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                                                     DAY 7 
                                                       BANKING ENQUIRY

________________________________________________________________________                              



MR JALI:  Good morning, everybody, I see I have got a full house this morning.  We have got Mr von Zeuner and the team but before we start today with ABSA let us get the roll.  Mr Weeks?

MR WEEKS:  Just the agenda for the day.  Between 09:00 and 10:00 ABSA has I think quite a lot.  Between 10:00 and 11:00 we have NET 1, Dr Serge Belamont speaking on their behalf.  We break for tea between 11:00 and 11:30.  Between 11:30 and 13:00, due to unforeseen circumstances there has been a cancellation.  But we will break for lunch between 13:00 and 14:00. 

MR JALI:  Right, thank you, Mr Weeks.  Right then, Mr von Zeuner and the team, I do not know who will be leading the team.  You can start and welcome.

MR BOOYSEN:  Right, is there enough sound though, can you hear?

MR JALI:  Well, you just talk to this, you just press when you are talking.

MR BOOYSEN:  It is on?

MR JALI:  It is red already; it means it is on, so you can just talk.

MR BOOYSEN:  Can you hear?

MR JALI:  Well, I can hear you, I do not know about the rest of the …

MR BOOYSEN:  Okay, great.  It is early in the morning, Judge, so …  yes, Chairperson, members of the panel, a very good morning to you.  I think the relief for me is that tomorrow morning I will definitely not receive any e-mails between 01:00 and 05:00 in the morning, so that will be a relief.  But thank you very much for inviting ABSA to make a presentation to you today.  Allow me to introduce the team from ABSA who will be making the presentation today.  I am Steve Booysen, the CEO of ABSA group; with me on my right is Louis von Zeuner, next to him Venete Klein and on my left Alfie Naidoo.  Louis is the group Executive Director of our personal bank, Venete Klein and Alfie Naidoo are Executive Directors of retail banking.  

We also have with us subject experts from ABSA, external experts and legal advisors, as part of the team available to you for the discussions today.  You have with you a document containing the presentation slides, as we intend presenting them today.  It also contains additional slides marked as handout slides, with information that we thought might be useful.  We will not speak to the handout slides for the sake of privacy.  Turning then to the content of our presentation today, we have built a presentation around the framework that we think would allow us to explain our point of view.  The heart of the matter relates to the five points on the screen. By way of introduction I would like to explain why we welcomed this inquiry, not only for what it might do to explain banking to the public, but also because its timing is good for ABSA.

The timing is good for us for two reasons.  Firstly because we have been engaged in a thorough review of all our business practices since the acquisition by Barclays PLC of the majority stake in ABSA, secondly because our new management team and I must say a very progressive one, who have been in charge of ABSA Group for the past two years, believe that the role of banks should in any case change in response to a rapidly evolving new environment.  In fact, the changing environment was one of the reasons why we embarked on the Barclays transaction early on, in our term as a new generation management team.  Traditionally banks were narrowly focussed on transactions, credit, risk and price.  But ABSA is moving to a value proposition that focuses on the value that is added to customers, to our staff, our shareholders and the wider society in which we operate, by engaging in a deep-rooted transformation of our business.  

ABSA knows that change is difficult and that it has a special responsibility as a bank to be a careful custodian of people's money.  Therefore this transformation, which has been under way for the last year that is since the Barclays transaction, is expected to still be a focus for ABSA for a number of years to come.  The transformation entails a thorough revision of all our activities and practices.  In this respect the inquiry by the Competition Commission is playing a timorous and fortunate role for us at ABSA.  It presents us with the further opportunity to take a cold hard look at our business and our industry and to learn more rapidly by gaining from this process.  ABSA was formed in 1994 by several smaller institutions, that believed they could best compete in a rapidly changing competitive landscape, by combining forces to offer South African consumers a new value proposition.

The result is that the ABSA we inherited from our predecessors is widely regarded today as the leading retail bank in South Africa.  Since its formation ABSA has competed in a market marked by rapid change, while itself, having to speedily change and adapt.  If you consider some of the milestones which we have highlighted, it is apparent that we operate in a very dynamic market.  Change is rapid and constant.  Over the last 12 years many new competitors, including ABSA, have entered the financial sector market.  New competitors also still appear regularly.  If you consider the list of competitors on this slide, you may notice that a significant portion of the new competition is focussed on providing services to lower income consumers. That is no accident, but a response to the changing environment.

In ABSA our own response to these changes has been comprehensive.  We have also facilitated the expansion of some of these banks, like Wizard and Mercantile Bank, through agency relationships, which allow the customers of these banks to use ABSA branches to make deposits.  I need to stress immediately that in describing these agency relationships we do not want to suggest that ABSA is doing this out of the goodness of its heart, instead it is an indication of competition.  If ABSA does not provide this service our competitors would do so.  The fact that banks have been willing to facilitate entry by non-banks is an indication of the competitiveness of the banking industry.  

For example, when ABSA did a deal with Virgin Money we were not naive enough to believe that we were the only potential partner in their reckoning.  The competitive nature of the financial sector in South Africa and the fast pace of change in the environment in which the industry operates have a real impact.  I referred earlier to change in national priorities, the Accelerated and Shared Growth Initiative for South Africa (ASGISA) to halve poverty and unemployment by 2014 is a good example.  In response to ASGISA and pursuit of competitive differentiation in the market, ABSA is evolving its role for the future.  ABSA used to focus on being a traditional provider of credit transactions and investment by managing risk.  Today ABSA is becoming a meaningful enabler of personal capital formation amongst all South Africans.  What we mean by personal capital formation is the accumulation of capital by ordinary individuals and families through savings and investments.  

We believe home ownership is at the heart of encouraging personal capital formation.  We are backing our vision with varied and wide-ranging action in investment.  ABSA has made significant investments in low cost housing and in improving services and products for the SMME Sector.  The ABSA Incubator Fund, for example, was formed to invest exclusively in the advancement of Black Economic Empowerment.  It specifically backs black entrepreneurs who do not have access to capital or sufficient collateral to meet the requirements of traditional bank lending.  ABSA's Incubator Fund investments typically include the unbundling of groups involving BEE, management buyouts and buy-ins, black shareholders acquiring equity from retiring or outgoing shareholders and start up businesses.

ABSA takes a broad view of its role in development and strives to support developmental initiatives through its social business investments and through the ABSA Foundation, which we fund through an allocation of half a percent of our pre-tax profits.  The key focus areas of the ABSA Foundation include education, HIV/AIDS and job creation projects.  We also encourage our staff to become involved in community projects and I am extremely proud to say that over 11 000 of ABSA’s people are currently actively involved in community projects.  We believe that the South African Banking and Payment System is competitive and accessible.  The question is, why do we need a sophisticated world-class banking and payment system?  My colleague, Louis von Zeuner will answer that question and also address some of the other issues in regard to the National Payment System.  Louis?

MR VON ZEUNER:  Thanks, Steve.  Good morning to members of the panel.  I think to add on to what Steve has said, the financial sector serves as a key enabler for the South African economy.  It is also an essential part of the daily lives of millions of ordinary South Africans who use the financial system to conduct the wide spectrum of transactions.  Millions of these transactions, small and large, ensures that the grandmother in the rural areas can thus receive funds transferred from grandchildren in Sandton.  It is that same system that does billion rands of deals in the Johannesburg Security Exchange.  Thanks to a very same sophisticated banking system, millions of people improve their lives in a variety of ways by accessing credit to pay for education, having the convenience of buying a prime cup of coffee with a debit card but also realising the dream of owning their own car or home.  On the regulatory front, the importance of the financial sector and the National Payment System as a national asset is underlied by the regulatory framework within which the sector operates.  

 There is good reason for a healthy regulatory framework that balances private sector needs with the consumer protection as well as achieving national goals.  Banks are subject to an increasing number of regulations and statutes that govern the financial sector.  I think that it is important to highlight that this helps to protect the customer against the risk of failure.  Chairperson, we must not forget and ignore the history of Saambou, where many people suffered financially but also endured anxiety and stress in a time of uncertainty.  Bank charges are not just about fees, it is about the total cost of credit, being the costs included in interest, etc.  New consumer protection and regulations that will include the provisions of the National Credit Act will come into force from 1 June 2007 and will govern how credit is extended to the SA consumer.  The National Credit Act specifically regulates the cost of credit, with the formula being applied that provides a cap on the credit providers and what they can charge.

The consumer protection provisions of the National Credit Act are largely as a result of the fact that some of our competitors provide lending services to low-income owners at the total cost of credit of approximately 200% on an annualised basis.  The Consumer Protection Bill will also apply to the banking sector and seeks to increase transparency on pricing methods.  Then there are measures such at the Financial Services Charter, which we all subscribe to voluntarily, in our endeavours to serve the underdeveloped component of the market.  Your banking environment is unique in some sense because of the levels of sector-specific regulatory oversight.  There are large numbers of very active regulators involved in the sectors, including the Registrar of Bank’s, other areas of the South African Reserve Bank and also a newly appointed National Credit Regulator.  

The market is currently experiencing actively changing environment and as we have said in our submission, possibly worth to consider the implications and the changes that already will be forthcoming from all of these changes.  Competition between the various players in the market becomes quite noticeable when one considers the impact of competition on innovation, performance and access.  Cellphone banking is a good example of the impact of competition.  And on the screen we have highlighted some of the activities that took place since the initial exception and launch of cellphone banking.  Venete will also later confirm and illustrate by example that this is not only to the benefit of a particular segment of the market but really applicable throughout.  Internet banking is another example of the way in which competition drives channel development.

Since the introduction of internet banking, ABSA has consistently invested in new technology like low cost internet access to encourage internet banking uptake.  Another example that highlights competition is in the evolution of the ATM’s.  We can think back on ATM’s that were initially only found in the back of bank branches, until the first competitor moved to a placement in shopping malls.  Eventually we added in the offerings of ATM when multiple languages was offered to our customers within the ATM space and so we see innovation and development in some of the transactions and discussions that we are in, for instance in rolling out an ATM network within the outlets of Shoprite/Checkers.  I think it is also important if we speak of ATM’s to just highlight that 4,3 million of our 8,5 million customers transact predominantly on the ATM’s and the transaction value of transactions  below R400.00.

 I refer to enabling access through cellphones and internet banking and ATM’s but access is also served by the expansion of our footprint across many channels.  We refer to our strategy as the “click call” or “come in” strategy.  New innovations in distribution channels relate to the retailer outlets, they are being established in partnership with Vodacom as well as Shoprite/Checkers.  We are also rolling out a new concept called ZOK Containers, the name comes from the three participating parties, the Zionist Christian Church, Orlando Pirates and Kaizer Chiefs.  The ZOK Container is a distribution outlet in a refurbished cargo container that will serve as an access point for financial services but also important, will create 9 000 jobs in the process.  Chairperson I spoke about competition, I spoke about access but obviously through all the presentations thus far, the topic of the National Payment System is also uppermost, I believe, in your mind.

There has been a lot of discussion of issues related to the National Payment System during the hearings and on this slide we highlight some of those issues that has become quite prominent in discussions thus far.  There has been the questions about BankServ.  What it does, who has access and how it charges for its services.  There has been the question of interchange and there has been a lot of questions on sorting-at-source.  We have addressed all of these topics in our detailed written submission but I would like to review some of the major points to these topics.  Also just to confirm that it is ABSA’s approach to be open to discussing and finding solutions and better ways of dealing with these issues.  However we believe firmly that this should be done under the leadership of the custodian of our sector, the South African Reserve Bank.

If I can comment on BankServ, BankServ is a payment clearing house operator that undertakes the switching of payment transactions of various different types including electronic funds transfers, credit cards, debit cards, etc.  BankServ is an example of a bank utility and it provides the infrastructure services that are essential to the smooth working of the payment system.  Its profits are invested into further development into the systems.  BankServ charges fees for its services but the fees paid to BankServ are actually minimal.  BankServ’s costs are highly dependant on the volume of transactions. There are substantial economies of scale.  Banks with higher volumes therefore pay lower prices and this is the same as in most industries.  Whether or not Banks are shareholders of BankServ does not affect the price, the bank pays for the services.  There is one price curve that is used and unit prices simply depend on volumes.  

Also on the slide we refer to the dividends paid from BankServ, as I believe there is confusion that this is a source of revenue to the banks.  Interchange.  Interchange fees on debit and credit card transactions help cover the cost and risk of issuers.  As the slide explains, these interchange fees enable issuing banks to reduce cardholder fees and to increase cardholder benefits.  In thinking about interchange it is important to recognise that the reduction in cardholder fees and increase in cardholder benefits made possible by interchange, benefits retailers.  The definition of sorting-at-source is that it is the process whereby retailers and other institutions sort payment instructions and submit them directly to the bank holding the payers account. The bank for international settlements describes this process as clearing.

Therefore only those regulated for clearing can undertake this action.  Chairperson I think it is important to highlight that sorting-at-source is an issue which has been addressed by the South African Reserve Bank.   The SARB has indicated early that it is averse to sorting-at-source.  It has also in the past issued a moratorium in relation to sorting-at-source and although this has now been withdrawn, the SARB remains averse to the concept of sorting-at-source.  It is understood that the SARB will address this issue.  In our approach to retailers we have made it clear, in correspondence to the retailers, that this is an issue that needs to be addressed by the South African Reserve Bank.  Perhaps it is a good point also to which we can refer to Saswitch fees.  I think there is confusion in the market of exactly what is included in Saswitch fees and I think it is important that we just highlight, as on the screen, the three components that is part of ATM fees and thus also playing in the Saswitch space.

The first component is the fee charges by the bank that owns the ATM, to the bank that has the customer, a fee charged by the customer’s bank and thirdly a rather minimal Saswitch fee.  We know that FNB suggested that banks should agree to reduce Saswitch fees, however we are unclear about exactly what they meant.  If they mean fees to customers, this is a commercial issue for banks to individually decide and FNB can therefore do as they wish on those fees.  If they meant scrapping interchange fees, can I say that we are bemused, since we have already made a proposal to them in April of this year to which we unfortunately have not had any response.  ABSA’s position is clear that we are in favour of lowering ATM charges.  Chairperson, to sum up, we operate in a very competitive environment, under the guidance of the South African Reserve Bank and a comprehensive regulatory framework.  I would now like to hand to Alfie to talk about pricing and value.

MR NAIDOO:  Thanks, Louis.  Good morning members of the panel.  We have spoken thus far of personal capital formation and we have made reference to bringing value to customers.  What I would like to do in a bit more detail is unpack this notion of value and how we view it and then give you some practical examples of how we address it to what we believe is the benefit of the customer.  Essentially when we started on our journey of understanding how do we become more competitive and understand this issue of a valued proposition more meaningfully, we went to the group of people who we thought knew best, our customers and we speak to them in a variety of ways.  We sampled them regularly either talking to the specific segments of the market to understand needs. We speak to them about their experience in certain touch points in channels such as ATM’s and it is not uncommon for us on a monthly basis to sample in the region of 150 000 customers to get a sense of, do we have our finger on the pulse.

And the recurring theme that seems to come through when we talk value to them can be encapsulated in the four pillars that we use in crafting our propositions.  This whole issue of a choice, I want a broader range of products and services so that I can make more informed decisions.  I want convenience, both in terms of the channels or touch points through which I interact with the bank, as well as the instruments I use to interact with the bank.  I want to feel safe, not just physically in your branches or at you ATM’s, although that is key, but also when I transact across your other channels, such as your internet and call centre channels.  And I want the service to be affordable and earlier we made reference to this whole notion of the total cost to the consumer as opposed to the individual breakdown of cost to the consumer.

What I would like to do then is to take each of these components in a bit more detail and unpack it and describe how we have addressed those.  When we talk of choice, we talk of it at two levels broadly.  The one is to provide a range of products that give customers either in a standalone fashion, i.e. I will take a single product or I will prefer a bundle of products because that means a broader range of my needs, is the one way we approached it, but that only solves half the problem, because we have to provide the information that will allow them to make the informed decision on those products.  So stripping out the jargon, making it clear and simple for the communities and populations we serve, is a key aspect of how we deal with this issue of choice.

When it comes to transparency, I think it is fair to say that this has improved and evolved with increasing competition.  Gone are the days of a crowded brochure that is full of jargon. There are multiple ways in which a consumer can now understand what is available to them via websites, via call centres, via online calculators that allow you to calculate based on your profile what your fees would be, are some of the ways that we provide that level of transparency.  In fact, one of our proposals to the competition earlier on was to put into the public domain a calculator, for want of a better term, that would allow consumers to compare prices, fees, across the big four banks or cross banks in general.  We know that comparative advertising is not allowed and we know that the commission has reserved judgment on that.  We would like to see that product in the public domain as we believe that it increases transparency for our customers.  

When it comes to customer education, Venete will cover that in a bit of, a lot more detail later on, I would like then to move to the next point of convenience.  We have spoken about access but I think that the key points here are about reach, to reach large population that we serve, the large branch network of which 60% to 70% are in previously underserved areas, approximately 7 000 ATM’s, not all ABSA but some in partnership, innovative partnerships, that allow us to reach consumers more innovatively, as well as a very large and established internet and cellphone banking base.  In fact, the commercial decision we made in October last year was to offer free cellphone banking, to encourage the uptake and use of that channel, especially for understanding things such as your balance and so on and so far the numbers, I think, speak for themselves in terms of that usage.  

Security is a moving target and it is fair to say that the criminal element out there gets more and more innovative and creative over time and we need to be on top of our game.

I think the key point to make here is that yes, we absolutely need to provide security and peace of mind in our physical branches and ATM’s, which is where our consumers transact.  But in addition to that we see the attacks on our customers moving to the internet and to the ATM’s and in that respect we have introduced some innovations, we have introduced products to our customers at a cost to the bank, that gives them that sense of security and comfort that you can trust ABSA and transact securely across our channels.  When it comes to affordability, the point we have made earlier is around understanding the total cost of credit as opposed to just the price which is an input to this.  We know that there has been some mention of Nedbank cutting its fees but we believe that that came off a pretty high base anyway and if one looks at the FINWEEK’s study, completed in July of this year, it did show that for a certain profile of customer, ABSA provided the lowest cost in the pay-as-you-transact option.  

The key thing that we have learned when it comes to affordability, is that affordability is based as much on perception and individual’s life stage and circumstance as it is on price.  An example of that is what we see with the Virgin money initiative, where a large component of that customer base is in youth to young professional market, whereas if one looks at the makeup of the Capitec base, you would say that that is a less conventional approach at a bank.  So in large or in certain circumstances we find that this notion of price is actually second route to the perception of association with the brand, convenience and security.  This issue also relates to micro loans as well, where micro loan customers pay a higher price for access to credit, that is very often needed in times of desperation, whether it is paying school fees, whether it is paying hospital bills, whatever.

These customers do no qualify for a lower cost loan, because of their poor credit record and the micro loan helps them, not only solve the immediate problem but re-establish their credit history.  I would point out that an independent study by Investec Securities earlier this year brought ABSA out as the most cost effective of the four banks when it come to extending micro loans into the market.  

MR NAIDOO:  This picture is really to give you a feel of how our prices have evolved over time, over the last three to four years, specifically the point that increases have pretty much been in line with inflation.  But more than that or on top of that, if one looks at the types of accounts, the Mzansi and Flexi Save really talked to our mass market, the 4,3 million customers we referred to earlier.  We know that we need to plan active role in growing, small business participation in banking and therefore the small business current account, which tends to be the anchor product for small business, as well as the silver cheque which talks to your emerging consumer, who has now got a steady job and coming into the market.  So we took a very careful view across these to say, how do we get more creative and more competitive in this base and I think the numbers speak pretty much for themselves.  Mzansi has not, we have not moved the fees on Mzansi here, since we have launched and our Flexi Save, which is a basic transacting account for our low end of the market, has moved by inflation and as you can see on the small business cheque account a similar type of trend.

So we keep a careful line, not just in on the competitive landscape, but how do we ease entry from an affordability point of view, for very specific sectors of the consumer base that we now have to enter the banking system.  So I have tried to cover how we understand value, the pillars of value and how we have unpacked that in a way that hopefully brings value to customers.  The fact that a million customers have joined us in the last year would suggest that we are doing something right, although as Steve constantly reminds us, that road is always under construction.  I think to make this real for you, for the panel, from a customer point of view, Venete who looks very closely at what happens in the customer world, will give us a feel for that.  Venete?

MS KLEIN:  Thank you, Alfie and good day to you, members of the panel.  As Alfie said, I will try and demonstrate through some real life examples how we have gone about the very things that Alfie has spoken about.  The reality is that ABSA offers products and services to eight million customers every single day and we hope that we will show you the value in what we deliver by the examples that we are going to be showing you right now.  And I must just hasten to add that the three examples have agreed, the clients have agreed that we use their case studies to demonstrate the point.

The challenge that we at ABSA have is to make all of our pensioners, like Ms Mekoe, as savvy about banking.  Ms Mekoe, and like I said is not just a dreamt up story, she has agreed that she wants us to tell her story.  Ms Mekoe is actually an all-paying customer, who makes use of the Sekulula card.  And as you can see at the top there, she is concerned about, when I go and draw my pension, will I be robbed and all the rest of that.  Okay, we have already launched this product, the Sekulula product, in Gauteng and in the Eastern Cape and through the Sekulula card we have brought Ms Mekoe affordability, security and convenience to which Alfie has spoken earlier.  She also has a choice of a range of other products, as her situation progresses and she maybe wants to change product suites.  We are meeting the challenge of serving more people like Ms Mekoe over time.  

ABSA is the first bank in South Africa to introduce live customer education on its roving sales vehicles, because we believe this is necessary. We have got to demonstrate what we do and not just talk.  We now use our ten mobile banks to train some 30 000 customers per month in terms of banking services and products and more specifically around security at ATM's.  The next person I would like to talk about is Bhekisani Mtshali, who is also a new banking customer.  We have helped Mr Mtshali to gain access to the banking system after many attempts of going into various institutions, being turned away because of different things that was required.  If a consumer like Mr Mtshali wants a savings account and does not require significant transactional services, ABSA has products that will guarantee a positive rate of return.  

Our money builder savings account, with just a minimum opening balance of R50.00, enables customers in all segments to maintain their balances.  It has no monthly admin fee and includes a number of free transactions.  Our Mzansi account, which was launched two years ago, to ensure low-income customers could maintain the value of balances held in transaction accounts.  Customers do not pay an admin fee here either.  While we do not claim to have all the answers in terms of how to service the un-banked and under banked, we have made massive and consistent investments, and effort to learn to meet, how to meet the needs, the banking needs of this particular segment of the market.  

We have been experimenting and it is true to say that some of those experiments have worked and others have not, but that has not stopped us from persisting at looking at products and services for this end of the market and we will continue to do so, going forward.

I think Mr Mtshali’s story is one of, we have got it right with him, but there are many other areas we know that we can improve and we certainly are working at that.  Then we looked at various other areas where we believe needs improvement, specifically offering products and services to the small business owners.  Here I would like to talk about Mr Glen Ngobeni, he is a small business client of ABSA's and he has benefited by a major push that we have put on developing products and services for small business.  We have invested heavily into introducing new products and services, that we are determined will provide more value for them through ABSA than most of our competitors.  The driver behind ABSA’s fresh focus on small business markets is our acknowledgement that we still have a long way to go and that there is more, there is so much more that we can do and it is a great opportunity for us as a bank.  

And I think it is safe to say that because of our partnership with Barclays Bank, there is a number of value added products and services that have been launched, that actually isnt financial of nature at all.  This is where a small business owner could join a club and learn from other members of the club, for as little as R10,00 a month, learn best practices and also then have access to products and services like for example business planning and accounting, financial etc.  We are testing the concept of the small business centre, where we intend to have advisory services available in these particular centres and this is already far advanced.  ABSA is also the biggest user of the Khula Guarantee Scheme, which government launched in support of the establishment of small businesses.  I am very proud to say that we have been an active participant there.  

Through Barclays we have gained access to special software packages, which have been designed for the needs of small business in the South African environment, which will help small businesses to improve their management capabilities.  And like I said, Mr Ngobeni has already signed up for that particular product.  Our Incubator Fund is making ingrowths in the market and the joined ventures that ABSA is forging with links, with the likes of IDC, are bound to extend our value to small business even further.  So even though Mr Ngobeni may be a happy customer with ABSA right now, we believe that in terms of our product innovations and certainly our focus at this end of the market, he still has a lot more to look forward to in terms of what we will be able to deliver to him and people like himself in the future.  Thank you for your time, I would now like to hand back to my colleague, Louis von Zeuner.

MR VON ZEUNER:  Chairperson in conclusion, I think ABSA is continuously looking at ways in which we can add value to customers and all our stakeholders and I would just like to share some of our thinking on this.  I think firstly, on transparency, it is our view that the objective of enabling transparency of bank fees for products and services would be better enabled via relaxation of the regulations pertaining to comparative advertising.  We, this morning, spoke about the fee calculator and we have the fee calculator live to demonstrate, if you wish to see.  This was some thoughts that was borne from analysing and studying some of the reports as is the Falkena Report.   We did approach the Competition Commission in this regard and although they have been supportive of the intent, there were reservations about the possible anticompetitive effect of such an approach.

We have highlighted this morning customer education.  We have in place a board game in all official languages, where we assist consumers to better understand financial issues of the day, financial planning, savings, insurance, etc.  Roving sale teams, that gets onto taxis and discuss issues of banking and financial services with consumers.  Educational vehicles, where people can try, test and get information on how to deal with ATM’s.  And also the principal that no low-income mortgage account gets taken up prior to the borrower completing certain educational training.  Also in that regard, a weekly update in the media by Venete on product neutral issues but issues that informs the consumers of choice, options and their rights.  

As highlighted by Alfie, continuous improvement in our pricing brochures to make sure that information is easily understandable, but more so training our branch staff to ensure that information is shared at customer contact point by staff that is ably qualified to give advice.  The next phase in our customer education drive revolves around an ABSA customer charter.  We are shortly launching a consumer drive that informs South African consumers of their rights, choices and options when it comes to dealing with ABSA.  In order to align our internal activities with the ideals of a charter, we are seeking to ensure that our customers do not experience old style banking.  Instead we want them to have a world-class service and we are therefore continuously and constantly implementing initiatives to improve our service standards.   

Another topic that was also raised in many of the presentations is the one of switching.  There are low barriers to switching from a cost prospective for banking customers.  We assist customers, who wants to switch, with information and assistance, but the process will be better facilitated if there are common standards within the industry.  And in this regard, learning that we can take from switching codes that is currently in play in the UK, in Ireland and the Netherland’s.  

ABSA has pioneered the use of debit cards as a mechanism for fuel payments, as we contend that the cost of a separate fuel payment system is unnecessary.  ABSA has a wide ranging program designed to engender a culture of compliance, with full framework of the regulatory environment.  We have dedicated compliance officers, whose task is not only to enforce compliance but also to guide the compliance training process.  

Chairperson, in conclusion then, both the regulatory and commercial aspects of the banking environment have changed and will shift significantly in the near future.  This should result in increased consumer protection, a lowering of barriers to entry, and intensified competition in the industry.  There is a great responsibility on the shoulders of all participants in the industry to ensure that this national asset and South African competitive advantage is nurtured and refined, so that it improves transformation to the value and benefit of all South Africans. ABSA is an active competitor in the system and focuses on the value it provides to its customers.  Our focus is on affordability, more convenience, wider choice and security has proven attractive for the eight million customers that we have.  ABSA is also transforming itself to be able to once more pioneer new frontiers of competition in banking by becoming the enablers for personal capital formation.  Thank you.

MR JALI:  Thank you, Mr Booysen and the team.  I will just ask the panel members as to whether they do have any questions.  Or before Ms Nyasulu starts, the presentation, we will just enter it in the record as Exhibit "Y".

MS NYASULU:  Thank you very much, Mr Booysen and your colleagues.  I just have a few questions for clarification.  I am going to start first with a few questions that start to question maybe a little bit of mindset, because we are now into day seven of public hearing, so we are hearing things from consumers as we travel around the country.  One of the comments that you made around competition, you said that you believe that the South African banking sector is very competitive and accessible, but I find that you based that around the fact that products and services are driven by competition and that is in essence what we are getting from consumers.  Their feeling is that the banks are driven by competing with each other, rather than by reading the needs of the consumers.  How would you respond to that?  I am not asking anyone in particular, whoever is best placed.

MR NAIDOO:  I think our approach to that is, as I indicated to actually talk to the customers directly.  In fact, a key part of our business is our specialists, who we call customer value proposition experts, who actually try and understand what is the need in the market.  So certainly there is an element of looking at the competitive space, to understand what is going on, but primarily it is talking to the distinct markets we serve, our mass market, which is segmented by income, our middle market, which is also segmented by income and our small business market.  So it is very much one of engaging with the customer, understanding where the differentiation or the innovation can come through and taking that to market, as well as looking at the competitive space.

MS NYASULU:  Okay.  If I may just follow up on the whole question of the quantitative studies that you do and a 150 000 is impressive, in terms of numbers.  But your customers and then saying that they are looking for choice, convenience, security and affordability, did you rank those needs in any of the studies that you have done?

MR NAIDOO:  We have not ranked those needs, those rather formed for us the four recurring themes, speaking across a broad range of consumers.  So whether it was a mass market consumer or was expressing a need or whether someone in the middle market or the upper-end of the middle market, those were the themes that we gleaned out, to say how do we then structure propositions around those themes, which would be very different for a mass affluent consumer as it would be, say for a low or a mass market consumer.  So those have formed more the guiding themes around how we structure our office, rather than a ranking of which is more or less important, although of course, affordability is the key issue.

MS NYASULU:  Okay.  Now talking about following on the whole question of affordability and costs, for instance, you have made statements about the transparency of your costs and the ability of consumers to compare from bank to bank.  Now, all the studies that have been done by experts and financial markets have come out with one single thing, is it is difficult to compare.  How have your consumers been able to make that comparison?

MR NAIDOO:  It has been difficult to compare, which is why we promote strongly this notion of putting into the public domain some sort of calculator, for want of a better term, that will actually enable consumers more easily to compare across the different banks.   I think that is one of the difficulties right now, that it is quite difficult.  From an ABSA prospective we have a host of mechanisms we use that say, within an ABSA context, can a customer understand better what the cost is of the services they will receive?  So whether it is to a call centre, whether it is off a website or importantly, whether it is in a branch where our staff have access to these types of calculators, they can be informed in that fashion.  But I would agree with you that it is difficult for a consumer to compare, which is why we would like to see this.

MR VON ZEUNER:  I think just, Alfie, if I can add to that.  I think what is important is that in that space there is always then the discussion of a cost plus approach and so forth and I think possibly that is where there is confusion.  From our prospective, we would like to put price to the value of the service and the convenience.  And I think as much as there is information on direct cost and so forth, I think if one look at the cost structures of the banks, there is an immense lot of cost that needs to be allocated in providing services and I think reference to our comment this morning on the calculator, there we have it on the screen and Keith, you might want to just want to talk to that.

