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FinWatch – A Weekly Newsletter
Find the latest edition of FinWatch which provides a gist of all regulatory developments
impacting the financial services industry in South Africa.
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· Accounting Changes
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· The Inside Edge

Regulatory Developments
Banking

The NCR applies for a declaratory order in the North Gauteng High Court
The National Credit Regulator (NCR) has applied for a declaratory order in the North
Gauteng High Court to obtain legal clarity on the effect of section 124 of the National Credit
Act 34 of 2005 on the common law set-off that has been superseded by section 124 of the
NCA. The typical application of the common law set-off is found in the banking industry
where a bank would transfer funds from a consumer’s savings account to settle an
outstanding balance on the credit account without the consumer’s authorisation. The
consumer’s savings account is debited in order to settle a debt owed under a credit
account. Please contact KPMG’s Finn Elliot for more information on this topic. NCR
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National Treasury issues Media Release on Competition Commission’s finding on
Banks
In the FinWatch for the week ended February 17, 2017 we had reported that South Africa’
competition regulator has recommended fines against various banks equal to 10 percent of
their annual revenues for rigging the rand currency. 
 
In response to the Competition Commission’s finding, in a detailed media release (referred
to in last week’s FinWatch), the National Treasury has said that it is very concerned with
this finding. It further said that it views this matter in a very serious light and welcomes any
steps taken against wrong-doing by any financial institutions, and will respect whatever
outcome is taken at the Competition Tribunal. The National Treasury further mentioned that
if these allegations proved to be correct point to poor market conduct practices and this
was precisely the type of abuse the National Treasury had in mind when proposing the
Twin Peaks regulatory reform in 2011. The National Treasury also mentioned that South
Africa’s financial sector regulatory reform process is well-underway and that the Twin
Peaks structure will create a dedicated market conduct regulator with scope of
responsibility across the financial sector, to cover market conduct issues, in both the retail
and wholesale market. For more information, please contact Mark Danckwerts. National
Treasury Media Release, 
 
Click HERE to access the previous edition of the FinWatch where we have reported the
news on the Competition Commission’s finding. 
 
Other noteworthy developments in this context include: 
 
·        In a formal statement by the finance minister, as reported by Moneyweb, Pravin

Gordhan said that “Collusion should be stamped out in any South African market”
and mentioned as government looked to crack down on anti-competitive behavior with
a raft of new regulation. Moneyweb

 
·        Commissioner of the Competition Commission said that the Competition

Commission will go for maximum penalties against the banks involved in colluding
in currency trades to manipulate the value of the rand/dollar exchange rate. In terms of
the Competition Act, the Competition Tribunal can impose a fine amounting to 10% of
annual turnover Legal Brief

 
·        According to a report published by Business Day, the banks and individual traders

identified do not face the prospect of criminal sanction by the competition authorities
even if found guilty of price-fixing and market manipulation in the foreign exchange
market. The Competition Act was amended with effect from May 2016 to provide for
criminal sanctions to be imposed on individuals for certain competition law
contraventions such as those identified in the commission’s referral. However, the
contraventions identified by the commission took place between 2007 and 2013,
predating the introduction of criminal sanction. The article states that the commission is
expected to push hard for the maximum possible fine. The banks that have been
charged by the commission have 20 days from the date of referral to respond to the
charges. Legal Brief
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Others

National Treasury Government released the Budget for the year 2017
The Budget for the financial year 2017 was published by the National Treasury
Government of South Africa.
 
In his Budget speech, finance minister Pravin Gordhan made considerable references to
the financial sector transformation and regulation.  He mentioned that since the global
financial crisis in 2008, South Africa along with the other G-20 countries have tried to make
the banking system safer, and prevent the type of economic crisis that systemically
important banks can trigger. He also said that the Cabinet approved the shift to the Twin
Peaks regulatory system to make the financial sector safer and serve SA better and
introduced a key structural reforms aimed at improving the resilience of the financial
system and enhancing market conduct. He also mentioned that any kind of unfair market
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practice such as collusion needs to be wiped out from the system. Lastly he added that
progress has been made in transforming the financial sector, more needs to be done to
broaden access through more affordable financial services, improve market conduct,
ensure employment equity at top management levels, provide procurement opportunities
and transform ownership. Please contact Finn Elliot to discuss further.
 
The budget highlights, reviews and speech by the Minister of Finance is available.
National Treasury, Budget Highlight, Speech by the Finance Minister.
 
