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|, the undersigned,

KUBEN NAIDGO

do hereby make oath and state that:

1 1.1

1.2

1.3

1.4

| am the Registrar of Banks — the second respondent in this matter.

| am also a Deputy Governor of the South African Reserve Bank.

I am duly authorised {o represent the second tespondent in this
application, to depose fo this affidavit on its behalf and to do
everything necessary in protecting the interest of the second

respondent, in these proceedings.
The facts herein contained are within my personal knowledge save

for where otherwise stated or otherwise indicated by the context, and

are to the best of my knowiedgde and belief, both true and correct.

To the extent that | do not possess personat knowledge of the issues

raised and stated in this affidavit, | relied on the documents which

were furnished to me pertaining to this matter and the facts obtained

from the officials in my office and the South African Reserve Bank
2
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WhOL directly dealt with this matter, namely, Rhona Badenhorst,
Delarese Van der Merwe and Regomoditswe Nisie. | annex hereto
collectively marked “X1" to "X3", the confirmatory affidavits obtained

from those officials.

15  The submissions of law | make in this affidavit are made on the
advice of the second respondent’s fawyers, which | accept as being

correct.

This is an urgent. application to obtain far-reaching relief including declaring
sections of legislation unconstitutional and reviewing regulations made in
2005, more than thirteen years ago. No case s made out for these issues
to be determined urgently. And yet, the case has been brought on severely
truncated timeframes, and seeks final relief from the court. ltis an abuse of
process o bring such a case in urgent court. The application ought therefore

to be struck from the roll, with a punitive costs order against the applicant.

| am advised that before dealing with each and every allegation made in the
Applicant’s founding affidavit, | should briefly deal with the following issues

in order to place the matter in its proper context:-
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3.1

3.2

3.3

63

flrst | address the issue of urgency and show how no case has been
made out for the relief sought in the application to be granted ,

urgently;

secondly, | show that the relief sought is legally misconceived,
misdirected and incompetent, In essence, the relief comprises three

parts:-

321  the constitutional validity of section 81 of the Mutual Banks

Act 124 of 1993;

3.9.2 the validity of Regulation 6(c) of the Municipal Investment

Regulations of 1 April 2005;

323 fhe decision of the Minister of Finance taken on 11 March

2018 to place VBS Mutual Bank under curatorship.
thirdly, 1 explain the provisions of the Banks Act that empower the

Minister to place a bank under curatorship and how these sections

apply also to mutual banks;
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3.4  fourthly, | set out the process that | followed before recommending

to the Minister of Finance to placé VBS Mutual Bank under

curatorship;

3.5  fifthly, ! explain to the court what the third respondent has thus far
discovered about the operations and management of VBS Mutual

Bank since it became its curator on 11 March 2018, These facts

make it clear that the decision to place VBS Mutual Bank under
curatorship was ﬁecessary. The facts also show that, even if this
court were to find some meritin the applicant's attack on the Mutual
Banks Act or the Minister’s decision to place VBS under curatorship,
it shouid nonetheless exercise its remedial powers under section

172(1)(b) of the Constitution to keep the curatorship in place.

URGENCY

4 | am advised that in order to demonstrate urgency the applicant must show

that it will not obtain substantial redress in due course.

5 The application brought by the applicant is not urgent; and no harm will arlse

if it is heard in the ordinary course.
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The nub of the case for urgency appears in paragraph 6.5 of the founding
affidavit, It states the following:-

“The risk of a run on the VBS Mutual Bank by virtue of the curatorship,
the constitutional arguments above and the reviewability of the
Registrar’s decision in terms of Promotion of Administrative Justice
Act 2 of 2000 (“PAJA"} alternatively in terms of the doctrine of legality
and the Rule of Law in terms of section 1(c) of the Constitution, render
the matter urgent.”

This is also buttressed by the bald allegation that “further investment in VBS
Mutual Bank has been adversely affected by the curatorship and has had

the effect of scaring off potential investors” (paragraph 8 of the founding

affidavit).

However, these are not grounds for urgency. The affidavit simpiy asserts
that the impugned regulations and statutes are unconstitutional. It does not
explain why securing this relief is urgent, particularly in circumstances where
the impugned regulations were promulgated more than thirteen years ago.
The only other basis on which the applicant claims the matter is urgent
relates to the decision to place VBS Mutual Bank under curatorship.
However, even this decision does not render the matter urgent because
there is no threatened event in the near future that requires the court to

intervene now.

Mo
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9

On 22 March 2018, my attorneys of record, Werksmans Atforneys

(Werkmans) wrote a letter to the applicant's attorneys, RW Attorneys, sefting

out the gross inadeguacy of the applicant's case for urgency. The letter

highlighted the following:-

8.1

9.2

the application is primarily aimed at attacking the constitutionality of
the provisions of the Banks Act 94 of 1990, the Mutual Banks Act
124 of 1993 and certain regulations. The attorneys went on to say
that.—

“ITlhere is no basis on which this application is urgent. No
urgent court can be requested to determine the constitutionality
of statutes.”

the constitutional vaiidity of statutes are complex matters and the
guestion of justification for any limitation of rights requires axtensive

evidence to be produced about:-

921 the purpose of the legislation;
922 the means employed to achieve that purpose; and

9.2.3 the proportionality of the means selected.

66



10 -

9.3

9.4

9.5

to the extent that the applicant challenges the Municipal Investment
Regulations, these were promulgated in 2005, over thirteen years
ago and any chalienge in this regard is grossly out of time and not a

matter to be addressed in urgent court,

to the extent that the applicant's challenge relates to the Minister of
Finance's decision to place VBS Mutual Bank under curatorship on
11 March 2018, then there is also no adequate case made out for
urgency in this regard and the papers do not explain that there is any
immediate harm to the applicant and/or VBS Mutual Bank that is

likely to follow unless the court steps in now,

to the extent that the applicant wishes to challenge any aspects of
the consfitutional validity of the Banks Act, the Mutual Banks Act, the
Municipal Investment Regulations or the Minister of Finance's
decision of 11 March 2018, it can bring that challenge through the
ordinary cour’i'process. To do so in urgent court is an abuse of

prOCess.

The letter called for the applicant to withdraw its application by close of

business on Friday, 23 March 2018, failing which the Registrar of Banks
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would seek a punitive costs order against the applicant. A éopy of the letter

is attached as annexure "KN1".

On 23 March 2018, RW Attorneys wrote a letter in which they stated that—

“Wa have advised our client that no purpose whatsoever is served by
responding thereto, suffice to say that it is precisely for that reason
that the court is ceased [sic] with adjudicating the matter and you have
ample time preparing those arguments for the Judge.”

A copy of this letter is attached and marked annexure "KNZ2".

The response is inadequate and fails to meet the point made in the
Werksmans letter, The point of the Werksmans letfer was to highlight to the
applicant that there is no adequate case made out for urgency in the
founding papér_s. It was written in an effort to bring sense to bear on the
applicant’'s litigation strategy and to avoid the need fo occupy the court's time
with an applicaiicn that, in its own ferms, does not begin to meet the
requirements of urgency. ‘The applicant has chosen not to engage
meaningfully with the concerns raised that the matter is not urgent. Instead,
it persists doggedty with moving this applicatioh in urgent court. 1 respectfully

submit that such conduct merits a punitive costs order against the applicant.

AUTHORITY
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On 15 March 2018, | was made aware of an e-mail that the deponent, to the
founding affidavit, addressed to the National Treasury stating that this
application was to be withdrawn. It was also reported in the media that the
application was fo be withdrawn. Furthermore, the deponent to the founding
affidavit addressed a letter to the applicant's attorneys of record, & copy of
which is annexed marked "KN3" in which he instructed the said attorneys to

withdraw this application.

This issue of the withdrawal of the application was also dealt with a letter

from Werksmans to RW Attorneys dated 19 March 2018, annexed hereto

marked "KN4",

in a letter dated 19 March 2018 from RW Attorneys, received by Werksmans
on 22 March 2018, and annexed marked "KN4A", RW Attorneys alleges that
the deponent to the founding affidavit "had no authority of the board fo

unifaterally give instructions fo our firm to withdraw the court proceedings on

 the basis of a so-called amicable solution the contents and terms of which

are not known to us and our clients”,

Having regard to the fact that the instructions to RW Attorneys, to withdraw
were, in wiiting, by the person duly authorised by a resolution passed at the

10
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meeting of directors of the applicant (Annexure "RM1A" to the founding
affidavit) "to sign and execute documents and do alf things necessary that
may be requiréd fo give effect fo the resolution”, the second respondent
sought from RW Attorneys in terms of a Rule 7 Notice, the power of attorney
to represent the applicant herein, in light of the written instructions to
withdraw the application. A copy of the Rule 7 Notice is annexed marked
"WKNE" To date RW Atforneys have not provided the power of attorney as
required in terms of the Rule 7 Notice. | have been advised by my attorneys
that RW Attorneys must provide the authority to proceed with this application

on behalf of the épplicant, in these circumstances.

" THE RELIEF IS LEGALLY FLAWED

17

in this section, | will explain how the three categories of relief relied upon by

VBS Mutual Bank are flawed.

Constitutionality of the statute

18

Prayer 5 of the notice of motion is nonsensical. It seeks a declarator that
section 81 of the Mutual Banks Act, read with section 81(1) of the Mutual
Banks Act is constitutionally invalid. But section 81 inciudes section 81(1)

and so the meaning of this prayer is not understood.
1
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In aﬁy event, | am advised that section 81(1) of the Mutual Banks Act
provides that section 69(1) bf the Banks Act shall apply mutatis mutanais to
any mutual bank that in the opinion of the Registrar is in financial difficulties.
The effect of section 81(1) of the Mutual Banks Act is that it is section 69 of

the Banks Act applies when a mutual bank is placed under curatorship.

The applicant's constitutional attack is in fact directed at section 69 of the
Banks Act (see paragraphs 12.1to 12.3 of the founding affidavit) and yet its
notice of motion seeks no constitutional relief in relation to this section of the

Banks Act. The entire case for a declaration of constitutional invalidity is

. therefore misdirected.

The case for a declaration of constitutional invalidity is also baseless. The
essence of the applicant's constitutional attack on section 69 of the Banks
Act appears to be that it allows banks to be placed under curatorship extra
curially (see paragraph 12.3 of the founding affidavit). The applicant asserts
that the Constitution requires "judicial scrutiny of the éxercfse of public power
by the Registrar and the Minister in placing a bank under curatorship”
(paragraph 12.2.5 of the founding affidavit). But the Banks Act does not
exclude this judicial oversight. The decision to place a bank under

curatorship constitutes administrative action. Any party affected by that
12
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administrative action has a right to approach a court fo review the decision
under PAJA. There is accordingly a mechanism for judicial review of the
decision and therefore no merit in the applicant's attack on the

constitutionality of section 68 of the Banks Act.

in any event, | am advised that courts are generally required to resclve
disputes without reaching constitutional issues. The real dispute in this case
relates to a singlé attack made on the Minister's decision to place VBS
Mutual Bank under curatorship. The applicant claims that this decision was

irregular because 1, rather than the Minister, communicated the decision to

the Chairperson of VBS Bank. As | setoutin more detail below, the fact that

| communicated the Minister's decision does not invalidate the decision. The

relevant legal question is whether it was the Minister who exercised the

- power to place the Bank under curatorship. He did so.

This issue in the case can therefore be determined without any need fo
consider the constitutionality of section 69 of the Banks Act. | respectfully
submit that thé court should therefore not entertain the constitutional
challenge, especially in clrcumstances where it has been raised in urgent
court and without affording the respondents a proper opportunity to set out
the justification for the impugned section.

13
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The attack on the regulations is incompetent and grossly out of time

24  The impugned regulations are administrative action. As a result, any review
of the regulations was required to have been brought under PAJA.
25  The applicant has failed to do so. lte attempt to impugn the regulations is

therefore procedurally incompetent.

26  Inany event, the attack on the regulations is grossly delayed. The Municipal
investment Regulations were promulgated in 2005. This was over thirteen
years ago. PAJA requires reviews of administrative action to be instituted
without unreasonable delay. A review brought outside of this time period is
time barred unless the applicant obtains condonation for the delay. The
applicant in this case has not sought any condonation for its delay in
reviewing the impugned regulation. lis claim in relation to the regulation is

therefore time barred and cannot be entertained by this court.
The attack on the Minister’s decision

27  The applicant contends that the decision to place VBS Mutual. Bank under

curatorship is reviewable in terms of PAJA. its reasons for this are that.—

o
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“The notice issued to VBS Mutual Bank comes from the Registrar of
Banks, who is also the Deputy Governor of the SARB. Section 69(1){(a)
requires the Minister to give notice to the Chairman of the Board or the
Chief Executive Officer in writing that a curator has heen appointed. In
this instance, the nofification has not come from the Minister but from
the Registrar of Banks. The nofification required in Section 69(1) has
therefore been exercised by a party not authorised by the empowering
statute to give notice to the affected bank. It consequently lacks
legality and rationality.”

The letter notifying the Chairperson of the Board of VBS Mutual Bank that
the Minister had decided to place it under curatorship is annexure "RM2" to
the founding affidavit. 1 wrote the letter. in it | explained that | had
recommended to the Minister of Finance that the Bank be placed under
curatorship and that the Minister had taken the decision to do so with effect
from 17nh00 on 11 March 2018, 1 sent the letter to the Chairperson on behalf
of the Minister after informing the Chairman and the Chief Executive Officer

of VBS Mutual Bank telephonically of the decision taken by the Minister.

The decision to place the B;mk under curatorship needed to be taken swiftly
because, as | set out in more detail below, on Saturday, 10 March 2018,
media coverage began to emerge reporting that VBS Mutual Bank was
“about to go bust’. This happened after the Chairman of VBS Mutual Bank
had written and emailed an open letter to me on Friday, 9 March 2018. The
letter is annexed marked "KN6". My Office was of the opinion that this open
letter, Wlhich was made available to the media, precipitated a potential bank

16
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run due to the panic it caused among the public. This necessitated that |

i

take immediate action to safeguard the interests of the depositors. | sent a

letter addressed to the Minister of Finance, and supported by the Director

General Mr Dondo Mogajane and Deputy Diréctor General Mr Ismail

Momoniat, recommending that VBS Mutual Bank be placed under
curatorship. The letter is attached as annexure "KN7". The Minister agreed
with my recommendation that the Bank needed to be placed under
curatorship because it was unable to meet its financial obligations and its
conduct from 9‘ March 2018 made the prospect of a run on the bank a very
serious reality. The power to place VBS Mutual Bank was properly exercised

in the circumstances.

BACKGROUND TO THE BANKS ACT AND THE POWER TO PLACE BANKS

UNDER CURATORSHIP

30

The provisions of the Banks Act which empower the Minister of Finance to
place a bank under curatorsh'ip serves an important purpose when one takes
into account the risks that banks are exposed fo and the reliance that is
placed on them by the public. Courts have acknowledged that one of the
primary purposes of placing a bank under curatorship is to create an effective
counter to a run onh the bank. Curatorship persists for solong as itis required

to protect the interests of depositors and it has been implemented with
‘ ' 16
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syccess in the resolution of banks’ financial difficulties. The most recent

example of its use is what was formerly known as African Bank Limited.

In this section of the answering affidavit | w;ill set out why curatorship is an
indispensable mechanism for South African regulators seeking to address
and resolve difficulties faced by banks in distress, They do s0 in the interest
of depositors and the public more broadly. | will briefly deal with banks as

institutions as well as their function in the economy hefore doing so.

The role of banks in the proper functioning of an econony

32

33

Banks are unidue and important financial institutions that have a key role o
play in the economy of South Africa. This includes muftual banks. it follows
that banks are the principal depository for the liquid funds of the general
public. The safety and ready avallabitity of these funds for transactions are
the responsibility of banks and their management and are essential to the
stability and efficiency of the financial system, Banks use these funds to
make loans and investments. This has an effect on their ability to allocate

scarce savings fo productive and efficient use within the economy.

Banks also serve as the main conduit for monetary policy between a central

bank and the economy. A strong and adaptable banking system is needed
17
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35

to transmit monetary policy to the financial and gconomic system. They are
also a backbone for the national payment system in that money that stems
from commercial banks is used for payments. This highlights the importance

of a reliable and efficient payment mechanism in a well-functioning economy.

Deposits into Banks are in the form of rﬁoney and banks offer contracts for
liquid deposits in return. in the process, banks operate as financial
intermediaries. They are characterised as suich because the;/ place
themselves between the ultimate lender and ultimate borrower by
transforming primary securities into indirect securities. This role is achieved
by the banks’ utilisation of deposits obtained from depositors to finance the

acquisition of illiquid assets of uncertain value.

The risk profile of banks Is fundamentally different to that of other institutions.
Whilst the general public does not expect its deposits to be subject to any
price or other risks, there is no guaranteed repayment of deposits by banks
in the absence of any deposit ihsurance scheme. This is because the
asymmetric nature of the business of a pank ‘renders it vulnerable to
abnormal liguidity shertages that might be caused by a run by depositors on
a bank, The possibility of such an occurrence may have disastrous

consequences on the economy in that even solvent banks might be forced

i8
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to sell assets at a loss where no secondary market exists which affords them

a forum in which they are able to liquidate their assets,

36 Owing to the unigue risk profile of banks set out above, the legislature
recognised the need to introduce measures in terms of which a run on a
bank might be prevented. This gave rise to the introduction of a system of
curatorship.

Curatorship

37 Banks must be — and are - subjected to a higher degree of supervision than

most other institutions. This is done in an endeavour to:-

37.1 contribute to a safe and sound financial system in which the general

public can trade without fear of losing their savings or investments;

37.2 enhance the confidence of and fairness to investors by eliminating

bad business practice,

37.3 facilitate transparency, integrity and good corporate governance; and

19
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374  work towards maintaining an efficient financlal system in which
services are supplied at a competitive price and where the majority

of South Africans have access to various financial services.

The process of buratorship was first introduced into the statutory framework
by means of section 40 of the Banks Act 23 of 1965. Today, the framework
for placing a bank under curatorship is governed by section 69(1){a) of the

Banks Act 90 of 1984, That section provides that,—-

“If, in the opinion of the Registrar, any bank will be unable to repay,

‘when legally obliged to do so, deposits made with it or will probably

be unable fo meet any of its obligations, the Minister may, if he or she
deems it desirable in the public interest, by notifying the chief
execufive officer or the chairperson of the board directors of that bank
in writing, appoint a curator to the Bank.”

It follows that section 69 provides for mechanisms and procedures to be

" adopted and followed when a curator is appointed to manage a hank which

is facing liquidity issues, Curatorship applies to mutual banks as a result of

the provisions of section 81 of the Mutual Banks Act

THE PROCESS FOLLOWED BEFORE THE DECISION TO PLACE VBS UNDER

CURATORSHIP

20
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VBS Mutual Bank is registered with the South African Reserve Bank as a
mutual bank. It was established in 1982 and initially operated as the Venda

Building Society in what was then known as the Venda Homeland.

VBS Mutual Bank is a bank which provides mortgage loans, asset finance,

contract finance and fuel guarantee advances to its clients. VBS Mutual

- Banhk's depositor base currently comprises three categories of depositors,

namely, retail depositors (who are in the main burial societies, funeral

collections and savings clubs or ‘stokvels’), corporate depositors and
P

municipalify depositors.‘

On 11 March 2018, the Minister of Finance — upon recommendation by the
Registrar of Banks — placed VBS Mutual Bank under curatorship. This
decision was made against the backdrop of a severe quuidity' crisis which

has been faced by the bank over the last eighteen months.

The liquidity challenges faced by VBS emanated from the failure of the Board
of Directors and Executive Management to manage VBS's rapid growth as
well as its funding and liquidity position. This led to VBS heing placed under

increased reguiatory scrutiny.

21
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These challenges were further heightened by the maturity of a large
cohcentration of deposits from municipalities as well as the termination of
other sizeable deposits and the inability to.source sufficient funding
timeously. It was highly risky for VBS to take large municipal depbsits that
were shori-term and then iend them out long—ter‘:m. VBS became incapable
of settling its obligations to the National Payment System on several

occasions as a result.

Timelines and processes leading up to the decision to place VBS under curatorship

45

46

Prior to addressing the timelines and processes leading up to and placing
VBS under curatorship, | mention that the information c,orttainéci in.this
section wag prepared and obtained from those persons refr_arred to in
paragraph 1.4 above. They were infimately involved, on behalf of the
Reserve Bank, in the process leading up to the decision to place VBS under
curatorship and participated in twice daily calls befween the Reserve Bank

and VBS in the weeks leading up to curatorship.

On Friday, 16 February 2018, the Bank Supervision Departm'ent (BSD) of
the Reserve Bank was telephonically informed by the National Payments
System Department (NPS) of the Reserve Bank that VBS Mutual Bank had

not settled its obligations on the South African Muitiple Options Settlement
' 22
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System (SAMOS). Consequently, the SAMOS system operator had

instructed BankservAfrica, the payment system operator, to remove VBS
Mutual Bankfrém the batch. The revised baich,. which excluded VBS Mutual

Bank, was setfled later that evening.

Ms Delarese Van der Merwe, Manager of frontline analysis at the Reserve
Bank, contacted the Executive Management of VBS Mutual Bank in order to
gain an understanding of the situation. Later on that evening, Mr Phophi
Mukhodobwane, VBS Mufual Bank's Head of Trea.sury and Capital
Management, informed my office in an e-mail, that VBS Mutual Bank was
experiencing a liquidity shortage which had been caused by a large
concentration ¢f deposits that had matured as well as an early termination
of another large deposit that the bank had lost during the course of the week

of 12 February 2018, The e-mail is aftached as annexure "KN8".

Mr Mukhodobwane further mentioned that the outflows and muted inflows of
deposits which had been experienced during the previous two weeks of
February 2018 had likely been as a result of the adverse media coverage
ihﬁqlving VBS Mutual Bank and the Passenger Rail Agency of South Africa
(PRASA) published on 4 February 2018 and had likely caused the public to
question the legitimacy of the bank raising deposits from government

entities. VBS Mutual Bank had anticipated an.inflow of deposits to the value
23
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of R400 million from municipalities during the course of the week of 12
February 2018, but had in fact only managed to secure R120 million, Mr
Mukhodobwane had further mentioned that VBS Mutual Bank was expecting
depoesits to the total value of R370 million between the 19th and 22nd of
February, which deposits would reétify the bank's liquidity position. VBS
Mutuat Bank héd made use of the remaining balance of funds in ifs reserve
account held with the Reserve Bank to facilitate seitiement over the

weekend.

From Monday, 18 February 2018, the BSD and NPS began to closely
monitor the exposures of VBS Mutual Bank in the SAMOS system in order
to ensure that the bank settled successfully on a daily basis, The two
departments would hold two conference calls daily with the Executive
Management of VBS Mutual Bank in order to gain insight on the
developments regarding the liquidity position as they unfolded. A written

account of the telecanference calls is attached as annexure "KN9".

On 20 February 2018, | sent a letter addressed to Mr Tshithiwa Matodzl, the

Chairman of the Board of Direclors at VBS Mutual Bank, with the Chief
Executive Officer Mr Andile Ramavhunga copied, to request a clearly stated
action plan and strategy to mitigate against the continued liquidity shortages

experienced by the bank, especially those posed by the large municipality
24
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deposits which had become due and were at risk of not being re-invested as
expected. | also asked for an action plan that would ensure compliance with
prudential requirements set out by the Reserve Bank. The letter is attached

as annhexure "KN10"

On 21 February 2018, VBS Mutual Bank advised that they were expecting a
one-year deposit of R150 million from its major shareholder, the Public
Investment Committee (P/C) that same afternoon. VBS Mutual Bank had
further advised that they were in negotiatioﬁs with the PIC for a loan of R750
million.  The BSD requested VBS Mutual Bank fo provide written

confirmation of this, however such confirmation was not forthcoming.

On the same day, 21 February 2018 the BSD advised VBS Mutual Bank that
as from 22 February 2018, the bank would fall short of the liquid assets
required to be held in terms of section 50(1) of the Mutual Banks Act and the
general and non-distributable reserves to be held in térms of section 10A(8)
of the South African Reserve Bank Act 90 of 1989, VBS Mutual Bank were
advised that in-the event that the bank was unable to meet these prudential
requirements by 22 February 2018, the bank would have to submit letfers to

me and the Governor requesting condonation.
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This liquidity shortage was not the first of its kind to occur at VBS Mutual
Bank in the past year. VBS Mutual Bank had demonstrated, on a number of

occasions, that it was unable to effectively manage its assets and liabilities.

Further detail regarding the inability to manage assets is set out in annexure

"WKN9" above,

The BSD had to postpone a pre-arranged Asset and Liability Management
(ALM) and Recovery Plan review meeting with VBS Mutual Bank due to the
prevailing liquidity distress it was experiencing which required the concerted

efforts of management to re;:tify. The B8D's preliminary review of VBS

Mutual Bank's ALM and Recovery Plan processes had confirmed that the

‘bank had glaring deficiencies where its liquidity risk management is

concerned. Despite attempts made by the BSD to bring these deficiencies
to the attention of both the Board and the Executive Management Team of
VBS Mutual Bank in its interactions with the bank, the intervention efforts of
the Board and Management were not sufficient to effectively address these

identified deficiencies. This resulted in heightened ALM risks.

On 22 February 2018, VBS Mutual Bank officially became non-compliant
with its prudential obligations in terms of its minimum liquid assets and

general and non-distributable reserves which it was required to hold.”

26
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One of the trigger events of curatorship is a bank’s inability fo meet its
obligations. In VBS I\/lufual Bank.’s instance, the failed obligation pertained
fo the bank’s failure to meet the minimum prudential liquidity requirements,
Consequently, | sent a letter to the Minister of Finance dated 22 February
2018 informing the Minister of the recent developments at VBS Mutual Bank.
I highlighted wéaknesses experienced insofar as they relate to the liquidity

of the bank. The letter is attached as annexure "KN11". | made it clear that

86

if not corrected, the current liquidity distress had the potential to threaten the

sustainability of VBS Mutual Bank and thus the safety of its deposits in the
short term. | also advised the Minister of other occasions on which VBS
Mutual Bank had failed to timeously honour its obligations when they fell due,

and of other supervisory concerns regarding the bank. -

On the same day, 22 February 2018 VBS Mutual Bank advised the BSD and

the NPS that the PIC management committee had submitied the bank’s
application for funding to the PIC investment committee, wﬁich committee
would meet on the same day, 22 February 2018 fo discuss making available
approximately R1,5 billion to VBS Mutual Bank in order to éover all short
term deposits — however the type of funding from the PIC still needed to be

clarified.
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On 23 February 2018, the BSD received letters from VBS Mutual Bank
requesting condonation for the minimum liquid assets required to be held

and the general and non-distributable reserves to be held. These letters are

attached as annexure "KN12" and annexure "KN13" respectively. [t was

subsequently decided that condonation would only be granted on condition
that the bank rectify its current liquidity position for the relevant maintenance
periods. VBS Mutual Bank advised that it was still awaiting finalisation of the
funding from the PIC, and Had no further update since the last interaction.
VBS Mutual Bank also-advised that they had no further possible deposits
lined up from the municipalities as all potential depositors had been deterred

from placing funds with mutual banks after they had consulted with National

Treasury. The bank was also unsuccassful in its attempts to source funding |

from bigger commercial banks.

