves. So one would have to obviously deal with also the internal issues and make sure that our processes as well, are required and more effective.

MR PETERSEN:
Thank you. I would like to move to the diagram in your presentation, I don’t know if you can call it back easily. The one headed, “Banking Model for Ithala,” which includes - that’s the one, thank you. Could you just clarify for me in the processes that you have set out there, what precisely is being done operationally by Direct Transact and what precisely is being done operationally by BankServ?

MR LUTHULI:
I think I will also allow Siboniso to come in here. What Direct Transact does, is they do what is called the switching for us, whereby the transaction comes in, then they would then switch it with BankServ so that it can go and be settled in the system, in the process .I think I’ll allow Siboniso to then maybe just take us further from there.

MR SHABALALA:
I think if one maybe looks at the day to day process – can I just start with the next line first so that it’s clarified? If a customer comes in to do a transaction on the third party ATM, in the process we take it directly to BankServ, BankServ being a interactive between the various banking systems, and because Ithala doesn’t have its own system in-house to do the switching in the normal way, then Direct Transact will do that for us. Then BankServ will interact with the Direct Transact and say, “I’ve have got an Ithala transaction here, it’s running on the Payment System, can you verify that this person has got this money and all those things?” Then Direct Transact will interact with our hosting service which, as we said earlier as we said earlier that our system is not run internally, it is outsourced to another service provider.

MR PETERSEN:
Sorry, just to interrupt you, on that diagram that’s up now which is the one after it said, 

“Debit Card Third Party ATM”,

I am mentioning this for the written record. Switching and clearing House, is that Direct Transact?

MR SHABALALA:
Yes.

MR PETERSEN:
Thank you, please carry on.

MR SHABALALA:
Yes, then that’s when the Direct Transact will come into play, they will interact with BankServ to organise the Ithala transaction and then until the end.

MR PETERSEN:
So, is that - what Direct Transact does, is that just a function that is done for other banks within BankServ?

MR SHABALALA:
No, I think other banks have got the internal°... 

MR PETERSEN:
They would have an Internal Department which does what Direct Transact does for you, so you have outsourced what is otherwise done in-house in a major bank?

MR SHABALALA:
Yes. I think there will be two critical functions. One would be the switching and clearing and then the other one would be where ABSA comes into the guaranteed payment. So because we are not a bank, we then can’t perform that function, we then have to get sponsorship from ABSA. The other function of the switching and the clearing, if we had the capacity we could do that ourselves, as well as the hosting which is done by EMID.

MR JALI:
If I may ask, who owns Direct Transact?

MR SHABALALA:
I am not 100% certain, but I think management, it used to be part of Saambou, it used to be Saambou IT, believe TELL as well is involved in the ownership there, but I would have to look for the information, I don’t have it of hand.

MR PETERSEN:
Then it clearly has access to BankServ?

MR SHABALALA:
Yes. 

MR PETERSEN:
Now just moving on from that, in relation to access to the National Payment System, as a general and very important topic in what you have raised, you have called for a serious review and the consideration of alternatives. Do you have specific alternatives already in mind or is this something on which we can hope to engage with you in the further course of this enquiry as ideas develop?

MR LUTHULI:
I believe it is something that maybe we can hopefully engage in during the course of this process, because I feel there are a lot of things that need to be considered. Whilst one would like or want to see a process where there can be access facilitated, but there are also certain controls that need to accompany that to ensure that there’s authenticity in the process.

MR PETERSEN:
And then, finally, just a point of detail, in regard to PTO based lending, that’s “permission to occupy,” based lending, does that provide any actual security for the bank or is it merely a part of checking the credit worthiness of the individual?

MR LUTHULI:
It does provide security for the bank.

MR PETERSEN:
Sorry, we were both using the word “bank” but, in inverted comma’s,

MR LUTHULI:
Ja, we are using it loosely, you are not particularly referring to us as a bank. It does provide certain security because if someone comes to you and says, “I am putting up this structure here,” we then have to then take cession of that right to occupy. Legally if the person defaults, you could be in a position to go and remove the person and then put someone in there, but obviously when it comes to practicality, there could be different scenarios that could apply.

MR PETERSEN:
Thank you very much. 

MRS NYASULU:
Can I come in?

MR PETERSEN:
Yes.

MRS NYASULU:
Thank you very much. I think I am going to give Mr Luthuli a break and then start with Ms Bayoyi if I may? And then I will come to Mr Luthuli later. In terms of the presentation done by your CEO, Mr Luthuli, and I believe you are in charge of Compliance specifically within the bank. One of the things he mentioned was, he used the word “tri-lateral,” now that’s very unusual. In the banking environment they would be talking about bi-laterals. Why are there tri-laterals in the Ithala context?

MS BALOYI:
Bi-laterals are meetings between the auditors and bank, and tri-laterals is the Board of Directors, the auditors and the bank, that’s the three.

MRS NYASULU:
Okay, I think it’s a difference in terms then, because most banks will talk about bi-laterals being just the meeting between them and SARB, irrespective of who else is invited, but I understand where you are coming from. Just coming back to the DI Returns specifically, within the Ithala context, and I am bringing them in to try and tease out some of the issues on the cost to income ratio. Now in the normal, I used the word “normal” I am now going to sound like I normally, let me say Big 4 Banks, DI returns are really part of the system and computerised, whereas and your context as I understand it, are still to a large extent, manual.

MS BALOYI:
They are not.

MRS NYASULU:
They are not? And would they be through your systems or the systems operated by a third party?

MS BALOYI:
No, through our systems.

MRS NYASULU:
Through your systems, okay, thank you very much. If I could then go to Miss Chiliza, on your Branch Network - Ithala has a branch network of forty-seven, which in terms of the presentations file Mr Luthuli, add considerably to your cost structure. Now in the same presentation he also said that everywhere that you are, and I have looked at your footprint, everywhere that you are there is now one of, the Big 4 is also represented. Now, if you look at, and luckily for us, the Big 4 are all publicly listed entities and therefore their information is available to the public, it hasn’t done much to their cost to income ratio. How would you explain that?

MS BALOYI:
You mean in the sense that other banks are in our areas that°... 

MRS NYASULU:
Ja, in other words they are now doing, they are now reaching as far as you are in terms of the Financial Sector Charter, so they are now, they now have a presence pretty much where you have a presence. They all sit, call me a liar, but they all sit at about a cost to income ratio of about 60% which is the norm as Mr Luthuli alluded to and yet they wouldn’t have the same kind of costs as you are incurring by being in remote areas. How do you explain that?

MS BALOYI:
I think the difference with us is that up until 2004 we had book-based accounts only, and book-based accounts are proven quite expensive, are more expensive than accounts that are hosted electronically, that is No. 1. So, it is more expensive for Ithala to run its operations than any other bank. And then in 2004 we introduced the Debit Card. With the Debit Card as well it’s more expensive for us because other service providers that we are paying for that other institutions do not have. So those are some of issues that are a problem.

MRS NYASULU:
Okay, I think I’ll give Mr Luthuli …

MR LUTHULI:
Can I add, can I add to that question?

MRS NYASULU:
Ja, sure.

MR LUTHULI:
I think also one of the other critical things that we possibly have to look at is that, No.1, if you look at where the other banks when they go to some of the areas, they don’t go with fully-fledged banks, they come with container type banks that they can move around and the cost structure obviously changes drastically, if you look at that. 

Secondly we have got a very limited product range. I shared that we have got savings based products and we have got loan type based products which are very simplistic and limited. We do not have micro-loans, we do not have credit cards, motor vehicle finance. If you look at where the growth has been coming from, from other banks that could be coming from those types of products. They also have got other dealings which bring them a lot of, what we call, unfunded income, your corporate type deals that they do, so all of these things contribute to towards the lowering of the cost to income ratio to the level that we see other banks operating at, which we currently do not have.

MRS NYASULU:
Okay. If I could come to you then specifically Mr Luthuli and just to follow up on the same thinking that you have just put on the table, are you then saying that because of your lack of access to National Payment System, you would be unable to offer some of those products, take the asset based products, what is it in the way that you are structured and the way that the National Payment System is structured which stops you from being able to provide, and let’s just stick to the asset base product?

MR LUTHULI:
There are two issues, one of the issues was that when Ithala Limited was initially established the mandate under the operation was that, “You will mobilise and you will offer,” so then that’s why we have those two as the key pillars of the business. Having said that, we are now having discussions in terms of how can we expand our product range because for us to able to entice customers, it is very difficult if you come in with a very simplified product and you say, “I will only offer you a Debit card,” whereas someone else can open a basket of other goods as well, accompanying that Debit Card.“ So we are now in the process of exploring how we can improve on our basket of products. 

Then taking it specifically to access to the Payment System, there is - the issue of lack of access to the Payment System does not necessarily restrict the types of products that we have, it then comes with the issue of the costs that for you to be able to access the Payment System, No. 1, you need to be a registered bank and there is certain cost, in fact, there is some research that I read where they were saying “It will vary according to the institution but you will be require at least about R9-million to R10-Million as start-up to be able to then set up your own operations and gear them towards National Payment System and being a member of the bank sector.

MRS NYASULU:
Okay  can I just interrupt you to tease that one out – would you say it’s fair then to surmise from what you have said, that your limitations are really imposed by a mandate rather by access to the National Payment System? And the reason I am asking you that, is you do have access to the National Payment System and I accept, through another bank which has it’s costs, but you are carrying those costs anyway for your Debit Card and everything, so you are already in the National Payment System, no matter what it costs you through sponsorship. So presumably you should have been able, sorry°... 

MR JALI:
Sorry, I saw him nodding his head. are you agreeing with what°... 

MR LUTHULI:
No, I am acknowledging what is being said, I am not agreeing.

MRS NYASULU:
Okay, I’ll give you a chance.

MR JALI:
Oh, you are acknowledging, okay, I saw you nodding your head, I just wanted to make sure because it’s not recorded.

MRS NYASULU:
Okay, thank you for acknowledging it and I will give you a chance to disagree with it, but just bear with me because I am trying to understand it. You are in the National Payment System already by being hosted by ABSA and I do acknowledge that it does cost you, but you already have that cost to do some of the other things that you do. So I am trying to understand whether what stops you from expanding the range of products is really your mandate, a narrow mandate as opposed to the National Payment System itself. Would that be a fair question?

MR LUTHULI:
Maybe, just to clarify the issue of the mandate, I think what I indicated earlier on was that when we started, that’s how we started as the two pillars, but the mandate does not restrict us to offering those types of products, hence why we are now having discussions as to how we can expand our basket of product offerings. So the issue of the mandate is not, it doesn’t say to you, when to do this, but it’s how the Ithala Limited was set up initially and that’s what was agreed at. These are the two pillars of the business, that’s the first one. 

Now maybe coming back to the issue of the Payment System, I think, as indicated I think one of the things that one was stressing was the current system as it stands is not conducive for small players like ourselves, so it’s …
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MR LUTHULI:
So the point that, maybe one is trying to make is that we need to review the requirements, we need to look and say, “Can the system as it stands, be able to then be divided to accommodate other players who have got these simplified needs? That is the first one, or secondly can there be an alternative to what currently exist, so that it can cater for the needs that we currently have as small players?

MRS NYASULU:
Okay, just one other question then has to do with the slide that you have put on the table which was on the banked/unbanked, so that you could explain to me to clarify this, it was a bar chart, that’s the one. So that I understand what that slide is saying, what you have shown, I have never been able to work out which is the Y axis or X axis, the vertical one, does that indicate that the number of people within LSM and your market share within that LSM?

MR LUTHULI:
No, what that indicated, what we have done is, we have done some research in our area of operation itself, that in our area of operation when you look at LSM 1, the type of customers we deal with, this is how their saturated. So that 69% is the type of customers that we would want to bank, out of them there is about 69% that would be LSM 1 and they are unbanked.  That is how that works and. the blue one is to say in is the type of our preferred customer, in our area of operation, there is under LSM 1, about 8%. That’s how that works. And the arrows going across there illustrate that in our preferred area of operation and also in our preferred target market that this is the spread that we currently have, we are servicing people from LSM just about, round about two to about say nine.

MRS NYASULU:
Okay, so if I were to understand here, are you saying that the whole spread from LSM 1 to 10 is your preferred area of play.

MR LUTHULI:
It doesn’t go up to ten, we would obviously like to play throughout LSM 1 to 10, but currently, if you look at for example the loan product, we have got loans that you can classify and say within our preferred target market in our area of operation, we have loans that we have given LSM 2. And we also have loans that we’ve given to LSM 9, that’s what that means.

MRS NYASULU:
Thank you. My final question is, and it’s a dilemma that I have been trying to understand what exactly is competition? Does competition mean that everyone should be able to compete and have the same thing in the same market, or does competition mean that someone has to look at where the niches and the gaps that are not filled by someone and take them up? And I am not asking you that question, I am saying it’s one of the issues that I am battling with. So, following on that and looking at that, would it be fair to say that in fact, the Big 4 are not competing in, that in fact, you have free run in LSM’s,  1 say to 5 and that where they are competing mostly is 6 to 10 where you would like to be in the future?

MR LUTHULI:
I would maybe disagree with that, because given No. 1, the FSC the charter, and secondly the practicality, I think I did illustrate with the map, where we said, this is where we operate, and if we go back maybe five, six years ago there were at least ten areas in that map where we were currently represented and there were no other financial institutions. That picture has changed completely, in fact, there are now even areas where we are ourselves, are questioning whether should we be there, where you are finding other institutions? So I would say that there is a lot of focus on that turf that we had been operating on a lot in the past, as well as the basket of thing that are being offered. I think I alluded also to plugging with micro-loans as well as the types of Mzansi account which particularly focus on lower end market. I would disagree with you on that basis.

MRS NYASULU:
Okay, Chairman if you would indulge me one last question, on the same slide that Advocate Peterson pointed you to, which was the one that says, “Debit Card third party ATM.” Would you say that some of your costs actually arise out of the fact that you have, and I think the person who sits in that hosting service provider is an external provider where you own the systems but they have a management contract although people are not managing the system?

MR LUTHULI:
No they own the system.

MRS NYASULU:
They own the IT Infrastructure?

MR LUTHULI:
They own the IT infrastructure and they provide a service to us.

MRS NYASULU:
Okay, that’s different to what I picked up in the written submission, I thought Ithala owned their infrastructure or unless you were referring°...

MR LUTHULI:
No we were referring …

MRS NYASULU:
… to Direct Transact.

MR LUTHULI:
No, there are two – we’ve got our own pricing infrastructure which currently hosts some of our products, then we have got the Debit Card product, which is then posted by EMID and the switching is done by Direct Transact. So they own the system, it’s their systems and we it’s just for the service, we have an agreement that they would provide the service. So that is imperative, referring to our own IT, if you look, look at the book-based for example, they are all hosting and managing that, there is no external intervention. 

MRS NYASULU:
Okay, so it’s not possible for an Ithala customer who uses a third party ATM to then go through BankServ to a switching and clearing house to Ithala directly, it has to go through the hosting service provider as well?

MR LUTHULI:
Yes.

MR JALI:
Would that cost then be a cost which will directly be reflected in a customer’s account? What is it called? The cost of Direct Transact.

MR LUTHULI:
No, how the whole thing works is that, there is set cost that if you go to another ATM, there will be a Saswitch fees, which will be X amount, but we as Ithala would then offer all transactions that are needed via Direct Transact and we then pay them a certain fee. So there is a thought for the customer to say, “If I go to withdraw, say, at Standard Bank or ABSA or any bank, I will then pay a certain fee because I am not using my own ATM.

MR JALI:
What I am trying to establish is whether that cost would be in addition to the other figure you are talking about there, the Saswitch fee?

MR LUTHULI:
To the customer?

MR JALI:
Ja, to the customer,

MR LUTHULI:
No.

MR JALI:
Okay. You had a discussion with Mrs Nyasulu about you mandate versus the access to National Payment System. I was just wondering whether - then you talked about looking into the possibility of increasing the basket or services which are being provided. Are there any particular limitations or reasons as to why for example, you wouldn’t be offering credit cards? Because I see everybody is offering credit cards, including cellphone companies, as you rightfully referred to.

MR LUTHULI:
There is no particular reason why we shouldn’t be offering credit cards. In fact, those are all the things that are still planning going forward.

MR JALI:
So it’s got nothing to do with the National Payment System or anything like that?

MR LUTHULI:
Ja, we would, obviously, because we currently have an arrangement where are sponsored, so we would use the same avenue to be able to do that. I think the point maybe that I need to clarify, which I was trying to make is that, once we have access to the National Payment System, it’s a long winded route, with a lot of difficulties where we are not even represented in some of the structures that we believe we should be represented, so that‘s why we are proposing that the next structure needs to be simplified so that we can have direct access and we can participate and be included in discussions that take place. So, the two, maybe we just need to separate the two and look at them separately.