MR MC IVOR:  Yes, thanks, Louis.  What we have built here is, we have mapped our products to all of our competing bank products, from a utilisation perspective.  And given the customers' personal banking profile, been able to project what the customers' cost would be.  I am unable to demonstrate how it works, we have taken a screen dumb, but these are profiles that we put in here.  In this particular example, you can see it is on our Flexi Save account, it is giving the typical profile of our Flexi Save customers and in this particular example we are not the most affordable in the market, we would come in at number two, I would suspect that the Old Mutual Every Bank Every Day Account would come in at number one and there it is.  Those figures that you see, the R406.40 that would be an annual figure and the numbers below that, the R33.87 of the 86/89, would be monthly figures.  

We think that this is one way where you can demonstrate, where you can enable transparency.  I think it is also important to understand that banks have got different strategic objectives.  So we might be driving a particular channel, a particular way of doing business, that another bank may not consider to be as important.  Therefore the proposition is crafted differently and that is very definitely an issue, I think, that clouds transparency at times.

MS NYASULU:  Okay, I am going to let that go, because I am sure my colleagues will ask more of that.  Do you want to pick up something on the same thing I have got coupled?  If I could just ask a question on BankServ.  Clearly the fact that the dividends out of BankServ are just so minuscule, says to me that the value of BankServ to the banks has got to be not so much in the dividends that you can get out of them, but from something else.  Would you clarify to me the value of BankServ to you?  Because if there was any other asset paying those kinds of dividends it would have been dumped, so it is clearly not about the dividends.

MR VOLKER:  Certainly, I think I will answer that question.  BankServ’s purpose is not to make profit for the banks, in fact it is a cost to the banks and it is a utility that the banks use to, as efficiently as possible, switch transactions between the acquiring banks and the issuing banks.  So BankServ facilitates quite a number of payment services, such as debit cards and credit cards, EFT's, cheques, etc.  And the big benefit that BankServ brings is the economies of scale, because all the volumes are pushed through there.  

That does not mean that BankServ does not have competition, it certainly does have competition in the form of Visa and MasterCard and there are some banks that choose to use Visa and MasterCard rather than BankServ and any two banks are also free to switch directly between them.  

So that is really BankServ’s role and purpose is to act as a cost effective clearing utility and not primarily to make money.  So I think they keep their charges as close as possible to the cost.  Any profits that they might make are actually reinvested in new services and I think examples are the Mzansi service with which BankServ has assisted to get into the market, the Mzansi money transfer, the real time clearing system, it is just a host of these.  So what you see in terms of the dividends are just the surplus cash that might have accumulated over a period of time. 

MS NYASULU:  I think you are actually demonstrating the point that I am trying to tease out even more effectively.  The point I am making is, it is quite clear then that BankServ as a facility really is more valuable in terms of the charges that flow through it to the banks than actually the dividends that it pays.

MR VOLKER:  Yes, I think that is correct, although BankServ does not play any role in inter bank fees.  It purely facilitates transactions, so it is not a mechanism to set up pricing, interchange pricing or anything like that between the banks.  In fact, the major revenues coming to banks are fees that are charged directly by the issuing bank to its customers or the acquiring bank to its customers, interchange is a smaller component, which BankServ has no role to play in.

MS NYASULU:  Then one final question before I hand over back to the Chairman is, I know we cant believe everything we read but I was under the impression that ABSA was supportive of the dropping of Saswitch fees.

MR VON ZEUNER:  Well, I think the media had one interview and that was an interview with me and it was an interview by Beeld and the headline of that article was that we are in favour of reducing fees but not in favour of any free fees.  The other media and I am quite happy that we give the holding statement that was made available, has definitely never quoted us as being in support of the FNB proposal.  But can I qualify in saying, possibly we don’t have the full context even of exactly what FNB proposed.

MS NYASULU:  Okay, thank you.  And just finally, just talking about your pensioner, Ms Mekoe, clearly you are not in the business for social responsibility reasons, you have given us a whole lot of things that you give her free.  What do you charge her for?

MS KLEIN:  The Sekulula card to Ms Mekoe, which is obviously her choice, she could either take the cash upfront or she could have it by way of card, the illustration was by way of card.  To Ms Mekoe that transaction is absolutely free, she is charged nothing, she gets two withdrawals per month for free.  So she basically can draw at any ATM her monies for free.

MR JALI:  I just want to go back to the issue about Saswitch.  My understanding was that FNB was basically making a new invitation to the other banks to come forward, to talk about or through the Commission about Saswitch fees.  So I would like to get an answer to the invitation as to what is your response to the invitation?

MR VON ZEUNER:  Well, I think that is why in the slide presentation I said that I was bemused by the statement, because I am quite prepared that if we can in a confidential manner share information with you at a later stage, that that invitation was extended by ourselves to FNB in April of this year.

MR JALI:  So there is a, I would say a meeting of minds between the two of you, to the fact that there is a need to talk about Saswitch fees?

MR VON ZEUNER:  From an ABSA perspective we will talk about everything that gives the consumer a better deal and that invite is to FNB or any of the other banks.

MR JALI:  No, no I am talking about Saswitch fees, not any other …

MR VON ZEUNER:  If Saswitch fees can contribute to a better deal for the consumer, we will seriously consider and discuss.

MR JALI:  Okay.  The April invitation, related to Saswitch or all other transactions?

MR VON ZEUNER:  ATM fees.

MR JALI:  ATM fees?  Okay, thank you.  

MR BODIBE:  Thank you Mr Chairman.  Good morning Mr Booysen and your team.  Can you kindly explain your relationship with Virgin Money?

MR VON ZEUNER:  Well, our relationship with Virgin Money is one where, is firstly it is a 50/50 partnership, with ABSA having the responsibility to manage risk.  That was our undertaking to the South African Reserve Bank that we will look at credit risk and operational risk, whilst Virgin will focus on the marketing and the sales activity and the customer contact.  

So that really is what is the essence of the transaction.  The first product to market was a credit card product and our philosophy behind this is that we understand that our consumer goes through different life stages and therefore there might be needs for particular offerings that we are not able to take to market at that point in time, but that we would like to maintain the relationship with the customer for some of the other financial needs that such a customer might have.  And so there will be discussions, as the board of Virgin operates with the representation of two ABSA Directors to that board.

So we will consider other offerings that we might feel is necessary to take to market.  And I think there is testimony of the fact that we want to offer the consumer choice, rather than only a one-product facility with one particular bank and that is the customer choice.

MR BODIBE:  What is in it for you?

MR VON ZEUNER:  Well, what is in it for us as with many of our other business, we share 50/50 in terms of profits and we try and run this in a similar way with the same transparency as we do our normal baking activity at ABSA.

MR BOOYSEN:  And if I can add, Virgin Money has been very successful in Australia but the question of what is in it for ABSA, I think one must also realize that the world is changing.  If you only going to focus on profitability on all products, on all services, you not going to have a sustainable business.  I just want to take you back to when I started to study in 1980, I was taught that if your shareholder is kept happy, you have a sustainable business.  Today it’s not true anymore. Today you have five stakeholder groups that are equally important. Obviously, …is there.  But if you want a sustainable business you also have to look after your employees, you have to look after your customers. Because customers pay our money and if customers are not happy, they are not going to do their business with us and our approach to our communities are very important, because we need legitimacy amongst all our population groups.  So you make your money from communities and you need to plough back to communities.  And then lastly it is about aligning with national priorities, because if you align with that, business opportunities will flow from that.  And if you pay equal attention to all of your stakeholders, you will have a sustainable business.  And that means sometimes, as Alfie has already pointed out, you will have different strategies in terms of channel, in terms of segment, in terms of product offerings.

MR BODIBE:  Now given that relationship, how is it that Virgin Money is competitor to ABSA?

MR NAIDOO:  It is a direct competitor and in fact, the majority of its customers, so far, have come from the ABSA base, that is a fact.  So that was a deliberate cannibalisation on our part, because you realise that the brand has resonance in the South African community that talks to my earlier point of consumers aligning with perception, or rather having a perception about value, as well as their life stage.  So in that market of 20 to 34 age group, that is pretty much who their target has and doing that deal in cannibalising our market was a deliberate move.  We could have closed rank and said no, we will not allow them in, but we realised that they were talking to other players in the market and we said, let us bring them in, it is as partner in, let us take 50% of the risk and the profit and let us accept that we will cannibalise into our own base, but overall we give the South African consumer a better deal or choice and we make something out of it as well.  

MR VON ZEUNER:  I think what is important to add to that is, obviously one can see currently in the market the need and demand from the consumer for more than one piece of plastic in terms of the offering and quite important for us is that we remain a responsible lender that looks at the total exposure of the individual and this is one way by giving choice but also managing exposure and ensure there is not over-indebtness on the side of the consumer utilising that product.

MR BODIBE:  Thanks.  My second question is related to your statement that the NPS issues should be left to the Reserve Bank because it has a custodian role over that.  Are you somewhat implying that we should’nt look into competition issues in the NPS and should rather link that to the Reserve Bank?

MR VOLKER:  I think the regulator is there for a reason and there is certainly tasks, according to the NPS Act and the South African Reserve Bank Act, that the current regulator has to look after, specifically safety, stability and other factors that are really important for the national economy.  And I think it is important to remember that it is not to the benefit to a specific player or even the banks, it is really to the benefit of the national economy and I think that is their task.  

So when we are referring some of the issues to the national regulator, it is because we as an individual bank are not empowered or able to resolve those issues on our own.  Although we would like to make a contribution and have certain views, but ultimately some of these key issues that we highlighted in the presentation, we believe should be facilitated by the regulator.

MR VON ZEUNER:  I think to add to that also is that the concept that is under consideration on the Dedicated Banks Bill and the Cooperative Banks Bill, we have currently six village banks in pilot and if that legislation gets accepted that entities, such as those six that I have referred to, will be able to be active in the cooperative bank space.  And therefore our view is still that I mean, once a entrant into the payment system qualifies by means of the standards laid down by the South African Reserve Bank, we have no problem in whoever enters into that payment space, as long as that criteria is met and that stability is uphold.

MR BODIBE:  And then what do you envisaged to be the role of this panel on those issues?

MR VON ZEUNER:  Alright, I think the role of this panel, as I have said, I think there are issues at the moment, if one look at the view of the bank for international settlements, which for instance see sorting-at-source as a clearing activity and that is currently not the view held by the South African Reserve Bank.  I think those are issues that we would like clarity on, to see exactly what then the rules of the game should be.  Some of our viewpoints on sorting-at-source has definitely been enforced by, as I have said in the presentation, what we have perceived to be a view of the Reserve Bank to be averse to sorting-at-source.  If clarity is given in that regard and this commission can facilitate and be instrumental that we have that clarity, we are quite happy to play according to those rules. 

MR BODIBE:  Thanks.  My third question is, you, in both your submission and in reply to some of the questions, say you are comfortable to talk about lowering of ATM fees, why is that?

MR VON ZEUNER:  Well I think that we have, in terms of ATM’s, we have made huge investments into our ATM network.  We believe that we understand that part of the business rather well and as I have said, it is not necessarily reducing that specific fee but it is making a contribution to be even more successful in allowing what currently is estimated as a 13 million un-banked base out there to make financial services more assessable for them.  And whichever, we do not profess to have all the answers and we are quite willing to participate and discuss with any role player that might have recommendations and proposals to make that even more effective, to explore those opportunities.

MR BODIBE:  So is there a believe that currently the structure of fees exclude that 20 million that is not banked?

MR VON ZEUNER:  I don’t think that one should look at fees in terms of exclusion, I would look at convenience, placement, footprint presence, where I think there can be activities and I think the Banking Association possibly will refer to that, whether is a flowing from the financial services charter initiatives where we look at having a better representation.  I think if one look at the models of Brazil and Indonesia, they are very successful in doing that and I think there is definitely learning for us in that in issues to be considered.

MR VOLKER:  Can I just maybe add to that as well?  I think ABSA has pioneered with the retailers to offer alternatives, viable alternatives and cheaper alternatives as well to cash through an ATM, through quite a few thousand point of sale devices where we can offer cash back at point of sale as well.  So I think that is a really viable alternative, which we think is going to grow over time and apart from that sometimes the only reason why a consumer might want to draw cash is actually to buy goods or services.  And in response to that need we have developed the ability to purchase with your debit card at point of sale, where our consumer got access to probably more than 120 000 terminals today at retailers, plus many more millions across our borders.  So I think while we are looking at the fees of cash at ATM’s, we also are looking at alternatives to those fees, which are fundamentally cheaper options.

MR BODIBE:  Could you explain the variation between fees paid by the small businesses and individuals that were on one of the tables?

MR MC IVOR:  I think, maybe I should answer that this way. Price is one component of value proposition that we put forward and part of that price is very clearly the service model that we apply, the frequency of transactions, the  behavioural profile employed by that particular segment or sub-segment and the same things that Alfie has referred to earlier, access to banking, footprint, level of advice offered, guidance, range of products and options available.  

For those reasons the small business environment is remarkably different in the way we handle its products, its services and our approach to the small business market, than is the way we handle our approach to, for example the mass market or the middle market, for those reasons the prices differ.

MR VON ZEUNER:  Keith, can I just come in there?  I think our small business model is pretty much built around the relationship and advice.  So for instance we are piloting in Pimville a small business centrE, where we wish to extend advice on legal matters etc.  So the offering, to add to what Keith has said, the offering is much more complex and have much more in it than merely the transactional activity that the consumer uses. 

MR BODIBE:  Thanks.

MR JALI:  Thank you.  Just for housekeeping purposes, we did not get, I know it is Keith Mc IVOR, we did not get …

MR VON ZEUNER:  Walter Volker is the head of payments of ABSA.

MR JALI:  Of payment system, yes.  Just for the record, because it will end up saying Male 1 or Male 2.  And secondly, still on housekeeping, just to remind everybody, our questions are still confined to the presentation.  We have not had an opportunity to go through your submission.  So this will be our Christmas reading.

MR VON ZEUNER:  Chairperson, we hoped that you would not raise the document, so that everyone could see, but I take note.

MR JALI:  This will be our Christmas reading.

MR MC IVOR?:  Chairperson, great colour, great colour.

MR JALI:  Right.  In our sittings right around the country, one issue which also arose was the issue of Visa and MasterCard, the non branded credit cards. I do not know whether you have a view on that, because the submission we received was to the effect that it is not necessary to have Visa and MasterCard if you are only going to be in the domestic market.  It is an extra charge which could be, from which the consumer can be protected or saved.  So, unless you are going to be travelling overseas, that was the submission?

MR VON ZEUNER:  We will as Male number 1 to answer that one.

MRS NYASULU:  He is number three actually.

MR VOLKER:  Thank you.  Chairman, the fees that the international card associations charge for their services on a per card level are actually extremely small.  The benefit related to that however is significant.  The benefit that they bring to us is world best practice, they bring a whole set of operating regulations and rules, which we can use, because it is intellectual property that comes from the globe.  If we did not have access to that and issued private label or private cards, with no Visa or MasterCard brand, we would have to invent those ourselves, a great expense and great time to ourselves.  So thats the one aspect which we find is of tremendous benefit to us and which you would say is largely paid for by the affluent market, probably the credit cards, but which we have free access to, to expand to debit cards as well.  

Secondly, what they also provide is a secure network.  Any issuer or acquirer that becomes part of the network where the branded cards are used, is certified by the Card Association.  So they certify security standards and all kinds of means to ensure that when my card or my customer’s card is used at another acquirer those standards are met.  If we did not have that guarantee, we would have to do that ourselves, probably through some other mechanism that we would have to set up for ourselves at a great cost.  And at the same time would always have to keep up to standard with what is happening in the world anyway.  So I think our view is that the cost versus the benefit is, it is just not even a difficult decision to make.

MR JALI:  Alfie referred to, in your presentation you, in one of the slides, you made a comparison where you said China and Poland have three percent of the income spent towards bank charges, that was in one of the slides.  Now what I want to find out is, is that, I am going to raise that in the context of the two previous reports, because there was a challenge in the two previous reports, the challenge was to be a fact that we are not comparing apples with apples.  So I just want to find out from ABSA, you like us to compare you with those two markets?

MR MC IVOR:  Mr Chairman, I think the purpose of highlighting those two markets is rather to make a point of comparison, that says it is extremely difficult to find a benchmark.  Genesis, a South African company, produced a benchmark study in the course of this year that said two percent would appear to be some type of number, which is an internationally acceptable benchmark standard.  The point that we are trying to make is there are certain countries that have a very similar profile to ours, that are well above two percent.  We believe on average basis, not a medium basis, on average basis, that we are well under that two percent.  It is not a question that we want to be compared to China or Poland at all, it is trying to find some kind of international benchmark that the Commission could find useful in its deliberations.

MR JALI:  You appreciate of course, it would create some difficulty for us, because we can look, go around the world and pick up one where there is only about half a percent and use that.  So that is why I am trying to establish as to whether, is that the market you prefer?

MR MC IVOR:  There are two sets of market sets that one could have a look at, one is the emerged market and one is the emerging market.  I think one needs to be very careful of having a look at numbers in isolation, you have to look at the holistic picture.  But there are certain of our products in our own market segments that we approached at a half a percent average cost of banking, we do have them.

MR JALI:  Alright.

MR PETERSEN:  Mr Booysen and your team, thank you.  As with my colleagues, I think we are well occupied heading through the red volumes and doing justice to it, to the very substantial input that has been made there, which is much appreciated, even before its fully read.  And as we had discussed before, todays occasion, as it has been for the other major banks, is really an opportunity to showcase your own position before we all roll up our sleeves and get more deeply into the detail.  

So I will, like my colleagues, limit myself very much today to what arises from, from a few points arising from your presentation which again, thank you.  And perhaps also just the sense that I get from reading the summary of your submission.  To all, every page, even of the summaries, headed “confidential”, some of it looks quite safe to me, I do not know whether I am allowed to mention anything …  

MR VON ZEUNER:  Yes sure.

MR PETERSEN:  Thanks.  If you are worried that I am stepping into territory that should be kept private, please stop me.  Now, we have got a very difficult task here, we need your help on, or I do anyway, on perhaps broader questions than have so far being tackled.  And one of those questions is, what can we realistically look forward to when it comes to understanding the competitive terrain in retail banking and what is feasible?  The banking consolidation is going on everywhere in the world.  My understanding from the press is that there is a new wave of banking consolidation in Europe at the present time.  So it is happening in mass markets with relatively affluent consumers, not quite the same as we have here, but even in those mass markets there appear to be relatively few full service banks and they continually become fewer.  I do not know to what extend new full service banks are entering, but it is one of those things that we need to understand about South Africa, whats the realistic prognoses for banking competition.  

Now it is put in the submission by FNB, obviously after an evaluation by their economists, that they did not think there was actually room in the South African market for more than four full service banks.  Would you have a comment on that?

MR BOOYSEN:  I think that, my view is that when the second tier banks sort of were wiped out, that was a loss to the industry.  I think that if you have something knish to offer, something different, you could be a potential player.  Can I give examples, for Capitec as an example?

MR PETERSEN:  Yes.

MR BOOYSEN:  A very good example, Able is a good example.  It is that old story of where two big dogs play in the street and let say it is four big dogs play in the street and a minute knish player comes to the four, let me give you a global example.  Coke and Pepsi, all of a sudden there is either water, I mean what an industry that just sort of exploded.  

My view is that I think that as, and this has got to do with profitability trends, if there is a perception out there by potential investors, entrepreneurs, that an industry is making too much money there will be new entrants and now I am just talking generally and we have seen it in the South African banking industry as an example, we do go through different cycles.  

It is almost like the stock exchange, where you have increased listings and when you go through a different cycle, de-listings.  So I see it very similar going forward.  The one thing that I think we should not underestimate is the fact that we are now part of the global village.  I mean, ABSA is part of the Barclays group and I must tell you, something that I have completely underestimated is the complexity to comply with regulatory requirements, global regulatory compliance, for example, SABA and Zoxley, FSA requirements, completely underestimate the cost, the resources, the cost, as well as the monetary side.  As a country, my view is that we will have to adapt to best practice to be a global, to be part of that global village.  To say that four players thats maximum, I think that if you have a knish product and if you, it is all about, we are in the services industry, it is about customers, customers make the decisions.

And if you can put a proposition forward that they feel is attractive and that it is convenient, Alfie has gone through all of those elements that is important, then I think there will be new players that will pop up in our sector.

MR PETERSEN:  Thank you, I think I follow your answer, but the conclusion which I was putting to you was a conclusion in relation to what we described as full service retail banks.  Clearly and you demonstrated it again today, there are knishes within which there are significant new entrants and who can present a competitive alternative in those particular knishes.  The evaluation problem thats troubling me, is to try to understand whether a successful knish player can change from being a small dog to a big dog.  It is not just water versus Coke and Pepsi, it is a complex and changing basket of services that customers, particularly more sophisticated customers, need from their banks.  And so one is grappling with the question of whether we are going to be, whether we need to face as a practical realistic inevitability that there are going to be a few major players here, the market shares are between 20% and 30% and that we have to look therefore at competition dynamics in that kind of real context as opposed to a different one.

MR BOOYSEN:  Before Louis answers, I think that to emerge as one of those big players, it is one in every 15, a big player, it is one out of every 15 years and let me give examples.  R & B is one example, entrepreneurs started, Investec is another one.  I do believe that there could be another player that is going to emerge in the next few years, that will become the Investecs, R & B, FirstRand type of organisation.  Maybe I am an optimist, but I do believe that because of the increase size in the market, more people that has been brought into the banking fill, I believe that if you find the right entrepreneurs, put them to work that that will happen.  Louis?  

MR VON ZEUNER:  Yes, I think to be active in the retail market you need footprint and you need a physical presence.  I think the example of 20/20 and one or two others has clearly showed that the customer want human interaction, human interface.  In terms of the growth of some of the smaller players and I cannot quote numbers, but if I recall, Capitec has made the statement that they wish to roll out almost 200 branches.  African Bank has surely enhanced its product offerings when looking at credit cards and considering mortgages.  I have no doubt that if they have the physical presence, the technology to support and let us call it “selective products”, if they wish not to go fully fledged, they can definitely grow to something much more sizeable than what is currently, easily being called “a smaller bank.”

MR BOOYSEN:  But I must add, this does’nt happen overnight.  If you look at the players today, ABSA, Nedcor, First Rand and Standard, I mean it has taken many, many, many years to build up a leading edge company that offers a broad range of products and solutions to customers.  So it is not going to happen overnight.  If it would have been overnight, if it would have happened overnight, I think a player such as Barclays would have taken a different route if they believed that there was a different route.  City, potentially would have entered the market, in my view.

MR VON ZEUNER:  I think, I mean if one has the opportunity to engage with you further, Venete has just led a delegation from us to go to Brazil and really look intensely into that market, We did likewise in India, Bangladesh, Pakistan and there is a lot of learning and there is a lot of activity that has taken place there, which I think can indicate some of the developments that one can easily see in the South African context as well.

MR PETERSEN:  Thank you, I think we would very much welcome an engagement of that kind as well.  And perhaps that will also help us to come to grips with another aspect, in my view, of the same issue and that is the extent to which market dynamics can be relied upon to bring about the rollout of affordable banking services to the millions of un-banked.  Because you quite correctly emphasised the positive side where you showed that there are millions to whom you are providing services.  There remain millions who no one provides services.  And this has been a focal point of quite a large part of the consumers representations that have been made to the panel so forth.

And it is one that we have to consider, because if the market cannot do it, then we need to say so.  Now in …

MR VON ZEUNER:  Can I just comment on that?

MR PETERSEN:  Please, please comment.

MR VON ZEUNER:  That is why I think it is so important that …  I mean if for instance, in terms of our current discussions and we have got agreements, I do not think I speak out of turn, in our discussions with Vodacom, to make use of the opportunity to offer services through the outlets, it is not allowing and losing control of credit risk and so forth, that we have the responsibility.  But if we are going to be dependant on banking thinking and that is why we also spoke in our presentation today about old style banking.  We must be able to take banking facilities to the floor of for instance a Voda Shop, where the consumer might even have Wizard on the floor as well.  Our reference to ZOK Containers, if we think stereotype about our distribution footprint, it is always going to take us six months to put infrastructure on the ground.  

If we can think innovatively and differently, those are things that literally is done in a matter of two or three weeks and for instance the aspiration of ZOK as an entity is the rollout of 2 300 containers in the next year.  I mean that is an inspiration, let us see how much we can deliver.  But I think those are the type of initiatives which we would like to use to get closer to that 13 million currently un-banked.

MR PETERSEN:  But does’nt that bring us, perhaps this is a question for Mr Booysen, but does that not bring us to the issue of profitability?  I listened carefully, Mr Booysen, to what you said, that a sustainable business cannot be built just by having one’s eyes focussed only on profitability.  But I mean, in any market system of exchange, what goes into exchange on the one side is a product or service and what goes into it on the other side is money.  And if the customer, the would-be customer does’nt have money then there is no exchange.  And in relation to profitability, which is the basis of the entire system, it seem to me that you are really distinguishing between short term profit motive and longer term sustainable profit motive.  If that is so, is there in the long term profit in the low-income market?

MR BOOYSEN:  I think what we do is, we look at future, we look at a long term sustainable business and if you need to make investments in the short term, to have that sustainable business, then you will do that.  We believe that, and Louis has referred to that, we need to be continuously creative, creative also in terms of our delivery, to deliver to our customers.  Just for interest, I can recall the turn of the century, we were sort of all hooked onto E-technology, we closed branches.  I mean, in hindsight wrong decision, why?  Louis has already referred to it when he said, customers want face to face interaction.  In our research it has been proven, when is the best opportunity to sell to a customer and to build a trusting relationship?  

To build a trusting relationship with a customer is when you have face to face interaction.  So we believe that, and this is independent research that has been done where there is a bankable customer base out there that don’t have any relationships with banks and it is, the challenge is up to us, is to become more creative and innovative in what we deliver to that segment.  

Not to, for example, have a fully fledged private bank suite in a market where it is not going to be of any use, but the cost-wise is extremely different from it.  So I would say that we have moved in terms of our creativity, we have portable branches, we have the ZOK Containers, we have the joint ventures with Vodacom, but I do not think it is going to be enough.  We have the Sekulula cards with all pay, very successful, but the market is continuously changing, it is dynamic and we need to adapt continuously.  

So my view is that the research out there proves that it is a bankable market and we need to become just more creative in delivering to that market and it must be sustainable in the future.

MR PETERSEN:  And you apply that to rural as well as urban areas?

MR BOOYSEN:  Yes, we apply it to, and as Alfie has mentioned earlier, we segment, sub-segment, look at preference of channels by different segments, sub-segments, because at the end of the day it is the customer that will decide if he is going to, he or she is going to do business with you.  And clearly in our business, our business are very customer centric and the one thing that arise by to as a CEO of this company, if I can only get one thing right and that is to have customer satisfaction as a differentiator, if I compare myself to my peers.  I mean that is my ultimate vision.

MR PETERSEN:  Thank you.  Let me come then, if I may, to price competition.  Now clearly through this whole process, I speak for myself, but I would imagine it is the same with other panel members, I will form provisional views which I then want to test and make a change then and so forth, so anything that I raise in that regard is nothing more than a provisional thought which is put up for debate, but I am getting the impression that there are two levels to this problem of price competition where the banks are concerned.  You have what I would call a surface level, where you have the price that is charged to the customer and we can examine and we can debate, there are certainly, it seems to me, in certain parts of that, there is price competition to be found.  It is complex and slippery to get hold of, but it would be difficult to say that there is no price competition between the major banks.  

And then we were being told and have been told that the prices are reasonably related to the costs of providing those services, because for example you can compare with a range of other countries and although it is not really apples with apples, we can see that the comparisons are not widely out of range and so they should be relaxed.  

My problem is there seems to be, one of my problems, is there seems to be a below-the-surface dynamic, which then also involves price.  And this is what I want to raise for you to comment on, not necessarily exhaustively today but in the course of the inquiry.  As I understand it, my costs are what someone else is charging me for what I get from that person and quite a bit of the bank's costs seems to be what the banks are charging each other.  Now that gets past on as a cost component of the ultimate price to the consumer.  

Now if what the banks are charging each other is not a competitive price but is in fact in certain respects fixed when it does not need to be fixed and is sheltered from competition when it does not need to be sheltered from competition, then we have a problem under the Competition Act and it would not help us to say there appears to be price competition on the surface in the provision of the service to the customer, because underneath is something described as a cost, which is in fact being created by a combination of players instead of by a competitive dynamic in the market.  

Thats a very important issue in this whole inquiry, its in connection with things like interchange which is, I realise now, has got various aspects and dynamics to it and interchange is not one thing.  But if you would care to comment, if I am misunderstanding the entire position to the general conceptual level, I would welcome it if you would tell me, otherwise perhaps indicate how you might be able to help us on this.

MR VON ZEUNER:  Yes, I think we definitely will be selective in our price, because I am not going to challenge you and say you do not understand it, it is too early in the process to be at that level.  I think what is important is that the role of prices between banks possibly carries too much of a weighting when we talk about price and cost, etc.  And the reason why I would say this is, if one would look at price and fees at the point of an ATM and look at some of the cost that influences that price, there is a component of direct cost.  

But likewise, if one really look at, and I note the question that was asked in some of the previous presentations as well, for instance a balance inquiry at the ATM. But maintaining the ATM, managing cash, managing the float, looking at security, repairs to ATM’s that often gets damaged, I think that component of cost that is also related to what eventually is in the fee, can easily be underestimated and overshadowed by possibly something in terms of the different banks that is not as transparent as you would like to have seen it in terms of determining cost.  

The second issue is, I think a good example that we always refer to, I mean buying a cup of coffee in a restaurant versus making it yourself, there is a major difference in price and fee and cost and not necessarily would you consider the price in the restaurant to be excessive for other marginal reasons what is important.  And there is the factor of convenience, I am also the first to admit that there is a lot more purification and refinement that we can do in terms of cost, but I also think in running and organisation where your construct of, where 55% of our cost is staff related, there are many, many issues that gets discounted and that is where I am particularly sceptical and concerned about an overemphasis on what banks charge one another and also the concept of a cost plus approach to fees, but Walter you would like to add to that.

MR VOLKER:  Yes, I think maybe just to the whole question of interbank fees, I would say that your comments are probably largely valid in the ATM environment, where the interbank fee has got a direct impact on the consumer fee.  In the other payment systems however the fee flows the other way.  It actually ends up as a subsidy to the consumer fee.  So if you take a normal credit card transaction, in many cases the credit card holder would not pay a single fee at all, at a transaction level.  Debit card, also the interchange substantially subsidises the consumer fee.  So rather then being a negative aspect to consumer fee, it is actually a facilitating mechanism and the same is true, as you go through EFT, etc.  The only one that would have no interchange at present is the cheque environment, where there is no interbank fees levied.

But as a consequence of that there are none of the benefits that banks can offer both to the retailer and the consumers, so we can’t for example offer a payments guarantee, a general payments guarantee to the retailer.  And as a consequence often retailers don’t want to accept cheques anymore.   So I think there are a lot of benefits in the mechanisms, I think the trick is to find the most effective and efficient mechanism to put in place.  And I think it would be worthwhile engaging with the Commission in more detail of how to ensure that the most effective and efficient mechanism is derived at, for our particular market in that space.

