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CHAPTER 1 

REGISTRAR'S REVIEW 

INTRODUCTION 

Many important changes occurred during the past year, 
the h t  being a new democratically elected government 
taking up office in May 1994. In July 1994, the Minister of 
Finance, Mr D L Keys, announced his resignation, and 
Mr C F Liebenberg was appointed as Minister of Finance 
with effect &om 15 September 1994. The previous 
Registrar of Banks, Dr J H van Greuning, resigned with 
effect from the end of August 1994, and has taken up a 
post at the World Bank, in Washington, DC, as Senior 
Financial Sector Specialist. The appointments, effective as 
h m  1 January 1995, of myself as Registrar of Banks and 
of Mr C L Oosthuizen as Deputy Registrar were 
confirmed in November 1994. 

In general, and especially during the period covering the 
aforementioned changes, financial market conditions were 
fairly volatile, but the banking sector managed to maintain 
growth and profitability during the past year. 

KEY ROLE OF BANKS AND RATIONALE FOR BANK 
SUPERVISON 

It is widely recognised that banks play a key role in a 
country's financial system and national economy, and that 
banks differ from other profit-seeking business 
undertakings. While banks are managed with a view to 
generating profits and banks' shareholders expect a 
reasonable return on their investments, there are also 
strong public-interest considerations inherent in the 
operations of banks. 

It is these public-interest considerations that provide the 
rationale for the supervision and regulation of banks. In 
particular, four factors are responsible for banks 
throughout the world being accorded a higher degree of 
official supervision and regulation than other business 
enterprises: 

- Banks are the principal depository for the general 
public's liquid funds. The safety and ready 
availability of these funds for transactions are the 
responsibility of the banks' management and are 
essential to the stability and e w e m y  of the 
financial system. 

Banks employ the general public's funds to make loans 
and investments, thereby allocating scarce savings to 

- 

productive uses within the economy. In a market 
economy, this process should work to channel funds to 
the econoMc sectors that will make the most e m t  
and p d u c t i u e  use of the funds. 

- Banks serve as the main conduit for monetaypoliq 
between the central bank and the economy. A strong 
and adaptable banking system is needed to transmit 
the impulses of monetary policy to the whole financial 
system - and, ultimately, to the economy at large - 
without fiction and delay. 

- Banks provide the backbone for the national payment 
mechanism - commercial bank money is used for 
most payments, and most money-transfer services are 
provided by banks. A reliable and e m t  payment 
mechanism is thus an essential component of any well- 
functioning industrial economy. 

The above factors make banks not only an indispensable 
component of the financial system, but also a potential 
source of systemic instability. If there were no danger of 
systemic risk and of bank crises -risks that are inherent in 
a fkee-market system -there would be no need or scope for 
supervision. 

c " G E S  FACING BANK SupERvlSORS 

One of the biggest challenges facing not only the South 
Afiican bank supervisory authority, but bank supervisors 
worldwide, is the growing intermzticwud&a~ of banks 
and banking groups. As a result of South Africa's re-entry 
into international iinancid markets, locally registered 
banks are increasingly expanding their operations into 
foreign countries, while, at the same time, foreign banks 
are seeking to expand their operations into this country. 

Consequently, all the supervisory authorities concerned - 
in their capacities as both home-country supervisor and 
host-country supervisor - will have to place increasing 

of banks' 
cross-border establishments. In the coming year, this 
Department will therefore give a great deal of attention to 
the adaptation and refinement of its standards regarding 
the consolidated supervision of South Afiican banks' 
activities, including operations abroad, in order to comply 
wi& international standards, particularly those set by the 
Bade Committee on Banking Supemhion, and the full 
implementation of such standards. 

. .  emphasis on the cOttSOEidOted supennsron 
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9 
MISSION 

TO PROMOTE THE SOUNDNESS OF BANKS THROUGH 
EFFECTIVE SUPERVISION 

PHILOSOPHY 
Market principles underlie all activities and decisions, and we strive to project an 
image of professionalism, integrity, credibility and impartiality at all times. We 
subscribe to a service-orientated approach, which entails accessibility and 
availability, and a high premium is placed on ethical behaviour at all levels of 
activity. A relationship of mutual trust between this Deparanent and all other key 
players is regarded as essential and is built up through regular open 
communication. 

ROLE OF THE AUDIT COMMI’ITEE AND THE 
INTERNALAUDmORS 

Following on the quotation in the 1993 Annual Report regarding the role of 
management, we wish to highlight the importance of the audit committee and the 
internal auditors, respectively: 

“The role of the audit committee is to assist the board of directors with 
discharging its responsibility to: 

- safeguard the company’s assets, 

- - &t& adequate a ~ c o ~ t h g  records; and 
develop and maintain effective systems of internal control. 

The overall objective of an audit committee is to see that management has 
created and maintained an effective control environment in the 
organisation, and that management demonstrates and stimulates the 
necessary respect of the internal control structure amongst all parties.” - 
The King Report on Corpmzte Governance, Dohannesburgl, 29 November 1994, 
Appendix V pp. 5 1. 

“The internal audit function is an independent appraisal function 
established within a company to examine and evaluate the company’s 
activities. The objective of internal auditing is to assist members of 
executive management in the effective discharge of their responsibilities. 
To this end, internal auditing furnishes them with andyses, appdsds, 
recommendations, counsel, and Mimmation concerning the activities 
deWed.*  Ibid, pp. 22. 
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The internationalisation of banks, coupled with the need 
for effective consolidated supervision, brings with it a need 
to build up more open and closer relationships with 
other supervisory authorities. Within the African context, 
this process is being supported and aided by the 
Department’s membership of the East and Southern 
Africa Banking Superviwm Group and its activities in this 
body, on which more detail is provided in Chapter 2. 

Also of importance in the supervisory context are the 
demands being placed on South &can banks with regard 
to s& uplifiment, particularly with regard to the pro- 
vision of housing to disadvantaged communities, which 
lies at the core of the Government’s Reconstruction and 
Development Programme, commonly known as the RDP. 
In order to provide loan hance to the lower end of the 
housing market, the then Minister of Housing, the late Mr 
Joe Slovo, signed an agreement with the Association of 
Mortgage Lenders in late October 1994. In terms of the 
agreement, all the parties concerned have certain 
obligations: 

- Government and community leaders will have to help 
restore both a culture of payment for services rendered 
and the rule of law, as well as combat crime and 
violence and use the RDP to upgrade the public 
environment. It is envisaged that a period of up to 12 
months will be required for this purpose. 

- Communities will have to become involved in the 
process of reconstruction and demonstrate civil 
responsibility to a level that will allow the enforcement 
of civil and criminal law. 

- The banking sector will have to resume lending to the 
lower end of the housing market and demonstrate to 
the Government, by means of a confidential reporting 
system, that it is performing in a socially responsible 
manner. Guidelines to be applied in credit extension 
to individuals will have to be made available to the 
public, but the responsibility for credit extension will 
remain that of the lender. For the 1995 calendar year, 
lending institutions have pledged to grant 50 000 
loans, ranging h m  R10 000 to RlOO 000 and 
totalling between R1,5 billion and R2 billion, 
depending on demand and the construction industry’s 
ability to meet the demand. 

The agreement provides for a mortgage indemnity scheme 
(“MIS”), whereby the Government guarantees losses in 

cases when lending institutions cannot repossess the 
properties of mortgage defaulters. The MIS cover, which 
will not be offered in high-risk areas, will apply for three 
years, but might be extended in areas where the due 
process of law cannot be applied. 

Other key factors of the agreement are: 

- The concept of “rightsizing”, which includes the 
rescheduling of bonds and the placing of former 
borrowers in accommodation that they can afford. 

- The linking of loans to savings, where possible, so that 
potential borrowers can meet banks’ lending 
requirements. 

- Fixed instalment loans, for which detailed f inand  
modelling will be done. It will have to be made clear 
to borrowers in this loan category why they have to pay 
a higher interest rate than borrowers in the fluctuating 
instalment category. 

In the words of the Chief Executive of The Council of 
Southern African Bankers, Mr P J Liebenberg, “the real 
breakthrough is that the agreement involves all the 
parties”. In the same way, the success of the agreement 
will depend on all parties W i n g  their obligations, as 
sketched above. 

The role of the bank supervisory authority with regard to 
the agreement will be to assist, wherever possible, in the 
promotion of the necessary sound risk-management 
policies within the banking sector. 

SUPERVISORY AND REGULATORY FOCUS 

The current rapid growth in the use of derivative 
products, together with the globalisation of banking and 
capital-market activities, is occurring at the expense of 
traditional banking business. As banks continue to move 
away from their traditional activities, the focus of bank 
supervision and regulation has to be adjusted 
accordingly. 

Firstly, there has to be a greater focus on the supervision, 
as opposed to the regulation, of banks - although the 
regulatory himework will also have to be updated and 
amended on an ongoing basis to keep pace with 
developments in the banking sector and supervisory 
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practice. Secondly, it will become increasingly important 
for supervisors to exercise sound judgement, since they 
will be required to assess an individual bank‘s business 
strategy in the light of the bank’s management capabilities 
and overall market conditions, as well as the adequacy of 
systems and control related thereto. 

Supervisors will have to understand the risks involved as 
banks develop new funding and trading strategies, new 
risk-management techniques and new organisational 
structures, as well as increased risk appetites and 
increasingly. complex risks, in response to a rapidly 
changing competitive and technological environment. 
Consequently, there will also have to be a greater focus on 
appropriate market-related training for supervisory staff. 

INVESTOR PROTECTION 

The question of whether some form of deposit insurance 
and investor protection should be implemented in South 
Africa was raised owing to the losses suffered by 
depositors and investors in recent years that resulted 
from the failure of a number of banks and other financial 
entities. 

As is reported in Chapter 2, the Bank Supervision Depart- 
ment hosted a workshop on 2 September 1994, with the 
objective of, inter diu, opening the debate on deposit 
insurance; a working committee has since been established 
to undertake an in-depth investigation of the issue. 

It is widely recognised that existing accounting, statutory- 
reporting and publicdisclosure standards and practices 
with regard to derivatives are not as comprehensive, 
consistent or informative as they might be. Standards and 
practices have not kept pace with rapidly changing 
technologies, ’ and current reporting and disclosure 
standards do not provide a suiliciently accurate picture of 
a bank‘s risk profile. Consequently, it is difficult to make 
memiqhl  comparisons between derivative activities and 
the riskiness of these activities. 

With a view to encouraging public disclosure by banks, b e  
Bank for International Settlements published a discussion 
paper - commonly known as the Fisher report - in 
September 1994, in which a fi=amework is recommended 

for the disclosure of market risk and credit risk, based on a 
bank‘s internal risk-management and performance- 
assessment system. The initiatives that have been 
announced by the relevant national accounting bodies and 
the Group of Thirty, and which are intended to improve 
disclosure relating to derivatives, are very encouraging and 
are endorsed by the Bank Supervision Department. 

MONEYLAUNDERING 

South Africa, as one of the world’s emerging financial 
centres, has an important role to play in combating money 
laundering. At its meeting in August 1994, the Standing 
Committee for the Revision of the Banks Act, 1990, raised 
the concern that South Africa had the potential to become 
a money-laundering “mecca” owing to the opening up of 
the country‘s hancial markets. 