MR JALI:
No, no, we acknowledge but there are limitations I think this relates back to the point which Ms Nyasulu raised about the fact that you are already there in the system, in that you are being sponsored. It’s just an additional product, basically. Everybody seems to be going on and being sponsored. 

Now, going back to your submission, to which Mr Petersen also referred to on page 8, you came across as welcoming the new entrants, I don’t know whether I read that correctly, saying there, there was Mzansi and then after that moved into other areas and then you are sort of appreciative of the fact that people are moving into the various areas. Now I am trying to understand that and also you make reference to the fact that even retailers are going into banking. Now I am trying to understand that position as against the submission you made earlier on where you said, there are a number of new entrants, maybe there is a need for them to be regulated. 

Now why – to me it sounds like a bit of a contradiction. In your submission you are welcoming the fact that new entrants like retailers are coming into the market, now you are saying the new entrants maybe need to be regulated. The impression I am getting is, they are not really welcome?

MR LUTHULI:
No. It’s not, there’s no contradiction at all. I think what we are saying is that in principle we support that there is competition, we support that there is level playing field, but the issue that we want to raise on the other hand is that whilst that is happening, we then need to make sure that there is proper, in order to consent the banking scheme, per se, there needs to be – to make sure that as and when new people want to come on board, then there is regulation which will make sure that they operate within a certain parameters. That is the point that one is making, it’s not that contradicting with what we are saying, when we say we welcome new entrants, we are just saying if - there is a lot of influx of new entrants and there’s no review in terms of making sure that there is regulation. Even also in certain instances, as I was indicating, perhaps specific regulations need to deal with those particular type of entrants. so that there is harmonisation in the whole process and we protect the integrity of the banking industry per se. That’s the point one is making.

MR JALI:
But I would have thought when they entered the market they are regulated anyway. Now if you are, a submission is they should regulated, that means you are saying, “Put more regulations to limit the - I am just trying to get clarification so that I could understand your submission clearly.

MR LUTHULI:
Maybe just to add one comment, is that maybe the point that one is making is that, when you talk about regulations you can’t say there’s one regulation which will deal with everything. There needs to be specific regulations to deal with specific scenarios, thus ensuring that whilst we are encouraging that we need more participants for the benefit of the consumers, but one should also maintain the level of these institutions.

MR JALI:
And then, maybe this might be a question directed at Mr Shabalala. You made a submission, I think it was started by Mr Luthuli who said there is s study, I think he was referring to feasibility study, which had reflected that your transaction cost were actually higher than, they were like No.2 in terms of being more expensive in transaction costs with regards to a certain product. And then you said that’s not necessarily true, then Mr Shabalala in explaining the point, talked about the fee structure and said in working out your fee structure you consider the costs you pay to your providers, because you have got service providers, and also you look at competition and then you cost it accordingly, looking at competition. But, now I am trying to understand why then do you say it’s incorrect that you are the second most expensive, because I still don't get – maybe I missed something in your explanation as to why then that is incorrect, because if that’s what you look at, it does not necessarily mean you cheap? Maybe I misunderstood something, in the explanation.

MR SHABALALA:
I think when one looks at the study, obviously they look at certain number of transactions, certain scenarios, at the figures, and if you look at that particular scenario and this is how the banking, the whole thing, how the consumer will act, but if one looks across, all the prices that we charge to the customers and compare it, all the products, you know, product range that we have, then we will not be second most expensive. Some products, yes, we might be No. 2 but other products we are the cheapers. If you look at the basket we are not the second.

MR JALI:
So you are looking at all the products? But I thought that study was only relating to certain transactions, not all the products which were being offered by the various banks.

MR SHABALALA:
Ja, as I am saying, not all the products. The study just gives the impression that Ithala is the second most expensive on all the products. 

MRS NYASULU:
I promise you this will be the last one. I was just curious, because one of the things you raised as increasing your costs is the cost of communication. Now again I am trying to understand why you would be different from any other bank, it’s not as though you stand a loner out with the matter, they use poster, they use radio, they use print, they use outdoor, in fact, they use television, which you don’t, so why are your costs higher, communication costs?

MR SHABALALA:
When we said that we said it particularly relating to remote areas, remote banking, other banks they have high volume level.

MRS NYASULU:
So are you saying it’s cost-subsidisation?

MR SHABALALA:
Yes.

MRS NYASULU:
Okay, that’s fine.

MR JALI:
Mr Luthuli, Mr Shabalala, Ms Bayoyi and Ms Chiliza, thank you very much for coming, indeed we really appreciate your interpretation. We will take a short adjournment to give the next group an opportunity to set up. So we will break for about fifteen minutes. Thank you very much.

MR LUTHULI:
Thank you for allowing us the opportunity to come and state our case. Thank you.

MR JALI:
Oh, before I forget, Mr Luthuli, if we could have the presentation sent to the Enquiry Manager electronically, please. 

HEARING ADJOURNS

---------- 

ON RESUMPTION

MR JALI:
We would like to welcome the Ethekwini Civic Forum, Mr Naidoo and the rest of the team, welcome, of course you will introduce the rest of the team.

MR NAIDOO:
Thank you. I am Siva Naidoo the Secretary of the Ethekwini Civic Forum and I welcome the opportunity to address the panel this morning. Firstly I want to warmly welcome this enquiry into Competition and Banking which I believe is long overdue. 

The Ethekwini Civic Forum is a mass based community organisation comprising of forty-two civic and ratepayer organisations in the greater Ethekwini Municipal area. We have a particular interest in the banking industry as many of our people in the Ethekwini Municipal area are affected by what we believe are inequitable and lack of pro-poor banking practices. 

It is our considered view that a fair number of our people who are economically active, certainly do not have access to finance and other banking facilities. Whilst we welcome this Enquiry, we want to state up front that the terms of reference of this Commission is very limited, there are a number of problems that our people have with the banking industry in general, these include amongst others, social exclusion, the poor are excluded from the formal economy through lack of access to finance capital. 

Lack of banking infrastructure and facilities further complicates and discourages economic activity in poor areas. Lack of financial literacy, thereby not appreciating the benefits of existing banking resources. We understand that the above critical issues fall outside the mandate of this Enquiry and therefore we would welcome the Commission pursuing these matters in the not too distant future. As the eThekwini Civic Forum, our immediate concern is to represent our constituency in highlighting the problems of high bank charges and easy access to banking facilities and halls. 

But before we get into our submission proper, I want to briefly introduce ourselves, tell you who we represent, what our role and function is, as an organised civic movement. This morning I am joined by friends and allies of the eThekwini Civic Forum who have consistently supported the ECF campaigns. They will share their own experiences of the banking industry and they are, seated immediately on my left is Mr Basil Meintjies, unfortunately Mr Dhanjay Kassie is not here with us, we have Miss Stella Rai and Miss Nevana Srikissoon. They have a number of questions and concerns which they will raise as individual banking facilities. 

In addition I would also like to introduce to you Mr Ranjith Choonilall, the president of the 1860 Pioneers Foundation who will share his organisation’s experience with the banking industry and this presentation will demonstrate how an overall civil society is affected by bank charges. Mr Choonilall is seated right behind me, so he will join us as a speaker later.

BACKGROUND

Now just to take you through the background of the organisation. The eThekwini Civic Forum was officially launched on the 3rd December 2005, consisting of forty-two founding civics and rate payer organisations in the eThekwini Municipal area. This occasion for us marked the historic point in the struggle by communities to finally establish a legitimate agency and voice with their eThekwini Municipality, Provincial and National Government and other organs of the state.

Our constituency stretches from the boundaries of uMkhomazi River in the South to the Tongaat River in the North and as far as Cato Ridge in the West, with the Indian Ocean as the Eastern boundary. The total area of the unicity is 1 366 square kilometres with the population of approximately 3.9-million.

The major characteristic of the municipality is its diversity in terms of population income and social activities. The eThekwini Civic Forum since its formation in December of last year, has been officially recognised by the eThekwini Unicity Council as the broad based representative of the people of eThekwini.

The role of the forum includes, amongst others, being the clearing house for prioritising the needs of the community, engaging in the planning in the integrated development plan processes, budgetary and other consultation processes of the eThekwini Municipality and other organs of the state. Monitoring municipal service delivery across the eThekwini Municipal area, representing the views of civics where interventions and corrective measures are necessary in service delivery implementation or in any other local government process and lobbying and influencing the municipality, provincial and national government and organs of the state on common issues and concerns of communities and engaging our constituency on policy, legislation and developmental challenges.

Our submission is firstly based upon the forum’s understanding of those barriers that our people in the townships and poor areas experience and secondly it is our wish to make critical recommendations to ease the negative experiences our people undergo daily.

BARRIERS TO MAXIMUM USE OF EXISTING BANKING FACILITIES

Banks are viewed as being foreign institutions. It is common experience that poor people from the townships and rural areas view banks as foreign. People also base that understanding of banks on previous negative experiences of others. People then generally interpret banking facilities as taking our money. Banking and potential consumers are frequently intimidated by the language and presentation of the information and they have indicated to us that sales staff and intermediaries are generally unable to explain service charges or how they are calculated. Majority of our people generally get to know of bank charges or transactions after the fact, or they may not understand them at all. Usually these transactions entail sending money home or sending money to the farm, which carries a high administrative fees.

It is a common complaint that many people have to travel long distances to banks for relatively inexpensive money transactions. Reaching these banks is a burden and is usually accompanied by high risk of losing cash or purchases. This lack of financial services is reinforced by the geographic location of bank branches and rationalisation in banking infrastructure, largely as a result of economic factors. The effect of this is that black South Africans in general are constantly relegated to non-bank and marginal credit providers, whether to finance business, education, housing, funerals or other items. 

Moreover, amongst impoverished communities, workers and worker families, it is ironic that very little of the robust economic growth our country experiences, has led to significant economic opportunities and employment. In our view, a significant contributor to this irony is lack of access to fair and affordable financial services which in our view is a prerequisite for promoting local economic development and the growth and development of small medium micro-enterprises. Here we do not mean access to reckless granting of credit.

The Financial Sector Charter, and I quote,

“Agreed that strategies would be put in place to ensure that the financial sector is more efficient in the delivery of financial services, which enhance the accumulation of savings and direct them to developmental initiatives. Insofar as it relates to access to financial services, specific actions were agreed to.”

These include ensuring the provision of first order retail, financial services including sustainable and affordable banking services, contractual serving schemes, credit for small and micro enterprises for households, the development of sustainable institutions to serve poor communities, the regulation of credit bureaus, discrimination, HIV/AIDS and supporting higher levels of saving and investment overall.

The eThekwini Civic Forum strongly advocates for the realisation of these commitments in every community in South Africa. Poor people generally experience several add-on costs as part of their banking experience. These include high transport costs, subsistence costs and stress associated with the risk taking. Many of our people are senior citizens, people who are mentally and physically challenged, women and youth and the large majority of people, particularly the poor, lack in knowledge of the banking system and how it works.

It is common cause that many South Africans, in particular, from black communities, are unable to open bank accounts for various reasons. These include, amongst others, lack of banking prerequisites such as employment records, payment slips, definition of who is employed, South African identity documents and undocumented persons, foreigners in particular, inability to prove physical address, many live in informal settlements where the numbering of houses and street names remain a huge problem, no credit history or financial profile, lack of knowledge of competition and banking.

Overwhelming numbers of our people are not motivated to say, or it appears, that there are disincentives for savings. The stark fact could be due to the fact that large numbers of our people are unbanked, in the first place, or do not have access to financial services. If the poor do save, the returns on savings are low, which further acts as disincentive. The poor also do not have large amounts of money to save, making them unattractive to banks in general. 

As eThekwini Civic Forum, we want to propose to this Enquiry, make some recommendations for lowering bank charges and to improve efficiency in this sector. Firstly, we believe the most critical recommendation that the eThekwini Civic Forum wishes to make is for the development and implementation of a banking charge norm. This will allow special arrangements for the poor and the unbanked. Secondly, there should be minimal or no bank changes for some beneficiaries such as social assistance beneficiaries and youth. Thirdly, we believe that banks must install more ATMs in poor areas with a view of lowering add-on costs such as transport. Suitable sites, in our view, could be public facilities, such as schools, hospitals and local township shops.

The fourth proposal that we would like to make is that banks and their representative organisations must provide financial literacy programmes in areas such as consumer education, how to minimise costs by using own banks and what type of transactions incur the least costs. In addition, banks must provide institutional and financial support for financial literacy programmes. Government must also beef up its regulatory oversight over the banking sector, which in our view should be pro-poor and embrace international best practice. Regulatory oversight must be informed by consumer protection standards and regulatory approaches in countries that are amongst the leaders of this area of regulation.

The eThekwini Civic Forum is of the firm view that the relevant government authorities gather an international reference group to consider and comment on the merit and weaknesses of our current bank charges in South Africa. Lastly, the banking industry must engage in the review of the banking products and charges in consultation with stakeholders and potential users. 

In conclusion, the eThekwini Civic Forum is of the opinion that banks and banking facilities could provide avenues for enhancing the lives of the poor. If the poor had access, better access and the capacity to build personal assets, they would helping themselves out of poverty. Banks therefore could stand also to gain from growing affluence and prosperity of people in general. 

This submission has been made from the point of view of partnering the banking sector with the assistance of government, to improve the lives of ordinary citizens. It is our strong belief that if the lives of the poor are enhanced, then all can share the multiplier effect for greater prosperity. I thank you.

MR JALI:
Thank you Mr Naidoo, your presentation will be Exhibit X. We will just task a couple of questions, if the panel has got any questions, just for purposes of clarification.

MR BODIBE:
Thank you Mr Naidoo and your team. Could you explain what do you mean by “high banking charges,” maybe by an elastration?

MR NAIDOO:
My members who are accompanying me here are going to deal with the actual costs, the charges, so they would be more competent to speak because they are directly affected by them. So if the panel wants me to proceed, I call on our first speaker to present, but before that if there are any other questions of clarity in terms of presentation, I would be more than amenable to respond.

MRS NYASULU:
Ja, Mr Naidoo, just one question for clarification, you talk about the fact that you believe the banking system should embrace what you have called, “international best practice,” would you care to explain what exactly you mean?

MR NAIDOO:
Unfortunately we had little time in making this presentation. You know, I think we need to learn, we are thirteen years into our democracy and we boast of having a very sophisticated banking system in South Africa, and never before has the issue of bank charges been raised in the way that it has now, particularly over the past five, six years and that particular campaign was led by the Financial Services Charter Coalition. So not much research we’ve been able to do in the interim as eThekwini Civic Forum but our allies and partners, FSCC, would most certainly be pursuing the issues of doing the comparative studies of what these charges are in other countries. 

Now, unfortunately, we’ve been, we do not have the good fortune of having our colleagues and allies from the School of Development Studies at the University of KwaZulu-Natal, in particular Professor France Lund and Caroline Skinner who are eminent researchers in our part of the world, who have done studies on the informal economy and in particular have done economic analysis of how poor people, in particular, those in the second economy, formal economy, those that live in the abject poverty and squalor are affected by bank charges. 

These are the critical issues that we as eThekwini Civic Forum will be dealing with in the next too distant future. So when the Commission is coming to us in the second round which possibly will be in April/May, we will have done some preliminary research around these costs, what they are here and what the comparative costs are elsewhere. 

If there are no further questions, I would ask my colleague here Mr Basil Meintjies to share his experiences with the panel. Basil is going to be followed by Stella Rai and thereafter by Nevana and the last presentation is going to be done by Mr Ranjith Choonilall who is the president of the president of an Organ of Civil Society here in KwaZulu-Natal, the 186O Pioneers Foundation and Ranjith will occupy this seat after Nevana.

MR JALI:
All right, you may proceed. I see there’s a summary of submissions from the Friends of the eThekwini Civic Forum, I’ll mark that Exhibit X1. All right, you may go ahead.

MR MEINTJIES:
Thank you Commission. I would like to start my submission, it’s not the oversight, the first page, on top it says,

“Commission on bank charges.”

If you can just follow from there, thank you. Okay, first point I would like to speak about is social responsibility.

MR JALI:
I am confused, which one are you saying it says,

“Commission on bank charges?”

MR MEINTJIES:
If you just flip through, you should see a paper on the top it says,

“Commission on bank charges.”

MS SRIKISSOON:
I can answer that. It’s in your submission, it’s the last set of stapled documents.

MRS NYASULU:
“Point 1, Social

Responsibility.”

MR MEINTJIES:
That’s correct.

MR JALI:
Is this the document?

MR MEINTJIES:
Yes, if you can follow me on that.

MR JALI:
Okay.

MR MEINTJIES:
I appreciate it, thanks. 

“Social responsibility – the banking industry, particularly the Big 4 banks, should take note of other industries in government institutions that act in a sensitive manner towards the unemployed and low-income earners.”

I’ll use the example of our eThekwini Municipality where I work, and I am able to give you examples of how the municipality has actually developed their policies to actually look after the poor and residents.