VBS Mutual Bank submitted is Liquidity Recovery Action Plan, dated 22

February 2018, where it indicated that it was relying on a funding line from

the PIC fe recover from the liquidity distress event in the immediate term.
The BSD requested further information in respect of the proposed R1,5
hiltlion funding éxpected from the PIC (i.e. interest rates and other charges).
VBS Mutual Bank indicated that since the facility had not been finalised,
these details were unknown. The Liguidity Recovery Plan submitted by, VBS

Mutual Bank is attached as annexure "KN14",
28
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On 26 February 2018, VBS Mutual Bank sent an email with its application to
convert to a commercial bank interms of section 63 of the Mutual Banks Act,
Due to the prevailing liquidity crisis which VBS Mutual Bank was
experiencing, the BSD was not in a position to process the application. With
regards to the retention of municipality deposiis, VBS Mutual Bank had
previously communicated to my office that the National Treasury had granted
the bank a disp'ensaﬂon of eighteen months to hold the deposits, during
which time the bank was required to convertto a commerciat bank. The BSD
had repeatedly réquested VBS Mutual Bank to furnish it with a formal
confirmation of such agreement with the National Treasury which led to the
bank’s decision to expedite the submiséion of the application, however such
confirmation was not forthcoméng. A write up on the facts relating to VBS

Mutual Bank's license application is attached as annexure "KN15".

A banking license registration application typically takes anywhere between
12 and 18 months to process and complete, and approval is not guaranteed.
A preliminary assessment of the application submitted by VBS Mutual Bank
indicated that the documentation was incomplete and some of it is in draft
form. In an e-mail dated 8 February 2018, VBS Mutual Bank was notified of
all the information that would be required of it In its application to convert to

a commercial bank,
29
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The BSD and NPS held a meeting on 26 February 2018 to consult with the
Recovery Planning 'speciaﬁsts of the Financial Stability Department and the
Legal Depariment of the Reserve Bank in order to explore the different
actions which could be undertaken by me in the event that VBS Mutual Bank

was unable to source the required funding.

On 26 February 2018, | held a mesting with National Treasury and VBS
Mutual Bank’s two largest shareholders.— Vele Investments (the applicant)
and'the PIC. I noted differences between the amount that VBS Mutual Bank
had indicated it expected to receive in its Liquidity Recovery Action Plén, and
that which was indicated by the PIiC in the meeting, which was much lower
than the R1,5 billion mentioned by VBS Mutual Bank. My Office had
subsequently requested that VBS Mutual Bank revise ifs Liguidity Recovery
Action Plan to reflect the conclusions reached by the majority shareholders

in the aforementicned meeting. The letter is attached as annexure "KN16",

On 28 February 2018, | received a letter from the Chief Executive Office of
VBS Mutua! Bank which indicated that the revised Liquidity Recovery Action
Plan requested by my Office was largely dependent on the outcome of the
PIC Investment Comfnittee decision. VYBS Mutual Bank confirmed that the

investment Committee meeting was set o take place on 1 March 2018, after
' 30
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which the bank would know the funding structure and final amounts. This
letter is attached as annexure"'KN‘I?“. The Heads of Department of the
BSD, NPS, Financial Stability and Legal Department of the Reserve Bank
met to obtain my guidance on the appropriate pre-emptive action that might

be necessary in order to protect the interest of the bank’s depositors.

- Annexure "KN18" is the discussion document which illustrates the different

options explored in the case of VBS Mutual Bank.

On 2 March 2018, VBS Mutual Bank indicated that it had not received any
feedback from the PIC as the Investment Committee had not met the

previous day as envisaged, and that the meeting had now been scheduled

for 5 March 2018. VBS Mutual Bank had in the meantime received funds

from two municipalities: R40 million from West Rand Municipality and R&0
million from Dr Ruth Mompati Municipality on 27 February 2018 and 2 March

2018 respectively.

On 5 March 2018, and during a conference call, VBS Mutual Bank again
advised that the PIC Investment Commitiee would give the bank a definitive

answer on either 8 or 7 March 2018.

On 6 March 2018, in a telephonic discussion with VBS Mutual Bank, Mr

Mukhodobwane Indicated that several municipalitigs had submitted
31
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withdrawal requests on their funds deposited at VBS Mutual Bank. The total

value of the withdrawals was R507,1 million. Mr Mukhodobwane had

‘furnished the Registrar's Office with documentary proof of the withdrawal

requests, some of which were dated as far back as 27 February 2018. It
soon emerged that VBS Mutual Bank had previously disclosed a lower
amount as being due for immediate payment. He further submiited a
response letter sent to these municipalities by VBS Mutual Bank, wherein
VBS Mutual Bank had communicated to the municipalities that the bank
would relinquish all its municipality deposits held at the bank as part of an
unwinding process which would be finalised in the next 7 working days from

5 March 2018. The leiter is attached as annaxure "KN18",

On 6 March 2018, VBS Mutual Bank had a Total Estimated Real Time Line
of just R18 million. It was clear that the bank did not have the funds to make
such payments. When questioned about where the bank was going fo get
funding within seven days to refund the total municipality deposits to the
value of R1,5 billion, Mr Mukhodobwane responded that the amount would
likely come from the PIC, failing, which the temporary funds from the Insure
Group company — approximately R300 million — which was due. to be
deposited in.the next couple days, would be used..VBS Mutual Bank also
advised that the PIC Investment Commiitee was due to meet on 7 March

2018.
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On 7 March 2018, VBS Mutual Bank indicated that the PIC Investment

Committee was due to meet again on ¢ March 2018.

On 8 March 2018, the Reserve Bank and National Treasury met with VBS
Mutual Bank's Board and Executive Management to discuss the bank's
faiture to obtain a viable solufion to the liquidity distress event, and to
communicate the prospect of the bank being placed under curatorship. The
Board of VBS Mutual Bank requested an exira day to allow for the final
decision of PIC application for funding, which | granted. The Board
specifically acknowledged at that meeting that if it failed to source funding
from the PIC, to relieve the current liquidity crisis, it would be appropriate for
the bank fo be placed under curatorship. | advised. the Board and
management that if the Reserve Bank did not have written confirmation of a
commitment of funds by the PIC, | would recommend to the Mi’nister of
Finance that the bank be placed under curatorship by ciosg of business on
12 March 2018, The minutes to the meeting are attached as annexure

"KNT9A".

On Friday, 9 March 2018, during the 15h00 teleconference meeting, VBS
Mutual Bank mentioned that it had not, as yet, received feedback from the

PIC Investment Committee regarding the funding of VBS Mutual Bank. No
: ‘ a3
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communication of the outcome of this meeting was provided by VBS Mutual

Bank at the end of the day.

On Saturday, 10 March 2018, media coverage began to emerge reporting.
that VBS Mutual Bank was "about to go bust’. This happened after the
Chairman of VBS Mutual Bank had written and emailed an ope.n letter to me
on Friday, 9 March 2018. (Annexure "KN8") My Office was of the opinion
that this open letter, which was made available to the media, precipitated a
potential bank run due to the panic it caused among the public. This
necessitated that | take immediaté action to safeguard the interests of the
depositorus. | sent a letter addressed to the Minister of Finance, and
supported by the Director General Mr Dondo Mogajane and Deputy Director
General Mr Ismail Momoniat, recommending that VBS Mutugl Bank be

placed under curatorship. (Annexure "KN7").

It is clear from the chronology set out above that VBS Mutual Bank was
unable to repay deposits made with it when it was legally obliged to do so.
It was also unable fo meet its prudential obligations. These are legal

requirements that banks have to meet.

In the light of the open letter written by Mr Matodzi, | sought to establish the

outcome of the PIC Investment Committee that had taken place on 8 March
34
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2018. In a telephone discussion on Saturday, 10 March 2018 with the CEO

- of the PIC, | was informed that the PIC Investment Commitiee had decided

not to further invest in VBS Mutual Bank.

On Sunday, 11 March 2018, | advised the Chairman of the Board and the

Chief Executive Officer of VBS Mutual Bank that, after due consideration of

the facts surrounding the liquidity distress event, | had recommended to the

Minister of Finance that the appointment of a curator would be in the best
interest of the public and VBS Mutual Bank's depositors. | further advised
the Chairman of VBS Bank telephonically that the Minister of Finé_nce had
accep";;ad my recommendation and decided to place the Bank under
curatorship. The letter is attached annexure "RM2" to the founding affidavit,
Following the Minister's approval of the recommendation, the Reserve Bank
held a press conference to announce the placing of VBS Mutual Bank under
curatorship, and to answer queries by the press. The media statement

delivered to the press is attached as annexure "KN20",

Sizwe Nifsaluba Gobodo Advisory Services Proprietary Limited were
appointed as curator of the bank. Mr Anoosh Rooplal is their represeritative.
In this affidavit, where | refer to the curator, | refer to Sizwe Ntsaluba Gobodo

as represented by Mr Anoosh Rooplal.
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The facts of this matter demonstrate that VBS Mutual Bank has been
severely mismanaged. The curatorship should be left in place fo protect its

creditors, the stability of the banking sector and the public interest in general.

Mr Rooplal ‘and his team commenced with their duties on the morning of

Monday, 12 March 2018.

l, together with various representatives of the Reserve Bank and other
relevant parties, met with the Mr Rooplal and his team on 22 March 2018,
The purpose of the meeting was for Mr Raooplal to provide me.aijd the
Reserve Bank with his initial assessment and observations as to the status
of VBS Mutual Bank since his appointment as curator on 11 March 2018, Mr
Rooplal has signed a confirmatory affidavit which is attached and marked

annexure "KN21", in which he confirms the following preliminary findings:-

79.4  when Mr Rooplal commenced with his duties on 12 March 2018, the
liquid cash position of VBS Mutual Bank amounted fo
R24,701,867,60. This is in respect of a bank which held total
deposits ostensibly in the region of R2,800,000,000. | say

‘ostensibly because the Mr Rooplal has been unable to confirm the
' 36
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79.2

79.3

79.4

veracity of a material portion of the so-called corporate deposits

‘which amount to approximately R900,000,000. Itis uncertain as to

whether all of these corporate deposits represent 'frue’ deposits and
the Mr Rooplal has tc date been unable to confirm that amounts in
respect of all these deposits were actually received by VBS Mutual

Bank;

it appears as though VBS Mutual Bank were paying brokerage
commissions to entites fo attract deposits, mainly from

municipalities, to the bank. This is highly unusual for banks;

the liquid cash position would not enable VBS Mutual Bank to repay
deposits as and when required, The. details of VBS Mutual Bank's
liguidity position, since February 2018, has been addressed in detail
above and Is not repeated save to mention that ali deposits would be
callable by depositors and may need fo be paid at short notice. ltis

apparent that VBS Mutual Bank would not be in a position to do so;

the integrity of the financial information at VBS Mutual Bank is highly
compromised. There are significant deficiencies in the
administration and management of the bank. The environment is

such that financial information is highly susceptible to manipulation
37
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79.5

79.6

79.7

and from Mr Rooplal's initial assessment, he is of the view that there
may have been considerable manipulation of the bank's financial

information:

there are a significant number of large Rand value related party
transactions between the bank, related companies and staff. The
identification and quantification of these transactions will require

additional investigation and assessment;

Mr Rooplal has reaéon fo believe that the bank has been
mismanaged by the exécutives and its management committee. Mr
Rooplal is further of the view, based on his initial assessment, that
there may have been fraudulent reporting and fraudulent
transactions conducted in order to extract money from the bank in
order to further the personal interests of certain key indjviduals and

companies related to the bank;
management and conirol of the bank has been dominated by a few

individuals in the bank. Mr Rooplal is of the view that the corporate

governance environment at the bank is particularly weak;
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79.9

79.10

nine out .of the twenty largest advances made by the bank are
currently indicated as being nen-performing. In this regard, | mention
that Mr Rooplal has ascertained that these advances total
approximately R400,000,000 and a significant portion are
non-performing and no material effort appears to have been made to
attempt recovery. [n addition, there is an additional advance to an
entity of approximately R150,000,000 which is also non-performing
and where Mr Rooplal has been unable to obtain any .meaningful

information relating to this advance;

excel.spreadsheets are used to manage the centract finance and fuel
guarantee hooks of the bank. In addition to these being susceptible
to manipulation, it is highly unusual for a bank {o manage these

contracts by means of an excel spreadsheet;

access to the trial balance and general ledger of the bank were
initially withheld from t.he curator by bank executives and the curator
was only able to obtain these documents on 18 March 2018. From
Mr Rooplal's preliminary analysis of the general ledger and trial
balances, he has identified suspense accounts with large balances
and is concerned that certain of these may be a fictitious creation of

deposits on the bankihg system. Mr Rocoplal’s concerns in this
39
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79.11

79.12

79.13

regard stem not only from the initial withholding of this information
from the curator, but also from information obtained from certain

whistle-blowers who have reached out to the curatorship team;

by way of example, | point out that Mr Rooplal has ascertained that
approximately R1,800,000,000 worth of assets are reflected by
means of a suspense account entry. This is not only highly unusual,
but Mr Rooplal has not been able .to obtain any information to
corroborate the suspense account entry and/or to confirm that this

constitutes real and tangible assets of VBS Mutual Bank;

Mr Rooplal has ascerfained that staff are reluctant to follow up on

large clients who owe the bank maney;

the contract finance book of the bank appears to have experienced
critical performance failures with only approximately a 5% repayment

against the average outstanding balances. In contrast the advance

89

on this book was almost five times as high as repayments, In

addition, the book reflects anh interest journal entry amounting to
R78,659,455 which appears to have been created to 'synthetically
increase interest income against contract finance advances in order

to inflate such income and protect solvency. Although further
40
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investigation needs to be undertaken, it would appear that these

amounts are hot recoverable. There is no rational reason, of which

the curétor is aware, as to why a bank would seek fo reflect interest

income by way of a journal entry.

Mr Rooplal's preliminary assessments and observations highlight the real
concerns which exist with VBS Mutual Bank. They also demonstraie why it
is essential and in the interests of all parties that curatorship continuevs. This
is necessary not cnly to protect depositors of VBS Mutual Bank and other
parties, but also to ascertain the true. position as to what has transpired at

VBS Mutual Bank.

If, despite what has been set out above about the baseless grounds for
impugning the Minister's decision to place VBS Mutual Bank under
curatorship, this court were inclined to grant any of the relief claimed in
prayers 7 or 8 of the notice of motion, then 1 respectfully submit that it should
exercise its remedial powers under section 172(1){(b) of the Constitution to
suspend that declaration of invalidity in order for the decision to remain valid

and to secure the public interest.

CONDONATION FOR THE LATE FILING OF THE AFFIDAVIT
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The applicant unilaterally imposed a deadline of 26 March 2018 for filing this

affidavit. It has not been possible for me to meet that deadline because of

four factors:-

82.1

82.2

82.3

there was initial uncertainty after the application was launched
becausé, the Chairman of the applicant announced publicly, the

following day that the application had been withdrawn;

clarity on whether the application had, in fact been withdrawn was
only received from the applicant’s atterney at midday on 22 March

2018. Thatwas Thursday last week. It was therefore only from that

| point that the preparation of this affidavit commenced;

since that date, my Office has moved with all reasonable speed to
prepare this affidavit. The process has required a series of
consultations with persons involved in monitoring the actions of VBS
Bank over the last year, as well as with the curator appointed on 11
March 2018 in order to understand what has been discovered since

he took over the management of the Bank;
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82.4 this affidavit will be filed within a week of the date on which the Bank
received confirmation from the applicant's attorneys that the matter

had not been withdrawn.

83  Copies of the correspondence addressing the issues highlighted above are

attached as annexure "KN22" and "KN23" respectively.

84 Inthe circumstances, | respectfully request that the failure fo file this affidavit,

within the timeframes unilaterally set by the applicant, be condoned.

AD SERIATIM

85 In this section of the affidavit, | address only those factual averments in the
founding affidavit that have not already been addressed above. Any matter
not specifically traversed hereunder and which is also not dealt with above,

is denied.

AD PARAGRAPHS 5.4 10 6.7

868  The agreement reached between the parties at the meeting of 8 March 2018
was that the Registrar would not proceed with the imposition of curatorship

until such time as VBS Mutual Bank's application had been considered at
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the PIC Investment Committee Meeting, which was to be held on Friday, 9
March 2018, The agreement further provided that the outcome of the PIC
investment Committee Meeting was to be formally communicated by VBS
Mutual Bank to the Reserve Bank by 10:00 on Monday, 12 March 2018.
However, in light of the open letter written by Mr Matodzi which may have
had the effect of triggering a run on the bank when VBS Mutual Bank
commenced business on Monday, 12 March 2018, | sought to establish the
outcom“e of the PIC Investment Committee meeting prior to the agreed upon
time. In a telephonic conversation on Saturday, 10 March 2018 the CEO of
the PIC informed me that the Investment Committee had decided not to

further invest any funds into VBS Mutual Bank.

The Investment Committee’s decision regarding VBS Mutual Bank was

available following the PIC investment Committee meeting held on Friday, 9

March 2018. Waiting until 10:00 on Monday, 12 March 2018, would not have

had any effect on the decision already taken by the PIC Investment

Committee.

It is important to note that | acted earlier than the agreed upon time wholly in
response to the open letter written by Mr Matodzi which may have had the
effect of triggering a run on the bank when VBS Mutual Bank commenced

business on Monday, 12 March 2018.
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AD PARAGRAPH 11.4
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A curator is appointed with the purpose protecting the interests of depositors.
He or she is also appointed in order to investigate and confirm the solvency

position of a bank.

| have long had concerns regarding the risk and liquidity management within
VBS Mutual Bank which resulted in the liquidity distress experienced by VBS

Mutual Bank,

My office was convinced that curatorship was the most suitable option after.

consideration of various options for the orderly resolution of the liguidity

constraints experienced by VBS Mutual Bank.

AD PARAGRAPHS 11.11 AND 11,18

92

No representation was made to the Reserve Bank to indicate that there was
a stand-off between VBS Mutual Bank and National Treaslury. Thé Reserve
Bank understood that the concerns raised during these deliberations were
adeguately ventilated and understood between the parties. Minutes of the

meetings between VBS Mutual Bank and National Treasury were not shared
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with the Reserve Bank and neither did the Reserve Bank expect that these

would be shared.

Despite National Treasury issuing a public directive which furthér brought
the illegality of mutual banks managing municipal deposits to the attention of
both municipalities and VBS Mutual Bank, the management of VBS Mutual
Bank continued to attract additional municipality deposits and did not actively

return these deposits that they were ménaging.

It is not within the Reserve Bank's mandate to intervene in the execution of
the National Treasury’s mandate or to express an opinion on the direction
Natjonal Treasury ought to adopt in evaluating a public finance matter related
to municipal compliance with the Public Finance Management Act (PFMA)

and Municipal Finance Management Act (MFMA).

The management of banks and mutual banks is placed squarely in the hands
of the management team. The Resetve Bank is only responsible for the

supervision and regulation of these Institutions.

CONCLUSION

26

In the light of what is set out above, [ seek an order:-
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96.1 striking the matter from the roll with costs on an attorney and client

scale; or

96.2 dismissing the appiication with costs, on an attorney and client scale.

Neidop

DEPONENT

| hereby certify that the deponent has acknowledged that he knows and
understands the contents of this affidavit, which was signed and sworn to before
me. Commissioner of Oaths, at X&&=e&y . on this the 24 day of
M\A&.om 2018 the regulations contained in Government Notice No R1258 of 21
July 1972, as amended, and Government Notice No R1648 of 19 August 1977,

as amended, having been complied with.
)

COMMISSIONERBGFOATHS

FULL NAMES:
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Pretoria, (0002
COMBUSSIONER OF OATHS

EX OFFICIO: : Practising Attorney, RSA

HSAINS PIMPANYANA RAMMUTLA
. te 519 - 5th Floor, Premium T
ADDRESS:! uCnr. Lilian Mgog?g‘ P'l:?e;g'rl:tlrs Sc;:veeér;s

-----------------------------------------------------------------
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© IN THE HIGH COURT OF SOUTH AFRICA
(GAUTENG DIVISION, PRETORIA)

Case no. 19301/18

in the matter between;

VELE INVESTMENTS (PTY) LTD Applicant
and

MINISTER QF FINANCE : First Respondent
THE REGISTRAR OF BANKS- Second Respondent
SIZWE NTSALUBA GOBODO ADVISORY Thi.rd Respondent

SERVICES (PTY) LTD (in its capacity as the
curator of VBS Mutual Bank)

MINISTER OF JUSTICE AND Fourth Respondent
CONSTITUTIONAL DEVELOPMENT

MINISTER OF COOPERATIVE GOVERNANCE Fifth Respondent
AND TRADITIONAL AFFAIRS

CONFIRMATORY AFFIDAVIT: RHONA BADENHORST

1, the undersigned,

RHONA BADENHORST

do hereby make the foliowing statements under oath:
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| am an adult female Lead Operations Analyst: National Payment System Departiment

employed as such by the South African Reserve Bank,

The facts to which | depose are true and correct and are within my personal knowledge

except where it is apparent from the context that they are not,

f have read the affidavit deposed to by Kuben Naidoo, and confirm the content thereof as

true and correct insofar as they relate to me.

@:KWL—\/}

DEPONENT

| hereby certify that the deponent has acknowiedged that he knows and undeystands the
contents of this affidavit, which was signed and sworn to before me, Commlssioner of Oaths, at
69-310 LRy on this the 2.9 day of |X.\i& YA 2018 the regulations contained in

..............................

Government Nofice No R1258 of 21 July 1972, as amended, and Government Notice No R1648

of 18 August 1977, as amended, having been comp! ith.

COMMTSSIONER OF OATHS
FULL NAMES.
HSA!:LSS?IMPANYANA RAMMUTLA
) uj 9 - 5th Floor, Premi
ADDRESS: Cnr, Litian Ngaoyioé Pﬁgﬁ& got?eee';:s
- comm:g@tgﬁ E'Rog%ZOATHS
EX OFFICIO:; Practising Attorney, RSA

.................................................................
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IN THE HIGH COURT OF SOUTH AFRICA
(GAUTENG DIVISION, PRETORIA)

Case no. 1930118

In the matter between:

VELE INVESTMENTS (PTY) LTD Appllcant
and

MINISTER OF FINANCE . Flrst Respondent
THE REGISTRAR OF BANKS Secend Respondent
SIZWE NTSALUBA GOBODO ADVISORY Third Respondent

SERVICES (PTY) LTD (in its capacity as the
curator of VBS Mutual Bank)

MINISTER OF JUSTICE AND- Fourth Respondent
'CONSTITUTIONAL DEVELOPMENT

MINISTER OF COOPERATIVE GOVERNANCE Fifth Respondent
AND TRADITIONAL AFFAIRS :

CONFIRMATORY AFFIDAVIT: DELARESE VAN DER MERWE

|, the undersigned,

DELARESE YAN DER MERWE

do hereby make the following statements under oath:
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| am an adult female Manager: Bank Supervision Department, employed as such by the

South African Reserve Bank.

The facts to which | depose are true and correct and are within my personal knowledge

except where it is apparent from the context that they are not.

| have read the affidavit deposed to by Kuben Naidoo, and confirm the content thereof as

true and correct insofar as they relate to me.

I hereby certify that the deponent has acknowledged that he knows and understands the
contents of this affidavit, which was signed and sworn fo before me, Commissioner of Oaths, at
Lol . onihis the 2.9 ™ day of PAARLIL2018 the regulations contained in
Government Notice No-R1258 of 21 July 1972, as amended, and Government Notice No R1648

of 19 August 1977, as amended, having been compli ith.

CONNISSIONER OF OATHS

FULL NAMES;

{ I-iAF:!SSPQIMSPiﬁNYANA RAMMUTLA
. Suite - 6th F! y P i
ADDRESS; ! Cor. Lilian Ngo??:{.& p?éi’é'r‘.‘ﬂ';Ts‘i‘Pé‘é’?

i Pretoria, 0002

. COMMISSIONER OF
EX OFFICIC: Fractising Attomey?égzs

...................
-----------------------------------------------
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IN THE HIGH COURT OF SOUTH AFRICA
(GAUTENG DIVISION, PRETORIA)

In the matter between:

VELE INVESTMENTS (PTY) LTD
and -

MINISTER OF FINANCE

THE REGISTRAR OF BANKS

SIZWE NTSALUBA GOBODO ADVISORY
SERVICES (PTY) LTD (in its capacity as the
curator of VBS Mutual Bank)

MINISTER OF JUSTICE AND
CONSTITUTIONAL DEVELOPMENT

MINISTER OF COOPERATIVE GOVERNANCE
AND TRADITIONAL AFFAIRS

Case no, 19301/18

Applicant

First Respondent

Secorid Respondent

Third Respondent

Fourth Respondent

Fifth Respondent

CONFIRMATORY AFFIDAVIT: REGOMODITSWE NTSIE

I, the undersigned,

REGOMODITSWE NTSIE

do hereby make the following statements under oath:
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| am an adult female Analyst: Bank Supervision Department, employed as such by the

South African Reserve Bank.

The facts to which | depose are frue and correct and are within my personal knowledge

except where it is apparerit from the context that they are not.

| have read the affidavit deposed to by Kuben Naidoe, and confirm the content thereof as

true and correct insofar as they relate to me.

DEPONENTY//

| hereby certify that the deponent has acknowledged that he knows and understands the
contents of this affidavit, which was signed and sworn to before me, Commissioner of Qaths, at
otanssd on this theQ_& ™ day of Mfr&tt 2018 the regulations contained in

G'overnment Notice No R1258 of 21 July 1872, as amended, and Government Notice No R1648
of 19 August 1977, as amended, having been complied with.

..

A\
COMMESIONER OF TATHS

FULL NAMES:

HANS DIMPANYANA RAMMUTLA

ADDRES$: Suite 819 - 5th Floor, Premium Towers

Cor. Lilian Ngoyi & Pretoriug Street
Pretoria, 0002

EX OFFIGIO: COMM!SE@SER O%AOATHS

Practising Attorney, RSA

-----------------------------------------------------------------
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EMAIL
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Johannesburg Office '
The Centrai

Mr Joseph Maluleke 96 Rivonla Road

R W Attorneys _
Walker Creek Office Park ﬁ;ggﬁg“}agéiﬁogi‘)gtﬁ Africa
Second Floor Sandton 2146

9 Florence Ribeiro Avenye : Docex 111 Sandton
Muckieneuk, Pretoria . Tel 427 11535 800D

. . : Fax +27 11 535 8600
Emall: jose rwafrica.c www.werksmans,com

enguires@werksmans, com

YOUR REFERENCE: .

OUR REFERENCE: Mt C Manaka/Mr C Moraltis/Jc/SOUT3267,92/#4836093v1
DIRECT PHONE: +27 11 535 8145/+27 11 535 B271

DIRECT FAX: +27 11 535 8645/427 11 535 8771

EMAIL ADDQRESS: cimanaka @werksmans.com/cmoraltis@werksmans.com

22 March 2018

© Pear 5irs

VELE INVESTMENTS PROPRIETARY LIMITED VS THE MINISTEF'{ OF FINANCE AND OTHERS:
CASE NUMBER 19301/18

1 We refer to our letter of 19 March 2018, to which we have had no response.

5 We have accordingly deflvered our client’s, the Registrar of Banks, notice of intention to oppose
thé abovementioned application, o -

3 We have now had the opportunity to consider the appiication and to obtain our client's
- Instructions with regard thereto. ' :

4. The application is primarily aimed at attacking the constitutionality of the provisions of the Banks

Act, 94 ‘of 1990 (Banks Act), the Mutual Banks Act, 124 of 1993 (Mutual Banks Act) and .

certaln regulations, There is no basis on which this application Is urgent. No urgent court can
be requested to determine the constitutionality of statutes.