Since the existing South African legislation touches on 
money laundering only in so far as it relates to drug 
trafficking, the Department plans to host a workshop on 
money laundering during the first half of 1995, with the 
objective of, inter alia, opening the debate on this topic, on 
which more detail is provided in Chapter 2. 

ISSuEsTHATWILLRECEIVEPAwIlCULARATl”TI0N 
DURING 1995 

During 1995, the Department will focus its attention on, 
inter alia: 

D Counterparty risk, specifically as regards the 
formulation of capital requirements for this risk and 
the implementation thereof, as well as the 
incorporation of such requirements in the Regulations 
relating to Banks. 

D Market risk, particularly as regards capital 
requirements for this risk, in line with the work on 
models for the management of market risk being done 
by the Basle Committee on Banking Supervision. 

D Payment systems - as a result of the growing 
internationalisation of banks and the blurring of 
boundaries between financial markets, the payment 
system is the most likely means through which an 
initially isolated financial problem could become a 
generalised crisis, both at a local and an 
international level. 
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Derimives and consolidated supervision as flavour-of- 
the-year topics. 
Hosting and presentation of the second ESAF Course 
in Banking Supervision, which will be held during the 
last three weeks of September 1995. 
Broadening the current (mainly off-site) approach to 
supervision to one that is more orientated towards 
future requirements and that includes a larger on-site 
component. 
Visits to the offshore operations of South Afiican 
banks and their host regulators, for which a need has 
arisen in view of the increasing importance of 
consolidated supervision and the expansion abroad of 
South Afiican banks. 
Training, particularly as regards on-site supervision, 
risk management and the interaction beween the 
Merent risks. 
Holding a workshop on money laundering during the 
first halfof 1995. 

CONCLUSION 

I wish to record my sincere appreciation to the former and 
the current Minister of Finance, and the former and the 

current Deputy Minister of Finance, for their valued 
inputs and prompt responses to requests in terms of 
statutory requirements, as well as for the co-operation 
received fiom the Chairman of the Policy Board for 
Fina.t~cial Services and Regulation, the Governor and 
Deputy Governors of the South African Reserve Bank, the 
senior executives of banking institutions, The Council of 
Southern African Bankers and the four banking 
associations, the Standing Committee for the Revision of 
the Banks Act, 1990, the staff of the South African Reserve 
Bank, particularly the staff of the Bank Supervision 
Department, and the many individuals with whom this 
Office has had contact during the year. 

With the co-operation of everyone involved in the banking 
industry, both in the private and the public sector, I look 
forward to meeting the challenges that lie ahead in our 
constantly developing and changing business and political 
environment. 

C F Wiese 
Registrar of Banks, and General Manager: Bank Such 
Department 



CHAPTER 2 

CURRENT ISSUES IN BANKING SUPERVISION 

INTRODUCTION 

The purpose of this chapter is briefly to discuss the most 
important trends and developments in financial 
regulation and bank supervision, both locally and 
internationally, during the past year. 

DEVELOPMENT OF REGULATORY STRUCTURES 

The main developments of interest as regards regulatory 
structures in south m ‘ c a  were the coming into 
operation of the Policy Board for Financial Services and 
Regulation and the reconstitution of the Standing 
Committee for the Revision of the Banks Act, 1990. 

Policy Board for Financial Services and 
Regulation 

As reported in the 1993 Annual Report, the Policy 
Board for Financial Services and Regulation was 
established to advise the Minister of Finance with regard 
to changes in the structure of the financial services sector 
and in the regulatory structure, as well as to propose 
amendments to existing financial legislation and the 
introduction of new financial legislation, in order to co- 
ordinate the financial regulation policy in respect of the 
entire financial services sector. 

Co-ordination is aimed at achieving a uniform approach 
to financial regulation and supervision in terms of 
objectives, principles and standards. More specifically, 
co-ordination is required because financial con- 
glomerates in South Africa are subject to the jurisdiction 
of more than one regulatory authority and because of the 
internationally recognised need for consolidated 
supervision. The responsibility for the execution of 
financial regulation and supervision lies with, inter diu, 
the Financial Services Board and the South African 
Reserve Bank. The legislation regarding the regulation 
of financial services, together with the institutions 
responsible for administering this legislation, is set out in 
Appendix 10. 

The objectives of the Policy Board are to: 

CI Ensure a high level of efficiency in the provision of 
financial services. 

D Secure the stability of the financial system and, 
especially, the stability of the payment system. 

Cl Protect, but not guarantee, the interests of all parties 
availing themselves of financial services. 

These objectives are supported by, amongst others, the 
following principles: 

D Competitive neutrality has to be promoted among 
financial institutions and market participants 
whenever they compete in the same segment of the 
financial services sector - competitive neutrality 
should be pursued through domestic regulation and 
the harmonisation of domestic regulation with 
international regulatory practices. 

Q The proper assessment and management of risks 
have to be promoted, inter diu, through the setting 
of minimum prudential standards. 

tl Appropriate fit-and-proper standards of conduct 
have to be promoted in the provision of financial 
services to the general public. 

tl Regulatory arrangements have to be practitioner 
based and sufficiently flexible to adjust to develop- 
ments in the financial system. 

CI Effective and cost-efficient financial regulation has 
to be achieved. 

One of the first tasks of the Policy Board was to 
reconstitute a number of advisory committees, with due 
consideration being given to achieving balanced views of 
high quality as regards technical, operational and 
regulatory aspects of the relevant segments of the 
financial services sector. 

Standing Committee for the Revision of the 
Banks Act, 1990 

One the above-mentioned reconstituted committees is 
the Standing Committee for the Revision of the Banks 
Act, 1990, which meets three to four times each year. 
The decisions taken at the meetings result in 
amendments to the Banks Act, 1990, and the 
Regulations thereto. These amendments are described 
in Chapter 4 of this report. 

Owing to the above-mentioned reconstitution of the 
Standing Committee, nominations for appointment to 
the Standing Committee were invited from The Council 
of Southern African Bankers (“COSAB”), the National 
Stokvels Association of South Africa, the Savings and 
Credit Co-operative League of South Africa, the South 
African Institute of Chartered Accountants (“SAICA”) 
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and the South African Reserve Bank (“SARB”). 
Nominations were received from SAICA, COSAB and 
the SARB. 

The following initial appointments were made in March 
1994 for a term of three years: 

Chairman 

COSAB representatives 

SAICA representative 

SARB representatives 

Academic 

Other 

Secretary 

Dr C J de Swardt (SARB, 
and Chairman: Policy Board 
for Financial Services and 
Regulation) 

Mr P J Liebenberg (Chief 
Executive: COSAB) 
Mr F W A Britz (Nedcor 
Limited) 
Mr I C Anderson (First 
National Bank Holdings 
Limited) 

Mr R K Store (Deloitte & 
Touche) 

Dr J H van Greuning 
Mr C F Wiese 
Adv M C Janse van 
Rensburg 

Prof F Malan (Legal) (Rand 
Afrikaans University) 

Mr H B C Shaw (Standard 
Bank Investment 
Corporation Limited) 
Mr A R Tlhabanelo 
(Postbank) 

Mr E M Kruger (SARB) 

Subsequently, Dr Van Greuning resigned, whilst Mr 
D M Lawrence of FirstCorp Merchant Bank Limited 
was appointed as an additional member. 

CORPORATE GOVERNANCE 

The essence of any system of good corporate governance 
is that whilst companies’ boards of directors should be 
free to manage their companies as they deem fit, this 
freedom should be exercised within a framework of 
effective accountability. 

I 
International developments 

In response to growing concern about standards of 
financial reporting and accountability in the United 
Kingdom, the Committee on the Financial Aspects of 
Corporate Governance (commonly known as the 
Cadbury Committee) was formed during 1991 to 
review and report on the aspects of corporate 
governance that were specifically related to financial 
reporting and accountability. The aforementioned 
concern was heightened by the failure of the Bank of 
Credit and Commerce International, the problems 
surrounding the Maxwell group of companies and a 
controversy about directors’ remuneration. These 
problems focused the public’s attention on corporate 
governance and fostered an acceptance that changes 
were required in order to raise the standards of 
corporate governance. 

The Cadbury Committee’s draft proposals attracted 
informed comment from a wide range of individuals and 
bodies with an interest in corporate governance, and the 
majority of those responding supported these draft 
proposals. The Committee’s recommendations focused 
on the control and reporting functions of boards, as well 
as on the role of auditors, and included a “Code of Best 
Practice” aimed at achieving the necessary high 
standards of corporate behaviour. 

Although all the points covered in the “Code-of Best 
Practice” are important, the points that are viewed as 
being of particular relevance in the South AErican 
context are highlighted below: 

# Board of directors 
I 
I 

The board should include non-executive directors 
of sdcient calibre and number for their views to 
carry weight in the board’s decisions. 
There should be an agreed procedure for 
directors, in the furtherance of their duties, to 
take independent professional advice, if 
necessary, at the company’s expense. 

D Non-executive directors 

Non-executive directors should bring an 
independent judgement to bear on issues of strategy, 
performance, resources, including key 
appointments, and standards of conduct. 
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Q Executive directors 

1 Directors’ service contracts should not exceed 
three years unless approved by shareholders. 

1 There should be full and clear disclosure of the 
total emoluments, including pension contri- 
butions and stock options, of directors and the 
chairman, as well as of the highest paid director in 
the United Kingdom. Separate figures should be 
given for salary and performance-related elements, 
and the basis on which performance is measured 
should be explained. 

J Reportingandcontrols 

It is the board‘s duty to present a balanced and 
understandable assessment of the company’s 
position. 
The board should ensure that an objective and 
professional relationship is maintained with the 
auditors. 
The board should establish an audit committee of 
at least three non-executive directors, and written 
terms of reference should deal clearly with the 
committee’s authority and duties. 
The directors should explain their responsibility 
with regard to the preparation of the accounts next 
to a statement by the auditors about their 
reporting responsibilities. 
The directors should report on the effectiveness of 
the company’s system of internal control. 
The directors should report that the business is a 
going concern, supported by assumptions or 
qualifications as necessary. 

Local developments 

In the light of the Cadbury Report and similar concerns 
about the standards of financial reporting and 
accountability in South Africa, the King Committee 
on Corporate Governance was appointed in 1993 to 
investigate and make recommendations on corporate 
governance in South Afiica. The terms of reference of 
the King Committee included the matters investigated 
by the Cadbury Committee, as well as a code of ethical 
practice for business enterprises in South Afiica. 

Task groups were formed to investigate five areas of 
corporate governance: 

a 

a 

a 
a 

a 

The Director Task Group looked into the 
responsibilities of executive and non-executive 
directors and the frequency, substance and form of 
information to stakeholders. 
The Audit Task Group dealt with the question of 
the principal role of the auditors, the role of internal 
auditors, the appointment of audit, remuneration 
and nomination committees and the interim report 
of a company. 
The Stakeholder Links Task Group investigated the 
links between the various stakeholders. 
The Ethics Task Group was required to develop a 
code of conduct, setting out ethical practices in 
business enterprises. 
The Compliance Task Group investigated the 
question of the adoption of and compliance with the 
recommendations by all interested parties. 