“Local authorities, for example, eThekwini Municipality, caters for the needs of these vulnerable groups via the following methods – a certain portion …

and I can give it to you, it is 6 kilolitres of water and 30 kilowatts of electricity is supplied to people, all the residents of eThekwini region. It doesn’t matter what your income is, you get those basic benefits.

… is supplied free of charge to all residents.” Various organisations are exempted or pay rates to a lesser degree than businesses or residential homeowners.”

For instance, we do not charge rates on educational institutions, let’s say, parks and leisure institutions also do not pay rates. We have incorporated it into our policies of eThekwini Municipality which is a local authority.

“This is particularly relevant if you consider that little distinction is made between businesses, employees, non-profit organisations as well as the poor customer who are charged in a similar manner by the banking industry.

This forces a question as to whether the industry should be regulated in a similar fashion as the pharmaceutical and dispensary companies. Many foreign companies are looking for new markets where profits can be made. In my considered view, they have looked at the various industries in markets and found them non-regulated in South Africa.

This non-regulation allows these foreign companies to enter the market and raise tariffs and charges which would never be allowed in their own countries.”

For instance, America and the Europe.

American and European companies are increasingly looking at countries like, India, China and African countries where the cost of production is low. This can in fact, be dealt a non-regulation by government and lower labour costs. I therefore ask this Commission to find ways to make the banking industry more sensitive to social responsibility. This should be pursued even if it means greater regulation of the industry.’

My second point would be basically ABSA, which I bank with, especially the ATM charges, the rates –

“ABSA Bank has, amongst the Big 4 banks, arguably the highest number of ATMs across the country. The initial purpose was to allow for a banking facility that would allow customers to make routine transactions in remote areas without visiting a bank.

It was designed to lower the cost of doing business, as fewer bank branches would be required. 

I’ve investigated the ABSA’s ATM charges. I am convinced that the ATM facility has become a profit making facility and not merely a way to reduce costs.

There are certain examples where I believe customers should be charged less or not at all.”

Point 1 would be bank balances.

“Viewing the amount on the screen or printing a slip can acquire a customer’s bank balance at an ATM. The question I would like to ask is how much it costs the ABSA to access the information and having it presented on the screen? Surely not R1.00 that it charges indiscriminately.”

And I would like to make reference, most banks do charge for a bank balance, even if you only view it on the screen, which means there is no paperwork, no printing, nothing going on except putting your card in, accessing it and getting the information that you need. It’s all electronic. The second charge would be the fixed and variable charge also known as step charge –

“When withdrawing or depositing money, an amount of R3.00 is charged on the Gold Savings Account …

which I have,

… as well as 90c per R100.00 thereafter.”

It’s 0.9% of every R100.00.

“I can understand that a certain amount will be charged based on the cost that the bank has to incur or facilitating the transaction, but why build in a variable charge?

I believe this charge is designed to make profit for ABSA and not to cover the cost of the transaction. The above fixed and variable charge is used mostly on all the different types of accounts except the Mzansi and Mega U accounts …

which is for students. My third point would be, fee charged on deposits –

“ABSA Bank charges individuals for deposits made on their bank accounts. The rate is R1.05 fixed and 90c for every R100.00 thereafter.”

Yet again, the same as the top.

“ABSA uses a common investment practice where excess funds in customers’ accounts are pooled together to fund other activities that accrue interest for them. This is done on a consolidated level.”

And is a normal investment practice used by many companies.

“It is common investment business practice to take the overall consolidated amount that exists on all ABSA accounts and invest it in other facilities, for instance, granting credit or financing vehicles or home loans. A small balance is kept by ABSA to balance the daily cash flow requirements.”

I would like to point out to the Commission that it’s not as simple as I put it there, there are various technicalities, but this is the gist of it.

“The benefits, interest accrued, of using these funds is kept by the bank and not passed on to the customers. I therefore asked, why we are being charged for giving the bank money for its own operational requirements? If ABSA did not have these excess funds, they would have to acquire it by raising funds through fixed deposits. This would lead to higher interest rates being paid, which would mean an increase in operating costs.”

So in fact, we are actually giving the bank money to run their day to day activities. 

“I believe the government must regulate this aspect of banking as there is little relation between bank charges and operational costs. Why should the customer be exploited for a facility that was initially developed to reduce operating costs in the banking industry?”

I thank the Commission, that’s all I have.

MR JALI:
Thank you Mr Meintjies. Are there any questions?

MRS NYASULU:
If I could just ask a question, would you consider it fair, and I know you’ve used examples of a Metropolitan Authority for instance, has pro-poor interventions, would you consider it fair to say that businesses go into businesses to make a profit and therefore that their view is very different to a government institution, for instance?

MR MEINTJIES:
It’s a bit unfair to use local government as an example when you consider the banking industry. We must consider that a banking company, for instance, is taking money from the community, it is in the community, it is actually part of the community. Surely that, the bank should actually acknowledge that it is part of the community and it should be giving back, it’s a common practice. In America, if you do not do this you do not succeed in business as well as in Europe. But you find that those countries are regulated. 

You should look at it that a bank is in the banking industry, it is taking money from the residents, it is facilitating banking, so it can actually improve at the normal residents’ way of life, but it should also give back. It is a common practice and common belief as shared by many managers at top levels.

MRS NYASULU:
Thank you, and just one other question for clarification. You raised a point which I find very interesting, if I’ve understood it correctly, it is very similar to what has been called bulking in insurance environment. Would you just explain a little bit for me, I might be misunderstanding, and that relates to fee charged on deposits, on the second page of your submissions?

MR MEINTJIES:
Okay, no problem. I would just like to relate to my experience – I’ve actually worked for the eThekwini Municipality Insurance Section, not insurance, Investment Section. Now what happens is, we do transactions through the banks, so we do a similar operation as the banks where we have fixed deposits, we actually charge the banks. Maybe I shouldn’t use that example, maybe I should look at the banking industry. Okay, it will actually clarify it for you. What happens is, they are getting 100 000 accounts and in that 100 000 accounts, people deposit money and withdraw, but overall they deposit the balance, let’s say, R200-million, just for example. 

Of that R200-million, it’s not going to be kept in that account and wait for you to withdraw it, the bank will not do that. What it does is it uses that excess funds, let’s say, R200-million, they only need R20-million, day to day, so they are going to leave R20-million there, the R180-million they are going to use for other ways of making money. So in effect, the R20-million, is there for the normal customer to withdraw, the R180-million is there for them to use as and when they like it, given micro loans, which is cash in your account where they give 60%, 40% interest over a certain period, do fixed term deposits at other institutions, it’s losts of  ways, they get that interest that they accrued from the normal customer they give them micro loan. My brother has got a 60% micro loan.

The bank receives that 60%, what does the customer receive? Nothing. So why are they charging us for giving them money to run their day to day activities? A bank makes primarily money through micro loans, mortgages, vehicle finance, I am sure there’s a couple more which I am not naming, but we are giving them the funds. If they did not, they would have to go and give fixed term deposits to municipalities or pension funds who are actually looking for investments and increase their interest rate they allow for the deposits, which means their operational costs would be higher.

MRS NYASULU:
Okay, I am with you. And the final question relates to the, I think it was the enquiry for bank balances, the Point A, “bank balances.” Do I understand you correctly that you say that you object to the R1.00 being charged – let me ask you differently, are you certain that the bank would charge you the same, whether you have asked for an onscreen display enquiry on the balance as if you have drawn a printed statement, on the bank balances?

MR MEINTJIES:
Okay, no problem. If you can just look – I am just looking for any which one of the accounts ABSA has. Balance enquiries, okay, I am just going to use the example of the Gold Account which I have. You can go through and look for the Gold Account, but it’s not very important. What happens is, on their brochure that they have, let me just get it …

MR JALI:
I’ve seen one here where they say there are no charges if you have a balance of R10 000.

MR MEINTJIES:
Yes, if you have a balance of R10 000, but how many people have the balance of R10 000 on their normal day to day bank accounts? So, if you look at my account, Gold Account, it’s R1.00 at the ATM, it’s R2.45 at a branch, which means you have to go to the counter and obtain it. So there’s actually – somebody is working for you to actually get that information, typing in the account and allowing you to get that charge. 

What I am saying is, you are going to the ATM, which was originally designed to actually reduce the costs, which means they have few banks all over the place. So they have a little facility there, it cost them, let’s say R100 000 to run it over three years, is there. You put your card in, you type in your pin and you view your balance, there’s no paperwork, you are just looking at the balance on the screen. What cost is built into that, it’s electronic? 

You are viewing your balance, you are happy that no money has been withdrawn and you can basically balance your normal payments throughout the month. You are happy that you’ve got enough money to cover all the day to day activities. Why are we being charged for that? I can understand when you prefer to have a slip, - I’ve got a slip, R1.00, you had to use ink, you had to use paper, but viewing electronically, what’s the point? Is there real cost? I doubt it.

MR JALI:
What about the electricity?

MR MEINTJIES:
I assure you it’s not R1.00 for the twenty seconds that you spend there.

MR PETERSEN:
Thank you Mr Meintjies I won't speculate on what it costs a bank to show my balance on the screen but I think it’s certainly a question we should answer. What I want to do is just confine myself to one question, and that is, would you not agree that where cash handling is concerned, either over the counter at the branch or through an ATM, that the more the amount of cash, the higher the cost of handling, would you agree with that?

MR MEINTJIES:
I would, to a certain point, yes.

MR PETERSEN:
So your point then about, that there should be no variable costs where cash handling is concerned, would you agree that you’ve overstated it?

MR MEINTJIES:
No I won't. I believe that there is cost involved in handling cash. My brother works for a company that actually does that. You have boxes that you’ve got to drop off and pick up, and the bank has costs involved in that. But that’s why I am saying, if you’ve got to withdraw R100.00 or R1 000, in the end of the day is the step charge built into that. Should it be a step charge or should we charge a person whether he withdraws a R100.00 or R1 000? I know you are going to have to put more money into the machine, but just remember, it was a cost saving idea, the ATM, now they are building them to make profit.

You’ve got 100 000 ATMs around South Africa and they are making R20 000/R30 000 profit every month. Wouldn’t you also charge for a step rate? I would, if I was a member of the top management of that bank. Charge me but make it fair by charging me a certain amount that I can see. Why 1% of the full amount that I am paying? You are going to charge me for handling the cash and taking it to the ATM and so forth, but why put a step rate? Charge me R3.00 or R4.00 or R5.00, I know what I am being charged but when you put a step rate, you know, for me as a normal resident and bank client, it looks to me like profiteering. Maybe the bank can actually answer that question for you, if they’ve got a valid reason, then I am sure it can stay. But for me, as a normal bank client, it looks to me like profiteering.

Remember, you don't have a facility, you either go to the ATM or you go to the bank counter. It’s a lot of money to go to the bank counter. You are actually reducing operational costs by going to an ATM. Why are they charging us a step rate?

MR PETERSEN:
All right, no more questions.

MR MEINTJIES:
Thank you.

MR NAIDOO:
The panel will now receive a presentation from Miss Stella Rai.

MR JALI:
Miss Stella Rai, oh, thank you, welcome Madam.

MS RAI:
Thank you. My presentation will be very brief. I’ll be highlighting my personal bank account that I have, which is a Current Account with Old Mutual Bank. Coming from an accounting background, I reconciled my bank statement and receipts of it, which I know the majority of our citizens do not do. On my submission, the first query I have with bank charges is with regards to cash deposits. I just feel that I shouldn’t be charged if money is deposited into my bank account and also the charges levied also vary depending on the amount. How does the bank justify if a R100.00 has been deposited as opposed to a R1 000 and that the charge levies then are varied?

My second point that I would like to highlight is the counter statement fees. From January to, I would say, June, I noticed these counter statement fees appearing on my bank statements and I just let it slide until I received in the post, I am not sure if I mentioned, I have a Current Account with the Old Mutual Bank, I received their fee structure and while going through the structures, I came upon a section where it says, R7.00 will be charged, the first statement per charge cycle will be actually free. I never ever requested counter statement, for the simple fact, my account was initially opened in Pinetown so it’s held at the Pinetown branch, I’ve relocated to the CBD. The only Old Mutual banks that I can attend is in Overport City, Musgrave or Pinetown itself. When looking at the dates of these charges they related to week days. 

I then contacted the person at the bank that I deal with and had these charges reversed, proof thereof was also supplied. Also at the beginning of the year I received my new debit card. I stood in the queue, had the card activated and when I tried to use the card a week later, I was unable to draw funds because there was a problem as I was later told it was a magnetic tape. I was then placed at a disadvantage to wait for two weeks for a new card to arrive, and when I received my bank statement a month later I was then charged R80.00. On enquiry I was told that the magnetic tape was faulty and they would reverse the charges. My question to the banks are, how many people actually look at this? If a batch of faulty cards were issued and the consumer never picked that up, R80.00 is a lot of money. 

My final point I would like to raise is, I had a Fixed Deposit, prior to it maturing I gave notice by e-mail to have money reinvested. For some unknown reason the money was transferred into my Current Account, not once but twice, and then the fault was picked up and then transferred into the investment account. I was charged R18.00 three times. 

Again on receipt of my bank statements, these charges were picked up and queried with the bank, e-mail was sent to my financial adviser and the charges were later reversed. Thank you, that’s my submission for this morning.

MRS NYASULU:
Ms Rai, can I just ask, on the occasion that you picked up that you were charged R7.00 for a counter statement which you obviously haven't paid or for the reason that they agreed to reverse it, what reason was given to you for having charged it, in the first place?

MS RAI:
I basically phoned up my branch and I queried the R7.00 and I was told they will look into it. No-one came back to me and when I received my statement the charges were reversed, but only for the months whereby I had proof. Unfortunately I submit my bank statements to the court for some other reason and I didn’t have the bank statements at the time from January up until I queried it, so it’s just three months because I queried three months, those charges were reversed.

MRS NYASULU:
I am just curious as to whether you ever raised that with the banking ombudsman?

MS RAI:
No, I never ever.

MRS NYASULU:
You never did, so you went back direct to the bank and had it reversed?

MS RAI:
Yes. Fortunately for me I have a very good relationship with one of the staff at Old Mutual Bank. I have been dealing with them for the last fifteen years and I am also placed at an advantage as opposed to the majority of the consumers whereby I have access to e-mail and all my banking is basically done by e-mail. Because I’ve relocated now, what I am trying to say is I am now at advantage position where I don't have to go and stand in queues or get on to the bus or drive my car all the way to Pinetown, I can just have it done. But the normal citizens don't have the knowledge of that and they don't have – it will be – I just feel people don't have liquid cash and money is just taken from them, they don't see it and they just accept it. I just feel the banks need to tell its consumers upfront what their charges will be and they also need to educate the majority of our citizens and also they need to be transparent.

MRS NYASULU:
Just to find out clarification, the R80.00 that was charged to you related to what? Was the money deposited into your account erroneously by the bank or?

MS RAI:
No, I was charged for faulty debit card that was issued to me and R80.00 is a lot of money. If don't receive my bank statements and reconcile it every month I would have never picked up that R80.00.

MR PETERSEN:
Miss Rai, you do appear to be aware of the existence of the banking ombudsman? 

MS RAI:
Aware of the?

MR PETERSEN:
Of the banking ombudsman to handle complaints which can't be sorted out between the customer and the bank, you are aware of that?

MS RAI:
Yes.

MR PETERSEN:
And as we understand it, the banking ombudsman’s terms of reference extend to all cases where a bank has wrongly applied a charge but doesn’t extend to the level of the charges which the bank may apply correctly. I’ve heard your point that in the case of very many bank customers, they wouldn’t necessarily know whether they’ve been wrongly charged or not and that that may well be an issue that we need to address here. But in your own particular case, can you just, in case I’ve missed it, can you just point to any charge that was made to you where the bank did not reverse it on receiving your complaint and where you consider it to be excessive?

MS RAI:
As stated previously, because of the good relationship I have with one of their staff members at the bank, I’ve never had a situation where I’ve raised a problem and the charges weren't reversed. Every single query I’ve raised was reversed.

MR PETERSEN:
So there’s not instance where the bank stopped and say, “No we are entitled to charge you and this is the charge?”

MS RAI:
Fortunately for me, no.

MR JALI:
Thank you Miss Rai, we’ve got no further questions for you. Miss Srikissoon?

MS SRIKISSOON:
Thank you very much for giving us the opportunity to present to you. There are some charges that I’ve been levied which I don't agree with and I think the best way for me to explain them is to go through some of the experiences that I’ve had. I am currently a Nedbank customer, but in October last year I considered transferring to FNB. I opened up two accounts with First National Bank at the same time, the one being a cheque account and the one being an investment account.

The cheque account that I opened was problematic from Day 1. The first incident that I had was where I was charged a fee for a transfer that had to be actioned by the bank as a result of a fault that they had made. Basically when I opened the accounts, obviously you’ve got to transfer money into the accounts to open them for the accounts to become active. The bank sent me an SMS stipulating the account numbers for me to transfer the money. It should have been two different account numbers but the SMS that they sent me gave me one account number, so I didn’t know how the bank operated and I presumed the investment account was opened as sub-account to the cheque account. 