MR JALI:  I just want to follow up on that, whilst we are still talking with the interchange fee.  Some of the components of the fee, according to our understanding, were arrived at, at the time when everything was being done manually, so there is a view that maybe there is a need to revisit the actual fees.  We have, I do not know whether you …

MR VOLKER:  Maybe, should I respond to that?

MR JALI:  Yes.

MR VOLKER:  I think one of the dilemmas at the moment is that we do not really have a method that we are all comfortable with in deriving the fees.  So I think our view is that the best mechanism would be to be able to, is a mechanism in which we can constantly review those fees, the components as a fee, as well as the actual fee.  Because the market dynamics do change, I think over time volume effects come in, as a product matures, the dynamics, the costs, the cost components, would change.  So I think the best mechanism would be one where you would probably have regular review of those fees, probably at least on a sort of every three year basis, which would lead you to a, probably most efficient range.

MR VON ZEUNER:  Walter, can we just not, I mean the fees, yes, you were intimately involved in the ADO discussions, but just a complexity of that at the moment.

MR VOLKER:  I think that is a very relevant point. The newest payment systems that we introduced into the market, in fact this year, were ADO and NADO, the authenticated early debit order system and the non-authenticated early debit order system.  And because of the uncertainty that is currently prevailing on how banks may set interbank fees, we ended up with an environment where we had to do bilateral fees and negotiations between the banks.  And so we had to do round robins with all the banks and within each payment stream there is probably about five, six categories of different transaction types.  

So you end up with a multitude of negotiations that you have to end up with.  And because you don’t have an objective standard to get agreement on, you end up with almost a market force kind of dynamic between the two parties speaking to each other, thats very un-objective, it is just two parties speaking to each other, with each, their commercial interests in that negotiations, leading to very, very ineffective negotiations at that rate.  

And the fact is that it is absolutely essential that you have interoperability between the two parties and some kind of commercial arrangement as well.  I think as we stand here today we have managed by hook or by crook to reach agreement with most of the banks, but there is still one bank in one category that we have not been able to reach consensus.  I think just demonstrating our frustration with the current way of doing things and I think it would really be helpful if the Commission's process would help us achieve a mechanism that we can all feel comfortable with and that would lead to an efficient way of doing this for the benefit of the country.

MR PETERSEN:  Thank you and perhaps just to save time in that area, it is a complex competition law and policy question dealing …, perhaps an number of views on the question.  But you might want to give some thought and debate with your advisors to the following:  

It seems to me that if in a particular multiparty payment transaction it is unnecessary to have the bank’s concern, agreeing a price with each other, but the issuing bank on the one hand and the acquiring bank on the other could recover their costs plus margin by direct charging to the customer concerned and the four party model would be the merchant involved, if therefore any price agreement between the banks in regard to that transaction is unnecessary it maybe prohibited, even if it is bilateral, it may be.  On the other hand, if it is necessary because the system could not operate without it, it does not seem to me to be very long step to the legitimacy of multilateral setting.  

So it could be that the whole debate between bilateral and multilateral is something of a red herring and that the real debate is over whether you need a fixing at all, which is in turn passed on to the customer.  But I want to raise that, not necessarily for an answer now but just so that we can advance the process of getting to the bottom of this.

MR VON ZEUNER:  We would like to further a discussion with you on this, we have given quite a lot of thought to that and I think that is something that we can explore.

MR PETERSEN:  Could I just go to the question of BankServ prices?  Again just to try to focus on what is troubling me here, it maybe that the revenue, that BankServ as a source of revenue to the major banks is insignificant.  But it does not follow from that, that price differentiation by BankServ is irrelevant to the customers of BankServ who are paying the higher price.  It may constitute a significant barrier to them and therefore while, and I think I am following up to this extend on a question put to you earlier by Ms Nyasulu, while therefore as a revenue stream to the major banks it maybe insignificant, it may play a significant role in deterring competition as a barrier to effective competition by the smaller players in this area.  It has been suggested to us, in fact, that it provides a location for the creation of the barrier, which in other words enables the big players to preserve turf and that they do so with the collaboration of PASA and the regulators.  

That is what has been raised publicly and that is what we have to grapple with.  So that again, if you can develop your response in regard to BankServ and what could be changed about that, we have not had a submission from BankServ, that I think would be very helpful to us, to the extent that you want to address that now, please do it.

MR VOLKER:  Alright, I think it is a very relevant question.  I think just a couple of comments on that.  The first one is that BankServ management has got as one of its objectives to attract as many customers as possible.  So it is not in the interest of BankServ management and I am sure later when they do their own submission they would confirm this in far greater detail than I can do myself.  But it is part of their task to attract as many customers as possible and to attract as many transactions ultimately as possible and to reward those customers obviously that bring them the greatest number of transactions.  So I think that is the philosophy and the approach of BankServ management and they have done that independently of who the shareholders are.  So price setting, pricing policy is independent of shareholding and there is no influence by the shareholders on that.  I think the second point is that any bank today has got the choice of using an alternative operator, specifically in the card processing environment where there are no fixed fees.    

So any bank who is a member of Visa or MasterCard today has got the options of having their transactions switched through those two operators today.  So I think that gives us, the fact that they still use BankServ, in spite of those two options, which are, we have charged global, similar fees to global players, tells me that it is still more affordable for them to switch through BankServ.  So I would think that possibly it is not such a valid argument, but looking at the figures themselves is probably worthwhile doing.  I think the other thing that BankServ management will have to keep into account as well, when doing the pricing policy, and I am aware that the pricing policy is the same, irrespective of the user and just based on a volume submission, BankServ has to be careful that if they overload the big players too much in terms of their fees, they have got a choice of also again going through international players or switching directly between the two.  

That is their ultimate way of getting out of the system, if you don’t reward the big players sufficiently enough they just switch directly.  And the negative consequence with the whole system is that you obviously immediately lose the economies of scale and everybody loses, because the players that are left immediately sit with those fixed costS and their fees would go up substantially.  So I think it is still a major consideration when looking in that environment.

MR PETERSEN:  Yes, I would not pursue that.

MR VOLKER:  Okay.

MS NYASULU:  Sorry, just a quick one, because I want to follow up on the question that I had asked, which Advocate Petersen has just picked up.  And please understand that I ask this question of you, not because it is ABSA specific, it is a question that I will ask of all of the banks.  But in the spirit of what you had raised around FNB …, doing away with Saswitch fees, your response was, “if they want to, they can.”  So I am going to ask you a question in the same kind of vane.  Would you be supportive of a proposal to alienate BankServ from ownership by the big four?  In other words, for it to stand as an independent facility, owned by a completely neutral body and I am asking ABSA specifically.

MR VOLKER:  I do not think there would be in principle opposition to that.  We do no think it has got any relevance, but if that would be helpful to resolve this issue then I do not think there would be an in principal opposition to that. 

MS NYASULU:  Okay, thank you.

MR VON ZEUNER:  I think to add to that, in February 2005 we did consider a proposal to BankServ, where we said almost an independent body as the Charter Council in construct to oversee BankServ activities.  So that is something that we have applied our mind to and again we will take this back and if there is an opportunity to discuss this in more detail under advice, we will deal with that.

MR VOLKER:  I think maybe just a small addition to that and it is not denying what we have just said, we have also engaged with Barclays on this matter, as they have got very similar challenges in the UK and the rest of the world.  This question comes up quite frequently. One of the suggestions in the UK for their EFT and cheques clearing company was also to get an board independent Directors for example, that were not members of banks.  One of problems that these Directors immediately faced was the extremely complex and technical nature of these kind of operations.  

So I think that is just a comment that I would like to make, that it is not the same as any other company, that it is highly complex, there is a whole lot of dynamics in there, that a person should take into consideration.  And in the process of possibly separating ownership from usage, what you do not want to do is bring about any instability or over-dynamics into the market.

MR VON ZEUNER:  And for that reason, that is why we did not pursue that at that time, because we, or be it a thought, it did not seem a viable proposition, but something we can consider.

MR JALI:  You will appreciate of course that we are putting all these questions to you, because we have not received a submission from BankServ.  Maybe, I do not know, maybe as a shareholder you could …

MR VON ZEUNER:  Facilitate the process?

MR JALI:  No, help us to understand why, why we do not have a submission from BankServ.

MR VOLKER:  I can maybe answer that, it was discussed and I think BankServ was probably waiting for an approach from the Commission.  So, they are certainly ready to engage and more than willing.  I think if you would like me to, I would, I can encourage them to come into contact with yourself.

MR PETERSEN:  May I just flag this additional concern in relation to the BankServ issue, which has just been discussed?  If I image myself as a small player, it is no good to me if I can’t switch with you.  So your ability to say, “well, we disregard BankServ, we maybe switch off shore or create another switch” …

MR VOLKER:  Yes.

MR PETERSEN:  And if that is a real threat to me as a small player, I might have to go to the competition authorities and say there is an abusive market power going on.  Perhaps you could give some thought to that in the context of this complicated thing.  Well, it is not, if it is turned into a public infrastructure or that is all there, well, if one just goes independently to use the infrastructure when one chooses, but if interconnection and interoperability is involved then the behaviour of the other players in regard to me through that switch is ultimately the critical question.  So perhaps you could just help us to refine our approach to what we should recommend to the commissioner in that regard.  Sorry, do you want to respond now?

MR VOLKER:  Yes, I think just maybe a very brief comment on there and I think it is absolutely essential that in the inter-bank space, where we have to deal with interoperability issues, which are absolutely essential to doing business in the payments environment, I think that it is important for representatives to put on more of a good citizen hat, rather than a competitive hat.  And access to some of those key utilities, I think is a non-negotiable and I would say that we as a banking industry have been extremely sensitive about that role and very responsible in that role as well, also cognisant of the fact that the Reserve Bank is keeping an eye on these things and ensuring that there is fair access to what we regard as a national asset and a key utility.  Even though there are alternatives, such as Visa and MasterCard, which are 3-D accessible without our agreeing to it or not, I think BankServ is still the utility that process is probably 90% of the volume.  

So if we should disengage from BankServ and do something else, we would probably have to do it within a very responsible way and not use it as a competitive weapon.

MR PETERSEN:  Thank you.  And then finally if I may ask Ms Klein, to just explain to me the Sekulula card.  How do I get such a card and how do I use it?

 MS KLEIN:  The Sekulula card was actually initiated as a result of government engaging with us in the payment or the pension phase, and saying, we would really like more of the grant beneficiaries to have access not to cash necessarily, because there is just so much going on in that space, but we would like to switch them into some form of a banking facility or banking card.  That is how ABSA then developed Sekulula card, the Sekulula card which like I said is free to the beneficiary to be able to go to any ATM and go and withdraw free of charge. 

And I think it was based on that that we then came up with the 30 vehicles that we spoke about, sorry, the 10 vehicles that we spoke about which is where, at point of withdrawal of your cash, you can actually open by, with our remote opening device, your card.  We encourage that because I mean that was an agreement with government, so that you do not have to come back to those same points and collect your pensions in the future, but that you could withdraw it anywhere else.  I mean the fact is, yesterday we were at site and it was actually interesting to see how, it is not just a case of, there is your card and off you go.  It is a full training schedule to ensure that people are comfortable with its usage, otherwise obviously the card means nothing in the hand of the beneficiary.

MR PETERSEN:  Yes, It is just this that I am still not understanding.  To get my pension, must I take the card somewhere or is the arrangement that the pension is paid directly into the bank account without me having to make a personal appearance?

MS KLEIN:  No, you don’t have to make a personal appearance at the point of normal collection.  Your pension then gets paid in automatically because that is a part of the arrangement that we have with government.  Once the switch gets made from cash onto card, that thing gets done automatically which means there are no queues, there are no risks for yourself.

MR PETERSEN:  But then that leaves me with not understanding why you need a special card for that?  Why could the arrangement not just be that an ordinary debit or ATM card would be sufficient?

MS KLEIN:  Because we wanted to be able to track exactly how much of the cash beneficiaries government has been able to switch.  We could easily have put in through Mzansi, but we wanted to be able to track for government purposes, because after all these are actually customers that we’ve got in the grants space as a result of the relationship with government.  It was not a normal space.

MR VOLKER:  Just to add to that, maybe the differentiator between a normal, let us call it even a Mzansi card or a Flexi Save card, is that normal bank fees would apply.  What we are offering here is an alternative card where some of the first two transactions are free.  So it is actually a subsidised product to this particular community of pensioners or social grant recipients.

MR PETERSEN:  Thank you very much.

MS NYASULU:  Just a final question, I promised before… maybe two.  Just on following-up again on the branded cards, again following on what Mr Jali asked you.  Its my understanding, and you can correct me if I am wrong, that we did use to have non-branded cards before.  So it is not like it is something that we would have to introduce and that those were stopped specifically because there was an edict that was issued by the banks in consultation with Visa and MasterCard, that the only cards to be issued henceforth would be branded once.  Now I want you first to correct me if I am wrong and if I am right, I am more interested not so much in the issuing of the edict but the process which was followed to arrive at that edict.

MR VOLKER:  Well if there was ever an edict I am absolutely not aware of it.  I don’t think it is even possible.  Visa and MasterCard certainly cannot issue edicts and I do no think any bank would listen to them anyway.  I can only share with you ABSA’s experience.  We had ATM cards which I think we branded bank teller in those days, which were used only at branches and at ATM’s.  And the challenge for us was how do we offer our customers an alternative just to go and to cash because that was the proposition.  Go to a branch with an ATM and draw cash.  

We wanted our customers and our mass-market customers to be able to go to a point of sale and do a purchase, and later on we added the option of drawing cash at a point of sale if you want it as well.  The easiest way of achieving that was to go to Visa and MasterCard and asked them to help us define the rules of the game, the security standards and also helping us to define where can you use this card.  And I think those three components are extremely important.  So we did the calculations and this was ABSA on its own.  

There was no edict, there was no pressure.  We made a commercial evaluation of what would it cost us to re-brand these cards, the initial arrangement was with MasterCard.  We started issuing Maestro Card’s from 1996 onwards and we had to upgrade our terminals to accept Maestro Cards as well and in 1999 we started issuing our first electron cards.  So it certainly was a commercial decision by ABSA at that stage looking at what it would cost us versus what the benefits were to us and I must say from our perspective, its absolutely worthwhile doing it. 

 The costs are really minute in terms of the debit card fees that we paid to these associations and in return we have just had so much support from them in terms of the rules, security standards plus also the brand.  Initially the big benefit of the brand was that our cardholders could use the card that is branded with Electron or Maestro at a terminal that has got the same logo.  

Because initially it was only ABSA that had these terminals and over time it probably took about six, seven years for all the banks to start upgrading their terminals.  Today they also got the benefit when they go to Swaziland or Botswana or somewhere else.  They can use their card even across border.

MS NYASULU:  Okay, so just for the record then, the impression created that this was as a result of a discussion between MasterCard, Visa and the banks is inaccurate?

MR VOLKER:  Absolutely, I can confirm that.

MS NYASULU:  If I could just do my last question then and this has to do with the dispensing or distributing of cash at the point of sale at the retailers.  Information we have would seem to support the view that it is cheaper for the consumer to get their cash at the point of sale, which is a very common practice around the world where, you sign for your groceries and someone will say and how much cash would you like back.  Now not only is it cheaper in terms of the fee but as we believe, it is not a stepped fee as well.  In other words you are charged a flat fee, irrespective of how much cash you take.  

Now to the extent that that is of benefit to the retailer as well, may I understand why that amount in cash which a customer may receive is capped?

MR VOLKER:  I think that depends on each individual bank.  In ABSA’s case it is not kept.  We have got…(intervenes)

MS NYASULU:  So in your case a customer can take as much as they want…(intervenes)

MR VOLKER:  Well in terms of their normal daily limit.

MS NYASULU:  Yes sure…(intervenes)

MR VOLKER:  So our cash, our customers have got a normal daily limit and they have a normal purchase limit.  In ABSA’s case we… there is no limit or differentiating in terms of the cash limit at point of sale versus at any other channel.  So I think the point is that this is part of the competitor’s space.  Each bank makes its own decisions.  As far as we… as our bank is concerned we have not capped our customers.

MR JALI:  Mr Booysen and the team, thank you very much for coming.  We really appreciate your presence.  We just hope when the technical team engages with your technical team, you would be of assistance because we may have further questions and ask for certain other submissions relating to a whole lot of other issues.  We hope we will get cooperation from you.  We will take a short adjournment, just for about 15 minutes and then we will come back, we will have a NET 1 and if we are lucky, we might also have PASA or the Banking Association, if there has been an agreement.

MR BOOYSEN:  Thank you, thank you Commissioner and you can be assured you will have full cooperation from us.

MR JALI:  Thank you.

(Inquiry adjourns)

(Inquiry resume)

MR JALI:  Welcome once again to NET 1, Mr Serge Belamont with your team.  You can proceed then to introduce your team and the floor is yours.

DR BELAMONT:  Thank you very much.  Is this working?  On my right here we got Nitin Soma, he is our IT specialist,  Herman Kotze, Financial Director, and Tami who is leading most of our software development teams.  First of all, thank you very much for making the time and good morning to everybody, I think, yes it is still morning.  Good morning to everybody.  I must admit that I prepared an opening statement but after the first presentation by ABSA, somehow I have to somewhat change it, for the simple reason that I am now far more confused than when I was on the way to Pretoria.  

The first reason why I am confused is, because, when I added up the 13 million un-banked people we have in this country and eight million ABSA customers, and the four million customers we have, and then I add the Nedbank customers, the Standard Bank customers and the FNB customers and the customers of a couple of other mother banks, I am not too sure why we are having an inquiry at all because everybody in South Africa has already banked.  

That is actually what it seems to be like.  We had the same problem six months ago when the cell phone companies were telling us the same thing, whereby there were more cell phones I think in South Africa than we have people.  So as soon as we stopped playing with statistics I think things become a little bit difficult to actually ... and understand.  But as an opening statement we first, I think, must plan at least two or three minutes talking about who NET 1 is, simply to give you a feel as to what we have done since 1989 which is the time we started the company and the type of market place that we operate in.  

And really our focus from the beginning has been really to operate in only one market and that is completely the un-banked market.  Not the un-banked market only in South Africa but un-banked markets all over the world.  So if Herman puts a part mission statement here and probably this is a mission statement we had since 1989, it is really purely to create an alternative Banking System.  And what we did do as far back as 1989, is that we actually went out to get a couple of market research and market surveys.  We actually find out what banking, the word banking actually meant to most people that were un-banked.  

Because when you banked you start getting a feel for what banking means but if you are un-banked, you actually not too sure what banking actually means, and you are also not too sure how useful it is going to be to you.  Now please remember once again that the target market we are actually going after, are people that are all earning less than poorly R3 000.00 a month.  So we are talking about the very, very lowest income groups and there is one thing that all of those people have in common, they have no money.

Now if you do not have any money, it is very difficult to buy anything and it is also very, very difficult to be banked, because I am not aware of any bank account that is free.  It comes with a cost.  The cost could be here, the cost could be somewhere else but it comes with a cost somewhere.  And at the end of the day, when your biggest problem in life is to know what you are going to eat at the end of the month, or if your kids are going to have food to eat at the end of the month,  the last thing at the back of your mind is to worry about if you banked or not.

It is more a question of worrying about how am I am going to be able to feed my children and therefore banking becomes a luxury which may or may not be necessary in your life unless it actually can give you some sort of value.  And value is proportionate to depending how poor you are.  For me perhaps to be able to go and to put money in the bank and to get a savings account open might be great if I can get good interest rates.

The people we work with do not have savings account and they do not have any money to safe.  They try to survive.  They exist from month to month and what they mean a banking account should give them, it should give them a couple of very simple things, choice, and today the poorer you are the less choice you have.  With choice comes price.  The less choice you have the more expensive things are.  This is the fact of life and it applies for them with anything.  Micro loans and I think that was mentioned previously, when they pay 30, 40, 50% a month because they are not banked.  

If you are not banked you do not have a credit history. If you do not have a credit history you cannot get a loan.  So who is going to give you a loan, obviously not a bank.  So micro lenders give you a loan but they have risk.  So they believe that the risk should be covered by the 30% interest rate.  And I am sure that if we had to talk to all of them here they also like the banks, would be quite adequately prepared to tell you why it has to be 30% and why it cannot be 20, because of the bad debt associated.  Insurance companies, insurance product, life insurance which of all of us South African people all have.  

It is the same thing, who sells it to them?  It is not the main insurance companies, it is not your Old Mutual; it is little companies on the side.  Sometimes they are not even registered companies and they pay R30, R40, 50, 70, R100.00 a month for a burial insurance.  And of course when they die, either somebody actually gives them the money that they meant to get or they do not because they do not have access to your legal network to go and sue somebody.  When you are poor things are completely different and banking was designed for rich people, not for poor people.  

So unless we revamp the whole of banking completely, you are always going to get into this discussion about what value am I having and how much should I be paying.  And really, the discussion becomes in my view extremely academic, simply because, at the end of the day what you lose on one side you will get on the other.  What the fees will be cost on one end; they will increase the fees on the other side.  And that happens like that all over the world and this is where we operate.  So just to give you a bit of background, today we are already a company that is listed on the NASDECK.  

I think people mentioned SARB and Oxley.  We are the first company in South Africa ever to actually comply fully with the SARB and Oxley regulations.  We employed directly   2 200 people in South Africa alone and probably indirectly probably another 30 000.  We have three subsidiaries that you may or may not heard about.  One of them is CPS Cape by Master Services, where you will see just now we have about three and a half, 3.7 million clients.  We have Easy Pay who is probably the largest switch outside of BankServ in South Africa or probably in fact switch has more transactions than BankServ in some cases.  

And we also have a loan or micro loan involvement that we actually created for only one reason and that was actually to actually put in our technology to actually show how interest rates can be managed down if in fact you have the right security and the right technology at the point of service.  We also expend it quite a lot in Africa as you can see from here.  We have a full- fledged national system in Malawi which was implemented by the Central Bank of Malawi.  We have got a national system in Namibia.  We have a national system in Botswana.

We have just implemented a fairly large system in Nigeria.  We father the top Nigerian banks.  We are in many other different African countries including places like Ghana, Rwanda, Burundi, Mozambique where most people do no want to even go, let alone actually invest.  Our target market is developing economies and within the developing of economies, we only target poor people.  People that are un-banked, which means typically we do not work with any bank that has a brand.

We would not work with Barclays Bank, we would not work with Standard Chartered, we would not work with any of those people for the simple reason that their model simply does not work for poor people.  It is as simple as that, their technology was not designed to service poor people.  It was not designed to work in developing economies where there are rural areas, where there is very often no electricity nor water and certainly no coverage of telecommunication and I know that everybody thinks that cellphone technology is certainly available everywhere in the world, well it is not.  

And certainly when you come to South Africa where we operate, there is no cellphone coverage at all and when you work in a lot of African countries outside of the main urban areas, there is no cellphone coverage at all.  And there will not be cellphone coverage for the foreseeable future simply because it is not profitable enough for the companies that are making that investment.  That is a fact and all we got to do is travel around these countries and spend a bit of time in fact in Eastern Cape, KwaZulu Natal or the Limpopo Province, just take a drive out with a four wheel driver,  because you will need a four wheel driver to actually get out there to actually found out that what I am saying is in fact a fact.

The last time I looked, there was not a bank branch there and there was not an ATM there and there was not a post office there.  Those things only exist in real urban areas.  There is nothing in rural areas of South Africa.  Now further quickly,  again what we have achieved the last ten, 15 years, today we serve 3.4 million clients in South African which means that we have got 3.5 million people that have one of our cards and they use it every single month and they use it at point of sales for goods and services.  They use it to receive pensions, they use it to make money transfers, they receive it to do all sort of things and they use it every month and all 3.5 million people use it every month.  

It is not like my bank card and I can show you mine, I have got 13 in my wallet and I only use two.  Maybe that is why everybody is banking in South Africa because they are counting me 13 times and I think that is probably the truth.  We also have today over 8 000 pay points which are completely in the most deepest rural areas of South Africa, spread in the middle of nowhere.  It can take us a day to drive out to those pay points and sometimes one of our vehicles actually will stay overnight because they cannot come back from those pay points, depending there is a river that we have to cross and it is in flood.

If you go to the top of Mount Fletcher in the middle of winter, I can assure you it is not a pleasant experience to actually get up there when it is actually hailing or raining or snowing.  This is where we live, in these particular areas of South Africa.  We also have more than 4 000 point of sale devices that have been installed in over 2 000 merchant stores.  Now people say well,  this is not a lot compared to 130 000 in urban areas, but when you go to rural areas you are going to find that you have a lot of people and not too many shops because we can go into some areas in villages where there are only three stores, the general stores, big stores.  

This is not Sandton City with 800 stores.  Three is enough to actually provide a service to every single individual that lives in that particular area.  Now today already you can see that we are moving in excess of 2.3 billion rand in cash, in cash equivalence electronic money per month which is quite a huge amount of money.  I think we are the second, I think,  largest cash movers in this country and we also do more than 500 million of that amount of money at point of sale devices and I was in ... (indistinct) money.  So we are not talking about a small system.  We are talking about something that is massive.  

Something also that was developed with only one thing in mind, offline processing because where we operate there is no communication.  On top of it communication actually, you have to pay somebody for that.  So we prefer to be offline because they would not have to pay anybody.  So it works for both reasons.  Either it is not there or it is too expensive.  Number two, we also wanted to protect the people that are really our customers and we are talking about normally very poor people, we are talking about illiterate people.

We are talking people that are not going to remember the pin number on the card.  I cannot remember my pin number on my card.  So we have a system here, which is completely based and it has been based for the last ten years on fingerprint technology.  We do not use pins at all. There are no pins.  We capture all ten fingers of the particular individual and they can use anyone of the ten fingers to authorise a transaction.  As simple as that, you do not have to remember a thing.

The finger does not work if the finger has been cut off, which seven years ago people liked to do and the finger also does not work if the finger is dead.  Otherwise people will go to the morgue to actually try, to actually get a salary or a pension paid and it happened to us before in the past.  Fingerprint technology is the only technology that will ensure that the right person is paid.  Any system that is based on pin, only means that the person that had used the card knew the pin.

When we are looking at social welfare in South Africa and the 60 to 90 billion that we got to be spending in grants, the last thing we want are people to start getting pensions that are either dead or somebody else that happens to have stolen their card that is now going to be able to actually use these poor people’s money.  And this is what an ATM card with a pin number does.  It actually opens the entire system for fraud and actually does not protect the customer at all in anyway whatsoever.

I will get back to that a little bit later.  We also have Easy Pay and I think a lot of you might even use it.  Easy Pay is used by all of these particular stores where you can also pay for a lot of your bills.  We have access to over 200 municipalities throughout the country.  We have deals with Eskom, Telkom and you can simply go out to one of our point of sales at Shoprite/Checkers or Pick ‘n Pay and a number of other places where you can actually pay your bills.

On top of it we also act as the BankServ for the very, very large retailers like Shoprite, like Pick ‘n Pay and all of those transactions actually flow through the Easy Pay switch before of course we are forced to route it to the banks.  Why? Because we are not 100% sure why we are forced to route it to the bank but apparently there is some sort of banking regulation that actually says that it has to be done that way. Technology wise I can assure you that there is absolutely no reason why it is done that way.  

We have more than 50 000 points of sale devices that are running either our software, the software that has been developed by ourselves and allow us to capture any type of transaction, including Visa, MasterCard, America Express, Diners Club or anything else that is the market both international, local cards as well.  We do more than 33 million transactions a month which is a total of 7.8 billion rand a month that is going through the system.  So if you are looking for an alternative Banking System, well you do not have to look too far, we already have one.  

That is a question, simply making it,  and maybe recognise it that in this country we have lots of things that a lot of people do not want to know about.  And then on the right and I will not spend too much time on this, it is really more a business of blending, and again our agreement with most of our provinces because we do a lot of provincial government business is that we want to try to eradicate the need for credit because 30, 40% a month, if anybody gets one loan once, he can never repay that loan.  It is impossible.  So what do we do?  

We make sure that a lot of the people, specifically the ones that are looking for loans for education or for health, will be able to come to us.  We actually refinance the existing loan with a micro lender at 30 or 40%.  We pay it off and we re-give him a loan as low as one and a half percent per month over a period of six months.  We pay of course the cashing off facility directly or the hospital or the doctor to make sure that in fact the cash is used for the correct reason.  We normally grant loans to woman and not men because they tend to look after the children and they tend to be far more responsible in the field that in fact men are. 

The whole purpose of this and we know it works, we have a success rate of about 60 to 65% that once we have repaid the particular loan shark his money, we found that 65% of the people that we have refinanced, do not take out another loan after that, which means that people can be taught to actually use their budget correctly.  We of course built loyalty schemes around the particular card use in our stores, in our merchants.  They can win prices like hampers and food.  You do not have to win a million rand.  Most of our people winning a chicken is of more importance to be quite honest than winning money.  

So it is a question of looking at that the reality is on the ground and focussing on what the people really need or what we can do to make a difference to the way they live and to their lives and that is not that complicated to do specifically if you live in South Africa.  Now we thought about what we wanted to really say in a short space of time here and initially we looked at saying, let us talk about bank fees and we decided it is actually a futile discussion, because you can justify anything.  When you got a huge bank, and I do not want to  pick on anyone of them but you can pick one, anyone of them you like, that is impossible to go through the accounts, candidly they do not even know what the transactions really cost them.  

It is almost, it is so difficult to actually calculate how much does an ATM transaction cost them.  How much is a point of sale transaction costing, how much is the money transfer transaction costing, they would not know.  So why argue?  To me our argument is create competition.  Allow other people to compete against the banks in an open transparent manner and let see what falls out the tree.  If they are right, that their fees are world standard and competitive, then they are going to keep them and retain their business.  If they are wrong they are going to lose it but in order to be able to do that, we need to be able to have the support of everybody at government, especially the finance.  

When we talk Reserve Bank, you know as soon as it got the word “bank” in it immediately you know that you are playing on the other side of the field.  So Reserve Bank is equal to bank is equal to Visa is equal to MasterCard.  It is like talking to the same one person. They talk with one voice.  You are wasting your time.  You need to have somebody else that takes the bull by the horns and actually say “hang on let us analyse a little bit of reasons that we were given that things cannot be done another way”, and then we found that those reasons are actually all completely, not one of them actually holds any water when you look at it properly.  

And we will kick off by giving you an idea, and by the way the reason why we have done this is because when you go to other countries in the world but South Africa, and remember in South Africa banking system is one of the most advanced.

DR BELAMONT: (cont)  It is a fist world country banking system, but when you go to Brazil and we have been to Brazil, when you go to Ghana, when you go to Rwanda, when you go to Nigeria, when you go to Russia, you find that in fact the system are not quite as sophisticated.  So it gives you a view of what banking was like 20 years ago.  That year is gone here, so we cannot look at it again.  When you go somewhere else, you can see what it was like and how did it become what it is today, and very simplistically, because by the way, bankers tend to make you think that everything is complex. In fact the comment that was made just now was that we are not sure that we could put BankServ together because the amount of intellectual capacity you would need to run that, you know, is not readily available.  