The King Committee’s recommendations, as contained 
in its report issued on 29 November 1994, are directed 
at all companies hsted on the main board of the 
Johannesburg Stock Exchange, large public entities, 
banks, financial and insurance entities, major unlisted 
companies (with shareholders’ equity of R50 million or 
more) and large quasi-state entities such as control 
boards and co-operatives. 

Although the King Report contains most of the recom- 
mendations of the Cadbury Report, a number of recom- 
mendations deviate from those of the Cadbury Report: 

- The Cadbury Report recommends full and clear 
disclosure of specific directors’ remuneration 
packages, whereas the King Report recommends 
that aggregate totals of executive directors’ and non- 
executive directors’ remuneration be analysed and 
disclosed in terms of salary, directors’ fees, pensions, 
bonus and other items. The King Report also 
requires directors and officers of listed companies to 
disclose their share transactions to the authorities, to 
the company secretary and at board meetings. 

- The King Report includes a recommendation on 
worker participation in the governance of the 
affected corporations, which is not a 
recommendation in the Cadbury Report. 

- The King Report recommends that executive ditectors’ 
service contracts should not exceed iive years unless 
approved by the shareholders, whereas the Cadbury 
Report recommends a period of three years. 

10 



- Owing to the shortage of skills in South Africa, the 
King Report does not insist on the separation of the 
roles of chairperson and chief executive and the 
appointment of a non-executive chairperson, as is the 
case in the Cadbury Report. It is stated, however, that 
it is preferable for the roles of chairperson and chief 
executive to be separate. For the same reason, the 
King Report also recommends that there should be at 
least two non-executive directors on a company’s 
board, whereas the Cadbury Report recommends 
three non-executive directors. 

- As regards the statement on the business being a going 
concern, the King Report suggests that directors 
should state there is no reason to believe the business 
will not continue as a going concern in the year ahead. 
Reasons should be disclosed and explained if th is  is 
not the case. The Cadbury Report, on the other hand, 
requires a note in the financial statements to state that 
the business is a going concern. 

The Bank Supervision Department welcomes these 
developments and believes that they will serve to enhance 
corporate governance in banks, as well as highlight the 
roles and responsibilities of a number of key players in 
individual banks and, therefore, also in the banking sector, 
ultimately leading to a sounder banking system. 

FINANCIALREPORTINGAND ACCOUNTING 
STANDARDS 

During March 1994, Discussion Paper 12 (“DPl2”), 
entitled “Meeting the financial reporting needs of users of 
financial statements in South A k a ” ,  was issued by the 
South &can Institute of Chartered Accountants for 
comment. DP12 represents an attempt to bridge the 
expectation gap between the users and the auditors of 
financial statements. 

DP12 contains a number of significant proposals 
regarding financial reporting and accounting standards. 
The proposals entail, inter alia, the revision of accounting 
standards to incorporate the financial reporting needs of 
users of financial statements and to bring South African 
accounting standards in line with the International 
Accounting Standards and the framework for the 
preparation and presentation of financial statements. 
Also proposed is an amendment to the Companies Act, 
1973, in order to give legal backing to the enforcement of 

compliance with accounting standards. 

The following additional and core financial reporting 
needs of users were identified in the findings of a study 
by the American Institute of Certified Public 
Accountants and include, inter alia, the need for: 

0 Information on the fair value of assets and liabilities, 
in addition to the current historical cost-based 
accounting model. 

CI Segmental information to assist in the prediction of a 
company’s future earnings and cash flows. 

CI Information on sustainable earnings versus ad hoc 
earnings. 

CI Information on estimates and assumptions used to 
determine material asset and liability amounts, as 
well as qualitative and quantitative information about 
the risks associated with financial instruments and 
off-balance-sheet financing arrangements. 

0 Non-financial business information to enable users 
to understand the relationship between events and 
the activities of a company. 

Ci Forward-looking information to help assess the 
viability of the operation, debt-servicing capabilities, 
additional borrowing needs, management goals and 
strategies and future revenues, as well as qualitative 
information, such as broad business objectives and 
prospects for return on assets and equity. 

CI Credible information. 

DP12 contained a number of proposals as regards the 
role of the auditor, the following of which are 
highlighted: 

CI Auditors should carry out a review and give limited 
assurance on all financial information contained in 
the annual reports other than in the financial 
statements and on other financial information issued 
by their clients. 

0 The objective of an audit should be redefined as 
being “the provision of an independent opinion to 
the users of the financial statements whether or not 
the directors have fairly presented in the financial 
statements: 

the proper conduct of the company’s affairs; 
the company’s financial performance, position 
and cash flow information; and 
future risks faced by the company that can be 
foreseen”. 
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Li Auditors should report on the directors’ report on the 
effectiveness of the internal control system. 

Li The directors should report on whether the company 
is a going concern. 

As regards the auditors’ independence, the following 
proposals are highhghted 

Li The fixing of the audit fee should be the responsibility 
of the audit committee consisting of non-executive 
directors. 

Li Submissions with regard to the establishment in law of 
proportionate liability for auditors should be made to 
the South Aflican Law Commission. 

This Department supports the proposals made in DP12, 
but believes that the redefined audit objective should 
include a fourth point, namely, “the inherent and assumed 
risks in the business and how such risks are managed”. 
Should the proposals in DP12 be accepted, this 
Department would support submissions to the South 
&can Law Commission for the establishment in law of 
proportionate liability for auditors. 

Current law is based on the doctrine of joint and several 
liability, which makes each defendant liable for all assessed 
damages, regardless of the degree of fault. This is a major 
cause of independent auditors being hesitant in expressing 
opinions on information other than that required for the 
fulfilment of the current audit objective, namely to express 
an opinion, in a report to the shareholders, on the fair 
presentation of the financial position at a given date, the 
results of operations for the period and cash-flow 
information. 

Should the audit objective be amended as proposed, the 
report of the independent auditors would be more useful 
to a wide range of users of financial statements. Since it is 
unreasonable to hold the auditors liable for faults of other 
persons, it is necessary to amend the law to apportion the 
damages according to the degree of fault of the parties 
concerned. 

The acceptance of the proposals in DPl2, along with those 
in Accounting Statement AC 120 (Disclosure in the 
financial statements of banks) and Exposure Draft 48 
(issued by the International Accounting Standards 
Committee) concerning the development of recognition, 
measurement and disclosure standards for financial 
instruments, should go a long way towards enhancing the 

information contained in the financial statements of 
companies, especially those active in the financial sector. 
The additional reporting responsibilities proposed for 
auditors and the proposals concerning the enhancement of 
the auditor’s independence will assist in ensuring the 
credibility of the information reported in the fbncial 
statements of companies. 

It is, however, of utmost importance that all key players in 
the banking system accept their responsibility for ensuring 
that an effective system of checks and balances promotes a 
sound and efficient banking system. Such a system can be 
effective only if it is based on the concepts of 
accountability, disclosure, transparency and 
independence, as well as fimess and properness. This 
Department believes that the proposals contained in DP12 
and adherence to the requirements in respect of 
accounting statements and reporting of the Companies 
Act should substantially result in the achievement of such 
a system of checks and balances and should promote the 
aforementioned concepts. 

These measures, together with the acceptance of the 
proposals of the King Committee, should assist in 
ensuring that the persons responsible for the reporting of 
financial information of companies, namely the board of 
directors, fulfil their responsibilities in a prudent manner. 

ROLE OF AUDIT COMMlTEEB AND “AL 
AUDITORS 

In the 1992 Annual Report of the Bank Supervision 
Department, the role of directors and external auditors, 
respectively, was highlighted. The Department’s 1993 
Annual Report focused on the role and responsibilities of 
management, and also contained a brief explanation of the 
roles of the six key players involved in the risk- 
management process of a bank. As indicated on page 2 of 
this report, the role of the audit committee and the internal 
auditors is highlighted this year, and their role and 
responsibilities are described in more detail hereunder. 

The audit committedintemal audit function assists the 
board of directors, which carries the ultimate responsibility 
for a bank’s affairs, and management by monitoring the 
implementation of and compliance with laid-down policies 
and internal controls, to ensure, inter alia, that there is 
proper disclosure. 
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Auditcommittees 

Section 64 of the Banks Act, 1990, requires that a bank’s 
board of directors appoint at least three of its members 
to form an audit committee, the majority of whom are 
required to be non-executive directors. The audit 
committee assists the board of directors in its evaluation 
of the adequacy and effectiveness of the internal control 
systems, accounting practices, information systems and 
auditing processes applied in the day-to-day 
management of a bank’s business. The audit committee 
also facilitates and promotes communication regarding 
these matters between the board of directors, executive 
officers, internal auditors and independent auditors of 
the bank. The committee should introduce measures 
that, in the committee’s opinion, may serve to enhance 
the credibility and objectivity of financial statements and 
reports prepared with reference to the affairs of the 
bank. 

Approximately six years ago, the National Commission on 
Fraudulent Financial Reporting (commonly called the 
Treadway Commission) in the United Kingdom 
recognised the audit committee as a keystone of 
corporate governance. In the light of the King 
Committee’s report on corporate governance and its 
terms of reference, which included, inter alia, the 
monitoring and quality of information received by the 
board, the Bank Supervision Department believes that 
the audit committee and internal auditors have a vital 
role to play in ensuring that the board receives relevant 
and reliable information to enable the board to make 
decisions regarding the operations of a company. 

A document entitled “Current issues for audit 
committees 1993”, issued by Deloitte & Touche, states 
that audit committees are an active component of the 
boards of directors of most large companies and many 
not-for-profit organisations. The document discusses 
certain attributes that a successful audit committee 
member should have. These include an understanding 
of not only the social, political, ethical, economic and 
legal elements of a company’s environment, but also the 
company’s history, organisation, policies and 
operations, as well as its planning, control and 
production methods. 

other desirable attributes of an audit committee member 
would include objectivity in spirit and judgement, natural 
curiosity, communication skills and the ability to ask 

probing questions, to enable the committee to play a vital 
role in balancing the interests of management with those of 
owners and other groups that rely on the accuracy of 
financial statements. 

Examples of issues that Eall within the responsibilities of 
the audit committee follow below. 

The audit committee should ascertain that management is 
prepared to report on the effectiveness of the internal 
controls over Einancial reporting and compliance with laws 
and regulations, and is addressing other requirements 
pertaining to the safety and soundness of the institution. 
Since internal control has increased in importance owing 
to the emphasis placed on corporate governance and the 
concerns expressed about the standards of hancial 
reporting and accountability in South Africa, it is 
imperative that the audit committee should assess whether 
the internal control systems are effective and that they 
ensure the reliability of financial reporting, as well as 
compliance with applicable laws and regulations. 

The audit committee should also ascertain that 
management has developed a methodology for 
determining estimated fair-value i&onnation of financial 
instruments and that such information is consistent with 
the requirements of Exposure Draft 48, issued by the 
International Accounting Standards Committee. 

Audit committees should devote a pomon of their meeting 
time to understanding certain aspects of the company’s 
internal control systems and financial reponing 
requirements and how these will be affected by new laws. 
The committees would thereby fidfil a role with regard to 
the board’s: 

CI Internal control report. 
CI Going-concern report. 

The audit committee has an oversight fun&& that is 
especially valued for its objectivity and independence. It is 
responsible for gaining an understanding of, inter alia, the 
following matters: 

Ci Significant accounting policies, both initial selections 
and changes during the year, and their implications, 
especially in controversial or emerging areas. 

