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As a member of the Group of Twenty (G20), South Africa has 
adopted global best practices aimed at building a safe and 
resilient financial system. The country’s financial markets 
are relatively small compared to many developed world 
markets, but they are sophisticated, highly liquid and well 
governed.

South Africa’s financial ecosystem encompasses a range 
of role-players from banks and insurers, to corporate 
institutions, exchanges, securities services providers, 
issuers and a large asset management sector. Investors 
have access to a wide diversity of products and asset 
classes.

Five stock exchanges spanning equities, derivatives 
and debt markets, serve investors. Of these, the most 
well-established and largest is the Johannesburg Stock 
Exchange (JSE), which is ranked in the top 20 largest stock 
exchanges in the world by market capitalisation and is the 
largest stock exchange in Africa. 

The financial sector is overseen by a highly respected and 
robust regulatory and legal framework falling under the 
ambit of the Financial Sector Conduct Authority (FSCA) 
and Prudential Authority (PA) that work together to create a 
safer financial system.

In line with the internationally developed Twin Peaks 
model of regulation, the FSCA supervises and regulates the 
market conduct of financial institutions, including market 
infrastructures. Its aim is to maintain the efficiency and 
integrity of financial markets and to ensure customers are 
treated fairly.

The PA has a wide-ranging mandate to ensure the financial 
safety and soundness of banks, insurers and other financial 
providers in the South African markets.

Strate (Pty) Ltd is South Africa’s principal central securities 
depository (CSD) and central collateral platform and is 
licensed by the FSCA in terms of section 29 of the Financial 
Markets Act (No. 19 of 2012). Strate serves the financial 
market through the safekeeping of the legal, digital record 
of securities ownership, providing associated settlement 
and asset services and facilitating the reuse of securities 
(through its collateral service offerings) to benefit the 
economy. 

As a self-regulatory organisation, mandated by the Financial 
Markets Act, Strate contributes to financial market stability 
by establishing a robust regulatory framework within which 
stakeholders can operate, and monitors adherence to the 
applicable legislative requirements in order to uphold 
confidence in the market. Strate’s Board of Directors 
has appointed Strate Supervision - as an operationally 
independent division within Strate - to monitor the activities 
of central securities depository participants (CSDPs) 
that are licensed to operate in the Strate environment. 

Strate Supervision’s role is to develop processes, 
procedures and supervisory tools to monitor compliance 

by these approved Participants with the applicable rules 
and legislative requirements, thereby minimising systemic 
risk and promoting transparency and efficiency in the 
market.

Strate Supervision operates with the highest levels of 
confidentiality as it is privy to detailed insights into 
Participants’ operations. “Confidentiality firewalls” exist 
within Strate to separate the supervisory functions from 
the CSD or commercial functions performed by Strate. To 
maintain these confidentiality barriers, Strate Supervision 
reports to Strate’s Board of Directors and not to Strate, 
the central securities depository, on any issues of non-
compliance by its Participants. The Board is assisted by 
an independent Regulatory and Supervisory Committee 
that oversees the activities of Strate Supervision.

Strate’s Legal, Risk and Compliance division, responsible 
for devising the broader legal framework and drafting and 
maintaining the Strate Rules and Directives, also reports to 
the Board of Directors. 

Strate’s Board of Directors provides a fiduciary duty to 
the market infrastructure. As such, several permanent 
committees exist to assist the Board in the execution of its 
responsibilities. These are:
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2020 was an unexpectedly challenging year as Strate (Pty) 
Ltd worked with stakeholders across South Africa’s financial 
markets to maintain the resilience of the ecosystem during 
the Coronavirus (COVID-19) global pandemic. A critical 
factor in achieving this has been the level of collaboration 
that has been displayed across the market during these 
testing times. The South African financial market is noted 
for having continued to operate seamlessly throughout 
the extreme volatility and disruption experienced in our 
markets during the past year.

This report highlights how Strate has met its strategic 
objectives in ensuring that it successfully carried out its 
duties as a financial market infrastructure in terms of the 
Financial Markets Act (No. 19 of 2012). One of these duties 
is the regulatory and supervisory functions that it performs 
and which are overseen by the Regulatory and Supervisory 
Committee.  

These functions adapted to operating in a fully virtual 
environment as South Africa went into a nationwide 
lockdown and transitioned to remote working. The 
Supervision team had to adapt its approach to monitoring 
and supervising central securities depository (CSD) 
participants in a work-from-home environment. With the 
cooperation of Participants, Strate Supervision’s activities 
continued seamlessly, and the team were able to effectively 
conduct all monitoring, enforcement and investigative 
activities remotely. Virtual committee meetings continued 
as scheduled and required, while disciplinary action was 
effectively undertaken when necessary. I wish to thank each 
of the committee members for their ongoing dedication to 
fulfilling their duties under these unusual circumstances.

Participants demonstrated a high level of compliance and 
resilience during 2020. We are pleased to report that no 
major areas of concern were identified despite the difficult 
circumstances. While there were a high number of fines 
incurred at the start of lockdown, further research showed 
that this was proportional to the increase in trading volumes 
that occurred in the same period. The number of breaches 
declined in the latter half of the year as business stabilised 
and Participants adapted to the new ways of working 
remotely. The committee is satisfied that the appropriate 
sanctions were imposed against offending entities, where 
such offenses were identified.

Following the finalisation of the sale of Société Générale’s 
custody and trustee business to Absa Bank Limited at the 
end of February 2020, Absa Bank Limited returned to Strate 
as a full bank Participant in the equities, bonds and money 
market environments. The committee closely monitored 
the transition for any possible systemic risk to the 
market and no issues were identified. Société Générale’s 

participation as a Strate Participant was terminated 
following the completion of the transition.