Not everybody in the world is stupid.  You do not have to be a banker in order to be intelligent.  In fact to the contrary I would actually think that in fact,  most banking systems were never written by bankers.  Most patents in the world in technology, there were none of them that came out of any bank.  Bankers used technology, they do not create it.  So if we look at the simple exercise; we have got a bank, we have got a point of sell device, we have got a merchant store at the merchant store and we have got what?  We have got a credit or a debit card and we got a person wanting to use it.  It is as simple as that.  

Do not let anybody tell you it is more complicated than that, it is not. That is the way it works.  Now what is interesting when you look at the picture very quickly, is that you say the lady on the right-hand side that happens to have a bank account, now can go and transact at the merchant with her card and let us assume it is credit card.  For her it is great because she does not have cash in her pockets which is very nice.  That is fantastic.  On top of it she probably is getting 30 to 40 days free credit.  So forth so far so good, she is very happy.  

The merchant on the other hand, he is thinking about this and he is saying “well I am not all that happy because on the credit card transaction I am probably going to pay anything between two and five percent at ad volorum fee”  Now we can talk about why is it ad volorum but ad volorum  fee,  now that is a lot of money, two to five percent.  And he is saying,  why am I paying two to five percent because this lady used a credit card.  On top of it,  he has got to rent the terminal because the banks mostly will rent you a terminal at a fixed price per month, in case you do not do too many transactions, then they cannot make enough money out of it, two to five.  

So they will make money out of the terminal.  So that surely is the picture that you have today and you say “what are the parameters, why is this happening.”  Now what we all get told is that for the merchant the reason why it is better for him to have plastic, is because it is a lot cheaper to take the plastic than to take cash.  That is not true in South Africa and we will show why it is not true.  That is true in other countries in the world but not here.  The other reason why are telling you that you should be taking plastic, specifically branded plastic like a Visa or MasterCard, is because if you do not accept it,  people are going to go to other places that do take it and if you do accept it, you are going to win business from other people that do not.  It is like a loyalty scheme.  

There is only one problem with loyalty schemes, it is that,  when everybody is part of the same club there is no more advantage to anybody accept the guys who runs a loyalty scheme, because you are paying them fees for absolutely no advantage whatsoever and that is Visa and MasterCard.  So these things over here that we have put down in yellow you can see that the lowest cost of cash is probably half of the cent of the value of the cash.  That includes insurance, cash management, banking the actually cash into a bank.  

We are not talking about recycling it yet because you could also do that if you are a retailer you would definitely be putting it into a bank.  So what is the bottom line?  At the bottom, the bottom line is that poor people actually pay for the rich.  Now why do I say that?  Well what do you think the retailers are going to do if he has got to pay the bank two to three percent?  He puts it on top of his price.  That is a cost.  He adds it to goods but there are rules with banks and the rules say, Visa/MasterCard you cannot go ahead, you cannot go ahead and differentiate your pricing on your shelves depending on the payment instrument. 

So if you pay cash or you pay with credit card, debit card or cheque, you pay the same.  So who at the end of the day is paying for the system? But every poor person that goes out there and pays cash, they cannot get a bank account and does not have a bank account.  He is paying a piece of transaction for the 30 to 40 days credit and he is paying a transaction for the terminal and he is getting zero value out of it, nothing.

If you think of it debit cards, credit cards many, many years ago, 50 years ago when they first commenced Visa/MasterCard, what was the motto?  We target credit cards to the top 14% of people in any country.  The affluent people and they have managed to gun the entire world that everybody else should pay for it and they did a very good job of it. 

Now if you think about it inside of South Africa where we probably have five million people or four million people that travel outside of this country, those four million people’s cost have been able to use their card when they go to London and New York and whatever, is actually born by every other South African that will probably live and die within 30 kilometres of where he was born and this is just a fact.  You can try to rationalise it any other way you like but that is the truth of the matter and it is wrong.  Now we could argue about the fees but if you look at the fees of about two percent, two percent if you look at interest rate at 10, 12% per annum, 40 days free credit there is already one percent gone.  

So what the banks have invented here is a very clever technique of giving rich people credit and letting the retailer pay for it, because the retailer is actually paying a percentage every month to cover your 40-day free credit.  That is actually a nice way to start, a beautiful start.  Then of course we have another percent on top of that, you know,  just in case because the gap will be filled, so you would have paid that.  So we might as well get the retailer to pay for that too right?  So why do we not let the retailer pay for everything?  

Now if you look at today, Pick ‘n Pay, Shoprite/Checkers, at a organisation that are doing 30, 40 billion per, and you are looking at a one percent on that 40 billion, if it was only one percent,  it would be 400 million rand in bank fees that they are paying the banks in order to do what?  For the banks to be able to issue all of us here in fact with a credit or a debit card, so they have the opportunity to make even more money on the credit and debit card itself.  Who pays for it?  The other 44 million South Africans pay for it and that is a fact and that happens by the way in every country in the world.  

So this is not new to anybody, but it does not mean that we should not change it.  If we look at the interchange fee which is well-talked about and the interchange fee is something that was created, because now one bank said “I already signed up the merchant, I have got a terminal, so why do you need to put a terminal there.  We might as well use the same terminal but you are a different bank” So it does not make sense for the guy to have two terminals.  You go to Brazil; every merchant in Brazil has got four terminals.

They have one for Visa, one for MasterCard, one for American Express and one for local cards.  They have got four terminals because those four organisations have not been able yet to set up their own little club of interchange.  They have not agreed yet and interchange is base on what?  It is based on how many cards do I have compared to how many terminals do you have.  If I happen to be huge card issuer and I have no terminals, I would like the interchange fee as an issuer.  If I happen to have lots of terminals and no cards, I would prefer the interchange fee to be for the acquirer. And if I am in between, I do not really care.  

So what is the fight all about?  The fight is all about who is what and where are we going to be in two years and three years and four years time and that is what is determining the term means, the interchange fee.  That is what it is all about and the same will apply when we look at it just now to ATM’s because it is exactly the same argument.  Now, if we move from this particular system with an interchange fee of 1,71, remember it is, until recently it used to be 1,99, has been reduced a little bit, because maybe the interest rate has come down. 

But if we look at debit, and one of the things which I think was a fatal flaw in the bank’s argument is that for many, many years all we used to go to the merchant centre to give them a reason why you have to pay an ad volorum fee, is because we have the risk on the money and that money is ad volorum.  When of course the debit card was introduced the retailers were the first ones to say to the bank “hey guys, on debit it is straight out of the account, there is no risk of credit, therefore, you cannot charge us the same fee.”  So the banks had to come with a new scheme.  

That is why sometimes we have four banks that can take them a year to come out with a scheme but at least between four of them they can do it.  If we had 50 banks it would be far more difficult for them to agree with each other.  So, what they have done this time, they have said “okay we have the same thing but this time it is a debit card and this time the interchange fee, or what we are going to be charging the retailer.  Could be anything between point .75 to 1.25% instead of two to five because there is no more credit risks.  So we have taken that out but of course that gives the banks quite a bit of a shortfall of money.

So you know that to make sure that they did not lose too much, they added another fee which the customer pays which happens to be the debit fee.  Of the debit fee even if you looked at the little brochure I read, was R2.30 on this particular brochure.  Now R2.30 means that on a transaction of R230.00 that is one percent.  Now if you look at the average transaction in the South African retail and you add that one percent to the other one percent you are back to the two percent anyway.

So all the banks have managed to do between credit cards and debit cards is equalise what they are going to be making by taking more money now from the cardholder than in fact from the merchant, which candidly appears to be a little bit more just.  If we look at the example that was given earlier about buying a cup of coffee with your debit card, well candidly I am not sure I would because I think it is going to cost me more for the debit card transaction than for the coffee.

Because at R2.30 if you happen to be in the middle of the Eastern Cape and you are poor and you want to buy a loaf of bread and a bottle of milk, R2.30 is a little excessive compared to win in fact what it is actually given you.  So banks are good at simply shifting from one to the other and making sure that the pocket does not go empty otherwise we would have seen it in their financial reports, that profitability would be going down if they keep on making more and more money, they must be making it out of something.

And they are all public listed companies which means they are all trying to do what we are trying to do, they are trying to make more money and not less money.  So that is not going to happen.  What they will win on one or lose on one thing they will get it back on another.  That is just a fact.  So for us the only way we can really create something different is by opening up the door and challenging these particular fee structures, but not by telling them they cannot do it, by allowing us to do it differently.

Then the customers, like in fact, one of the ABSA’s gentlemen said, they will decide which system they want to use and if we can do that I think those eight million client are no longer going to be eight for too much longer, and that we know for a fact otherwise we would not have get three and a half million client ourselves and we are not a bank.  Now if we move very briefly, and I will not bore you too much with too much of the detail, but I think it is important to understand that these systems are simple.  There is nothing complicated here in terms of technology.  

Today you can put a terminal here and that terminal technically,  can dial up into any bank in the world.  It does not have to dialup into ABSA.  It can dial up anywhere in the world, and it can dialup at the same time to ABSA.  There are no more 1950’s and 1960’s restrictions that used to be when you had a modem and the modem was at 300 board and that modem could only talk point to point to another modem and that is why these systems were invented the way they are. Today with technology none of those restrictions exist.  

What is left behind though, is the business relationship that nobody wants to change and therefore they do not want to change the technology.  By doing that, they are making sure that they keep control of their fees and the way they have organised their businesses.  That has nothing to do with tech.  So if we move very briefly to the next slide and by the way, poor people again, in this example, still pay for the rich but that happens all over the world, poor people always pay for the rich.

Now if we go to now ATM’s, because again ATM’s by way is not complicated and to give you an idea that you do understand what we are talking about, we actually developed ATM Saswitch in South Africa.  We wrote the software, we implemented the hardware and we operated it by more than five years.  So we understand it and I remember the days where in fact ATM transaction fee was zero, naught.  That is the way it started.  Then they moved it to 50 cents and what is it today, three bucks, four bucks, five bucks per 100?  It is now five percent. It is ridiculous.

Now it is quite understandable that if I am the bank that has put in the ATM, of course I have got cost.  I have got the cost of the money for the ATM.  I have got to put the money in it, I have got the maintenance, I have got fraud, I have got shrinkage, I have got reconciliation, of course I am supposed to charge a fee.  So the people that are suggesting that you should not be charging the fee, either have been smoking something or they have got an ulterior motive in their heads to say my new business plan might be to say I want to make use of other people’s ATM’s but because they got more than I have, I would prefer it if in fact that fee was zero because that way I could use their infrastructure more than they can use mine.  

So that is the way banks think.  And it is not bad business thinking but I think it is a little bit transparent.  And this is why other people are saying “this is crazy I am at an ATM with the best possible location in South Africa and that ATM could be doing 40 000 transactions a month.  Why would I not get paid if 20 000 of those people happen to belong to another bank and not my own customers.  Of course I must get a fee.  I am providing a service, I am providing infrastructure, of course I must get paid.  Question is, the customer should be given the choice of where to go.  

So it is a very simple setup, because you can ask anybody in this room, I guarantee you, there is not one person here that would know that if you go to the ATM around the corner from here how much you will pay for a transaction.  None of us will know.  You will have to wait until the end of the month when you see your statement and you may be able to work it out, maybe because it might be bundled.  Why cannot they simply display whenever you want to draw R500.00 and say this transaction is going to cost you R7.25, then you say yes or no.  

Then you can go to the next ATM and you can do the same thing and this transaction will cost you R3.23 and you will take that one.  Why must we always hide the fees on the back end?  Why can we not show people what the fees are going to be in the front end and let them decide?  Now that is real competition.  You do not have to have a calculator and a model at the back.   You can do it right in the front, yourself and that is what you should be doing to encourage competition.  Let the customer decide.  Saswitch by the way, which is a system in the middle which is part of BankServ because it is like one big thing, simply switches ATM transactions between banks.  

It is all it does but there is no doubt that Saswitch cost money to put together.  When we first ran it, it cost us 40 million rand to actually put it together.  That was many years ago.  It was in the 80’s, 85, 86, 87.  And it cost a fortune.  Today Saswitch is probably the third I think, largest switching system in the world.  So we have done fantastically well in this country, but at the end of the day how much has it helped for people with no money because if you go to a lot of countries,  ATM transactions are free.  Cash withdrawals are free because people are starting to say “I am giving you the money as a bank, you are making a turn-on at interest and now when I want to have access to my own money I must pay you.”  

But here it is, there is something a little bit funny here with this model, somehow.  If they say I will invest your money and I will take 20% of all the gains I would understand that, but to simply charge you for something that you probably never had a choice in, because that is something that nobody discusses in a banking world.  When you go to our South African rural areas and you have big employers, most of them are still paying in cash.  We know at least there are five point million South African people that are still being paid cash today, weekly by weekly, monthly in a pay-packet.  

Banks go to the employers and say to them “why do you not bank the people?  It is going to charge you an ACB transaction fee per month.  So it is going to cost you about 20 and we will open accounts for them.”   Now who carries the cost of the account?  So the employers are saving a fortune by not having to manage and handle cash and count pay packet and lose productivity and who carries the can?  The employees because now they all banked at one of the four major banks that are giving them the lowest entry account.  That one is only going to cost you R30,00 but you cannot do anything then.  

Then you have to start using the money you have got in your account and by the time you have finished it is R85.00 or R90.00.  Who paid for that?  The employees are paying for that.  That is wrong.  The employer should be paying for that because they are the ones that are getting the privilege and the deduction of not having to handle cash.  We do things funny in South Africa.  We never look at the core of the problem.  We look at the symptoms on the outside.  We have to go back to basics and say “what is it what we are trying to do?” And then all these problems will fall away.  

Transparency is the most important.  People realising that there are things that are right and things that are wrong and you change the things that are wrong and you make them right.  Now it takes somebody with a little bit of strength to actually say this is wrong, we all agree it is wrong and we are going to change it.  Sometimes it is not that easy but if we do not do that we are going to be having these meetings for years like Mzansi.  Mzansi took two years before it was born and Mzansi is a stupid… for the next driver.  It existed in 1970.  All they did they was put the logo on it.  

The only thing they had to do was to say “how the hell do we make this thing do nothing?”  Because that is what we can do with it, is do nothing but it took two years.  It should have taken 20 minutes, maybe not even that long.  So at the end of the day these are the type of things that we have got to look at.  How are we going to make sure, if the intention of this whole inquiry is to assist the poor because that is where we are coming from.  We are not really that interested in how much fees I am paying.  So if we go forward and we now look at another big thing in South Africa, which happens to be the so-called debit orders.  

But debit orders is another wonderful thing because basically it allows me to pay my insurance premium every month without having to send a cheque or make a payment myself.  My bank does it automatically.  And the banks love this because on one side they charge Old Mutual a couple of bucks and they charge me a couple of bucks.  But who takes the liability?  I do not know if you have noticed but when you sign a debit order, you do not send it to your bank, you send it to the insurance company.  They do not send it to the bank either, the bank assumes that if Old Mutual asks them to make a debit on your account, they must have been authorised.  

What sort of idea is that?  What proof do they have?  Then at the end of the month Old Mutual increases it by 10% because you know, insurance is going up.  There is lots of crime in South Africa.  So next month they take another 10% of your bank account.  The bank does not advise you that the debit order has gone up by 10%.  No they do not even know.  They just debit your account; charge you a fee for the privilege of doing that and charge Old Mutual a fee.  That is complete rubbish in terms of the system.  It should never work this way but that is the only way that you have access to your bank account.  

So,  they used these tricks at the end of the day to make sure that on the one side they are collecting your cash which they can then on sell to somebody else at the big five of four or six percent margin and on the other side then they charge you in every way they know and every way they can whenever you want to access that money.  And once again who pays for it all?  It is the people that are not banked because it is build into all of the premiums.  The cost are there and they are shared by 44 million South Africans considering that we all bank anyway, lit does not really matter, but assuming  that 20 million of us are not banked, those 20 million are paying for the other 20 million and that is wrong.

So now we are saying we believe that there is a need for complete transparency and an ultimate payment system.  And we talked a little bit earlier on and you heard it when we talked about Visa/MasterCard and I must just pause for a minute on this.  MasterCard is just listed on the NYEC in the US.  You must have seen it.  It is a company to that, it is worth 13 billion US dollars.  It has now got not only banks anymore, its club members.  Those banks are now shareholders but you have also got Funds now that are investing in this company.  It is a public listed company.  

Do you really believe now that MasterCard is going to be happy to say to the shareholders “you have now paid 13 billion dollars for this company,  but you know our growth is not going to be that high because we are looking at making our fees smaller, you know,  we are going to reduce the fees for poor people.”  Where do we dream these things?  They are there to make money.  It is as simple as that.  Now I do not have a problem with that because it is a free market to be quite honest.  Where I do have a problem is where then MasterCard and Visa is forced down everybody’s throat in the country.  

I will give you an example that when we actually answered the last social development system for payments of grants, there was the clause that said that the system had to be compliant with Visa and MasterCard.  Now we had to explain and we did to Dr Sqeynahee's people that unfortunately the norms and standards in South Africa and the ...  of principals when you put them together cannot be delivered through Visa and MasterCard.  There is no fingerprint technology on Visa and MasterCard.  It does not work offline.  It cannot do money transfers.  It is expensive.  

And therefore we cannot use this technology and therefore we removed it but somebody had managed to put Visa/MasterCard, which is a proprietary money making organisation world wide, as a normal standard for the country.  It is in there.  We have just finished a Nigerian tender, which is massive.  That is for an ID solution.  Guess what,  the card should be EMV One to compliant.  It is not even a financial application.  They managed doing bad themselves into every way.  

We talked about infrastructure.  We talked about terminals.  Do you know that in the UK the upgrade for make MEG stripe to EMV cost the UK one billion pounds?  One billion pounds to move to EMV.  I do not know if you know what EMV is about but EMV is a replacement of MEG stripe Technology by smart card.  Why?  Because smart, MEG stripe cards can be copied too easily.  They can be cloned.  It takes up approximately for us probably ten to 12 seconds to do it.  Then you can use them anyway you like.  So there is no security.  

EMV is much more difficult to copy the card but now they have introduced pin, before you could sign with your credit card.  Now you are going to use your pin.  Why did they do that?  Everybody is to put a … because it does not matter what the bank does; it is always to put a (indistinct).  Come on, the reason is this, when you did have a signature you could go for the voucher and you could say “I did not sign it because that is not my signature.”  I want anyone of you to actually now go to a bank and tell them I did not put in the pin number and see how far you get.  

All they have done is move the liability of fraud because of the incompetence of these systems and technology from themselves to the cardholder.  That is a fact.  Now we can continue to say “no we need them” because it is very important for 40 million people in South Africa to have a Visa card.  Incredibly important because the next time they fly to China, they definitely want to go to a point of sell and use it.  They can fly to China, 40 of our million people do not fly anywhere.  They stay within the borders of South Africa.

So why can we not have a dual system.  Why cannot we have a system that say this is for international people and they can pay five dollars a transaction whenever they came here or ten dollars a transaction.  They can do whatever they want that is no problem but at least let us make our local people pay nothing.  At least that is the least we should be able to try to do. Let us not let them pay for me wanting to travel to Russia. It is not right.  So we are saying Saswitch, BankServ and other, they are simply a little PC based platform.  There is nothing complicated, you do not have to be a genius to construct it or run it.  

You need a BAC in computer science and I do not even think it will probably an A class pass, to be quite honest, to be able to do this and all it does, it gives you access to the bank account.  Anything in front of that should have nothing to do with banks, nothing to do with anyone else.  You should be able to choose what method do you want to access your bank account.  The bank should not dictate it to you.  Do you know that Visa dictates what the terminal specification should be?  Do you know that they have changed the ISO standards in order to ensure that payment transactions could not be conducted by any other technology except theirs.

Do they tell you that if it is a Visa branded card, you are not allowed to run another application at this payment on the card?  You cannot do that if it is branded Visa or MasterCard.  Do they tell you that they control the entire system?  Do they also tell you that they can be sued all over the world because of that, because of NT competitive rules?  I do not know if you saw the latest thing on the website where in fact, they are now currently,  being sued by the entire European community for them to actually make the interchange fees disappear completely.  

And if you look at their budget on the website into how much money they have put aside for law suits, we are talking billions of dollars.  People have had enough of having somebody controlling the entire game, playing the game and making the rules for the games.  Remember that Visa was a club.  The club members were the banks.  The banks owned Visa.  So it used to be. Who plays the game in this country?  To be part of the National Payment System, last time I look you got to be a bank.  You cannot be anybody else.  So it is very nice to say well it is open.  Yes, it is open if you are a bank and if you follow the rules.  

So they prescribe technology.  They provide, they prescribe the way you are going to access it.  They prescribe the security levels, they prescribe the interchange fees.  How are you ever going to be able to get into this thing and compete?  It is not possible.  Everything is already set in concrete, and it is controlled by them.  PASA, banks, Central Bank and anybody else affiliated with that group, Visa/MasterCard have always controlled the game, it is their game.

If you want to play, you play according to their rules.  And like somebody said if you are a small player wanting to get in there, because you cannot differentiate yourself, you cannot.  You will always be sucking the hind tit at the end of the day and you will never be able to take on the big banks for the simple reason that they can always kill you through anyone of the fees.  How do you come forward and say “what am I going to do in ATM’s?”  I am now suddenly going to put a 1 000 ATMS’s out there.  I need to put out a 1 000 ATM’s otherwise the interchange fees are going to kill me.  How am I going to acquire merchants?  I better do it because if I do not do it interchange fees are going to kill me where this is…

DR BELAMONT: …going to make me more expensive for my customers and other banks.  They control everything.  You have got no room to move, you have got no room to get in and that is just a fact.  So we are suggesting the following.  An ultimate payment system going through something and somebody talked about it to say maybe BankServ should be on by somebody else but the banks are going to tell you that you can do that but it is going to cost two billion for somebody to buy it.  


Now we can tell you right now, we can redo the same thing for ten million, it is not a problem.  It is not that expensive to do this.  They might have invested two billion but you do not do things together when you did it 20 years ago so two billion a long time ago with technology today is nothing.  So it could easily be independent and then all we need to do is to find an access to a bank account in any bank and to say that fee is going to be fixed because it is me getting my money from my bank through that channel.  And that fee could be anything, 50 cents, 25 cents, R1.00 for everybody.  Everything outside of that, the bank should not control.  

They can have their own, nobody is stopping them from doing their own thing but do not stop other people from doing what they want to do.   So what we are suggesting is this, one, at the point of sale, if you have a credit card and you go to Shoprite/Checkers, you pay for the credit card fee because it is you that is getting the benefit.  So you pay for it because now the fight is going to be between you and your bank.  That is going to stop putting pressure on the bank a little bit.  At the moment it is only the bank fighting the retailer and the retailer can pass it on to the customer but doing it this way, it is your card, it is your functionality, you chose it, you pay for it.  

It is the first thing we would do.  Let clients pay the fees that are supposed to be bank fees.  The retailers by the way are not going to complain about it, simply because at the moment they are carrying a burden which is not theirs.  They are not bankers.  Why should they be sharing this credit risk?  Do you think the bank pays them a fee based on how much money they have made out of your account because you have not paid it every month?  I do not think so.  So it is a one-way street.  

So if you start with that, second thing, you say the retailers pay for the on debit card transaction, I mean the customers, same thing the one percent you pay for it.  Now let see how quickly you are going to be using your debit card or not.  If you decide not to use it anymore that means at the end of the day you will only be using it because somebody else was paying for it.  Not because you felt that there was value.  So it is a very easy thing to test and we already know what the answer will be on this one.  

Then you say customers must be able to access their account.  Well I think it is the least that we could legislate, it should be part of the constitution, that at the end of the day if I do give my money to a bank, I should be able to get hold of it at some stage.  Fees of course should be displayed on any transaction.  If anything the bank does, and they tell you this is what you are going to do, money transfer they should tell you what the fee is now.  So you can make an informed decision without having to go on, logging onto the internet to run the calculator.  

You should be able to do that because it tells you that is the fee and at the end of the month on your statement you should be able to see the fee that matches what is on your piece of paper.  This is not complicated to do that by the way, very simple, we do it today.  Any transaction we do if there is a fee, we display it.  The customer has a right to choose to accept or to reject.  Very, very simple, very good for competition because now you can move around from one place to the next to see what the fees look like, great for competition, very transparent.  

Then of course we are saying Visa/MasterCard is far as we concerned, should not in anyway become some sort of de facto accepted standard in this country.  There is no reason for it, none. Somebody said it, I cannot remember which one of you but you remember the days when you could have a non-branded card.  Now an ATM card in those days is, it is not difference. You can take if from me.  There is no difference between that card and the card you got today with a Visa logo on it, none. The MEG stripes are the same, the accounting code is the same, the security is the same, the pin number is the same, nothing has changed.  It is rubbish.  There is no difference.

The difference is that when Visa and MasterCard started pushing EMV, they actually offered certain discounts to the banks.  They are banks that receive large sums of money, millions of dollars,  to a great big point of sell devices, to actually issue their cards and why did Visa and MasterCard do that, because after all the banks are part of the club and Visa/MasterCard by the way are very competitive between themselves.  They want to know which one of us will have more cards than the other, because now when they both got to be listed because Visa is also listing.  

Now you really are going to have a war between the two but who is going pay for that war and who is going to pay for the … growth every year?  Well we are, so at least let us give them the choice to do it but let us not force it on everybody else.  At least let us give other people the choice not to do it.  In this country it is almost a de facto standard, that it has to be a Visa and a MasterCard and the explanation was given, well it is rubbish.  That is not true.  There was a deal done between everybody otherwise banks would not be issuing them and I will tell you what the reason is.  

When you have the Visa/MasterCard rule book, we have it, what is it saying there?  It says that any Visa issued or MasterCard issued card will be accepted by any acquirer that is registered with Visa or MasterCard.  You do not have a choice.  You have to look at the bin number which is a bank identification number and when you see the bank identification number as an acquirer you got to take the transaction and send it to the bank.  That is the rule otherwise you cannot be a member of the club.  

You on the other hand, are issued a card that is not Visa or MasterCard, the banks now have got discretion not to accept the transaction.  So if I wanted to launch a card that is not Visa or MasterCard, I would have to go to each bank and ask for their permission and each one of them would want to negotiate with me.  You know you are going to give me three percent or maybe five percent, it is rubbish.  There should not be any room to negotiate.  The fee should be no different for what it is for Visa and MasterCard and they should be forced to accept it like they are forced to accept Visa and MasterCard itself. 

And that is something that has stopped.  All other cards in this country that are not branded simply because the banks might say to you but you know it is technology, it is going to take us six to nine months to accept your card.  Visa, we can do it in three weeks.  Now we happen to write a huge amount of software on behalf of the banks, we know it takes 24 hours to do it, if you say yes, not six months, these are just games that people play because the rules are on their side.  Because regulations is on his side and the less we break this cartel down, you never going to be able to get in and compete.  It is not possible.  

So this is what we are basically saying, the acquirer by the way should be able to accept and by the way one thing that is encouraging, there are a lot of large retailers in this country, but by the way have been complaining about what I have been talking about for as long as I can remember, at least ten years, 15 years.  They know that at the end of the day they would like to be able to have a system that is affordable for themselves as well as their customers.  They would like poor people to have a plastic card because it is better to carry plastic than to carry cash in your pocket and that can be stolen or that you can be murdered for.  

So there is no doubt that there are advantages but not at R2.30 a transaction and not at one or two percent a transaction.  That is unaffordable.  So retailers I think would be delighted to actually part, take part of an ultimate payment system.  What could easily happen of course is that by the time that you got the big retailers onto here there might not be any need for BankServ because they are not going be any transactions through that one.  That is what really going to happen.  But you know what, that is the way the cookie crumbles.  

You make good while you can and sometimes something changes, and when it changes because you did not make the change yourself, you suffer through it and it is about time it should happen.  We need to revolutionise the banking system and the way that fees are set.  The way the rules are written because there are no such rules.  When we were talking about just now multi-polecwarus?, in other words sorting at source,  that is the rule that Visa lost at a law suit in the US because that is the rule that was part of their books.  You can only have one acquirer.  

“All the transactions, you mister retailer, I am your bank, all the transactions come through me and I will route them to the other banks.”  Why?  Why are they saying that I am the bank, I am better than the other three because you could afford terminals, that is also illegal, but today you could have one terminal that can hook to four banks.  What is the difference?  It is rubbish.  It is just an excuse.  It was never a rule.  It was never a law. It is certainly not enforceable.  Now of course if a Central Bank makes it a rule for the banking system then we got a problem but who do you think tries to convince a Central Bank to make rules?  I am not allowed to talk to them.  

Banks only talk to them.  Now I doubt if they are going to go and tell them what I am saying.  They are going to say,  “no, no, Visa and MasterCard very, very important thing, I think we must have every card in the country must be Visa and MasterCard including the Hiness project” because by the way it was also a requirement for Hiness that it had to be Visa and MasterCard compliant.  It is incredibly infuriating.  This is all we are saying and if we can achieve that you will end up with an affordable banking system for all for only one reason, all the fees will sort itself out because people will sort it out.  

People are not stupid.  Our people that we have are poor, they are illiterate, they are not stupid.  They are just poor.  And let me tell you something, those people are far more astute than what we are.  When they see a better deal, they take it and they seize it and it goes by word of mouth and they go for it.  And at the end of the day we do not want to brainwash them to explain to them why it is important for them to have a Visa card and score South African Airway prints right, because candidly that is not all that exiting for them.

They just would like to have some cash back or some money back, yes,  that they do understand or as I say a free meal or a free chicken or a basket of goods. That they understand and that actually would make a difference to their lives.  We cannot hit them by actually charging them that sort of fees on top of it forcing them to actually use the system.  It does not make any sense.  That is all we had to say for today because we knew we would not have that much time.  So I hope it gives you something else to think about.  Thank you very much for your time. 

MR JALI:  Thank you Mr Belamont.  I will just see whether the panel members have got any questions for you relating from your presentation.  Your presentation will be entered in the record as Exhibit "Z".  You may proceed.

MR BODIBE:  Thanks Chair and thanks for a moving presentation.  Very few questions, now you are suggesting that Visa and MasterCard should not be made mandatory, how did it become mandatory because we heard earlier on from ABSA that there was never such any discussion to make Visa and MasterCard mandatory?

DR BELAMONT:  Well I do not have that answer.  The only thing I know is that the banks are all Visa/MasterCard members and I have no doubt that the banks confirmed with the Reserve Bank that Visa/MasterCard should become mandatory.  Well that is the only thing that makes any sense.  How else would have the brand, Visa/MasterCard ever enter, tenders in government that have nothing to do with banking?  So somebody has done a very good job of lobbing and the only people that could have been lobbing are the banks and Visa and MasterCard.  There cannot be anybody else.  