+ 
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Q Important differences fiom the practices of other com- 
panies as regards h m c i a l  accounting or disclosure. 

D Unusual or significant commitments or contin- 
gencies. 

D Changes in the report format or the nature of 
footnote disclosures from the prior-year audited 
financial statements. 

D Significant unusual transactions and how they are 
accounted for. 

Q Financial statement areas that include management 
judgements and accounting estimates, especially 
those involving large amounts, long future periods, 
or several possible outcomes. 

The audit committee could play an important role as 
regards the co-ordination of the activities of the external 
and internal auditors in order to avoid duplication of 
effort and, thereby, obtain maximum benefit and 
efficiency from the internal audit function. The role and 
responsibilities of the board of directors are in no way 
diminished or augmented by the audit committee, 
whose reason for existence is to assist the board in 
discharging its duties. 

Internal auditors 

The internal audit department of a bank should be 
directly accountable to the audit committee, thereby 
enhancing the internal auditors’ independence. 

The internal audit function of a company should have as 
its mission to provide the board of directors with an 
independent review of the safeguarding of the 
company’s assets by ensuring that adequate accounting 
systems and internal controls are in place and operating 
effectively to ensure proper disclosure and that the 
affairs of the company are managed according to the 
policies adopted by the board of directors. 

However, the delegation of these duties by the board of 
the directors to the internal auditors does not relieve the 
directors of their responsibilities. The internal auditors 
should be seen as a management tool by the board of 
directors and should be used to: 

Identify risk exposures within the group and to 
review the systems of internal controls in order to 
determine their effectiveness. 

D Assist the audit committee in assessing whether the 
risk-management process is effective. 

D Propose solutions to resolve problems and to 
improve’future performance. 

D Monitor the implementation of and compliance with 
approved policies and internal control systems. 

To achieve the above, the internal auditors should be 
independent from management and have full, free and 
unrestricted access to all activities, records, property and 
personnel of the group. They should therefore report to 
the audit committee, which consists mainly or solely of 
non-executive directors. 

SUPERVISORY INTENSITY 

A continuing theme in bank supervisory circles, and one 
that was addressed in the Department’s 1993 Annual 
Report, is the search for an upproPriafe supervisory 
approach, in other words, how a supervisor can best 
discharge his responsibilities in practice. The two 
extremes are the following: 

- An off-site supervisory approach, which, in its pure 
form, implies that the supervisor’s main function is to 
undertake an assessment of the soundness of banks 
based primarily on an analysis of information obtained 
ftom completed statutory returns submitted by the 
institutions being supervised and, to a limited extent, 
on information that is publicly available. The major 
drawback to this approach is that supervisors draw 
conclusions on information in respect of which they 
are unable to obtain independent verification, other 
than the extent to which the information in the 
statutory returns (some of which are audited by the 
independent auditors) is corroborated by publicly 
available information that comes to the supervisors’ 
notice. A further drawback is that the supervisors’ 
conclusions are based only on historical information. 

- An on-site approach to supervision, which implies that 
the total effort of the supervisor, with a view to 
concluding on the soundness of banks, is directed at 
the execution of inspections at the premises of the 
bank. The focus of such inspections is to obtain and 
analyse original and independent evidence. 

The optimal approach appears to lie somewhere 
between the two extremes. Since neither approach is a 
substitute for the other, the important issue is to attain a 
balance between the two approaches. In other words, a 
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mix of the two approaches would appear to yield the best 
results. The primary factor determining the optimal mix is 
the level of assurance to be gained by the supervisor h m  
the system of checks and balances, otherwise known as the 
system of corporate governance, pertaining to the key 
players. The following matrix, which is self-explanatory, 
could be useful in this regard: 

ON-SITE SUPERVISION 
- JUSTIFICATION/NEED - 

Level of assurance 
wed h m  system of 
checks and balances to supervision 
pertaining to key players 

Resultant approach 

. No assurance could Supervisor cannot achieve 
be gained mission 

Low level of assurance Off-site examination, 
sained supplemented by tidl on-site 

examination approach 

Moderate, but not 
yet adequate, level supplemented by on-site 
of assurance examination of identified 

problem areas, as well as 
high-risk and material areas 

Off-site examination, 

Adequate level of Off-site examination, 
assurance (adequate supplemented by on-site 
compliance controls examination of identified 
and controls over material areas 
compliance controls, 
with no significant 

In the light of the above, the importance to be attached to 
the related aspects of the fimess and properness of key 
players and the system of corporate governance cannot be 
overemphasised. It is for this reason, that this Department 
has emphasised the key players in the risk-management 
process, as well as their respective responsibilities and 
duties. 

The implications flowing tkom the above include that 
the supervisor should: 

- Promote the concept of fimess and properness 
amongst key players. 

- Promote a sound system of corporate governance. 

- Evaluate the system of corporate governance 
pertaining to a particular institution, for purposes of 
determining the optimal mix between off-site and 
on-site supervision to be applied to that institution. 

The [Bank Supervision Department will be following a 
supecyisory approach that is a mixture of the two 
apprbaches. The off-site component consists of the 
following elements: 

- Relevant and reliable information is gathered, 
drimarily by way of the statutory returns that banks 
qce required to render. This information is then 
ipcorporated into the Department’s information 
siystems. In addition, other sources of information, 
such as banks’ audited annual financial statements 
apld reports in the financial media, are consulted, 
+d relevant information from these sources is 
smar ly  incorporated. 

n e  information is analysed, for example, by means 
df graphs or time series, to interpret the results. 

- 

- Next, the information is analysed further through 
the use of techniques such as analytical review. A 
risk review is prepared on a regular basis. This 
review includes an evaluation of each risk area, as 
well as an assessment of the overall risk management 
within the institution. 

- The supervisor evaluates the system of corporate 
governance pertaining to a bank on an ongoing 
basis. This evaluation becomes the primary input in 
the decision on the extent of on-site supervision to 
be performed by the supervisor. 

The elements of the Department’s on-site component 
are dscussed below. 
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Increased emphasis on on-site supervision 

In the Department’s 1993 Annual Report, it was stated 
that although, internationally, there had been a move 
towards on-site supervision, this Department was of the 
opinion that a combination of the best of both on-site and 
off-site supervision was the preferred alternative. This 
approach leaned more towards off-site supervision, with a 
limited element of on-site supervision. 

During the course of the past year, the Department 
reviewed its above-mentioned approach to supervision. 
After carefully considering comments received from South 
Afiican banks and questions raised by foreign supervisory 
authorities, the Department concluded that more on-site 
supervision should be conducted. It needs to be stressed, 
however, that increased on-site supervision does not imply 
full-scale on-site examinations similar to those conducted 
in the United States. Instead, increased and more effective 
contact will be made with the banking sector in order to 
gain a better understanding of the business being 
conducted by individual banks. Furthermore, the 
Department realises that it should not duplicate work 
already done by either the extemal auditors or the internal 
audit function. 

One of the key reasons for a broadening of the approach is 
the realisation that the methodology of supervision 
previously followed was predominantly backward looking, 
in that signiiicant emphasis was placed on the historical 
information submitted in the statutory returns. It is 
believed, therefore, that far greater emphasis should be 
placed on where a bank is going than on what has already 
taken place. Coupled to th is  is the fact that risk 
management is concerned with managing future events 
and not past events. In other words, the Bank Supervision 
Department needs to understand fully the strategic 
direction that a bank is taking. 

In order to implement a supervisory approach with a 
greater on-site component, it will be necessary to hold 
discussions with relevant persons at varying levels in a 
banking organisation. This Department believes that, as a 
minimum, the following discussions should be held 

Annual discussions with the chief executive officer 
(“CEO) of a banking group, to discuss the strategic 
direction of the group (corporate strategy). 
Six-monthly meetings with the CEO of an individual 
bank, to discuss the strategies for the bank (business 
strategy). 

1 Quarterly or six-monthly discussions with the heads of 
functional, risk and other areas, to discuss the 
strategies applicable to each functional or risk area 
(functional strategy). 
More fkquent contact with the heads of operational 
areas, for example, money market, capital market, 
instalment finance and mortgage finance, to discuss 
the activities conducted in these areas (operational 
strategy). 

In essence, the envisaged on-site component of the 
Department’s supervisory approach will consist of, inter 
alia, the following elements: 

The responsible supervisor will meet with the 
management and risk managers of a particular bank 
on a regular basis with a view to addressing important 
issues and clarifying aspects. The scope of these 
meetings will be determined by, inter alia, an 
evaluation of the risk management within the bank 
and an ongoing evaluation of the system of corporate 
governance pertaining to the bank. 

Ad hoc reports could be requested in terms of section 
7 of the Banks Act, 1990, to be compiled by identified 
specialists or external auditors, as deemed necessary in 
the light of the evaluation of corporate governance and 
any specific problems that have been identified within 
the bank. 

The supervisor will hold a trilateral meeting with the 
bank and the bank’s external auditors on an annual 
basis. The purpose of the meeting will be to address a 
particular facet of the bank’s business in some depth 
and to obtain an evaluation of the risk-management in 
that area. Any matters that the audit committee may 
wish to raise will be discussed in a further meeting 
attended by the audit committee, the external auditors 
and the supervisor. 

In addition, a senior member of the Department will 
make a presentation to the board of directors on an 
annual basis. The presentation will be based on the 
information submitted to the Department by banks. 
The presentation will constitute an opportunity for the 
supervisor to ensure that his perception of the bank 
corresponds with that of the bank‘s board. The 
presentation will also enable the supervisor to obtain 
independent verification of the information that the 
bank’s management has submitted to the Department, 



whilst affording directors and management the 
oppoaunity to benchmark their bank against its peers 
and the South Afiican banking sector as a whole. The 
board members also have the opportunity to inform the 
supervisor of their vision for the bank. 

- In the interests of maintaining the integrity of the 
system, the supervisor will pursue any information that 
indicates that a key player is not fit and proper. 

One of the implications of the broadening of the 
supervisory approach, and the increased emphasis on 
gaining an understanding of where banks are heading, is 
the need for the supervisory authority to have access to 
banks’ management accounts and budgets. In particular, 
banks’ budgets are considered to be critical, since they will 
enable the supervisory authority to analyse the risks 
inherent in proposed strategies. It needs to be stressed, 
however, that the supervisory authority will not interfere in 
the day-to-day operations of banks. 

Another addition to the on-site supervision conducted by 
the Department is that greater emphasis will be placed on 
ensuring that the systems and controls in place within 
banks to manage and monitor risks are adequate and 
appropriate. Programmes are currently being developed to 
equip individual analysts with the necessary tools to 
conduct this work. 

As stated above, it is important that the supervisory 
authority should not duplicate the work conducted by the 
external or internal auditors. To this end, ongoing 
discussions will be held with the South Afiican Institute of 
Chartered Accountants and internal auditors. 

In the final analysis, the ultimate objective of a bank 
supervisor is to ensure an optimal balance between 
stability and efficiency. The question arises, however, 
which approach the bank supervisor should pursue in 
order to achieve this objective, the altematives being an 
interventionistic approach and a market-based approach. 