During 2020, the JSE Limited acquired a majority stake in 
Link Market Services South Africa, the second largest share 
registry business in South Africa. This transition resulted in 
a name change from Link Investor Services to JSE Investor 
Services CSDP and from Link Market Services to JSE Market 
Services. The committee and Board are closely monitoring 
the changes for any potential conflict of interest and will 
address any concerns that may arise.

In 2021, we will continue to focus on monitoring and 
mitigating risks and identifying any new risks that might 
arise in this new environment that has resulted from the 
global pandemic.

Dale Connock, Strate’s Head of Risk, Legal and Compliance 
has taken early retirement, which took effect on 28 February 
2021. Dale was one of Strate’s longest-serving employees 
and contributed immensely to the business over the past 
20 years in a risk and governance capacity, and most 
recently as head of the legal and regulatory functions. 
Dale will continue to contribute to Strate in a consulting 
capacity and is committed to ensuring a smooth transition 
for the new incumbent. We would like to thank Dale for his 
significant contribution and constructive insights that have 
helped to shape the business. We look forward to working 
with his replacement and continuing to build on Dale’s 
legacy.

We would like to thank and acknowledge all Participants 
whose collaboration and adherence to regulations helped 
us to maintain the highest levels of governance and trust in 
South Africa’s financial markets in this extraordinary year.

CHAIRMAN’S REPORT

Nigel Payne
Chairman: Strate Regulatory 
and Supervisory Committee
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We extend our thanks to South Africa’s exchanges, its 
policymakers and regulators as well as all other financial 
market players for their efforts in 2020. Special recognition 
goes to Strate’s Legal, Risk and Compliance team, the Strate 
Supervision team and Strate’s Board for their ongoing 
support and commitment.

Nigel Payne
Chairman: Strate Regulatory and Supervisory 
Committee

THE STRATE REGULATORY & SUPERVISORY COMMITTEE
a) Roles and responsibilities

The Strate Regulatory and Supervisory Committee (committee) is responsible for ensuring that Strate adequately and 
effectively realises its regulatory, supervisory, investigative and enforcement responsibilities as required by legislation and in 
line with the expectations of Strate’s regulators.

The committee has numerous functions and responsibilities, including:

Monitoring the 
e�ectiveness of 
the “confidentiality 
firewalls” 
structures 
between Strate 
Supervision and 
other Strate 
operational areas.

Reviewing the 
process of 
identifying the 
risks and 
exposures that 
arise from the 
supervision and 
enforcement of the 
Strate Rules and 
Strate Directives.

Determining the 
requirement for, 
and scope of, 
internal or external 
audit of Strate 
Supervision.

Reviewing the 
scope and 
magnitude of fines 
and determining if 
they act as a 
suitable deterrent 
to wrongdoing.

Receive, investigate 
and act on complaints 
against Strate relating 
to the breach of the 
Act or Strate Rules - 
the number and 
nature of complaints 
received, the results of 
the investigations and 
any actions taken to 
rectify them must be 
reported to the FSCA 
annually.

Reviewing and 
approving the Strate 
Circular (audit 
guidelines) which 
details the Strate 
requirements in 
respect of annual 
audits of 
Participants.

Dealing with 
disciplinary actions 
relating to alleged 
improper conduct by 
a Participant, its 
employees or o�icers.

Monitoring the 
identification and 
management of 
actual, possible or 
perceived conflicts of 
interest between 
Strate’s regulatory 
functions and its 
commercial activities.

Reviewing and 
considering the 
regulatory burden 
imposed on the 
various market 
stakeholders.

Receiving and 
dealing with 
appeals against 
the decisions 
taken by the Head 
of Strate 
Supervision.

Supervising 
compliance with 
the Strate Rules 
and Strate 
Directives by 
Participants and 
taking  appropriate 
enforcement 
action, where 
necessary.

Monitor the 
supervision by 
Strate Supervision 
of Participants’ 
compliance with 
their acceptance 
criteria.

Approving the 
making, amendment 
and rescinding of 
Strate Rules and to 
ensure that an 
adequate framework 
for the regulation 
and supervision of 
Participants is 
maintained.

Reviewing the 
findings of the 
supervision and 
enforcement 
programme, the 
action taken and the 
penalties levied for 
transgressions.

Reviewing proposed 
Memoranda of 
Understanding between 
Strate Supervision and 
other regulatory bodies 
and recommend their 
approval by the Board.

Recommending to the 
Board the acceptance, 
suspension and 
termination of 
Participants.

Approving, suspending 
and withdrawing the 
approval of Participant 
Nominees, or the 
recognition of 
Nominees (other than 
Participant Nominees) 
as set out in the 
applicable Strate 
Directive.
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b) Committee members

There were no changes to the committee’s composition during 2020.

The following independent non-executive members served on the committee during the 
reporting period:

Representatives of the Financial Sector Conduct Authority (FSCA) attend committee meetings 
as observers. Any other applicable party (e.g. market experts, Strate management) may be 
invited to attend meetings if necessary to address a specific agenda item. The Prudential 
Authority (PA) continues to have a standing invitation to attend meetings, where it deems it 
necessary.

Any member or invitee on the committee is required to recuse themselves where an agenda 
item involves confidential information relating to a potential conflict of interest, such 
as specific Participant-related concerns or matters relating to any of the newly licensed 
exchanges.