So I do not think it is law, I think it is simply something that somebody did a very good job of, marketing and convincing everybody that Visa/MasterCard is the right thing and the people that decided that it was a right thing did not give it too much thought.

MR BODIBE:  Thank you.  The second question is related to al, I mean your presentation actually questions why merchants should be paying for cardholders' convenience and of course we have heard from banks that also merchants benefits something out of that.  What, I am always curious,  since this inquiry started, why are retailers not surcharging, because it is a cost to them.  Why do they then pass it to everybody and not just say to all cardholders, we are going to refuse to pay this, you are going to pay for the convenience?

DR BELAMONT:  The answer to that is simple.  If you have a Visa and a MasterCard logo on your window, you cannot do that.  That is part of the rules.  The rules say you cannot differentiate payment based on method of payment or type of payment and you cannot pass on the charge to your customers.  That is the rule,  otherwise you are not playing the game and then they can take you out of the Visa requiring system.  That is how they play this game.

MR BODIBE:  Now does that not raise a curious question though why then would merchants are served with this card if there are associated costs and rules that from your point of view seems to be unfair and inequitable.

DR BELAMONT:  That is a good question but if you go back in history, the selling plan to Visa and MasterCard was that if you could accept Visa/MasterCard you would differentiate yourself from your neighbour simply because he did not.  Therefore you could pickup some of his business and increase your own bottom line or at least you are on top line.  Nobody realises at the time that when everybody then became part of Visa and MasterCard, that loyalty scheme for lack of a better word or advantage of accepting Visa/MasterCard disappeared because everybody was on the same terms but you continued to pay the fees.

MR BODIBE:  My last question, basically in your outletting system, system you have got, you know, a notion that there should be a small fee across the board, what would you call that fee, is that interchange or is it something else? 

DR BELAMONT:  That is basically access of money fee.  In other words,  it is simply a fee whereby I can go into your account and say I want to remove any amount of money because it is actually irrelevant how much the amount should be technology was it is the same work and I should pay ten cents a transaction.

MR BODIBE:  Basically you say interchange must be illuminated.

DR BELAMONT:  Completely, you do no need interchange.  It is a makeup thing.

MR BODIBE:  Why do you say that?

DR BELAMONT: Because it was made-up again to protect the business ... that is currently employed.  Why would you try to get rid of interchange when you know that you can pickup 1.71% percent for doing nothing?  Somebody else is paying for your credit risk.  Somebody else is paying for your debt.  Of course you like interchange fee.  It is a great idea but it does not make it right.

MR BODIBE:  So you are basically saying the cost are already covered?

DR BELAMONT:  100% and that is what they are doing at the moment.  There is no such thing as interchange.  If you are my client, I should have a relationship with you.  What difference does it make to Shoprite/Checkers if you are paying with a credit card a debit card or in cash?  Why should it make a difference to him?  It should not.  You are buying your chicken.  Chicken is a chicken.  So at the end of the day you are supposed to be able to have a payment instrument that is independent of the financial relationship you have with your bank.  That is between you and the bank not between you and the retailer.  Otherwise the retailer must get a fee.  You should actually turn this whole thing around.  The retailers are actually acting as bank branches and they are not getting paid for it.

MR BODIBE:  Thank you.

DR BELAMONT:  And now by the way some countries have started doing this now.

MR BODIBE:  Thank you.

DR BELAMONT:  Pleasure.

MR PETERSEN:  Dr Belamont thank you.  I think I followed your argument but there are a few things I just like to make sure I am understanding.  You used the expression of one point, we already have an alternative banking system.  Can you just explain what you meant by that?

DR BELAMONT:  Yes, today because we have 3.7 million customers that use today our technology which is a smart card based technology that works offline, those 3.7 million people actually transact every single month through our point of sell devices and we did not go through the National Payment System or the banks at all.  We do not use any of it.

MR PETERSEN:   Are you providing a banking service?

DR BELAMONT:  No we are not a bank, so we are not allowed to take deposits and the government today in pension and welfare aske us to pre-fund, in other words we actually extend credit to 3.7 million people and that particular credit is issued by us.  We only get repaid this credit when we can proof that the customer has actually obtained the money or spent it.  So we have had a number of discussion with the Central Bank, who of course came to see us at a regular basis about this issue, and we have an auditing firm which I think was, it was ... , that came to do audits on our systems more than once to ensure that in fact we were not infringing any of the Bank Act. 

MR PETERSEN:  So you are not taking deposits?

DR BELAMONT:  We are not allowed to take deposit. We are at the moment and we have been chasing a deposit license.  We were hoping that the second year banking licences that was supposed, I think it came out, if I can remember correctly, a year and a half ago.  We are still waiting for them and I think those things are not going to be coming out for the foreseeable future therefore again preventing company like ours from actually entering the banking world.  So we are looking for that.

MR PETERSEN:  So you cannot have been accurate then when you said that you provide an alternative banking system if you cannot take deposits?

DR BELAMONT:  Well again it depends what you mean by differential of banking.  In terms of the people we serve, banking is more transacting.  It is making sure your cash is safe, it is making sure that somebody cannot steal your cash, making sure that you can do things like money transfers.  In other words they are looking after transacting.  Whatever a bank does at the back it is not something that is important to the type of people that we are going after.

MR PETERSEN:  You are talking about an alternative payments…

DR BELAMONT:  System.

MR PETERSEN:  Not a banking system.

DR BELAMONT:  100%

MR PETERSEN:  What is your definition of a client?

DR BELAMONT:  The client for us is, well in our case is anybody that we have a relationship with on whose behalf we actually is doing some work for.

MR PETERSEN:  Would those be cardholders in the first instance?

DR BELAMONT:  Cardholders would be our clients because we provide them with a service.

MR PETERSEN:  Do you have a figure for the number of your cardholders?

DR BELAMONT:  3.7 million.

MR PETERSEN:  That is cardholders?

DR BELAMONT:  They are all cardholders in South Africa; it is probably about 8 million worldwide.  

MR PETERSEN:  I promise I will give it straight back to you but do you have one of your cards that I can have a look at?

DR BELAMONT: Yes, sure.

MR PETERSEN:  Thank you very much.  Am I right in thinking that in a sense this card acts as a purse?

DR BELAMONT:  100%, it is a fully-fledged, what we call fully fledged banking account.  In other words we have 255 wallets that can be stored on this card.  You can create a savings account if you want to, you can create a wallet for credit.  You can create order for prepaid.  You can use it in electricity, water meters.  You can do all sorts of things with the card because it is offline.  So obviously the banking account actually exists on the card.  Our banking system is there purely as an audit trail and to ensure that if you lose the card you do not lose the money because obviously it will be a disaster.  So everything we do is reverse of a bank.  Your bank card is pure an access mechanism to access your account on the main frame computer.  Our banking account is on the card.  The banking computer is only there to be an audit trail for the card.

MR PETERSEN:  So if I lost my card I would not lose the money, is that right?

DR BELAMONT:  You never, we always guarantee the money that is on the card.  We can replace your card in South Africa if you lose it 24 hours with exactly every wallet intact as before you lost it.  Remember, that it is also fingerprint based which means you cannot defraud the system the way you would with a pin base because if you has told me that you lost it but you did not lose it, I would know because only your fingerprints can actually open the old card as well the new card.

MR PETERSEN:  So are you not having then, using myself as an example as your client, are you not having an obligation to me to make a payment to me based on some value that I have entrusted to you.

DR BELAMONT:  Well because it is credit, government will say to me, let say a pension, I will, I must give you R840.00.  We advance you R840.00 so that is a credit that we, a credit exposure we have.  When you spend the R840.00 we claim it back from government after giving them proof that in fact you got the money, you yourself got the money and that the money is actually gone and who received it on the either side either cash or transactions at retailers.

MR PETERSEN:  So in order to ensure that you are not in a deposit taking role, you have to advance the money…

DR BELAMONT:  100%

MR PETERSEN:  And then recover it?

DR BELAMONT:  100%

MR PETERSEN:  So would it be true to say that so long as you do not have a banking or a deposit taking license, the role of the card is limited to circumstances where you would be in a position to advance money…(intervenes)

DR BELAMONT:  100%, you are right and this is at the moment the target market we are focusing on is obviously going to be the 5.3 million people that are receiving salaries weekly by weekly and monthly but in order to capture that market, we need a proper banking license.  We need to be able to take deposit and we are working very hard by the way of doing this.

MR PETERSEN:  Yes may I just ask where are you incorporated?

DR BELAMONT:  We are incorporated in the US.

MR PETERSEN:  Which state?

DR BELAMONT:  We are in the United States in Miami…(intervenes)

MR PETERSEN:  Miami…(intervenes)

DR BELAMONT:  The company is…

MR PETERSEN:  Florida?

DR BELAMONT:  In Florida, correct, and we are, we have a subsidiary in South Africa which is owned a 100% by the one in the US but we are basically a South African company.

MR PETERSEN:  Well in the, one of the earlier diagrams in your presentation, you had on the right-hand side you have a money line and 115 000 clients…

DR BELAMONT:  Yes.

MR PETERSEN:  With a value of the book of rand is 82.6 million.  Now just in terms of the numbers involved it would seem to me that this is a distinct operation.  This is not the advancing of the money that you are talking about…(intervenes)

DR BELAMONT:  No, no, no it is a separate thing.

MR PETERSEN:  It is a separate thing, I do not know whether you are comfortable or uncomfortable with the word but it looks to me like micro finance.

DR BELAMONT:  That is what it is.

MR PETERSEN:  That is what it is.

DR BELAMONT:  It is a little bit different whereby we tend to give our loans are not one month.

MR PETERSEN:  Yes.

DR BELAMONT:  We want to spread them over at least three to six months to allow the person to repay his previous debt.

MR PETERSEN:  Certainly and is it possible to use the cards in conjunction with that so…(intervenes)

DR BELAMONT:  We do.

MR PETERSEN:  Yes you do but for the, would I be right in assuming that because of your position where you are not licensed to take deposits, that the source of the funds for the micro finance business could not be customer’s money?

DR BELAMONT:  It cannot be the customer’s money; we cannot use any customer’s money for anything until we have a banking license.  The rule is very clear.  We have read it in every possible way we could.

MR PETERSEN:  Now obviously I express no view on that we just, you are just reporting what you understand to be the position so that we can understand it.  Now if in conjunction with cards of this kind there was deposit taking, there were to be deposit taking with a license then we have banking in the real sense.  Now I just want to understand to see what you understand to be involved in a deposit.  Let me put it to you this way, in common parlance we all talked about the banks having our money, to have access to our money.  When I deposit money in an account I have with a bank, is it in fact my money from that moment on?  What is your understanding on this?

DR BELAMONT:  Well it is my view definitely.

MR PETERSEN:  Pardon?

DR BELAMONT:  In my view it would be my money.

MR PETERSEN:  For a 150 years or more in this country it has been the law, it is the law in England, code leading case is Folley v Hill, that the money becomes the bank’s money and all that remains is a debtor/creditor relationship.  I have a claim against the bank as my debtor in respect of that deposit but when the bank uses that money it is using its own money.  Is that news to you?

DR BELAMONT:  Not exactly but we do not quite operate that way.  For us as far as we are concerned, we say the customer’s money is the customer’s money.  We do not reinvest the customer’s money at all.  That is not what we do and we do not, we have no intention if any in the future of using customer’s money to actually grant credit or to allow anybody else to actually borrow against that money.  For us it is simply a methodology of actually having an employer paying us a large amount of money which happens to be salaries, for us to post these salaries in bank accounts which belong to the people and to be able for them to use those particular cards to transact.  That is the intent of the system.  I understand it is the first between what you explained to me.

MR PETERSEN:  Yes thank you.  I see where you are coming from and your answer but the question that I am raising, the reason that I am raising it is because it seems to me to have some bearing on the approach that you are taking to the question of how easy it should be to access people’s bank accounts.  If you proceed on the premise and I do not expect you to accept it on my say so but if you proceed on the premise that it is the bank’s money…

DR BELAMONT:  Yes…

MR PETERSEN:  If the accessing of a bank account leads to the bank paying out money, it is paying out its own money, not the customer’s money therefore the bank is at risk.

DR BELAMONT:  I understand.

MR PETERSEN:  It is only not at risk to the extent that it can show that it has paid out the money on the customer’s instruction and may therefore reduce its indebtedness to the customer accordingly, acceptable so far?

DR BELAMONT:  100%

MR PETERSEN:  Now in the alternative Payment System that you suggest that you, I do not know whether it takes one minute, 20 minutes, half and hour or how long to set it up, what safeguards do you envisage against these risks?

DR BELAMONT:  What we have done in our system is that every single…

DR BELAMONT:  …material which gets send to the backing account, the backing account then is the only place that can be decrypted and validated therefore giving you complete proof that in fact that it was the customer and no one else that actually permitted the transaction from being effected.

MR PETERSEN:  And the beneficiary of the payment would be?

DR BELAMONT:  If I am the customer and I am doing a transaction with a merchant, then obviously what is happening is that I am as the cardholder,  authorising my card to be debited and his card to be credited.

MR PETERSEN:  Yes now there is a payment in to or in favour of the merchant…(intervenes)

DR BELAMONT:  100%

MR PETERSEN:  And it is coming out in this example from my bank account.

DR BELAMONT:  Yes?

MR PETERSEN:  Okay even though it is the bank’s money, how does it get to the merchant?

DR BELAMONT:  It will go to the merchant at the moment, the way we are doing it at the moment is through the standard ACB system.

MR PETERSEN:  Well it must go to the merchant’s bank is it not so because it involves a deposit.

DR BELAMONT:  Correct.  So today through ACB you can transfer money from any account to any other account.

MR PETERSEN:  So it is still bank to bank.

DR BELAMONT:  At the moment it tends to be bank to bank.

MR PETERSEN:  No but under your Alternative Payment System…(intervenes)

DR BELAMONT:  We have a…(intervenes)

MR PETERSEN:  So what your stand is one eliminates banks?

DR BELAMONT:  Well we have an alternative because the retailer himself also has a card.  So we have the concept of card to card where the second card, the card of the retailer could in fact belong to any bank or to the same bank.

MR PETERSEN:  Yes but you say bank in both instances.

DR BELAMONT:  At the end of the day you have to have a banking license in order to take that deposit.

MR PETERSEN:  Because the, in the end the electronic information on that card needs to be turned into real value…(intervenes)

DR BELAMONT:  Real value correct.

MR PETERSEN:  In the merchant’s hands.

DR BELAMONT:  Correct.

MR PETERSEN:  And that requires the merchant’s bank.

DR BELAMONT:  It has to have a bank in order to be able to receive the funds.

MR PETERSEN:  Incidentally, in the diagram where you reflect the Saswitch fees, is R5,00 question mark.  Something that I am hoping to have clarified as the inquiry goes on but the impression that I am getting up till now is that the so-called Saswitch fee is not in fact a fee charged by Saswitch.

DR BELAMONT:  That is true.

MR PETERSEN:  It is a name for something that is charged by banks to their customers.

DR BELAMONT:  That is true because typically what happens; whoever owns the ATM charges what they refer to the Saswitch fee.  So he is typically the acquirer for lack of it and he is getting five bucks because it is his equipment that has been used and that will be changed that will be charged to whoever the cardholder is regardless of where the bank is.

MR PETERSEN:  Yes but my understanding is that what is called a Saswitch fee does not match anything charged by Saswitch.

DR BELAMONT:  Nothing to do with that at all.

MR PETERSEN: Yes, Saswitch will make the charge.

DR BELAMONT: Yes, ten cents or five cents a transaction, something of this nature.  It used to be 50 cents many years back.  You are right there.

MR PETERSEN:  Now the very important issue of whether the cash customer is subsidising the cardholding customer must depend, I do not say altogether but it must depend to some extent on the relative cost of cash transactions versus card transactions.

DR BELAMONT:  Correct.

MR PETERSEN:  Because if in fact cash transactions cost more…(intervenes)

DR BELAMONT:  Then it will be the other way around.

MR PETERSEN:  Then the subsidy of you falls away.  So how do we get to testing that reliably?

DR BELAMONT:  Because we did quite a big survey with a lot of retailers, to find out how much they were paying today to deposit cash.  In other words to take cash, insured cash, count cash, do cash management plus to actually take the cash out of the till and have a security company taking it and depositing it in the bank.  But depending of course how big you are, let us say you are a very large retailer, you probably can get that fee down.  The bank fee is probably ,25%, ,3%, the rest is another point .2,  .2,5, so you probably have .5.  Some people could be up to .7, .8, even 1%.   

But it is still lower than either debit cards or credit cards and this is why today there is not a huge push for people that are dealing with let us say, the more under-banked market of South Africa.  For them accepting the cash,  is still cheaper today than actually saying to the people “why do you not go out and get a bank account”, because that is going to cost the retailers more money which is going to make inflation go up because the goods are going to go up.

MR PETERSEN:  Now the information that you are relying on in drawing these conclusions, would you be able to make that available to us?

DR BELAMONT:  With pleasure because we do a lot of cash as you know, we deal with two point something billion rand of cash a month.  So we can give you all the fees that are payable to SBV, security companies, banks, withdrawals as well as cash re-deposits. 

MR PETERSEN:  Alright, then just two things finally, just to clarify these. I think I have heard your argument on the EMV pin based technology and why that is not a satisfactory answer in your submission.

DR BELAMONT:  Not enforceable, let us put it that way.

MR PETERSEN:  But would you not just to get things in the proper proportions, would you not accept it as far as it goes it does reduce the risk of fraud compared with signature based cards?

DR BELAMONT:  I would have a small argument with that.  I think while we have still have MEG striped cards, EMV will look pretty good because it is easier to defraud MEG striped card than the EMV card.  When everybody is moved to the EMV they will fraud the EMV cards too because there are ways to do that.

MR PETERSEN:  And finally in relation to interchange within the framework of the credit card schemes and debit card schemes, the four party schemes, would you not accept that at least in the development of those schemes, interchange could well have played a necessary role in rolling out issuing and acquiring in a sort of relation to each other that may, that was necessary for the viability of the schemes?

DR BELAMONT:  Your point is valid.  If you go back ten, 15, 20 years when these things started, you did not have a choice.  The technology forced one person to work directly with another one.  It was a point to point system, so unless I had four terminals it was impossible for me to work for four different banks.  I had to work with one.  The thing is, we do not live anymore in the 1970’s that is now over 2 000 and today the technology have changed and actually permit this type of system to be implemented.  My point is, is it because we know technology can do it.  The reason why it is not changed is because now it has been utilized to protect the interchange fee that is no longer necessary to be there.  But that is what I was trying to get across.

MR PETERSEN:  Yes, and then just on the same point but finally, I have the impression from reading the European Commission Interim Report on payment cards that in four European jurisdictions, Denmark, Finland, Netherlands and Luxemborg, interchange is prohibited or in any event there is no interchange.  Would you or your organisation have any information in that regard, do you have any experience in those jurisdictions?

DR BELAMONT:  Not really, we really deal with developing economies so we can give you a lot of stuff on just about any African country, South America even the Middle East and even some of the Asia, Pacific but  we do not  touch so-called First World Countries.

MR PETERSEN:  Thank you very much.

DR BELAMONT:  Thank you.

MR JALI:  Mr Belamont I just want to get clarification on one aspect.  What is your fee structure, especially when it comes to Easy Pay.

DR BELAMONT:  Well the Easy P1 is something which is of interest because the only fee Easy Pay charges is basically a transaction fee for every transaction that he switched from a merchant through Easy Pay to a bank and that fee is as far I am aware, even in big quantities, is around eight to ten cents.  That is what it cost to actually do it or that is what is being charged.  So we are not talking about a huge amount.  Now one thing that must be said though, Easy Pay provides on behalf of merchants an announce value whereby for example would help the merchant with reconciliations in his stores, consolidation of reconciliation, technical expertise.  You know what I am saying?  So Easy Pay does other things which can … pretty much packaged in their ten cents as well.  So it is doing the switching and it is doing quite a lot of support just for ten cents.

MR JALI:  But for between eight and ten cents.  Is that, you said per transaction?

DR BELAMONT:  Per transaction.

MR JALI:  Right.

DR BELAMONT:  That could be a credit card, debit card whatever.

MR JALI:  Do the merchants pay anything?

DR BELAMONT:  The merchants pay for their transactions.  They are the ones that pay for it.

MR JALI:  No I mean besides this…(intervenes)

DR BELAMONT:  No that is it.

MR JALI:  There is nothing else?

DR BELAMONT:  No that is all they pay.  In fact, the merchants get paid by Easy Pay because, if for example, a transaction like, let say you are going to Woolworths tomorrow and you want to pay your Eskom account, that That will go through Easy Pay, we will charge a fee to Eskom because we are collecting money on their behalf and that fee will be shared between Easy Pay and the merchant.

MR JALI:  That is exactly what I am trying to find…(intervenes)

DR BELAMONT:  So the merchant will actually get paid.

MR JALI:  How was that… right sorry are you finished?  Carry on.

DR BELAMONT:  No, no, no I am done.

MR JALI:  Yes, sorry, I am sorry to disturb you.

DR BELAMONT:  No, no, no please.

MR JALI:  Alright have you finished.  The how much does Eskom pay you?

DR BELAMONT:  Eskom will pay and now you will find that very interesting, because you could walk into Woolworths and pay your Eskom account with a credit card, let us say that now Woolworths is paying two percent to the acquiring bank as an example, Eskom would have to pay two percent just to cover the cost of the credit card.  That would go directly from Eskom to the bank.  We are charging R3,50 fixed fee per transactions of which about R1.50 to R2.00 will be paid to the merchant and the balance will be paid to us for processing, reconciliation, reporting etc., etc.

MR JALI:  So Eskom will charge you R3.50 per transaction…(intervenes)

DR BELAMONT:  We charge them R3.50 per bill payment.

MR JALI:  Oh sorry, I  mean they will pay you R3.50 per transaction?

DR BELAMONT:  Correct, and they pay the bank two percent of the value of the transaction if it is credit or it could be one percent of the value of transaction if it is debit.

MR JALI:  You know, one of the arguments which are raised against the interchange fee is that it gets charged but then the retailers end up charging the consumer in the end, now what guarantee do we have that this particular arrangement, Eskom will not end up charging the consumers in the end?

DR BELAMONT:  There might be…(intervenes)

MR JALI:  Or for the R3.50 which they are paying you?

DR BELAMONT:  They might very well do that.  At the moment you got a, and I have no doubt about it, it might be built into the electricity price, and at the end of the day you are right.  Somebody…(intervenes)

MR JALI:  That is the point that I am trying to…

DR BELAMONT:  It is always the people that pay; I have said that so is the people that will pay.  To me the trick will be this, for Eskom to go out and to put out an infrastructure, through which they can accept bill payments, is incredibly expensive.  For them they obviously believe that paying R3.00 or sometimes it is R2.50, sometimes it is R3.00 is cheaper then for them to have their own people, there own infrastructure to actually collect the money.  Because remember that a lot of the money has been paid to Eskom is in cash.  So you can actually walk today into Shoprite/Checkers and you can actually pay for your Eskom account in cash.  

Now funny enough, the charge that will then be charged to Eskom will be half a percent, remember the cash amount that we were talking about.  Eskom will pay two percent in that case or one, they will pay half a percent back to the retailer because the retailer’s cost of collecting and depositing the cash is half a percent and they will still pay a fixed fee to us for us to actually make sure that they get the money that we give them the right reports.  We told them we will pay; we did not pay it etc., etc.  And we pass some of the charge to the retailers because at the end of the day it is taking their time and they tell us to actually do the work.

MR JALI:  Thank you.

DR BELAMONT:  Pleasure.

MS NYASULU:  Thank you.  I would actually like to acknowledge your status properly, but my colleagues have now confused me because one said mister the other said doctor.  Professor sounds like a neutral one.

DR BELAMONT:  My name is Serge.

MS NYASULU:  My Chairman will not let me call you that.  So I will go with Dr Belamont.  I have to ask you a few questions and let me just issue a disclaimer first and say you will understand that in the position in which I sit, sometimes I feel like a contestant in the money or the box thing.  One crowd sings money, the other shouts the box.  So I have the burden of trying to, or of ensuring that I do not end up being a pawn in this whole battle.  You know you using me to hit the banks and the banks using me to hit you and the retailers etc.  So please accept the questions that I am going to give you in that spirit.  

DR BELAMONT:  No problem at all.

MS NYASULU:  Can we just start with this slide that you put up and if you could just explain to me for starters the demographics of the target markets in each of those companies, starting with CPS.

DR BELAMONT:  Okay it is very easy, CPS is purely dedicated to government distributions of grants and welfare.  So here we are talking mainly rural areas, very rural areas and we are talking about the poorest of the poor.  Okay so that is this side.  Easy Pay in the middle is for more, funny enough, urban areas and here we are talking about all these big retailers, Pick ‘n Pay, Shoprite, you know, petrol companies, JD Groups etc. etc.   So here we are talking about everybody else that are really using the switch as a means of routing transaction from their point of sales to the banks, either because of credit cards or debit cards.  

So that is what the thing in the middle does.  So target market here is any income group, funnily enough not poor people because they are paying cash.  So they are not coming through here and then the last one over here is something we set up purely to refinance that on behalf of these poor people here.  So we could actually try to get them out of the debt spiral of 40% a month.  Now we do have other customers down here that are employed people but again we do not think about the people that are earning less than R2 000.00 a month.

MS NYASULU:  Okay fantastic.  Now second question, in the same vain of trying to establish the bona fides, would you explain to me not in rand terms, not in value terms but in percentage terms, the contribution to profit of each of those streams to the profit of NET 1, the holding company.

DR BELAMONT:  Of NET 1?

MS NYASULU:  Yes?

DR BELAMONT:  This group of people here, because we have a government relationship, they do not pay us anything.

MS NYASULU:  Sure I do not care who pays you, I want to know the profits…(intervenes)

DR BELAMONT:  But in terms of profit if I look at government, this is probably 70% of our profit on this side.  This thing in the middle over here is actually not very profitable at all.  We are probably looking at about what Herman?  About 15% and this side over here is less than 5%.  It is nothing.

MS NYASULU:  Thank you very much that is very helpful.  Can I then just proceed to questions on some of the issues you raised during the presentation?  You said for instance,  that you are forced to route the transactions even though you are quite capable of switching, you are still forced to route transactions through banks, are you saying that Easy Pay is able to furnish an entire transaction from A to Z without having to use the bank if it was enforced to?

DR BELAMONT:  I still have to access the bank account.  Easy Pay can do everything else but that debit order, in other words been able to remove a R125.00 from your account, I need to be able to say I have got to go to your bank system but Easy Pay today can connect to all of the banks without going through BankServ.

MS NYASULU:  Okay let me ask the question differently.  If that restriction was taken away how would you, how would Easy-Pay be able to collect the final…(intervenes)

DR BELAMONT:  Amount?

MS NYASULU:  Amount.

DR BELAMONT:  We would have a connection directly from Easy Pay to all of the four banks.  Point to point direct connections.

MS NYASULU:  Okay that is the one question, you have also argued that rather than change the fee structure we should allow you to do it differently in your words “and let the customer decide.”  Now in your own words and some of the points you have been making, you serve the poorest of the poor, say the demographics of the people on the left and the right.  And those are the very people that we have heard because of their illiteracy and their lack of sophistication, that is where the biggest apathy sits because they are unable to compare the transactions; they are unable to say this is a rip-off that makes sense for me.  How do we then facilitate their ability to understand all of that to the point where they say “you know what I would be better off on the other side…(intervenes)

DR BELAMONT:  With something else?  Funnily enough, what we do with these people here is that, they do not have to worry about it because we do not charge them anything at all.  We never charge them any fees.  So they do not have to compare, it is zero.  So then the question is then how do we make money because we have to make money?  Now to give you an idea, if somebody goes out there and sells a burial insurance policy, you, they vary from R30.00 to R70.00.  We go out to tender and we get five or six big insurance companies to actually prepare a product that we know is the right product after talking to the people.  

We tried to make that product as low cost as possible.  We then market the product to those people, and we get paid by the insurance company, and not by those people.  So we make sure that way,  that number one, they are getting access to choice, they are getting access to the lowest cost of product and we get paid by the people sending it to them because they use our channel of smart cards to actually distribute it and to collect the premiums.  So they never pay any fees because of that.  There are no fees.

MS NYASULU:  So in other words anything that changes in terms of the national payments is in terms of the National Payment System, anyway would never have affected their lives?

DR BELAMONT:  It makes no difference to…(intervenes)

MS NYASULU:  It remains the same…(intervenes) 

DR BELAMONT:  It makes no difference to them, they still pay zero.

MS NYASULU:  Okay.  Now in terms of one of the slides also you talk about, and your pay of line all the way through has been the poor people pay or words to that effect “poor people pay for the rich.”  Just explain to me how that plays itself out in the debit order model that you used in one of the slides.  How do the poor pay for the rich?

DR BELAMONT:  The debit order is another funny thing, is that if for example you happen to be a poor person, say that you are not a poor person, you got to be paying a fee to your bank and the bank is going to charge the fee to the insurance company for making that debit order.  The insurance company has still has to recover the cost of that debit order although it is you that is using the bank to actually pay the insurance company.  So whatever they do, that fee that the bank is charging them on your behalf, has to be build into all of their products and some of those products are sold to poor people that are paying cash which means you could probably have a product that is cheaper for them if in fact the bank were not charging you a fee on behalf of Old Mutual or Old Mutual a fee on your behalf.  

You should be paying that fee, not the insurance company because it is your choice to pay by debit order.  You know what I am saying?

MS NYASULU:  I hear you loud and clear, which then is a perfect queue to get us into your Alternative Payment System because one of our responsibilities is even as we find fault with the current system as it stands should we find fault with that, we need to be able to recommend which way the country should be going.  So let us just for arguments sake take your Alternative Payment System, the very comments you have just made was, is a perfect lead in to the question I need to ask you.  In your Alternative Payment System the first three bullet points say “customer pays for own credit card transactions,” same for debit card transactions and customer must be able to access his account.  

Let us just take the first two.  In terms of your presentation and the point that you have just made, they already are.  You know what you are saying is  it comes back in the wash eventually and the customers pays certain fees, just explain to me how this changes and makes things easier for the customer.

DR BELAMONT:  You know, at the end of the day we are quite right, we could say that it does not really matter what we are going to do.  The people at the end of the chain are always going to be paying for it anyway but there is a difference between having the choice and not having the choice.  At least if one sees that there is something which is differentiated, in other words if I walk into the store and I buy with my credit card and it is costing me a R102.00 and you are coming in and pay cash and it is costing you a R100.00, at least I can see visibly that I am actually not paying for you.  

Now at the end of the day you might be right.  The bank is got to make the money out of something else and maybe charge him as a matter of interest in order to pay for the money that they have now lost.  But at the end of the day people will pay.  The question is how much are the poor going to be paying.  Is it simply going to be divided by 44 million people in the country or is it going to be divided but differently depending on how much of the system you are currently using?  And the way I see it is, the way it should work,  is that the more of the functionality you getting access to, the more you should pay compare to somebody that is getting access to nothing and the price should not simply be bolting to be equal between you and him which are the rules today.