5 The constltutional valldity of statutes are complex matters and the question of justification for
any limitation of rights tequires extensive evidence to be produced about the purpose of the
leglstation, the means empioyed to achleve that purpose and the proportlonality of the means
selected. These are hot matters which are sifited to adjudicatlon by an urgent court,

6 To the extent that the applicants challenge the' Munlclpal Investment Regulations, these were
promulgated In 2005, over thirtzen years ago and any challenge in this regard Is grossly out of
Hme and not a matter to be addressed in an urgent court,

Werksmans Ing, Reg, No, 1990/007215/21 Ragictared Dffice The Centrs) 96 Rivonla Road Sandton 2196 South Afrlce

plractors O Heriz (Chalrman) C Andropoulos B Arcnoff DA Artelro T Bata LM Becker JD Bahr AR Berman NMN Bhengu Z Blleden RGB Boshoff GT Bossr
T3 Boswell MC Brénn W Brown PF Burger PG Cleland JG Cloete PP} Coetser C Cole-Morgan IN de Villlars R Driman S Fodor D Gawer JA Gobetz R Gootkln
1D Gouws GF Griessal ) Hollesen MGH Hanlball VR Hoslosky BB Hotz HC Jacabs Tl. Janse vah penshirg N Harduth G Jehannes S Jul; 1 Kallmeyer A Kenny

S Mabaza PK Mabaso

Pt Manzka H Masondo JE Melring $M Moerane ¢ Moraitls PM Mossba KO Motshwane L Naldoo 2 Nlcklg 33 Niermand BPF Ollvier WE Gosthulzen S Padayachy
i

TA Shigls LK SHberman JA Smit JS Seit BM Sbna CL&tevens PO Steyn J Stockwel] 3G Theron PW Tindle 5 Truter KYTrudgeon DN van.den Berg
AA van der Merwe HA van Nigkerk B yan Tender J& Vap ka A Vatalidls AN Wakefiald DC Watkar 1. Watsan D Weglerski G Wickins M Wiehahn DC Willans

DG Witllams E Wopd 8W Warkman-Davies Consultant AL

Y
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To the extent that the applicant's challenge relates to the Minister of Finance's declsion to piaée

VBS Bank under curatorship on 11 March 2018, then there is algo no adequate case made out

for urgency. In this regard and the papers do not explain that there |s any immediate harm to
the applicant that Is |Tkely to follow unless the court steps in now.

To the extent that the applicant wishes, in due course, to challenge any aspect of the
constitutional valldity of the Banks Act, the Mutual Banks Act, the Municipal Investment
Regulations or the Minister of Finance's declclon of 11 March 2818, It can bring that chalienge in
the ordinary course, but to do so In urgent court {s an abuse of process.

In the clrcumstances the applicant Is cailed upon to withdraw its application by close of business
on Friday, 23 March 2018, failing which our client wlill seek a punltive costs order agalnst the
applicant. .

Yours fatthfully

B R :

Werksmans
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Walker Creek Office Park, 2 Floor, Waiker Creek 2,
9D Florence Rifeiro Avenue, Mucklenaulk, Pretaria (Maln Office)
P O Box 2265, Brooklyn Sguare, 0075 * Dogex 36, Brookiyn

Telt 427 12 452 4000 Bayteny
Tel: +27 51000 0004 Bloemfonteln
Tet: +27 15 000 0011 Polokwane
Tei: +27 13 000 0467 Mbombela
Teh 423 02 100 507 Mauritils
fFax: | +27 12 346 7609
. Email: info@rwafHca,com
Web:  www.rwaftica.com ATTORMEYS

Law } Tax | Forensic | IP

TO: WERKSMANS ATTORNEYS
EXTREMELY URGENT
ATTENTION: MR C MANAKA
BY EMAIL: cmanaka@werksmans.com/
cmoraitis@werksmans.com
Your Ref: Our Ref; ' Date:
Mr C Manaka/Mr C Moraitis _ MJ Maluleke/ T Ngini 23 March 2018

Direct No:  {012) 452 4117

Direct Fax;, 086 545 0264 |

E-mail: josephm@rwafrica.com
Dear Slrs

RE: VELE INVESTMENTS (PTY) LTD / MINISTER OF FINANCE & 4 OTHERS- CASE NO:

19301/2018
1, Your letter under rep!y'has reference.
2. We have advised our client that no purpose whatsoever will be served by responding

thereto, suffice to say that it is precisely for that reason the court is ceased with
adjudicating the matter and you have ample time preparing those arguments for the

Judge.
3. We trust you find the above to be in order.
4. All our client’s rights remain strictly and expressly reserved.

Yours faithfully

(e

Joseph Maluleke
Director: RW Attorneys

Rooth & Wessels Inc Reg Not1998/003337/21 VAT No: 4500224342 Member of the RW Africa Group
A Level 2 BBBEE Company - e . :

CSP Supplier number MAAADD 10106, Reglstration number FFF5GFD12-062B-4136-8781-80EFACES5908

Dlrectors: M1 Malileke LLB HDip Tax (Chalrman), A Bloem BLC LLB (Managing Director), F Asmall BA LLB Adv Prog Labour Law, M Meyer LLB Senijor
Aseoelates: LI Botha LLB, VC Willams® 8.5 Eng{Mech), B.Proc FSAIIPL, T Nginl LB Assoclatest, |.P) Gmome BCom L1B, BB Khwelemthinl LLB, M
toetzee LB, AH Nichha Beom LLE, LLM Senior Manager: JAG Nkini®* MBA(IE) B.ACC FIN

*Trademark and Patent Attornay, **Forenslc
Gauteng | Bloemfonteln | Polokwane | Mbombela | Mauritius
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PVELE

INVESTMENTS

Messrs R. W Attdrmeys
‘Wallker Creek Office Park
Second Floor

90 Florence Ribeiro Avenue
Mucklzneuk

Pretoria

ATTENTION: MR.. JOSEPH MALULEKE

RE: CASE AGAINST RESERVE BANK & NATIONAL TREASURY

r

1. We refer to thie above matter.

2 Please note that Vele Investisents znd the delegation from the key met late yesterdmy
with both the Resetve Bank and National Treasury and it was agreed that the parties will
opt for an amicable resolution of their dispute.

3, If was further agreed that Vele Investments will withdraw its Court astion,

4,  Accordingly, we hereby instruct yoursefves to withdzaw the matter and to notify the
Cﬂm*tvacoer‘dingly;

Yours faithfully

B.M1 TSHE
Chairpers

VELE INVESTMENTS (1Y) LTD | Unit AB21, Srosvener Sguare, Century Gity, Cape Town, 7441
i TELEPHONE: +27 11 772 1000 | EMAIL: Info@velelnvesimenis.com | wwiv.velelnvisiments.com
DIRECTORS: T, Maksz] [Ghalmany; R.M. Madzonga (SEC): P. Makhavhi (Nen-Execuiive); B M, Manyaisha (Non-Executlve)

REGISTRATION NUMBER: 2014/253321/D7
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ATTORNEYS
EMAIL
Johannesburg Dffice
' . The Central
ose
gw :ttz‘;ngaéu‘eke . : 96 Rivenla Road
Y ‘ Sandton 2196 South Africa
Walker Creek Offica Park Private Bag 10015
Second Floor Sandton 2146
Q0 Florence Ribeiro Avenue Docex 111 Sandton
Muclkleneuk, Pretorta ‘ ' ‘,iz'x iig E g;g gggg
Emall: Eﬂiﬂwrﬂ WWw.warksmang,com
engulrles@werksmans.com
YOUR REFERENCE!

OUR REFERENCE: MrC Manaka/Mr C Moraitls/jc/SOUTSZG?.92/#4831645\/1
DIRECT PHONE: +27 11 535 8145/427 11 535 B271

PIRECT FAX: +27 11 535 B&45/+27 11 535 8771

EMAIL ADDRESS: cmanaké@werksmans.com/cmoraltis@werksmans.com

19 March 2018

Dear SIrs

VELE INVESTMENTS PROPRIETARY LIMITED ¥s THE MINISTER OF FINANCE AND OTHERS:
CASE NUMBER 18301/18 B

1 We refer to the abovernentloned matler, which was launched as an urgent application on
14 March 2018, We represent the second respondent, the Reglstrar of Banks of the South

African Reserve Bank ("ou¥ client”).

2 Qur client understands that the applicant has Instructed you to withdraw the abbvementloned
appHcatlon,

3 Please could you let us have written confirmation by 16:00 on Menday, 19 March 2018 that you
have withdrawn the matter and that a notlce of withdrawal has been served on the Registrar of

the High Court,

We awaltyto hear from you.

Werksmans

Werksmans Ine. Reg. Ko, 1990/007215/21 Registered Difice The Central 96 Rivonia Road Sandton 2096 South Africa
pirectors D Herlz (Chairman} C Andropoutos BA Aronaff DA Arteiro T Bata LM Becker JD Behi AR Berman NMN Bhené;u 7 Blladen HGB Boshoff GT Bosst
T3 Boswell MC Brénn W Brown PF Burger PG Clelend 8 Cineta PP Costset C Cole-porgan 3 da Villers R Driman 5 Fodor D Gewer 1A Gobetz R Gootkin
iD Gouws G Griesse| ] Hailesen MGH Ronlball VR Hosigsky 88 Hotz HC Iacobs TL Janse van Rensburg N Harduth G Johannes S Tuly J Kalimeyer A& Keany
5 Khumale R Killoran N Kltby HA Kotre S Krige P2 Krusche P le Roux MM Lessing E Levensteln J5 Lochner K Lelw )5 Lubbe BS Mabasa PK Mabaso
HAPE Manaka H Masondo JE Meldng S Motrane C Moraitis PM Mosebo KO Mokshwane L Naldoo J Nicklg 23 Wiemand BPF Oilvier WE Qosthulzen 5 Padayachy
M Pansegrouw § passmool P Plsatitl T Potter BC Price ah Pyzlkowskl BRI Raafh A Ramdhin MDF Rodriguss L Roog BR Roothsman W Rosenberg NL Scott
TA Sibidlz (X Sliberman 3a SmiE 35 Smit BM danp €} Stavens PO steyn J Steckwell IG Theron PW Tindie 33 Truter 1 Tradgaon DN van den Berg

vah der Merwe TR ven Niekerk F} yan Tonder 18 ven ka A Vatalidis RN Wakefleld PC Walker L Watson D Weplerski & Wickine M Wiehahn DC Wiflans

AA
pG Willlams E Wood BW Workman-Davles consultent AL Armstrong




b
Walker Cresk Offica Park, 2 Floor, Walker creek 2, W N Lniﬂ
90 Flgrence Ribeire Avenue, Muckieneuk, Fretoria (Main Office}
O Box 2265, Brooklyn Square, 0075 * Bocex 36, Brookiyn B
Tel: +27 12 452 4000 Gauteng &
Tel! +27 51 000 0004 Bloemfontein
Tel: +27 15 000 0011 pelokwane
Teit +27 13 000 0467 Wbombela
Tel +23 02 100 507 Makritlis
Fax: +27 12 346 7609 R
Emall:  info@rwalrica.cam
Weh:  www.rwalrica,com ATTORNEYS

Law | Tax | Forensic | IP-

TO: WERKMANS ATTORNEYS
EXTREMELY URGENT
ATTENTION: MR C MANAKA
BY EMAIL.: ecmanaka@werkmans.com/
cmoraitis@werkmans.cotm
Your Ref: Our Ref Date:
Mr C Manaka/Mr C Moraitis _ MJ Maluleke! T Negini 18 March 2018

Direct No:  (012) 452 4117
Direct Fax; 086 545 0264
E-mall: josephm@rwafrica.com
Dear Sirs

RE: VELE INVESTMENTS (PTY) LTD { MINISTER OF FINANCE & 4 OTHERS

vour letter of even date bears reference, as you are aware we act for Vele Investments (Pty)
Limited and its shareholders (“our clients”) herein,

We have noted with shock the media reports suggesting that the abovementioned matier
between the parties has been withdrawn by our dlients purportedly on the strength of the
undated letter sent to the writer hereof and leaked to the media by the acting chairman of
the board of directors, Mr B.M Manyatshe. '

As far as our mandate is sohcemed we are appointed by a resolution of the directors of the
company and so Is the decision to institute legal proceedings against your client. The
purpose of this letter is therefore to inform you that Mr B.M Manyaishe had no authority of
the board to unilaterally give instructions to our firm to withdraw the court proceedings on the
basls of a so-called amicable solution the contents and terms of which are not known fo us
and our cilents.

There are some fundamental issues of principle that must be resolved once and for all, and
if an amicable settlement will resolve those issues our clients wiit be more than pleased with

such an outcome.

Rooth & Wassais Inc Reg No 1698/003337/21 VAT No: 4500224342 Member of the RW Aftlca Group
A Leve! 2 BBBEE Company
CSD Supplier number MAAAGG10108, Registration number FFF59F012-0525-4136-3?8&-8DEFACE55908
Directors: MJ Matuleke LLB HDIp Tax (Chalrman), A Bloem BLC 115 (Managing Director), F Asmall BA LLB Adv Prog Labour Law, M Meyer LB Senlor
Assoclates: L) Botha LLB, VC Wilkams* B.Sc Eng{Mect}, B.Pro¢ FSAIIL, T Neinl LLB  Associates:, LPI Grogme BCom LLB, BE Khwelemthini LLB, M
Coetzee LLR, AH Wichha Btom LLE, LU Sevior Manager: JAG NKini* MBA{18) B.ACC FIN
#Trademark and Patent Attormey, E4Egrensic

Gauteng | Bloamfontein | Polokwane | Mbombela | Maurltius
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5. Absent agreed principies seiting out what the terms of settlement are, patently there shall be
litigation, In the best interest of all concerned the issues in dispute should be resolved
- amicably and speedily but our clients will not settle at all costs.

6. Consequently the purported withdrawal of the appkication is of no force and/or effect.

7. That notwithstanding our clients are cpen and commitment to urgently engage into
discusslons with your clients towards & possible amicable settlement. The directors of our
clients together with the writer hereof will make time and put all the necessary resoLrces
towards achieving that,

8. All our clients’ rights rernain strictly and expressly reserved.

8. We trust that you will find the above to be in order.

Yours faithfully

(ol

Joseph Maluleke
Director: RW Attorneys
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Tel 01z 325-3935
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dnid

nea i aTEL
5 S, M“”‘I'%RA\E?E [gi’;ﬂ‘ F::F -
. THE KMINISTER OF FiNANf}E EoEL -} PREYG
THE REGISTRAR OF BANKS

SIZWE NTSALUBA GOBODO ADVISORY SERVICES
{PTY)LTD NO

! ‘(Eh Hs capacity as the curator of VBS Miitual Bank)
THE MINISTER OF JUSTIGE AND CONSTITUTIONAL
‘DEVELGPNENT

THE MINISTER QF COOPERATIVE GOVERNANCE AND
TRADITIONAL AFFAIRS

{1 THE HIGH GOURT OF SOUTH AFRICA

NN

Case number 18301/201&

‘A;spﬁcam

First Respondent

Zecond Respondant

Third Respondent

Fotrh Respondent

‘Fifth Respondent

NOTIGE INTERMS OF RULE T

TAKE NOTiGE that the- Secmnd Respondert hereby disjiute the authority of
RW ATTORNEYS to act on behalf of the Applicant in the above matter;

TAKE‘ N@TICE FURTHER that thig Second, Respondent fiereby téuire theApplicant
t0, b’y fio later than close of business on Monday 26 March 2018, serve and file with
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RULE 1453517 . v
23032018 :

Manouralis Sourt, & power of 4ftefriéy, evidencing the authority of R W ATTORNEYS

i act on thie Applioant’s behialf i this Tater.

Disted dSatidton on this 23 day 6f MARGH 2018/

WERKSMANS AW@RNEYS
Attéineys for the Second Respeohdent
Tel: 011 585. §000
Emall; cn“ianaka@werkamans zom
Ref Nir Manaka/Mr WMoraitie/SOUT3267.92
G0 MABUELA INC
#% Floor Charter House
178 Bosman Streat
Pretdria
Tel 012 325 3966

Exrnail; mabuela@ﬁsoéh eo.z8

THE ‘REGISTRAR OF THE HIGH COURT -
PRETORIA

AND T

RW ATTORN EYS.
Attorneys for iHe Apblicant
Walker Cresk Office. Park
Second Floor

\Waliker creek 2

90 Floraheé Ribelro Averids.
Muckleneuk

Pretefia

Tel; 012 452 4068

Ref: J Maluigke
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8Y EMAIL (CC: Mr. Dondo Miohajane-Natl treasury)

Mr. Kuben Naidoo
Registrar of Banks

south African reserve Bank
Helen Joseph Street
Pretoria

00l

09 MARCH 2018
Dear Kuben,

| write this personal letter ta you with a very sore heart and disappointment about the
country’s banking system. ! feel very disappointed because the events that unraveled at VBS
indicated that banks are not treated the same and it was clear that VBS was never welcome

in this exclusive system,

When VBS was then a struggling hank in the early 2011 under white management and white
board controi (even though majority of shareholders were black) it hardly had any major
issues from the Reserve Bank. Other than the fact that the SARB was worried about its
sustalned losses. The bank then was a struggling, small bank and with no concrete business
strategy in place and was stowly disappearing into irrelevance and oblivion. During 2012
when opportunity for Dyambeu came to buy shares in the bank and became a contraliing
shareholder all was well until Dyambeu made Its intentions clear that it wants to turn
around the bank and intends to remove most of the redundant white management. This
was when all hell broke loose and Reserve Bank started acting in haste and starting to
hightight campliance and other Issues about the bank that were not highlighted with prior
management, even to a point of refusing to approve black director appolntments who were
maore qualified than thelr white counterparts. We fought this battle for more than a year
with the SARB and the message was clear that we are not welcome. We embarked on a
recruitment drive 1o get young and highly qualified staff from the onset amid tough
budgeting conditions and an unknown brand.

When new management took over and conducted risk assessment on the hank there was
very little SARB compliance issues raised about the bank but to our surprise compliance
1ssues increased tenfold from SARB immediately after black management was appointed
aven though these lssues should have been raised during the time of old management, this
was clearly done to create an impression that black management is incompetent and non-
compllant. We also inherited legacy IT systems and outdated processes, these are issues
which takes years to fix but imimedlately this was placed on our shoulders as If we created

them with heightened urgency.



our initial business strategy was torn into pieces at the time by SARB with a clear intention -~
to close down the bank as belng anviable. We agaln fought this battle znd asked for time to
prove ourselves and immediately the bank returned to profitability. it quickly hecame clear
that VBS is destined for greater things as it became one of the fastest growing banks. The
record of VBS annual trilatera meetings between the bank and SARB indicates that the bank
has been improving on most aspects and even more than its peers in certain respects but
when there are one or more adverse issues as with other banks VBS Issues tend to be
magnified to create an impression that the problem Is bigger than itis. This is always done

to ensure that VBS management and board are always seen in bad light In higher echelons

of the SARB and damage their reputations silently.

When VBS received an application from the former president for his loan more than three
months prior to approval. We prudently informed Your Office via bank supervision
department and we kept the SARB informed at every aspect of our loan approval in terms of
our risk management process which bank supervision has oversight of and minutes of how
we arrived at our declsion, Even during this time, we even educated the bank supervision
staff as to how a rural home foan works as we are experts in this field. But when news broke
out and the media attacked VBS as a rogue bank with no processes. Reserve Bank kept silent
througheut, this Is in contrast to Capitec/viceroy saga which the privileged bank was -
immediately defended by the SARB within 12 hours. The silence was clearly Intended to
ensure the bank is judged through insinuations by the media as a rogue bank with some
obscure shareholders and shady processes.

VBS recelved positive reception due to publicity especially by the black community and its
status was elevated to that of a National bank. The fact that VBS is also the only black
owned bank in the country also added to the awareness. This elevation came with its own
challenges as the bank now found itself inundated with calls for more pusiness and loans
and demands from general public for the bank to expand. The bank did its best to stick to its
business model and turned away many businesses that it couldn’t handle. The bank also
received a lat of interest from municipalities whe wanted to bank and invest their excess
cash with the bank. The bank made it clear it didn’t have capacity 10 handle municipal bank
accounts and can only handle investments, All this shows prudency in the bank approach
Instead of the reckless image that has been created,

VBS always had one or two municipal accounts albeit at a smatler scale just like the other
mutual bank. With Increasing enqulry by municipalities, the ba nk investments from
munlcipalities grew to more than a billion by 2017.The raplid growth of these investments
became a concern te our competition and seme employees of municipalities who were
resistant to investing with VBS.By February 2017 it was brought to VBS management
attention that actually MFMA which governs municipalities prohibits mutual hanks from
doing business with municipalities due to its definition of a bank. This definition Is contrary
to PEMA which Is much clearer and covers mutual banks. This anomaly in the two sister
legislation confused us with the fact that it means we are allowed to bank SOE'S, Provinclal
and National departments but not municipallties, we obviously thought to ourselves that
something was not right.
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To he on the right side of the law however during NMarch 2017 VBS decided to approach
national treasury MFEMA tearn. The enguiry from a staff employee at treasury was that we
should not worry, the bank requested a written confirmation but this never came. The bank
then decided to write to the accountant general at treasury and again no responses were
received. The bank was then surprised around august 2017 when one of our municipalities
informed us that there is an emnall letter from national treasury informing them not to invest
their funds with VBS(and this was mentioned specifically}.we again tried to contact treasury
but to no avail and that was when we contacted Reserve Bank to assist us so we can engage
with treasury.SARB staff came back around September 2017 but thelr response was
inconclusive .We then decited to take treasury to court via an interdict and that was the
first time treasury responded via the office of the Director General. We were then asked to
put the case on abeyance while we aliow for a negotiated settlement.VBS obliged and the
negotiations were direct between myself and the DG.

From day one the bank position-was clear that we do not want to break the faw and all we
were asking treasury was to withdraw the letter sent 0 municipalities as this'was causing a
run on the bank. We asked for if treasury can allow us 1o elther wind down the municipal
book quletly over a period of time o be granted a deviation to continue taking these
deposits as the bank was about to apply for conversion to a wank which takes between 12 to
18 months. By January 2018 the liguidity sltuation at te bank due to municipalities
withdrawing was becoming dire and | urged the DG so we can reach conciusion on the
matter .VBS executive team then met with treastry management during January and they
conveyed the same message with treasury management. During this meeting, it however
hecame apparent that the nosition of the DG to assist on the matter is not in fine with his
management team who seermed not interested in finding any solution but rather that VBS
must just return all the investments 16 municipalities without heing concerned about the
cansequences to the bank. They however promised that they will provide their decision.in
writing within seven days of the meeting.-No written response ever came to the bank, Also
throughout the 4 months of negotiation process treasury staff continued to Instruct
municipalities to withdraw and in many instances threatening them to do so. Our concern
about non-cooperation by treasury was communicated to SARS hank supervision team and
the dangerots impact this will have on the bank and our clients, It is common knowledge
that SARB would have intervened o convince treasury that implementation of any of the
treasury decision e done ina responsibie manner but VBS was never afforded this
opportunity nor given assistance. BY the end of February, the wank reserves were now at
dangerously low levels and this forced the SARB to start intervening. Our jasi meeting
hetween myself, yourself, PIC CEO, the DG and his DDG it was then quite clear that treasury
is not going to enter into any arrangernent of any form on the matter. This amounted to a
waste of more than eight months. From that day one then Immediately realized that the
fate of the bank was actually already decided from august and the negotiations drag were
simply meant to drain the bank’s liquidity to a point where it has no choice but.face
curatorship. Had the bank been aware of this scheme [t had enough time and liquidity to
look at alternatives like raking the matter of controlled winddown to court and having
enough time to engage ts shareholders under normal circumstances.



126

It is clear that one of our greatest sin was to glve the former president a loan and running 2
suctessful black bank, We.are not politicians we were just doing our job and we did-it very
well, The former president s now a proud owner of a bonded rural home fully registered
with deeds office, something which many respected experts considered Impossible: We
wished to do more of this bonds acress all rural villages in the country so that rural property
can have equity just like the ohesin proclaimed areas, To date none of my board and
executive including myself have ever met the former president personally just like we have
never met the thousands of home owners whose loans are with the bank,

No matter what happens to the bank and its direction going forward we will leave the space
with our heads held high knowing that we achieved what was considered impossible. in the
end, we were faced with a well-organized and powerful system which does not tolerate
growing black banks and black excellence. Just as the old African bank was killed to prevent
it from competing with the big guys in the dawn of new democracy.

To me and many black Africans this democracy is just a dream which only exists on paper.

Regards,

------------------ PSRN

T, Matodzi
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Office of the Deputy Governor _
Kuben Naidoo Ref.. 18M/_ .

Mr N M Nene, MP
Minister of Finance
National Treasury
Private Bag X115
Pretoria

o001

Dear Minister

VBS Mutual Bank: ra;cummendaﬂon to appolnt a curator

5

The letter from the Office of the Registrar of Banks (this Office) dated 22 February 2018,
attached hereto as Annexure A, refars.

On 26 February 2018, this Office had requested VBS Muiual Bank (VBS) to provide it
with a satisfactory action plan and strategy on how the bank intended to remedy its current
liquidity shortage and aasa liquidity pressure golng forward. At the time of drafling this -
letter, this Office was informed by VBS that representatives of the bank were stiit in the
process of negotiating with one of its major shareholders, the Public Investment
Corporation, for additional funding andfor investment in arder fo recover fram its current
liquidity shortage position. . '

As at the date of this letter, this Office has noted that VBS has failed to raise the
aforementionad additional funding.

in light of VBS's current liquidity challenges, [t is evident that without an injection of
additional funding the bank Is unable to meet lts financial ohligations towards its
depositors, a large portion of which constitutes deposits from municipaiities,
Gonsequently, | am of the opinion that VBS is unable to repay, when legally obligad o do
so, its depositors and fo maat its other financial obligations.

| therefore regard it necessary and In the public interest to kindly request you, In your
capacity as the Minister of Finance, in terms of section 81 of the Mutual Banks Act 124 of
1993 read with section 69 of the Banks Act 94 of 1990, to appolnt SizweNtsalubaGobodo
Advisory Services (Pty) Limited (registration number 2(05/012995/07 as curator to VBS,
with effect from 11 March 2018, sizweNtsalubaGobodo Advisory Services (Pty) Limited
(registration number 2005/012905/07) will for purposes of its appointment as curator of
VBS at all relevant times be representsed by Mr Anoosh Rooplal (of whom an abridged
CV is hereby attached marked Annexure B) or, in the event of him becoming unable to
adequately fulfll hls duties In this regard, by such alternate representative of the curator
as the curator, with the approval of the Registrar, may designate.
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Thig Office Ie of the view that such an appointment would be in the best Interest of ihe
public and VBS's depasitors and would present the most sultable and most effective
mechanisim to fasilitate the orderly management of the bank, specifically Inisofar as it
relates to the liquidity problems experienced by VBS. (Pro forma letter pertaining fo such
appolntment, marked Annexure &, is also attached).

In the interim, the Bank Supervision Department and the National Payments System
Department of the South African Reserve Bank {SARB) contlnue to monitor the daily
exposures for YBS in the South African Muitiple Option Settlement (SAMOE) system fo
ensure that VBS continues 1o settle dally. The bank currently has minimal funds In ifs
settlement account to seftle payments. Furthermore, at the close of business 6 March
2018, VBS had R0.00 balance In iis cash reserve account held at the SARE and minimal
unencumbered collateral pledged in the SAMOS system.

As at 31 January 2018, VBS had disclosed that it had 13 703 individual retail depositors
and 7 688 depositors from non-profit organisations {e.g. 'stokvels’) to the value of
R226 million, which this Office recommends belng guaranteed the repayment of their
deposits.

Should you require any further detail In this regard, please do not hesitate to contact me.
| am also available to mest should you have a need to discuss any of the Issues raised
in this lefter,

Yours sincerely

Poceiloy
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Kuben Naidoo @ e a X
Deputy Governor and Registrar of Banks P VA > —0 NS
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ce  MrDondo Mogajane — Director General; Nationat Treasury

Mr Ismail Momoniat —  Deputy Director General; National Treasury
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From: Phophi Mukhodobwane <PMukhodobwane@vbsmbank.co.za>

Sent: 16 February 2018 10:23 PM . :

To: NPS-SUPPORT

Cc SARB-BANKSUP; Nhianhta Mduduzi Nkuna; Ronewa Rabali; Andile Ramavhunga;

Delarese VanderMerwe; Kabeio Mokoena; Philip Truter; Rego Nisle; SARB-
_ BANKSUF; Takalani Madzhadzhi; Wessel Mostert

Subject: VBS Mutual Bank: Failed Batch. Settlement 16/02/2018
Importance: High
Hi All

VBS Mutual Bank would like o advise the SARB that ihat we have experienced a fiquidity shortége that was caused
by a concentration of maturing large deposits as well as eatly termination of other large deposits that we lost during
the course of the week,

-+ Throughout the month and aiso into this week the Bank had been heightened Its efforts to raise new deposits, These
v, efforts were however muted due o the recent PRASA debacle involving the tabloids in which the proposai for a ZAR

1 Billion deposit submitted by VBS Mutual Bank to PRASA manifested into a media/public furore questioning the

legitimacy/eligibllity of the Bank to raise deposits from governrment entifles. Over the last week the Bank had in excess

of ZAR 300 milfion in deposiis maturing of in which we had taken measures to mitigate against the adverse impact of

the roll-off of these deposits,

" The Bank had planned for a credit in deposits of circa ZAR 400million from Municipalities during this week, of this
amount we only received ZAR 120 million and we are still awaiting for more of these funds to come into the Bank.