When I did the transfer of the money into those bank accounts, I did them as two separate transactions, presuming, as I said, that the investment account was a sub-account. When I went to the bank the next time around, I discovered that the entire amount was now sitting in this cheque account that I had opened and the investment account balance was sitting at nil. I requested the bank to transfer the balance or the amount that I had meant for my investment account from the cheque account to this particular account. 

My growl is that this whole incident occurred as a result of an error on the bank’s part, it was not my fault that they sent me the SMS with the account number being the same and per their SMS I transferred that money. I was charged an R18.90, so to speak, for that particular transaction. Again I stress, no fault of mine. I contracted the bank several times but to no avail. I went up to the branch manager who was not willing to assist me. 

What gets to me in these circumstances is that the bank levies these charge, they don't look at whether it’s reasonable or not or whether it’s correct or not and they just pass it on to the consumer. This happened at a particular branch, the branch manager of that branch should have been able to help me, but eventually I had to go to the regional manager to get that particular fee reversed and that too only because I threatened to go to the banking ombudsperson.

Another incident that I had with this particular bank is that on the cheque account the minimum balance is R8 000. I’ve always kept my minimum balance of R8 000. When I opened this account I selected the fee-saver option and that particular option gives me thirty-five free transactions per month, excluding cash withdrawals. Now, I bank by internet and the same was done at that time. The thirty-five free transactions include internet transfers, debit orders, anything of that sort, but each time that I transferred money or a debit order went through, I was charged for that particular transaction.

When I queried that with the bank I was told the account was set up incorrectly and they would correct it. I don't know what happened on their side but these charges persisted and there again I had to hound the bank, complain, fuss, make a noise, I spent hours at the bank to no avail. I had to again go to the regional manager to get this reversed again, because I threatened to go to the banking ombudsperson. Those were my experiences with FNB.

The other thing is I was migrated to Nedbank as a result of being an NBS client. Now with NBS, if I kept my minimum balance, I was not charged for debit orders, and because I bank via the internet, transfers got free, so that’s understandable. When we migrated to Nedbank, in my understanding it was, we were not given a choice as to whether we wanted to or not, we could of course withdraw our accounts later on. But with Nedbank, when we started off, I queried the possibility of retaining the fee structure that was given to us at NBS and we were not given that option. We were told, “You’ve got to pay for every transaction that you make, excluding internet transactions.

So as a result, now I pay for every debit order that goes through my account and my point there is, if NBS could offer us that facility where if we retained our minimum balance, why can't the other banks do the same? Because by the fact that we have that minimum balance sitting in our account, the banks are investing that money and they are making money off our money, so why should we be charged for those type of transactions?

The other thing is, when we were migrated across to Nedbank we had to now get new Nedbank cards. I was charged the R35.00 card replacement fee for that, complained about it and then only was the charge reversed. The salient point there is, how many consumers actually looked at that statement to see that they were charged that R35.00 and to go the bank, complain and get the charge reversed? Not many of them do that. So the banks are making that R35.00 times the number of X-NBS clients that they migrated to Nedbank.

I am currently an internet banking customer and as I’ve said, Nedbank charges us for every debit order that we make, but per one of the queries that were raised by Mr Meintjies, it’s done on a stepped rate. Now with the Debit Order, everything is done electronically, if you are in internet banking, there’s no exchange of money unless it’s to another bank. The point there is, if you are not physically handling cash, why is there a need for the step charge, surely it should be one set rate, whether I am transferring a R1 000, whether I am transferring R2 000, because even if it’s from one bank to the other, the banks issue a cheque from one bank to the other. So it’s one cheque that goes, you are not physically taking the cash from one bank to the other. 

Ja, that’s basically my incidents that I’ve had with the bank, but in summary, in terms of all the concerns that we’ve raised, if you go back to the very first page that you’ve marked Annexure X1, I just like to take you through that. It contains some of our concerns and our salient points. These are not just our concerns, we canvassed some of the other employees within the municipality and got some of their views as well. Unfortunately they all couldn’t make it here. The Point No. 1 that we make is that, 

“Banks are investing our money to make money. If they are making money, why is it necessary to charge us for every type of transaction that we make, considering that their income would be reduced if we didn’t bank with them?”

The second point we make is,

“When we deposit cash, the bank benefits, why is there a need to charge us a cash deposit fee? If we retain the required minimum balance in our accounts, why should we be charged for transactions? This minimum balance ensures that the bank recovers the cost of the transactions by investing our money.”

Another point to note is that,

“Non-profit organisations should be given preferential rates. 

This is by virtue of the fact that they are designed not to make a profit, so they should be given some type of preference.

“Why are we charged a card replacement fee …

if it’s no fault of our own? Miss Rai also had an incident where she was charged a similar fee and it also resulted from no fault of our own.

“Consumers are levied a stamp duty.”

If you look at my typed statement, some of the statements show that stamp duty. I think the relevance of this needs to be investigated as it relates to the consumer. 

“With regard to internet banking, consumers should not be paying for each transaction if a monthly fee is charged, as a result of the fact that everything is done electronically.

Banks seem to levy consumers with any charge they can without looking at the validity and the logic of it or whether the banking plan chosen by the consumer allows for it.

Certain banks levy bank charges without the consumer’s knowledge or an explanation regarding the source of the charge and where consumers don't reconcile their statements, banks are getting away with this practice.

Where fees arise as a result of the actions of the bank or its employees, the consumer should not be charged for these bank charges.

There needs to be more transparency regarding bank charges and the way it’s levied against consumers. Most people are not told upfront how much they will be paying …

for each transaction and how much holding a bank account is actually going to cost them.

“The lack of service regarding …

bank charges needs to be investigated. I know this is not necessarily part of your, what you are looking at, but in the instances that I’ve had dealings with the bank, every time I queried the bank charge, you end up hounding people, harassing them to get some type of explanation from the bank where it relates to a bank charge, yet if something had to go wrong with your account and the bank is going to benefit, they are the first people to look for you.

“Why are we charged stepped rates depending on the value of the transaction? Surely it costs the same to transfer R100.00 or R1 000.

Little distinction is made between businesses, employees, non-profit organisations as well as the poor customer who is charged in a similar manner by the banking industry. Banks should show more social responsibility.

As highlighted by Mr Meintjies, 

“The original purpose of certain banks’ ATMs was to allow for a banking facility that would allow customers to make routine transactions in remote areas without visiting a bank. It was designed to lower the cost of their business, as fewer bank branches would be required. It now appears that this ATM facility is being used to make a profit.”

As we can see it,

“Most charges or bank charges result from a bank error, so why should the consumer be paying for this?”

The last point that we would like to make is one that was highlighted by Miss Rai, pertaining to her counter statement fees. My mum has also had the same experience where you are charged this counter statement fee for no reason and here again we’ve put the point that most consumers don't look at their statements. So if you don't look at your statement, it’s that R7.00 for that particular bank times the number of consumers which the bank is making as a profit. Thank you very much.

MR BODIBE:
Thank you for your presentation. Both you and Miss Rai have proven to be quite active relative to ordinary consumers or bank clients. Now, it looks to me that what you are raising is serious concerns about the quality of service by banks. The number of inexplicable events that occurred in your accounts. Having you ever considered changing banks?

MS SRIKSSOON:
I’ve actually closed that FNB account. I requested the bank to do it on my behalf, they never did, so I manually transferred the money and the account is now sitting dormant, they still haven't closed it up to now and I’ve transferred all that money out in February, so I’ve now reverted to Nedbank, primarily because I bank with Nedbank, as a result of the fact that I am an internet banking customer and from what I can see the charges are lower than the rest of the banks so I am sticking with that bank for now.

MR BODIBE:
So you didn’t find it hard to close – to switch to another bank?

MS SRIKISSOON:
What I had done, you see, I wanted to test whether FNB would work in my incident or not, so I didn’t close my Nedbank Account at all. I opened the two accounts parallel to one another but I transferred by debit orders across to FNB and when I realised that the FNB account was not working, I contacted all the people that I had debit orders through, transferred it back to Nedbank and that’s how it went.

MR BODIBE:
So you physically transferred all your debit orders?

MS SRIKISSOON:
I did it myself, yes.

MR BODIBE:
Okay, thank you.

MRS NYASULU:
I just have a question on your summary of submission from the Friends, Point No. 5, explain 5 for me, when you say if something goes wrong with your bank card, what exactly do you mean, what sort of instances, when something goes wrong?

MS SRIKISSOON:
Okay, I am stemming of Miss Rai’s complaint, she said there was a problem with that magnetic strip, now that’s not her fault, the card was basically a new card, I mean she’d only had it for about two week, obviously she couldn’t have damaged that magnetic strip in that time. So the question becomes, why must she be levied the fee for that magnetic strip when the card came inoperational from the bank?

MRS NYASULU:
Okay, I am not suggesting for one minute, I am going to search from you, Miss Rai, because it’s her particular experience and I am not suggesting for one minute that you did anything to damage the magnetic strip but, is it not possible that it could have been damaged during the process, scratched by something in your bag or within – the point I am getting to, is, how do you determine in that case, where the fault was, it’s quite possible that you are right, it lies with the bank?

MS RAI:
They sent me notification that your card will be expiring possible in a month or two months, they then sent notification by e-mail or (inaudible – speakinf far from mic) please come in with your identity document, you go and stand in a queue plus minus fifteen/twenty minutes, an envelope will handed to you, that card is (inaudible) when you open the envelope, there’s a possibility of the card being damaged when handled by staff of the bank (inaudible). I don't know how (inaudible) manufactured, there’s some possibility that there’s some (inaudible) could damage the magnetic tape.

MRS NYASULU:
And I guess what’s important, would you say is that basically they’ve knowledged that point by reversing your statement?

MS RAI:
And secondly I’ve been using that account for the last twenty odd years. This is the first time I’ve accounted that problem. The card that I was given at the first time, I don't take any special care of it, in my wallet there are other cards and I hav’ent encountered any problems. And secondly, if my particular card was damaged, what is the whole bank charge say 2 000 customers (inaudible) all of them faulty (inaudible) the consumers (inaudible).

MRS NYASULU:
So in two weeks that it had been in your possession, you hadn’t used it, you only used it the first time that you realised it wasn’t working?

MS RAI:
That’s correct. I basically only go into the bank once a month, I withdraw …

END TAPE 0050.2A

----------

TAPE 0050.2B

MRS NYASULU:
Just a final question and this one relates to basically the four of you. Clearly it has shown what the rewards of vigilance are, the fact that all of you are vigilant and that you were able to find fault with your statements and on confronting the banks you had that reversed. May I ask, as you represent a civil organisation, what you have seen as your responsibilities and what that message has been to you and how have you actually acted on that basis?

MR NAIDOO:
EThekwini Civic Forum is an umbrella, parent-body, it has a number of affiliates and the preventative work that we do, we act in constant partnership with the organs of the state. For example, the Consumer Affairs Division in the Department of Economic Development, runs a variety of consumer education programmes and many civic structures participate in that. But the reach is limited because your resources from the state are in fact, limited. So, there is preventive and promotive work that we do but it’s not sufficient, therefore we argued that the banks themselves must take a lead in terms of literacy programmes and campaigns and they can do so in concept and in partnership with NGOs, with organs of civil society.

MRS NYASULU:
Just one last one, Mr Chairman, if I may, you did mention in your submission that you have relationships with people like Professor Lund who could do research for you.

MR NAIDOO:
Yes.

MRS NYASULU:
It would be most useful for us to have access to research that show these kind of things, if you like, there are no scientific, and I don't mean that in any derogatory sense, I am saying that we’ve heard an anecdotal events of this person had this and Lunds would, someone could say we have 60-million bank accounts and 20-million – five people don't make (inaudible) it would be most useful for us if we have access to research of qualitative nature that shows just the incident of these kinds of things, if you could pass it on to us.

MR NAIDOO:
No, most certainly. We just have one more speaker and that’s Mr Choonilall who has got a short presentation to make before we conclude our part of the presentation as the civic forum.

MR CHOONILALL:
Thank you Commission for the opportunity.

MR JALI:
Excuse me, I have one more please. Mr Choonilall before you start, this presentation you are giving us will be Exhibit X2. Right, you may proceed Mr Choonilall.

MR CHOONILALL:
Thank you Commission for the opportunity. My name is Ranjith Choonilall and I am the president of an organisation called the 1860 Pioneers Foundation. This organisation is an umbrella organisation of the Indian community and its ethos emanates from the fact that since the arrival of the first batch of Indian endangered labourers in 1860, Indians have, despite their relatively small numbers, played a significant role in the history of South Africa. Both in the economic and political spheres, their descendants of the endangered labourers together with that counterparts, the descendants of passenger Indians resisted political oppression and economic exploitation in South Africa.

Whilst Indians participated in mass struggles as part of the disenfranchised majority in South Africa, they also displayed the peculiar features of a cultural minority. The Foundation, which is our organisation, is committed to preserving and reinterpreting in a critical way, this history so as to facilitate the process of nation building in a democratic era. 

The mission of our organisation is that in the after math of discriminatory and divisive past, the Foundation works towards nation building in South Africa by undertaking programmes and activities aimed at promoting positive, inter-group relationships and by highlighting the cultural, historical and ideological unity and diversity within the Indian community. Its vision is that there is a need to establish community driven initiatives, credible, social movement and a recognised community voice contributing in practical ways to national and continental development programmes. That’s basically the ethos of our organisation and it has a membership of over 2 000 people. It is not a religious organisation, it is an organisation that deals with all issues pertaining to the Indian community at large, in relation to all other communities in South Africa.

Mr Chairman, I must admit that at the outset Mr Naidoo did mention that the terms of reference of this Commission is limited and I also want to submit that, it is limited because it just merely talks about bank charges, it’s only one aspect of the banking industry that is being addressed here, but in our economic development and in our economic life, one doesn’t just worry oneself about bank charges only because there are other aspects, for example, mortgage bonds, which is the home situation and many other aspects that need to be addressed as well, holistically to give effect to a proper banking system where the community can benefit and talk about issues that affect their daily lives. I am hoping some day and some time this term of reference will be broadened to give us an opportunity to talk about those issues.

Our organisation is like many other organisations, non-government, non-profit organisation in South Africa and perhaps exists over tens of thousands of such organisations which operate banking accounts because they have to have funds to run an organisation. Our foundation operates a current bank account with one of the major banks in South Africa. I might advise that the bank account is not always active as it receives funds for specific projects which the Foundation engages in from time to time. For the remainder of the year the Foundation conducts its affairs without any income from sponsors, hence the bank account remains dormant. 

One can understand the need to pay bank charges for the services rendered. When the account is active one can understand it, but not when it is inactive or dormant as the bank would say. If there is no activity the service fee charge should be at a minimal and not as much as R52.00 as you will see from the bank statement before you, per month, and the banks charge this amount to keep the account open and available to our organisation, and I am submitting that that amount is too exorbitant and it does not justify that fee.

Moreover, there are other charges such as overdrafts, ledger fees of R27.70 charged every month, let alone the interest rate that is charged on overdrawn amount. Again I am submitting that the amount is not commensurate to the service that’s being rendered. Banks of course, my earlier colleagues have spoken about the fee charged for cash deposits and I don't intend repeating that as it is fast approaching lunch time. 

Chair, it is common cause that a sizeable number of working-class people, economically active people earn, let’s say, up to R2 000 a month by way of salaries or wages and they receive such moneys in cash and invariably they need to deposit same in banks, not only for security reasons but to use the banks’ facilities to disburse, for example, by way of debit orders and other payments. So the bank is offering an essential service in that regard. But it is grossly unfair of banks to charge people who are earning such low income the same bank charges as the corporate or anybody else. 

In fact, corporates get discount on bank charges, but the ordinary man in the street who earns small amount has to pay R52.00 to keep that account open and available, that is a service fee. It is my submission that we have a large number, there are millions of people who really earn very little, below the breadline. The bank charges should actually be kept at a certain level, taking into consideration their position, as against everybody else who earns a higher amount and of course the corporates.

It has become increasingly obvious to many people who do not earn well to keep their money under their mattresses rather than operating a bank account, because if they put money in the bank then they’ll have to pay substantial amount of that monthly income to the bank, sometimes as much as 20% and at the end of the day when they are out of pocket then they go and borrow money from micro lenders et cetera, and get into more debts. And that obviously is not ideal situation. In fact, many people who earn a low wage or salary in cash, are put off by the high costs of operating a banking account.

The bank charges levied against all account holders is the same irrespective of one’s economic status, namely, whether one is rich or poor. This situation clearly undermines the poor and goes against the grain of the government policy where it promises a better life for all. It is my submission that the banks discriminate against the poor to the benefit of the rich by charging them the same rate.