MS NYASULU:  My final question then Dr Belamont is if we were to, we do not have the power but just assume for a minute and just indulge me,  and let us pretend we had the power to say tomorrow your Alternative Payment System is the best, we go with it, which of those target markets and the demographics that we spoke about is the most likely to benefit from an Alternative Payment System?

DR BELAMONT:  Well, for us I will be quite honest, number one I should not be the only payment system, I never said that.

MS NYASULU:  Understood.

DR BELAMONT:  Good, we like competition.  What we are saying is that this is our target market and we are going up from there.  So we are going for people that are un-banked, under banked or should never have been banked in the first place.  In other words, they are banked today but actually it is costing them a lot of money for nothing.  That is our target market.  Our association in the middle with the big large retailers is to convince all the retailers to actually accept our payments system so that we can continue to provide low cost transaction to that target market.  We are not really interested in, well probably nobody here to be quite honest that is not our market.  That is not the market we go after.  Does that answer the question?  That is my market.  The market is eight, well we think it is like 75% of the South African population.

MR JALI:  Thank you Dr Belamont, for coming together with your team.  I am just going to ask if you could let us have your presentation in electronic form as well.  It would make things easy.

DR BELAMONT:  No problem.

MR JALI:  I just want it to be commissioned, go to the Banking Inquiry Manager and we will take it further from there.  We will break for lunch.  We will be back, I see my watch, we will be back at about 14:30.

DR BELAMONT:  Thank you very much.

(Inquiry adjourns)

(Inquiry resumes)

MR JALI:  Good afternoon, good afternoon Mr Pelser in particular, welcome to the commission.  You are most welcome, you can take the floor.

MR PELSER:  Thank you…(intervenes)

MR JALI:  We have copies of your presentation which you are going to do.  I am now going to enter it in the record as Exhibit "AA". 

MR PELSER:  Thank you Mr Jali.

MR JALI:  You do not have a team, you are all by yourself.

MR PELSER:  Well, I probably have some people routing for me but I…(intervenes)

MR JALI:  Okay there are people routing for you, okay.

MS NYASULU:  It is even better than a team actually.

MR JALI:  Alright we will proceed then Mr Pelser.

MR PELSER:  I have found that sometimes PASA is me and mostly I believe it is the whole group of membership but today it is me.  Thank you once again for being here.  We have made our submission and our presentation is not aimed at taking points out of our submission.  It is rather aimed at addressing some questions that we identified during the course of the inquiry, the presentations that was made and it is also the result of having been requested to make a presentation.  We thought that we would rather like to add maybe some clarity on issues that came up.   

I have learned this morning that you have learned quite a lot and that I could probably learn from you, which I did this morning, thank you.  But then I will continue to address the matters that we have prepared.  I did not attend yesterday’s session, so I would not touch on any of the matters that was raised there.  I expect you would probably then direct questions to me that might have come out of that.  The objective therefore is to provide clarification on specific issues, if I can get this thing to work, relating to PASA and the payment systems under its control as identified herein the presentations of other parties to the Banking Inquiry subsequent to the delivery of our written submission.  

We thought to answer some of the questions that we identified.  We hope that it is fairly comprehensive.  Just to put some structure to it; we would like to talk about what the NPS is, who the participants in the NPS are, how the payment system under PASA’s control is managed, why there is only banks that may clear, question that came up, which banks may clear.  Why is it necessary to allow access to inter bank clearing systems in a controlled manner and I do believe that you have gained a fair amount of knowledge on that subject already so I hope I do not bore you.

MR PELSER:  What is the extend of participation by the Post Bank, what is mentorship and why are EDO transactions randomised.  What the NPS is, we thought best to take out of the address by Mr Mboweni, the Governor of the South African Reserve Bank, at the 10th anniversary function of PASA.  He said that the NPS is a broad concept, which not only entails systems to clear payments, being cheques, electronic payment and card payments between banks, but encompasses the total payment process, this include all the systems, mechanisms, institutions, agreements, procedures, rules, laws, etc, that come into play, from the moment an NPU is the issues and instruction, to pay another person or a business, through to the final settlement between the banks and the South African Reserve Bank.  

The NPS does enable transacting parties to exchange to do business efficiently.  Now from this one needs to understand that it is not only banks and I will touch on this just now.  I do believe that all payments that flow in the country somehow eventually need to be settled, not, it is true, it actually need to be settled, but you would find that some payment mechanisms does not settle directly across the SARB system, as Mr, the NET 1 Applitech System you would understand, settled in commercial bank money between banks.  But it still adds up to a total of R208 billion per day, it is R54 trillion a year, to the tune of, and these are just transaction exchanged through the PASA systems, the systems under PASA's control, 1,3 billion transactions a year.  It does not cover transactions of customers in the same bank, it would not cover transactions of alternative payment systems.

It might help to understand that the cash deposits, liquid assets, held at the SARB, amounts to 35 billion or amounted to 35 billion, I believe it is in October, August, that the DI900 or one of the months, I think it is August.  And if we now compare these numbers, R208 billion a day, compared to the 35 billion, one need to understand that we have to turn it over six times a day, the system got to keep going, it has got to be managed pretty well, so that it does not come to a standstill.  Who are then participating in the exchange of these transactions, flow of money?  Banks clear, if that is the definition of exchange of transactions and settle, it is making or receiving payment at the SARB for their clear transactions and there are 21 clearing banks.  This includes Meeg Bank as a sponsored bank, fully sponsored at this point in time.

It also includes, well, it does not include, to that is added, to non-bank clearing participants, exempted from the Banks Act.  Our Post Bank, SAPO and Ithala, these entities are excluded, is the correct word, it is actually not referenced to as exempted, from the Banks Act, in terms of a specific clause and they participate in terms of criteria approved by the SARB.  I will touch on their participation a little bit later in more detail.  They are sponsored for settlement and they have full function clearing access, as if clearing directly, with one restriction.  And that is that they may not sponsor other entities into the system.  There are other participants in the NPS.  Mr Chairman, at this point it is important to note that we have now just moved outside of the domain of PASA and I am talking about the membership of PASA.

PASA is made up of its members, in terms of the National Payment System Act it manage the affairs of its members, it is responsible towards its members, it is restricted to its members.  But I would like to show and I am very happy for Mr Belamont to have shown you extensive participation outside the PASA domain, outside of banks, quite vigorous participation, it seems from his numbers.  

But there are parties that are not members of PASA but do make use of the systems that the members of PASA offer.  And the reason for this is basically that they would like to collect funds out of the accounts of PASA members.  EFT bureaus are one type, they facilitate users into the system for collection of monies that they would like to collect.  They do have direct or they can get direct connection to Bankserv, if that is the way their bank that they use chose to be serviced.


And actually, if they do not like the choice of that bank they may go to another bank.  Counter party banks are reliant on a bank to manage the risk introduced by these parties, in collecting in a quite efficient manner out of our bank accounts.  If I say our, that is my individual and yours, I am not referring to banks persa.  And there is quite, I think, a good competition between banks, we listened to Mercantile that told us that they actually focus on this type of business.  We also have payment service providers and once again Mr Belamont served my speech very well by showing you Easypay, probably the best example, I am not going to spend more time on this slide, I cannot tell you what they do in more clarity than he did and I thank him for that.

One issue that one need to understand, that is service providers in terms of the NPS Act, as it stand today, is to be directed in terms of the directive issued by the SARB and they should be registered, licensed, recorded.  That directive has not yet been issued, we are awaiting that.  Mr Belamont also gave us a perfect example of closed-loop payment providers.  Because that is actually what his pension and smart card system is, that is a system where the issuing and acquiring party is the same party.  They contract to the recipient of the funds and they also provide the service to the payer.  I am not going into their deposit taking or the possibilities of deposit taking, that is not my area, but it is just clear that for somebody that use a buy-aid card, Pretorium Trust, which provide the facilities on the basis of credit extended, is clearly in this environment.  Diners Club is in this environment, American Express is in this environment.

Mr Belamont made the statement that in one country there are four terminals on the retailers' table, in our country, if you see Diners Club and American Express and a buy-aid and banks, these are MasterCard, technically or practically you would also have four, because they do not, they are not in the same clearing link.  

They might share some infrastructure, but the settlement would not be part of the same system.  Now we are going back to PASA and its domain.  I told you that we, in terms of the act, may only, can only, manage the affairs of our members.  There are 17 payment streams, managed by the 11 PCH participant groups.  I told you that there are 21 banks, they participate in various capacities, they do not participate in all streams, they may choose in which ones they want to participate.  They may not be excluded from participating in any one, if they so choose, as long as they meet the technical criteria.  

The PCH participants groups have full responsibility for control of their respective payment streams.  The develop the rules, they are responsible for the risk management, therefore they have full control.  All banks participating in a payment stream are members, full members, one man one vote, in such a payment stream.  You would have noted that they are actually managed by participant groups, those are the groups of people and they are less in number of participant groups than payment streams.  Typically what you would have is electronic funds transfers, you will have debits and credits, debit orders and credits that for example serve as your internet payments.  In card you would have debit cards and credit cards which sits in the same participant group.  

I spoke to the fact that the PCH PG makes the rules and the points the PCH system operates.  PASA council act as a collective governance body of the PASA domain.  As the participant banks are in control of the payment streams they are participating in, PASA council's role is to just make sure that the system as a collective does not run into undue risk.  And therefore its decisions are to be based on risk only.  The SARB attends as a non-voting member and any member may appeal to the SARB on any decision taken, that it deems as contrary to the integrity of the payment system or the interest of the members as a whole.  SARB maintains high level regulatory control.  If you look at the NPS Act, you would find a clause in there that states that the payments management body is responsible to assist and facilitate the control of the SARB and its responsibilities towards the payments under its control.  

The question has been posed why only banks may clear and as far as PASA is concerned, unfortunately that is determined by the National Payment System Act and not part of our control area.  In our domain, which banks may clear?  It is any bank registered by the SARB, that is a member of the Banking Association.  Now this is a historic thing that, from what I understand, when PASA was created actually, not from what I understand, it was around there, maybe I did not understand everything then, but that the Banking Code of Conduct that exist in the BA was to form part of the requirements, that one would adhere to that and therefore that requirement was built into the criteria.  Any bank that wants to become a member must join at least one payment clearing house, sign the PCH agreement with the other participants, must open a SARB settlement account, pay the PASA subscription fees and comply with the technical systems specifications.  And that is the criteria for participation.  

If there is any subject that I gained more understanding of this morning, then it is probably this.  Why is it necessary to allow participation in the NPS in a controlled manner, being the banks are responsible for the protection of customer funds, that they can only act on the mandate of a customer and I will not make the mistake of implying that the funds belong to the customer.  But they can only act on the claim that has now being transferred in terms of a proper mandate.  Therefore they have to do this in terms of trusted relationships.  Electronic systems do not have very good identification, it does not show you faces, you actually have to deal with large volumes of transactions.  

Therefore it is a requirement that each acquiring participant takes full responsibility for any risk introduced.  Such a participant needs to be able to deal with major risks, such as large frauds.  We have been exposed to some, shall one call them class frauds, people take money out of a lot of people's accounts and in such instances the acquiring participant needs to stand in and protect the integrity of the system by returning the funds to the customers and then try and make up the loss themselves.  And once again I must tank Mr Petersen for giving me the clarity on the subject.  The Post Bank is sponsored into settlement by a clearing bank.  It was the intention in the NSP Act to allow them membership to PASA, but due to a legal technicality in Section 6 they could not obtain that limited membership and this matter is to be addressed in the rewrite, the next rewrite of the NPS Act.  

Therefore they have to continue to be sponsored by one of our member bank.  They do have direct connection to Bankserv, they issue Visa branded cards, they participate in the electronic funds transfer payment streams, EFT, that is the credit side, the debit order side EFT, they have Mzansi, they participate in the Mzansi money transfer system and they have their own Mzansi accounts, which is not part of our remit.  They also participate and have been doing so for quite a number of years in the ATM PCH.  They have issued debit cards.  Ithala is in the same manner a member under the same exemption, they participate in EFT debit card and ATMs.  At some point somebody spoke about mentorship.  New participants entering the payment streams for the first time are guided and assisted by an existing participant in such payment stream as a mentor by a mentor for a period of three years, so as to gain adequate experience.  

Fortunately the knowledge that one builds up in the payment system does not seem to be gained out of university courses and this is a mechanism that was developed so as to assist participating banks.  The mentoring banks responsible to assist if requested by the mentor bank, only if requested by the mentored bank.  The mentored bank should endeavour to operate on its own therefore, without unnecessary reference to the mentoring bank, but always with the right to call on the mentoring bank.  They may not share any financial information and this is normally done on a contract basis, time material I believe, but in whichever manner they would choose to contract.  At some point it was touched on the nature, order of processing and why EDO transactions are randomised.  

The ADO and NADO systems, which I know you have been exposed to or you were told about, were developed to facilitate collection of payment as soon as possible after salary credits, to enhance the lending capabilities to low-income earners.  This was quite and extended process, to reach agreement on how this should work.  And it had to cater for a diverse group of users, such as the life officers association or the members of the life officers association, micro lenders, retailers that extend credit.  And if in the system that the contract is loaded and runs for a period, eventually the members of these participant groups and it included all these parties or representatives, all these, it was found that randomisation is the only way that you will not over time land up with a party with long term contracts having preference or embedded preference.

Therefore provides a solution, a balanced solution.  This was not decided by PASA or its members, it was decided by the wider stakeholder group, it does comply with the requirements of legislation relating to non-preference.  Mr Chairman, thank you, that is my presentation.

MR JALI:  Thank you, Mr Pelser.  Just for clarification, the panel members might have some questions, let me just ask whether they do have some questions for you.  

MR BODIBE:  Good afternoon, thanks for your presentation.  I have a couple of clarity seeking questions.  The governing council was to composition …

MR PELSER:  PASA Council?

MR BODIBE:  Yes.

MR PELSER:  Mr Chairman, PASA Council is made out of a seven representatives.  Five of these are representatives from the five banks of the highest volume value through put through the payment system in the previous year.  Two more are elected by the rest of the members and they represent these members on council.  

MR BODIBE:  And volume banks, do they change?

MR PELSER:  They have changed.  At some point Boland was the fifth bank, it is now Investec.  At some point I believe Mercantile was the fifth bank.

MR BODIBE:  But you will always have ABSA, Nedbank, Standard Bank …

MR PELSER:  Yes.

MR BODIBE:  Okay.  And basically governing council sets the mandate for PASA?

MR PELSER:  Governing council, as I said, manage the overall risk structure of council, yes.

MR BODIBE:  Okay.  And do you find that, seeing that it is more or less the same banks that are on the governing council, do you find that as members of the council they sufficiently distinguish between their personality as banks and as members of council?

MR PELSER:  The PCH participants groups manage the business side of PASA.  Council need to evaluate what they do, they evaluate what we do as an office in applying performing compliance tests, evaluating the risks.  For me to give an opinion of whether they develop buyers, unfortunately I am not in a position to say.

MR BODIBE:  But can council overturn anything done by PCH?

MR PELSER:  If they can identify a risk that would be clear in its identification and that would be a risk to the system or to other PCH's for that matter.  We have had instances where the actions of one PCH affect the activities of another, for example the development of EDO, that was done on the basis of the debit card core infrastructure, it did cause some concern at some point.

MR BODIBE:  Now suppose then a matter turns not on risk, but on a business practice that have negative social consequences, for example the preferential treatment that has necessitated the introduction of ADO and NADO, will PASA intervene on such a matter?

MR PELSER:  Sorry, I am not quite clear that I follow the jest of that question.

MR BODIBE:  Okay.  If a matter turns on a bad business practice, will you intervene?

MR PELSER:  If it is against the rules, yes.

MR BODIBE:  Only if it is against the rules?

MR PELSER:  Only if it is against the rules.

MR BODIBE:  Okay.  So it may not be socially desirable but if it is not contravening any rule you will not intervene?

MR PELSER:  One has got to understand that the definition of socio unacceptability.  If it is contained in one or other legislation, that would be part of the remit of PASA, PASA would not allow legislation to be breeched.  Unfortunately we are not in a position to make social calls.

MR BODIBE:  Yes.  The point I am trying to understand is, to what extend, who really look at the system from a public interest point of view and not really only from the interest of the banks?  Will it be the Reserve Bank or will it be PASA?

MR PELSER:  I would submit that that would have to be the Reserve Bank.  PASA deals, as I said, with the systems and its members, the systems that is run between its members, it only deals with clearing and settlement, it does not deal with products.

MR BODIBE:  Thanks.  The next question, you would appreciate, that there has been a lot of focus on the interchange and of course, seeing you have explained that payment system and different players, but ultimately how is this determined?

MR PELSER:  I do not know, it is not part of PASA's remit.  The only reference that you will find of interchange in PASA is in the agreements where it is a requirement that they do agree on interchange. 

MR BODIBE:  So it is neither PASA nor the PCH?

MR PELSER:  No, never.

MR BODIBE:  Okay.  So who should we ask that question?

MR PELSER:  It is a bilateral thing between banks and you should ask the banks.

MR BODIBE:  Okay, thanks.  Now, the sorting-at-source, of course you have had that, it is quite a controversial matter between banks and the retailers, where do you stand as PASA on this matter?

MR PELSER:  Maybe I should ask you whether you ask me personally or where  PASA stands?

MR BODIBE:  No, PASA, PASA.

MR PELSER:  We are in a process of engaging on behalf or, well, I would say, on behalf of the banks, together with the banks then, with the process that is ongoing with the SARB on that.  We have made submission, written, to the SARB, on this, to the extend that if sort-at-source, well, not sort-at-source, but one need to take cognisance of the fact that payments is a volume-driven business and care should be taken as not to leave small players with systems from which large volumes have been extracted.  That is an argument and it is just submitted in request that it needs to be taken into consideration.

MR BODIBE:  So would you define that representation by PASA to the Reserve Bank as an advocacy role?

MR PELSER:  PASA manage the affairs of its members and act on behalf of its members.  Therefore it does have a role to represent its members in a collective.

MR BODIBE:  And how do you distinguish yourself from the Banking Association?

MR PELSER:  We deal with payments, clearing and settlement.

MR BODIBE:  Okay.  But it is conceivable that both in that role as an advocate of the group's interest there may be an overlap with the role of the association?

MR PELSER:  It is possible, yes, but we like to think that we keep to the operations and to the clearing and settlement operations.

MR BODIBE:  I understand that you are in a very difficult position, to the extend that your mandate is primarily defined by a council, ultimately is the banks, but do you have any views about non-banks participation into the system?  How could it be facilitated and how could concerns about risks be addressed?

MR PELSER:  I do believe that we, in the engagement, EDO is a very good example of that, we have already engaged with non-banks, in facilitating their requirements.  But one has got to understand and given that our remit is just our members.  I am currently constraint to dealing with that and any discussion on the entry of non-banks into that area, for the moment I would refrain from responding to.

MR BODIBE:  So where should the discussion then be facilitated?

MR PELSER:  I would suggest that is probably the Reserve Bank.

MR BODIBE:  Okay.  Now, in one of the slides you make a point that the Reserve Bank maintains a high level of regulatory control, were you referring to regulatory oversight over PASA or to the entire system?

MR PELSER:  I think what came out of the governor of the Reserve Bank's speech, on that particular note, was that, well, first of all the whole NPS and they also indicated that they are going to play a stronger role in that.  The SARB is responsible for the full NPS, National Payment System for all payments.

MR BODIBE:  Can you explain how they maintain oversight of PASA specifically?

MR PELSER:  They have and they attend most of the meetings, in some instances as participants I think we need to distinguish between that, that specifically PASA Council, the Governance Committee of PASA, as an observer, not as a participant but as an observer, they are also approachable by any bank, on any matter.  They have sight of all our documents and I would believe that that should be adequate.

MR BODIBE:  Okay, thanks.  My last question, the technical system specifications, are those agreed at, at PASA or in the PCH?

MR PELSER:  That would be the PCH.

MR BODIBE:  Thank you.

MR JALI:  Just before I ask Ms Nyasula to carry on, I just want clarification.  You said the Reserve Bank attends the meetings as an observer.  I am trying to understand the role of an observer under the circumstances, can you give any direction as to what needs to be done?

MR PELSER:  Well, I think maybe for this I need to take the wording out of the PASA constitution, because I might be misleading you in try and putting my own interpretation to it.  If you do not mind, Mr Chairman.

MR JALI:  No, you can go ahead, Mr Pelser.  I am just seeking the application.

MR PELSER:  It actually refers to the Reserve Bank as a non-voting member.

MR JALI:  Not as an observer?

MR PELSER:  Not as an observer.

MR JALI:  Oh, okay fine.  

MS NYASULU:  Mr Pelser, thank you very much.  I just need to ask a few questions for clarification.  One of the things we hear over and over again from people who want to be part of this club, association membership is, if only they would tell us the rules, so that we know where we comply and how we should comply.  And we hear over and over again that they do not know what the rules are and even the governor, in his description, talks about rules, regulations, that determine this.  I think they just have not asked nicely enough, so if we ask nicely enough, can we get access to these rules and regulations?

MR PELSER:  I would have to pose that question to the PCHs themselves.  But I would like to just point out that the rules apply to the members as to their participation in payment and clearing.  And therefore, if any user of the system have to engage in this, they would engage in terms of the services provided by a bank to this user as its customer.  And the bank is the one that participate in the clearing and settlement.

MS NYASULU:  Okay, I am being very clumsy about the way that I am asking this question, so I am going to try in a simpler fashion.  If I want to join a club, the first thing I must do is I must understand what the rules of that club are, so that I can assess myself and say whether I would qualify, if I put my application forward.  Now, it does not help me too much if I need to be a member of the club first before I can understand the rules.  

So I am a bit baffled by the response.  I am asking, if we needed to understand this club, this association, we would need, if I need to understand how a company operates and its governance systems, I would look at its memorandum and articles, I would look at the board charters, the subcommittee charters, that would give me a concept of how it operates.  Now in order to understand how PASA operates and who qualifies and who cannot qualify and who would introduce systemic risk we would need to understand what those rules are.  

So my question again, if we ask nicely, would we have access to those rules and regulations, so that we can understand why some people or some companies or organisations can qualify and others cannot?

MR PELSER:  I do understand that when you are talking about, you are talking about what we would refer to as entry criteria, rather than the rules, the participation rules, the operational rules.  I must say that I have looked at our website and we seem not to have published that particular rules, but if any party wants to join PASA and they are a Bank or they are in the process of being a bank, we will facilitate them, by providing them with the requirements to become a member.

MS NYASULU:  Okay, thank you, that answers my question.  The next question that I would ask refers to what you have said as one of the responsibilities of the PASA Council, is that they restrict themselves to making risk-based decisions only, such as?

MR PELSER:  The rules changes that are made, not all of them, because PASA has to actually make a call as whether it is at a certain level of impact, need to be finally signed off by PASA Council.  If they were to identify that this introduces risk, they would refer it back to the PCH, to satisfy or to actually address such identified risk.

MS NYASULU:  I am basically asking you if you would indulge me and just help me understand an example of a risk-based decision that the council would have to make.

MR PELSER:  Yes, well …

MS NYASULU:  If you cannot now, that is fine, I am not going to put you under pressure, but maybe we could engage later and maybe you could help me understand, I know it is difficult to come up with an example.

MR PELSER:  You are looking for a specific example, but maybe I could just try and address it the other way around.  That if somebody wants to say no at PASA Council, the requirement would be that they actually have to identify the risk on which they base their no.  And if that does not make clear sense it would not carry.

MS NYASULU:  Okay.  Let me come back to risk, as it pertains specifically to the sorting-at-source.  Now one of the things that, and to this day I am not quite sure what the interpretation has been and even this morning, we heard that the SARB had specifically said, the reason that, the only reason they would let only banks clear is because of the systemic risk that is involved in clearing, but they have specifically said and you can correct me if I am wrong, that sorting-at-source they do not perceive to be clearing.  Now if sorting-at-source is not clearing, why does it only have to be done by banks?  Why can non-banks not participate?

MR PELSER:  Well, I have to remind you that this is still a process, ongoing process of discussion and the fact that I do not necessarily, you have heard and I heard somebody mention it, ABSA said this morning, that they perceive sorting-at-source as being clearing, to affect a transaction.

MS NYASULU:  It is not for them to say though, it is a SARB, I imagine.

MR PELSER:  I would imagine.  Unfortunately this is still an ongoing process and in my position I engage in that process, I cannot give you an answer.

MS NYASULU:  Okay.  If I could refer you to slide 13 of your presentation, just again for the purpose of clarifying.  You say each acquiring participant takes full responsibility for any risk introduced and there is a little bullet that says it is a requirement that the acquiring participant be able to deal with major system risks such as fraud.  Now anyone who has been involved in a bank knows the level of frauds that happen in banks, which basically says that not even the people within PASA are able to mitigate against every risk.  Now if that is a criterion on which other people are actually, if you like, barred from being part of this club and association, is it your view that it is a fair criterion to apply?

MR PELSER:  I must confess, Mr Chairman, that statement is an opinion of mine, it is not a criteria.

MS NYASULU:  Oh.

MR PELSER:  It just states that given the reputation of the payments environment, if we were to introduce people into the system, that cannot actually, in the unfortunate event of major fraud, make good towards customers, we as a group will be faced with reputational risk.  We find that people tend to refer to us as a collective and not as individuals.  So that is rather a statement of how it should be and not a criteria.

MS NYASULU:  Okay and then my final question has to do with just understanding the difference, because we hear the terms used and I am not sure, sometimes they are used interchangeably, between sponsoring and mentoring, are they one and the same term or are there nuances toward each one of those entails?

MR PELSER:  They are actually quite different.  Mentoring is an assistance, not in any financial form, there is no financial assistance at all, it is knowledge only.  Sponsoring is either technical, that means that you assist somebody to perform certain actions or it give them a system to do it on or financial, where the settlement is done on, is … , so it is quite different.  

MS NYASULU:  Okay, thanks, Chairman, for now I am …

MR PETERSEN:  Thanks, Mr Pelser.  Just before it slips my mind, with regard to banks making good to the customer on fraud, you might just like to consider, it is one of the consequences, as I understand it, of the principle that was dealt with this morning, that you mentioned, that Folley versus Hill and the money is the bank's money, once it is deposited, that the customer is not at risk, but the bank is.  

So that for example if there is a bank robbery, the reason why the bank takes the knock when there is a bank robbery is because it is the bank's money and not the customer's money that is being removed.  And in regard to a fraud, by way of a bogus payment instruction, once again it is the bank that has paid out its own money, is it risk unless it can recover.  So banks are not making good to customers, they are protecting their own immediate risk.  

I am not expecting you to endorse or disagree with that, but I want to ask you to consider that what we are dealing with here is essentially the protection of the integrity of the system, where the question may arise upon which bank does the loss fall.

MR PELSER:  I have a clear understanding of that, I might express myself not clearly, but thank you for that.

MR PETERSEN:  Fine, fine.  Not that customers do not themselves introduce risk for banks, but when risk is being talked about we need perhaps and perhaps we can get more clarity on it in the course of the inquiry, to locate precisely what risk is arising at what points, in the processing, in the initiation on processing of payment instructions.  Would you agree that it is important to identify and so far as possibly quantify precisely where risk arises and how it should appropriately be dealt with?

MR PELSER:  Absolutely.  I would just say that when one becomes a part of the payment industry, like I said, you do not get to learn all of this in books.  And unfortunately all my mentors is now retired and I find me in the situation that I probably need to mentor some other people, but it is an ongoing process of trying to find this balance and understanding.

MR PETERSEN:  Thank you.  Now, I do not know if other people have this difficulty, but very often I have trouble interpreting acts of parliament and the National Payment System Act is one of them.  But I say that without wishing to in any way sound superior, I once drafted fire safety regulations for the Summerset West Municipality, when I just started with the Bar and I found it so difficult that I will never do that kind of thing again.  But may I ask, did you have a hand in the National Payment System Act and in the recent amendment, the 2004 amendment?

MR PELSER:  Yes.

MR PETERSEN:  Good.  So, if I may ask you some questions about what you understand the Act to mean, of course it does not mean that in a court of law that is what the act would mean, because the process of interpreting legislation, unfortunately does not involve questions of those who drafted it.  But I will ask you a question or two, if I may.  I read this whole thing as a statutory framework for self-regulation.  Would that be correct?

MR PELSER:  I believe so, yes.

MR PETERSEN:  So when we come to rules, it is not the whole picture, but fundamentally these are self-generated rules?

MR PELSER:  That would be correct, yes.

MR PETERSEN:  So it is not really a situation where one can throw up ones hands helplessly and say, these are the rules?  I am talking about the banks now, to the extend that they have been involved in generating them.

MR PELSER:  You are talking about PCH rules?

MR PETERSEN:  PCH rules and PASA constitution and rules.

MR PELSER:  Yes, that would be yes.

MR PETERSEN:  That is correct.  Because the act does say that the rules of PASA must contain certain provisions, but those are as a minimum.  I am reading, I do not know if you have it with you, Section 4(2), in addition to any other provisions thereof, the rules of the payment system management body must empower that body, etc.  

MR JALI:  We will get to that.

MR PETERSEN:  Yes, objects and rules of payment system management body.  In the 2004 amendment, as I understand it, and I think you helped us with this once before, the scope of regulation was expanded to include non-banks, participating in the payment system.

MR PELSER:  The regulation over them, yes.

MR PETERSEN:  Yes.  And indeed the definition of payment system as altered, so that it now reads very widely, "a system that enables payments to be effected or facilitates the circulation of money and includes any instruments and procedures that relate to the system.  That is not intended to be anything other than a very wide net, am I right?

MR PELSER:  In terms of the act, yes.

MR PETERSEN:  Yes.  So there will be, potentially at least, perhaps in fact now and potentially to a greater extend a number of participants who will be regulated under the system, but who may not be members of PASA.

MR PELSER:  That would be correct.  I would just like to point out that the act serves to the SARB and in the act, in some sections, it relates to PASA.  It does not necessarily imply that PASA is part of all these sections.  

MR PETERSEN:  Well, that was one of the things that troubled me, because of course PASA itself is not mentioned in the act, rather there is payment system management body.  Correct?

MR PELSER:  That is correct.

MR PETERSEN:  And that is defined as a body recognised by the Reserve Bank in terms of Section 3(1)?  When I first read that I did not know whether the legislator was contemplating the possibility of more than one payment system management body?

MR PELSER:  There may be more than one.

MR PETERSEN:  But then in other sections of the act the legislator talks about the payment system management body, including Section 4 that we just looked at.  Without wishing to pin you down, as you sit there, what is your sense of it, that it was contemplated that there might be more than one.

MR PELSER:  I understand that the intention was that there might be more than one.  I would leave from my personal interpretation that reference to the would just imply the relevant one at that point in time.

MR PETERSEN:  But the problem is there is only one National Payment System contemplated, is there not?

MR PELSER:  Which includes parties other than just the clearing settlement of a body of members such as PASA.  