In his address entitled “Banking supervision in a 
global market”, delivered at the Eighth International 
conference of Banking Supervisors in Vienna, Austria, in 
October 1994, Dr T Padoa-Schioppa, Chairman of the 
Basle Committee on Banking Supervision, stated that: 

‘Ymmngly,  banking SUM has aimed at fostering 
s&iq by enhancing the discip~inaty dim of markets rather 
thanlb limiting mpetiuim ... In f a t ,   we^ i n f i  investon, 
dep~‘ im and creditors can pwve e m t  r e ~ t o n  in a euortd 
of 4 v a d  technobgy, WidRFpread information and free 
capuc?I~lows ... d o  w a r n  that the aim 0fmpmin.m 
can4t be w prevent single bank faium, which are the natural 
byp&uct of competition, but k w avoid i t 2 s t a t ~ ~ q  spreading 
thfmigh the system.” 

In hip article entitled “Recent developments in supervisory 
prac$ce’’, which was published in the November 1994 
issu of the Bank of England Quarterly Bulletin, Mr Brian 
QUI&, Executive Director of the Financial Stability Wing 
of + Bank of England, described the bank supervisor‘s 
task hs follows: 

‘Yt h mt the job of the supermior or reguluwr w seek w 
elimiwte losses or failure injin.a& instiartions. To try w do 
so & be not only to court certain fdure but would be evrrmg 

*maple. As I see it, u k our job to idan& a d ,  w b  
pos * le, masure risks; w put in p!aa a frameevork that 
pmerlpes a &pee of protection w investon and akposabn; and 
w s a p  ounelves that the managers of $na& inniaceions 
are T a r e  of the risks in their business and have pw in place 
arrar@mnts w conml them. ’’ 

The above quotations succinctly encapsulate the approach 
that b s  Department has been propagating and pursuing 
over ~e past five years. The Department is strongly in 
fava+ of the dismanw of all intervensjonistic measures 
that +dubit the rational workings of the market or that lead 
to efonomically irrational behaviour on the part of 
econ mic agents, without a concomitant benefit exceeding 
the hgrm that such intervention inflicts upon the economy. 

in 1 

0 

-TOR PROTECTION 

Overithe past few years, a number of events in various 
counbies, including South Africa, have focused attention 
on tt$ need for some kind of protection for depositors. 

htel+lational devfdopents 

The ?failure of the Bank of Credit and Commerce 
(“BCp19’) in 1991 affected depositors in many counmes 
and ltd to various investigations and legal actions against 

and management of BCCI and against the 
as the responsible supervisory authority. 
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A major crisis in the Norwegian banking system required 
massive support from the Norwegian government and the 
Bank of Norway to protect the banking system fiom total 
collapse. The collapse of many savings and loan 
associations in the United States of America created 
similar problems, depleting the available funds of the 
Federal Deposit Insurance Corporation and compelling 
the US government to provide assistance to these 
institutions h m  tax funds. The most recent example was 
the French government’s rescue package for one of the 
major French banks, Ckdit LYOM~~S. 

It is thus not uncommon for authorities to provide special 
assistance when a failure of a major banking institution is 
deemed to pose a threat to the stability of the financial 
system as a whole. 

Local developments 

In recent years, the South &can regulatory and monetary 
authorities have had to cope with a number of bank 
failures, as well as the failure of some participation mort- 
gage bond schemes. Many depositors and investors were 
affected, and the problems created by, i n w  dab, the non- 
existence of any form of deposit insurance in the South 
Afiican banking system and a lack of capital-adequacy 
requirements for investment hns  were vividly illustrated. 

The central banks of all countries carry a common 
responsibility, generally referred to as the lender of last 
resort. This responsibility entails the central bank 
providing assistance to a banking institution that finds 
itselfwith a temporay liquidity shortage. The experience 
with the bank failures in South Africa over the past few 
years confirms that the safety of deposit money placed with 
banking institutions cannot be guaranteed by 
governments, bank central banks or regulatory authorities. 

It appears, however, that most of the general public is 
incapable of assessing the quality of the bank they use, 
owing to insuilicient information being available to them 
or an insuilicient ability to make such an assessment. As 
mentioned in the 1993 Annual Report, it was therefore 
decided to investigate the issue of investor protection in 
south Afiica. 

To this end, a workshop, entitled “Investor Protection in 
South Africa - Deposit Insurance, or Not?”, was arranged 
by the Department and held at the South African Reserve 

Bank on 2 September 1994. The objectives of the 
workshop were to: 

P Open the debate on deposit insurance. 
P Identify the strategic issues to be addressed in setting 

up and operating such a scheme, should it be deemed 
desirable to do so; alternatively, to identify the 
strategic issues to be addressed should it not be 
deemed desirable to set up and operate such a scheme. 

P Set up a working committee, whose task would be to 
pursue and bring to finality any matters that may need 
to be resolved subsequent to the workshop. 

Because not all interested parties, such as the public, were 
adequately represented at the workshop, it was felt that no 
decision could be made on whether South Africa needed 
or should implement a deposit-insurance scheme. It was 
therefore decided that a committee should be appointed to 
undertake an indepth investigation of the issue, with a view 
to formulating proposals and recommendations. 

The Bank Supervision Department was tasked with 
establishing such a committee. The following parties are 
represented on the Working Committee on an Investor 
Protection Scheme for South Afiica: 

P The banking sector (through The Council of Southern 
African Bankers). 

P South African Reserve Bank. 
P Department of Finance. 
P Financial Services Board. 
P Life Of3ices’ Association of South Afiica. 
P The South African Insurance Association. 
P South Afiican Insurance Brokers Association. 
P public-interest bodies. 

At the Committee’s first meeting on 9 November 1994, it 
was agreed that more parties would have to be consulted 
on the issue. Organisations such as the National 
Economic, Development and Labour Council (commonly 
known as “Nedlac”) and the Standing Committee on 
Finance of Parliament would be invited to act as observers 
and to take part in the discussions. 

It was resolved that the Committee would focus on the 
protection of deposits at banks and mutual banks, as 
defined in the Banks Act, 1990, and the Mutual Banks 
Act, 1993. A recommendation will be made to the Policy 
Board for Financial Services and Regulation that the 
Policy Board investigate protection measures for 
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investors in financial institutions other than banks and in 
emerging financial markets. 

SECUIUTIES TRADING 

As a fesult of recent financial failures and investor losses in 
the investment business area of the financial services 
sector, a need for the more active promotion of investor 
interests has been identified. 

different types of institution competing in the same 
market, but also in the formation of so-called financial 
conglomerates, which provide services in different 
tinancial sectors, such as banking, securities and 
insurance. 

The growing internationalisation of banks and 
banking groups, requiring supervision, on a 
consolidated basis, of the cross-border establishments 
bf banking institutions. 

In South Afiica, the Reserve Bank supervises banks in 
respect of their capital-adequacy requirements, the 
Financial Services Board (“FSB) does so for insurers, 
pension funds and unit trusts, while self-regulatory 
organisations, such as the various exchanges, do so for 
their members. 

International developments 

Work done internationally concerned mainly the 
assessment of a financial conglomerate’s or group’s capital 
adequacy when consolidated supervision is conducted and 
the formulation of an appropriate approach to the 
supervision of such conglomerates. 

The International Organisation of Securities Commissions 
and the Bank for International Settlements agree that a 
capital-adequacy requirement for investment firms should 
be based on specific market risks. In keeping with 
internationally accepted developments, the Financial 
Markets Advisory Board investigated the feasibility of 
introducing capital requirements for investment firms in 
South Africa and subsequently recommended the 
introduction of such requirements. The recommended 
capital-adequacy standards to be introduced in terms of 
new legislation, preliminarily referred to as the Investment 
Services Act, are based on the regulatory arrangements of 
the European Union, since these offer the most advantages 
for South Aftica. It has further been proposed that the 
FSB should delegate the enforcement of capital-adequacy 
standards for investment firms to self-regulating 
organisations such as the Bond Market Exchange, the 
Johannesburg Stock Exchange and the South Afiican 
Futures Exchange, since they are in the best position to 
monitor requirements on a daily basis via their 
inspectorates. The need for supervision of consolidated 
activities in the various financial markets, as well as over- 
the-counter activities, is also recognised. 

Assessment of capital adequacy in molidated s u e  

When assessing capital adequacy, the supervisor has to 
look up, down and across the group structure, that is, at a 
bank, its controlling company, subsidiaries and fellow 
subsidiaries. A supervisory approach that focuses on a 
parent or holding company is referred to as “top-down” 
supervision. In order to determine whether the capital of a 
group as a whole is adequate, the assets and liabilities of 
the individual companies in the group are consolidated, 
and the capital requirements applicable to the parent 
company are applied. The result is then compared to the 
parent’s capital. 

Supmisoy approach 

In order to enable effective consolidated supervision to be 
conducted, the following aspects are considered essential 
in the supervisory approach: 

- Supervisory authorities need to possess legal powers to 
share prudential information, including information 
on intra-group exposures, with each other. 

SUPERVISION OF FINANCIAL CONGLOMERATES 

Among the challenges facing bank supervisors worldwide 
are: 

- In order to prevent double gearing, whereby the same 
capital is used simultaneously as a buffer in different 
parts of a group, capital adequacy has to be assessed 
on a group-wide basis. 

- The blurring of boundaries between the different areas 
of financial specialisation, resulting not only in 

- The structure of financial conglomerates should be 
transparent and conducive to supervision Erom a 
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group perspective. Supervisors need to be assured that 
all the regulated activities undertaken by financial 
conglomerates are supervised by a supervisory 
authority that can be relied upon to provide the 
information necessary for risk assessment fkom a 
group perspective. 

Shareholders whose stake in a financial conglomerate 
would enable them to exert a material influence on a 
regulated entity should meet appropriate standards of 
fimess and properness. 

- 

Local developments 

In late 1993, Securities Equities (Pty) Limited (“SE”), a 
non-bank subsidiary of Sechold Limited (“Sechold”), a 
registered bank controlling company, experienced severe 
losses in the funws market. Sechold, however, did not 
have funds of its own to provide SE with funding to enable 
it to meet its obligations. Three banks in the Sechold 
Group were therefore called upon to apply depositors’ 
funds to support SE, thereby causing the banks to exceed 
prudent levels of exposure. 

At the time, no regulatory reporting was required h m  
bank Controlling companies’ non-bank subsidiaries, such 
as SE, in terms of the Banks Act, 1990. The Act has since 
been amended, making it a requirement for controlling 
companies to submit, on an annual basis, a consolidated 
balance sheet, which differentiates between banking 
activities, activities of other financial intermediaries and of 
other non-financial intermediaries, and which contains 
consolidated figures for the bank controlling company. 

As stated in previous annual repom, the Bank Supervision 
Department has committed itself to conducting COMoIi- 
datedsupervision of banking groups and their aoss- 
border establishments, in line with the four minimum 
standards set by the Basle Committee on Banking Super- 
vision, namely 

Q All international banking groups and international 
banks should be supervised by a home-country 
authority that capably performs consolidated 
supervision. 

D The creation of a cross-border banking establishment 
should receive the prior consent of both the host- 
country supervisory authority and the home-country 
supervisory authority of the bank and, if different, of 
the banking group. 

CI Supervisory authorities should possess the right to 
gather information &om the cross-border banking 
establishments of the banks or banking groups for 
which they are the home-country supervisor. 