I submit that the entire issue of bank charges be revisited on the basis of economic distinction as I’ve indicated by way of a capping, so that the poor benefit, and as well as the bank will benefit because they will have more clients whose money will be received for investment purposes et cetera.

Chair, I crave your indulgence, I know that the issue that we are here to address is a question of bank charges, but I just would like to bring to the attention of the Commission, and I know it’s going to be embarrassing to the banks but it’s been embarrassing to the country as a whole, when about three months ago a situation arose where there was a High Court application to declare immovable property executable for failure to service a bond and the amount of the bond was less than R20.00 and this matter came before the High Court.

Now, in that particular instance, that judge, obviously, did not award costs or make a costs order and it is embarrassing that such a matter should ever happen by the banks and the person, that debtor was at risk of losing his or her house which perhaps, maybe a sub-economic house, if that’s a right word to use, but it maybe worth R30 000 or R40 000 or R50 000, but that is an asset which the person has and holds dear to one’s life, to lose it for a mere R20.00. Now that is grossly unfair and I think banks ought to be a lot more sensitive and more socially responsible in that regard, never to allow such a situation to prevail.

I would submit that if people owe, let’s say, 25% of the total bond, there should be a moratorium in a situation where the particular property owner has a financial problem and run the risk of losing the house, there should be a moratorium, legally, to grant indulgence to the individual, to make special arrangement. The bank should allow special arrangements to extend the term of the bond so that the person doesn’t lose the valuable and valued assets.

In conclusion, and I’d like to read to the Commission, a very short article here, which is only about twenty words, and it is written by the great Mahatma Ghandi who lived in South Africa for twenty-one years and he’s written many articles and one of them reads as follows,

“True economics stands for social justice. It promotes the good of all equally including the weakest and is indispensable for descent life.” 

I hope that will be taken into consideration by both government and the banking sector, and I thank you.

MR JALI:
Thank you Mr Choonilall.

MR BODIBE:
Thank you Mr Choonilall. Am I right to understand you to suggest that the fees for dormant accounts should be different from active accounts, am I right to understand you to be saying that?

MR CHOONILALL:
I would say yes and no. In the first instance, yes there is a need for a fee to, administrative fee, but whether it’s dormant or not, it is exorbitant, and exorbitant because if it’s a rich, he doesn’t mind that, if it’s a poor, serious implications to his coffers and to his existence. So I’d rather submit that it should be a very reasonable fee, not at the level which it is being charged at the moment.

MR BODIBE:
So, as a follow-up to that, your submissions seem also to be arguing that charging the same customer – charging different customers the same fee, you consider it as regressive?

MR CHOONILALL:
Please repeat that if you don't mind.

MR BODIBE:
Okay, charging the two different customers, one a corporate and one an individual with low income, charging them the same fee, are you suggesting that …

MR CHOONILALL:
It’s criminal. It’s criminal if you consider poverty and rich, because how do you help the poor to raise one’s level if you are going to flog them? The rich is in a position, there’s affordability, there are alternatives, but how do you help the poor? And our members are large at that level. We talk of economic development, if you don't give opportunity by charging reasonable fee, how do you help them to save, to become enterprises? I say there should be a curbing, there should be distinction. 

In any event, it is common cause that if the corporate and the rich goes to the bank and negotiates bank charges, his fees are reduced substantially because he’s got so much activities in the account. The poor is voiceless, not even aware of the situation and he won't even venture to do that, because he might just lose any possible facility or opportunity to deal with the bank.

MR BODIBE:
And for whom do you suggest that charges should be curbed?

MR CHOONILALL:
There must be a distinction made with regard to charges, but that got to be an exercise by a way of calculation to establish at what level it should be curbed. One has to get statistics, I am giving you a thumb suck, R2 000, and once you’ve got statistics, then you can say, those people who are having R2 000 and less per month, then their fees should be X amount and anybody above that would be a Y amount. Of course provided there I am using a facility as a bank. There could be a system put in place, anything can happen.

MR PETERSEN:
Mr Choonilall, thank you. Leaving aside the situation where, for example, corporate client has significant bargaining power with the bank, let’s just take a situation of the individual customers with quite a wide range of different earnings, would you apply your argument there that the passing by the banks, the charges by the banks should take account of those differences?

MR CHOONILALL:
Indeed.

MR PETERSEN:
Would you apply this right across the economy, to everything bought and sold?

MR CHOONILALL:
I think we are talking basically with specific reference to the poor. Now there are people earning different levels of income, but I am not suggesting we must create as many as a number of different levels that we have, I am saying we should have a line drawn that, draw a bit of breadline or thereabout, that category below, should be kept at a lower level. The one above that, it doesn’t really matter because it doesn’t hurt their pocket.

MR PETERSEN:
Would you apply this right across the economy to everything bought and sold?

MR CHOONILALL:
I have not applied my mind in that regard but I don't see any reason why not.

MR PETERSEN:
Thank you. Coming to the statements that you provided us with for your organisation, the 1860 Pioneers Foundation, I just want to focus on the one element that you referred to, which is the overdraft ledger fee, we are talking here about Standard Bank. I am just looking quickly through, there were occasions when the account was in overdraft, when substantially into credit, came back into overdraft several times and each time it goes below the line, then the overdraft ledger fee appears. Can I just ask, on this account was there a prior arrangement for an overdraft facility?

MR CHOONILALL:
I can't be too sure. I can't be too sure of that fact.

MR PETERSEN:
And do you know what this ledger is, which is being spoken of in the overdraft ledger fee?

MR CHOONILALL:
You know, it’s a ledger fee, I suppose it’s a ledger fee, I can't define the term “ledger fee.”

MR PETERSEN:
But it’s something we can ask the bank about. 

MR CHOONINALL:
Yes.

MR PETERSEN:
Thank you.

MRS NYASULU:
Mr Choonilall, if I could ask just one question for clarification on that last anecdote that you quoted, when you say that the bank went chasing all the way to a High Court or to Court, R20.00 which was outstanding on the bond, was there amount R20.00 or R20 000?

MR CHOONINALL:
R20.00. The bank, they will rectify, R20.00.

MRS NYASULU:
That is going to be my next question, it would be most helpful if you have, it’s in the public domain anyway if it’s gone to court, if you could just submit …

MR CHOONINALL:
I can send you a paper cutting in that regard, that’s available and I think even all the banks would have read it as well. I think it has really embarrassed the banks, all of them.

MR JALI:
Oh, so you are basing this on a newspaper cutting?

MR CHOONILALL:
I beg your pardon?

MR JALI:
You are basing this information on a newspaper cutting?

MR CHOONILALL:
Yes, I can get access to the case in question and that information I’ll make it available to the Commission. That won't be difficult.

MR JALI:
Okay, that will be better, because sometimes errors happen with …

MR CHOONILALL:
But I think they even mentioned the judge in question so, I think I know the Division from which it’s coming as well, I think it’s Pretoria. Yes I accept that, I don't have to accept everything in the press.

MR JALI:
Thank you for coming Mr Choonilall. I think we will take a short break for lunch. Can we reconvene at 02:00? We will have the next presentation by Intecon. Thank you.

ENQUIRY ADJOURNS

----------

ON RESUMPTION

MR JALI:
Good afternoon Mr Riaan de Swardt, thank you for coming at very short notice, we really appreciate that. You can then go ahead with your presentation you will introduce your colleague to us.

MR DE SWARDT:
Mr Chairman thank you, members of the panel. I am Riaan de Swardt the MD of Intecon. George Stiglingh is my co-director in Intecon. Thanks, it’s a privilege to be here. When we accepted the invitation I indicated that I would not have time to prepare a different presentation. So what we will do, we will made a variety of statements, I presume the panel might have a right to ask questions. Insofar as we started in our submission, by indicating on page 3 the background of Intecon, I will try to, in ten minutes just go through the position from 1994 until currently, when it gets to rendering a payment solution for the micro lenders.

It’s common knowledge currently that twelve years later on the 18th of September 2006, this year, the EDO system was introduced as a solution for the micro lenders, amongst other service providers rendering services for the second tier economy as it’s defined. However, the costing when it gets to the EDO system is still problematic and the system and solution may not render all the desired results as it was foreseen.

Through the Reserve Bank, PASA and the banking industry and through the rendering of EDO, the requirements as payment solution is actually recognised. 1994 and currently, without the EDO system, the micro lenders would obtain and retain the card and pin of the borrower. Early in the morning, from about one o'clock they will do physical cash withdrawals from the National ATM network. That process basically will entail that the micro lender will have a plastic bag in his position with a card, will have a small card that contains an encrypted pin of the payer, that note will indicate what the withdrawal amount should be and generally the good operators would be able to do such a transaction basically in one minute.

There are various entities in the office that will work together, which exposes the payer first of all, it exposes the micro lender’s beneficiary due to the high volume of cash involved. From there the micro lender has to return to his office, count all the money, update the front-end systems, go back to the bank, do the deposits, only to withdraw the money at a later stage. So it was a clear requirement to move away from card and pin retention, obviously, and it not only inconvenienced the payers, but it also constitute the breaching of the agreement between the payer or the card holder and his bank because part of that agreement terms actually indicate that he’s not allowed to part with his current pin.

So from there, that was a situation in 1994. In 1995 Intecon started a process to deliver a solution to resolve the cash in the environment and introduced in 1995 a NAD system, which is an electronic transfer of those funds. It still runs from the Saswitch ATM network and Saswitch is the only common switch which entertained all the banks and all the cards. 

Other solution, subsequently were introduced, but it only addressed a certain portion of the requirements. If I say certain, currently NADCO is still not active from the EDO side, so if a micro lender is a NADCO client, where they not currently participating in EDO, it means the micro lender will either retain the NADCO card and pin or withdraw it in front of the ATM because there’s still, when it gets to NADCO, post offices, the bank environment still not an indication. NADCO however was ready to go live now and into the BankServ System. Problems currently experienced, NADCO was asked to delay their implementation to early January next year.

So, moving on, when we introduced the NAD System, it immediately had the impact on the banks. Why? When the micro lenders do these withdrawals from the ATM network, the banks charge a cash withdrawal fee on the account of the payer, which means it’s an income for the banks. In the NAD System, the issuing banks only pay 25c to the acquiring bank. In 1995, on the NAD transaction, they paid 25c and they debited the client with, I am not sure, but in ’95 it was R2.20.

At the end of 1995 we switched in the region of about 100 000 transactions. At that stage after about six months of operation, in September 1995, PASA, although at that stage, it was the beginning of PASA, asked for a meeting with us through Boland Bank and at that stage indicated that the access to the NAD System for the micro lenders must be changed to quarter to seven effective from 15th of January 1997. 

All of that agreement entailed that the banks would to monitor the transactions in front of the normal ATM network as well, and insofar as high volume transactions occur in that early mornings, the banks agreed to shutdown the ATM networks, well that specific ATM, to curb against the practices that actually happened. End result was an Intecon was forced to limit the access hours but the banks continued to full open unaccepted access on the ATM network.

During that same time span, the banks then changed the billing structure on their account level. So where they used to debit the client with R2.20, they then changed the fee to a normal cash withdrawal, cash handling fees, although it was electronic transaction. Insofar as those transactions were moved away from the open ATM network to a micro lending environment, the banks did not want to lose the income stream, that’s why they changed their billing across the board. There’s no question that a physical ATM and the cash dispensing ATM is more expensive than electronic transaction but the income loss resulted in the change to that.

From there, we were involved with the issuing of cards as well and also incorporation with the Boland Bank. We issued the normal debit card which was called the ENETIC Card, and the only reason why I am referring to that is, I still have an example of that, it was not the branded VISA or MasterCard, it’s a non-branded ATM Card. That allows the cardholder to transact on a normal ATM network, it will allow him to transact on the normal point of sale devices, on a debit card environment. That basically addresses, in my minded at least, less level of bank services for the masses of our country, because you need a transaction account being a savings account, and tied to that account you need an instrument, because without an instrument the access to your account is limited to the banking hours of the entity and obviously you need more frequent access, either through a purchase or through a normal ATM network.

That position also changed, as I’ve indicated in my submission. So the issue of non-branded cards were out ruled and part of that, rules, currently which are most eminent on the debit cards, which are that non-branded cards as a principle, are not issued in our country anymore. To get access to the debit cards switch, those banks have to the members, acquiring, issuing members of both VISA or MasterCard, which again have a huge impact for any new player or any second tier bank, whatever the case might be. That was the different way of limiting the access in the broader environment.

From there, after the cards were issued, maybe I should say why we issued those cards or why we opened those cards. Where the current pin environment and the access that was being limited to seven o'clock in the morning, if a normal micro lender has 500 clients, on that stage to do a transaction even electronically, would take you about forty seconds. Between seven o'clock and eight o'clock with five hundred transactions that need to be performed, it’s physically impossible to get through all your collections before eight o'clock when the doors open, because even after the collection has happened, the front end system has to be updated so that they can issue the client with a receipt and so that they know the payment happens. 

So they moved from two o'clock in the morning or unlimited access to seven o'clock directly impacted on the micro lending industry. To the result that we started to open these accounts and to issue these cards and we at that stage designed, which is currently and which I also address in my submission, the first priority deductions in the NPS. It worked as an old mechanism on all those cards, which basically indicated that when those salaries are paid into that account, there’s a debit already posted against that account, and whenever that credit meets the account, the beneficiary will immediately get his payment. 

That resulted going forward with our involvement also with African Bank where Intecon did the consolidation of the Intecon Business, the OPFIN Business, the Old Kind Finance Business on to one platform and at that stage we were also involved with the integration project between African Bank and Standard Bank where the old system was even further enhanced on those platforms.

Since 2000, we then started, we patented a different mechanism. As I’ve indicated in the submission, we went through the NPS Division of the Reserve Bank, we had various discussions with Dave Mitchell, that Department side, Jonny Pienaar, we were asked to do a full business presentation on how it works and the technical presentation on the solution. It was submitted to the Credit Risk Evaluation Committee of PASA. 

Two days prior to that we were called, in our documents we referred to our patens and a copyright and we were asked to waive all our rights otherwise the committee will not consider the solution that was presented. We refused and the matter was basically struck off the committee’s agenda.

If you look at what we proposed in 2000 and what the EDO System currently are, it’s exactly the same system. At that stage we suggested that a mandate could be obtained, currently the terminology used in EDO is “mandate,” we used the term a “promissory note,” because we said the only instrument available that can be issued by a payer, with no other financial instrument available because they don't have credit cards, they don't have cheque books, they can't issue a posted cheque, it’s a promissory note. 

We started the promissory note system where a mandate or authenticity happened, and we also suggested that from the due date it will be presented. And that’s basically the NAD result for the micro lending industry of what is currently called the EDO System.

From there, I don't want to revert during this discussion on the Intecon specific issues unless there are questions when it gets to our interaction with PASA, where it gets to one of the major banks investment in a comparative service provider. So I will come back to the question of access and banking charges which is basically what this Enquiry is all about. 

As I’ve indicated in my submission, access is controlled by the Big 4 Banks through the self-regulatory nature of the PASA environment and although all the banks, you might have heard it, and some of the press releases indicated, they say that there’s not a brotherhood, it’s wrong to call them a brotherhood or whatever you want to call it, when it gets to the common interest to the NPS, there are combine strategy when it gets to the Big 4 Banks to the nice smaller players and generally the variety of other entities accessing to the NPS. The reason for that is in the way that the payment system works, the payment streams, the PCH Agreements, the entry criteria, everything that relates to that sits in the domain of the four banks.

When it gets to the payment system, the broader NPS, it is a complex system and resolving the issues is not easy. However, if you look at what was foreseen in the Blue Book in 1996, I do not think that when it gets to the masses, the NPS has delivered to date generally when it gets to access and it gets to costs and to basic banking services for the majority of our population, and gets to your sophisticated users. For the corporate and other end owners, probably one of the most sophisticated banking systems in the world, but when it gets to the lower level of a transaction account engine instrument to be able to transact, I do not think that the NPS in general and the four banks have delivered when it gets to that side.

I indicated also that when it gets to the abusive side, and I started to refer earlier when it gets to the whole matter of the fact that no branded card can be issues anymore, the fact that the agreements entail that a VISA or a MasterCard, Debit Card, even a Debit Card has to be issued, that’s a mechanism to limit access into the NPS. I’ve indicated that even for an existing bank like Mercantile the cost for them to participate in the Debit Card switch, to go into a double acquiring and issuing relationship, is too enormous and are currently participating only on the VISA side. It’s not possible even for an existing bank, cost wise, to get access to the Debit Card switch due to the fact that that could entail additional costs and membership with MasterCard.

As I’ve indicated, the risk when it gets to a credit card and for a majority of our people, to actually have a VISA or a MasterCard brand on your card is actually immaterial. Majority of our people who never travel abroad actually never use the VISA or the Master sign mechanism because locally they need to be able to withdraw cash on an ATM to be able to transact locally on the point of sale device which do not require a VISA or a MasterCard emblem.