As at close of business foday 16/02/2018 our expected outgoing EFT settiement receivad totalled ZAR 15 5684
48462 which we received late in the afterncon, we tried to manage this EFT outflow by raising additional emergency
funds from clients, Throughout the day we had been expecting an amount of ZAR 20 million to be paid into our
SAMOS account by today however the client was unable fo make ihe transfer due to the fact they had passed the
interbank cut-off time for real time transfers. The client will make the transfer funds to cur SAMOS account on Monday
18/02/2018,

As an emergency we managed to ralse an additional ZAR & million for our settlements which was transferred into our
account held at FNB account. Funds were credited to our FNB account as follows and we expect the funds to be
credited into our SAMOS account tomorrow: 17/02/2018:

Date Amount
#0.| 16/02/2018 R 4000 000,00
{1 17/02/2018 R 2 000000.00

We were expecting the funds to seftle into our FNB account Instantaneousty as the depositors were using FNB as
- their primary Bank account, however the delays in funds clearing into account increased the time lag as we stili need
1o transfer the funds into our SAMOS account.

VBS Mutual Bank is treating this matter with the utmost iImportance and we are working towards a swift resolution. We
intend o have resolved the shortage In our current daily settlement batch, the shortage General Reserve over the

next 3 working days.

We are expecting an inflow of funds in the following quantum and dates which wili assist in resolving the Banks
current position: . .

Date Amount Counterparty

19/02/2038 | R_ 20000 000.00 Ephriam Mogale Municipality
20/02/2018 R 50000 000.00 Maflkeng Municipality
20/02/2018 R 20000 0600,00 Giyan Municlpality
21/02/2018 R 30 000 000.00 Dr Rith Mompatl Municipality
21/02/2018 f 50 000000.00 Medscheme |




| 22/02/2018 | R 200 000 000,00. _| Msunduzl Municipality ]
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R 370000 000.00

\We will be sure to keep you abreast of changes in our position and more importantly with respect to the releasing
today's outgoing EFT batch settlement that we have had fo hold back for tonight.

Thank you

rriteral Band

“gygphie wilh o Turgsse”

82 Wessel Road,

Phophi Mukhodohwane
Head: Treasury and Capital Management

Matropolitan Office, Park, Block C Ground Floor, Rivania, South Africa

Tal +27 (0)11 037 5417 Cell: +27 (3)82 948 8388
emall pmukhodobwane@vbsmbank.co.za Website: www.ybsmutualbank.co.za

Y s

VBS Mutual Bank is an authorised financial services and credit provider.

This message and any aftachments relating
and intended for the original addressee only.

{o official business of VBS Mutual Bank is proprietary to VBS
The message may contain information that is confidentlal and

i, subjectto legal privilege. Any views expressed in this message are those of the individual sender uniess
' clearly stated as being that of VBS.

If you have received this message in error, please nofify the original sender immediately and destroy the

original message. If you are not the intended

reciplent of this message you are hereby notified that you

must not disseminate, copy, use, distribute, or take any action In connection therewith.

VBS cannot ensure that the integrity of this ¢

oramunication has been maintained nor that it is free of errors,

viruses, interception and / or interference. VBS is not liable whatsoever for loss or damage resulting from
- the opening of this message and / or attachments and / or the use of the information contained in this

‘message and / or attachments

=z



“Ky\]ﬂhwo

Status feedback - VBS Muiual Bank

On Friday, 16 February 2018 VBS Mutual Bark (VBS) starfed the night window with a zero
seftlament account balance, loan account balance of R106,800,377.36 and Reserve account
balance of R10,638,159.80, The reserve account at that stage was used to its maximum of
the allowed 70% and a warning message was generated indicating that VBS Is utifising more
than the aflowed 25% of LAR (for loans)

AT 10h07 the EFT CR bateh discarded with VB3 having insuificlent funds to setile as nett’
payer the amount of R11,231,665.81. The SAMOS system pperator  Instructed
BankservAfrica as payment system operator(PSO) to remove VBS from the batch, The
revised batch excluding VBS settled at 23h38. The SAMOS system operator change the
allowable Reserve account % from 70% to 100% which is the agreed standard procedure fo
assist with liquidity provision for batch seftlement. This was done at 22h00. During
discussion with VBS representatives' indications was glven that they will be receiving funds
on 17" Feb that will be able to facilitate settlement.

Saturday 17 February moming VBS transferred ihe total balance In thelr reserve account
(R10,638,158.900 to thelr settloment account (30% made avallable the previous night). The
PSO submitied the outstanding EFT CR batch of the 16" and it seftted at 10h45, The
setiement of all refail batches for Saturday seftlement completed without Intervention with
VBS being the net recelved al all baiches totalling R625,273,78. At the start of the night
window for the 17" VBS closed with a loan socount balance of R94,237,171.25, zera
settlement agcount balance and zero avallable in the reserve account.

On Monday,19" February we contlnued fo monitor the exposures for VBS in the BAMOS
system. At the stari of the night window VBS closed off with & loan account balance of
R110,174,838.54, zero settlement account balance and zero available In the reserve
account. VBS total exposura in the retalls batches was them belng a nett recelver of a total
of R768,449,56. All retall batches settled successfully in the night window.

On Tuesday, 20 February we continued with the monitoring. At the start of the night
window VBS closed off with a loan account balance of R109,426,559.34, zero settiement
account balance and zero available in the reserve account. SAMOS System operator
changed the B% for avallable LAR infraday from 50% fo 60% at the start of the night
window. As a result VBS had a total estimated capacity of R10,914,485.46 to ensure
successful batch setlemant. VBS total exposure in the retails batches for the day was them
belng & neft recelver of a tofal of R636,704.76. All retail batches settled successfully in the
night window, VBS was a nett receiver of R381,228.77. At 18h22 VBS advised that they
recelved a deposit of ZAR 7.5 milllion however the funds were paid Into their FNB account
dus to cut-off times. They indicated that they wili transfer the funds into thelr SAMOS
account on the moming of 21% Feb. The SAMOS system oparator changed the B% back
from 60% to 50% &t 23h10. VBE total estimated capacity changed to R1,558,275.43.

On 21 Feb, during the moraing confarence call, VBS advised that they are expecting a the-
year deposit of R160 mil from PIC this afternoon. BSD requested VBS to provide written
sonfirmation. VBS furthermore advised that they are in negotiation with PIiC for a loan of
R750 mil. VBS also advised that they requested transfer of the R7.5 mil into their SAMOS
account. This was received from ABSA at 7h51. It was established that VBS has two
corporate accounts &t both ABSA and FNB and first transferred the funds from the FNB
account to their ABSA account before instructing ABSA fo transfer via SAMOS to VBS
settlement -account. BSD advised VB3 again that they did not meet the certification



requirements and requested that \VBS submit letters (one to the Governor —Reserves and
one to the Registrar - LAR) for condenation.

VBS also recelved R2,6m through RTC (Real time clearing) from ABSA Bank. The
depositor is unknown because the details of the payments In the RTC stream are not vislble
in the SAMOS system. None of the other anticipated funds was recelved. VBS could also not
provide us with any further update on the status of the funds expected from PIC, Atthe start
of the night window VBS closed off with & loan account balance of R98,668,750.03, zero
setflement account balance and zero available in the reserve account. VBS has a total
estimated capacity RTL of R11,034,855.97 to facilitale sefliement of retaill baiches In the

pight window. VBS total exposure in the retalis batches for the day was them being a nett

recelver of a total of 1,840,611,08. Al retall batches settled sucoessfully in the night window.
VBES was a nelt payer of R809,194.05 .

On 22 Eebruary VBS advised that the PIC management commission submitted thelr matter
to the PIC investment committee which will meet today to discuss the advancement of
approximately R1,8bn to VBS In order to cover all short term deposits however the type of
funding from PIC st needs to be clarified, it was also confirmed that VBS received Rom
through RTC (Real time clearing) from ABSA Bank. This was mainly inflows from "petrol
financing” clients as part of thelr repayment obligations, As per NPS, the current avallable
SAMOS capacity Is approximately R26.4m. No changes fo the reserve account or the liquid
assets, During the afternoon conference call we requested VBS to confirm how and when
they plan' to top-up their reserve account as well as submitting their Reserve requirement for
the next month fo SAMOS. VBS updated thelr LAR requiremsnt on SAMOS
yesterday(certification date} from ROO,384,488,00 to R77,944,689.00. VBS subsagquently
updated their RA Holdings amoutt on SAMOS for next period to R3B8,922,628.00. At the
start of the night window VBS closed off with a loan account balance of R84,150,781 4B,
zero settlement account balance and zero avallable In the reserve account. VBS has a total
estimated capaclty RTL of R28,726,614.02 to faciitate settiement of retail batches in the
night window.

On the 23™ of Fehruary Bank Sup confirmed thaf they've recelved the letter of Condcnation
from VBS. VBS s still awaiting the finallsation of the PIC funding, During the day VBS was a
nett payer of R16,500,000.00 in the real time line settlement. VBS Mutual is expecting the
following amounts to setile in the SAMOS night window for value today:

VBS Mutual s expecking the following amounts fo setlein the SAMOS night window for valie todayt
Fa/u2/2018 22/02f2018

E0S Batch + ATM/ Saswitch R 390 215.26 R 250 000,00
EFT Seltiement batch value totlsy R 4 368 775.06 R 180D 080

Total Culgoing . R4 75909032 R 2 050 000

At the start of the night window VBS closed off with a loan account balance of R
105,345,295.77, zero settlsment account balance and zero zvailable In the reserve account,
VBS has a total estimated capacity RTL of R18,333,250.73 to faclltate sattlement of retall
batches in the night window, NPS will manitor over the weekend and if need be change the
B% to 60% agaln to faciliate seftlement and change it back again. Bank Supervision
department advised that VBS currently have approximately R14m capacity (including an
inflow of R6m from RTC) to enswre successful batch settlements tonight. This is down from
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.yesterday's R23m capaity following outflow to municipallties that withdrew funds In order to

pay salarles. Some funds are expected to flow In with respect to morigage payments. There
fs no further update on PIC funding negotiations. VBS advised that they have no further
poseible deposits lined up from municipalities as apparently all potential depositors, after
they consulted with natlonal treasury, got notice, ‘as recent as during this month, not to invest
I VBS. On our question regarding possible funding from other banks VBS commented that
they have previously approach some of the big banks (FNB, SBSA and ABSA) without
suceess. VBS is not a rated entity and therefore the bigger banks have no appetite investing
with them, VBS fotal exposure In the retalls batches for the day was them being a nett
recelver of a total of R13,363,833.34. All retall baiches settled successfully in the night
window. VBS was a neff receiver of 1,595,240.10

For setilement cycle date 24 Feb 2018 VBS was a nett receiver of R107,351.03 for the day.
In the night window they were a nett recelver of R247,970.32. No funds were received or
pald on the real time line,

On 26 February VBS started the day with a Total Estimated RTL capaclty of
R18,841,784.22, No Instructions were processed on the real fime lne. VBS was a netf
payer for R312,549.17 In the retall batches this moming. During the afternoon call VBS
advised that thelr positlon Is unchanged. They expected some inflow of payments on Friday
and today that did not realise. Furthermore they advised that they also expect R43 million
from one of their creditors tomorrow and & further R100 mililon by Friday, The funding that
they wanted 1o source from thie PIC Is now on hold and they are waiting for some feedback
from National Treasury. VBS had RTL settlsmant during the day of R3,687,880.00 and was
a nett receiver in retall batches during the day of R860,912.93. At the start of the night
window VBS closed off with a loan account balance of R106,527,911.24, zero settlement
account balance and zera avallable in the reserve gecount. They have a Total-Estimated
RTL capacity of R16,023,344.26 to facllitate seitlement of retail batches in the night window.
We will continug to monitor thelr position. .

On 27" of February VBS started the day with a Total Estimated RTL capacity of
2,917,833.13. VBS recelved an amount of R40 miilion from WestRand municipality, They are
expecting another RS0 millien by this afternoon latest tomorrow moraing from Medscherme.
VBS Is expecting another R21 milfion tomorrow. Eurthermore they advised that they also
expecting between R150 and R200 mition from Msunduzi municlpality. by Friday 02 March
2018, VBS processed Sl's as the payer fo the value of R37 373 230,78, VBS received
funds as a beneflciary via Si's to the value of R43 530 811.39. At the start of the night
window VBS closed off with a loan account balance of R112 949 084.52, zero settlement
account balance and zero available in the reserve account. They have a Total Estimated
RTL capacity of R10 568 520,88 to facilitate settlement of retail batches In the night window.
We will continue to monitor their position. \VBS advised thelr exposure in the night window

will be:

Please”see below for our expected setilement in the Night Window for the 27/02/2018.

‘ ] Frfozfaris
POS Balch + AIM/ Saswiich R 311 116.37
"EFT Settiement batch value loday R 2816 374.51

Tefol Qutgoing B 3127 390.88
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For selflement cycle date 27 Feb 2048 VBS was a neti receiver of R5,227,429,44 for the
day. I the night window they weré a nett recelver of R3,621,604.71.

On 28" of February VBS started the day with a Total Estimated RTL capacity of
R13,458,787.21. VBS advised during the conference call that the R50 million. from
Medscheme did not come In time and might be coming fomoIrow. VES is siili expecting the
R21 milion today. VBS Is expecting between R150 and .R200 milien from Msunduzl
municipallty but that might only be coming through next week. VBS received funds as a
beneficlary via Si's to the value of R5,939,722.20, During the day VBS recelved
R1,587,607.77 In the retsil batches, At the start of the night window VBS closed off with &
loan account balance of R101 ,827,038.32 DB, zero setlement account balance and zerc
avallable in the reserve account. They have a Total Estimated RTL capacity of
R20,686,117.18 to facilitate settlement of retall batches In the night window, We will continue
to monitor their position, VBS advised that the exposure In the Night Window is as follows:

VES Mulual is expectitg the lellowing amotals ta gatlle i the SAMOS right window for valus loday against aur elesig RTL of 24H 20 888 t17.18.

78/02f2e18
POS Batch + ATV Baswiich R 672 03T 23
EFT Setipment balch valus toda R & 653 02148
Tow! Omgolng R 7 325 050.53

On 1 March 2018 VBS started the day with a Total Estimated RTL capacity of
R22,110,894.05, VBS advised during the conference call that the R50 million from
Medscheme did not come In as welf as the R21 million. VBS is expecting between R150 and
R200 milllon from Msunduzi munlcipality but that might only be coming through next week,
VBS has not received any feedback from the PIC but they are aware that the investment
comsittee is meeting today. VBS did not recelve any funds as a beneficlary via SI's during
the day. VBS received R774,266.13 In the retall batches. VBS advised that the exposure in
the Night Window Is as follows! '

VB, Mutuel [ axpaciingihe fokowing amounts lo eetila it the SAMOB fiight windew for valus today againet our clpsing RTL of ZAR 20 585 646,65

28/02/2038
POS Balch + ATkl Saswitch | R 57 628,22
EET Settlemonl batch valus toduy | R 15,397.931.78
"Tots] Outgolig' ' R 16 255 bS50

At the start of the night window VBS closed off with a loan account balance of
R101,740,858.85, zelo sattlement account balance and zero avaliable in the reserve
account. They have a Total Estimated RTL capacity of R20 595 646.65 to facilitate
setlement of retail batches in the night window. We wilt continue to monitor their position.

On 2 March 2018 VBS started the day with a Total Estimated RTL capacity of
R6,424,757.40. VBS advised during the conference call that the PIC investment committes
did not meet as advised yesterday. The Investment committee is now scheduled to meat
Monday afternoon, § March. VB3 advised during the conference call that they recelved the
RS0 milllon from Medscheme today. \VBS recsived R50,000,000.00 as a beneficiary and
paid R30,178,911,44 via Sl's during the day. VBS recelved R10,479,680.06 in the retail
batches. VBS advised that the exposure in the Night Window Is as follows:

VBE Mutual 2 axpecting the foliowing amaunls 1o selle i1 the SAMDS pighbiriose far valus fady agalhst our closing RIL of ZAR 38 725 535 02
iyl
P05 Batoh + AN Suawich [Rasihes |
EFT Settlement balch valug toda R1TB02,742.53 1

Tuta) Clittgolng . R187211 251,85
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At the stait of the night=window VBS closed off with a loan account balance of
R85,373,420.48, zero setttament account balance and zero availzble in the reserve account.
They have a Total Estimated RTL capacity of R36,725,636.02 to facilitate settlement of retall
batches In the night window and for Saturday’s settlement. During this morning’s meeting
between BSD, NPSD and DG Naldoo NPSD recelved approval o change the LAR% to a
maximum of 76% allowed If there is a problem with batch settiements over the waekend.
We will continue te monitor their position.

On 5 March 2018 VBS stared the day with 8 Total Estimated RTL capacity of R
20,733,917:05. VBS advised during the conference call that the PIC Investment commiliee
wilf give a definitive answer either totmorrow of Wednesday. VBS advised that the R50
millign received on Friday was from Dr Ruth Mompathi Municipality, A R20 million and &

further R10,178,911.44 was paid to Municipaiities, The R50 million from Medscheme Is on

hold for now. VBS recelved R340,856.66 in the istail batches. VBS advised that the
exposure In the Night Window is as follows:

VBS Mulual Is expettrg the foliowing amounts lo settle in the SAMOS night window for value ioday agalnst our closlng RTt. of
ZAR 20 682 010,20

05/03 /2018
POS Batch + ATM/ Baswiich R §11 38207
EET Settlamant bajch value todey R 3 537 279,19
Total Outgoing . R 4 048 661.26

At the start of the night window VBS closed off with a loan account balance of R.

100,956,095.30, zero settlement account halance and zero available In the reserve account.
They have a Total Estimated RTL capacity of R20,582,010.20 fo facilitate seitiement of ratall
batches in the night window. We will confinue to monfior thelr position.

A conference call is schieduled for 15h00 Tuesday, 8 March.

On 6 March 2018 VBS started the day with a Total Estimated RTL capaclty of R
1B8,069,003.08. VBS advised durlng the conference call that the PIC invesiment committee Is
meeting again tomotrow. VBS received R88,911.58 in the retall batches. VBS advised that

the exposure in the Night Window is as follows:

VBS Mutual is expesting the following amournts to settie in the SAMOS night v.rlndlow'for valus foday
against our closing RTL of ZAR 17,840,874.53

06/03/2018
POS Balch + ATM Saswitch , R 306 86147
EFT Sefilemant balch vaius togay . R 3 268 486,72

Total Quigoeing R 3 587 327.19
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VBS advised that the attached list of municipalities requested withdrawals
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f i 'R 507 0B5 10042

At the start of the night window VBS closed off with a loan account balance of R
103,055,280.87, zero settlement account balance and zero available In the reserve account.
They have a Total Estimated RTL capacity of R17,840,874.53 to faciifate settlernent of retall
batches in the night window. We will continue to monitor thelr position.

A conference call [s scheduled for 15h00 Tuesday, 7 March,

On 7 March 2018 VBS started the day with a Total Estimated RTL capacity of R
20,469,294.21. VBS advised during the conference call that the PIC investment committee
is meeting On Friday again. VBS received R105,278.77 In the retall batches, VBS advised
that the exposure in the Night Window Is as follows:

VBS Muual is expecting the following amounts to seftle in the SAMOS night window for value today

- mgainkt our gosing RTLof ZAR 18 379 262.45

07103/2018
POS Batch + ATM/ Saswitch R 186 583.03
EFT Settlement baich value today R 2758 854.55

Total Qutgeing

R 2 945 437.58

At the start of the night window VBS closed off with a loan account balance of R
102,703,193.08, zero settlement account balance and zero avallable in the reserve account.
They have a Total Estimated RTL capacity of R19,379,262.45 fo facilitate settiement of retail
batches in the night window. We will continue to monltor thelr position.

A conference call is ssheduled for 15000 Thursday, 8 March.

»

On 8 March 2018 VBS started the day with a Total Estimated - RTL capacity of R
17,237,201.67. VBS advised during the conference call that the PIC investment committee
is meeting On Friday again. VBS recelved R 1,587,852.85 in the retail baiches and a further
R 6,028,000.00 in customer payments from ABSA,

A payment of RS millon was made to the West Rand Municlpality.(

VBS advised that the exposure in the Night Window will be as follows:

Please Withdrawal request recejved: _

e 2] | R AT A Pt i e e R S e Y b5
% | VHEMBE DISTRICT MUNTCIRALITY R 156 125 06326 2017-19-14 | Wa racuasiad a 7 werklof day axensien from ba elionl on Ihe BS/D32018
2 | VHEMBE DISTRICT MUNICIPALITY ; R 156 656 BA1.33 2017-08-13 1 We rettiustud & T werbing.day adlanslon fom the ellent on tha B5/03/20118
3 | FETAHGOMO-GREATER TUBATSE LOCAL MUNICIPALITY R 20 bid 000,00 20160249 | We reaucsing & 7 working #ay exionslan from the eient on She PS/03/2018 i
4 | MARHADD MUNICIPALITY H 41 B33 £33.28 2017-08-1% | Wa regue<isd a 7 worlng day axunslap from the elient on the 05032014 '
5 '_ LI :'545 .DEAL MURICIPALITY R 122 410 520,58 2017-10-11 | Wo reguesind a 7 working day exsnslon from lhe cliem an he 25032018
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VBS Mutual Is expecting the followling amounts o seftle in the SAMOS night window for vafue today i
agalnst our closing RTL of ZAR 19 768 071.57
0B/03/2018
POS Batch + ATM/ Saswitch R 632 908.54
EFT Setﬂarnfant bateh vaiue today R 1779 762.57

Total Quigoing R 2312 671.11

At the start of the night window VBS closed off with a loan account balance of R
102,463,583.93, zero settlement account balance and zero available In the reserve account.
They have a Total Estimated RTL capacity of R 19,768,071.57 to faciate settlement of
retall batches In the night window. We will continue to monitor thelr position.

A conference call is scheduted for 15h00 Friday, 8 Mar 2018,

On 9 March 2018 VBS started the day with a Total Estimated RTL gapacity of R
23,275,609.68. VBS advised during the conference call that they have not recelved
feedback from PIC investment committee yet. VBS received R 10,020,680.46 in the retail

batches.
VES advised that the exposure in the Night Window wil be &s follows:

VBS_Mutual i expecting the following amounts to settie In the SAMOS night window for value foday
agalnst our closing RTL of ZAR 29,4 milllon. .

08/03/2018
POS Ratch + ATM/ Saswitch . R 629 0652.81
EFT Setiement batch value today R 65332723.78
Fotal Outgoing R5 861 776.70

At the start of the night window VBS closed off with a loan aecount balance of R
$3,104,257.13, zero seftlement account balance and zero available in the reserve account.
They have a Total Estimated RTL capachy of R 23,463,198.37 to facilltate settiement of retall
batches in the night window, We will continue to moniior their position.

A corference call Is scheduled for 15h00 Monday, 12 Mar 201 B,

The bank was placed under curatorship on Sunday 11 March 2018.



This summary s a trug reflection of the ielephonic discussion held between the.,

representatives of VBS Mutual, the National Payment System Department and the Bank
Supervision Department of the South African Reserva Bank,

Signed:

%\W\J 21@\%\0%.\98

Rhona Badenhorst - Date
| ead Operations Analyst: National Payment System Department

\
Delarese Van der Metwe Date
Senior Manager: Bank Supervision Department

L:Q\\E:_\ud’e;_ A 2% W et e\

;78/ osj/ 2OIE

A
Regomodit Ntsie Date
Analyst: Bank Supervision Depariment
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South African Reserve Bank

From the Office of

the Registrar of Banks
Confidentlal

Ref.: 16/1/_VMB

Mr T Matodzi

Chairman of the Board of Directors
VBS Mutual Bank

82 Wessels Road

Metropolitan Office Park

Rivonia
2181

Dear Mr Matodzi

VBS Mutual Bank: action plan and strategy to recover from liquidity stress
position

The Office of the Reglstrar of Banks (this Office) views:

e the liquidity. difficulties experlenced by -VBS Mutual Barnk (VBS) on
16 February 2018 In ensuring the facilitation of successful settlements in the
ratail streams In the South African Multiple Option Settlement (SAMOS) system;

e the full utilisation of all the minimum reserve account balances required to be
maintained by VBS; and

e the close monitoring required by this Office and the National Payment System
Department of the liquidity position since 19 February 2018 to ensure the
prevention of further fallure of setilements in the SAMOS systert. '

in a very serious light.

As the liquidity position at VBS demands drastic action, this Office therefore instructs
VBS to provide it with the information as listed below by no later than close of
business 22 February 2018 in order to remedy the liquidity shortages currently being
experienced by VBS:

1. A clearly stated action plan and strategy to mitigate the continued liquidity
shortages experienced and especially those posed by the large municipal
deposits that have or may become due and are at risk of not 'rolling over' or being
re-nvested as expected.

2. An action plan and stratagy to ensure that it Is fully compllant with the prudential
requirements as outlined below:

2 4 the maintenance by VBS of a minimum reserve balance in an account with the
South African Reserve Bank, as required in terms of section 10A(8) of the South
African Reserve Bank Act 90 of 1888;

PO Box 8422 PrelodatiDl  + 370 Helen Joseph Street Pretota 0002+ South Afiica v Tel +27 (2 435100864 12 7272 » Fax427 12 31337450 v wwrestvebankomza
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2.2 an Indication of how VBS intends to maintain a buffer In the reserve balance
account golng forward and the action fo be taken to ensure”that adequate
procedures are In place to ensure future compliance with the minimum statutory
reserve requirements at all fimes; and

2 3 the maintenance by VBS of minimum liquid assets, as required in terms of
section 50(1) of the Mutual Banks Act 124 of 1983 and regulation 22(2) of the

Regulations relating to Mutual Banks, as well as compliance with the prescribed
minimum levels of liquid assets to be held at close of business.

Yours sincerely -

K Naidoo
Deputy Governor and Registrar of Banks

Date: L& zl(m(ﬁ

cc  Andile Ramavhunga - - - Chief Executive Officer . -

HABAE3WASIL allzrsWRS - Hquidy shorisge experences drah felter to chelman.docdyir
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Solth Aftlvan Réserve Bank.

From the Office of
the Reglstrar of Banks

Confldential
Ref.: 15/1/_

Mr M K N Gigaba, MP
Minister of Finance
National Treasury
Private Bag X115
Pretoria

0001

Dear Minister

VBS Mutual Bank: liquidity distress requiring regulatory intervention

| beliove: it important to inform you of the recent developments at VBS Mutual Bank
(VBS), specifically the signs of weaknesses experienced insofar as they relate to the
liquidity position of the bank, which demands immediate remedial action.

If not adequately addressed, the liquidity distress that VBS is currently experiencing
has the potential fo threaten the sustainability of the bank and thus the safety of its
deposits as soon as in the short term.