CI If a host-country authority determines that any one of 
the foregoing minimum standards are not met to its 
satisfaction, the authority could impose restrictive 
measures necessary to satisfy its prudential concerns 
consistent with these minimum standards, including 
the prohibition of the creation of banking 
establishments. 

With the minimum standards in mind, the Banks Act, 
1990, and the Regulation thereto were amended to 
accommodate consolidated supervision requirements. 
These amendments, which became effective on 3 January 
1994, require bank controlling companies to submit an 
annual consolidated balance sheet withjn 120 days after 
the financial year-end of such a bank controlling company. 
This meant that bank controlling companies with a 
financial year-end of 31 December would be submitting 
their first consolidated balance sheet only by the end of 
April 1995. Therefore, Banks Act Circular 2/94 was issued 
in January 1994. In terms thereof, bank controlling 
companies, or banks in the event of there being no 
controlling company, were required to submit certain 
information as at 31 December 1993, or as at an earlier 
date, no earlier than 30 June 1993, to the Bank 
Supervision Department by no later than 28 February 
1994, to ensure that the process of consolidated 
supervision could proceed without delay. 

To enable the Bank Supervision Department to conduct 
effective consolidated supervision, in accordance with the 
Basle Committee’s minimum standards, the following 
issues will be receiving attention: 

Q The Department will be extending the focus of its 
supervision to banking groups. This issue will be 
addressed during routine meetings with a bank and 
during meetings arranged specifically for the purpose 
of consolidated supervision. 

CI Because the Department, in its capacity as home- 
country supervisory authority, is responsible for the 
supervision of the cross-border operations of local 
banks, it is obliged to inform a host-country 
supervisory authority in the event of the Department 
being unable to conduct proper supervision of such 
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cross-border operations. The host-country supervisory 
authority will also have to be informed of any 
measures that are taken in respect of, or events that 
may have significant bearing on, local banking groups’ 
cross-border operations. 

CI In order for the Department to execute its 
responsibilities in the aforementioned area, it will have 
to ensure that there is compliance with certain 
reporting requirements, as prescribed in terms of the 
Banks Act, 1990, and the Regulations thereto. 

CI The Department will have to obtain information on 
all the cross-border activities of local banks or banking 

~ p u p s .  

cl The Department will have to engage in more fi-equent 
contact with foreign supervisory authorities in 
counmes in which South African banks have interests. 

To ensure that the Department is in a position to comply 
M y  with internationally accepted standards in respect of 
consolidated supervision, all practical aspects of 
consolidated supemision are currently being addressed. 
To facilitate this process, a questionnaire has been sent to 
foreign banking supervisory authorities on the practical 
aspects of their consolidated supervision practices. 

The Department’s commitment to a consolidated 
supervision approach will be of benefit to the banking 
sector and, in future, will be an important factor in 
determining whether South &can banks will be allowed 
to extend their operations into international markets. 

EASTANDS0UTHERNAFRICABA”G 
SUPERVISORS GROUP 

committee. The duration, target group, venue and dates 
for the fitst course were also discussed. After suggestions 
for some improvements had been accepted, the course 
content and format were approved. 

Specific objectives for the course were set, namely: 
I 

CI To give participants a basic understanding of the 
mechanics, dynamics, interactions and principles of all 
aspects of bank supervision. 

Ci To support the goals of ESAF, namely: 
- The harmonisation of banking supervisory 

practices in the region. 
- The standardisation of philosophies and principles. 
- The development of highly professional 

supervisors. 
Cl To facilitate the interchange and cross-pollination of 

ideas and techniques. 
Cl To enable participants to gain an understanding of 

each member C O U ~ ~ ~ Y ’ S  particular circumstances. 

The First ESAF Course in Banking Supervision was 
presented at the South &can Reserve Bank from 5 to 16 
September 1994 and was attended by 25 persons h m  13 
of the 14 member counmes. One observer fhm the Bank 
of England and one from the Bade Committee on Bank 
Supervision, who attended portions of the course, 
delivered papers on “Consolidated supervision” and 
“Latest developments in bank supervisory practices”, 
resppxively . 

Thirty-five modules were presented and included active 
group discussions and participation. This was enhanced by 
various self-evaluation tests, case studies and videos on 
related topics. 

I 

At the inaugural meeting of the East and Southern Afiica 
Banking Supervisors Group (“ESAF”) in Gaberone, 
Botswana, in July 1993, a steering committee was 
appointed to investigate the group’s training requirements 
and resources and to develop a specialised uaining course 
that would address the spec& requirements of the ESAF 
member countries. A survey was undertaken, and a 
suggested course was developed. 

During March 1994, the Bank of Tanzania hosted an 
ESAF Conference in Arusha, Tanzania, with the specific 
objective of evaluating and discussing the content of the 
proposed training course compiled by the steering 

A test at the end of the course covered all aspects 
addressed during the course. This test was followed by a 
practical analysis of a hypothetical bank by five groups of 
five participants each. Each group received a file 
containing all the relevant financial and non-financial 
information of the hypothetical bank three days before the 
end of the course, and each group had to present its 
evaluation of the bank to the other participants on the last 
day of the course. Whilst the participants would have 
preferred receiving the information earlier in the course to 
enable them to undertake a more detailed analysis, they 
were in favour of the concept and format of the analysis, 
which they found of practical value. 
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As part of the course evaluation, the participants evaluated 
each come module against criteria such as practical value, 
scope, content and usefulness. This evaluation was 
essential to enable specific improvements to be made to 
modules for future courses. 

The overall evaluation by participants was very satis- 
factory, and the general improvements suggested were: 

Cl The number of case studies should be increased. 
D More information on the legislative environment of 

each member country should be included. 
D Each participant should give a short paper at the start 

of the course, covering mainly the operations of the 
supervisory body of the participant’s country, as well 
as current problems and challenges of the country‘s 
banking sector and supervisory authorities. 

Cl More emphasis should be placed on the supervisory 
handling of banks in financial distress. 

The obseNers were very positive about the training 
developments in the region and were of the opinion that 
the quality of banking supervision in the region would be 
enhanced thereby. 

As regards the future, the course material is being 
amended in line with the participants’ suggestions and is 
being updated with the latest information. A number of 
member countries have also undertaken to provide the 
steering committee with information and material that will 
enhance the contents of the course. The 1995 ESAF 
Course will again be presented in South Africa, as 
requested by the ESAF member countries. 

The current course is aimed primarily at giving 
participants a basic level of knowledge. A more advanced 
course covering a higher level of understanding of all the 
modules and a course dealing with specialised topics at an 
advanced level are, however, envisaged for the future. 

NETTING, MARKET RISKS AND INTEREST- 
RATE RISK 

A number of developments have resulted from the issue, in 
April 1993, of the Bade Committee on Banking 
Supervision’s consultative proposals on the supervisory 
treatment of netting, market risks and interest-rate risk of 
internationally active banks. 

International developments 

On 15 July 1994, the Bade Committee on Banlung Super- 
vision, with the agreement of the central bank governors of 
the group of ten countries, released a document amending 
the measurement of credit risk for certain off-balance- 
sheet items, including derivative products, in the Bade 
Capital Accord of July 1988. 

The amendments broaden the recognition of bilateral 
netting of current credit exposures for capital-adequacy 
purposes. The timing of implementation will be 
determined by rules and procedures at national level. 

Two proposals, which the Basle Committee aims to 
implement by mid 1995, were put forward for industry 
comment in the same document: 

D A formula for recognising netting effects in the 
calculation of capital charges for potential future credit 
exposures associated with certain off-balance-sheet 
items. 

D An enlargement of the matrix of add-ons for potential 
future exposure in the 1988 Capital Accord to capture 
more accurately the potential credit exposures 
associated with longer maturities and a broader range 
of transactions not explicitly covered in the Accord. 

The South M c a n  banking sector’s comments on the 
proposals were compiled by The Council of Southern 
Afiican Bankers on behalf of the Bank Supervision 
Department, which forwarded the comments to the Basle 
Committee. 

As regards the first of the above-mentioned proposals, the 
South African banking industry was of the opinion that the 
ratio of “net current replacement cost to gross current 
replacement cost” should be calculated on an aggregate 
basis for all transactions subject to enforceable netting 
agreements, instead of on a counterparty-by-counterparty 
basis. 

With regard to the second proposal, the banlung industry 
was of the opinion that the matrix appeared to reflect the 
relative volatility within the identified commodities 
appropriately. The Department, however, was of the 
opinion that higher volatilities would apply in South A6ican 
markets, owing to exchange controls and the limited 
liquidity in the markets. Empirical research may be requkd 
in order to establish the position within South A6ica. 
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Local developments 

Form DI 402 (Counterparty risk) was introduced on 
3 January 1994. The purpose is to measure the 
counterparty risk for all unsettled transactions, including 
forward rate agreements, interest-rate swaps, derivatives, 
etc., where non-performance by a counterparty could 
cause the reporting bank to suffer a financial loss. 

The form will be amended to cater for the Basle 
Committee’s proposals on the inclusion of commodity and 
equity derivatives. 

Simulated calculations with regard to capital requirements 
are being done using the information supplied on the form 
DI 402, to ascertain the feasibility of introducing such 
capital requirements. 

Currently, South e c a  is not in a position to implement 
the amendment to the 1988 Capital Accord regarding 
bilateral netting, since the Insolvency Act enables the 
liquidators of insolvent estates to accept or repudiate any 
financial contracts that are unsettled at the date of 
insolvency, notwithstanding any interrelationship that may 
exist between Contracts. The same principle would be 
applicable to any country in which insolvency law is based 
on English law, as is the case in South Africa. Although 
there is an initiative to amend the Insolvency Act, it is 
unlikely that such a change will be effected in the near 
future. 

MUTUALBANKING 

The Mutual Banks Act, 1993, came into operation on 
3 January 1994. On that date, the remaining two 
permanent mutual building societies, namely 
Grahamstown Building Society and Eastern Province 
Building Society, became mutual banks. The former has 
since changed its name to GBS Mutual Bank, whilst the 
latter has amalgamated with Fidelity Bank Limited and is 
operahg under the last-mentioned name. Community 
Bank was registered as a mutual bank on 8 July 1994 and 
opened its first branch in Benoni on 18 July 1994. 

LARGE VALUE PAYMENTS AND S- SYSTEM 

Central banks and commercial banks worldwide have for 
some time been concerned about the rapidly rising 

settlement exposures resulting fi-om payments in the 
financial system. These exposures are not restricted to the 
domestic environment, but also relate to the positions 
entered into by the banking system in international 
transactions. Technological innovations, such as electronic 
funds transfer, have added to the problem. 

Electronic transactions facilitate the generation of 
payments for numerous large amounts several times 
during a trading day, fiequently before payment and 
settlement for any one transaction is confirmed. A 
complicating factor is that electronically generated credit 
payments are accepted by default as irrevocable and 
“guaranteed” by the authorising bank. That is to say, 
electronic payments received are immediately taken as 
paid, and back-to-back payments are the order of the day, 
whilst net settlements for the whole day’s activities occur 
only at the close of day. 

The central bank’s concern relates primarily to the value of 
settlement exposures created between the participating 
banks intra-day, prior to final settlement in the South 
African Reserve Bank accounts held for each bank. Should 
any one bank fail to have suflicient liquidity when required 
to square off its end-of-day settlements, settlement failure 
could result. Settlement failure by one bank can easily 
spread to the entire payment system and affect other 
banks, raising the spectre of systemic collapse. 