I’ve indicated the whole matter of banks and their role, I’ve indicated why there’s criticism and those criticisms do not relate to the fees of banks per se, the fees are fairly low for those centralised switches as was also indicated and highlighted in the feasibility report. The criticism lies more in the way that new participants test with BankServ, the fact that where the NPS and the Blue Book describe standardised interphases, that’s actually not true. So your testing is very cumbersome, you are dependent on corporation with systems and platforms of the various banks and with BankServ and the time value of money are crucial in the current prices. No new participant can predict when they will actually be in a position to be and play in a given payment stream. And that influence a variety of aspects.

I did indicate that in the EDO payment stream sort at source are in the PCH agreement out ruled. In your EFT payment stream is not out ruled. Why is sort at source an issue? Let me explain, if I am Sanlam and I have a 100 policy holders, twenty of them bank with ABSA, twenty with Standard, twenty with FNB, twenty with NADCO and other twenty with all of the other banks, it’s cheaper for Sanlam to submit its FNB transactions directly to FNB and Standard Bank transactions to Standard Bank, because there the banks regard those transactions as on us, banks generally quote the different fee for (inaudible) transaction towards a not (inaudible) transaction. 

In EDO environment that is out ruled, which means that all entities have to pick one acquiring bank and once you move into that environment between the various banks, you start to pay the interchange fees and it is more expensive than to interact on a direct one to one relationship. 

Why did the banks do that? On the EFT Platform, as I’ve indicated, for an unreturned debit order they will have charged anything between R65.00 to R135.00. The EDO payment stream, there is no fee for the bank for that account holder for unpaid transaction. Where must that loss of income be recouped from? It must be recouped through the interchange fees and the beneficiaries being the users of these services will actually have to pay for that, which is eminent in the way that the bilateral agreement has been set and has been concluded.

I made a comment that your bilateral agreement structure is a difficult structure. Although it is said that you negotiate in a bilateral environment, the negotiation basically means that you face a big bank and the bank will tell you this is what our cost items are and that is what you are going to pay. Unless you agree to those fees, you are not – zero interchange fees will apply and then there’s different other mechanisms described in the agreements but in the end you accept the fees, whether you like it or not, because otherwise you do not actually have access to be able to entertain a deduction when it gets to those specific bank accounts.

The interesting thing between the AEDO fees and the NADO fees are that NADO uses predominantly big banks for their own deductions and insurance companies. The AEDO users will be the micro lenders. The AEDO’s side starts on the issue side where they are authenticating through the swipe of the card and the pin for which is free of charge but from there going forward, there’s no difference in the working of the system in the cards and operating them. However, on the NADO fees, there are a curb on those fees. In other words there are fixed amounts up to certain deductions, from there it’s a fixed fee going forward. 

On the AEDO side is purely a percentage based, which means that effectively the micro lenders in the AEDO payment stream pay much more for basically exactly the same service offering. If you remember, they paid in any case, in addition, for the authenticification leg, the card swipe and the pin. 

I’ve also indicated that in the current EDO environment there’s restrictive bin list that’s loaded on the switches. What does it mean? It means that that account at the back are available for the banks to collect money from but if that card which is linked to that account is not part of the synchronised loaded bin list again the micro lender will not be able to get access to that account to effectuate a deduction. It’s a different subtle way again where a variety of aspects are manipulated, in my mind at list, just to favour the major banks, not to for the side of all players playing in that environment. That indicates that one of the funny rules in the EDO environment are further the requirement belong to ANES Association.

If you remember that part of the requirements are that users of the system must in any case be registered with the National Credit Regulator. It’s a funny condition where those users have to belong, in addition to a member association. The community probably address that in a different way to facilitate further association just to facilitate at virtually no cost, access to AEDO Payment Stream.

I did indicate that currently we are experiencing what is called the locking approach of merchants which basically entails that it’s not possible for one merchant to move from one acquiring bank to a different acquiring bank and there’s no indication, system wise, when that solution will be possible. Part of this was agreed two years ago in the business rules that there would be a free movement of a merchant, especially if we remember that a merchant concludes a merchant agreement with a bank and if this service or the fees, or whatever the case might be, the end user, the merchant wants to move, it should be facilitated and it must actually be easy to move his deductions to be presented on a future date.

With that as a broad background, I will conclude that it took twelve years to get to a point where one sector of our economy being service providers for small loans actually are granted access now into the NPS. The costs are very high and it was, in our mind, much higher as was then was expected, all the costs and all along. If you compare the costs for a bank to make use of the NADO side, in comparison with a micro lender, there’s probably a 50% difference in those fees and those charges. You also have to remember that banks and micro lenders or smaller entities compete for the same target market of end users.

The higher the collection costs for a micro lender, that influence the affordability, influence the right of other aspects. If the providers of services specifically credit, can disappear and there’s no other providers left, then the four banks including African Bank and Capitec, I think that event would be a day that a right year of the major banks would be very happy about.

A variety of controversial statements has been made by myself and, just to summarise, if it were not for Gabriel Daffil, at the National Credit Regulator, we would not have had an EDO System now, first of all. Secondly, through the National Credit Act, addressing the whole prioritisation of the deductions the banks have entertained that only in their own favour, that actually kicked off the momentum to get a solution delivered, which is currently called EDO. The significant is of course, a total different regulator that actually falls out, it did not come through the NPS, the Reserve Bank environment. Without that we would have – a variety of service providers, to the target market, would still not have had any form of decent and affordable collection system, and if I say decent I think in principle it is wrong to rely on the clients’ card and a pin as a sole collection mechanism to facilitate, at least, a payment towards the beneficiary.

With that, if I skipped over anything or if there are any specific questions, which I presume there would be a lot, let’s try and deal with them.

MR JALI:
Thank you Mr de Swardt. Questions?

MR BODIBE:
Thanks Chair. Thanks Mr de Swardt for your presentation. You will appreciate, you’ve gone through fast, but it’s a fairly detailed submission, one not having had the chance to read it line by line. Can you please summarise what are your key concerns that you would like the panel to address?

MR DE SWARDT:
When it gets to access, to go NPS, I say that the access currently lies in the self-regulatory nature of PASA which are controlled by the four major banks. All different payment streams, payment clearing house agreements, all the rules, all the access basically sits in the hands of the four major banks. Now, not all the rules that’s contained in the agreements are wrong rules, however, when it gets to servicing a majority of our community, one should actually revisit a variety of the access requirements contained in these agreements, actually to determine whether it holds water. And by changing some of those rules, it will allow new participants to enter, it will allow new participants to offer basic banking services at probably a set of the price that the major banks are currently offering it and with more competition the prices will actually come down. 

So the access and the control in the self-regulatory nature of PASA, is one of my major concerns. I’ve also indicated in my submission that the role of SARB, currently, are seen to be the overseer of the NPS. I think it might change and time will tell whether the Governor, Mr Tito Mboweni’s last address at the PASA ten years function when he addressed the banking community, he actually indicated that insofar as the broader banking environment, only sees SARB’s role to be their overseer. He indicated that we should actually consider the Reserve Bank Act, the Banking Act and the NPS Act that insofar as that was accepted principle until now, SARB will attract a different role and start to act more proactively through the mechanisms available to issue of directors and a variety of other aspects.

So, part of my criticism is currently that all discussions or negotiations happened on a consensus basis between SARB, the NPS Division of SARB and the banking community. As negotiations can take months and in certain instances, years, and up until the time when SARB and the major four banks do not agree and accept the terms, nothing actually happens. I certainly would propose a much stronger and a more active role to delivering key services that much stronger roles should be seen by NPS Division of SARB in the broader environment. MR BODIBE, does that address your question?

MR BODIBE:
Ja, thanks.

MR PETERSEN:
Thank you Mr de Swardt for your presentation today and also for the hard work that you clearly gone into your written submission which will still require quite a lot of studying, as I think the transcript of today’s brief were very rapid presentation, also need a careful studying and I believe we will need to engage with you again, when we are in a better position to test a number of the things which you’ve said. Would I be correct in understanding that you will be prepared to help us in that way?

MR DE SWARDT:
I will be prepared.

MR PETERSEN:
Certainly what I am going to page with you now, really more for the purposes of clarifying some of the things which I picked up from your written submission and heard again today, without in anyway being exhaustive. Now of course in an enquiry of this kind, if it does its job properly, it’s bound to be controversial, the fact that you have made a number of statements which yourself have described as controversial, is certainly not a problem, but you appreciate you will have to put all those contentions to the banks affected by them and listen very carefully to what they may have to say and reply?

MR DE SWARDT:
I accept that.

MR PETERSEN:
But your presentation also (inaudible) with what I would describe as disputes, there’s a long history here. For example, today you mentioned an intellectual property issue. In your written submission you make mention of a particular dispute involving, as I understand it, ABSA and PASA which was triggered on the 23rd of October by way of a change of rule or change of instruction in the operation of the system that you are part of. Is that correct?

MR DE SWARDT:
That’s correct.

MR PETERSEN:
So of course nothing that we say is involving us in those particular disputes and we would not want to get into them except to the extent that they might cause light on competition issues which we have to consider. Now, by the way thank you for coming all the way from Pretoria to give your presentation in Durban. Now, will you be patient with me? It seems from what you’ve said and what you’ve written that Intecon is involved with collections on micro loans. I would like you just to explain exactly what it is that you do and in the course of that perhaps explain how you interconnect with Mercantile Bank in the process of what you actually physically do?

MR DE SWARDT:
Intecon, as I’ve indicated, their official status is a customer payment service provider, which means we facilitate a payment instruction issued by a payer and the payable identify the beneficiary who has to receive the payment. We facilitate that through the installation of point of sale devices, software, we supply the communication networks and all CSB can only enter the NPS environment through an acquiring bank, no CSB can enter directly into the NPS, so Mercantile access over acquiring bank. So all those transactions physically flow through the Mercantile access route into the NPS and from there, depending on the payment stream to the various banks of platforms where there’s either Saswitch or EDO or AEDO or NADO, from there those instructions flow to the issuing bank, the issuing banks are the bank of the payer and then predominantly the four major banks. 

The issuing bank has to determine whether there are funds available, they will confirm that or either decline the availability of funds in that fee pack information, the customer account sitting with, argument sake, ABSA is debited and the credit falls into the merchant account to Saswitch with Mercantile Bank. Is that broad?

MR PETERSEN:
Allow me just to stop you there if I may and just go back a step. If we imagine, for purposes of illustration, MR BODIBE is lending money and I am borrowing it, okay, and as part of our arrangement I have to make periodically payments. Is that what’s going on?

MR DE SWARDT:
Well it depends, but …

MR PETERSEN:
For example, for example, okay.

MR DE SWARDT:
… for example, it might be, you have to repay the loan amount into – the the capital earn interest pack over six instalments of R100.00 each. 

MR PETERSEN:
Okay, now which of us is your client?

MR DE SWARDT:
Both, predominantly the payer.

MR PETERSEN:
Payer, so I am your client and how do you get me as your client?

MR DE SWARDT:
The mere fact that I install and make the facilities available on the premises of the lender, enables you, if you want to use that mechanism, to issue a payment instruction in terms of where you would indicate to me that you have agreed and you do owe, in my example, R600.00 to MR BODIBE, repayable over six months of R100.00 each. Only you can issue a payment instruction.

MR PETERSEN:
Okay. So the necessary equipment is installed in his premises, right, and must I go along to those premises to make a payment?

MR DE SWARDT:
Well it depends on what payment stream, in the EDO environment …

MR PETERSEN:
Yes, let’s take the EDO environment.

MR DE SWARDT:
… when you obtain, well you are in the premises already when the loan is actually taken up and on the date when the loan is granted, the repayment instruction happens simultaneously.

MR PETERSEN:
Fine, and what’s the form of the instruction?

MR DE SWARDT:
If you are on the AEDO side, because we do not know, I am not there, I cannot see you, so to identify you, you will basically swipe your card, enter your pin and pass the software will entail that you agreed to repaying R600.00 consisting of six instalments of R100.00 each payable on the 25th of this month and the 25th of every consecutive month. That’s what the software entails.

MR PETERSEN:
And that is done at the time normally of the issuing of the loan?

MR DE SWARDT:
Yes.

MR PETERSEN:
Okay. Now the card which I am swiping, what card is that?

MR DE SWARDT:
That’s your, if you are an ABSA client, banking with ABSA, it’s your ABSA card and you will use your pin which was issued by ABSA when you opened your account.

MR PETERSEN:
Theoretically a Debit or a Credit Card, is that correct?

MR DE SWARDT:
Only a Debit Card.

MR PETERSEN:
Only a Debit Card?

MR DE SWARDT:
Only a Debit Card. On the EDO Payment Stream you cannot use a Credit Card.

MR PETERSEN:
So, in the machinery, now setting my six instructions, and they get processed on those prearranged dates and times automatically, through the system that you have provided, is that correct?

MR DE SWARDT:
Okay, can I just go one step back? I do not know whether the card and the pin is valid or whether the pin belongs to you, so whenever you issue that transaction through the equipment supplied, I send all those things through Mercantile, through BankServ to ABSA and ABSA has to respond by saying, that card was actually issued by you, the card is still active, it’s a valued pin that you entered and that on the line bank account is still open, it’s not closed. And in that return message, ABSA has also acknowledged that you have issued such a payment instruction and on that return message, that payment instruction side and the data will reside on the BankServ platform and the copy of that will sit on the Intecon platform and then between the CSB and BankServ, automatically these payments are scheduled then for presentment on those future dates. 

And whenever that submission or presentment happen, the bank will respond back to BankServ who will update their systems, who will get the data and then I will again update MR BODIBE because we and Mercantile need to effectuate the settlement when we are paying him physically, he needs the information to know that you actually did repay.

MR PETERSEN:
So you are, although you described yourself in the scenario as, you described me as your client, you are at the same time collecting from MR BODIBE and because you can't take deposits, the money collected is held by Mercantile Bank?

MR DE SWARDT:
The period in the settlement, whenever there are two banks, because ABSA basically has to pay Mercantile because MR BODIBE actually has a relationship again with Mercantile Bank and whenever those payments happen across the borders of two banks, that’s when you are in the NPS environment, the clearing and settlement environment, that can only happen between banks.

MR PETERSEN:
Does it go into the account of Mr Bodibe at Mercantile Bank or into an account of yours?

MR DE SWARDT:
No, Mr Bodibe.

MR PETERSEN:
So you are collecting for a number of different micro lenders?

MR DE SWARDT:
Yes.

MR PETERSEN:
They all have to have accounts with Mercantile for that purpose?

MR DE SWARDT:
It would have been nice if we could collect all the money first and we phone them from the Bahamas and then we are away – no – so the funds flow from ABSA to Mercantile and Mr Bodibe has a dedicated account sitting with Mercantile and only he gets access and control to that account.

MR PETERSEN:
Okay, in this multiparty operation, how do you collect your remuneration?

MR DE SWARDT:
There’s a variety of models, either you can pay me through my agreement with you or MR BODIBE can pay me or Mr Bodibe will say, well, the costs will be shared between himself and you. We are flexible when it gets to the model on who pays what for the fees. And let me just explain to you why, up until now and prior to the implementation of the regulation on the interest rates that micro lenders can charge, the traditional approach up until now had been that the micro lender absorbed the costs of the service. The environment where those interest rates are kept, it will be a natural tendency where the payable actually start to pay for those services. In other words, in that model, we will say, “Mr Petersen, you issue those payment instruction and we are going to charge the full cost,” and you have to pay that.

MR PETERSEN:
All right, so there are different ways of doing it.

MR DE SWARDT:
100% and I am referring to the Intecon way, there are different models when it gets to CSB so they differentiate how they do and run the business.

MR PETERSEN:
Well, let me shift a little bit. We appreciate that not only are these hearings public, but that the submissions that different people make in writing are also public to the extent that they are not specifically protected by confidentiality clause. So I must ask you this question, but throughout this enquiry, answering questions is entirely voluntary, you need to understand that. You indicate on page 3 of your written submission that Intecon received permission on the 20th of October 2006 to make a submission, after you, and I am paraphrasing, after you had previously been informed that you could only do so if there was approval from your acquiring bank. Is that correct, have I summarised it correctly?

MR DE SWARDT:
It is correct. I can elaborate on that.

MR PETERSEN:
Well, elaborate by all means, but let me just ask you this, who informed you earlier that you needed somebody’s permission to co-operate with this Enquiry?

MR DE SWARDT:
It was during a PSSF Forum meeting where Hendrick Pelser and Johnny Pienaar were present, where they indicated explicitly that if Intecon wants to do a submission, it can only happen with the approval of Mercantile, which will entail that Mercantile had to submit my submission towards them and once they supplied Mercantile the permission, we would actually have the permission to do the submission.

MR PETERSEN:
And if you did it without that permission, what did you understand to be the consequence?

MR DE SWARDT:
Even more heat in the current environment where we play, in the variety of ways, the variety of even more frustrations – oh, in a variety of ways, so that’s on the one side. I do not think that in that environment PASA would have had the powers, actually, to terminate any of the Mercantile access into any of the payment streams, but ja. 