The committee met several times during 2020. Four standard meetings and five special 
purpose meetings (to consider either Strate Rule and Strate Directive amendments or to 
consider matters relating to disciplinary proceedings against Participants) were held during 
the year. 

The table below details attendance at committee meetings during 2020.

R – Recused
A – Absent

The committee’s formal work plan is reviewed and considered at each standard committee 
meeting. The activities listed on this work plan are aligned to the committee’s terms 
of reference to ensure their duties and responsibilities are carried out effectively. The 
committee’s terms of reference are revised and updated as and when new responsibilities or 
activities to be performed are identified. Several amendments were made to the committee’s 
terms of reference during 2020.

c) Committee training programme 2020

In order for members of the committee to effectively discharge their duties of care and skill, 
it is imperative that ongoing education and training be provided to keep them abreast of 
financial market developments and matters that affect the securities industry. 

By Invitation

S Davies

A Nortjé 

In attendance

B Muir - Head 
Supervision

Dale Connock - 
Head Risk, Legal 
and Compliance

FSCA

Observers:

E Masilela

K Getz

N G Payne

.The table below details attendance at committee meetings during 2020

Strate Regulatory and Supervisory Committee - Summary of Attendance 2020
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2020

SP - 
8 April 
2020 

(via Teams)
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29 June 
2020 - 1 

(via Teams)
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29 June 
2020 - 2 

(via Teams)

SP - 
29 June 
2020 - 3 

(via Teams)

SP - 
2 November

2020
(via Teams)

SP - 
2 November

2020
(via Teams)

3 August
2020

(via Teams)

4 May 
2020 

(via Teams)
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√

√

√

S Yates

M Stocks
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To this end, a variety of external guest speakers and internal Strate product experts are 
often invited to discuss important topics with committee members before each standard 
committee meeting. Several training and feedback sessions, covering the following topics, 
took place in 2020:

• Overview of the ZARX CIS funds model
• Overview of the 4AX bonds operating model
• Bonds same-day dispensations
• Lessons learnt from the market volatility in March and April 2020
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LEGAL AND REGULATORY REPORT

In 2020, the South African financial regulatory system 
continued to entrench the structural reforms implemented 
in 2018. The reforms entailed the transfer from a single 
regulator, the Financial Services Board, to a Twin Peaks 
model with one regulator for prudential matters, the 
Prudential Authority (PA), and one regulator for conduct 
matters, the Financial Sector Conduct Authority (FSCA). 
The South African Reserve Bank (SARB) is responsible for 
financial stability and systemic issues. Strate, as a financial 
market infrastructure, is overseen by the FSCA and the PA. 

A review of legislation and the consideration of various 
new regulatory items are underway, which will further 
entrench the Twin Peaks regulatory model. For example, 
a further draft of the Conduct of Financial Institutions Bill 
was published, and the Financial Markets Act (FMA) is being 
reviewed. 

The legal team performs the regulatory functions of 

Strate within the framework of the law. These functions 
include the issuance and amendment of Strate Rules 
and Strate Directives that define Strate’s regulatory 
framework as set out in the FMA. Strate will continue to 
update its Rules and Directives in line with developments. 

The Strate Directives were reviewed to support the 
regulatory and operational requirements.

The following Strate Directives were amended to cater for, 
among other things:
• Participatory interests in collective investment 

schemes
• Issuer-initiated dematerialisation
• Operational timelines and procedures
• Processing of corporate actions and capital events
• Processing of bond securities
• Fines

Amended Directives:
• Strate Directive SA.1 - Strate Participation Criteria and 

Application
• Strate Directive SA.2 - Requirements for Financial 

Soundness
• Strate Directive SG.2 - Operational Market Windows 

and Securities Processing – CIS Funds – ZAR X
• Strate Directive SA.3 - Client Acceptance Procedure
• Strate Directive SH.2 - Operational Market Windows 

and Securities Processing – Bond Securities – 4 Africa 
Exchange

• Strate Directive SF.7 - Fines Schedule - On-market and 
Off-market – 4 Africa Exchange

• Strate Directive SF.1 - Fines Schedule – Strate Rules
• Strate Directive SE.3 - Operational Market Windows - 

Money Market Securities
• Strate Directive SF.5 - Fines Schedule - Money Market 

Securities

• Strate Directive SA.10 - Risk Management
• Strate Directive SC.4 - Processing of Corporate Actions 

- Equity Securities - JSE and Unlisted Securities 
• Strate Directive SD.3 - Processing of Capital Events - 

Bond Securities
• Strate Directive SG.1 - Operational Market Windows 

and Securities Processing – Equity Securities – ZAR X

A full list of current Strate Directives and Strate practice/
guidance notes is available from Strate on request.

The updated Strate Rules are available on Strate’s website 
(www.strate.co.za).

I would like to thank all Participants, Strate compliance 
officers, issuers, exchanges, the committee and my 
colleagues from the Operational, Legal, Risk and 
Compliance, and Supervision divisions of Strate who 
contributed to the development of the Strate regulatory 
framework, for the benefit of investors and the South 
African financial market. 

Anne Njoroge
Legal and Regulatory

Anne Njoroge
Legal and Regulatory
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2020 has certainly been a year like no other. It goes 
without saying that the impact the spread of COVID-19 has 
had on markets, organisations and investors, has been 
unprecedented.

Amid such uncertainty, it was imperative that regulators 
in general (including Strate Supervision) changed their 
supervisory approaches, requirements and priorities to 
adapt to the changes needed to operate in such a unique 
environment. 