In the past, the central bank, in its role of lender of last 
resort, would support the system and, if necessary, take 
responsibility for injecting the necessary liquidity, in the 
event of threatened systemic failure. This responsibility 
has, however, rocketed in money terms over recent years, 
and daily interbank settlement peaks have grown from R20 
billion gross to RlOO billion gross at times. To 
accommodate this level of trade activity, clearing and 
settlement banks are fi-equently exposed to untenable 
levels of many times their capital base - in principle, this 
would compound the probability of any systemic threat. 

In December 1990, the Clearing Bankers Association of 
South Africa commissioned a senior interbank group, 
known as ERAG, to investigate the shortcomings in 
respect of risk identification in the area of electronic funds 
transfer, together with the concomitant inadequacies in 
respect of risk management. Several proposals on 
recommended policies have since been made by ERAG. 
Many of these proposals have been accepted by the 
banking industry, with a view to achieving more self- 
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management and risk awareness in this area of banking 
business. 

During the first quarter of 1994, the South Afi-ican 
Reserve Bank committed itself to leading the industry 
towards producing an effective strategy, which would 
result in a sound and stable national payment system. The 
strategy is expected to provide acceptable risk 
management to all participants, with supporting 
inhstructures that are in line with intemational standards, 
so as to Eacilitate an &cient and sound financial system 
for the South Afi-ican region and the international investor. 

The Bank Supervision Department is in favour of 
developments that enhance banks’ ability to manage the 
risks to which they are exposed. Through its ongoing 
supervision and evaluation of banks participating in the 
payment system, the Department hopes to contribute to 
ensuring an efficient and sound financial system. 

A special word of thanks is extended to Mr Chris Coetzer, 
Senior Manager - National Payment System, First 
National Bank of Southern Afi-ica Limited, and Mr 
Stanley Epstein, Manager - Paymentssystem Risk, The 
Standard Bank of South Afi-ica Limited, for their valued 
input on this topic. 

Greater competition in the financial sector in general, and 
in the financial markets in particular, has resulted in 
greater specialisation. The veritable explosion in the area 
of derivatives that has taken place over the past twenty odd 
years, and especially of late, has therefore come as no 
surprise. 

What is of concern is not the speed of the development 
itself, but rather the possibility that parties might expose 
themselves to risks through the use of derivatives in 
instances where they do not fully understand all the 
ratnificatons involved, or do not appropriately manage the 
activities in this area. For the uninitiated and the unwary, 
the potential outcomes could be catastrophic. This has 
been well illustrated by a number of recently reported 
cases in which vast sums of money have been lost; 
interntionally, the best known example is probably the 
Metallgesellschaft A.G. case, in which an amount of some 
$1,5 billion was lost as a result of a position in oil 
derivatives. In South Africa, there has been a similar 

incident, in which the Sechold group lost in excess of R150 
million in a matter of weeks at the end of 1993 as a result 
of a derivatives position. 

The Basle Committee on Banking Supervision issued an 
excellent document entitled “Risk management guidelines 
for derivativesy’ in July of 1994. The document is based on 
three principles, namely: 

- Appropriate oversight by boards and executive 

- Adequate risk management. 
- 

management. 

Comprehensive internal controls and audit proce- 
dures. 

This Department subscribes to the content of the Basle 
Committee’s document and is of the opinion that all banks 
should comply fully with the guidelines at their earliest 
convenience. The Department has consequently deemed 
it appropriate to select the issue of derivatives as one of the 
1995 “flavours of the year” in terms of section 7 of the 
Banks Act, 1990. 

MONEYLAUNDERING 

Money laundering is a generic term for a variety of actions 
aimed at concealing the financial proceeds of criminal 
activities. Many of these activities give rise to cash 
proceeds that are extremely diflicult to use without giving 
rise to suspicion, since most businesses and financial 
institutions tend to be wary of accepting large sums of cash 
without explanation. 

The routes by which such funds are “injected” into the 
financial system are very disparate and can involve the 
movement of funds between South Afi-ica and abroad, 
between cash, securities, commodities and derivatives, 
between financial and physical assets, and between 
wholesale and retail investment products.The Joint Money 
Laundering Steering Group in the United Kingdom has 
identified that, in virtually all cases of money laundering, 
there are three stages: 

0 Placement - the physical disposal of cash proceeds 
from illegal activities. 

Cl Layering - the separation of illicit proceeds from their 
source by creating complex layers of financial 
transactions designed to disguise the audit trail and to 
provide anonymity. 
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c3 Integration - the provision of apparent legitimacy to 
criminally derived wealth. If the layering process has 
succeeded, integration schemes place the laundered 
proceeds back into the legitimate economy in such a 
way that they re-enter the financial system as normal 
business funds. 

These three basic steps may occur as separate and distinct 
or simultaneous phases or, more commonly, may overlap. 

Those involved in money laundering need to exploit the 
facilities of the world’s financial institutions if they are to 
benefit as fully as possible from the proceeds of their 
activities. The increased integration of the world’s financial 
systems, together with the removal of barriers to the ffee 
movement of capital, has enhanced the ease with which 
rriminal money can be laundered and has complicated the 
tracing process. 

Thus South Africa, as one of the world‘s emerging 
financial centres, has an important role to play in 
combating money laundering. The Standing Committee 
for the Revision of the Banks Act, 1990, at its meeting on 
9 August 1994, raised the concern that South Afiica has 
the potential to become a money-laundering “mecca’’. It 
also has to borne in mind that individual banks and their 
staff  that become involved in money-laundering scandals 
run the risk of losing their good market reputation. 

As explained in Banks Act Circular 9/93, the only South 
Afiican legislation that deals with money laundering, albeit 
in a limited way, is the Drugs and Drug TrafKcking Act, 
1992 (Act No. 140 of 1992). The problem is that the said 
Act deals with money laundering only in so far as it relates 
to drugs. This is clearly inadequate, since all other serious 
crimes connected with money laundering are not 
addressed. Furthermore, whilst an official of a financial 
institution may suspect a case of money laundering, it 

would usually not be clearly evident that it is related to 
drugs, resulting in the suspicion not being reported. 

Accordingly, suitable legislation should be enacted in 
order to cater for all crimes connected with money 
laundering. In the United Kingdom, for example, money 
laundering is subject to a number of statutes. The Money 
Laundering Regulations, 1993, issued in terms of the 
Criminal Justice Act, 1993, outline the requirements 
placed on the financial sector. 

The Bank Supervision Department, therefore, plans to 
host a workshop on money laundering during the first half 
of 1995. The objectives will be to: 

Ci Open the debate on and raise the general level of 
awareness of money laundering. 

D Reach consensus (irrespective of the current legal 
imperfections) on specific policies and procedures that 
banks have to establish and maintain to guard against 
their business being used for the purposes of money 
laundering. The range of procedures that banks will 
typically need to introduce include: 
- 
- Identification procedures. 
- Record keeping. 
- Recognition of suspicious transactions and 

reporting procedures. 
- Education and training of relevant employees. 

Internal controls and communication of policies. 

D Formulate a strategy for the implementation of a 
suitable anti-money-laundering legal fkmework in the 
shortest possible time. The strategy will move, inter 
alia, to identify the relevant key players and each one’s 
responsibility in achieving implementation of the 
strategy. 
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CHAPTER 3 

TRENDS IN SOUTH AFRICAN BANKS 

3.1 ‘INTRODUCTION 

The purpose of this chapter is to reflect the more 
important trends A d  industry statistics that are apparent 
h m  the information received from registered banks. 

Aggregated infomation of individual banks is contained in 
the reports and graphs in sections 3.2 to 3.9 below. 

3.2 BALANCE-SHEET STRUCTURE 

The balance-sheet strucpre is analysed to determine the 
composition and spread of a bank‘s business activities, as 
well as changes therein and the impact thereof on the risk 
profile of the bank concerned. Since the “big four’’ banks 
constituted approximately 77 per cent of the total banking 
sector in December 1994 (78 per cent in December 1993), 
it is largely their position that is reflected in the reports and 
graphs that follow. 

The aggregated balance sheet of all banks in the South 
African banking sector equalled R344,6 billion as at 
31 December 1994 (as opposed to R297,5 billion as at 

FIGURE 1: BALANCE-SHEET STRUCTURE 

31 December 1993). This equals a growth rate of 15,9 
per cent for the year. 

Deposits from the public constitute the main source of 
funding, namely, R241,9 billion, or 70 per cent of total 
funding. Loans and advances (that is, loans and advances 
to the public) represent the main asset, namely, 
R270,8 billion, or 79 per cent of total assets. These 
liabilities and assets are discussed in more detail below. 
The balance-sheet structure as at 31 December 1994 is 
shown graphically in Figure 1. 

Deposits from the public constitutes R241,9 billion, that 
is, 70 per cent of total finding (as opposed to R198,S 
billion, or 67 per cent of total funding, in December 
1993), and increased by 21,9 per cent over the past year. 
This is due partially to banks being instructed to report all 
negotiable cedcates of deposit (“NCDs”) as a single 
item as from July 1994, whereas certain NCDs had 
previo;sly been reported as part of interbank funding. 
Although interbank funding showed an increasing trend 
from July 1994, there was a year-on-year decrease of 17,7 
per cent, which was partidly due to the change in the 
reporting of NCDs. 

Liabilities 
December 1994 

Assets 
December 1994 

70% Repurchase 2% H Loans and 79% w Other assets 3% 
advances 

Deposits 

Interbank 7% Acknowledgements 2% Interbank loans 4% w Acknowledgements 2% 
funding of debt rediscounted and advances of debt discounted 
Otherliabilities 6% Sharecapital 7% H Investments 5% Monetaryassets 2% 

agreements 

Foreignfunding 6% 
and reserves 

Fixed assets 2% Trading portfolio 3% 
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Other major liabilities include capital and reserves 
(R24,2 billion), which increased by 26,2 per cent, and 
interbank funding (R23,4 billion) and other liabilities 
(R21,3 billion), which decreased by 17,7 per cent and 
2,7 per cent, respectively, over the past year. Other 
liabqties include balances due to the South African 
Reserve Bank, creditors, impairments and tax liabilities, as 
well as other funding liabilities. Foreign funding totalled 
R19,3 billion as at 31 December 1994, an increase of 
56,4 per cent over the previous year. This is due to South 
African banks becoming more active in foreign markets as 
a result of foreign markets opening up to South Africa. 

Capital and reserves increased from 6 per cent to 7 per 
cent of totalfinding over the past year. This was due to the 
share capital of banks being increased to comply with the 
increase in the prudential requirement in respect of capital, 
as well as banks increasing their capital-to-asset ratio to 
enable them to move into foreign markets. The minimum 
capital requirement, which is based on total riskweighted 
assets, increased from 7 per cent to 8 per cent as fiom 1 
January 1995 and is discussed in more detail in section 3.3 
below. More detail of the year-on-year comparison of 
liabilities is shown in Figure 2. 
FIGURE 2: LIABILITIES - YEAR-ON-YEAR COMPARISON 

The year-on-year comparison of assets is shown in 
Figure 3. Non-bank advances grew by 15,9 per cent to 
R270,8 billion in December 1994 (R233,6 billion in 
December 1993). Other major assets include the 
investment portfolio of R18,4 billion (R18,8 billion 
in December 1993) and interbank advances of 
R12,9 billion (R12,7 billion in December 1993), as well 
as other assets, which increased by 5,4 per cent to 
R8,4 billion in December 1994 (R7,9 billion in 
December 1993). Other assets include remittances in 
transit, properties in possession and deferred tax and, 
therefore, fluctuate fairly widely, although there has 
been an increasing trend over the past year. The year- 
on-year increase in the trading portfolio is due to the 
trading portfolio being identified separately on the 
balance sheet as from 1 January 1994. 