MR PETERSEN:  Yes, but it is one system that they are participating in and the pivotal regulation of that system must impact on them, would you not agree?

MR PELSER:  Mr Petersen, I can see that you are now extending in wisdom well beyond my needs and I would suggest that we will have to take your questions and develop an answer for you.  I feel quite incapable to continue responding to you.

MR PETERSEN:  Mr Pelser, you are very modest, I might say too modest, but let me then confine myself, having identified that as something that perhaps needs clearing up.  Let me then just confine myself to making sure that I have understood that you are the only payment system management body in existence.

MR PELSER:  Today I believe that is true.

MR PETERSEN:  Yes.  Only banks may be members?

MR PELSER:  Of this particular body.

MR PETERSEN:  And you are obliged by the act, in addition to your rules, to represent the interest of your members?

MR PELSER:  That is correct.

MR PETERSEN:  And you have no obligation to represent the interests of all payment system participants?

MR PELSER:  That is the way I interpret it.

MR PETERSEN:  Because you will appreciate that what we have to grapple with here is whether from a competition policy point of view rules make sense, legislation make sense, may make tremendous sense from a practical management point of view, but we have to approach it with a more flexible framework, in order to carry out our tasks under the terms of reference.  

And what is most striking is a point of concern here, is that within the self-regulatory structure the big banks must carry the most decisive influence and that the structure itself lends itself to the protection of turf and to gate-keeping, so that when rules are made they are not merely to mitigate risk, but also to keep the gate controlled.  That is the problem that we have to deal with and I understand that your submission most helpful, has been to focus our attention on how the machinery actually currently works.

But if you are able to make comments on this danger, that is quite apparent and how that might be, that danger might be mitigated by changes, sensible changes.  Your assistance to the inquiry and certainly to me would be very much appreciated.

MR PELSER:  I understand.

MR PETERSEN:  Is there anything that you care to say on that now?

MR PELSER:  Just that I will have to take your request back with me.

MR PETERSEN:  Thank you, Mr Pelser.

MR PELSER:  Thank you, Mr Petersen.

MR JALI:  Mr Pelser, I just got one or two questions.  What is your relationship with Bankserv?

MR PELSER:  Actually we just issue license to Bankserv, so that they may serve as a payment system operator, to the members.  We have no other relationship to them, we have no legal relationship to them.  

MR JALI:  No, I am asking you the question because throughout your testimony you have been referring to the agreements with the clearing houses, not making any reference to Bankserv.

MR PELSER:  Mr Jali, yes, it is a term, a clearing house is the group of people that exchange transactions, Bankserv is not a clearing house in our reference, they are a payment system operator.

MR JALI:  No, no, I fully appreciate that, I fully appreciate that, I just wanted to make sure that you do have …

The next question I just want to ask you is, in response to Ms Nyasula's question, you mentioned that, I think she was asking about the role of the Reserve Bank, viz a viz PASA and you said, the governor in his latest speech, indicated that from now on they were going to pay much attention to PASA, that was your response.

MR PELSER:  That is correct.

MR JALI:  What role were they playing before that?

MR PELSER:  Mr Chairman, to respond to that I would like to just direct you to his speech, rather than me trying to explain it.  His speech is available or I can give you a copy, it is on the website of the SARB, but I can facilitate giving you the speech, so that you can have that reference.  Just from my viewpoint, he made these comments, in our view the SARB has also been responsible for the full payment system.  So it is rather a reflection of their focus on it than the extend of their responsibility, I believe.

MR JALI:  That is which should have been on 15 November this year?

MR PELSER:  Sorry, just again.  The 25th, I believe it was.

MR JALI:  Yes, 15 November this year?

MR PELSER:  Yes, I believe I might have the date wrong, that might be a typing error, I believe it is the 25th or …  15th, sorry, it is the 15th.

MR JALI:  15 November this year?

MR PELSER:  Yes.  But I can provide you with a copy.

MR JALI:  But your understanding is that all along they did play an oversight role?

MR PELSER:  They always had this responsibility, yes, Mr Chairman.  Okay.  Alright, I want to move to another subject altogether.  I am going to read a passage from, a submission which was given to us.  I want to read a passage which was given to us in a submission which we got yesterday, from a group called Intercon.  It says …  Well, it is a, we received it before submission closed in October but we only dealt with it yesterday. Page three, I think it is the sixth paragraph, I will just read it out loud, just for the record, I am just identifying it, so that everybody can know what I am talking about.  

Intercon received permission on Friday 20 October 2006 from Mercantile Bank to do this business.  Prior to last Friday Intercon was informed that such submission will be subject to approval from the acquiring bank and PASA.

MR PELSER:  Mr Chairman, I can only ask why anybody would make a statement such as that, I do not need to approve …

MR JALI:  Okay, I just want to finish the question.  Yes, I was just going to say, in response to that the answer we got, that there was a meeting where, one of the monthly meetings where this issue of permission to give us submission was discussed and permission was given thereto.  Are you aware of that?

MR PELSER:  Mr Chairman, that, I am aware that the allegation was made, because somebody told me.  The fact, that there was never, ever any such suggestion.  I do not even think that the subject was ever discussed.  The meeting, any of these meetings that we might have been involved in are technical meetings, where the … (indistinct) of ADO are developed and the system is developed and I cannot even perceive that the subject of submission to this commission would be part of discussion in such meeting.  So unfortunately, I have to put it on the record, that that is false.

MR JALI:  That is false?

MR PELSER:  It is not true?

MR JALI:  Okay, alright.  Of course, we are still waiting for the transcript to come through, Mr Pelser, once it comes through, that is of the Durban proceedings, we will let you have an opportunity to have a look at that.  And if you want to deal with the issue further you will be most welcome to deal with it.

MR PELSER:  I would thank you for that, thank you, Mr Chairman.

MR JALI:  Okay.

MR PELSER:  Thank you, Mr Chairman.

MR JALI:  Thank you, Mr Pelser, thank you for coming.  

(Recording machine was switched off)

MR JALI:  Good afternoon, Mr Coovadia, Mr Katts, welcome and Mr Gillis, I have forgotten, you introduced yourself earlier on, Mr Balcon.  Welcome again, thank you very much for coming, we really appreciate that.  Mr Coovadia, we leave it in your court.

MR COOVADIA:  Thank you very much, Chairperson.  Just to firstly say that we will split this presentation up between myself and Brad, because I know absolutely nothing about the payment system, Brad will deal with that side of the issue.  I will deal with the rest of the issues.  Also just to say that we have, as you know, Mr Katts and Mr Balcon on my right.  I can assure you they are not here to give me any legal advice, I will not be consulting them.  They are simply here to kick my foot afterwards to tell me where I have gone wrong.  But I have always got to have them with me.

MR GILLIS:  Chair, you will see, nothing is being allocated to me, because I know nothing about anything.

MR COOVADIA:  Also, Chair, perhaps we should have a Competition Commission inquiry on who colluded to give us the graveyard shift.  But we will try to do our best, irrespective.  Chair, what we are going to try and do is, firstly just talk about the Banking Association itself.  Mr Bodibe asked PASA of the sort of relationship between the Banking Association and PASA and I think that it is useful for the panel to be sensitised to our understanding of what the Banking Association is and the role it plays.  We will then also go into the role of the payment strategy division of the Banking Association and Brad will deal with that as general manager of that division.  But I will contextualise that division within the overall structure of the Banking Association.  

We also want to touch a little bit on what we are trying to do, to address some of the issues that have been raised in the feasibility report, in the Falkena Report, before that and that have come up in your public inquiry up to now.  The issue about fee transparency ABSA raised to an extend this morning, but we just want to touch on that again.  We also want to touch on another issue that have been raised, the issue of access to financial services to a broader base of our people.  And I want to talk to you a little bit about that and talk to you about what we are doing there and some of the challenges we face, which we think could be …  to this inquiry and to this process.

We also want to address another issue that has come up, the issue about access to the payment system itself and we want to deal with that within the context of the whole environment that is on the go at the moment, to facilitate some sort tiered banking in this environment and then we will have some concluding remarks.

MR JALI:  Thank you, before you proceed, I just want to, just for the record, mark your presentation as Exhibit "BB".

MR COOVADIA:  Thank you.

MR JALI:  Right, you may proceed then.

MR COOVADIA:  Thank you, very much.  Big Brother I am not, but any way.  The form and function of the Banking Association:  Firstly it is a Section 21 trade association, not for profit.  Its membership is restricted at this point in time to licensed banks, to mutual banks and to defined associates, like Ithala Bank, which plays the role of a bank, but does not yet have a license but is interacting with SARB, I believe, to determine how it can be licensed.  It is a representative trade association, with voluntary membership.  Membership to the Banking Association is not mandatory, a licensed bank does not have to belong to the Banking Association.  The fact that every licensed bank, South African bank and international bank with a branch in this country, is a member of the Banking Association … , they do not have to be.

We have a membership of 35 banks, 18 local, 16 foreign and one other, which is Ditaba.  We have a reasonably flat structure, it is myself as managing Director and then seven general managers and they are all listed there, with five managers and 11 support staff.  And you will  notice amongst those general managers, second from the extreme right is the payment strategy division and Brad will talk about that.  That mandate of the Banking Association, it is there, I am not going to read it to you, but I think what is important is that ours is a long term mandate.  I do not, as managing Director of the Banking Association get involved in the operations of the individual banks.  I do not get involved in their short term, bottom line imperative, mine is a long term mandate, to create an environment where banks can do responsible, and by responsible we meant that they need to be customer sensitive, they need to be cognisant of the environment in which they are working, including the social, political and economic environment in which they are working and they need to do their business responsibly.  

They need to be competitive and we are absolutely clear about that and they need to be profitable.  And I tried to achieve that mandate with a long-term perspective, that what do, on issue that we deal with, what should the banks be doing in the long term to ensure that they are sustainable and they do the sort of business that the mandate said they should be doing.  We focus on a number of issues from this mandate, we focus on a number of policy issues with a medium to long term impact and we have significant interaction and engagement with government.  We see, I should at this stage, that we see government as a partner.  We believe that ultimately government and the industry have got to have the same objective, which should be a sustainable world-class banking system in this country, that is actually relevant to the majority of the people in this country.  And we work with government to try and reach that.

We also and I think this is an important role, we also play a catalytic role for change in the industry and particularly with regard to the social and political impact that banks should have on this country.  In that there is a fair amount of space between the association and our members.  And I will go into that in a little bit more detail just now, when I talk about how we actually work.  But that we do have the opportunity and we use that opportunity very often, sometimes to the chagrin of our members, but we use it, to act as a catalyst for change in the industry.  

It is not my job and my board will be the first to say this, it is not my job to make the bank for you comfortable, it is my job to push the … and to challenge the banks to continuously see what their role is within the context of their business in this country.  We, also as part of the mandate is to maintain in its industry role a constructive interaction between big and smaller banks, because I have the majority of my members in number terms, as smaller banks and between local and international banks, well, the members of this association.

We also try to achieve a conducive environment for banking within the social, political and economic context in this country.  The role of the banking association, we have two critical roles, one, one could call a primary role and one a secondary role, both of which we play in the cooperative space.  And at the banks we believe, in a number of areas need to be involved in, in a cooperative way.  The primary role is to formulate industry positions in terms of government and policy decision-makers, as well as to, in our interaction with other stakeholders.  So we might need to develop a position for argument-sake, in our interaction with civil society, civic movements, if they have certain views on the banking industry and we need to engage with them.  

But critically we develop positions for our engagement with government and with policy makers and examples of these are the Financial Advisory and Intermediary Service Act and National Credit Act and I will go into those a bit more in detail just now.  We also have a secondary role and that is to fulfil the role of informing and where appropriate project managing initiative, which my include issues of compliance, the Bazil Two initiative, that is the responsibility of the Reserve Bank and that is run by the Reserve Bank, in an example of that and again, I will go into a bit more detail on that just now.  Where issue the competitive in nature and a number of these have come to our table.  We will, as the association, either refrain from participating in them at all and our position would be that this is a competitive issue, you guys need to deal with this competitively, we are not getting involved, it is not an issue that the industry needs to develop any position on, it is not an issue that the industry needs to cooperate on.

Alternatively where we get issues that we deem to be competitive, but we believe that some sort of cooperation around those issues could actually categorise a process in the industry, that could result in that issue being dealt with, differently and could result in either a broadening of financial services or other areas of national good.  We would consider those issues but we would do that under advisement.  We would speak to our people, colleagues on the right, we would speak to the Competition Commission and there have been examples of that and I am going that just now.  But we will not, as a matter of cause, address as the association any issues that we deem to be competitive in nature.  A critical tool at the Banking Association uses in its operation and in its engagement with all stakeholders, including our own members, is the development of positions around issue.

And I think that it is important that I sensitise the panel to the way in which we do this and what then happens to a position once it is developed.  We regularly develop positions to guide members and I am going to go into this, but we have absolutely no power to sanction members or to order any member what to do.  As I have said, we are a voluntary organisation, we have no such powers.  

So our positions will guide members, our positions are, as a matter of cause, influenced by international mass practice.  And some of the examples that are in the cooperative space that we have dealt with is …  The whole issue about dormant accounts, it is not a competitive issue.  The banking industry has been grappling for a number of years on how to deal with dormant accounts and that is something that is an industry issue, we would look at it, we would look at international mass practice and we would develop a position on this.

The issue about unclaimed balances, another critical issue.   The Code of Banking Practice, which is a code that the industry develops and banks need to then adhere to.  So those are some examples of that.  In developing positions, the Executive of the Banking Association takes charge of that.  It is not committee-driven, I am ultimately responsible for the positions that the Banking Association develops and I take those positions to my board and I am accountable to my board for that, a committee is not accountable to my board for that.  So they are Executive driven and the Executive is held accountable.  In developing the position, my Executive, if it is a payments issue, Brad in this case, would interact with his payments strategy committee on which banks …  Would also interact with other stakeholders, would interact with government for instance, would interact with any other stakeholders that is germane to the payments industry and that we need to interact with.

And through that process of interaction and looking at international of mass practice through interaction amongst the Executive of the association itself, would develop a position.  He would then test that position with the committee or with banks, if they have an issue that we have not pulled a committee together.  We do not seek consensus on that committee, for that position to go forward.  There have been times when an Executive of mine tests a position with a committee and the committee has serious disagreements on that position.  But so long as my Executive can convince me that the position that he or she has arrived at is correct and can tell me why, then what I will do is say, we are going with that position to the board and I will give the committee the opportunity to put that guest …  and then the board has to make a call.  

So that is what I mean that this thing is not committee-driven.  The committees are there to advise, the committees are there to test, they are there to be used as a sounding board and it is not disparaging committees in any way.  But otherwise it would detract from this thing an Executive driven organisation.  It is then tabled at the operating board for approval and I table it at the operating board for approval, because I operate with the mandate of my board.  The Banking Association is the mandated representative of the industry.  And once the position is approved it is then circulated to my members and it is their decision of whether they want to apply what comes out of that position and how they want to apply what comes out of that position.  So, no bank is compelled to apply the position, they could put it in the 13th drawer, if they like, but that is their choice.

And I do not follow up with any bank whether they have applied the position or not.  But it is then recorded, that position, in a public document, it goes onto our website, it is part our records and in three years time a bank have not applied it and there is a consequence over that and they come and speak to me, I can refer them to my records.  But I do not force anybody to apply anything.  Examples of legislation impacting the banking industry, on which the Banking Association has fulfilled either a primary or secondary role, are the three you see there, FICE and CA and … (indistinct).  And I just want to look at these in a little bit more detail.  The Financial Advisory and Intermediary Services Act, I have said there what it does and I am not going to go into that, I do not think that is necessary to go into in front of you.

But what role does the Banking Association play in that regard?  We interfaced and continued to interface with the Financial Services Board on industry issues, at this point in time on any amendments required, as a result of unforeseen circumstances that might arrive in the implementation of the regulations, updating fit and proper requirements and positions opposed by the banking industry on the legislation itself.  Prior to this we interacted with the FSB and the relevant government departments on influencing the legislation itself and in lobby.  We create a forum for members to address issues of common interest on the implementation and adherence to the act.  So if there is a particular issue that, at an industry level or particular part of the regulation that at an industry level is just, let us say, difficult to implement because of technical issues, for argument sake and every bank that is subject to this act is having the same problem, that is an industry issue, it is not a competitive issue, I will deal with it with FSB and say look, can we actually amend here to make this practical.

But how the individual banks implement the legislation in their institution, from a supervisory point of view and how they interact on their individual supervision by the FSB, they do the FSB themselves, I do not get involved at all.  We also look at issues about where we can standardise things, we interact with the FSB.  How should licenses be displayed in banking roles, not a competitive issues.  What sort of business documentation and contracts, should they be in different languages and so on, not a competitive issue.  We also, where there is an argument, for a certain sector of my membership, in this case the merchant banks, that the act initially included merchant banks, it was absolutely clear, again not a competitive issue but all the merchant banks got together and it was absolutely clear that that, their business is just not, should not be governed by this act.

So in that instance, on behalf of a sector of my membership, we interacted with the FSB on that and had that amended.  On the National Credit Act again, what it means, I am not going to go into, but again, the Banking Association had numerous iterations with the Department of Trade and Industry on this.  From the time the initial draft was put on the table, to the time we came out with the legislation, we interacted on behalf of the industry, on industry issue and managed to arrive at a piece of legislation that true to traffic negotiations nobody was happy with.  But everybody now wants to apply.  So we interacted with Trade and Industry on that.  We again, through a forum of members to deal with industry-related issues, interface with the regulator. 

We have a meeting with the regulator once a month.  My GM from the Banking Association and the legal people from all the banks, just to look at practical issues of implementation, that the industry, at an industry level needs to look at.  And the NCA levels, credit granting and related playing fields, we interacted with the NCA, not on what each bank is going to charge for credit, but we interacted with them on what, for the industry, is the maximum credit charge, below which the banks compete and do their own business.  So that is the NCA.  On Bazil Two is what one could call a secondary role of the association.  Again I am not going to go into what Bazil Two is, but the Banking Association plays a project management and a secretariat role for the Reserve Bank.  It would, I do not think there would be anybody who would disagree when I see including the Registrar, that if it was not for the role of the Banking Association this process for Bazil Two would not be very … (indistinct).

We do all the backroom work, we do all the documentation, we have a website for it, we put it on the website, we do all the meetings, we do all the coordination, on behalf of SARB, at our expense, but on behalf of SARB.  When it comes to actual implementation, again looking at the broader policy issues, that is looked at on an accord implementation forum, that is chaired by the Registrar of Banks and it is a SARB committee.  Individual banks are represented on there, National Treasury is represented on there and the Banking Association has one seat on that.  And we have seen the benefits of this sort of approach in that this ongoing consultation improves the understanding of Bazil Two and limits unintended consequences of the legislation.  Pick it up early, deal with it early, regulatory … Bazil Two being the minimum standard, we interact with the Central Bank regularly to understand the impact of implementation and again a platform created where banks can conduct their business competitively and profitably from this, after all of this is in place.

So Chairperson, in conclusion on this section, we are a trade association, we are not a bank obviously and we are not representative of any specific bank.  We are a voluntary trade representative body, for licensed banks in South Africa, we are not a regulatory body and membership is not mandatory.  We are an advocacy association and given the unique situation in South Africa we also play a catalytic role in the industry.  We are similar to banking associations in many countries that we interact with, some are different, but many are similar.  We are not a self-regulatory body and we have no powers of sanctions.  Members participate voluntarily in certain initiatives, which are then regulated by third parties, so in the code of the practice for banks, participate to develop the code, but it is now engoverned and regulated by the banking ombudsman, not by us.

MR COOVADIA:  We do not set pricing, we do not even have a forum for discussing the setting of pricing to clients and we are not a forum for discussing and agreeing competitive issues.  And Chairperson, just in conclusion, before I hand over to Brad on the payment strategy side, this morning ABSA raised a number of issues, where they felt that the industry, through cooperation, could actually make significant stride in addressing some of the issues that are a concern to you, came out of the feasibility report, the Falkena Report, and that could actually facilitate the addressing of some of those issues.  And we believe that and I am going to go into some of those a bit later, the Mzansi initiative is one, this calculator, which I will talk about just now, for price transparencies and other.

You had some discussion around Bankserv, but issues that relate to the industry, we believe that an association like ours can actually play this sort of role, because key decision-makers in the industry sit on my board and mine is the only board where the CEOs fit on my name board and my operating board that had no … (indistinct) the banks.  And we believe that we can actually discuss in these three issues here that …  benefit ultimately to the industry and to the environment, economic environment of a country, that we can discuss it constructively and actually catalyse movement from there into other area …   Thank you, Chairperson, if I can ask Brad to look at the payment strategy division and then I will come back.

MR GILLIS:  Thank you, Cas and thank you, Panel and I will try and multi-task, being a mail that may be a bit of a challenge.  Moving straight into it, what I would like to do is perhaps give some history into how the payment strategy division came about and it is fairly new and there was a brief history when it was outside of the Banking Association itself.  Look at some of its objectives and some of its areas of function in the recent past and also some of the areas of interaction with other bodies, stakeholders of the payments industry.  If I just move straight on, in terms of the history, Paystrat came out of an association called the SA Payments or South African Payment Strategy Association, which was formulated in 2004.  At that time there were a number of business forums, if you like, and those forums were tossed all around the industry.  And it was decided that the intend with SAPSA was to establish a separate entity with a specific intent of addressing non-competitive business-related aspects pertaining to interoperability and payments.

And that included putting all these business forums and looking at them and getting them to a point where they do operate and their interoperable spaces …  and the cooperative space.  In late 2005 it was decided that once again there are a lot of industry meetings and there are a lot of forums and the interbanks base does not necessarily mean they are in payments, but there are a lot of forums.  And one of the objectives was to look at where these bodies could be better serviced through some of the structures that we have at the Banking Association.  And to that end SAPSA, as we used to call it, was then put within or to fall under the Banking Association and the Banking Association's governance structure.  

It also helped facilitate in particular the requirement from the Reserve Bank to gain access to the senior Executives of the banks and in particular the example that was at that time quite pertinent was the EDO developments and a need potentially to speak to the boards and the CEOs where required, because of the importance for that particular initiative.  What is Paystrat's primary objectives?  The primary objectives are there to debate issues of importance to the industry and I stress, industry does mean payments industry, not just banking industry.  Payments industry, it is an interoperable industry, it is industry that is cooperative and has a number of stakeholders that participates in it.  It is also there to help communicate and particularly communicate with external stakeholders, as well as his internal stakeholders and members, matters of importance.  

Clearly the Competition Commission activities is something that needed to be conveyed in an appropriate manner, as well as looking at what payments is, from the point of view of stakeholders, is it out of the payment system and offering almost demystifying the payment system as we understand it, for those who do not necessarily have the sort of knowledge and the day to day interaction.

I think that is an important role that may well grow in time going forward.  The other one is to encourage best practise and that obviously is something that we draw on from our international correspondents who consultants we have, got various contacts and are involved with various associations elsewhere in the world, payments associations, where best practices in terms of payments practices standards and the innovations to that extend, could be conveyed from our industry to them and from their industry to us and their country to us.  Looking forward, we see that there will be a role for payments, involvements in the SADC region and the sort of Southern Africa region and we think that there may be a role for payments strategy division, particularly where we can impart knowledge of what we have achieved locally and help facilitate that sort of environment elsewhere in, obviously Africa.

And then finally the issue of identifying business risks and business risks and I was looking at, thinking of the previous presenter, where the social impact is perhaps one of those called a business risk, but it certainly a reputational risk and again I go back to the debit order system, the need to have that in place and to ensure the mutuality of the National Payment System and the payments environment is maintained.  And one of the areas where we would put that through or highlight is the reputational risk of not implementing such a payment system for the national good.  And obviously the social impact of not being able to do that.  If I move on to the next slide, this is not peculiar to the Banking Association, it is more peculiar to the payment strategy division within the Banking Association.  So it is not the payment strategy division that sits as a dominant division within the Banking Association, clearly as Cas has pointed out, there are a number of divisions.  

What I have highlighted here was three environments.  The one is the facilitator forum, these are the business forums I referred to earlier and just by way of understanding, these acronyms have been defined in our submission to you.  These business forums are voluntary forums that generally, from a membership point of view, banks who participate in a particular PCH or payment stream, would also then have the ability to participate in these business forums.  

These business forums are very much one bank, one member, one vote and a fact, they consensus, so the only reason they would vote is to show that there is consensus.  Again it is something that if there is a decision that needs to go it can go all the way up to our operating board, whereas ultimately the decision would be made.

We have an area that we have defined as participation.  You will notice there is a highlighted piece there, call the ABCI, it has been referred to in the submissions and the hearings to date.  It is by definition called the association of bank card issuers, the merchant's acquirers.  It is a separate association but in line with the exercise of bringing in various forums and bodies that sit in the interbank space there, association of bank card issuers has been part of the initiative for the last 18 months, where, as recently in the last week, we have managed to get extra points where the technical rules and the infrastructure rules, if you like, the rules that would normally belong in PASA will now be moved to PASA and this will become a business forum, very much like the others, where the membership is on a voluntary basis and each member has the ability to participate and vote as a full member, if you like.  So the issue of volume-base membership will be taken out of that equation. 

And then of course interaction and again I speak to one of our primary objectives, is obviously the communication objective, to external stakeholders and also to understand what is the environment and how it is changing out there.  So we do obviously have an extensive interaction with a number of organisations that are not specific to banks.  Again it is around communication, education and trying to demystify the payments base and … for the national good, I think.  Right, so if I just go over to the next page, what is some of the specific areas of focus?  Where we have interfaced with other stakeholders, we either done that on a consultation basis, that I referred to in the previous slide or we have done it through the South African National Payment System Forum or SANPAY as it is referred to, you may have heard it.  

The mandate of that forum may well, by virtue of this activity and the core for non-bank participation, may well need to be changed, going forward.  But right now it does exist and that is where many of the banks and the non-banks do participate.  It is a SARB-run forum and as I say, may well need further guidance in terms of its mandate, going forward.  The direct consultation point and I just want to really raise this, because it comes again out of the early debit order space, is a thing called the Payment System Stakeholder Forum.  

There we are an engagement member, we are not a member in the full sense and that is a forum that is made up of non-bank associations, who are there to ensure that their members participate in appropriate manner.  And that body will have or does have the power to sanction its membership and to ensure that proper behaviour is maintained.

We sit there as an engagement member, clearly there is a, once again the National Payment System is not just about one stakeholder, it is about a number of players in that particular space and we would participate as representatives of the banks from an acquirers and an issuers perspective.  If I just go down to what it is we have done in the interoperability space, as well as the issues of cooperation, I just wanted to highlight three and I am seen that I am labouring the points on the EDO issue, tow areas of focus.  

One is where the payment strategy division and prior to that SAPSA, help facilitate the building of the EDO payment system.  Before it gets into the PASA or the PCH space, the rules and the concepts need to be fleshed out.  And there was as strategy forum that was set up to achieve this and that is, this was after many months that it finally came to … 

And essentially what happens then of course, it goes into the PASA space for the rules to be defined and clearly the infrastructure and the technical side would be dealt with by the system operator.  What has come out of that, following from that, is that there is now a business forum, much like there are for EFT and ATM and those business forum focus and I put an example, one of the ones that came up, it is only recently constituted, was that of the issue of payroll and payroll deductions and does that form part of the National Payment System?  And if it does not, what is it that is likely to introduce risk and be of importance that we need to understand.  The extend to which we produce the position paper, I think would be warranted, because payroll and payroll deductions are quite a contentious issue and may well be useful to have some sort of guidelines on that particular space.

The participation of non-banks, I just wanted to highlight it, we do participate or there are non-banks that do participate and we would participate on certain …  We highlighted the PSSF as an example, the ENV has come up as a topic through the hearings and there is an ENV communication forum with the retailers.  It is very much around how do we achieve ENV in the local environment, but it is an area where non-banks and banks do participate to achieve the objective.  And then of course research into international organisations and the one that comes to mind is the most recent one that has come out of the UK, where there has been announcements of a payments industry association, which is a specific body that is being set up to look at non-banks, to look at innovation, to look at payments, to look at payments, to look at strategy.

The interesting points is that I think it has four non-Executive Directors, who have the power to veto the banks, as the banks are well into the teams in terms of their representation on this body, that there are … (indistinct) Non-Executive Directors, who are independents, who are able to veto any decision on that environment.  That sort of activity is something that we want to take, I lead from and understand quite how the rest of the world is participating in this way.  And then the interchange initiative, what we are talking about here and I think I should just go straight over to the next slide.  And that is just the timeline of some activity that has been occurring since 2004, in April, when the Falkena Report came out.  There were 16 recommendations, there were a number of them around the payment system.

One was around interchange of the multilateral setting of interchange.  We immediately started, trying to understand what that all meant and looking at possibilities around other alternatives, practically, what those alternatives would be and whether they were practical for implementation and whether they fell within the parameters of the law, as we understand it.  And some examples there, regulatory price control, while stat is a possibility there, the extend to which the regulator wants to play in that environment is something that is certainly in the Vision 2010 from the Reserve Bank, that says state objective not to be involved in that space.  Pure bilaterals and we have even had the debates that they, whether or not, bilaterals themselves are problematic or not, in terms of interchange.  

Independent commercial structure, it was something that was considered, the difficulties around setting that up were something that were considered not to be possible or viable, particularly in the current circumstances and then even things like an independent board of trustees.  But the key issue with the board of trustees was that bilaterals were still going to be a key criteria of that environment.  So as time has gone in we have got to ourselves to a point where the Competition Commission Inquiry is now happening and we think that this is going to be very beneficial for giving some guidance.  We do not know whether what, in terms of the mechanisms that are available, there are pros and cons for all of them and the one that seems to stand out still to us is the ability to set and use a third party, interchange through a third party, setting a default rate, offering bilaterals as a mechanism outside of that default rate and a third party would probably be required to set both the principles and as well as the quantum.

But how that gets put into practice is where we are hoping we can engage with the likes of the Commission.  And I think at this point that is my part of the presentation, I will hand back to Cas.

MR COOVADIA:  Thanks, Brad.  Chair, with your permission I am going to go through the rest fairly quickly.  On fee transparency ABSA raises this morning, again it came out of the Falkena study and with initiative actually started and was again also emphasised in the feasibility report.  And we have been through numerous iterations with the banks on just how we can enable some sort of compatibility of fees across the bank for at least an identified basket of transactions, if you like.  And we have to'd and fro'd on this and eventually we got to a stage where we identified a basket of transactions and we agreed on a calculator, if you like, that we felt could be housed on the Banking Association website.  And the only role that the Banking Association website plays is that if I want to compare prices across the banks for a range of services, I would find that calculator on the Banking Association website.

I then put in my own details myself, it communicates directly with the banks, not through the Banking Association, it communicates directly with the banks and then comes up with, to say for this basket of transactions these would be the approximate costs for each bank.  We felt that that was a good start and we felt that it is something we could do.  We then interacted with the compliance division of the Competition Commission and they raised some problems and the problems are noted there.  One, that it could facilitate migration fees by competitors to closest competitors and therefore …  competition.  My view was that if it facilitate migration of fees to the lowest fees, that would be great, but anyway.  