Hearings on Financial Sector Transformation – 14 March 2017
In a notice, the Standing Committee on Finance (SCOF) invites members of the public,
interested and affected parties and stakeholders to make comments on the transformation
of the Financial Sector. This will include a focus on the following topics:

1.     The de-racialization  of the financial sector
2.     The level of monopoly prevailing in the sector
3.     Progress on implementation of the Financial Sector Charter and other related

matter
The written submissions are expected to reach the Parliament by Friday 10 March 2017.
To discuss the transformation of the financial sector, please contact Nhlamu Dlomu.
Parliament of South Africa
 
NCR released a circular on review of debt counselling fees
The Circular released by the National Credit Regulator (NCR) intends to update all
registered debt counsellors to review the current debt counselling fees and advice on the
process to be undertaken before the new fees can be implemented. The intention of the
NCR is to ultimately have the debt counselling fees prescribed through regulations. Please
contact KPMG’s Finn Elliot for more information. NCR
 
Committee adopts FIC bill with minor tweaks
Parliament’s standing committee on finance adopted a slightly amended form of the
Financial Intelligence Centre (FIC) Amendment Bill on February 22, 2017.  The
changes were largely with respect to warrantless searches which was hailed by some to be
unconstitutional. The business day article states that the legal opinion sought from senior
counsel by the Treasury and Parliament agreed there was nothing unconstitutional about
the bill as it was adopted by Parliament in May. However, the Treasury, proposed that
minor amendments could be made to clarify the circumstances in which warrantless
searches could be conducted without this infringing on the right to privacy. If approved by
the National Assembly, the bill will be referred to the president Zuma, who can either sign it
into law or refer it to the Constitutional Court if he still has concerns. Please contact Tersia
Rossouw for more detailed information. Business Day
 
South African Reserve Bank released an invite for nomination of candidates for
election as non-executive directors to the Board of Directors of the South African
Reserve Bank
An invitation was extended for the nomination of candidates for consideration as
shareholder-elected non-executive directors on the Board of Directors (Board) of the South
African Reserve Bank (SARB). Three vacancies will arise at the SARB’s Annual Ordinary
General Meeting (AGM) to be held on 28 July 2017. For further information, please contact
John Martin. SARB
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Market Developments
Africa

Bank of Zambia publishes its Monetary Policy Statement

Bank of Zambia published its monetary policy statement on 21 February 2017. Key
takeaways include:

·         Reduce the policy rate to 150 basis points to 14 percent and the Statutory Reserve
Ratio by 250 basis points to 15.5 percent.

·         The monetary policy committee noted that annual inflation closed at around 7.5
percent reflecting continued appreciation of the local currency against the US dollar
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·         Some of the common challenges are with respect to the manufacturing sector and
contracting credit to the private sector

·         The priority of the Bank of Zambia is to closely monitor domestic and external
developments and adopt forward looking policies on price and financial stability that
support diversification and growth of the economy. Bank of Zambia

Bank of Ghana publishes guidelines around Consumer Recourse Mechanisms for
Financial Service Providers

This directive shall be applicable to all banks, non-banking institutions, specialized deposit-
taking institutions and financial holding companies, affiliates of banks, non-banking
institutions specialized deposit-taking institutions and financial holding companies regulated
by the Bank of Ghana. The objectives of these directives are to ensure that:

·         That consumers have access to adequate complaints handling and redress
mechanisms that are accessible, independent, fair, accountable, timely and efficient;

·         That the complaint mechanisms do not impose unreasonable cost, cause undue delay
or impose a burden on consumers;

·         That consumers and businesses are protected through the promotion of fair banking
practices;

·         The fostering of public confidence and trust in the banking sector and thus promote
financial stability, growth and efficiency in the banking sector;

·         That the public is educated on their right to redress in order to promote fairness in the
banking sector.  Bank of Ghana’s Consumer Recourse Mechanisms

 

Bank of Ghana publishes Disclosure and Product Transparency Rules for Credit
Products and Services

These rules will be applicable to all lenders offering Credit products and who are currently
operating in Ghana. These rules are in addition to the Borrowers and Lending Act, 2008.
The larger objective of these rules include:

·         To foster public confidence and trust in the banking sector and to promote financial
stability, growth and efficiency.

·         To protect borrowers and businesses by promoting fair banking practices.
·         To educate, increase transparency and disclosure practices to better inform borrowers.
·         To provide efficient and effective mechanisms for handling consumer complaints

relating to the provision of financial services.
·         To Promote equitable banking practices by setting minimum standards for borrowers in

dealing with financial service providers.
·         To foster competition and allow market forces to operate and encourage higher

standards for the benefit of financial service providers.  Bank of Ghana’s Disclosure
and Transparency Rules

 
Central Bank of Nigeria issues new foreign exchange rules
As a part of its larger effort to increase foreign exchange availability in the Nigerian foreign
exchange market the Central Bank of Nigeria has commenced the sale of foreign exchange
on a weekly basis to banks classified into merchant banks, small banks, medium banks
and big banks. As per the provision, all banks are expected to submit a daily return of their
sale of foreign exchange to the Central Bank. Central Bank of Nigeria, Guidelines
 