1. The current liquidity position of VBS Mutual Bank

iy On the evening of 16 February 2018, the Head of Treasury and Capital
TR ~ Management at VBS, Mr Phophi Mukhodobwane, informed the Office of the
L Registrar of Banks (this Office) by way of an emall that VBS was
experiencing a liquidity shortage which had been caused by a_ large
concentration of deposits that had matured as well as an early termination of
another large deposit that the bank had lost during the course of that week,
‘This liquidity shoriage had resulted in a failed batch settlement for the day on
the national payment system. Consequently, the South African Multiple
Option Settlement (SAMOS) system operator had instructed BankservAfrica,
as payment system operater, to remove VBS from the batch. The revised
batch, which excluded VBS, was settled at 23:38.

Mr Mukhodobwane had further mentioned that the outilows and muted
inflows of deposits which had been experienced during the previous fwo
weeks of February 2018 had likely been as a result of the adverse media
coverage involving VBS and the Passenger Rail Agency of South Africa
published on 4 February 2018 and had likely caused the public to question
the legltimacy of the bank to raise deposits from government entities. VBS
had anticipated an inflow of deposits to the value of R400 million from

PR BorBaiE Pretia 0705 - 370 Helon Jeseph Stel Profois BWZ - Bouth Afii . Tl +27 92 $133974/0684 12 T272 . Fax +27 12 3433758 v www psarvelEnkeoze
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municipalities during the course of the week of 12 February 2018, but had in
fact only managed to secure R120 million.

VBS is currently awaiting an inflow of funds from its client municipalities and
its major shareholder, the Public Investment Carporation (PIC), to ease the
current liquidity constraints,

On 21 February 2018, at the start of the night window, VBS had closed off
with a loan account balance of R98.67 million, a R0.00 setilement account
balance, and a R0.00 balance in its cash reserves account held at the South
African Reserve Bank (SARB). VBS has a total estimated capaclty real-time
line of R11.93 million to facilitate the settlement of retail batches in the night
window.

Previous liguidity constraint evenfs experienced by VBS Mutual Bank

This liquidity stress event, howaver, is nat the first of its kind to occur at VBS
In the past year. Since June 2017, the following events have taken place:

VBS Mutual Bank’s credit excess and failure to settle (20 June 2017)

On 20 June 2017, Rand Merchant Bank (RMB), a division of FirstRand Bank
Limited (who act as custodian for VBS In relation fo its dematerialised
securities hoidings), informed this Office that VBS had been unable fo settle
more than R285 million related to a purchase of Treasury bills made on its
behalf. VBS had previously bought and successfully settled Treasury bills
with RMB seven times since December 2016. RMB had outlined a payment
plan with VBS which VBS had repeatedly falied to honour.

On 21 June 2017, RMB filed a final written demand for the outstanding

payment and began the process of taking legal action against VBS.

This Office intervened and, on 23 June 2017, VBS confirmed full setilement
of the funds. The funds that VBS had utilised for the seftlement did not affect
its reserves with the SARB. VBS also disclosed that the liquidity shortage
had been caused by an early redemption of a R250 million deposit by one of
its clients, which had been paid out unexpectedly due to intemal control
failures in a branch. :

In response to the liquidity shortage, this Office engaged extensively with the
Chairman of the Board of Directors (Board) of VBS (Mr Tshithiwa Matodzi),
the Chief Executive Officer of VBS (Mr Andile Ramavhunga), and the Chief
Financial Officer of VBS (Mr Philip Truter) on the need io strengthen VBS's
asset and liability management processes and the internal controls at its
branches so as to ensure that an event of this kind does not occur again.
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2.3

Deposits from municipalities (18 August 2017)

On 18 August 2017; VBS informed this Office that it had lodged an urgent
court application to prevent’ National Treasury from fssuing a directive fo
municipaliies advising them that the placement of deposits with mutual
banks was in contravention of the Municipal Finance Management Act 56 of
2003 (MFMA)} and thereby instructing municipalities not to deposit funds with
mutual banks, However, the directive had already been sent fo a few
municipalities and VBS had already begun to experience an outflow of these
deposits, which had begun to place the bank in a position of fiquidity distress.

a) After consultation \M’ch National Treasury and VBS, this Office
acknowiedged that, in compliance with the MFMA, VBS should not
have accepted deposits from municipalities.

b) This Office and the General Counsel of the SARB decided that the
SARB was not in a position to enter into litigation on this isele. It was
concluded that the issue fell within the area of responsibllity of National
Traasury.

c) However, since a bank was involved, the Bank Supervision Department
(BSD) of the SARB continued o monitor VBS’s liquidity position from
an ongoing supervision point of view.

d) This Office currently awalts Nationa! Treasury's conclusion on the
matter. However, subsequent communication with VBS has revealed
that the bank has had discussions with National Treasury and that it
has been granted dispensation for 18 months to hold deposits from
municipalities, In which time VB3 is required fo elther convert fo a
commercial bank registered in terms of the Banks Act 84 of 1890 or
release the municipality deposits. This Offlce is yet to receive formal
communication regarding the discussions, nor has 1t received an
application from VBS to convertto a commercial bank,

On 21 February 2018, VBS_ confimned that it holds municipality deposits fo
the value of R1.54 billion. This Office has had numerous engagements with
the bank-and has urged VBS to diversify its sources of funding and to reduce
its rellance on large municipality deposits which, due fo the concentration risk
that they Infroduce, had begun fo threaten the liquidity position of the bank.

Large maturities and a delayed settlement from a bank-

{15 November 2017)

On 15 November 2017, Mr Mukhodobwane once again informed this Office
that VBS's liquidity position had deteriorated significantly during the course of
that week due to large maturities as well as a delayed seitloment from one of

the commercial banks. VBS had experienced an outflow of R300 million

against maturities which it had settled, but the bank was utilising all of its
pledged liquid assets as well as iis avallable reserves.

i
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On 16 November 2017, VBS mentioned that it had received an inflow of
R0 million which had improved its liquidity position to R14.7 million with
expected outflows for the night-window batches to the value of R5.2 milfion.
VRS anticipated further inflows of R129 million to rectify the liquidity posifion
by 17 November 2017. '

Liguidity pressure caused by a delay in receiving expected funds
{29 November 2017) '

On 29 November 2017, VBS informed this Office that it was again
experencing liquidity pressures due to a delay in payment of R150 million
and that it was ufilising its reserves placed with the SARB o ensure
sefilement. The bank also mentioned that it had been expecting a deposit of
R150 million in the previous week but had besn advised by the client that the
delay in the payment was being caused by delays in acquiring all the
required account signatories timeously in order to release the funds. The
client subsequently obtained all the required signatories and the funds were
released in full. VBS then posted the funds back into Its general reserves
account, which corrected Its liquidity position once again.

This Office had previously cautioned VBS executives and its Board about the
bank's dependence on municipality deposits for funding and its unstable
liquidity management practices which threatened the viability of the business.

Other supervisory concerns

Besides the above, this Office’s ongoing supervisory interaction with VBS
had revealed varlous areas of concemn. These inciuded, but were not limited

fo:

a) inadequate corporate govemance practices;

b) a deficient compliance function and culfure;

c) volatility in financial performance as well as regular and significant
fosses caused by high operating expenses due to infrastructure
expansion and an increase in the staff complement,

d) the negative impact of the aforementioned losses on capital;

e} a high reliance placed on its fuel guarantee and contract finance
businzss as part of its strategy fo increase its profitability; .

f)  significant growth on the balance sheet and venturing into new products
without commensurate investment in the enhancement of Internal
confrols; .

g) ineptrisk management functions and practices;

h) the lack of proactive communication with the regulator on significant
developments, '

i) delayed timing of responses to crises;

) the failure fo submit regulatory reports on time;

k} the poor quality of regulatory reports; and

)  the reputational risk introduced to the bank by adverse media coverage.

1



In response to the increase in the inherent risk within VBS in 2017, this
Office, in a letter dated 27 June 2017 and as contemplated by Government
Notice No. 1007 published ir Government Gazefte No. 22738 on § October
2001, increased VBS's prescribed minimum capital and reserve funds from
10% to 11% with effect from 1 October 2017. Furthermore, this Office
continued to have extensive engagements with VBS as part of Ifs supervisory
programime with the bank and on an ad hoc basis, during which the
remediation of concerns was discussed at length with VBS's executive
management, its Board, its intemal auditors (PwC), and its external auditors
(KPMG).

Prior to the current liquidity crisis, and as part of iis 2018 supervisory
programme with VBS, this Office had scheduled a full review of VBS's Asset
and Liability Management (ALM) processes and Recovery Plan, which was
due to take place on 21 February 2048. This Office’s preliminary assessment
of these areas had confirmed the concems raised by BSD, as it revealed a
lack of updated Board-approved policies, a lack of adequate ALM processes
and controls (as evidenced by the severe mismanagement thereof), as well
as a lack of a clearly defined action plan and sirategy to mitigate against
stress events. In light of the current state of the bank and the urgent action
that the regulator needs to take with regard to its current liquidity position, the
meeting was postponed indefinitely.

Based on the information that VBS furnished to this Office on its top 20
depositors as at 21 February 2018, it has been noted that there are large
deposits totalling R868 miltion which have matured and which can potentially
be withdrawn with immediate notice. VBS has lodged liguid assets in excess
of the minimum requirement with the SARB within the SAMOS system. The
bank is required to hold R99 million in liquid assets and has lodged
R170 million in nominal value, but R110 million of this amount has already
been encumbered in the SAMOS system, which leaves the bank with just
RBO million in nominal value that is unencumbered. VBS has utilised all its
cash reserves in the SAMOS system and currently has a R0.00 balance with
the SARB. in order to meet its cash reserves requirement, VBS needed to
deposit R330 million by 20 February 2018; it fafled to do so, meaning that the
bank is currently non-compliant with the cash reserves requirement.

VBS is iiquid. It will experience extrerne difficulty in meeting its obligations,
particularly pertaining 1o the large municipality deposits that have become or
' may becore due in the short term ‘and for which the bank has not secured
commitment of reinvestment. VBS has no. other assets that can be readily
liquidated. This Office Is concemed that the refail depositors in the bank are
uliimately being placed at risk. - ‘

On 20 February 2018, this Office sent a letter o VBS, addressed fo the
Chairmnan of the Board (attached hereto as an annexure), wherein the bank
is instructed to furnish this Office with a detailed plan of action o remediate
its current liquidity position so as fo ensure full compliance with the prudential
requirements set by this Office. The National Payment System Depariment of
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the SARE also continues fo monitor the dally exposures for VBS in ihe
SAMOS system.

During all the conversations held with VBS, the bank has maintained that it is
awaiting funds from clients and that itis in negotiations with the PIC, its major
shareholder, to provide the bank with additional funding in order fo improve
its tiquidity position. As at the date of this lefter, none of the funds anticipated
by VBS to ease s liquidity shoriage have been received.

Should VBS not provide this Office with a satisfactory aclion plan and
strategy on how It intends to remedy the current liquidity shortage and ease
liquidity pressure going forward, this Office will be obliged fo consider
invoking appropriate actions within its mandate in order to prolect depositors’
funds.

Please do not hesitate to contact me should you require any further detall in this

ragard.

| am also avallable to meet should you have a need to further discuss any of

the issues raised in this lefter.

Yours sincerely

K Naidoo
Deputy Governor and Registrar of Banks

Date: az,] dng

Encl. 1

cc Mr Donde Mogajane —  Director General: National Treasury

Mr fsmail Momoniat

~  Deputy Director General: National Treasury
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The Govermar of the South African Reserve Bank
370 Helen Joseph Strest '

Pretorta |
001 . 22 February 2018

Att The Govemor of the South African Reserve Bank

CONDONATION REQUEST IN TERMS OF SECTION 50(1) OF THE MUTUAL BANKS ACT
124 of 1993 AND REGULATION 22(2) OF THE REGULATIONS RELATING TO MUTUAL
BANKS ‘ '

- “¥VBS Mutual Bank ("the bank”) hereby requests condonation in terms of section 50(1) of the Mutual Banks
- YAct 124 of 1693 and regutation 22(2) of the Regulations relating to Mutua! Banks, as well as compliance
with the prescribed minimum levels of liquid assets to be held at close of business:

MAINTENACE PERIOD - 22 January 2018 to 21 February 2018

VBS Mutual Bank was short on its Liquids Assets Reserved during the following period:

Opening Balance R 107973 150.00
REQUIREMENT
2018/01/22

' ' % i 3 '_ 7
R 99384 000.00 ‘thepen Ahrage
Roicnaaganaoebiihili R 1908814533 | R 797 828 925.61

v
e 2 il

?From 2015 VBS Mutual Bank has been working to resolve a legacy structural mismatch caused by, the
i"Jong dated nature of a majority of our Asset book, which was predominantly made up of mortgage loans.
* In an attempt to address this challenge the Bank ernbarked on raising funds from new markets which also
included municipalities and other institutional depositors. This move attracted large depositors which
provided temporary relief in the short term time buckets as this increased cash holding in the O to 30days.
As a result of this the Bank infroduced a new risk in the form of single large depositor concentration risk.

Though the Bank was running a single large depositor concentration, this risk was masked by the fact that
as a Bank we were able to roliover the maturing large deposits very quickly and also raise new deposits
from new municipal counterparts. This constant roflover ensured that the mismatch risk and concentration
risks were refatively subdued though fhe risk was still there. This strategy proved wrong after
communication was sent in the Month of August 2017 from the South African National Treasury to all
Municipalities pertaining to their contravention of section 7(3)(b) of the MFMA which states “municipality
may nof open a bank account with an institution not registered as a bank in terms of the Banks Act 94 of
7290.7

Fistusl PankDirectirs: T. Maesd {Chatrpérson), B.L Mapangwans (Deputy Chalrperson} A.M.A. Ramavhunga (CEQ), P.N. Truter {CFO), PA, Rarnikast, LK, Mistats, MW,

tilvFiulawa, T.E Nesane, PR Maguls, MV, Nevhuhulwi, M. Manwadu, T.A, Ramzwa, Company Sacretary: £.00 Truter F
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It is however worth noting that VBS Mutual Bank had in the past made several attempts fo engage National
Treasury on this matter as early as 03 March 2017. However we did not receive a response from National
Treasury regarding thls mafter as well as our requests for a meetings also proved unsuccessful.

Since this communication from National Treasury o all our municipal counterparts the Bank has found it
very difficult to raise new deposits from these institutions leaving us exposed to the risk of a liquidity crisis
in the advent of one of these large maturities not rolling over.

- This risk became very apparent over the last month and half (Since December 2018) whereby we a series
of large deposits matwing with no new/meaningful deposits coming in. For the better part of the
-z, Maintenance period started 22 January 2018 to 21 February 2018, VBS Mutual Bank was ufilising its
E éGeneraI Reserves untll we received a deposit of ZAR 300million on the 03 February 2018 from a single
“ glient, This deposit was used fo repay reserves, however we also had upcoming maturities which
exceeded the funds that had come in the weeks following. This led to the Bank having to ufilise general
resetves from the 13/02/2018 and also Non Distributable Reserves from the 16 February 2018 in order io

ensure settlement over SAMOS.

In addition to the above the bank also experienced further pressure from large depositors calling on funds
that have not maiured following the article on the Sunday Times regarding the Passenger Rail Agency of
South Africa (PRASA) depositing money with the bank.

During the maintenance period 22 January 2018 to 21 February 2018 the bank was utilising its Liguid
Assets pledged at the SARB in order fo fund is Intraday settierent. The Bank has always been of the view
to hold surpius liquid assels in order to absorb liquidity shocks in times of distress, however in this instance
the Bank found itself utilising all of its available liquid assets avallable for loans for seftlement.

The Bank is aware that and appreciated that this position is not ideal and will ensure that in future it
~ maintains required adequate levels of Liguid Assets Reserved.

H& --5) VBS Mutual Bank would like to point out that this crisis has been dealt with at the highest level with further
' emphasis on more siringent measures put in place to ensure that it doesn’t find itself in this position again

in the future.
We have introduced and formaiised the followihg measures:

. More stringent single depositor concentration limits, per counterparty and by time bucket

. Diversification of our depasitor base with the intention to deleverage from municipal deposits and
other single large depositors

. Addressing the current on balance sheet mismatch risk by raising longer term funding in the form
of deposits, debt funding as well as securitising the bani’s Asset backed loans.

- The Bank has also frozen all lending until further notice and until ali of the above matters have

been addressed.

Mutusl Bank Directors: T, Matodz {Chairperson), BA. Mapongwana {beputy Chairperson) AM.A. Ramavhunga CED), P.N, Truter (CFO), P-A, Ramicos), LN, Mudau, M,W.

Muvhulaws, T.E Nesane, PN, Magula, MV, Nevhuhulws, M. Manwadu, T.A, Ramewa, Company Secretary: P-N. Trister %
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We view this matter in an extremely serious light and are fully committed to not have a repeat of this.

Regards,

Andile Ramavhunga

Chief Executive Officer

wiutial Bank Directors: T. Matods {Chairperson), B Mapdngwana (eputy Chalrperson) AMA, Ramavhunga (CE0),

P.N, Truter {CFOY, PA. Rambest, LN Mudzay, MW,

Mushulswa, T.E Nesane, PN, Magula, M.V, Nevhuhutwl, M. Manwagy, T.A Ramawa, Compary Secretary; P.N. Truter



1R Y !a
Corporate Office HN } 3
82 Wesse! Road

149
Metropolitan Office Park
Rivonl :
2 mutual bank P
e Boni g, o T e e Sy Tet: 011234 3111/2777 y
' Fax: 0112342745
mailto: corpaffice@vbsmutualbank.co.za
www.vbsmutualbank.co.za
. Swift Code: VBSMZAL)
“The Governor of the South African Reserve Bank
370 Helen Joseph Street
Pretoria
001 22 February 2018
Alt: The Govemnor of the South African Reserve Bank
CONDONATION REQUEST IN TERMS OF SECTION 10A (8) OF THE SOUTH AFRICAN
RESERVE BANK ACT 90 OF 1989
.. VBS Mutual Bank (“the bank”) hereby requests condonation in terms of section 10A (8) of the South African
.+ }.Reserve Bank Act 80 of 1988 for the minimum reserve balances held in the general reserve account. VBS
=i-"Mutual Bank experienced shortages for the following certification periods:
MAINTENACE PERIOD - 92 January 2018 to 21 February 2018
VBS Mutual Bank was short on its General'and Non-Distributable Reserves over the following dates and
amount:
Effactive DI310
Req. R 35461 000.00
p——— o o ot TR s ] i = fRCE I2E W -»x-i;gr =77
= 3 ) ‘f.
13 February 2018 | R -30000000.00 | R 17627920.00 | R 70043456000 | R 5191063429 | R 34285 714.28
14 February 2018 | R 598976040 | R 10638159.90 | R 711072 778.90 . | R_58792880.02 | R - 4815472012
15 February 2018 R 10638 158.90 | R 721710 879.80 R_ 6842382404 |'R" 57 735‘-5'56‘;&25& .
16 February 2018 R 10638 159,80 | R 73234803070 R 82870240.08 ['R 72 2;2‘%‘_:}.1‘3“
17 Eebruary 2018 | R -10638159.80 | R 0.00 | R 73234803970 R 11048365343 | R 710 483 653.43.
18 February 2018 : ‘R p.o0 | R 73234803970 R_165 740 480.15 |- R 166740 480,15
19 February 2018 R 0.00 | R 732348039.70 R 331480 960,30 | R 331 480 960:30
20 February 2018 R 0.00 | R 732349 038.70

From 2015 VBS Mutual Bank has been working to resolve a legacy structural mismatch caused by the
long dated nature of a majority of our Asset book, which was predominantly made up of mortgage loans.
in an attemript to address this challenge the Bank embarked on raising funds from new markets which also
included municipalities and other institutional depositors, This move attracted large depositors which
provided femporary relief in the short term fime buckets as this increased cash holding in the 0 to 30days.
As a result of this the Bank introduced a new risk in the form of single large depositor concentration risk.

Though the Bank was running a single large depositor concentration, this risk was masked by the fact that
as a Bank we were able to rollover the maturing large deposits very quickly and also raise new deposits
from new municipal counterparts. This constant rollover ensured that the mismatch risk and concentration
risks were relatively subdued though the risk was still there. This strategy proved wrong after

Ky
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communication was sent in the Month of August 2017 from the South African National Treasury to all
Municipalities pertaining to their contravention of section 7(3}(b) of the MFMA which states “municipafity
may not open a bank account with an institution nof registered as a bank in ferms of fhe Banks Act 84 of
1890.” ‘ '

It is however worth noting that VBS Mutual Bank had in the past made several aftempts fo engage National
Treasury o this matter as early as 03 March 2017. However we did not receive a response from National
Treasury regarding this matter as well as our requests for a meetings also proved unsuccessful,

Since this communication from National Treasury to all our municipal counterparts the Bank has found it
ey, VETY difficult to raise new deposits from these institutions leaving us exposed fo the risk of a liquidity crisis
' Lin the advent of one of these large maturities not rolling over.

Y

This risk became very apparent over the last month and half (Since December 2016) whereby we a series
of large deposits maturing with no new/meaningful deposits coming in. For the befter part of the
maintenance period started 22 January 2018 to 21 February 2018, VBS Mutual Bank was utiiising its
General Reserves until we received a deposit of ZAR 300million on the 03 February 2018 from a single
client. This deposit was used {0 repay reserves, however we also had upcoming maturities which
-sxceaded the funds that had come in the weeks following, This led to the Bank having to utilise general
reserves from the 13/02/2018 and also Non Distributable Reserves from the 16 February 2018 in order fo
ensure seftlement over SAMOS. -

tn addition to the above the bark also experienced further pressure from Jarge depositors calling on funds
that have not matured following the article on the Sunday Times regarding the Passenger Rait Agency of
South Africa (PRASA) depositing money with the bank.

The Bank utilised all of its reserves well into the end of the maintenance period end date of the 20 February
2018. ‘ '

L I \BS Mutual Bank would like to point out that this crisis has been dealt with at the highest level with further
' emphasis on more stringent measures put in place to ensure that it doesn’t find itself i this position again
in the future.

We have introduced and formalised the foliowing measures:

- More stringent single depositor concentration limits, per counterparty and by time bucket

- Diversification of our deposifor base with the intention to deleverage from municipal deposits and
other single large depositors

- Addressing the current on balance sheet mismateh risk by raising longer term funding in the form
of deposits, debt funding as well as securitising the bank’s Asset backed loans.

- The Bank has also frozen all lending until further notice and until all of the above matters have
been addressed.

pvtus! Bank Directors T, Mstarz] {Chalrperson}, B.L Mapongwana {Depuiy Chalrpersan) AM.A, Rsmavhunga {CED), P.N. Truter (CFD), PA Raraikost, LN, Muday, MW.
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We view this matter in an extremely serious light and are fully committed to not have a repeat of this. -

Regards,

Andile Ramavhunga

Chief Executive E)fﬁcer

Mukugl Bank Direcors: T. Matods) [Chaleperson), B.L Mapongwana {peputy Chairpersan) AM.A, Ramavhungs {CED}, P Truter (CFOQ), P.A. Ramlkosi, LN, Mudau, MW,

Muvhulawa, T.E. Nesane, P.N. Magula, MLV, Nevhuhuivi, M. Manwat, T.A. Ramawa, Company Secretary: .. Truter /{[x



82 Wesael Road

Metopolian Offics F’ark
Rivonia KN l L}r 1 5 2
Tel; (011) 037 5400
E comorate[enemiun@vbsmbang G0.23
) Head Office
254 Erasmus Streef, Makhade 0820 South Afiica,
mutuat bﬂ.ﬁk PO Bax 36'18 Makhado, 0820, South Africa
. . Tel: {015) 518 0269
Fax: (D18} 516 2112

waw vhsmutuslbank oo 7a
Authersed financial services and reglstered credlt provider

VBS Mutual Bank Reyg. No, 1051 NCR No. NCRCPZ
FSP No, 30857

LIQUIDITY RECOVERY ACTION FLAN - 22 FEBRUARY 2018

INTRODUCTION

Since its establishment as the Venda Buiiding Society, VBS (“the bank”) was a banker of the old Bantustan

Government. In 2011, VBS converted into a mutual bank, however the introduction of the Municipai Fund

Management Act (MFMA) did not make provisions of mutual banks accepfing depaosits from non “Bank”

institutions. However, VBS continued to accept deposlts from municipalities and during the 2017, the bank

came 1o realise that there is a discrepancy between the Public Funds Management Act (PFMA) and the
‘MFMA The bank fried to engage National Treasury and the office of the Account General to discuss this
11 matter and find a solution. However there was no response from the office of the Account General. It was to
" VBS' surprise when a letter from National Treasury sent to municipalities that have investments with VBS.
The letter was sent without any consuitation with the bank.

Following the letter, a number of municipalities did not renew their deposits on maturity and for the months
i e. December 2017 until February 2018 the number of municipalities renewing their deposits reduced,
Following the arficle on the Sunday Times regarding the Passenger Rail Agency of South Africa (PRASA)
depositing money with the bank, a number of clients started ta withdraw their funds leading to the liquidity
crisis experienced by the bank.

Following the liquidity crisis experiencad by the VBS Mutual Bank, the aim of this document is io ouifline
strategies to deal with liquidity shortages experienced by the bank.

{MMEDIATE ACTION PLAN

. The bank's total exposure to local municipalities is approximately R1.5billion with maturities of "on call’ to 8
» months.

The deposits which are due for immediate payment are as follows:

iName ‘ledgerBalance  ProductDesc

‘MADIBENG LOCAL MUNIGIPALITY { RAO 677 674.31 :60 DAY NOTICE

MAKHADO MUNICIPALITY ' R4T 707 247.21 '6 MONTHS SMART FIXED DEPOSIT
MORETELE LOCAL MUNICIPALITY ; R20 000 000.00 32 DAY NOTICE GROUP

!DR JS MOROKA MUNICIPALITY r R10 118 218.87 "32 DAY NOTICE GROUP

ELIAS MOTSOALEDI LOCAL MUNICIPALITY | R20302087.50 60 DAY NOTICE

WEST RAND DISTRICT MUNICIPALITY I R10 084 972,60 :FED DEPOSFT

§ | R152870900.49

The bank has been engaging with these depositors in order to secure “roll over” of these deposits with no
success. The amounts are large and were unexpected and therefore could not be included in ths

management’s forecasts.

Mutus) Bank blrectors: T. Matodz] (Chalrpersan), B.L. Mapongwata (Deputy Chaiperson) AMA, Hamnvhungn {CE0}, PN, Truter [CFD), PLA, Ramikost, LN Mutau,
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To manage the current exposures and imminent maturifies the bank is relying on a funding line from the PIC,
one of the bank's main shareholders. The table below indicates the different lines of credit applied from the
PIC to meet the immediate need to pay back municipalities.

DESCRIPTION AMOLNT DEPOSI TERM DATE REMARKS

Key toneiderafion her Is ihe bming of e
Irfiaws.

PiC Deposit R150Milion |1 YEAR 23-Feb-18

Wa have have had posiiive feedback from PIC
thal R150mililon ks to be released before end of]
fhe wesk with the Ra40millon following next week

1 YEAR-DEPOSIT

Plo Daposit /Loan RE40MIeN =BT R "L OAN 28-Feb-18

iy We anfidpate the rest of the firding io ba made
PIG Funding Ling 710Mlion Long 1erm Facifity ] Loan Mar18 avallabe durirg Mareh 2018,
Total PIC Line R1,EBifion

.

Feedback on the above application is expected on the 23 of February 2018.

Delaying of branch expansion and drastic cost cuiting measures

The Bank is in the process of increasing its national foot print via branches. Given the cosis associated with
thig, the bank will temporarily stop such projects. Other discrefionary costs will be eliminated until there is
certainty. This will ensure that there are furds available to fulfil any deposit withdrawals,

Stop extension of long term credit to clients
Until long term funding is secured the bank will not be extending any credit to the any clients.

+» Gredit will be extended once long ferm funding has been secured from other sources. Ring fenced and
4 specific finding facllities will be raised from funders to match with on-lending to clients. ‘

MEDIUM TERM STRATEGIES

Conversion applicatton

VBS Mutual bank Is in the process of completing and submitting an application to convert to being a bank
regulated under the Bank’s Act. During interactions with National Treasury, the Director General made an
undertaking that a circular will be sent fo all municipalities to allow them to deposit funds with VBS Mutual
Bank when the South African Reserve Bank confirms that.the bank has applied to convert from a mutual

bank to a commercial bank.

