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Background

 VBS Mutual Bank was put into curatorship on 10 March 2018

 Initial work of the curator found fake deposits, large related party loans, 
significant bad loans (no repayments), weak systems and the possibility of fraud

 Financial statements and data returns to the regulator were not an accurate 
reflection of reality

 Advocate Terry Motau SC, with the support of Werksmans, was appointed to 
conduct a forensic investigation into VBS Mutual Bank

 Periodic reports were provided to the PA during the process

 Based on these periodic reports:

 The curator successfully applied to the court for the liquidation of Vele
Investments and for the provisional sequestration of five individuals

 The CEO of the Prudential Authority laid a complaint with the DPCI (Hawks)

 The SARB met the NPA to brief them on the matter, in particular the alleged fraud 
in relation to falsified accounts and data returns to the SARB
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Forensic report
 On 5 October 2018, Adv. Motau presented his final report

 Attached to the report is a detailed forensic report on financial flows with all the 
evidence obtained and transcripts from interviews conducted

 In summary, the report says:

 Massive fraud was committed with about R1.9 billion looted from the bank

 Fifty three people or companies received monies from the bank, with 27 named in the 
summary report

 The lead audit partner from KPMG, Mr. Sipho Malaba, was complicit in the fraud and the 
cover up

 Bribes were paid to politicians, municipal managers and other lobbyists to solicit municipal 
and other public entity deposits

 VBS and Vele are intertwined in the conspiracy to defraud depositors

 The summary report has been made public, the detailed annexures will not be made 
public at this stage as they could potentially jeopardise the investigation and asset 
recovery

 They will be made public at an appropriate point in time, based on consultation with the NPA 
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The main modus operandi of the fraud is 

as follows:

 The bank creates a fake deposit in the name of a related party 

 The bank solicits deposits from municipalities and public entities

 These municipal deposits are then withdrawn against the fake deposits or are used 

to grant "loans" to related parties.

 Related party loans are extinguished with fake payments and accounting entries

 The CFO falsified the accounts and monthly data returns to the SARB

 These financial statements and monthly returns were signed off by the external 

auditors

 The bank was effectively a ponzi scheme to the benefit of certain related parties

 Others were paid to keep quiet or to look the other way
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Key recommendations of the forensic 

report

 That the report (and detailed annexures) should be handed to:

 DPCI (Hawks), SARS, Asset Forfeiture Unit and NPA

 That criminal charges be filed against key protagonists

 That the bank should be wound-up

 That the SARB, NT and curator should consider suing KPMG

 The first two recommendations were accepted and are currently being 

implemented

 The fourth recommendation is still under consideration
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Repayment of retail depositors

 The R100 000 guarantee fully covered the deposits of approximately 97% of 

the number of retail depositor accounts (excluding related party accounts)

 The repayment process is proceeding well; customers have three years to 

claim their funds

 To date, about half of the depositors have visited a Nedbank branch to 

activate their accounts

 Many have withdrawn their deposits in cash, some have transferred amounts to 

other banks and some people have kept a portion of their deposits with Nedbank
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Restated accounts and liquidation

 In early October 2018, the curator wrote to the Prudential Authority informing 

the PA that he had compiled the restatement of the 2017 accounts on a best 

effort basis

 This restatement shows that the bank is massively insolvent

 This results in a negative equity position of circa R372m

 These results may change/deteriorate further as a result of further 

details/considerations/developments arising from the Investigator’s report

 In terms of the Mutual Banks Act, read with the Banks Act, once the PA has 

evidence that the bank is insolvent, the PA is legally obliged to approach the 

courts to apply for liquidation of the bank

 On 29 October 2018, the PA filed papers in court for the liquidation of the bank
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Process going forward

 The court will hear the application for liquidation on 13 November 2018

 Anyone who objects to the liquidation can oppose the application in court

 Assuming that the court grants the liquidation, the bank will be placed in 

liquidation

 This process will entail recovering monies owed to the bank, selling assets of the 

bank, closing operations; all while continuing to collect on loans owed to the bank

 This process may take several years to complete

 Our advice to anyone who wants to save the bank or provide similar services in the 

region is to use any financial resources that they have to apply for a new banking 

license – this will be cheaper and will avoid the system and legacy problems 

associated with the old VBS

 A new licensee may even apply to use the same name

 Any new license will be processed in terms of the applicable legislation
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Specific responses to allegations raised in the media 

that the SARB ‘knew in 2016’ of the problems at VBS

 In September 2016, Mr. David Mabilu did write to the SARB and the (then) FSB, raising four specific 
issues

 That the sale of shares did not follow the proper procedures

 That the chairperson of the board of VBS was overly influential in the running of the bank

 That Mr. Robert Madzonga was not a fit and proper person

 That a loan to Vele Petroport violated at least two regulations (on related party exposures and on 
significant exposures)

 SARB’s response:

 We did act on these allegations

 We requested the minutes of the AGM and the relevant board and AGM resolutions to verify the first 
allegation and these were presented to Mr. Mabilu

 While it is not sound governance for the chairperson of a bank to be involved in the running of a bank, 
this is not illegal or uncommon in smaller institutions 

 The SARB rejected a BA020 application for Mr. Madzonga to become COO of the bank; we did this 
before the complaint from Mr. Mabilu

 The SARB wrote to the auditors asking them to verify the fourth allegation. We have a letter from the 
auditors stating that there is no such loan (which we now know was not true as there is such a loan)
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