With the significant shift to working from home, we faced 
a number of associated risks and challenges. These had to 
be carefully managed to minimise any potential disruption 
to the market. Strate Supervision moved to a work-
from-home environment at the commencement of the 
national lockdown and had to adapt to conducting certain 
activities remotely. In particular, the way in which on-site 
reviews had been conducted fundamentally changed 

and the implementation of remote/desktop reviews has 
now become the norm. This evolution has highlighted 
the benefits of technologies such as Microsoft Teams and 
Zoom that allowed us to continue to operate and perform 
our functions in a seamless manner.

As the pandemic and resulting lockdown led to all 
Strate’s Participants moving to remote operations, Strate 
Supervision had to continuously monitor the resilience of 
each entity and their continued ability to effectively perform 
the duties and responsibilities expected from a licensed 
Participant. Aspects such as management and compliance 
oversight over daily activities, staff capacity, connectivity 
issues affecting operational performance or even cyber-
related issues (data/information breaches) were, and still 
continue to be, monitored on an ongoing basis.   

While we heightened the intensity of our supervisory 
approach over several operational requirements due to 
the intense conditions the market was operating under, it 
was also necessary to consider the impact of the pandemic 
on the execution and completion of activities such as 
Participants’ external audits. Where required, timelines 
for meeting certain requirements were extended. It is 
important to note that the various regulatory requirements 
continued to be enforced despite the stressed market 
conditions experienced.

Even though the global pandemic (considered a Black Swan 
event) is not something many experts could have foreseen, 
we have done a lot of work to unpack the various lessons 
learnt over the past 12 months to, among other things, 
improve existing controls and processes so we are better 
prepared for “the next big crisis” the financial markets could 
encounter.  

This has been a challenging year in many respects for my 
team, Strate and the market as a whole, but the manner 
in which all stakeholders collaborated and supported one 
another throughout the crisis is testament to the resilience 
of the South African capital markets. It shows that all role-
players remain committed to protecting the interests of 
everyone in the financial market ecosystem. 

I would like to thank Strate staff, the controlling body and 
the Participants who all played their part in ensuring this 
commitment throughout a difficult 2020. In addition, 
I would like to extend a particular note of thanks to Dale 
Connock for the valuable input and guidance he has 
provided on risk, regulatory, legal and other enforcement 
matters over the years, as he steps down as the head of 
Strate Risk, Legal and Compliance. 

Beverley Muir
Head: Strate Supervision

SUPERVISION AND ENFORCEMENT REPORT
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Scope of Supervision
In terms of the FMA and specifically section 11 of the Strate Rules:
“The Controlling Body must ensure that a supervision division headed by the Head of 
Supervision is set up in Strate and must set up and maintain systems for:
• monitoring compliance by Participants, officers, employees and agents of the Participant 

with the provisions of the Strate Rules and Strate Directives; and
• the surveillance and enforcement of any matter relevant for the purposes of the Strate 

Rules and Strate Directives.”

The Supervision division fulfils this function.

Participants
A Participant is defined in the Financial Markets Act (No. 19 of 2012) (FMA) as “a person 
authorised by a licensed central securities depository to perform custody and administration 
services or settlement services or both in terms of the central securities depository rules and 
includes an external participant where appropriate.”

Several material developments took place in 2020.

• An application for voluntary termination from Société Générale Johannesburg Branch 
(Socgen) was considered and approved by the Strate Regulatory and Supervisory 
Committee in February 2020. 

• An application to participate in the equity, bond and money market environments 
was submitted by Absa Bank Limited in the latter half of 2019, pursuant to the sale of 
the Socgen custody and trustee business to Absa. This participation application was 
reviewed and approved by Strate’s controlling body in February 2020 and Absa re-
entered the Strate environment as a full bank Participant with effect from 2 March 2020.

• The JSE Limited acquired a majority shareholding in Link Market Services South Africa 
(Pty) Ltd (LMS) following approval of this transaction by the Competition Tribunal in 
September 2020. In terms of the sale agreement, the licensed Strate Participant (Link 
Investor Services (Pty) Ltd), previously 100% owned by LMS, is now fully owned by the 
JSE and has changed its name to JSE Investor Services CSDP (Pty) Ltd. 

Active Participants as at the end of 2020 were: 

The values of dematerialised securities under custody (in R ’millions) as at the end of 
December for each year listed below were:

Divisional composition
During Q4 2020, Ms Lorato Phaleng resigned as the appointed Strate on-site supervision 
officer. Recruitment for a new resource is underway to ensure the division continues to be 
staffed with competent and experienced individuals who are able to effectively monitor the 
activities of, and provide support to, the various approved Strate Participants.  

Strate Supervision continues to maintain a significant, collective number of years’ experience 
in the financial services industry. The committee continually assesses and monitors the 
resources and skills needed to fulfil Strate’s supervisory functions. 

2020

7,696,786

4,117,257

945,062

Equity
Bonds
Money market

2019

8,014,297

3,493,495

985,459

Equity
Bonds
Money market

7,699,438

3,087,462

930,472

Equity
Bonds
Money market

2019 2018
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Confidentiality firewalls
Strate Supervision is privy to confidential Participant related information when performing 
its investigative, supervisory and enforcement functions. This confidential, proprietary 
Participant-related information needs to be safeguarded by “confidentiality firewalls” from 
reaching external parties or employees involved in Strate’s CSD function. 