You have to understand that these things are – there’s always a variety of entities involved and by doing simple or small things, just by changing access hours, that’s a huge business impact and financial losses. I think the final side to obtaining the permission without even Mercantile referring it to PASA, had been that specific Friday when we were informed that the access hour changed again back to seven o'clock in the morning.

END TAPE 0050.2B

----------

TAPE 0050.3A

MR PETERSEN:
My impression, Mr de Swardt, is, from what’s written in the document you have submitted, is that you started putting this document together only after you got the permission.

MR DE SWARDT:
I did.

MR PETERSEN:
Is that correct?

MR DE SWARDT:
That’s correct, ja.

MR PETERSEN:
Does that mean that without the permission you would not have submitted?

MR DE SWARDT:
Without the permission I would not have submitted it. It’s as simple as that. I mean it is between the CSB and the acquiring bank. I mean, due to the fact that we actually use their banking licence, they do the clearing side but utmost good faith must prevail between the CSB and the bank and insofar as –  you will actually damage or break or whatever you want to call it, that relationship of trust if I would have carried on without that permission.

MR PETERSEN:
Are you aware of anyone apart from yourself in the Intecon, who may have been prevented or deterred from making the submission to this Enquiry by that means?

MR DE SWARDT:
In the environment that we are playing in, in the CSB environment or …

MR PETERSEN:
Any environment.

MR DE SWARDT:
No, I am not aware of anybody.

MR PETERSEN:
You are not aware of anybody else?

MR DE SWARDT:
No.

MR PETERSEN:
Now let me shift again …

MR JALI:
Mr de Swardt, do you have any relationship with PASA?

MR DE SWARDT:
Yes. Insofar as a CSB, PASA defines payment clearing house agreements, payment streams. PASA …

MR JALI:
Yes, I understand that, but what I am trying to find out is, do you have a direct relationship or it is indirect through Mercantile?

MR DE SWARDT:
It’s always indirect. Always indirect because the members of PASA are limited to banks. So no CSB or no other entity do a sitting on the board or are members or whatever the case might be, and the structure base, if you would, PASA would speak to Intecon through Mercantile and if we want to speak to PASA we have to do it through Mercantile. Except now in the implementation of EDO, that rule was bent insofar as, I’ve indicated that we are now allowed and entitled to speak Hendrick Pelser directly, especially when it gets to system related issues teething problems.

MR JALI:
Earlier on you used the name of the person you said gave you permission, you said who he was?

MR DE SWARDT:
Hendrick Pelser.

MR JALI:
Hendrick Pelser?

MR DE SWARDT:
He’s the CEO of PASA.

MR JALI:
CEO of PASA?

MR DE SWARDT:
That’s right.

MR JALI:
Was that given to you direct by him or through Mercantile?

MR DE SWARDT:
No, that was in a combined EDO implementation meeting where all the CSBs, all the banks and everyone involved with the system, in the EDO Banks Forum meeting where Hendrick extended that invitation to all the role players but specifically the CSBs.

MR JALI:
By the way you said where was the meeting?

MR DE SWARDT:
We currently have every – changed from Mondays to Tuesdays but basically since July last year up until now every Monday or every Tuesday there’s a scheduled meeting, so it was in the last, it’s probably somewhere in September this year when the system went live when that was extended.

MR JALI:
And who were the people who were present?

MR DE SWARDT:
Okay, it’s the BankServ project people and all the banks that participate in EDO, with the various technical people, business analysts et cetera and then the services providers, which is Intecon, New Pay and Micro Max and then obviously the BankServ Development team.

MR JALI:
Can you recall the names of the people who were present?

MR DE SWARDT:
We’ve got those agendas …

MR JALI:
Give us the agendas.

MR DE SWARDT:
… I mean, they are, it varies between twenty-five to forty people sitting in those meetings, so I’ve got their agendas and I am not sure whether it will be regarded to be confidential, but there’s nothing sinister in that invitation and I can forward it, on those PASA or BankServ, I don't have a problem with that, we will forward that to you.

MR JALI:
Okay, we will really appreciate that, if you could let us have those names. If you are encountering any problems, let us know as well, just let us know about the outcome of that request.

MR PETERSEN:
I want to now shift focus. I’ll give you an initial impression of mine so that you can deal with it, it’s not my final view by any means. I was troubled that in your discussion of risks in your document, you appeared to me to be minimising or ignoring certain aspects of the risks which are borne by the banks involved in the payment operation that you are engaged in. Let me be a little bit specific so that you can address it – but let me start with a statement that gave me no difficulty, on page 4 you say, and I am cutting the quotation short, 

“… all payment instructions enter the core of the NPS through an acquiring bank. The acquiring bank ultimately accepts all risk for any payment instruction that enters the NPS and not the CPSP.”

Do you stand by that?

MR DE SWARDT:
It’s in terms of your Blue Book definitions.

MR PETERSEN:
And in your case the acquiring bank would be Mercantile?

MR DE SWARDT:
Correct.

MR PETERSEN:
Now, just let’s understand how that risk might land as a reality, a loss for Mercantile, could you give a hypothetical example? You are now introducing into the system a payment instruction that I have given you when borrowing from MR BODIBE and that ends up as a loss for Mercantile, if you can just give one example of how that might occur?

MR DE SWARDT:
Okay, it’s, and I’ll stick to – let’s call it EDO environment. Let’s say Mr Bodibe, in a variety of ways, obtained your card and he knows your pin number and – because for the system and for us, whenever you swipe your card or enter your pin, the system will say, “That’s Mr Petersen because that card and pin belongs to Mr Petersen.” So, if Mr Bodibe sits with your card, everyone will believe you issued that. If you however can prove that you never on that specific day were even in his offices, that for other reasons you left your card and your pin with Mr Bodibe, when that system will effectuate the payment, it might be invalid payment instruction, because everyone would believe you’ve issued that.

MR PETERSEN:
But in never.

MR DE SWARDT:
ABSA will pay Mercantile …

MR PETERSEN:
Debit my account.

MR DE SWARDT:
… debit your account and credit Mr Bodibe’s account. Now, in the end it is proven that you never issued that payment instruction. Now obviously we need to recoup the money from Mr Bodibe and refund you. In that way that CSPs and acquiring banks work, if Mr Bodibe closed his Mercantile account and he has done that with argument sake, a thousand of his other clients, and the variety of other banks actually did do those payments, but on purpose defraud the whole NPS environment and he closes his accounts as well, then the acquiring bank will ultimately stand in for that, but the acquiring banks will get guarantees and suretyship from the CSP. In the end Intecon actually stands in for that, but if Intecon were in no way or means have the ability, actually to pay the issuing banks money back, Mercantile would have stand and settle those losses.

That’s an example. Now, in the AEDO environment, there are – again when it gets to education and the variety of other things, part of that should be that, that you should know, never to leave your card there and never to part with your pin, but we are not there yet where all those education have reach the payers and the broad environment. One of the other speakers referred to a lack of knowledge, actually I know that’s what happens but it’s just a passing remark.

MR PETERSEN:
Ultimately, if I am understanding correctly, Mercantile would have opened an account with Mr Bodibe …

MR DE SWARDT:
Yes.

MR PETERSEN;
… who would have gone through some process of verification in that regard?

MR DE SWARDT:
In normal FICA, FICA requirements et cetera.

MR PETERSEN:
So it’s not, it doesn’t involved simply taking on trust, whoever you introduce?

MR DE SWARDT:
No, no, I mean, ja, it is – your normal FICA, your minimum requirements FICA wise and then in terms of your EARP, HS, Mercantile has to determine where Mr Bodibe runs a legitimate business, there’s a variety of other checks and requirements to be dealt with by the acquiring bank actually before the merchant agreement and the relationship are established, of which FICA is the only one, there are a variety of other ones.

MR PETERSEN:
To that extent the risk to the bank is limited? You are nodding, can you just speak for the transcript?

MR DE SWARDT:
Sorry …

MR PETERSEN:
To that extent, the risk to the bank is limited?

MR DE SWARDT:
It is limited.

MR PETERSEN:
Now you seem me to have moved somewhat beyond that terrain, when you say on page 6 of your submission, 

“The preferential treatment of banks once they move away from their fiduciary position as deposit taker of money and become a credit grantor.”

You are objecting to the preferential treatment of banks. If I am understanding you correctly, you are saying that as a credit grantor, the bank should be in no preferential position to any micro loan grantor.

MR DE SWARDT:
Or any other provider of any other formal services.

MR PETERSEN:
But now I just want to test with you whether in fact, it is entirely sound, because that’s – with the greatest respect, that’s plausible answer, but is it entirely sound to disconnect those two sides of the banks’ functions, deposit taker and credit grantor, in the way that they – in the case of a micro loan grantor, connection doesn’t arise because there’s no deposit taking going on. You see, what I am wrestling with is, my understanding that bank loans are to a significant extent turned into new deposits and that in that way the banks create assets which are all resting on quite a narrow deposit base, there’s a limit on the relationship between the ultimate deposit base and the amount of lending which is created, but there’s an interconnection between those two sides of the banks’ operation which are the heart of systemic risk, which is not the case with the micro lender.

MR DE SWARDT:
Can I explain to you what I tried to say here? If you open a savings account with a bank and – if you inherited money, wherever you get the source of money, you make a deposit, it’s your money and you will earn interest on that fund sitting there, but there’s no other relationship between the account holder with the bank. That way the bank is purely – has to act in that fiduciary relationship to ensure that those deposits are never at risk through whatever they’ve done and then we don't need to go through the (inaudible) environment et cetera.

That same account holder now enters into a different commercial agreement with the bank in terms of he will obtain a loan from a bank. Where does his deposit, in this market, actually comes from? They are salary proceeds that are actually paid into those accounts and at that moment, when the salaries are credited into that account, I will define that as a deposit because that money, that salary belongs to the account holder. But under the preferential treatment, the moment that credit or the deposit or the salary hits the account, the bank will take his portion of what’s owed, immediately as one interlink transaction.

Now, the question remains and to understand the preferential treatment or the abuse of that, at the point when I conclude such a loan agreement or whatever the commercial agreement with the bank, at that point I might have, a year ago or five years ago concluded a Sanlam Life Insurance Policy and Avbob Funeral Policy and I might have a higher purchase agreement with another bank or whatever the case might be, and if you apply a variety of other mechanisms, you would actually say, “Well, if my income is sufficient to pay all my creditors, there’s never a dispute, because then I can pay all my creditors some time.” The problem starts or arises when my net income is not sufficient to pay all my creditors at any given point in time. And in this side of the market, those are unfortunately the tendency.

Due to that tendency, the banks had to start to say, “Well, whenever there are funds or salaries or deposits, I pay myself first without taking cognisance of older debt that was granted previously.” And that’s where the priority comes. So even if they are the youngest debtor, they will get their money first and that’s actually when I say, the difference between the peer side of a fiduciary and when they start to conclude further commercial agreements, then they jump the queue and they take immediately their payment first.

MR PETERSEN:
I hear you Mr de Swardt, but I started by indicating that I have a problem with this radical disconnection that you make between what you call the fiduciary side as the deposit taker and the credit granting side in the case of banks. Let me not imply that I am saying anything here on the National Credit Act and whatever it might provide from the regulations in regard to priority, but if we leave that aside, we seem to be saying that in the case of the banks it’s not legitimate that they take that particular form of security for loan that they choose to grant, they can receive the comfort of the salary payment going into the customer’s account and be able to settle between those two obligations. You are saying the banks should not be permitted to take that form of comfort or security in their lending operation?

MR DE SWARDT:
In this side of the market there are no other forms of security, in other words, they can't, they don't have fix property, they don't have other assets, they don't have policy of value where they can sit at, so their security or their salary paid into the account and I say that it’s wrong that the banks, system wise, rely on the salary proceeds, when it’s deposited to pay themselves first.

MR PETERSEN:
Well, you’ve made your position clear, I am not going to debate it further, thank you for clarifying that. Now, coming back to competition in a broader sense, essentially as I read your submission and listen to you today, you are accusing the Big 4 banks of together abusing the dominant position in various ways and of being assisted in this by PASA. Would that be correct? That’s essentially what you are asking us to look at?

MR DE SWARDT:
Yes. Can I say that the PASA structures in the way that they’ve worked, there’s actually no distinction between PASA as the entity and the Big 4 banks. 

MR PETERSEN:
And you are saying, sorry …

MR DE SWARDT:
It is more even worse than what you’ve said.

MR PETERSEN:
… and you are saying that the Reserve Bank and the National Payment System Department are not combating this but, would you say facilitating it?

MR DE SWARDT:
Well, they recognise PASA officially in terms of the NPS Act, which entails the way that PASA operates et cetera.

MR PETERSEN:
You say regarding the Big 4 Banks, on page 5,

“Although competitors with one another in variety of matters, they are not competitors with regard to strategies in their common interest to protect their turf.”

That’s your position?

MR DE SWARDT:
Yes.

MR PETERSEN:
And on page 9 you say, 

“The self-regulatory nature of PASA where the Big 4 Banks make the rules, act as players, referees and gate keepers protecting their turf and income streams, is undesirable.”

MR DE SWARDT:
I say that, yes.

MR PETERSEN:
What do you propose?

MR DE SWARDT:
Again it’s one thing to sit and criticise and make statements and obviously, what do I propose, is a very fair question. Certainly I do not know all the answers and whatever one has to do, one has to take cognisance of the broader economy and if I say the broader economy, not only the South African economy but generally our role in the broader economy worldwide. Drastic things that will happen here might influence our position in the whole CLA System. It will influence the value of the rand, it will influence our economy, but certainly I think that a more prominent role of the NPS side should be considered. 

And to get to that point, I think one has to debate of what is understood by the term that the NPS is the national asset, and secondly one has to determine whether allowance being made available for the banks, for the banking community, where we operate in a free economic environment where banks can decide what they charge for the services rendered et cetera. I think one has to decide whether it can be said that banking services and defining even what we call banking services is a basic right for the majority people of our country? 

And if we say that it is true, and without regulating necessarily, fees, on certain account types, without necessarily defining income holders or people earning below a certain amount to say, “Well that’s a prescriptive when it gets to bank fees,” I think in my mind, I think the solution lies in changing the power structure and allowing bigger access into the whole NPS environment, because that will attract other role players without access barriers who are prepared and capable to offer basic banking services at a much better rate than any of the current banks are currently supplying it for.

Say, again we are back into the access side, by looking at the rules in the PCH agreements and actually considering whether all those access rules are valid rules, would be a step in the right direction. There could be a variety of other things to consider, I am not even going to say, well cancel, allow entities like your retailers also clearing accounts with SARB and a variety of other things, but I think if one addresses at the strategic level, the role of the NPS side of SARB when it gets to what needs to be delivered, when it gets to basic banking services and at what cost, without regulating that negatively influencing the economy, address the access barriers, because that will – there are variety of entities, capable, system wise and other wise, to offer a basic savings account, a basic card, with inter affordability when it gets to an ATM and point of sale devices at what I would say, 40% of the current fees and costs and charges that the Big 4 Banks are charging.

MR PETERSEN:
Without involving deposit taking?

MR DE SWARDT:
Well, whenever there’s a transaction account there has to be a banking licence, so I am referring more to your second tier banking environment, that side of it, because your basic services – now again when it gets to access and whenever the deposit account are not sitting with any of the banks, I mean in our example, your account are not sitting with Mercantile, but we facilitate that payment instruction.

And now we get to that bilateral agreement, so why is Mr Bodibe, if I charge all my fees towards him, why is he complaining about those bank charges and bank costs? Because, in my previous example, I am not picking on ABSA, ABSA would have indicated in the bilateral towards Mercantile to facilitate that payment instruction of Mr Petersen, “I am going to charge you five different fee components and those are the fees.” Now, and if Mercantile say, “No, it’s too high,” they say, “Well that’s our offer.” And then a month later when you facilitate a further meeting we are back there and it will start again, “We’ve told you a month ago what our charges are, are you prepared to accept it?” “No, we want to negotiate.” “Sorry, we’ve told you what are fees are.” So that took fourteen months.

MR PETERSEN:
Sorry, just to avoid confusion, in the hypothetical example we set up, I was banking with ABSA. Is it in that role ABSA would stipulate as you’ve just indicated?

MR DE SWARDT:
Towards Mercantile, yes.

MR PETERSEN:
As a paying bank?

MR DE SWARDT:
Yes as a paying bank, what …

MR PETERSEN:
And ABSA will stipulate that to Mercantile?

MR DE SWARDT:
Yes.

MR PETERSEN:
So it’s between the banks?

MR DE SWARDT:
The bilateral agreements are always again, concluded between the banks.