The bank believes that this will ensure that municipalities with current investments do have call for early
withdrawals.

Converting fo a commercial bank will also enable the bank fo have a wider variety of depositors e.g.
corporates efe.

Iitrkua) Bank Directors: T. Makodsd (Chmlrpérsan), B.L Mapongwana {Deputy Chairperson) A-M.A. Ramavhunga (CEQ), PN, Truter {CFO}, P.A, Ramikosl, LN, Mudpu,
MW, Muvhotaws, T.E Nessne, P, Magula, M.V. Neviuhulwl, 8. Manwady, T-A. Ramzwa, Company Seeyetary: 7.0, Rasllums
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introduce a new maior shareholder
Currently the bank has two major shareholders i.e. Vele Investments (Pty) Lid and the Public Investment
Corporation. Currently the bank has R1 opillion authorised shares and only R350 million is in issue. The bank

will seek an additional shareholder of reference who will provide fiquidity into the bank.

1, ACTION PLAN AND STRATEGY TO MITIGATE THE CONTINUED LIQUIDITY SHORTAGES AND
ESPECIALLY THOSE POSED BY THE LARGE MUNICIPAL DEPOSITS:

Tha Bank will be implerdenting more stringent fiquidity management practices to ensure that that it doesn't
find itself exposed 1o single large depositors, with the exception of deposits from Shareholders and

intercompany related enfities.

“The measure that the Bank will putting In place will include revising the early warning current liquidity
triggers to incorporate additional liquidity buffers in order to absorb shocks caused by early termination
of deposits by large depositors. The friggers here will be calculated as aa function of the Balance Sheet

confractual mismatch and will be as follows

VBS Mutual Bank will be introduction concentration limits in which it will not accept a single
counterparty deposits exceeding 10% of its total depositor base. The limits wili be applied as follows:
Depaositor concentration limits

o s

T10%

Largest depositor concentration
‘Top 10 depositor concentration 30%
Top 20 deposttor concentration 30%

tutual Bank Directars: T, Matode! {Chalrperson), B.L Mepongwana {Deputy thairpersan) AJM.A. Ramuvhungs {CED), ».N. Truter (CFO), P.A, Rarmlkosi, LN, Muda,
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This single counterparty concentration limit will also be limited by time bucket as follows:

Permissible single depositor limit by time bucket
. Greater than
207 Bdays to™1 1-2 Greater than Greater than
2-3
days month months months Smszq?rirﬁz Bmonths to 1year | tyeario 2years
5.00% 5.00% 5.00% 5.00% 7.50% 10.00% 10.00%

., DIVERSIFYING FUNDING SOURCES

- 'Retail fixed deposit product

VBS is working on a launching a long term investment product to the retail market, This will ensure the
diversification of funders and remove the reliarce on a few large funders.

The investment product will be market beating as VBS is not a well-known bank by the general market and
will have to offer above average deposits in order fo attract new custormers.

Membership svstem

VBS is developing a membership systern which will serve the Stokvel market and large membership groups
such as churches.

The system Is in the final stages of development and will be launched end of March 2018 or beginning of
April 2018.

o We believe that this system will give VBS a competitive edge in afiracting Stokvels and targe membership
1) groups due the ease of management and reporting capabilities In this system.

" In that way, VBS Mutual Bank will be able to grow its refail depasitor numbers which positively impact the
Bank Net Stable Funding Ratlo as these deposits remain very stable and carry a greater Weighted Average
Life compared to Institutional deposits.

LONG TERM STRATEGIES

Securitisation structures

The bank has a well performing advances book which is currently not significantly impaired, For example,
the marigage book is of high quaiity. Historically these debtors have kept up their payments as they have
used these properties as their primary residences cutside of the metropolitan areas.

The current morigage book is approximately R450 miflion and amounts in arrears only make up 1.08% of
the balance. '

Hence, the mortgage book could be securiised and the funds released in order to provide the much
needed liquidity.

fiurkual Bank Directors: T. Matadzt {Chalrperson), B.L Mapongwana (Depuly Chairperson) A.MA. Ramavhtnga {CEQ), P.K, Trater {CFOY, P.A. Remikosi, L.N. tudau,
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The process will be lengthy, however if no long term funding s secured, it will be a necessary strategy.

2. Action plan and strategy to ensure that it is fully compliant with the prudential requirements:

2 1 Maintenance by VBS of a minimum feserve balance in an aceount with the South African Reserve
Bank, as required in terms of section 10A(8) of the South African Reserve Bank Act 80 of 1680

Through the introduction of the liquidity triggers and limits mentioned in point 1, these will ensure that
the Bank Is able to avert the need to utilise reserves at all times.

However should VBS Mutual Bank utilise reserves, i will monitor the reserve account and ensure that it
: ‘ﬁ% only utilisés the reserve account as a last resort only when necessary over a short period, preferably
Lot overnight if need be. The Bank will ensure that it replaces the reserves utilised by also keeping a
) reserve account schedule in ling with that maintained with the SARB Financial Markets Division.

2 2 VBS Mutual bank will maintain a fiquidity buffer of +5% in the O to G0day fime bucket, of which the
Bank will 2% of the excess/buffer in the Balance Sheet mismatch is used as a buffer in the reserve

balance account,

2 3 Maintenance by VBS of minimum liquid assets in terms of section 50010 of the Mutual Banks Act of
1993 and regulation 22(2) of the Regulations relating to Mutual Banks, and prescribed minimum
levels of liquid assets to be held at close of business.

- Going forward VBS Mutual Bank will be building its liquid Asset book in erdet to hedge against
the potential windfall of deposits especially those from single large depositors. The Bank wili be
building its liquid Asset Buffer fo equate to 30% of its total depositor base. The Bank will be
monitoring and calculating utilisation on a dally basis to ensure that firstly it doesn’t exceed 50%
of the LAR allowed for loans. ,

- The Bank will ensure that it only uses the portion equating to the excess position for loans and
not those securities pledged for prudential asset requirement. i
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commercial Banking License — VBS Mutual Bank

The issue of VBS's commercial banking license application is very closely linked with the challenges
they had been experiencing with the municipality depbsits. In its updates to the BSD regarding its
interactions with National Treasury, VBS had indicated that National Treasury had granted the bank
an 18 month dispensation to retain the municipality deposits on condition that they begin taking the
necessary steps io convert to a commercial bank registered in terms of the Banks Act. This Office
had reguested formal communication from VBS in this regard and never received it. VBS had
highlighted its intentions to expedite the conversian from a mutual bank to a commercial baok.

e | a telephonic meeting with VBS beld on 25 January 2018, the bank had indicated that VBS
was on course to submit an application to convert the mutual bank to a full commerclal
bank. VBS had indicated that they would be ready to submit the application by end of
March/ beginning April, VBS had indicated that it had enfisted the assistance of consultants
in the compilation of the application, and had allocated significant resources in this regard.

« On 7 February 2018, this Office’s legal and frontline analysis had held a telephonic meeting
with the CRO of VBS, in order to provide guidance on the rompilation of the commercial
hanking licence process, and on what would be required from VBS by this Office, in orderto
assist the bank to submit all required documentation {so as to ensure that the turnaround
time is not made longer by an incomplete application) Legal and frontline analysis had
endeavoured to answer any and all queries which VBS had, and to provide clarity on the
application protess.

e On 26 February 2018, at 832 AM, VBS had submitied its appl]catidn for the conversion of a
mutuzl bank into a bank (10 days after the liguidity position became dire). The application
consisted of:

o A cover letter signed by the CEO on 26 February 2018 indicating intent to convert to
a commercial bank {1 page)

11 forms BAG20 indicating who the Executive Management of the bank were to be,
A draft proposed conversion scheme document (11 pages)

Memorandum of Incorparation for VBS Bank Holdings Limited {19 pages)
Memorandum of Incorporation for VBS Bank Limited (19 pages).

D O C Qo

VBS were notified {in an email sent on & February 2018) and knowiedgeable of all the
information that would be required of them in their application to convert {see below an
extroct from the Regulations relating to Banks which detoils the minimum information
requirad in the application). For all intents and purposes, and based on a preliminary
assessment of the documentation submitted by VBS in its conversion of a mutual bank into a
commercial bank, the application can be said to be an incomplete draft at best.
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South Atrican Resarve Bank

From the Office of
the Registrar of Banks

Confidantial .
Ref.: 15/1/_VMB

Mr A Ramavhunga
Chief Executive Officer
VBS Mutual Bank
82 Wessels Road
Metropolitan Office Park
- Rivonia
i 21831

Dear Mr Ramavhunga

VES Mutual Bank: action plan and strategy to recover from liguidity siress
position

A copy of our letter fo Mr T Matodzl, Chairman of the Roard of Directors of VBS
Mutual Bank, with regard to the above, is enclosed for your information.

Yours sincerely

i)
7
" L. Mokoena
Divisional Head
Date: X /02 /élg /5
PO Bow 8432 Pretoria D00V « 370 Helom Joseph Streal Prelods BIHLE - South Africa - Tel +2712 3133911/0861 12 7272 - Fax 427 12 3143758 . wwwmsmwban&pﬂ,m

Bt TR efiersioevar EAMEVIUNGD ; Mefods {FINAL - VBS Mota) Bk Uity wisls recuvery;.docalvje



] /
E

South Aftlearn Haéerve Bank

From the Office of
the Registrar of Banks

Confidentiat

Ref: 16/1/_VMB

Mr T Matodzi ,

Chalrperson of the Board of Directors
VBS Muiual Bank

Metropolitan Office Park

B2 Wessel Road

Rivonia

2161

Dear Mr Matodzi

VBS Mutual Bank: action plan and strategy to recover from liquidity stress
position

The following engagements refer.

v the letter from the Office of the Registrar of Banks (this Office) dated
20 February 2018, signed by Deputy Govemor and Registrar of Banks,
Mr Kuben Naidoo; ,

® your response letter dated 22 February 2018, wherein VBS Mutual Bank (VBS)
detalled its Liquidity Recovery Action Plan to address the current liquidity crisis
and any further liquidity shortages that may arise in future; and

« the meeting held at Natlonal Treasury in Pretoria on the moming of
26 February 2018 at which the following parties were present: VBS's two largest
shareholders (Vele Investments and the Public Investment Corporation) and
representatives of both National Treasury. and the South Affican Resefve Bark
(SARB). ‘

This Office has noted the contents of the aforementioned Liquidity Recovery Action
Plan. VBS is nonetheless requested fo submit a revised Liquidity Recovery Action
Plan, which reflects the conclusions reached by the majority shareholders that were
communicated to the representatives of National Treasury and the SARB in the
aforementioned meeting.

The revised action plan should clearly detail VBS's strategy fo mitigate against the

immediate liguidity risk posed by those deposits which have already reached their

maturity date and those which will reach their maturity date in the short to medium
term. -
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Furthermore, this Office would Jike to reiterate that it Is incumbent on VBS fo ensure
that it maintains sufficient liquidity required fo facilitate the settlement of payments
due on a daily basis throughout this period of liquidity distress, failing which this
Office will be obliged o consider invoking the appropriate actions within its mandate
to ensure the protection of depositors’ funds and the continued stability of the
financial system as a whole.

This Office requests that VBS submit the revised Liquidity Recovery Action Plan, duly
signed by the required authorities, by no later than close of business on
28 February 2018. '

Yours sincerely

L Mokoena
Divisional Head

Date: 0’2%/5; Q@/E

cc  MrAM A Ramavhunga - Chief Executive Officer

HBecVBSILallentFINAL - VBS Mutel Bark Nquldily cisis recovery.docfyvr
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South African Reserve Bank

From the Office of
the Registrar of Banks

Confidential
Ref.: 15/1/ VMB

Mr A Ramavhunga
Chief Executive Officer
VBS Mutual Bank
82 Wessels Road
Metropolitan Office Park
Rivonia

=, 2191

Dear Mr Ramavhunga
VBS Mutual Bank: action plan and strategy to recover from liquidity stress

position

A copy of our letter fo Mr T Matodzi, Chairman of the Board of Directars of VBS
Mutual Bank, with regard to the above, Is enclosed for your information. -

Yours sincerely

¢ i
Lo L Mokoena
Divisional Head
Date: &@%)L/élg [S
PO Box 8432 Preloda 0001« 370 Helen Joseph Stroel Prelods 0002 Soulhy Afries . Tel +27 12 3155011/D861 12 7272 ' Fex +27 12 3133758 + wwwreswvebankieo xa
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South Afrlcan Reserve Bank

From the Office of
the Reglstrar of Banks

Confidential
Ref.: 15/1/_VMB

Mr T Matodzi

Chairperson of the Board of Directors
VBS Mutual Bank

Metropolitan Office Park

82 Wessel Road '

Rivonia

2191

Dear Mr Matodzi

VBS Mutual Bank: action plan and strategy to recover from liguidity stress
position

The following engagements refer:

o the lefter from the Office of the Registrar of Banks (this Office) dated
20 February 2018, signed by Deputy Governor and Registrar of Banks,
Mr Kuben Naidoo;

«  your response lefter dated 22 February 2018, wherein VBS Mutual Bank (VBS)
detalled its Liquidity Recovery Action Plan to address the current liquidity crisis
and any further liquidity shortages that may arise in future; and

¢ the meefing held at National Treasury In Pretoria on the morning of
26 February 2018 at which the following parties were present: VBS's two largest
shareholders (Vele |nvestments and the Public Investment Corporation) and
representatives of both Natlonal Treasury and the South African Reserve Bank
(SARB).

This Office has ncted the contents of the aforementioned Liquidity Recovery Action
Plan. VBS Is nonetheless requested to submit a revised Liquidity Recovery Action
Plan, which reflects the concluslons teached by the majority shargholders that were
communicated to the represéntatives of National Treasury and the-SARB in the
aforementioned meeting.

. The revised action plan should clearly detail VBS's strategy to mitigate against the
immediate Hquidity risk posed by those deposlts which have already reached their
maturity date and those which will reach their maturity date in the short to medium

term.

PO Box B4T2 Prataria 0001 370 Helen Joseph Streel Pralude P02 - South Alca + Fef 427 12 31309940861 12 7272 ' Fax +27 12 3133754 + wwwseservebank.co.zs
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Furthermore, this Office would like to reiterate that it Is incumbent on VBS to ensure
that it maintains sufficient liquidity required to facilltate the settlement of payments
due on a dally basls throughout this period of liquidity distress, falllng which this
Office will be obliged to consider invoking the appropriate actions within its mandate
to ensure the protection of depositors’' funds and the continued stability of the
financtal system as a whole. ‘

This Office requests that VBS submit the revised Liquidity Recovery Action Plan, duly

signed by the required authorities, by no later than close of business on
28 Fehruary 2018. : .

Yours sincerely

L. Mokoena
Divisional Head

Date: O"Z% 0?@/3’

cc  MrA M A Ramavhunga - Chief Executive Officer

HASacaW B aters\FiNAL « VBS Mulet Bank iguldty aisle recovery. dotx/yh
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82 Wessel Road

. ™~ Y
l';'lit::ﬂniﬂan Office Park KN ‘n’, 1 8 5

Tel: {011) 037 6400
E: comoraterecaption@vbsmbank.co.za

Head Office
- : 26A Erasmus Street, Makhado 0820 South Africa,
IT\UTZUE.; b’&l‘lk PO Box 3613 Makhado, D820, South Africa

‘ Tel; (015) 518 0358

Fax: (018) 516 2112

www.vbsmirualbank.co.2a

Authonsed finencla services and registered credit provider
VBS Mutua! Bank Reg. No. 1061 NCR Nb, NCRCP2
FSP No, 30857

Mir K Naidoo

Deputy Governor and Registrar of Bank
370 Helen Joseph Street

Pratoria

001

28 February 2018

Dear Mr K Naidoo

T

A :
) f%VBS Mutual Bank: action plan and strategy to recover from a liquidity stress position

This letter references your letter dated 26 February 2018 requesting a revised Liquidity Recovery Action
Plan (“the Plan®) and signed by the Divisional Head, KL Mokoena.

The revised ptan requested by your office is largely dependent on the outcome of the PIC investment
committee decision. The Investment commitiee meefing is set to take place on the 15! of March 2018 after
which the funding structure and final amounts will be knowrn.

VBS Mutual Bank (“the Bank”") therefore requests an extension to submit the revised plan by an additional
one working day. The bank will submit the revised plan by close of business on the 1%t of March 2018,

Y
1 .
} Yours sincerely

Andile Ramavhunga

Chief Executive Officer

Wistusl Bank Directors: T. Metodsd [Chekepersan}, B.L Mapangwana {Depaty malmemn)'nm-&. Ramavhunga (CEO), P.N, Truter {CFR), P.A- RamKos), 1M, Mudau,

MW, Muovhulaws, T.E, Nessne, P, Magula, M.V, Nevhuhulug, M. Manwady, T-A. Ramawa, Company Seeretary: T.0, Rasituma '
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STRICLTLY CONFIDENTIAL —~ FOR PISCUSSION PURPOSES ONLY

BANK SUPERVISION DEPARTMENT

VBS Mutual Bank

Options to consider for orderly resolution

2/ 26/ 2048




Summary of options:

STRICTLY CONFIDENTIAL — FOR DISCUSSIDN PURPCSES ONLY

Optlon 1 CGancellztion ar suspension of registration by cou! ]
Optlon 2 Cancellation or suspension of regisiration by Registrar 3
Option 3 Restriction by reglstrar of activities of mutuai bank 3
QOption 4 Judicial management 3
Optlon 5 Voluntary winding-up of the mutual bank 5
Option § Winding-up by court 7
Option 7 Appointment of curator to mutual bank B
Sub-option 1 Appoint curator fo attempt to restore lguldity and viability of the bank B
Sub-aption 2 Appoint curator with intention to transfer apaets and Jjabllities to a [*]
possible suftor with ultimate intention of winding down of entity
Dption & Transfer of assots and fabllities/ Transfer of part of a motual bank's 11
business
Facilitate and brderly private sector solution: Purchase and assumoption
Optlon 9 Liquitdity assistance by existing shareholders 12
Qhption 10 Appraaching B Jarge banks for liquidity assistance | 14
Optlon 11 Liquidity assistance by the.SARB {ELA) 14
Concluslon and meommshdation 17
Comments ineluded;

Commenis receiver are colour coded per contribufor

Colour Name of person commenied

Red : Nicola Brink
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STRICTLY CONFIDENTEAL - FOR DISCUSSION PURPOSES ONLY

VBS liquidity concerns: options to sonsider fer orderly resolutjon

Diptiohs In terms of Mutual'Banks-Act.and Banks'Att : i ' . :
g Option | | Legislatl Detail to’ r.unsnder Implieations impacting option | Is this viable | Fundingicost
- cU oo L jen B R P Lo implicalions
Cancellation | Section 1} The Regb:trar may by way of If there Is a sudden
or 23(1) and appliication on. notice of moton | Positives; It can be argued that the bank | stop In the achvifies
suspension (4) of the apply to a competant eourt for an |« No conviction of direstors or does not successfully concduct | of the bank, the
of Mutual order cancelling or suspending the execubives of any offence ilo the business of a mutual bank Impart on customers
registration Banks Act registration of & mutwal bank if, In | - this Mutuzsl Banks Act The entity has falled to comply | could be severs, eg if
by court: the opinion of the Registrar, thers wih B requirement of this Act | they suddenly lose
are prounds  justfying  such | Nenatives: that ls applicable to- 1L in iis | @access fo thelr funds

cancellation or suspension.

2) Sec 23{4) cimumstznces: in addition
to any athar grounds that the coeert
tay consider sufficlent to Justiy
the granting of an order, canceling
or suspending the reglsiation of a
mistual bank, such an order may be
granded ¥ the instkution concerned

a, Or any of is direclors or
execulive officers has been
convicted of any offence in
terms of this Act

b, Dues nat sutisfactorly camy an
buslness as a mutus bank

g, Has failed to comply with a
requirement of this Act that
ls applicabliz to it in its capacity
as a reglsterad muotual bank;

d, Conliaues to employ an
undesirable practics; of

e. Has in a materal respact
misrepresented the facliibes
which it offers to the gereral
pubtc,

or i, in any other ground
advanced by the Registrar in
the relevant xpplication, the
court is of the opinfon that it is

+ It can be argued that the
bank does not suecessfully
conduct the business ch a
mutual bank :

e The entity has falled tu
comply with a requlremerd
of this Act that Is applicable
in i kb fs capacily as a
repisfered  matual  bank
since i does not mest the
fiquidity requirements and
min resetve requiraments of
the Act

= ‘Thiz Cfice s of the view
that the management of the
mutual bank Is not fit and
proper to  exerute  thel
responsibiities regarding the
business of e bank

capacity as a repistered mufus|
bank since #t does not mest the
llquidity  requireinents  and
minimum reserve requlrements
of the Act

This office is of the view that
the management of the muiual
bank is not fif and’ proper io
execute thelr responsiblities
regarding the business of the
bank

This is the uimale options
once curatorshlp has been
executed, And nenviehlfly of
the bank has been confismed,

or carnot  perform
any transactlons, We
don’t think tis is a
realistic opiion.
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nof in the publs interest io
altow the Insthution concemed to
continue Hs activifles ss a mufual
hank,

Cancellation
or
suspenslon
of
registration
by Repistrar

Sec 21 of
MB Act

The Reglstrar mey, subject to sec 22
(refer opfion3 (2)), in the cask of mutual
tank registersd me such, with the
consent of the Minlster and by notice in
wiing to the instituon concemed
caneel, or suspend on such condifons
as the Reglstar may deem fit, such
registration i the Institution has not
conducted any business as a mutual
bank during the period of sbt manths
commencing on the date on which
the institution wae registered as a
mutual bank.

Thig Is not an optian sinca the
institution was ssizblished In
1982 and has been conducting
business as B mutual bank
sinee 1992,

Restriction by
reglstrar of
activitles of
rmutual hank

Section
24 of
Mutua]
Bank Act

{13 The Registrar may, in fleu of
{instead of) an application under
section 23(1) by writlen notica o
a mutuzi bank In respect of
which, in the opinlon of the
Reglstrar, any of the
circurmstances as per sec 23{4)
of MB Act is present {refer
aption 1 (4) abovs), restrict the
acfivillas  of the Institution
concemned as a mutual bank Ir
such respects and on such
condiions as the Registrar may
specify i the notlca,

{2 Provisions of see 22 shall apply In
tha restiction of the activitles:

a. The Registrar shall, In a written
notice  addressed o the
cheiperson or CEO of the
institution concemed —

{,  Inform the Instiution of its

Consideration options:

-

Replacing or enhancing
the management of ihe
bank, especially the CEO
Main concemn i Jguidity
and sourcing of reliable
and stable funding
folowad by sustaihable
profitability

Optinn:

L

Enter Inte discussions with
the Board/chelman of the
board regarding the
replacement of the CECQ
Insirugt the bank to step all
lending activitias unfil such
fme as sufficlent and stable
funding has been sourced
Instriet the bank to limit its

Restriclon of thelr aciivities will
mainly result in a negative
impact on;

o

attraciing lquidity &s main
sourcs of deposits is from
municipaliifes

Pruftability as maln income
streams |5 derived from
providing confract
financing, fuel financing
and extending morgsages.

Restriction of certain
activiles may not
rastore  viability (or
may &ven further
thraaten viabiiy), but
If we think the bank
s nat viable In any
case, g resiriction on
lending and nan-core
pctivilies may agslst
un crdefy wind-down
over a |longer pefiod
with a less severs
mpact  en refal
daposfiors, Probably
better to do this
under  curstorship
anyway.

Although the CEO
seems fo a probiem,
the mools of the

3
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Intention,..

I.  Fumish the instilution with
the roasons for  the
Intended suspensiof...

il, Call upon the irstitution to
show cause within & period
spedified in the notics,
which shall not be less than
30 days as from date of
notice, why.....

b. Afer capsidering any
repreaentaton received within
the epeiiied pericd from the
Institution concerned by virlue
of the provisions as in aii)
above, the registrar may In his
discretion — .

. Proceed with the
cancellaton of suspension

fi. Refmln Fom faking any
further stzps,.. .

snd the repistrar shall in wiiting

Infarm the chalman or CEQ of

the institulion concemed of his

decislon,..

.

fendino  activifes  within
strict set parameters untl
such dme as sufficient and
slable fupding has been
soureed.

Bank to siop all Aen-core
prodycts targeting wholesale
dients llke fue! financing and
contrazt  financing  and
focuses on core producls
serving  mefall  customers,
mainly shortterm products
until liguidity has been
restored satisfactorily.

To  cal-back  overdmaft
fachilies net rerew existng
16an spreements to reduce
the book

instrucl the bank fo stop
taking on deposiis from
munlcipaliies until suck time
as NT has finallsed thelr
stance reparding
munlcipaliles placing funds
with mutual banks. This wil
worsen the problem if the
hank ff  can't iake deposits,

"My understandlng was that

NT's pusition Is based on
legislation (PFMA) — It was
only the mannar in which i
was communicated  that
cauld have been different?

Restrict the opening of new
branches and  buslness
activities

Posltives:

|imitation of puifiow of funds

bank's tistess are
probably wider and
deeper, 56 ramoving
the CEO wil not
necessarily help the
bank survive.

This is a non-
diversifled bank -
resiioting  antivilies
wil  ony  bring
forward the failure of
the hank,

4
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« Wil buy time dusing which
lquidity posiions can  be
enhanced

s Resfickon of  municipal
depesits  wil  decrease
riskiness of deposhiors

« Wil enable them 1o focus on
enhancameris to back office
and middle office, including

staff, [T systems and
nfrastruciure,
Negatives:
= Limitaion on  lerding
activiies  will  negatively

Impact on income streams
resultng in negative Impact
on profitabiiity

o Lmitation »f deposiis from
municipaiifes  whith I8
eurrently the main source of
deposits, wil  regatively
impact on  thetr Nquidity
position as VBS currenily
have difficulties  with
attracting alternative
sources of funding This s
the oument reality, not
related to any Hmitation BSD
may lmpose

£, | Judicial
management

Gec 73 of
Mutual
Bank Act

—

"

@

The provisions relaling to the
judicial management of
companles  conmined i the
Companies  Act, shall muratis
mutandls apply fo mutual banks

Order may be granied by the
pourt on  application  of the
Registrar o7 of the mutual bank le
thera & special provision for a

Judisial management has been
replaced by business rescue in
the new Companies Act.

In the business rescue reglme,
the board of directors of the
company remalns in place, but
the direciors must now work
under the instructions of the

Gurrent board and
maragement wil then remaln
respensible for the day fo day
activity of the bank But under
the instuclon of the judiclal
manager

‘The management of the board
of VBES have on 8 consistant
basis demonstrated to BSD that

Similar o
curatorship, but the
fatter is better suited
o & bapk

5

S
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short process? Otherwlse It could

take toc long.

husiness ressue practifoner.

This will allsw the business
rescue practiioner to focus his
attanfion on the eriflcal changes
that the compzny needs to make
in the way tt doss business,
while leaving the day b day
management of the company o

they are nol capeble of
effectively managing the day to
day operations of the bank,
Irespective of the guidance
provided by the BSD.