Strate Supervision may become aware of information concerning an operational problem 
experienced by a Participant which could impact on, and/or introduce systemic risk to 
the CSD functions of Strate. As such, where such information does not provide an unfair 
advantage to Strate if passed on to the relevant operational divisions, Strate Supervision 
may do so. In addition, while the confidentiality firewall structures prevent Strate Supervision 
from sharing confidential Participant-related information with Strate (as the CSD), there are 
no confidentiality barriers in respect of Strate sharing information with Strate Supervision 
where a Participant is believed to be contravening the FMA, Strate Rules and Strate Directives 
or introducing risk into the market.

Several policies, procedures and structures have been established and enforced between the 
two functions performed by Strate (i.e. the CSD/commercial function versus the supervisory 
function) to avoid confidential information obtained as a result of Strate’s statutory powers 
as a regulator being used, or being perceived to be used, to provide Strate’s CSD activities 
with an unfair advantage. The confidentiality firewalls manual, which details the various 
structures in place, is reviewed and updated at least annually. 

The committee’s terms of reference further require the committee to continually monitor 
the workings of the confidentiality firewalls between these two functions which operate 
independently of each other. A report to confirm adherence to the implemented measures 
to address actual, possible or perceived conflicts of interest is considered at quarterly 
committee meetings. We are pleased to note there were no breaches of the confidentiality 
firewalls in 2020. The annual conflicts of interest assessment report for 2020 is provided in 
appendix 2 of this report.

SUPERVISION AND ENFORCEMENT REPORT
Some of the key supervisory initiatives undertaken in 2020 are explained in more detail 
below.

A. Activities undertaken or monitored:
Some of the key supervisory initiatives undertaken in 2020 are explained in more detail 
below.

1. Sale of custody and trustee business of Société Générale to Absa Bank Limited

Société Générale Johannesburg Branch (Socgen) notified the CEO of Strate and the head of 
Strate Supervision in February 2019 of its intention to sell its custody and trustee business to 
Absa Bank Limited, and thereafter terminate its participation in Strate.

Approving this transaction could only take place after a number of conditions had been met 
and the required regulatory approvals obtained. Months of regulatory meetings, workshops 
and extensive testing were required. Teams from Absa, Socgen, the exchanges, Strate and 
Strate Supervision were involved in the completion of the transaction. The transfer of 
Socgen’s core custody and settlement system to Absa over an implementation weekend 
was carefully planned and executed to ensure the assets of the underlying clients, who had 
accepted the change in custodian, were accounted for and reconciled.

The transaction was successfully concluded on 1 March 2020 when Absa acquired the custody 
and trustee business of Socgen (including systems and staff supporting this business unit). 
The participation of Socgen was terminated thereafter, once all the final regulatory checks 
were undertaken.

2. Participant system replacements or upgrades

The South African financial market has, over the past few years, not only witnessed the 
introduction of new Participants, but also the upgrade or total replacement of existing 
Participants’ operating systems – all requiring testing of the robustness, efficiency and 
effectiveness of such systems and related controls, procedures and risk management 
policies. During 2020, several Participants indicated their intention to upgrade or replace 
their core custody and settlement systems. 
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Technology and systems risk is considered one of the most significant risks in our 
environment. The ability of Participants to make system enhancements to support industry 
developments, and to maintain and implement market-related system enhancements 
accurately and timeously, can be challenging. This is closely monitored by both Strate and 
Strate Supervision.

Strate Supervision does not provide sign-off on any system upgrade or replacement. 
However, considering the number of entities undertaking such large initiatives in 2021 and 
2022, we have developed a checklist highlighting the minimum information to be provided 
to Strate Supervision for consideration prior to any implementation. Regular status meetings 
are held to ensure all requirements continue to be met and that any risks identified are 
effectively managed and mitigated.

3. Fines

Section 71(6)(a) of the FMA allows Strate to impose penalties on its Participants for 
contraventions of the FMA, Strate Rules or Directives. Several fine schedules, which detail 
the settlement-related actions or activities of Participants that constitute a transgression, 
and the associated monetary fine that may be imposed for such conduct, have been issued.

The purpose of any penalty (monetary fines) imposed is to deter unwanted behaviour and to 
maintain market discipline. Revenue obtained from the imposition of fines (in the pursuance 
of these objectives) is transferred into a Special Purpose Reserve Fund (SPRF), which in 
terms of the Strate Rules can be used to fund or subsidise special projects or market training 
initiatives. Prior approval from the Audit and Risk Committee (ARC) is required before any 
funds can be used to support such initiatives. 

The funds accumulated through fines are not used to finance the activities of Strate 
Supervision or Strate. It is the responsibility of the controlling body to ensure the Supervision 
division is adequately funded and has the necessary resources to fulfil its enforcement 
and supervisory functions. Care is taken to ensure there is no incentive to Strate, Strate 
Supervision, or any individual to use the “fines mechanism” as a source of revenue to reach 
a target, budget or incentive objective.

A database of all fines imposed on Participants is maintained and trends in respect of fine 
statistics are closely monitored. Quarterly fine statistics are provided to the committee who 
continually consider the effectiveness of fines. Where required, discussions may be held 

with Participants who incur a high number of fines on a regular basis, to address concerns 
regarding any perceived weaknesses or lack of internal controls. 

There was a significant spike in the absolute number of fines imposed during March and April 
2020. This was particularly prevalent during the two weeks preceding the national lockdown, 
which commenced at the end of March 2020. However, further research showed that this 
increase was totally proportional to the increase in trading volumes and demonstrated the 
robustness of our market.

The CSDP Forum submitted a formal request to the committee to consider waiving the 
fines imposed at the beginning of the national lockdown. The committee considered this 
request at meetings held in April, May and June 2020. While the committee recognised that 
all stakeholders collectively worked well to uphold the integrity of the South African financial 
market during the extreme market volatility, it did not support a blanket dispensation to 
waive all fines imposed. 