Second that the manner of construction itself could further platform for collusion, these are the views of the compliance division of the Competition Commission.  Third, …  the independence if it is facilitated by the Banking Association.  Fourth, they do not see the need for this, that customers can do their own individual comparisons.  And the fifth one to a certain extend contradicts that want to say, it is web-based and therefore lower income people might not have access to it.  Now, as a result of this view expressed by the compliance division of the Competition Commission we have decided to put this on hold, pending the outcome of this inquiry.  And it would certainly be our view that this is an example of a cooperative initiative that we believe of necessity, have got to improve the service to consumers.  

But it appears that our current legislation will not enable and I think that this is a conversation we would certainly welcome having, either with yourselves or the Competition Commission, to see what sort of competition legislation and environment we need, to enable cooperative efforts that would improve the environment for customers and lead to national goodition.  I then also just want to look at the …  of access to financial services.  Banks are using the, a critical tool for broadening of access of financial service to those who have not had access, is the Financial Sector Charter.  Now the Financial Sector Charter of necessity needed cooperation by the banks for the charter to be born.  I was personally involved in the negotiations and those negotiations, the banks got together and then they got together with other parts of the financial sector and so on and the charter was eventually born.

Again I am not going to go into detail on what the charter is, it is there for your perusal.  But I do want to look at the next slide and just identify some challenges in the charter environment, that again we believe that your process can give some guidance to.  An essential element of the Financial Sector Charter is that we need to extend access to basic financial services, their normal market conditions hamper service provision.  Example, cost and risk too high, returns too low and so on.  Again in the ABSA presentation today, Mr Petersen, you raised the question that maybe in this environment market dynamics are just not going to address the issue of access.  We believe that market dynamics must address the issue of access, but that certain interventions are needed cooperative to enable the market to do that.

So where there are risk issues we are engaging as an industry with government on risk mitigation measures.  If we, if perhaps engagement leads to a mechanism for our risk mitigation, that individual banks in their business will utilise that mechanism in their individual interaction with government, who wants that mechanism in place.  But we need to cooperate to engage with government to put that into place.  And that is, we are doing that at the moment, are we breaking the law?  I am sure my colleagues will advise me, but it is something that without the cooperation the charter just would not have been there.  We have got in fact an example just recently, that charter council wrote to the Competition Commission, to ask for advisement on the setting of standards by the charter council, affordable standards for the charter council.

And we just had a board meeting yesterday of the charter council and we have received advisement from the Competition Commission, that as a matter of cause they would have a problem with any sort of price set.  But so long as this is a standard that sets the maximum price below which banks will compete, but that that maximum price is, they go outside of that maximum price they will not get …  for charter council points and that is the only reason for setting their price.  They are saying that they would consider that because of the intent of the charter, which is to broaden access to transform and so on.  And that to us is good, because it gives us at the charter council a flexibility to do certain things.

But I think those are the sorts of questions we need to engage on.  The charter also needs alternative products, service and delivery strategies, resulting in cooperation.  And particularly because these are markets that banks have not addressed in the past and there are certain economies of scale, sharing of knowledge, experience of that, if we look at cooperatively we believe we can actually make significant progress on them.  An example of this is the Mzansi account, after NET 1's presentation I am going to call the 20-minute Mzansi account, but anyway, it is still the Mzansi account.  If the banks had not cooperated on this, through the Banking Association, the Mzansi account would not have happened, that would have been the reality.

And we interacted with the Competition Commission on this, to set certain minimum standards that the account has to meet, minimum functionalities that the account has to meet.  So each bank had to meet those minimums, but then beyond that they could compete, they could set their own prices, they could compete, depending on if they wanted more functionality and so on.  And the Competition Commission allowed that to happen.  The result is that the Mzansi account was developed, it is now the four major banks and Post Bank have been supplying the Mzansi account for the last two years or so and we have opened over 2,2 million accounts, at October 2006.  And those are functioning accounts and they work.  

The other challenge in the charter environment, even the low cost housing environment, again a critical issue for this country, we are cooperating amongst the banks, again through the Banking Association and interacting with the developers and building industry, to develop standard required for financing, building standards required for financing.  We are engaging with government on risk mitigation and risk sharing mechanisms, which individual banks just would not be able to do.  

But as an industry we are able to do and to actually begin to talk about what sort of mechanism can be put in place, that the individual banks can then interact with on a competitive basis.  So as far as access goes, the charter is the critical area, but there are certain challenges that I think this process will help us.  The issues of tiered banking, again, this have been on the table for a while the authorities are looking at legislation for dedicated banks, which should be second tier banks and cooperative banks, which should be third tier banks.

Motivation for that is to expand access to banking services for the unbanked and also to create a more diversified sector.  The Banking Association, the role in this, we have engaged government on policy and we must be absolutely clear that we have publicly come out in support of this initiative.  We publicly said that there is a need for different types of financial institution, that dedicated banks and cooperative banks will actually enrich the environment, will increase competition and will give consumer more choice.  We have commented on access criteria rated as a payment system and so on.  We, as I said, we are committed to supporting the development of tiered banking and as per the charter itself, well, we are committed to facilitate the development of third tier banks.

In other words if, as a financial sector cooperative at the moment, that is operating through an exemption under the Banks Act and that cooperative needs facilitation and support to actually apply to become a cooperative bank, we are committed to providing that support.  We are certainly not committed to providing support to dedicated banks, we do not believe Vodacom needs our support to become a dedicated bank.  But with the third tier banks we are committed to support in other words.  Chairperson, finally in conclusion, we have been thinking about what we would want to see as the ideal outcome of your inquiry and without a doubt, firstly before I go into this, let me just say and you will know that that … (indistinct) of people have been talking to you, our technical people and we have welcomed this inquiry.

We believe it is a constructive process and we believe that it has got to lead to a more efficient banking industry.  But I think we also need to recognise that when we talk about an efficient banking industry it is within the context.  We are a market economy in this country and so it is a sustainable and efficient banking industry within the context of a working market.  Again, given a market economy, it has got to be a profitable industry and ABSA again this morning talked about, it is not just profitability and accountability to shareholders, it is more complex than that.  That profitability within a responsible context, but it has got to be a profitable.  And it has got to be relevant and accessible to the broader market.

Now, I think that these three have got to be mutually dependent.  It is not a question of, are we going to have a range of nice-to-have social products in our 13th drawer to address the broader market.  The broader market have got to be addressed in a sustainable way, in a way that banks make money and we believe it can be done.  And so those three have got to be mutually dependent.  I think that, to us a sustainable banking industry must also rise to the challenges of the socio economic and political transformation that … we cannot …

MR  COOVADIA:  (cont)  and we believe it can be done.  And so those three have got to be ... (indistinct) dependant.  I think that to ask a sustainable banking industry must also rise to the challenges of the socio economic and political transformation that we still eye.  We cannot operate as an island.  One of my Directors is fond of saying that, the banking industry is the oil that actually greases the engine of the economy and we have got to do that with the full understanding and sensitivity of the roll that the banking industry needs to play in the ongoing socio economic transformation of this country.  So we believe that your process, your inquiry should take us there and we certainly would not want to co-operate with the unhopeful and engage any further in any detail that can ....  

But we also believe that as part of this process, I think you need to look very carefully at the industry and various aspects of the industry.  But I think as part of this process, we also need to begin asking ourselves the question of do we have the appropriate regular environment to enable to enable all of this.  And if not, what sort of changes do we need to make there and again we would like to engage with the ... that we believe we have, minimal but some value to us but we would like to engage with you further on that.  Chairperson, that is that from us, thank you very much.

MR  JALI:  Thank you Mr  Coovadia and Mr  Gillis.  Just before I ask whether the panel members have any questions for clarification, I just want to get clarification.  You referred to your board.  Who is in your board, how would this constitute it?

MR  COOVADIA:  Chairperson, we have two boards and if you allow me ...

MR  JALI:  The main board?

MR  COOVADIA:  We have a main board and an operating board.

MR  JALI:  Right.

MR  COOVADIA:  And if you would allow me just to show you why.  The main board is made up of the CEO's of the five biggest banks, which are the four plus Investec.  And then two CEO's are representing the international banks and the international banks have their own informal sort of structure with the International Bank Association where they need to look at common issues and there is two CEO's who represent them.  And then there is two CEO's that are representing the other South African Banks.  The main board meets twice a year and that used to be our only board on ...  three years ago.  About three years ago when the charter was put into place and when we began to see the issues coming out of the charter and that they are ... (indistinct).  

It became quite clear that it is inappropriate to have a board meeting just twice a year, when there are so many issues arising from the charter, a lot of, if you would excuse, uncharted territories coming out of it and we need an association, a governance structure that we could actually interact  with more regularly.  And we then decided to suggest that an operating board be formed, which is made up of the heads of retail of the five biggest banks and then the sets of similar people from the smaller South African Banks and the International Banks.  And that became, and the main board has delegated responsibilities to the operating board and that is effectively our key governance structure at this point in time.  

MR  JALI:  Thank you.  So the operating board has got heads operating all the structures set out in the main board?

MR  COOVADIA:  Yes.

MR  JALI:  Okay, thank you.  Ms  Nyasulu has got some questions for you.

MS  NYASULU:  Thank you, Mr  Coovadia and team, your final comments and in fact just reading your mandate, actually tells me you are just the people we are looking for to help us with these problems.

MR  COOVADIA:  Right.

MS NYASULU:  I thought you wanted to be friends with us.  Your primary role, you have said, is to formulate industry positions in terms of government and policy decision makers.  And then in slide 14 you also talk about that the primary objectives of ...  is to debate payment issues of importance to the industry.  Now that is the reason I say you may just be the people to help us out of our conundrum.  And I wanted to ask you whether my understanding is correct, would you be the people or would your primary responsibilities for instance, include you formulating an industry position and policy on these issues, the necessity of a whole batch of fees that we have seen mentioned and the reason I ask that, is because the industry uses the same terms in terms of the fees they charge, and these include Saswitch interchange fee ad velorum,  the point of sale device, rental, policy on RD cheques or fees charged on RD cheques, policy on lost cards, policy on damaged mag stripes, policy on request for statements, and I stress policy, not how they are priced.  

And would your responsibilities also include formulating some kind of position for instance on one of the issues we raised this morning, which is the possible alienation of BankServ.   Now these are things that I believe should fall within the ambit of an association such as yours which does not involve itself in the day to day responsibilities and the competitive issues but issues that actually straddle,  that every bank has to deal with.

MR  COOVADIA:  Thank you, let me attempt to answer this.  I think in short to say, yes,  we should be able to do that.  There are a number of inter-bank associations that operate in the environment, banks, you have heard of them all, I am sure.  About two years ago, two and a half years ago, the Board of the Banking Association took the view that the Banking Association should  begin looking at the association, to actually ask the question whether we need separate associations, exactly what they are doing, whether we are getting value for money, whether they are actually operating within the broad strategic directions set by the Board of the Banking Association.  So up until then we as the Banking Association had kept out of the role of the association, it was not our mandate.  

I visited BankServ for the first time about five months ago to see how BankServ works, before that I have not even been to their office.  Now within the context of that mandate, we are beginning to look at the role of some of these organisations, including some of the business forums that we have been talking about and so on.  And I think it would be our role to then, as we are looking at all of those, to go to our board and say, look guys and girls, we believe that,  on the basis of what we are saying, we believe that the way things are operating at the moment, are incorrect and this is the way they should be operating.  I think that should be our role.  It certainly would not be our role to say, look guys, we think you should be charging the following fees for this, absolutely not.  

But we have been mandated now to look at the broad spectrum of organisations in the banking sector, and begin to look at the role and identify whether they are operating in a way that actually begins to reflect what my operating board is beginning to think about the industry, and my operating board, simply because the association is the mandated body and it is on my operating board and the board has the more senior people.  

So I think it should be, it is a possible role for us, it is something that we have started looking at, it is certainly not a role we played up to now.  But again I think, coming out of this process, you know, if this process at the end of whenever you make your report, recommend that there is a possibility of the sort of a role for an association like ours, we will certainly look at that carefully.

MS NYASULU:  Sorry, let me understand then.  You see your role then only after we have finished this?

MR  COOVADIA:  No, no, it is ongoing at the moment and that is why when Brad talked about ABCI for instance just now, I mean ABCI has been operating separately.  We discussed this at our board meeting, we discussed this with the ABCI people and the board took the decision, this is what we are going to do with ABCI.  It is not necessary for them to operate, though when they are operating, we can incorporate some of its suggested PASA, some of it bring into the association.   So it is ongoing, but  I think that it is also something that I think you should be looking at, whether it is what should be done.  So you will not be waiting for Hylton.

MS NYASULU:  So that I am absolutely clear, it is quite possible then for the Banking Association to start in terms of all the issues that have been raising, to look at position papers and policy issues in terms of all these issues for recommendation to its members?

MR  COOVADIA:  It is certainly possible.

MS NYASULU:  Thank you.  

MR  COOVADIA:  My friend here tells me on a non-binding basis, in the context of the fact that the Banking Association has no jurisdiction over its members to actually ...

MS NYASULU:  Understood.

MR  JALI:  You have got a very good friend.   

MR  BODIBE:  Thank you Mr  Coovadia.  Just a few questions of clarity, what is the reaction to your proposal of up front disclosure of fees?

MR  COOVADIA:  Chair, again I think as an association and my members have taken the view, enhances attempt at the calculator, that we do need to look at how we distil fees.  As I have mentioned earlier, we have been at this for a while and the more I look at it, and the more I interact with some of my members on it, the more appreciative I become of the complexity of this thing, simply because,  even if we have this calculator, and let us say that I put into this calculator that I want a cheque account and a credit card account, and I am going to be transacting four times a month, and it will give me some costs across the banks, that gives me absolutely no indication of what I could then negotiate with the bank, for a whole suite of services, and this is what the complexity is.  

I mean, depending on your personal circumstances, you could walk into a bank and negotiate a price for a suite of services, which given my circumstances, I might not be able to do.  So even the calculator, if it happens, we would have a ... plan that says that this does not mean that this is what he is going to pay when he walks into Bank A because Bank A is ...   What this gives you an indication of, is who do you want to start doing business with, or if you went to Bank B and for this service Bank B is higher and you want to move to the lower one, tells you who to move to.  But once you walk through that door you could negotiate a whole suite of services at this costing  of ...   

So I think that the people who, I forget their name, gave the input this morning saying that why can you not have that at an ATM.  We discussed this over ... and Brad raised the number of issues that, it is not as simple as that.  Do you just want to tell them why?

MR  GILLIS:  The issue was, why could we not put on the scene, that if it was not on our environment, so it was another bank's ATM and the client was going to use that particular ATM, why we would put that fee.  I think you could put the fee there but the fee would be dependant on which bank that person bank with and that information would then have to be supplied through to the ATM.  So it is another message essentially that comes through to the ATM to show what is bank would charge it for that particular withdrawal from another bank's ATM.  It is around those technical issues that would need to be resolved.

MR  COOVADIA:  It is true, it is something that the association need working on.  We are serious about tracking the full disclosure and transparency issue in some way or the other.

MR  BODIBE:  Thanks, you said the majority of your members are small banks.  So you do appreciate that they have particular interests.  How has the association gone about articulating in these interests?

MR  COOVADIA:  With difficulty.  Chair, when I say small banks, smaller than the big five.  One of the International Banks is a less difficult problem, because the International Banks have a, they have an informal structure of the International Banking Association.  We could basically group that together.  Every now and then, I meet for breakfast once a quarter and they discuss common issues which they might take up separately with the authorities if they want to or they bring, have the International Banks to the Banking Association for me to deal with.  And the International Banks have similar issues and issues of commonality that they can deal with.  

The challenge is with the other South African Banks, and the challenge with the other South African Banks is that there are a very diverse range of banks, with very diverse markets and very diverse issues.  So if I look at my members in Durban, you are talking of Baracca Bank, you are talking of the State Bank of India, you are talking of Meriat Bank.  Now these are people, our Baracca Bank is a primarily Moslem constituency, Moslem clientele, the State Bank of India, they deal with mainly trade issues, Meriat Bank I do not really know what they are doing at the moment, but so it is very diverse.  What we are trying to do, at one point in time we had something called the Independent Bank Association, many years ago, which was a grouping of it, it just did not work, because of that I have a ...  of issues.

What we will be doing in the new year, and I have met all of them,  the one thing that we will be doing is we will be giving each bank, both big and small, a password and we will ask each bank to identify what we are calling a porter in that bank.  So each bank must tell me individual in our banking association person, who will interact not with you, not sitting on the board and so on, but interact with you on a day to day basis if you need to.  We will then have an interrupted portion on our web site onto which we put all the documentation related to all the committees that the Banking Association runs on all the work we do, committee meetings, agendas, folders and so on.  

Individual acts in banks, why we would be able to go onto that fee, such and such committee meeting, this is the agenda, pick up the phone to me to say look, we would like to attend this and every member has the right to attend any committee meeting, and they will then come and attend or they will say, look, this is an issue,  we would like you to raise this for us and debate it with the other banks and so on.  So we want to provide all the information real time and the basis of that information enable every member to decide where they want to participate, the extent of their participation, but obviously, even  if they are not participating, the minutes of the committee meetings and so on will go to every member.  

And in that way, begin to act to identify what some of the critical issues are for these members.  But by enlarge, up to now, they simply tell me that, look, most of the retail issues that the big banks deal with, you know, our issues as well, and we would not have too much of a problem on the way that they are dealing with it.  But we do want to establish a sort of mechanism to enable them to do it a bit more effective.

MR  BODIBE:  Now based on that answer then, will it be fair then to conclude that other than the generic issues that are facing banks, small banks effectively have no voice on the specific issues, because the council is dominated by the big five, PASA is dominated by the big five, every step of the way there is a dominance by the big five.  Will it be fair to make that conclusion?

MR  COOVADIA:  It is very unfair to ask me that question, as a senior person from National Treasury has just walked in.  

MR JALI:  I think BankServ as well, I think BankServ as well, I think BankServ who is also dominated by the big five.

MR  COOVADIA:  No Chair, seriously, there is representation on the board from the smaller banks okay, so they have a voice.  The reality of our current situation in South Africa, the big four and the retail environment cater for about 90% of the market if not more.  Those source of volumes just to necessitate a role for them, that are far greater than most of the banks.  Now that is a reality, I can change that reality all I want but I have got to work within the possibility of the practical.  And within that context, I have got to find reason ... to make sure that I balance that.  Now, as I have said, you know, after my appointment,  I considered it one of my priorities to visit the smaller banks, to test with them how best they could participate and they themselves told me that look, we just do not have the capacity to participate to the extent that we should.   

I mean we run, I do not know, 10, 15 committees a week, I do not know how many committees meet to look at various issues.  The big four have the capacity to participate, you know, the smaller banks just do not have that capacity.  It is my responsibility to ensure that they are fully informed, that they are given all the information they need to actually give their inputs,  through me if necessary, and give them all the information they need to participate when they want to participate, but they have all the information, everything is circulated to them and I need mandates that goes to all the banks, and they power to actually mandate me one way or the other.

MR  BODIBE:  Thanks.  Just two last questions, if I am a bank, I do not want to join the Association and I have satisfied all the requirements, are there any consequences?

MR  COOVADIA:  Absolutely not.  The only consequence is that you must start on some good people, but no, no consequences whatsoever Chair.  I mean, I have had International Banks that do not have branches but do have representatives of offices in this country, call me, asked me for information, I sit down with them, I give them whatever information, there is no consequences.  I just think that if you are ... bank, and you join the banking association it is just a mechanism to interact and to get a whole lot more consistent information, but there are no consequences.

MR  BODIBE:  Do you have any specific example of the local banks that we must remember?

,MR  COOVADIA:   Of a local bank, but not a member, I cannot think of any.  There are some international banks that are not members but all local banks are members.

MR BODIBE:  Thanks.  Last question, in terms of extension of services to low-income earners, in your other life, if you experimented with particular products of extending services to low-income earners,  and you may choose not to answer this question, concern now that you must speak now on behalf of all ..., but do you think it is appropriate to ask commercial banks to provide services t o low-income earners,  and are they able to adapt themselves to that particular market, or should we rather look at some other institutions to do that?

MR  COOVADIA:  Chair it is both, I think it is absolutely appropriate to ask commercial banks to service our income market and they are doing it.  It is not that they are not doing it.  I mean we, one of the deliverables under the financial sector charter is, housing loans to people, house owners earning between R1 500.00 and R7 500.00 a month.  In the last year, in 2005, banks lent R17 billion into that market and good lending, they have lent R7 billion in the last year to black small and medium enterprises.  So it is not as if it is not happening.  There are significant challenges in banking the un-banked, undoubtedly, but I think that would be the appropriate interaction and engagement with government and a critical role for government in that environment, because markets are not working in that environment and we need to get market to work.

I think it would be appropriate for  skilled people in the banks themselves to deal with that market and it would be appropriate for us if we can do it, but that does not mean we should not have other organisations operating in that markets.  So that is why we feel that the dedicated banks and the co-operative banks have a good role to play.  And I think we need to arrive at the situation where, you know, there could be all sorts of inter-relationships between different forms of organisations.  There could be incidents there, a bank could wholesale fund a non-bank financial institution to actually do retail lending in a particular area, because that non-bank financial institution have the more appropriate skills to do that.

There could be a whole range of interactions but absolutely, I think, that commercial banks, not only should one expect them, but they want to lend in the lower income market, not because they are ... because if they do it properly they are going to make money.

MR  BODIBE:  In that vain, do you think Umzansi is still appropriate?

MR  COOVADIA:  Yes, I think Umzansi is still appropriate.  The problem I had with some people's perception with Umzansi is that they saw it as the "be all and end all" of banking products, by the banks to the lower income market, and it is not.  I think it is still appropriate.  I do not think the take-up is going to be as great as it has been in the last two years,  but it served a very good purpose, in that it shown the banking industry, it shown banks that they can do business in that market, it has taught them a whole lot of lessons that they have learnt and they have developed a whole lot of products as a result of that  and it has given approximately 2 million people a tow into the financial sector from which they can actually develop.  So absolutely, it is appropriate.

MR  BODIBE:  Thank you.

MR  JALI:  Mr  Coovadia, I just two questions, maybe the first one will be full enough upon the last question from Mr  Bodibe.  There is a number of submissions here which are basically criticising Umzansi for penalising utilisation, in the sense that the more  you utilize it, you end up paying very high bank charges.  I do not know whether that was the thinking at the time when it was formulated as a concept, where I see you participated, you sort of, you facilitated the discussions relating to Umzansi?

MR  COOVADIA:  Chairperson, there were certain minimum standards, and I do not have the figure here, but if you do two withdrawals a month, it would be for free and one deposit, or whatever,but  there were certain figures, and then beyond that, there were charges.  One of the things that we did not succeed in doing, is to agree on maximum fees for the Umzansi Account, we were told by the authorities that there is no way you are doing that.  So each bank had to meet those minimum standards, and then beyond that, banks competed, so some banks might, a particular bank might have taken the view that they do not want to market the Umzansi account to the extent that Bank B want to market, and therefore they might be charging more.  

But different banks are charging different amounts, there certainly is not uniformity across banks on that.  But it is absolutely feasible that a particular bank might be charging substantially more than another bank on any functionality beyond the mimimum agreed functionality.   I do not know, I have absolutely no idea what individual banks are doing with the Umzansi Account.

MR  JALI:  In your submission, you, in more than one occasion, there is reference to the fact that membership of the association is voluntary.  Is it really voluntary or, to what extent is it voluntary.  I am just trying to establish whether banks do have really a choice?

MR  COOVADIA:  Chair, it is genuinely voluntary, there is nobody, I certainly do not approach any new bank that I might come across that ...  become a member.  I am not aware of any other authority, be it National Treasury or the Reserve Bank or anybody else, that are even suggesting to any banks to become a member of the banking association.  So as far as I am concerned, it is totally voluntary.  As I responded to Mr Bodibe, there is no sanction if you do not belong to the banking association.  I think they are significant offsight to belong to the association, I am an MD I have got to say that.  But I think there is significant offsight to belong to the association, I think we have positioned ourselves as a credible ...

MR  COOVADIA: (cont) ... representative of this industry.  We are serious about enabling this industry to play a progressive role in this country.  We represent the industry, I think, very effectively in engagement with government and so I think there is some significant off sight to belong, but there is absolutely no sanction not to belong.  I do not know anybody or any authority asking any bank to join up with the Banking Association.  So it is totally voluntary.  I do not know of a single issue raised, you do not belong to this association and that you would not be able to operate. 

MR  JALI:  Well, you were here, we have been here the whole day, one of the presentations we have got, was to the effect that you cannot become a member of PASA unless you belong to the Banking Association, here it is, here is the slide.  Can you assist us to understand ...

MR  GILLIS:  Yes, ...the Banking Association has not applied that, but it is the code of banking conduct and that code is obviously for good purpose.  In terms of the rules of PASA, I think they would need to talk to them for themselves.  Certainly from our association's point of view it is voluntary association.  Whoever is not going to take that clearly for the other party to explain.

MR  COOVADIA:  Chair, we did not, sorry Chair, we certainly, and look, I need to qualify this, certainly since I have been Managing Director of this Association, we have not once approached to PASA to say put into your rules that a bank needs to belong to the Banking Association to be a member of PASA.  If Hendrik Pelser came to me tomorrow and said, here is the bank, we are happy with all aspects but it does not belong to you,  and therefore we are not giving membership of that, as far as I am concerned, give the bank membership if you are happy with everything else.  So I think it is an anomaly not in our membership rule.  I think it is an anomaly in PASA's membership rules that maybe we need to address. 

MR  JALI:  In actual fact, you may not be a member of the clearing house, of any clearing house, in other words, your business is affected, it is not only the membership of PASA, you cannot be a member of any clearing, or of a clearing house unless you are a member of the Banking Association, which even makes it even more stringent, because PASA basically, maybe some people can argue that you can do without it, but the clearing house, you cannot do business?

MR  COOVADIA:  Again Chair,  I think that it, let me put it this way, if tomorrow you have to suggest to the PASA board decided that they believe that that should not be a necessity that you belong to the Banking Association, to belong to PASA, I do not think we have had any problems with them removing that from their rules. 

MR  JALI:  Mr  Petersen has got a lot of questions but I would have expected you to deal with it at an earlier stage, when it was raised, so that you could clarify it to us, but anyway, it is an issue we will deal with at some stage.

MR  PETERSEN:  Thank you, I have a very few questions.  You have raised this very attractive and helpful idea of assisting in the process of getting rid of unnecessary anti-competitive features of the present situation and from my point of view that may well offer some significant assistance in what we are trying to do.   But before the horse gets you into a gallop on that one, we obviously have the difficulty which would apply with any industry association, that there is a short term and there is a longer term.  There is co-operation in getting rid of anti-competitive practices but there is also always the danger that any association can become a forum in the future, if it is not now, for defending practices which need to be changed.  I do not know how one would maintain the boundary in that regard.  I do not know whether you have got thoughts on that, that you would want to add now?

MR  COOVADIA:  Chair, we have said from the beginning that we consider this a healthy process and if the process shows that there are anti-competitive issues in the industry, that the addressing of which will make us a more efficient industry and will achieve some of the objectives we need to achieve.  And as the association we can play a constructive role in that and we are prepared to exploit that, and I have no doubt my board will be prepared to do that.  Going forward, I am not too sure whether you mean that there could be a danger that it could be a forum to actually defend anti-competitive legislation, or defend legislation across the border, that might not be helping.

MR  PETERSEN:   All I am worried about  is that, let us assume new practices are agreed,  those in turn then, you know, become institutionalised, and further down the track there may be a need to change them at some stage, I am just hesitant to go along with any idea that one should institutionalise the role of the Banking Association in bringing constantly into existence the practices which perhaps could otherwise be changed by ordinary competitive dynamics?

MR  COOVADIA:  No, and I would agree with that Chair, I think that perhaps again, if you honour the responsibilities, I am not going to suggest anything, but just off the cuff, what I would see coming out, is to say this inquiry has identified the following area of anti-competitive practices, and the following could be done to actually address the area.  And if these areas are addressed, the basis is actually now created for a healthy and more efficient industry that critical of anti-competitive behaviour are now addressed and the platform is now there for the industry to compete responsibly.  And these should be some very clear identifiable areas and if we can play any role in that with our members, we will have a look at that. 

We certainly would not want to, as the Association, find ourselves in a position where on, at infinite basis, we have to interact with the competition authorities to look at competition in the industry and then identifying anti-competitive practices and so on.  I think if that basis the fact then any bank operating in an anti-competitive manner, the rules of the game are set and the rules must apply.  But if the  result of the new rules further down the line is that it is actually, let us say, an unintended consequence, that it is actually hampering competition, and we would as the representative of the Association, say that we would lobby government and we would lobby you, the Competition Commission and whoever, to effect changes under those circumstances.  May that answer the question.

MR  PETERSEN:   That is helpful and thank you for that and I do not want to be misunderstood as being negative towards the idea, that you can play a constructive role in this process.   I must say, I was puzzled by the report that you gave and it is in your Slide No. 19,  of the response that you got from the compliance division, and I will not express myself as to whether the cause of that puzzlement is, lies with them or with the interpretation of what they had said.  Let me leave that vague.   But may I ask you,  do you have handy the date when you got that advice?

MR  COOVADIA:  Not the exact date right now Chair, I can send it to you but it was in the last three weeks or so, but I will send you that date.

MR  PETERSEN:   Thanks.  And then, finally, you have expressed yourselves, you Mr  Coovadia and Mr  Gillis, I think, in favour of tiered banking, have you thought about tiered settlement?

MR  GILLIS:   Perhaps you would help me understand what you are asking?

MR  PETERSEN:   Well, if I am understanding correctly what takes place at the moment, is that settlement through SAMOS is conducted on the basis that there is, that the obligations that have been settled, are unlimited, that you qualify, either you qualify without limit or you do not qualify at all, that is the regulating framework.  

I am just interested to know whether anyone has given thought to tiers of qualification so that smaller players, you are only handling aspects of the payment system, can incur under strict and careful regulation, obligations up to a certain limit or payments up to a certain maximum per transaction, which could then be settled at lower tiers of the settlement process, so that the bigger players would qualify in all tiers but  the smaller players would only qualify according to some more flexible  and variegated regulatory framework.  I do not know whether any thoughts have been given to that?

MR  GILLIS:  It is an easy answer, no nothing has been given or no authority has been given around that, although it is a worthwhile suggestion that I think there is exploring and further investigation.

MR  PETERSEN:   Thank you.  

MR  JALI:  Mr  Coovadia, Mr  Gillis, and the rest of the team, thank you very much for coming.  Sorry that we kept you so late, unfortunately this is our last day for this year, so we had to finish everything.  We would not want you to go and break, thinking about this stressful inquiry.  The inquiry will adjourn until some time next year.  The inquiry manager will notify everybody of dates and we will decide when we will sit again.  Thank you.

                               (INQUIRY ADJOURNS UNTIL 2007)
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