Companles Act pn the grounds that,

liquefiable assets could to
be fansferred to  other

the board of directors,
. | Voluntary Sen74of | Members fo decide by speclal | Positives: Appiization by any one director | Not an opilon under
winding-up of | Mutual resolution or shareholder or the Reglstrar | contre} of BSD
the mptual Banks Act |« A solveni company may conduct| ¢ Usuelly the  leasicost of Banks for, the volumiary
bank voluntary wind-up solution. winding wp of the bank when
« Norost o the SARB +  Depostt book of R1.8 billion there |5 & deadlock as
v Allemnatively, & difesor er could be tmasferred to ather discussed above
sharehiolder may 2pply to the court sound banking Instiutions. Ne deatlock
i {erms of Sschion 81 of e [e Cash and other easy ldentiled/evidenced

(@ the directors are deadlocked In the

maHagement of the company, and sound banking institutions,

resuit, from the deadlock; or

(bb) the company's business cannol

pa  conducted to  the
advaniage of shersholders
generally, 2s a resull of ihe
deadiock;

Ahe shareholders are urable o break |« No/minimal  Iosses 1o
the deedlock, and— depnshors, smalier lnsses io
(aa) imeparble Ipjury o the investors,

company lu resulting, or may | These . posiives  are  also

available Tor ather optisns, €5

curatorship, P&A, They seem |

worth pursuing In the absence of
deposit instrarice and i we want
{o aveld harship of deposiors
joue access fo thelr funds.

{i) the shercholders are teadlocked in
voling power, and have failed fer & Nenatives:
L_, pericd that oludes at least two e Not yet considersd by
consecutive annual peneral mesting shareholders as an option
dafes, in elest sucoeseors 0
. dirattors whose ferms ‘heve expired;

’ or .
{iif) 1t is otherwlse just and equitable for
the company o be wound up;
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a  Notwithstanding the provisions of
section 74 of the Mutual Banks Act
and anything o the confrary
cottainad in the Companles Act - in
tems of Section 75{2) of the Mulual
Banks Aet, an onder for the winding
up of & mutual hank may be granted
by the sowurt on the application of
any credltor or of the Registrar er of
the judiclal manager of the mutuad
bark provided thet the Regisirar
shall have the right to bppose any
such applicapn made by any
other person.

6. | Winding-up
by court

Sechion
75 of MB
Act

Gompanie
s Act
Insnlvenc

y At

76(2Z) An order for the winding-up of a
ruttal bank may be granted by e
court on the application of any creditor
or of tha Replstar or of the judicial
manager of the mutual bank: Provided
the Reglstrar shall have the nght o
oppose any such appllcation made by
&ny person.

75(3) The count may pive o the
liquidator any direstions which o il may
appear to be suitle In  the
circumstances, due repard being had to
the interest of members and creditors of
the mutual bank.

75(4) An order for the winding-up of 8
mutual bank by the couri shall not be
made urfess the court is satlsfied thal it
[s not desitable that tha mirhyal bank be
placed under judiclal mepagement.

« Winding-up only an aption If
court is satisfied that it Is not
desirable to place MB under
judicial management

Positives:

= Provides certalnty.

+ The tlosure of & non-viable
or badly wmanaged bank
contribules  fo market
discinline In the ionger termn.

« Llimfied amount of retall
deposiis makes
compansatien armngements
easher,

RNegatives:

e Drawn out  Wquidation
process

« Creditors and  deposliors

likely to suffer some [psses

= Deposlors jose access 1o
their funds

a Further loss of
confidence

= _|nsolvency is 8 tripyen need

Investor

Not a viable optior

- Drawn out fiquidatlon process.

Credltors Jikely to suffer some
losses
Further
canfidence
Insclvency s & trigger; reed b
be factually insolvent or have
committed an act of insolvency
Polltical risk

Ipss  of Investor

Unless NT pays out

depositors  directly,
this  will  cause
hartship.

7
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o be facualily [nsolvent or
have sommitied an et of

interest, by notfylng the chief
executive officer or the chairperson
of the board of directors of that bank
i wiiting, appoint & curator o the
bank.

Curatarship

Protect the Interest of deposiirs

if the bank s put under cursdorship,
the main purpose should be to ralse
the necessary taphal and o recily
govemante and system issues.
Investigate and confirm the solvency
positlon of the bank

Possihility to run down the book

" Can faclitate an oderly wind-down

under curatorship

Depensls on asset quality :
The reglstrar may appaint a person
wha is I the employ of the bank

example the maintenance of
good corporate govemance

{including having &
dedicated CEO, GFC, Chisf
Risk Officer and

experienced direstars on the
hoard), meeling capital and

Higquidity minimum
requirertents {inciuding the
secusing  of  capial by
stipudated  deadline) and
mainzining updated
sysieme  that  produce
accurate financial results.
Posltlves:

s ‘The bank can sontinue
operations. The objectives
of the hank deeply embed
principles of financial

3, The Registar can appoint &
person whe is in the emplay ot
the bank under the curatar, whe
has wide experience of and Is
knowiedgeabla  shout  the
specfic field of actviles in
which the bank is engaged.
This person fo replace the
current CEQ,

4. Agree on the fees in respect of
the curator, Inciusive of the
fsam supporting the curator.
Agree on a cap to be set on the
apnual payments, Any cosi
above the cap would need o
be aparoved by the BARE

5. Banking operaflons to remaln
apen  {depostiors fo  have
access o thelr depositsy and
collections o continye
effectively and sfficiently. VBS
cuslomers should continue o

Insolvency
s Polilcal risk
[ Appointment | Sec 81 of {1y Provisions of ses 63 of Banke Act | Triager events; Copclusion _on _ curatorship We favour | Sub-
of cucator to | Mutual No. 84 of 189D, relafing o the | o The bank is unable to repay, | option: Coplion 2
motugl bank | Bank Ack sppointment of a curalor o & when legally obllged to do
benk, shall mutals  motands so, any depesit; or ls unable Sub-Option 4; Appuint curstor o What abotd
apply 1o any mutual bank hat In or wii probably be wnable fo attemp? fc restore liquidity and | Postbank  as 2
the opinjen of the Registrar 's In meet any cher of s viability of the hank poterdlal purchaser?
financlal difficutles obligatons., Not sure sbout the
1. The first important measure | status of fhe|,
Sertion {1y _If, in the oginion of the Reglstrar, | o Ohligations can be would be fthe conclusion | application, but it
65 of the any_bank wili be unable to repay, interpreted moro widely than reached by the Reglstrar of could posslbly help
Banks Act when iegelly obligated to do B0, just for exampia repaying Banks and the decislon by the § both VBB and
depos! ade with it o | any liabllifes when they Fal Minlstar of Finance to place | Postbank fo diversifly
probably be unehle in meet any of due, 1t can also mlfer to any VBS under curatorshlp. fhelr  assets  and
il obilpations, the Minister may, If prudential chligation that the | 2. Decide on who to appolnt as | Jieblies. {Just an
he deems It desirable in the public tank has fo cormply with, for curmber Wea,. )

8
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Under the curator, whe has wide
axperience of and Is knowledgeable
about the specific fleld of acthilles in
which the bank under curatorship s
predominant engaged, to assist the
suratnr In the management of the
affairs of the hank under suretorship-

nclusion,

The ineffsstive managernent
team of the bank canbe
replaced and the
manegement of the hank
ran be cendusted by an
appointed person wilh the
necessary experiznce and
knowiadge rin the
management of the affairs of
fhe bank;

" Curater can develop and

Infraduse & siralegy te
sphance the govamance
and management of the
huginess of the bank,
Including risk management,
processes, efo, whith will
eontribute to ensuring the
viahility of the business of
the bank

Cuyatorship provides fime te
properly establish the stale
of the bank, including fts
stivency and viablltty.
Curatorship can pracede
liquldation, but slso provides
time tz eushlon the effect on
bank chents, eg by
negotizling & transfer of
assets and fiabfitles to
anolher bank, ELA can play
a supporling role Insuch a
siratagy.

Process could be
managed and depasitors
reassured through proper
communication ofa
winding-down strafegy or
strategy for henk io pay
jts debfs or meets jts

use

ther existing VBS

brenches.

8, Hefplines fo be set up where
caraler will arswer questions
from benk clients.

7. Cursiors mandate shouid be

to;
a,

B.

o

Provide cartainty in respect
of the viabiiy of the bank
Consider propasals 1o
restoro liquidity of the bank.
Provide sharsholders
opperunily 1o participaie in
restoration actions
Consider  strategy  and
actons to teconstuct the
management .and  risk
processes and practises in
the bank

Ascertaln the asset guality
and long-term  viabllity of
the the bank

Address governance and
system iesues at the bank;
and

Review curent operations
io Bnsure future

stistainabiiity of tha bank.

Sup-Option 2 Appoint curator
with Intention to transfer assels
and Habllities to & pessible suitor
with ultimate ntention of winding
down of entity

4. The fist important measurs

would be the

eonciusion

reached by the Registrar of
Banks and the tecision by the
Minister of Firance to place
VBS under curatoship.

8
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ohligations and beceme a
syccessful concern (refer
sect 69(2D)777.

« Estimation of curatorship
fees - there Is lass
complexity compared to
African Bank and tharefore
less cost wauld be incurred
for any restucturing orfo
prepare for any sort of deal,
Furthermore, the period of
curaiorstip would propably
be shortar, Cumator can
consider proposals i
restare Hiquidity to
accepiable levels]

e Curator may secure funds
for the needed Improvement
wf sk managemert
pmcesses and systems

«  Agdress govemance and
system Issues at the bank

« Cumatorship may ensure the
future sustainabiiity of the
bank

Menpfives:

s Minimizing the extent of
lpases which may be
auffered by  deposiors
depends on asset quality

o A public anncuncement and
open prucess that may
srate ronfidence In the
entire banking sysiem,

« Political rigk

7. Decide on who fo appoint &

3

L

curator

Agres on {he fees in respeit of
the cumtor, inchusive of the
tenm supporting the curater.
Agree op & cap 1o be selon the
annual payments. Any cest
above the cap would need o
be approved by the SARE;
Curator 1o enter Inte & transfer
of assets and liebifities or
ransfer of part of mutual bank's

_business  agreement  with

possible suitors (7?7777). For
purpose of the discusslon we
will call the irderested sultor
Bank X

The Interesied bank (277%) to
assume il the deposits of VBB,
Total depesit baok of R18
billlon (87.24% of tote! labllities
(R2.0bn) as at the end of
January 2018 to be transferrad
i Bank X and depesitors of
VBS wil sutomalically bacome
depositors Bank X,

Bark X to agnee on the
purchase of essois, Cash and
cash equivelent asscis {(Money
neluding deposits at SARB)}
amounted to R21,3m at the end
of January 2048, Bank X i
agree op the purchase of the
pans and advances hook
R1,8bn  (probably al A
significant discount — whe funds
the shortfall?)

VBS customers shoutd
continue o use their existing
VBS hranches. VBS branches
may epen and confinue its
operations s Bark X branches

10
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10,

untl  they receive further
Instructions from Bank X on
which branches of Bapk X
could ha accessed.

. The assets snd HBabilies not

part of G fransfer of assels
and llabilles/ part of mublal
bank’s bushess agresment to
remain in the VBS legal entity
for collection or disposition by
the citrator,{or liquidator?)
Pepending on the negofiations
reached on the loan beck, loan
cusiomers showd continue to
make their payments as usual
at VBS hranches or bmnches
s Indicated by Bank X,

. Lending achvibes to continue

based on the credit criteria of
Bank X (not really relsvant -~
thls  becomes part of the
business of Bank X}

Franstor oF | Bec 77 af 1» AN oroedy private seclor solufion | Positives: |+ Purchase and assurption with
assets  and | MB At {through transfer of assets and | Thisoption can be fackitated fha transfer of depesis and
Ifablitties/ Ben 72 of liabiliies) with polential  sultors atapy time easily ‘Yquefiable assebls to
Trapsfer  of [ Mutual {Muttuzl barix or bank) which can be |« An orderly selilon which possibte Intsrested banks llkely
part of a| Banks Act faciitated by fis SARE =0 as not o can be facilitated by the 1o result In a posslble shorifal
mutual cause unnecassary dissuplion to the SARB so as not fo cause whick the SARB wik have 1o
bank's finanelsl system and losges do unnecessary disruption 1o inject In the form of cash infe
business depositoms’ funds, the finencial system and the acguiing bank. The

lJ lussas i depashors' funds, purchase Bnd  assumption

Facilitate 2nd
ordedy
private sectar
solution:
Purchase and
assumpbon

Wikt protect depositors and: result in
{veses for shareholders,
Posslble sutors mre the 4 large
banks Standerd Bank, Absa Bank,
Nedbank and FirsiRand
In the assessment of polential
sultors, at lzast the follewing were

« Al the identified suitors have
raasonably good to strong
poard of directers, exeoutive
management ard
committees that are well
stnietured and Here s good
oversight

transactlon would ke the safest
for the acqeiing bank divercing
itkelf from any potentlal legal
and other coriingent Hablities.

"
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cansldered;

Whether the sultor have slmilar
product offerings

Whather the =uitor has sufficlent,
high qualty surplus capial 1o
without raising sddliional eaplal o
conclude the des! specifically when
the instalment debtars, marigeges
and ferm loans are intluded, The
capll after the transaciion should
comfortably meet regulatory capitl
requirements,

The shify of the sufor fo mlse
capital In future (access to capiial
rmarkefs),

The abiiity of the sulior fo comply
with the minimum leverage ratio
post the purchase and assumpton
transaction.

Existence of established and mature
cperational  nsk frameworks,
policles, procedures, systems and
Infrastrusture.

Ablity to  maintain appropriate
cofporate guvernance,
management, inlemal contrel and
fsk-management systams, including
Internal  audit end a compliance

Usually  the
solutlon

No losses to deposiiors,
Continuation of servises

|east-cost

Negailves:

This option may be
considered by a Curator in
Curator=hip.

Requires Minlsterfal
approval, which could bz a
lengthy prosess,

Otficial particlpation by ihe
SARB In the nepotation
process could be scen as
ImplicH guarantes,

May result in a SARB cash
Injection as the

officer afler the actisition,
Liquidity 91,068% of share capital held by 3 Puosifives:
assistance by trajor shareholders: Vele | = Largest sharelolders | «  Source a quashequity injestion | « R%,5bn  funding
existing lnvesiments  (Phy) Hd  (Vels) support, especially PIC and from main shareholders (rights line  reguested
shareholders 68.85%; PIC 27.63%; Dyambeu Dyambeu (Kings Councif) Issue, PIC faclity or atiract rew from PIC equat
4.6% may restors confidence and sharehoider} to setile municipal o total exposure
: attract further funding deposits. . to . lotal
Largest shareholdet, Vele [«  Addifional funds from fhe | e Uniliely to recelve more capital murilclpailes  of
invesiments, holfs 58,85% of share PiC  wil reduce the or liguidty from  major R1,5bn witi

captal; slgnificant owner Is also
chalrman of VBS; chalman alse &

eoncentration risk refating fo

the rellance on_the lemgest

12

shareholder (Vele) as 1t already
placed significant amount of

maturties of “on
cal” to 6 months
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large funding deposibor

« PIC as second iarpest sharehalder

holds 27.63% of share capital

through
Instire Group and Vele investments,

sharehalders, Vele's
s Shareholders' entire
Investment could be at risk

sheuld they decide not 1o

inject liquidky and SARB
decide io put entity upder
curatorship

= Insixe Group Manapers Lid,
s subsidiaty of Vel
investments, 1= also one of
the largest sources of
deposit  funding; however
the stabiity of the soure is
volatile.

Regatives:

« The cumrent buslness model

and future viabliity of the

bank is nquestioned - the

longer the problem persists

and the mors money s put

in, the preater the utimate

cost of fafiure,

Incremsed  cenifbution by

major  sharsholder (Vele

58,85%) further increases

eoncentration risk

s+ Over =nd above belng
largest shareholder, Vele is
also ops of the top 20
depositars

o Insure Group Managers Lid,
5 subsidiary of Vele
Investments, is also ene of
the jargesy sources of
hmding,  however  the
stabllity of the soure Is
valatile.

= Fundlng from the PIC eould
be at a costly prize

caphal into enfity in order
salvage the business,
Negotiations with the PIC are
underway slhce 19 February
2016 o provide iiguidity support
PG has been approached
previously and R s vary
refuckant to place tmore funding
jnto  the business. Other
sharsholders ere of the view
the PIC is the anly sharehalding
enfity that can now provide
fiquidity  solutions  since  the
other shareholders in the recent
pest was the main contribuiars
of liquldity and capital,

Insure Group Managers itd,
a subsldlary of Vele Group, is
alan one of the Targest sources
of funding; kawever the stabllity
of the source |s volatile, Insure
group, thmugh Chalrman Mr
Matodzl, who Is aiso chalrman
of Vele pmoup, could be
apprached to reinvast longer
term funding @s a source of
funding to asslst with liquidity.

PIC funding will
conelst of § year
deposits, 6 year
loan end @ long
tern funding Hne
Culcome  * fom
maeting betwesen
Repistrar  and

NT, PIC  and
Chalrman of VBS
dated 28
February 20718

o PIC in
possibly
povide  only
between
R300m  and
Ra00m
funding

o Vele
Investments(P
v} M io
possibly
provide
R3I0Dm

o Question
remalns  how
the fap
hetween  the
possible
R800m

funding and
the required
R1,5m wil be
funded.

13
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1"

Approaching
5 jarge bkanks
for Itquidity
assistance

1 pans or faciiities

Positives: .

o Divershy funcing which wil
provids confidence in order
for altemnative liguidity to
start flowlng In

= Can be repaid o banks
when suplus Tquidity I8
available

Henatives

» Exposure of benks to an
enfity with @ non-viable
business plan

VBS 1& not a listed enfity and
therefore nof rated

Otner finandal entitles therefor
do net want o Invest In & nen-
rated entity

Highly unikely to get funding
from ofher banks

Liquidity
assistance by
the SARE
{ELA)

Dedjsion to be made under SARB
Act, with final dedslon making to be
iaken by Govemor of SARB mtthe
request of the Reglstrar, “This
decision will be based on Tnpuis by
varlous departments In the SARE to
detarmine the systemicimpact of &
possible bank failure,

Framework document for provision
of emergency Nyuidity assistance by

SARB ta be conslidered
ey considerations for ELA

Will fallwe of the kank damage the

stabliity of the financial systam?

o The bank should be viabke and
marmin  of

have  sufficlent
accoinbng solvency

Pogitives

« Fallure of the bank wil not
damage the stabifity of the
syslam

« Bark |s salveni

o ELA gquick tumaronnd dme;
can be done Immediately.
Established process through
SARE liquidity facllity

« ELA can be heipiul 1o

support syccessful
curatorship or P&A.
o ELA can protect the

funcioning of e payment
sysfem for a short while to
faciiiate the orderlly exit
from the NPE.

Megaflves; °
e ELA s only bridging finance

Fallore of the bank will nat
demage the siably of the
system (provided that failure Is
ayolded)

Bank s solvent {are we
absaiutely certzin?)

Bank does not meet the

o The bank, shoud mest the — it cannot save a hank that § *
minimusm prudential requirerents has weak tnanagernent and raguirement  regarding  lquid | creats  signfilcant
in normal sireumstances a nonviable  business assels and minimum reserves, | moral haizard
moded. Are compllant with capital’| because i Is nen-
+« FR and pmopemess of requirements systemically
management |5_nuestioned b signifieant with

o R8BOM deposits

from
municlpaiiles are
due

e ol pouniclpal
deposii exposure
with maturiies of
*on call io &
maonfis  ictals
R4,56m

a Lguid agset
shortfall R110m,
Le. ensumbesed
In SAMOS;

«  Min cash
reserves
required RS0m

s These numbers
exclude  refad
deposits,

ELA to VBS wil

14
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= ELA wil have to be collateralised
adequately

& Bank had sought other reasonable
available sources of funding before
seeking ELA

o No prima fcle evidence that the
management Is not fit and preper,
or that the liquidity problem Is due to
fraud ,

o Bank must be prepared to take
appropriale  remedial aciions to
deal with ¥quidity peblerns

« Goopergfion znd co—ordination
with National treaswry

¢ Registrar o nolify Grvemor and
Minlster of Finance as soon as eary
distress signals hag heen identified,

as evidensed by pooriack of
appropriate sk and Hquidity
management over a long
periog  of tme, Limied
oversight, Gommunploalion
and involvement from CEO,
especially In tine of distress
The ELA requiras
accepiable  coltateral and
SARB typlcally chemy plcks
the highest quality collateral
ghead of sther eredttors.

No Cai 1 stattery lquid
ansets available as
collatersl, Bank has a iquid
asset  shorlage  for  the
pericd. N Cat 2 assets, Cat
3 assels consistng  of
pverdrafls  and  foans,
merigages and instalments

High halreut (25%-E6%) on:

Cat 3 assets ag coliateral
Spiil-over effect ta other
banks if Informiation feaks

if ELA falls 1o rescue bank,
the time delay could resutt i
furthar aeset yalue
deterivration

In terms of ELA, the SARB
lends publc money to a
pank, agalnet collateral. I
the bank falis desplle having
recelved ELA mnd collateral
Is of a poor gqualty, the
Iosses ultmately fall o the
tax peyers and also puis
other unsecured creditors in
a subocrdinated  position
reiative 1o SARB, making
them warse off in liquidation.
ELA may Increase maral

Mo Cat 1 statutory liquid assets
availgble as colateral, Bank
has a liquid asset sharage for
the pericd, Mo Cat 2 assets,
cat 5 mssets conskstng of
pyverdrafis and Toans,
morigagee and instalments
Bank n discussion with FIC
since 19 Febmary 2018 for
additional funding, Ne feedback
yet

Mo suspiclon of fraud. Fit and
propemess of management s
questioned as evidenced by
poarfeck of .appropriate risk
and lquidity management over
a long period of Hme. Limisd
oversight, communication and
invelvement frem GED,
especlally [n time of distress.

Bank provided BSD with an
updaled strategy and figuldity
recovery acion plan - 22
Febmary 2018, howaver it Is
mainly a “wish list” for the future
medium and Iong term, wilh
mintmal Immedlate recovery
oplions with exception of
raliance on funding from PIC,

doubtful viabllity and
weak governanca,

15
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Repistrar to keep Minister informed
Goverrior wil aform Misister if need
for ELA arfse, lmespsclive of
systamilz ar norrsystemic bank
Govemor will have o get Ministsr's
approval far ELA that eaonet be
adequately collateralised by & bank.
NT wilf have to provide a guaranies
Should & bank pel hawe adeyuate
Cati eclateral =vallable, spetis)
armangaments could be put fn place
io actept nther assets as collateral
In repos fransactions wih the SARB,

3

hazard: £ the SARB
bacomes generous in iis
provision of ELA, especially
to & non-systemic bank with
doubtful viabiily and weak
govermance, it may elso
cregle  an  expecialon
among all banks that ELA
can be refled upon as a
solree of funding In distress,
thereby  Incremsing  ris¥
taking

ELA is typically provided al
2 penalty rate, with halmits
applied fo .collateral. This
makes ELA 4 mom
expensive farm of funding
for & bank, which can affect
s profitbllity and viabifity
ELA glves rise io disclosure
issues for the SARB. ELAls
typlcally kept confidential,
which may give rise to legal
chailenge later on, or
Investors could arpue that
they had been misled about
the difficulties experienced
by the bank, The SARB
sheuld be able to justfy the
ELA given based on well-
capsidered prounds,

18
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Contlusion and resommendation

1. After having carefully considered all of {hes above options, the B8D s of the opinien that the hest ldentified option is to plate the hark under curatorehip,
by applying sub-option 1 under the curalrship option, Sub-option 1 prmposes o appoint a persan whe s in the emplay of the bank under the curator, who
has wide experence of and is knowiedgeable about the specific field of acthvities in which the bank Is engagad in who will replace the current CEG t2

ati=mypt to restore liguidity and viabiiity of the: bank
Finstah recommends Sub-Option 2, unless it iranspires that the bank does indeed hava a viable business model,

1, The curatorship can:
. Seeure sourees of funds i recover Yquidity posttion of the bank Is this possible, given the legal constraint on taking local povt depesits? How will

they replace such a jarge bulk of depesits? -
b, developand Introduce 8 strategy ip enhance the gevamance and management of the business of the ank, including risk management, processes,

ete. whish will contribule to ensiring the viability of the business of the bank
£, sseure funds for the needed improvement of dsk management processes and systems;
&  Address govemance and system [ssues at the bank; .
e, ensure the future susiainabllity of the bank

2, The iriggers for curatoeship:
31 The bank Is unable fo repay, when tegaliy obliged to do sn, any depoalt; or ts unsbla or wil probably be unable io meal any other of its obiigations,

ncluding the following: . .

341 A continuation of failed batch setferent for on {he natlonal payment system

342 Continued breach of Hguid asset requirements and minimum reserve balanca requirements

34.3 Faliurs % enter into apreements with the PIC or other sharehplderithivd parly n arder io securs the much needed Hguidity funding
3.4.4 Contihued outflow of matured deposit from the 20 Jargest daposiiors whe malnly eonsists of deposits from municipalitles

4  Although curatorship may cost mor {han the other eptions, BSD, Is of the view that this type of approach for resoluticn would restd In the
formation of a core team of speclalists with extensive knowledye and established approaches. The formation of such a leam would ensure

that the process is efficientdy and effectively executed.

5 Only when the triggers as outiined above are activated, the recommendation would be 1o consider curatorship.

& Important to note is that the Registrar of Banks should provide sofid and metivated reasons ta the Minlster of Finance for the Minister's
consideration for the imposiion of curaturshlp, .

17
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# mutual bank
, fel; 011234 3113 /011235 2777
Fau! 011254 2745

vhsnuipsliank.coza

Fetakgomo Tubatse Local Municipality
1kastania Streel

PO Box 206,

Burgersfort,

1150

Aft: The Office of the CFO

£ \MUNICIPALITY INVESTMENTS WITH VES MUTUAL BANK

- The above matter refers

in light of he discussions held between fhe VB3 Mutual Bank and the National Treasury regarding the
eligibility fo take deposits from Munlcipalities as per the Municipal Finance Management ActNo. 56 of
2003(Regulation pertaining fo Municipality investment), it was decided by VBS Mutual Bank Management to
relinquish/pay back all the municipal deposits held at the bank,

Due to $he magnitude of this unwind process, the bank would like to inform you thai the process will be
finalised within the next 7 working days, as ihis will be lengthy, manual and has an impact on our books.

Over the next fwelve months, VBS Mutual Bank will be working towards converting to a full commercial bank
registered under the South African Bank's Act of 1990. This will ensure we do not have this issue again in

future.
We sincerely apologise for the inconventence caused. -

Should you réquire any addifional information please don't hesitate to contact (Philip Truter af +27-11 03/
| 5453 or ptruter@vbsmbank.co.za) : :

_«F_‘-‘-,i

e

Kind Regards,

Andile Ramavhungd
Group CEO

twrhuat Bank Directars: T. Matods {Cheirperson), B.4, Mapongwena {Deputy Chairperson) ANLA, Remavhungs {CER), P.N. Truter {CFO), P4, Ramikos), LN, Muctay, MW,
fhuvhoiawa, T.E Nesane, PN, Maguls, M.V, Nevhuhulwi, M. Manwadu, T.A, Remaws, Company Sacretang P.N. Truter .
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Meeting requesied by the Redistrar of Banks regarding VBS Mutual Bank

Held at South African Reserve Banl - 42 Floor Ndlovu

Thursday 8 Mart:hzm 8 (10:30 —~11:30)

South African Reserve Bank (SARB) Representaﬁves:

Kuben Naidoo (Hosf)
Lesetja Kganyago
Francois Groepe
Daniel Mminele
Denze! Bostander
Kabelo Mokoena
Delarese Van der Merwe
Rego Nisie

9. Johann De Jager
10. Hendrik Nel

11.Tim Masela
12.Edward Leach
13.Zamandlovu Ndlovu

OGN AWM S

National Treasury Representatives

Ismail Momoniat
Dondo Mogajane
Roy Havemann
Vukile Davidson
Mmatsepo Maidi
R. Tau

@Ok N

SizweNtsalubaGohodo Representatives

1. Anoosh Rooplal
2. Vicior Sekese
3. Walter Stander

185



VBS Mutual Bank (VBS)

Tshifhiwa Matodzi
Andile Ramavhunga
Philip Truier

Takalani Madzhadzhi
Phophi Mukhodobwane
Ms Belinda Mapongwana
Mr Avhashoni Ramikosi
Mr Ernest Nesane

. Mr Wilson Muvhulawa
10. Mir Nathaniel Mudau

11. Mr Mangalani Nevhuhulvi
12. Mr Mbulaheni Manwadu
13, Mr Paul Magula

14. My Thilivhali Ramawa

©®mNO R LN

Apologies

Lesetja Kganyago
Kabelo Mokoena
Johann De Jager
Tim Masela
1smail Momoniat
Victor Sekese

. Nathanie! Mudau
8. Paul Magula

No gk WN =

Discussions.