The committee considered the possibility of waiving certain categories of fines incurred (at 
the end of March 2020 in particular) and requested additional information before making 
a final decision. The committee initially concluded that there was no indication that the 
waiving of fines would be appropriate as the purpose of fines is to mitigate risk, and this is 
exactly what they did during this period. The CSDP Forum withdrew its request in August 
2020 and all fines imposed remained in force.

Despite the market turmoil and the resultant increase in fines imposed, only 0.021% of equity 
and 0.076% of bonds settlement transactions attracted fines in 2020. Only a small handful of 
money market-related fines were imposed during the year. These figures validate the view 
that Participants’ internal controls remain effective.  Please refer to appendix 1 for details of 
fines imposed during 2020.

As part of Strate’s ongoing drive to fulfil its purpose of serving the financial markets by creating 
operational and processing efficiencies, Strate’s second robot (Naledi) was introduced at the 
end of 2019 to assist the Supervision team in streamlining its processes. We are pleased to 
confirm that bonds and money market fines are now processed via this tool, with equity 
fines due to be automated at the beginning of 2021. Automation of other manual, repetitive 
processes in the Supervision area will be implemented in the latter part of 2021. 
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4. Risk identification and management

As Strate is a risk-averse institution, the fulfilment of its CSD and SRO roles can be seriously 
jeopardised if its risks are not effectively managed. Responsibility for the management of 
risk rests with staff and line management in all Strate divisions. Those accountable for the 
management of risks are also accountable for ensuring that the necessary controls remain 
in place and are effective at all times.

The Supervision division performs its risk management procedures in a co-ordinated and 
systematic manner that is consistent with Strate’s broader risk management framework and 
standards. The committee monitors and reviews the division’s risk management programmes, 
system and performance, and reports this to the Strate Audit and Risk Committee (ARC) on 
an ongoing basis. No risk exposures or discrepancies were noted during the year.

5. Nominees

In terms of Section 76 of the FMA, the nominee of an authorised user must be approved by 
the applicable exchange, while the approval of a Participant’s nominees is the responsibility 
of the CSD. The approval of all other nominees (i.e. clients of authorised users or Participants) 
falls within the ambit of the registrar of the FSCA.

All FSCA-approved nominees, who also apply for Strate recognition, must adhere to Strate’s 
requirements in respect of the provision of beneficial download (BND) files. BND files must 
be submitted in the correct manner, format and frequency prescribed by Strate, and any 
instances of non-compliance by FSCA-approved nominees are reported to the FSCA on a 
monthly basis for its consideration and further action. Continued failure to adhere to Strate’s 
requirements may lead to the withdrawal of Strate nominee recognition.

The nature of the incidents reported to the FSCA during 2020 related predominantly to 
securities imbalances between the records of the nominee and their appointed custodian 
Participants, as well as concerns regarding the validity and layout of BND files submitted. 

No nominee approvals or Strate recognitions were granted or withdrawn during the period 
under review.

6. Disaster recovery (DR) and business continuity planning (BCP)

Organisations may experience incidents that could prevent them from continuing normal 

business operations at any time. As such, the management of the entity have a duty to 
ensure the organisation can recover from such instances in the minimum amount of time 
possible. To achieve this requires careful planning and preparation.

The development, implementation and maintenance of sound disaster recovery and 
business continuity plans should therefore be taken seriously and must be rigorously 
tested for effectiveness. Section 8.1.8 of the Strate Rules requires all Participants to conduct 
a full disaster recovery test bi-annually on its relevant internal systems, as well as related 
infrastructure, and report the test results to Strate. 

In 2020, all Participants met the requirements of the bi-annual DR test in terms of the Strate 
Rules and Directive SA.10. 

B. Supervisory and enforcement tools

The tools employed by Strate Supervision in performing its monitoring functions are vital. 
Strate Supervision continues to ensure it adopts adequate oversight and monitoring controls 
to manage and mitigate the specific risks that it confronts. Some of the tools used by the 
division include:

System generated
exception reports

Databases of 
Participant 
information e.g.
fines, technical
dificulties, etc

Liaison with
internal and
external parties

Annual registered
Bi-annual Strate
compliance

Strate 
compliance
examinations

Strate circular -
registered 
auditor's
guidelines

Moral suasion
Meetings with
Participant
management

On-site visits / 
remote desktop 
reviews

Memoranda of
understanding

Participant
monitoring
models (PMM)

Capital 
adenquacy
reporting
(Non-bank
Participants)

Strate 
compliance 

meetings and
CPE
requirements

Information in
the public domain

1 2 3 4 5

6 7 8 9 10

11 12 13 14 15
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a) Strate compliance officers

The Strate compliance officers (SCOs) appointed by each Participant are regarded as a key 
supervisory tool for Strate Supervision. These appointed individuals provide, among other 
matters, confirmation to Strate Supervision of compliance with, and adherence to, a number 
of operational and regulatory requirements. 