Bank of Uganda announces its Monetary Policy Statement
The central bank of Uganda announced its Monetary Policy Statement highlighting that the
consumer price index (CPI) data for January 2017 indicates a mixed picture of inflation
outturn. Higher inflation for food crops as well as electricity, fuel and utilities pushed up the
annual headline inflation to 5.9 percent from 5.7 percent in December 2016. In contrast,
annual core inflation declined to 5.3 percent in January from 5.9 percent in December
2016, reflecting declining inflation in most of the services sector. The economic prospects
are more optimistic for FY 2017/18, with GDP expected to grow at 5.5 percent, driven by
improved public infrastructure investment, a recovery in private sector investment and
improvements in agricultural production and consumption. Monetary Policy Statement
 
International

PRA issues Occasional Consultation Paper - CP2/17 (UK)
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The Prudential Regulation Authority in England issued an Occasional Consultation Paper
(CP2/17) outlining certain proposed changes to the prudential rules. These are relevant to
all financial services firms supervised by the PRA. Some of the topics covered by the
Consultation Paper include:
·         Rules with respect to the treatment of secured guarantee arrangements
·         External audit reporting and requirements for non-solvency II firms
·         Rules with respect to paying optimum and fair and honest remuneration governed by

standards
·         Ring fencing
·         New rules with respect to securitization emphasizing the concept of mapping credit

assessments used in the larger context of securitized transactions.   Bank of England
 
SEC approves additional disclosures on confirmations for trades with retail
investors (the US)
The Financial Industry Regulatory Authority (FINRA) issued Regulatory Notice 17-08 to
announce that the Securities and Exchange Commission (SEC) has approved
amendments to the FINRA’s Rule 2232 (Customer Confirmations) that require member
firms to disclose additional information to retail customers for trades in certain fixed income
securities. The amended Rule 2232 requires a member to disclose the amount of mark-up
or mark-down it applies to trades with retail customers in corporate or agency debt
securities. It also requires a member to disclose on all retail customer confirmations a
reference, and a hyperlink if the confirmation is electronic, to a web page hosted by FINRA
that contains publicly available trading data for the specific security that was traded as well
as the execution time of the transaction, expressed to the second. These amendments will
become effective on May 14, 2018. Press Statement
 
OFR publishes research on cybersecurity and financial stability (the US)
On February 15, 2017, the Office of Financial Research (OFR) published OFR Viewpoint
17-01, which analyzes the risk that cyber-attacks can pose to financial stability and the
approach taken by U.S. regulators to mitigate cybersecurity risk. The OFR states that
cybersecurity incidents could threaten financial stability through i) the lack of substitutability
in the payments system, ii) a loss of confidence in the financial system, and iii) damage to
the integrity of key data. The OFR suggests that financial regulators take a broader
approach that focuses on the links among financial firms from the payments system,
counterparty credit relationships, the use of common information technology (IT) systems
and platforms, and financial markets. To address financial stability risks related to
cybersecurity, the OFR suggests the regulators collaborate to develop a common lexicon, a
shared risk-based approach, and standardized data on cyber incidents and financial firms’
cybersecurity preparedness. FinancialResearch.gov
 
In a related development,  the Cybercrimes and Cybersecurity Bill has been formally
tabled in the National Assembly paving the way for the introduction of measures to
‘criminalize the distribution of malicious communications’. Once in force, the Bill will
impose obligations on electronic communications service providers and financial
institutions’ not only to assist in the investigation of cybercrimes, but also to report them.
Earlier this year, Justice and Constitutional Development Deputy Minister John Jeffery
assured media representatives that it is not the Bill’s intention to place the Internet under
the control of the State Security Agency. Acknowledging the need for more research into
the issue of identity theft before measures to criminalize it can be considered, the Deputy
Minister confirmed that amendments to the Protection of Personal Information Act mooted
in the 2015 draft Bill do not feature in the revised version now before Parliament.
 
CFPB seeks public feedback on alternative forms of credit to consumer lacking
credit history (the US)
On February 16, 2017, the Consumer Financial Protection Bureau (CFPB or the Bureau)
launched an inquiry into ways to expand credit access for consumers without the requisite
credit history to obtain a credit score. The Bureau is seeking public feedback on the
benefits and risks of using alternative data sources, such as mobile phone bills and rent
payments, in making lending decisions for consumers without a credit history. The Bureau
will examine the following topics:
·         Access to credit: Whether using alternative data to create or augment a credit score

could increase access to credit by helping lenders better assess consumer
creditworthiness.