1 Mr Kuben Naidoo opened meeting, and meefing attendants introduced
- themselves. :

2. Kuben gave a brief background to the history of VBS, and the reason for the
convening of the mesting:

« VBS had grown significantly in the past three years. VBS's balance
sheet size was now R2.5 billion, which growth had mainly been driven
by the injection of funds by the major shareholders and investments
made by municipalities.

« The municipality deposits however, were short term. SARB had
repeatedly warned the bank that it is not a good business rnodel fo lend
long term loans on short term deposits. -
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The area of loans that had increased significantly over the past three
years were mosily loans made to Small to Medium Micro Enterprises
with government contracts (fuel guarantee and confract financing).

At present, VBS is experiencing severe liquidity problems, and had
breached several regulatory requirements, VBS's depositors had called
upon their funds invested with the bank, however fhe bank has been
unable to meet its obligations, particularly those pertaining to
municipality deposits.

In the last 6 months alone, VBS had-been unable to meet its liguidity
obligations on at least 3 separate occasions.

The banks Board and executive management were requested to
provide and immediate solution to remedy the liquidity distress in the
short term, : '

Whilst it was acknowledges that eome of the outflows had been a direct
result of the National Treasury circular distributed to municipalities
regarding the ilegaiity of placing funds with- banks not registered in
terms of the Banks Act No 94 of 1990, the Office of the Registrar of
Banks (this Office) was still of the view that VBS's strategy of lending
short term deposits long term, was not viable.

Currently, VBS had a R1,5 billion Hquidity risk against municipality
deposits. !

The Registrar fogether with representatives from Nationa! Treasury had

held a meeting with the major shareholders of VBS, Vele Investments
(Vele) and the Public Investment Corporation (PIC), and neither of
them had been able to provide a solution to VBS's immediate liquidity
shortage. : ‘
After due consideration of the liquidity shortage being experienced by
VBS, and the failure to fimeously obtain a solution to rectify the liquidity
position, the Registrar was of the view that the only option which the
SARB can take is to recommend to the Minister of Finance that the
bank be placed under curatorship. '

The Registrar intended to write to the Minister on 8 March 2018, fo
make the abovementioned recommendation.

The Registrar was of the opinion that the best way to ensure the future
viability of the bank was to replace board and management of VBS.
After some fime, curatorship may lead to bank being recovered.

The SARB believed the business could be saved and made viable,
albeit on a more conservative trajectory. :
This outcome however, was still dependent on the outcome of the
Curators assessment regarding the viability of the bank, and the
willingness of the shareholders fo recapitafise the bank.

Under the old Bank's Act, the Registrar still needed the Chairman and
the executive management's approval prior to recommending that the
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bank be placed under curatorship, however with the amendments fo
the Banks Act, this requirement had be done away.

This Office would however, certainly still appreciate the full cooperation
of ihe Board in its recommendation to place the bank under
curatorship.

Kuben had opened the floor to the Board and executive management of
VBS for any comments.

3. Mr Tshifhiwa Matodzi commented that the issue of VBS's short term deposits
had been a problem o the Board and Management since they had inherited
the bank from their predecessors.

3

Tshifhiwa had mentioned that the bank had attempted fo engage and
collaborate with National Treasury in March 2017 on a viable solution
to wind down its exposure fo the municipalities in an orderly mannef,
but had gotten no support in this regard.

In August 2017 VBS had become aware that their municipal clients had
received communication from the National Treasury which indicated
that their Investments with the bank were illegal.

The bank had also approached the SARB to intervene onh the matier,
nowever the SARB's response had been inconclusive.

The bank had initially approached the courts as a means to get the
attention of National Treasury after a number of failed attempts to
obtain their guidance and support, however their atternpts were to no
avail as the letter to the municipalities was already in circulation and
the withdrawals had begun to fake place.

Tshifhiwa had mentioned that through its discussions and negotiations
with National Treasury, VBS were made to helieve that the bank had
two years dispensation to retain the municipality deposiis, on condition
that the bank applied to the SARB for a full commercial banking
license. .

The Chairman maintained that had they been aware of the National

-Treasury's unwilingness fo assis the bank In winding down ils

muricipality in an orderly manner, they could have explored other
options since August 2017, without exposing the bank fo such crippling
Hquidity shortages.

VBS was currently at advanced stages with its negotiations with the
maijor shareholders, PIC and Vele, and the Chairman affirmed that
there was an indication that the solution to VBS's immediate liquidity
issues was Jikely to be reached the next day, on Friday 9 March 2018,
following the sitting of PIC’s Investment Commitiee.

The Chairman and the rest of the Board -of Directors indicated that in
the event that the bank fails to obtain the required liquidity funding
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necessary to rectify the banks liquidity shortage position in the short
term, then ‘the Registrar may very well place the bank under
curatorship. .

« The bank had pledged its entire loan book, and requested one more
day to fry and source the necessary funding frorm the FIC.

. A representative of the PIC, Mr Ernest Nesane who also sits on the Board of

VBS as a permanent member, also confirmed that the PIC investment
Committee as due to meet on Friday 8 March 2018 in order fo consider VBS's
application for funding. The reason for the meeting tomorrow was o discuss
the conditions under which the PIC was considering granting VBS the
requested funding of R1,5 billion.

 Mr Dondo Mogajane mentioned that they had met with the two major

shareholders in order to ascertain that they would provide liquidity to the bank,
however the required funds had not been forthcoming. He, mentioned
however, that the Nafional Treasury was not.in a position to withdraw the
communication sent out to the municipalities, as the legislation was clear that
only banks registered in terms of the Banks Act may hold funds from
municipalities. -

_ Dondo had noted the upcoming meeting to be held by the PIC’s Investment

Committee on Friday 9 March 2018, which indicated a possible commitment
by the shareholder to find a viable solution to VBS's immediate liquidity
shortage. He further suggested that the recommendation to place VBS under
curatorship be postponed until such fime that the aforementioned meeting had
taken place.

_ Tshithiwa confirmed that the bank had agreed to stop taking deposits from

municipalities until such time as the legalities regarding the issue had been
resolved. Going forward, it was intended that the bank would grow organically
as in the past. Again, he agreed that if the PIC does not provide the
necessary funding, then the board and the management would have no
objection fo the placing of VBS under curatorship.

_ Kuben commented an the following:

o National Treasury, as the custodians of the legal framework undér
discussion, had a legal obligation to enforce the law, and it cannot be
expected that they should withdraw the circular.. '

« This Office had received a banking license application from VBS on 26 .

February 2018, however such applications had historically . taken
between 12 to 18 months to process, therefore it cannot be said that
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9.

10.

11.

12

13.

14.

the conversion would provide a solution to VBS's immediate liguidity
constraints.

The Registrar had resolved to postpone the recommendation to place VBS
under curatorship until Monday 12 March 2018, pending the outcome of the
decision reached by the PIC in the meeting to be held on Friday 9 March
2018.

Mr Denzel Bostander had raised a concern that since the Bank Supervision
Department had started engaging with. VBS in February on a viable solution to
remedy the liquidity shortage in the short term, VBS had maintained that it
was in advance stages of negofiating funding from the PIC, However, the
funding had not been forthcaming. There had been no commitment of funds in
writing recéived from the PIC, The Investment Committee of the PIC had
previously met fo discuss VBS's application for funding, however no firm

comimitment had since been made by the shareholder fo provide funding.

Denzel was concemed that VBS's depositof_s had already been place at risk.
Furthermore, VBS had, from a legal perspective, already friggered curatorship
as it had a zero reserve balance of funds held af the SARB, had breached the
South African Multiple Options Settlement Systerm's limits, and the bank was
also unable to meet its obligation fo the municipality deposits when the
depositors had called on their funds.

Ernest informed that the PIC Invesiment Committee had requested VBS's
executive management to compile a plan of action to the remediation of
VBS's issues as identified. He had mentioned that it was indicated that should

the PIC provide the R1,5 billion as requested by VBS, the funding would have

stringent conditions attached. Ernest further mentioned that should the PIC
conclude on the outcome of the application tomorrow, it was envisaged that
the solution would be one that can be deployed in the immediate term.

Consensus was reached by the representative of the SARB and National
Treasury that VBS be granted one more day fo attempt to obtain funding from
the PIC. '

Kuben asked the Board and the management if they would have any
objections if the PIC said it. would provide funding only on condition that the
current Board and management step down. The Board and the executive
management said they would have no objections to such a request, as the
continued viability of the bank was of more importance to them.

Kuben advised that should the PIC impose such a condition, the most
effective way of removing the entire Board and executive management would
in fact be through curatorship, as it offered a legal bypass of certain legal
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requirements, and therefore may he the most effective way of getting the bank -

recapitalise in the immediate ferm.

15. The Registrar concluded that if by 10h00 Monday 12 March 2018, this Office
had not received written confirmation of the PIC’s cormmitment of funds to the
liquidity shortage that VBS was experiencing, then he would, by close of
business, write fo the Minister of Finance to recommend that the bank be

placed under curatorship.

16.Dondo advised that he would notify the Minister that the recommendation
letier would not be sent by the Registrar today (Thursday 8 March 2018), as
had been anticipated.

17.The Registrar advised that if the PIC would like to meet with the SARB and
the National Treasury on Monday 12 March 2018, then the representatives

frorn both institutions would avail themselves accordingly.

18.The meeting was adjourned.

Approval of minutes

Date:

R MAQCL:'Q 201

‘Registrar's signature:

191



P s
ER:

"Kn2o"

Seuth African Resarve Bank

Remarks by the Governor of the South African Reserve Bank, Leselja

Kganyago

Press Conference March 11th, 2018: VBS Mutual Bank

Members of the media,

Ladies and Gentlemen,

Thank you all for being here foday.

We have called today's press conference in connection with VBS Mutual Bank,.

hereafter referred to as VBS.

VRS is registered with the South African Reserve Bank as a mutual bank. it was
established in 1982 and inifially operated as the Venda Building Sociely in the

former Venda Homeland. VBS was granted a permanent mutual bank license

on 11 October 2000. The legislative requirements of mutual banks are different

from the regulatory framework for the supervision of commercial banks.

VBS has several branches, predominarntly in the Limpopo province, with a head

office and a corporate office located in Makhado and Joharnesburg

respectively.

VBS experienced increasing liquidity chalienges over the last 18 months. These
-problems' emanated from a failure of the board of directors and executive

management to manage the mutual bank's rapid growth and its funding and
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liquidity posifion. This resulted in VBS being placed under increased regulatory

scrutiny.

The liquidity challenges emanated from the maturity of a large concentration of
deposits from municipalities, and was exacerbated by the termination of other
sizeable deposits and the inability to source sufficient funding fimeously. f was
highly risky for VBS to take. sizeable municipal deposits that were short—-term
and lend them out long term. The liquidity challenges faced by VBS resulted in
difficulty to settle its obligations in the Nationai Payments Systern on several

pccasions.

Against the backdrop of the severe liquidity crisis which prevails at VBS, the
Minister of Finance, upon recommendation by the Registrar of Barks, has
decided fo place VBS Mutual Bank under curatorship with effect from 17:00,
Sunday .11 March 2018.

The office of the Registrar of Banks is tasked, amongst other things, with the
promotion of the safety of depositors’ funds placed with banks. This functioni is
essential in ensuring that depositors retain confidence and trust in the South

African banking system.

The SARB wishes fo confirm that retail deposits at VBS amounting to RS0 000
per depositor are guaranteed. Other depositors are hereby also informed that

the curator will act in the best inferest of all creditors.

VBS will remain open for business. The curator w1|i ensure that all loans due are
coliected as part of the normal collections processes but also importantly, that
lending and transactional banking services contintie.

The SARB is of the view that the appoiniment of a curator is in the best interest
© of the public and VBS’ depositors. Furthermore, curatorship presernts the most
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suitable and most effective mechanism to facilitate the orderly management of
the bank.

Through curatorship, the SARB is given the legal means to create the necessary
mechanisme to implement a resolution plan which will seek fo ensure the
sustainabiiity of VBS. With the appoinfment of the curator, the current board and

management are relieved of their powers and these are vested in the curator.

In this regard, SizweNtsalubaGobodo Advisory Services (Proprietary) Limited
has been appointed, interme of section 81 of the Mutual Banks Act 124 of 1993
read with section 69 of the Banks Act 94 of 1990, as the curator to VBS Mutual
Bank. SizweNtsajubaGobodo Advisory Services (Proprietary) Limited will at alj
relevant times be represented by Mr Anoosh Rooplal.

Mr Rooplal is a partner and the head of the Financial Services Group of
SizweNtsalubaGobodo Advisory Services. His CV will be provided to you as part

" of the press pack.

The SARB wishes to assure the public that the South African banking system

remains safe, sound and adequately capitalised.

Issued by SARB Media Relations
media@resbank.co.za
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IN THE HIGH COURT OF SOUTH AFRIGA
(GAUTENG DIVISION, PRETORIA)

Case no. 19301/18

In the matter between;

VELE INVESTMENTS (PTY) LTD Applicant
and

MINISTER OF FINANCE .First Respondent
THE REGISTRAR OF BANKS Second Respondent
SIZWE NTSALUBA GOBODO ADVISORY Third Respondent

SERVICES (PTY) L.TD (in its capacity as the
curator of VBS Mutual Bank)

MINISTER OF JUSTICE AND | Fourth Respondent
CONSTITUTIONAL DEVELOPMENT

MINISTER OF COOPERATIVE GOVERNANCE Fifth Respendent
AND TRADITIONAL AFFAIRS

CONFIRMATORY AFFIDAVIT: ANOOSH ROOPLAL

I, the undersigned,

ANOOSH ROOPLAL

do hereby make the following statements under oath:
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| am an adult male director of SlzweNtsafubaGobodo Advisary Services and the curator of
VBS Mutual Bank.

The facts to which | depose are true and correct and are within my personal knowledge

except where it is apparent from the context that they are not,
| have read the affidavit deposed to by Kuben Naldoo, and confirm the content thereof as
true and correct insofar as they relate to me.

ol

DEPCKENT

! hereby certlfy that the deponent has acknowledged that he knows and understands the
contents of this affidavit, which was SI ned and sworn to before me, Commissioner of Oaths, at
PRETaR AP ... on this the 17 day of DMMRSH, 2018 the regulations contained in
Government Notloe No R1258 of 21 July 1872, as amended, and Government Notice No R1648

of 49 August 1977, as amended, having been compli ith, gk/)

CONMLIZ'SIONER\QF OATHS
FULL NAMES:

HANS DIMPANYANA RAMMUTLA

Buite 519 - 5th Floor, Premium Towers

ADDRESS; Cnr. Lilian Ngoyi & Pretorius Street
COMMiPrSeltong 0802
. R OF
EX OFFICIQ: Practi-;mg At‘tomey,oéggs

||||||||||| L L L NPT T I I C LTI T
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ATTORNEYS

DELIVERED BY EMAIL

Johannesburg Office

Mr Joseph Maluleke o . ggeRﬁE“:lf'R d

. Q Og
R W Attorneys Sandton 2196 South Africa
Walker Creek Office Park Frivate Bag 10015
Second Floor Sandton 2146
90 Florerice Ribeiro Avenue Docex 111 Sandton

Tel  +27 11 535 8000
Fax +27 11535 8600
L ) www,werksmans.com
E-mail:joseph@rwafrica.com enquiries@werksmans.com

Muckleneuk, Pretoria

YOUR REFERENCE

QUR REFERENCE: MrC Manaka/Mr C Moraitis/mr/SOUTBZG?.92/#4842004V1
BIRECT PHONE: +27 11 535 8145/+27 11 535 8271

EMAIL ADDRESS: cmanaka@werksmans.com/cmoraltis@werksmans.com

26 March 2018

Dear Sir

URGENT

“With Prejudice”

VELE INVESTMENTS PROPRIETARY LIMITED VS THE MINISTER OF FINANCE AND OTHERS:
CASE NUMBER 19301/18

1  The abovementioned matter refers. ' .

2 The application herein was served upon our client, the second respondent, on 14 March 2018 at
11h15, reguiring a notice of intention to oppose to be filed on 19 March 2018 and the answering
atfidavit to be filed on 26 March 2018 (today).

an

3 On 15 March 2018, our cllent was made aware the deponent to the founding affidavit In writing,
informed the Natlonal Treasury that the application is being withdrawn, We confirm that a letter
instructing you to withdraw was indeed addressed to you by the deponent of the founding
affidavit. A copy of the letter is attached marked "A".

4  On Monday, 19 March 2018, we fearnt from media reports that the authority of the deponent to
the founding affidavit to withdraw the application Is being challenged and that the application Is
proceeding., We immedlately addressed a lefter to yourselves, seeking a written confirmation
by 16h00 on the same day, Monday, 19 March 2018, that you have withdrawn the matter and
that the notice of withdrawal has been filed with the Registrar of the High Court,

5 After not recelving a response from yourseives, we proceeded to serve and file a notice to oppose
the matter.

werksmans Inc. Reg, Na, 1890/007245/21 Reglsterad Offlce The central 96 Rivenia Road Sandton 2196 South Africa

Directors D Hertz (Chairman) C Andropoules BA Aronofl DA Arteiro T Bata i M Becker JD Behr AR Berman NMN Bhengu Z Blieden HGR Boshoff GT Bossr
T3 Boswell MC Brinn W Brown PE Burger PG Cleland JG Claete PPJ Coetser C Cole-Morgan I de Villiers R Driman S Fodor D Gewer JA Gobetz R Gootkin
1D Gouws GF Griessel ) Holiesen MGH Honlball VR Haslosky BB Hatz HC acoks TL Janse van Rensbiirg N Harduth G zohannes S July 1 Kallmeyer A Xanny
A Khumaie R Kllloran N Kirby HA ote S Krige Pl¥rusche P leRoux MM Lessing E Levenstein 15 Lochner K Louw )5 [ubba BS Mabasa PK Mabase
MPC Manaka H Masondo JE Meiring 5M Moerane C Moraitis PM Mosebo KO Motshwane L Naldoo 3 Nicklg 13 Memand BPF Olivier WE Dosthulzen & Padayachy
M Pansegrouw § Passmoor [ Pisantl T Potter BC Price AA Pyzlkowski RJ Raath A Ramdhin MDF Rodrlgues L Rood BR Roothman W Rosenberg NL Scott
T4 Sibldfa LK Silberman 1A Smit )5 Smit BM Sono C1 Stevens PO Steyn 1 Stockwel! JG Theron PW Tindla 11 Truter I Trudgeon DN van den Berg
bA van der Merwe HA van Mlekerk F van Tonder J? van Wyk A Vatalldls RN Wakefleld DC Walker L Watsan D Weglerskl G Wickins M Wwiehahn DC Willans

DG Willlams E Wood BW Workman-Davles Consuitant AL Armstrong
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6 On 22 March 2018, we addressed a further letter to yourselves in which, amongst others, we
noted that you had not responded to our letter of 19 March 2018. It was only on 22 March 2018
at 13h15 that you sent an e-mail to us advising that you had responded to our letter of 18 March
2018 on the same day. Upon perusal of your e-mail of 22 March 2018, which attached your
purported response of 19 March 2018, it was noted that you had misspelt the e-mail addresses
of our Messrs Manaka and Moraitis and hence we never recelved your response, We duly
informed you of this fact. Accordingly your response was only received on 22 March 2018 at

13h15,
7 In our abovementioned letter of 22 March 2018 we placed on record that:

7.1 your client's apblication is aimed at attacking the constitutionality of the provisions of the
Banks Act, the Mutual Banks Act and certain regulations which cannot be determined in an
urgent court; and

7.2 the constltutional validity of statutes are complex matters and the question of justification
for any limitation of rights requires extenslve evidence to be produced about the purpose
of the legislation, the means employed to achieve that purpose and the proportionality of
the means selected.

8 Notwithstanding the above, you insisted on proceeding with the application in the urgent court
and have, under the circumstances, placed unreasonable time petiods upon our client,

9  Our client would like to adequately answer to your client's application, however, In light of the
extensive evidence that our dlient has to deai with and address in the answering affidavit, our
client is not in a position to meet the self-imposed timelines as stipulated In your notice of
motion. Our client cannot be prejudiced as a result of your self-imposed timellnes.

10 We, together with our client, are doing our best to collate the necessary evidence to adequately
respond to your client’s application. Our client's affidavit will be filed as soon as it Is ready but
definitely not today.

11 Having regard to the severe time constraints prescribed in your client’s notice of motion and the
fact that It became apparent that your client was proceeding with the urgent application only on
22 March 2018 at 13H15, as per the response recelved from you: .

11.1 we had to arrange exfremely urgent consultatloné with our client in order to obtain
instructions; :

11.2 we had to source the services of counsel on extremely urgent basis and short nottce; and
11.3 counsel had to peruse the documents and an extremely urgent consultation was arranged,
12 This letter is made with prejudice in order to rely on same on the day of the hearlhg, more 50,

thag your client’s application s not urgent and furthermore, it does net comply with the practice
{rdetives and manual governing urgent applications.

Yours fglthfulty

Corlett Nanak
Werksmans Inc.
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INVESTMENTS

Messrs R.W Attorneys
Walker Creek Office Park
Second Floor

90 Florence Ribeiro Avenue
Miaeckleneuk

Preforia

ATTENTION: ME.. JOSEPH MALULEKE

RE: CASE AGAINST RESERVE BANK. & NATIONAL TREASURY

1.  Werefer tp the above matter.

2. Please note that Vele Investrnents and the delegation from the key met late yesterday
with both the Reserve Bank and National Treasury and it was agreed that the parties will
opt for an armicable resolution of their dispute.

3. It was firther agreed that Vele Investmenis will withdeaw lts Court action.

4,  Acpcordingly, we hereby instruct yourselves o withdraw the mafter and to notify the
Court acoordingly. “

Yours faithfully

%ﬁs@wn
YATSHE
Chau'pars

VELE INVESTMENTS (PTY) LTD [ Unit ABR1, Grosvenor Square, Cenjury Oity, Cape Town, 7441
TELEPHOMNE: +27 11 772 1000, | EMALL! Info@veleinvestmerils.com } viww velelnyesiments,com
DIRECTORS: T. Matodzi (Chaimany; R.M. Madzonga (CEQ); P. Makhavhu {Non«Execulive); B.M. Manyaishe (Non-ExecUtive)

REGISTRATION NUMBER: 2014/253321/07
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Walker Creek Offfca Park, 2% Floor, Walker Creek 2,
90 Florence Ribelro Avenue, Mucklenestl, Pretoria (Main Office)
P O Box 2265, Brooklyn Sguare, 0075 Docex 36, Brooklyn

Tel:
Teh
Tel;
Tel
Tek
Fax:
Emaik
Web:

+27 12 452 4000 Gauteng
+27 51 000 0004 Bloemfontein
+27 15 000 0011 Polokwane
+27 13 000 G467 Mbombela
-+23 02 100 507 Mauritlus

+27 12 346 7609
Info@rwafiica.cam

veww.rwafrica,com ATTOR 5

Law | Tex | Forensic | IP

TO:

WERKSMANS ATTORNEYS
WITH PREJUDICE

ATTENTION: MR C MANAKA/ MR C MARAITIS
BY EMAIL: cmanaka@werksmans.com/cmoraitis@werksmans.com

Your Ref: _ Our Ref; Date:
Mr C Manaka/Mr C Moraitis Wid Maluleke! T Ngini 27 March 2018

Direct No:  (012) 452 4117
Direct Fax: 086 545 0264
E-mail. josephm@rwafrica,com

Dear Sirs

RE:

VELE INVESTMENTS (PTY) LTD / MINISTER OF FINANCE & 4 OTHERS - CASE
NUMBER: 19301/18

We acknowledge receipt of your letter dated 26 March 2018 marked urgent and sent to us
with prejudice.

At the outset, we wish to set the record straight and confirm that we duly served above —
mentioned application on your client on 14 March 2018.

Eurthermore, if there was a withdrawal of the application as alleged and having regard to the .

letter by Mr B.M Manyatshe purporting to instruct Us to withdraw the application, we would
have filed a notice of withdrawal as the rules of court are clear on withdrawal of court

proceedings.

Aside from the challenges surrounding validity of the aforesaid letter itseif, which by the way,
was a correspondence sent between an attorney and client. As the letter was addressed to
us it was improper for your client to rely thereon and in the absence of a withdrawal netice

by s, i

Your client's convenient reliance on correspondence which was not meant for it under the
circumstances lacks any legal basis whatsoever, Is disingenuous and opportunistic {o say

the very least.

We note with serious concern that It appears that your client does not wish o engage and/or
deal with the merits of the application at all, Instead of answering to the case that is pending

Rooth & Wessels Inc Reg No: 1998/003337}21 VAT No: 4500224342

Member of the RW Africa Group

A Level 2 BBBEE Company

£SD Supphier number MAAADDIDACE, Registration fuimber FFFS9FD12-0628-4136-8781-8DEFACESRS0B

Directors: M] Maluleke LLB HDp Tax (Chalrtan), A Bloem BLC LLB (Managing Director), F Asmall BA LLB Ady Prog Labour Law, M Meyer LLB Senler
Associates: L) Botha LLB, VC Williams* B.Sc Eng{Mech), B.Pro¢ FSAIIPL, T Nginl LB Assoclates:, LPY Groome BComt LLB, BB Khwelemthini LB, M
Coelzee LLB, AH Nichha Beom LLB, LM Senlor Manager: A6 NKinPe* MBA(IB} B.ACC FIN

wTrademark ahd Patent Attorney, **Forensic

Gauteny | Bloemfonteln | Polokwane | Mbombela | Mguriu’us
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1.

12.

13.

14,

15.

18.

2

before court it is hell - bent on invoking al! manners of delay tactics to buy itself more titme in
order to undermine and frusirate the urgenhcy of our client's case. .

While we regret the inconvenience occasioned by the misspeliing of your email addresses
which not Intentfonal but a gentiine human error, the same cannot be used as an excuse
justifying your client's inability to file its papers on time. Given the deadline which you
imposed on us fo reply by, It is not unreasonable for us to expect that when you saw that our

response was not forth coming by the said deadline you would called our offices to Inguire -

as to why thére was no such response.

Therefore your excuse relating fo incorrect email addresses being responsible for your
delayed reaction is rejected forthwith.

Déspite our averments above, it is our view that our letter of the 19" March 2018 replying to
your correspondence of same date was a mere courtesy in that absent a withdrawal notice
it was clear to the parties that the matter will proceed. You ought to know the rules of court.

Any refiance by your office on the abovementioned extuses is not sufficient to condone non
~ compliance with the uniform rules of court.

It is distasteful that you and your client are choreographing all manhners of technicality aimed
at not addressing the merit of the case but solely at undermining the urgency of our clieni’s
case by seeking to paint a picture of prejudice that does not in fact exist.

This is more emphasised and demonstrated. by your recent stunt in the form of a Rule 7
Notice wherein you even quéstion our autherity to act'on behalf of our client. This is too
desperate a measure to take.

The time spent on all these technicalities could have been properly utilised to prepare your
client’s opposing papers and to file same timeously, Once again we implore you to apply the
rutes of court to address the late filing of your answering affidavit.

Havihg regard to the above your stance that your client will file their opposing papers as soon
as they are ready is unacceptable and rejected outright.

Our client does not wish to embroil itself in litigation by way of correspondence and therefore
all legal arguments raised in your letter under reply will be addressed in court when the
matter Is heard which is the appropriate forum.

All our client’s rights are fully and expressly resetved.

Yours faithfully
Joseph Maluleke
Director: RW Attorneys .
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