SCOs and alternate compliance officers (ACOs) are required to understand their 
responsibilities in terms of the Strate Rules and Strate Directives and must remain abreast 
of pending regulatory and market changes. To assist them in this regard, regular compliance 
officer forum (COF) meetings are held. Such forums are used to share compliance and 
regulatory practices and information on various market developments. Several virtual 
meetings were held in 2020 and were used to provide feedback and training on, among other 
things:

• Request by the CSDP Forum to waive fines incurred at the beginning of the lockdown
• CPE points and DR/BCP testing requirements for 2020 – impact of COVID-19
• Participant resilience during the COVID-19 pandemic
• Directive amendments
• The accuracy of technical difficult logs 
• Supervisory requirements when Participants upgrade or replace their custody and 

settlement systems
• Participants’ recovery and resolution plans 
• Presentation on “black swan” events - life after the COVID-19 pandemic
• Presentation on ethics

In terms of Strate Directive SA.6, SCOs and ACOs are required to attain a requisite 
number of continuing professional education (CPE) points per annum. The aim of CPE 
requirements is to increase the professional competence of SCOs and ACOs who are 
expected to uphold the high standards of their chosen profession. Due to the global 
pandemic and the subsequent lockdown restrictions, which prohibited SCOs and 
ACOs from attending face-to-face training initiatives or workshops, the CPE points 
requirement for 2020 was reduced. Unfortunately, not all SCOs and ACOs met the CPE 
requirements in terms of Directive SA.6 for 2020. Strate Supervision is working closely 
with the affected SCOs and ACOs to ensure the requirements in the Directive are met.

b) Memoranda of understanding (MOUs) with other regulators

Strate Supervision continues to work closely with the licensed exchanges which, in terms 
of the FMA, are also regarded as SROs and are responsible for regulating and monitoring 
the activities of their respective “members”. MOUs have been concluded with each of the 
exchanges that Strate provides securities services to, to ensure that each entity falling within 
each co-regulator’s regulatory ambit is effectively regulated and supervised. 

These MOUs are reviewed regularly to ensure the terms of such agreements remain valid and 
relevant. At the end of 2020, following discussion with the various entities, the possibility of 
forming a market interest group of SROs is being investigated and will be further considered 
during Q1 2021. 

The MOU that was in place with the Banking Supervision Department of the SARB, which now 
falls under the ambit of the Prudential Authority after the implementation of Twin Peaks, is 
being reviewed and will be revised, as required, during Q1 2021.

c) On-site visits

On-site visits have always been regarded as one of the most effective ways to evaluate 
the operation and effectiveness of Participants’ internal controls and for determining a 
Participants’ level of adherence to the Strate Rules and Strate Directives. Strate Rule 11.2.2 
allows the controlling body (and thereby Strate Supervision) to conduct on-site visits at 
Participants. 

Due to the lockdown regulations that came into effect at the end of March 2020, physical “on-
site” visits at each Participant could no longer be performed, A new way of conducting such 
supervisory activities had to be implemented. With effect from June 2020, Strate Supervision 
conducted a record number of remote, desktop reviews, with the co-operation of all the 
Strate Participants, using virtual platforms such as Microsoft Teams.

During 2020, the primary focus of such reviews related to the following operational areas:
• To gain an understanding of the controls in place with regards to:
 o the generation and submission of weekly and ad-hoc BND files; and
 o the accuracy and completeness of BND data populated in such files – in  
  accordance with Strate Rule 5.5
• To confirm that all transactions are reported to Strate for settlement – in accordance 

with Strate Rule 5.6
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• To confirm that money market central securities accounts are opened and maintained 
in accordance with Directive SB.3

• To confirm that any transaction submitted to Strate for settlement is done in accordance 
with a corresponding client instruction – in accordance with Strate Rule 6.2.2.6

• To confirm the accuracy of the information provided to Strate Supervision on a monthly 
basis with regards to the party liable for fines

• To confirm that daily securities reconciliation is conducted – in accordance with Strate 
Rule 5.3

The overall level of compliance in respect of the above review scopes and regulatory 
requirements was good. In instances where control weaknesses or areas of non-compliance 
were identified, these were addressed with the respective entities and corrective action 
plans were agreed. Follow-up reviews to ensure that affected Participants have implemented 
improved controls and addressed each identified area of concern, will be conducted in 2021.

In addition to the above, separate reviews were conducted in respect of Participants entering 
new markets or providing new service offerings. This relates to Participants who started 
providing services to and interacting with any of the new exchanges, and processing bonds 
transactions on the SARB’s electronic trading platform (ETP).

Participant monitoring model (PMM)
The Participant monitoring models (PMM) continue to be used by Strate Supervision as a 
mechanism to highlight potential weaknesses within a Participant. By monitoring trends 
in the performance of Participants across a number of key operational areas (such as 
fines, complaints raised by internal or external stakeholders and technical difficulties), the 
models act as a trigger point (or early warning mechanism) to ensure the division adjusts its 
supervisory approach and intensity where applicable.

During 2020, the committee continued to review the quarterly scores for each Participant. No 
material areas of concern in respect of the performance of each entity was identified. 
 
e) Complaints
We are pleased to report that we received no formal complaints against any of the Strate 
Participants during the year under review.

f) Exclaim tool
Strate Supervision continually strives to ensure it has the appropriate mechanisms and tools 

to monitor the activities and performance of Participants. At the end of 2020 we acquired a 
new tool to assist with the management of on-site reviews. The implementation of this tool 
is planned for the second half of 2021, once it has been successful tested. 
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APPENDICES:
1. Appendix 1 - Fines statistics
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2. Appendix 2 - Annual conflicts of interest 
assessment report - 2020
This assessment has been undertaken in accordance with the requirements of Board Notice 
1 of 2015 issued by the Registrar of Securities Services in terms of section 62 of the Financial 
Markets Act, 2012 (Act 19 of 2012).

South Africa employs a strong self-regulatory model, with the allocation of a number of 
regulatory functions to licensed market infrastructures. The management of actual (or 
perceived) conflicts of interest within such a market infrastructure, particularly those 
that could arise between its commercial and regulatory functions, is therefore of critical 
importance.