·         Process complexity: Whether relying on such alternate sources of information will
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make credit decisions more complex for both consumers and lenders.
·         Impact on costs: Whether using alternative data and new technologies to analyze it

will make the application process faster, lower operating costs for lenders, and lower
loan costs for borrowers.

·         Privacy and security: Whether alternate sources of data are more prone to privacy
and security issues because standards are weaker or different than those of traditional
data.

·         Disparate impact: Whether the use of alternative data could impact certain groups in
unexpected ways or create other potential fair lending concerns.

     CFPB Press Statement
 
Refining the PRA’s Pillar 2A capital framework (The U.K.)
The Prudential Regulatory Authority (PRA) released a consultation paper (CP) which sets
out proposed adjustments to the Prudential Regulation Authority’s (PRA) Pillar 2A capital
framework for firms using the standardized approach (SA) for credit risk and to ensure
that the total amount of capital required to be held does not exceed the amount necessary
to ensure a sound management and coverage of its risks.  It is relevant to banks, building
societies and PRA-designated investment firms. PRA
 
FCA published new data on trends in the retirement income market (The U.K.)
The Financial Conduct Authority (FCA) published their eighth data bulletin which focuses
on insights from the consumer contact centre, as well as the latest trends in the retirement
income market. FCA
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Accounting Changes
ICPAK orders disclosures of key audit queries to shareholders
The Institute of Chartered Accountants of Kenya (ICPAK) has advised auditors to comply
with new guidelines that require greater disclosure of key audit issues.  The Chairman of
ICPAK has said that the institute will follow International Standard of Auditing (ISA)
guidelines that mandate auditors to disclose audit information to shareholders that was
previously communicated to the management through confidential letters. This move is
expected to bring about increased transparency to the entire auditing process. Business
Daily
 
FASB released an update on Other Income—Gains and Losses from the DE
recognition of Nonfinancial Assets
Financial Accounting Standards Board (FASB) released an update on gains and losses in
other income and DE recognitions of financial assets which Clarifies the Scope of Asset DE
recognition Guidance and Accounting for Partial Sales of Nonfinancial Assets. FASB
 
IAASB Revised ISA 250, Consideration of Laws and Regulations in an Audit of
Financial Statements
The Independent regulatory Board for Auditors (IRBA) approved the adoption, issue and
prescription of the International Standard on Auditing (ISA) (revised), Considerations of
laws and regulations in an audit of Financial Statements revised by the International
Auditing and Assurance Standards Board (IAASB). IFAC
 
IESBA Releases Exposure Drafts on the Structure of the Code - Phase 2 and
Revisions to Safeguards - Phase 2
Significant developments made in the Phase 2 code of the International Ethics Standards
Board for Accountants (IESBA) will have an impact on the IRBA Code of Professional
Conduct for Registered Auditors (IRBA Code). As the IRBA Code adopted Parts A and B of
the IESBA Code of Ethics for Professional Accountants (IESBA Code), these proposed
changes affecting all registered auditors, will be considered by the IRBA's Committee for
Auditor Ethics (CFAE) for possible amendments to the IRBA Code. This update was
earlier   published by IFAC.
 
IRBA turns transparency in audit its attention to promoting measurability and
transparency in audit
The Independent regulatory Board for Auditors (IRBA) believes that introducing audit
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quality indicators (AQIs) as a measure for the outcomes of audits could be invaluable in the
financial reporting value chain to improve measurability and transparency for shareholders,
as well as assist audit committees in selection and appointment of auditors. IRBA
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The Inside Edge
Promoting Ethics in Organisations: Letters from the field
 
“A crisis of culture” is how the Economist Intelligence Unit diagnosed the financial services
industry in 2013. The culture they describe is one characterised by short term profit
priorities, extreme risk taking, and the selling of opaque financial products to clients who do
not need them. And while many banks and financial institutions have started campaigns to
promote ethical behaviour, the consequences of this culture still make headlines year after
year, from Wells Fargo’s fraudulent bank accounts to collusion and price-fixing by 18 banks
on Rand/dollar spot trades.
Clearly, organisational culture does not change overnight. More importantly, it does not
change by itself. Cultivating an organisational environment that is client-focused and
working towards responsible market conduct, requires a concerted effort.
In this thought leadership piece, KPMG and the Business Ethics Network of Africa (BEN-
Africa) have collected the input of ethics practitioners on the tricks and tragedies of ethics
management. It is our hope that this publication will contribute to an ongoing discussion
aimed at capacitating those promoting ethics in organisations, elevating the practice, and
achieving organisations that truly contribute to human and societal flourishing.   .
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Please click here to access the previous issues of the Internal edition of FinWatch

                 
                    Nicky Kingwill
                    Associate Director, Africa Regulatory CoE
                    Email ID: nicky.kingwill@kpmg.co.za
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