MR PETERSEN:
Now in a different context of ATMs, it’s already been aired and clearly we have to go further into it, there is a question of whether there should be an agreement at all between the banks as to what is charged as a carriage fee or interchange in that regard. And it may be – if you have to look at that in the context that you are talking about, as well. In those situations where some agreement between the banks, as to a charge, has to be made, some agreement between the banks, there arises a question of bilateral versus multilateral. Am I correct in understanding your position as being that insistence on bilateral agreements does make life more difficult for the small players?

MR DE SWARDT:
I say that.

MR PETERSEN:
And that a multilateral arrangement would be preferable?

MR DE SWARDT:
I say that.

MR PETERSEN:
Because that would depend upon whether an arrangement is necessary at all.

MR DE SWARDT:
The point is, can I just highlight that? In the Debit Card switch where currently you basically have the Big 4 Banks, I am not sure what the Capitec position currently are, there’s a multilateral agreement in existence that Point .55% will be paid between the banks. So it’s not foreign, it’s not – in certain payment streams these things are in existence. So it’s not new, but it’s where you have your major or only your major four players where you will find these things. The moment you move into environment and streams where parties are involved, then you are sitting in your bilateral agreement structure.

MR PETERSEN:
So in fairness the banks are being perplexed by what the Competition Act requires of them in this regard, and that’s something I think we are also expected to try to address. Now, with regard to BankServ, and here I am going to refer to page 12 of your written submission, who are, and I quote, 

“Variety of entities in a position to render similar, better and more cost effective services than BankServ?”

MR DE SWARDT:
If you look at, there’s currently a new forum being formed of system operators, they are, let’s call them Association of System Operators. If you look at the membership, you will see there’s about sixty-five entities currently offering these services and they start from, let’s call it, let’s take the ALTEC environment, there are a variety of those switches where pre-processing happens between payers and beneficiaries and where in a variety of instances the banks even use those entities and parties rendering services on their own behalf as well. So if you just look at the list of System Operators, members of the ASO, the answer lie in them, lie in that per se. 

Some of those operators switching all your Pick ‘n Pay purchase transactions and those volume of transactions, actually exceed what’s currently running through in some instances on those switches on the banks at the moment, in any case.

MR PETERSEN:
But Bankserv seems to be involved at some stage with the interbank dealings, all of these operations, are you saying that’s not necessary?

MR DE SWARDT:
Well, you have a payer and a merchant utilising certain infrastructures and then depending on the source of the payment instruction, you either have to go through BankServ or those agreements will entail that the acquiring bank and the paying bank will have a different switching between them without a necessity in that instance, go through BankServ. But the core of those – let’s say of different agreements, the core of those things always run through the BankServ environment.

MR PETERSEN:
And then, I am nearly finished, coming then against that background to sorting at source multiple acquiring issue, you say on page 14, with reference to the Big 4 Banks, in the new EDO PCH agreements, 

“… as a compliancy matter to participate in these payment streams, contractually introduced conditions relating to a single acquiring relationship and banning sorting at source …

So, if I understand you correctly, after the National Payment System Department had taken a step back from its earlier position that sorting at source involve clear (inaudible) prohibited, and took an opinion I think in-house and concluded that it wasn’t, the prohibition on this is maintained by an agreement?

MR DE SWARDT:
Especially now where the new agreement where EDO is a new payment stream.

MR PETERSEN:
And do you know if it applies to any of the other payment Clearing House Agreements?

MR DE SWARDT:
It’s not in the EFT Payment Clearing House Agreement. As far as I know, and I might be wrong, the payment streams where we participated do not have, except for the EDO one, this explicit condition in.

MR PETERSEN:
Can you think of any reason why it might be sensible in that, from the public point interest point of view, in that particular environment?

MR DE SWARDT:
From the public interest point, if I am a banker, if I am sitting on the BankServ, I would say, “Well, I will issue force and switch all these transactions and limit sorting at source,” you might again circumvent infrastructure that has been put down, invented and developed, because in your direct relationships you do not need to go through those centralised environments, insofar as not all participants will conclude direct agreements. The amount of transactions flowing through the switch may not be sufficient to justify the initial investment, that’s why from that perspective I can argue it’s a commercial reason why it’s banned. When it gets to the payer and the beneficiary’s side, I say there’s no other argument that can favour them, it’s to their disadvantage, I’ll put it like that.

MR PETERSEN:
Thank you. Then it’s appreciated that you’ve provided this very helpful glossary of acronyms and other terms at the beginning of your submission but you left out something that you mentioned to day which is N-A-D, can you just verbally add to the glossary please?

MR DE SWARDT:
In a Saswitch environment, an ATM is an ATM, which means it physically dispenses cash. A device that offers exactly the same functionality and those are terminals and where the payment, where the ATM will dispense the cash and where the NAD will electronically then credit the merchant is called the Non-ATM Device, the NAD. So you’ve got ATM and Non-ATM and the acronym is NAD, Non-ATM Device.

MR PETERSEN:
Thank you and what is A-L-L-P-S?

MR DE SWARDT:
ALLPS is one of the Intecon products, my apologies for that, it’s a product that is known in the broader micro lending environment and as I said, that’s a software that’s enabling payers to issue payments instructions and enabling beneficiaries or merchants to receive the payment, it’s that solution as a product. Intecon is a company, that’s a product name. 

MR PETERSEN:
Thank you. Just bear with me for a second please. Just coming back to that permission issue that was raised with you earlier, can you just tell us, if you’ve already told us, please repeat, who precisely eventually gave you the permission?

MR DE SWARDT:
Matthew Cocker of Mercantile Bank.

MR PETERSEN:
And was that verbal or in writing?

MR DE SWARDT:
Verbally.

MR PETERSEN:
Thank you.

MRS NYASULU:
I have very few questions Mr de Swardt, I think Mr Petersen has asked most of them. I am battling to understand what difference it makes to Intecon whether you switch through BankServ or through anyone else. As I understand it, Intecon runs, for want of a better word, a hostile communication service between MR Petersen as the borrower and Mr Bodibe as the lender. So why is BankServ, whether it was BankServ or anyone else, I can't quite understand why it should make a difference to me, all we need is a switch?

MR DE SWARDT:
If an impression is created that I per se have a problem with BankServ, that’s not correct, you always need a centralised switch connecting an acquiring bank and an issuing bank, something in the middle, because otherwise you will end up – if there’s no centralised switch, it will basically mean that between Mercantile there will be a fixed link to ABSA and between Mercantile a fix link to Standard Bank and between Mercantile to all those other issuing banks. So it makes more sense to have a centralised switch in the middle with your tandems and intelligence with one going in and one going out to the banks. The centralised switch basically just route those transactions. So that’s not my criticism when it gets to BankServ, so don't get that wrong.

MRS NYASULU:
Would you explain your criticism then when it comes to BankServ, because I’ve obviously missed it.

MR DE SWARDT:
Okay, we have …

MRS NYASULU:
Your core criticism.

MR DE SWARDT:
… all your payment clearing house agreements say that the banks will agree and nominate who the system operator will, which, if you just read that, seems as if it’s accommodated that in this payment stream it will be BankServ,in another payment stream it will be Direct Transact, in this payment stream it will be, who else, if you read it. The realities are that it is always BankServ, so that’s more in the passing that I referred to that. 

My criticisms are more on the technical level where, because it’s always BankServ, whenever you have to interact with them and where you actually have to use, it’s force use, there are more criticisms in the way that the testing the integration works, more than anything else. And again I have to say those fees are not the issue of what they actually charge. Again, don't get me wrong if you think my criticism relates to their fees.

MRS NYASULU:
Okay, I do understand the point now. You mentioned quite a few times the issue of the PASA rules and the Payment Clearing House Agreements, are those readily available and would you be able to make those available?

MR DE SWARDT:
No, no-one can get them. Well, let me explain to you power of the – I don't have a correct word, but let me explain to you – the CSPS Intecon has to comply with all the conditions and everything that is described in the payment clearing house agreements and the clearing rules, but they are regarded as confidential. The simplest way would be that Mercantile will conclude an agreement with Intecon saying, “Listen, you are playing in a payment stream, here are the rules and we just attach those agreements to my agreement,” and that’s the simplest way. Now they are regarded as confidential.

Now you get a different way of how agreements and things are actually structured. So to answer your question, (1), the mere fact that I know what’s said them and insofar in certain of those payment streams, they have been given to me, as an entity I am not even allowed, in terms of the confidentiality, to have seen them, so I can't make them available, but any of the banks do have those Payment Clearing House Agreements with all those clearing rules and again they will say – although there’s nothing technical but can influence any form of risk or get anything away, they will say, “Listen, these are confidential because they are between us as banks and PASA.” So unfortunately I can't help you.

MRS NYASULU:
No problem. I think we can ask Mr Hendrick Pelser tomorrow about those specific questions. You also mentioned the merchant and that a merchant is not allowed to switch from one acquiring to another. What does the merchant agreement cover basically?

MR DE SWARDT:
The merchant, in the AEDO side, the micro lenders are described as a merchant. In your NADO payment stream if the entity is a micro lender you will be described as a beneficiary in terms of those agreements. Now, in our example earlier, of Mr Petersen, he has issued six payment instructions of which all are future dated and if he issued it on the 1st of January, to make it simple, the January payment will happen on the 25th of January. But during these six months, Mr Bodibe actually wants to get out of that merchant agreement with that existing acquiring bank and is now an Intecon ALLPS customer and he’s got a merchant agreement, Mercantile will say, “Listen, I do not support, I render a bad service, my fees are too high,” whatever the case might be, and he wants to move to, Mr Stigling who’s with a different bank. 

Then it should be possible for Mr Bodibe and for me and for BankServ and for the systems, actually just to say, “Listen, just change the code of Intecon to George’s code, and then all those future dated transactions will still happen because they are issued between the payer, Mr Petersen and Mr Bodibe.” It’s just someone else involved. Now that’s currently not possible, that’s part of the business rules agreed and currently we do not know when BankServ and the banks will start or finalise their development to allow the movement of the merchant should they so wish to do. That’s what I call, in my layman’s term, a locking off a merchant.

MRS NYASULU:
Okay, my last question, on page 6 of your written submissions, you state the fact that, with bank charges under scrutiny, all these banks have now moved their income lost – and I don't know how they would have lost it, it just seems Nedbank are the only ones who started dropping their charges, but let’s just argue that they are starting to lose income because this enquiry has put them under the spotlight. And you say they just have just shifted back into the NPS to other users in the National Payment System, and I know you’ve addressed it somewhere but I can't find it right now. Just explain what you mean.

MR DE SWARDT:
Okay. You might have heard it earlier where people would have referred to R20.00 policy of Avbob that has to go through – when a bank debits that account for that policy of R20.00, at that stage it might be R19.00 available in the account, but there’s no R20.00. The bank will then debit his account with an unpaid fee which will vary between R65.00 up to R135.00, due to the fact that that debit order was unreturned or unpaid. That’s on your EFT Debit Order System.

Now with EDO, where the systems are changed, it’s still a batch system, now on EDO, and due to the criticism of that R65.00 to R135.00, now EDO, the bank say, “No, if there are no funds available, we will not debit the account holder for unpaid fees, so there’s no charge at that level.” But if there was an unpaid fee, they have R65.00, and who pays that now? So those fees are now moved to the beneficiary and he starts to pay the unpaid fees and he starts to paying now for, which is different to any of the other payment streams actually, so that’s what I described here, I said, the income lost are moved to a different user, because now in our example, either Mr Bodibe or Mr Petersen, depending on the CSP model, will actually now start to pay for those fees. 

In the end the bank will still get the money. They will not get it from the account of the holder anymore, but the beneficiaries will start to pay. That’s actually what the NAD result is.

MRS NYASULU:
Thank you Chairman.

MR BODIBE:
Mr de Swardt, earlier on in your submission you made reference to the fact that unless one is travelling overseas, you don't need the MasterCard or the VISA …

MR DE SWARDT:
Logo.

MR BODIBE:
… logo, ja. Can you explain that, I sort of missed a bit of that?

MR DE SWARDT:
Okay. If you bank with ABSA, just to keep the examples the same, and if ABSA issued a non-branded, not a VISA or MasterCard, that would mean in our country, because it was an ABSA non-branded card, because that’s how it used to work, you would be able to go to any ATM and draw money, because in a Saswitch environment it would mean that that ATM will support any ABSA card or Standard Bank card or a NEDCO card, whatever. And now you’ve travelled abroad, you are in London, now ABSA is not a bank in London, but now you still want to transact, you still want to make a payment, you still want to do a withdrawal at an ATM there, the only way that thing works is by using, and that’s a common denominator, of a Card Association, and that’s where your VISA branded card or a Master branded card are then visible. 

So if you walk close to Square Gardens, wherever you are, you want to transact, you will see those ATMs but it will display a VISA logo or you will see the MasterCard logo or any of those Card Association logos. And the mere fact that you’ve got a card with that logo and that logo appears on the instrument, being the ATM or the point of sale, means that now you can transact and it basically means that with your ABSA card with that logo, that transaction from London comes through those VISA international NADS, ABSA locally will say, “You can authorise that payment,” and it will go back. 

My point is basically the following, how many of the majority of our people will ever travel abroad to make use of a VISA or a MasterCard branded card? Because they will always be locally and transact locally and if you transact locally your international capability are not required. That’s the point that I am making.

MR BODIBE:
So what are you suggesting, are you suggesting a non-VISA or MasterCard branded local card?

MR DE SWARDT:
I say that we were there, our country had that, then the banks decided and entered into agreements with VISA MasterCard, not to allow the issue of a non-branded card that does not carry the VISA or MasterCard logo, that’s the agreement. I question that agreement. The reason why I question that is that any new participant that wants to open or that obtains a banking licence, whether that second tier or not, then wants to play in those payment streams. Before they can enter that payment stream he first has to obtain membership from both MasterCard and VISA, and without that he will not be able to issue a card and without those cards, if those cards to do not contain those logos, none of the banks will accept those cards anywhere in our country. 

So, which theoretically means, you know, I think I’ve stated my point. I question the fact that the banks concluded those agreements with those Card Associations. I say it’s a very, I don't want to push it even further, I say that was done on purpose and that’s just another example on access barrier point. That’s my point.

MR BODIBE:
So this will be an agreement between banks and with the MasterCard?

MR DE SWARDT:
I say that those agreements between the banks and the Card Associations are unhealthy in any case, but that sits in those kind of agreements, yes.

MR BODIBE:
In that hypothetical example where Mr Petersen is a borrower and I am the lender, and you say both are your customers, is it by virtue of the fact that it is a condition for me as a lender, that, Mr Petersen will have to sort of become your customer, if I can advance credit?

MR DE SWARDT:
If it’s a condition in your loan agreement, then I am not party to that. You may – in some of your loan agreements the repayment methods are specified. You may say well you know Mr Petersen and Mr Petersen will come to your office and he will pay you cash every month. Then I am not – then he does not need or require any of the services because the repayment method will be cash. He will come in and he will come and pay you cash. But what actually understand is that in a variety of instances, the loan agreements are concluded and a period of time over some months, expires before Mr Petersen will actually for the first time enter your premises again. So in that regard, it is cheaper to issue the payments instruction electronically than for Mr Petersen in the example, to get on to a taxi, to travel to an ATM, travel from there to your offices to make the cash payment. That’s more – I think that’s more of a point. It’s not a condition, it’s not something that we prescribe.

MR BODIBE:
It may not be a condition but isn't it becoming a de facto a condition, in the sense that it’s convenient for me as a micro lender and for you as well to make business, that you can capture as many micro lenders as possible?

MR DE SWARDT:
The fact that the facilities are there, I am a businessman, it’s as simple as that. Putting down a facility costs money and the more transactions are pushed through the system, the more money I make, simple as that, not different than any of the banks. So the facilities are there, with the functionalities, in all probabilities, if BankServ and technical teething problems can be addressed, it’s in all probabilities, from the merchant or the beneficiary’s perspective, the most convenient structure. It’s unfortunately the most expensive structure, because if you just think about, if Mr Petersen has to pay for the taxi, that’s for his cost, if he withdraws the cash on the ATM, again it’s for his cost. So in the other scenarios, those costs belong to the payer. Grandly in other models, those costs are now moved to the lender.

MR BODIBE:
Thanks.

MR JALI: 
Mr de Swardt, thank you very much for coming, we really appreciate your input to this Enquiry. We hope when we call upon you in future to assist in whatever questions we might have, you will be able to assist as you gave an undertaking to Mr Petersen earlier on. It may not be directly with us, it may be with our technical team, but I’ve got no doubt in our mind there might be further questions they might want to ask, to get clarification on certain aspects. If it’s not us, the technical team will get in touch with you. We really appreciate your assistance.

MR DE SWARDT:
Mr Chairman, members of the panel thank you very much. As I’ve said, I will be available to clarify. One of the problems are there’s so much jargon and a lot of things that sometimes subtle things are actually just messing the whole process. If I can assist, I am prepared and I am available to do so.

MR JALI:
Thank you everybody, the Commission Enquiry adjourns its sitting to tomorrow in Pretoria.

COMMISSION ADJOURNS
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