Strate is mindful of the need to protect against such conflicts. It has established and 
entrenched a solid governance structure making optimal use of the Board, its various 
committees and the Executive Committee to appropriately identify and manage conflicts (or 
perceived conflicts) that could arise from time to time.

The Regulatory and Supervisory Committee of Strate has been specifically tasked with 
performing the regulatory, supervisory and enforcement functions of the central securities 
depository. In performing these functions, the Committee serves as an independent check 
on the appropriateness of the CSD’s regulatory activities. The committee also evaluates, 
on an ongoing basis, the manner in which any conflicts (or perceived conflicts) of interest 
between the commercial and regulatory functions of the CSD are managed.

The committee establishes a regular reporting line between the Supervision division and the 
Board and comprises:
1. An independent chairman
2. Three additional independent, non-executive directors of the Board, and 
3. One or more persons who, in the opinion of the Board, have the necessary skills, 

knowledge and expertise to assist the committee

To specifically address conflicts that arise through the inclusion of market practitioners on 
the committee, all meetings are divided into confidential and non- confidential matters. 
A formal procedure has been developed whereby all agendas and minutes are purged 

of confidential information prior to circulation to ensure those who are conflicted on a 
particular matter are appropriately excluded.

This procedure is also applied to meetings of the Board and other committees, when 
necessary, and conflicted parties are required to recuse themselves. 

The Regulatory and Supervisory Committee operates under documented Terms of Reference 
that are reviewed and approved by the Board on an annual basis. Both the committee and 
individual members are subject to an annual performance evaluation with the outcomes 
of this exercise communicated via the Remuneration, Nominations and Social & Ethics 
Committee to the Board on an annual basis. 

The Regulatory and Supervisory Committee has, furthermore, developed and maintains 
a detailed “Confidentiality Firewalls Manual” that guides the interaction between the 
commercial and regulatory functions of the CSD. The committee is tasked with ensuring 
these confidentiality firewalls continue to ensure the appropriate separation between the 
commercial and regulatory functions. To this end, ongoing monitoring controls are in place 
to identify and address any actual, possible or perceived conflicts of interest in terms of 
the Regulatory and Commercial Conflicts of Interest Management Policy approved by the 
Board. The annual review of the effectiveness of these controls for 2020 is summarised in the 
annexure below. 

The Confidentiality Firewalls Manual and the Terms of Reference for the Regulatory and 
Supervisory Committee are available on the Strate website. 
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ANNEXURE:

1.1 Access to computer systems and Participant      
 information – There are no reportable breaches or  

 incidents. 

1.2 Human resources policies – There are no reportable  

 breaches or incidents. 

1.3 Legal advice – There are no reportable breaches or  

 incidents. 

1.4 Expurgation and circulation of documents – There are  

 no reportable breaches or incidents. Separate   

 “confidential” and “sanitised” committee packs and  

 minutes continue to be maintained. 

1.5 Attendance at committee meetings – There are no  

 reportable breaches or incidents. Conflicted committee  

 members recuse themselves when confidential   

 Participant or exchange related matters are discussed.   

 Virtual committee meetings have taken place since the  

 nationwide lockdown came into effect in March 2020. 

1.6 Non-disclosure of confidential information to a   
 member of the committee – There are no   

 reportable breaches or incidents.    

 Separate “confidential” and “sanitised” committee  

 packs and minutes are maintained.     

 Members of the committee who are conflicted recuse  

 themselves from sections of meetings where   

 confidential Participant or exchange related matters  

 are considered and discussed. 

1.7 Physical location – All Strate Supervision employees  

 have been working from home since the lockdown  

 came into effect in March 2020 and will continue to do  

 so indefinitely.

1.8 Interaction between Strate Supervision and Strate’s  
 CSD functions – There are no reportable breaches  

 or incidents. Confidential enforcement and supervisory  

 matters are not discussed with CSD employees unless  

 with the express permission of the affected Participant.  

1.9 Strate audit assurance – Periodic reviews of the   

 “confidentiality firewalls” structures are    

 carried out as determined by the committee in its   

 annual workplan. While the committee did not identify  

 the need for any specific audit to be conducted during  

 2021 at its meeting in November 2020, the possibility  

 of reviewing the automated fines process (through  

 Naledi) should be considered once all asset classes  

 have been automated.

1.10 Other – None.

This annexure provides detailed confirmation of adherence 
to certain implemented measures to address actual, 
possible or perceived conflicts of interest in terms of 
the “Regulatory and Commercial Conflicts of Interest 
Management Policy” approved by the Board.

1. “Confidentiality firewalls” structure – Strate’s 
adherence to the structures and procedures as set in 
the relevant manual is as follows:

2. Strate Rules and Strate Directives approval – There are 
no reportable breaches or incidents. The implemented 
approval processes and controls have been adhered 
to. 

3. Strate’s commercial versus regulatory and 
supervisory roles and responsibilities – There are 
no reportable breaches or incidents of Strate’s policy 
on the management of conflict of interests between 
Strate’s regulatory functions and its commercial 
activities. The committee has not taken any action in 
the performance of its regulatory and supervisory roles 
and responsibilities that is, or could be seen to be, for 
the benefit of Strate’s commercial activities.

Conclusion and recommendations – We are satisfied with 
the implemented “confidentiality firewalls” structures and 
procedures, as well as employees’ level of awareness and 
adherence to these measures. No changes or improvements 
are recommended at this stage. 
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