Composition of deposits 

An analysis of the most significant liability item on the 
balance sheet, namely deposits, which represents 70 per 
cent of liabilities, is depicted graphically in Figure 4. 

December 1993 December 1994 

= L  

Y 

w Deposits 67% Repurchase 3% Deposits 70% Repurchase 2% 
agreements 

7% w Acknowledgements 2% 
of debt rediscounted 

agreements 

funding of debt rediscounted funding 
w Interbank 10% w Acknowledgements 3% I Interbank 

w Otherliabilities 7% Sharecapital 6% Other liabilities 6% Share capital 7% 
and reserves and reserves w Foreignfunding 4% Foreignfunding 6% 
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FIGURE 3: ASSETS - YEAR-ON-YEAR COMPARISON 

December 1993 

Loansand 78% 1 Otherassets 

w S ~ E ~ l o a n s  4% Acknowledgements 

w Investments 6% Monetaryassets 

W ~ i x e d  assets 2% Tradingportfolio 

and advances of debt discounted 

December 1994 

A L 

4%= Loansand 79% I Otherassets 3% 
advances 

and advances of debt discounted 
3% w Interbank loans 4% Acknowledgements 2% 

2%w Investments 5% I Monetaryassets 2% 

1% w Fixed assets 2% Trading portfolio 3% 

FIGURE 4: COMPOSITION OF DEPOSITS 

December 1993 December 1994 

A r 

I \  

I Fixed 44% 1 Demand 36% Fixed 40% Demand 

w Savings 11% I Negotiable 9% w Savings 10% I Negotiable 
certificates of certificates of 
deposit deposit 

37% 

13% 
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I 
I FIGURE 5: COMPOSITION OF LOANS AND ADVANCES 

December 1993 December 1994 

I Mortgage loans 40% I Overdrafts and loans 29% 

I other* 2% Instalment debtors 16% Other* Instalment debtors 16% 

39% I Overdrafts and loans 31% I Mo Aage loans 

I Acknowledgements 6% I Credit-card debtors 2% Acknowledgements 4% I Credit-card debtors 2% 

I Foreign loans 4% Foreign loans 6% 

* Negotiable certificates of deposits, resale agreements and redeemable preference shares 

of debt discounted of debt discounted 

Demand deposits grew by 23,9 per cent to R88,7 billion in 
December 1994 (R71,6 billion in December 1993). 
Savings grew by 12,4 per cent to R23,9 billion, whilst fixed 
and notice deposits increased by 11,5 per cent to R98,3 
billion over the same period. This shows that the public’s 
preference has been towards demand and shorter term 
funding. As mentioned earlier, certain amounts previously 
reported under interbank funding have been reported 
under NCDs (non-bank funding) since July 1994, 
resulting in an increase in NCDs of 78,l per cent over the 
past year to R31,O billion in December 1994 (R17,4 
billion in December 1993). 

Since the term and cost of the various products differ, the 
funding structure impacts directly on profitability, as well 
as on liquidity-risk management and interest-rate risk 
management. 

More detailed information on the composition of deposits 
is given in Table 2 of Appendix 6. 

Composition of loans and advances 

Loans and advances constitute the main area of credit-risk 
exposure. Loans and advances to non-banks (the public) 
total R270,8 billion (as opposed to R233,6 billion in 
December 1993) and constitute 79 per cent of total assets 
(78 per cent in December 1993). The composition of 
loans and advances to non-banks is depicted graphically in 
Figure 5. 

The growth in loans and advances to non-banks of R37,2 
billion (15,9 per cent) - as opposed to R23,4 billion (1 1,l 
per cent) in December 1993 - was caused mainly by 
growth in the following four areas, three of which are 
depicted graphically in Figure 6: 

December 1994 December 1993 
Amount % growth Amount % growth 

Mortgage loans R17,3 billion 18,5 R14,3 billion 18,5 
Instalment debtors R7,2 billion 18,6 R4,2 billion 12,4 
Overdrafts and loans R5,9 billion 891 R8,8 billion 13,7 
Foreign-currency loans and advances R5,l billion 47,4 R1,O billion 10,3 



FIGURE 6: SELECTED LOANS AND ADVANCES 
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The increase in the mortgage-loan book holds a number of 
potential effects for the banlung sector. Since mortgage 
loans traditionally earn a lower yield than other products, 
these loans could negatively affect the profitability of the 
sector. This could be offset by the greater potential for bad 
debts to be recovered when the security is realised, as well 
as increased income h m  cross-selling of products to the 
client base concerned. In addition, the average risk 
weighting of assets would decrease, resulting in a lower 
capital requirement. 

Overdues on mortgage loans increased by 46 per cent 
during the year ended December 1994. This increase 
could be due to the change in the definition of overdues in 
the Regulations relating to Banks, as explained under the 
heading “Form DI 500 - Credit risk” in Chapter 4 of this 
report. Specific provisions on mortgages increased by 0,8 
per cent during the same period. An increase in interest 
rates had been expected by banks in 1994, and the first 
increase occurred in October 1994. In the light thereof, it 
is of some concern that specific provisions have not 
increased in line with the increase in overdues. 

Although instalment sales increased by 18,6 per cent over 

the year ended December 1994, overdues on instalment 
sales increased by only 5,9 per cent, whilst specific 
provisions on instalment sales increased by 4,6 per cent 
during the same period. This could be an indication of an 
upswing in the economy; as the forecast increase in interest 
rates materialises, overdues could increase, since people 
would find it more di0icult to meet their commitments in 
view of higher instalments. 

Overdues on other loans and advarices, of which overdrafts 
and loans constitute approximately 66 per cent, increased 
by 2,3 per cent during the year ended December 1994, 
and specific provisions increased by 17,8 per cent during 
the same period. 

3.3 CAPITAL ADEQUACY 

Capital provides a cushion that protects depositors and 
providers of loan finance against losses that a bank might 
incur. Although all banks require capital for this purpose, 
capital is no guarantee against the failure of a bank that is 
badly managed. 
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FIGURE 7: CAPITAL ADEQUACY - PERCENTAGES AND RAND VALUES 
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International and local developments with regard to 
capital adequacy are discussed in Chapter 2 of this Annual 
Report, under the heading “Netting, market risks and 
interest-rate risk”. 

Capital-adequacy trends 

Total capital and reserves, as reported on the form 
DI 100, equalled R24,2 billion in December 1994 
(R19,2 billion in December 1993). As is illustrated in 
Figure 7, R22,4 billion (R17,7 billion in December 1993) 
qualified as capital and reserves for capital-adequacy 
purposes. 

Primary share capital and reserves constitute 72,8 per cent 
of qualifying capital and reserves, before the deduction of 
impairments of R797 million. 

A growth of 26,l per cent in total qualifying capital and 
reserves was recorded for the year ended 31 December 
1994. This was due to qualifying capital and reserves 
having to grow at a greater rate in order to meet the 
increased capital-adequacy requirement discussed under 
section 3.1 and to provide for additional qualifying capital 

and reserves to allow for growth in the banking sector. 
Total risk-wezghted assets grew by 15,4 per cent during the 
same period. 

Banks are also increasing their capital to risk-weighted 
asset ratio to ensure that they are able.tQ,-gain entry into 
foreign markets, since certain foreign supervisory 
authorities have the power to set, on a case-by-case basis, 
capital requirements higher than those set by the 1988 
Bade Accord. 

The growth in primary capital and reserves during 1994 
equalled 23,6 per cent, whereas secondary capital and 
reserves increased by 39,4 per cent. This was expected, 
since most banks are not yet close to the statutory 
provision in terms of which secondary capital and reserves 
is limited to total primary capital and reserves. 

The ratio of q-g share capital and reserves to total 
risk-weighted assets for the banking sector as a whole 
stands at 93 per cent, with 22 of the 41 banks having a 
ratio in excess of 10 per cent and only two banks 
experiencing capital-adequacy problems, as illustrated in 
Figure 8. 
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FIGURE 8: DISTRIBUTION OF BANKS IN TERMS OF CAPITAL ADEQUACY 
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FIGURE 9: RISK PROFILE OF ON- AND OFF-BALANCE-SHEET ITEMS 
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Risk profile of on- and off-balance-sheet items 

For the year ended 31 December 1994, total assets and 
off-balance-sheet items grew by 15,6 per cent, and total 
risk-weighted assets and off-balance-sheet items grew by 
15,4 per cent. The asset spread has thus remained fairly 
constant during the past year. 

Off-balance-sheet items account for approximately 8,7 
per cent of the total of assets and off-balance-sheet items 
(as opposed to 9,9 per cent in December 1993) and have 
the effect of lowering the average risk weighting of on- 
balance-sheet assets of approximately 69 per cent to an 
average risk weighting of 66,2 per cent for combined 
assets and off-balance-sheet items. This is shown 
graphically in Figure 9. 

3.4 PROFITABILITY 
The profitability of banks is reviewed to determine the 
quality of income and the long-term sustainability of 
activities. To this end, the analyses focus on: 
- 
- 

Quality of earnings (riskiness of earnings). 
Balance in the sources of income (for example, a 
variety of sources of income, which are well spread). 
Nature of income (for example, from the intermediation 
function or from agency-type or advisory activities). 

- 

- Integrity of the information (for example, whether the 1 income statement is consistent with the balance sheet). 
Profitability of assets and effectiveness of activities 
versus cost control and cost optimisation. 
Balance between the effort expended on activities and 
the income generated therefrom. 
Structural changes in profitability during the year. 

- 

- 

- 

As can be seen in Figures 10 and 11, most of the income 
earned by banks for the year ended 31 December 1994 
results fiom the intermediation function and consists of 
interest margin and transaction-based fees, which equal 
3,3 per cent and 1,5 per cent, respectively, of total assets. 

Investment income earned by banks, resulting largely 
from investments in government stocks and treasury 
bills in order to comply with liquid-asset requirements, 
equalled 0,6 per cent of total assets. Skills-based 
income, consisting of trading income and knowledge- 
based fee income and being an important component in 
ensuring the profitability of banks, amounted to 0,9 per 
cent of total assets. 

Total income, therefore, amounts to 6,3 per cent of total 
assets, as opposed to operating expenses and provisions, 
which equal 4,9 per cent of total assets, of which provisions 
comprise 0,5 per cent. 

FIGURE 10: COMPOSITION OF THE INCOME STATEMENT 
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FIGURE 11: INCOME AND EXPENSES, AS A PERCENTAGE OF TOTAL ASSETS 
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The banking sector, therefore, had a before-tax return 
on assets of approximately 1,4 per cent, and an after-tax 
return on assets of 0,9 per cent. 

Interest income increased by 10,3 per cent (as opposed 
to 9,l per cent decrease in 1993) during the year ended 
31 December 1994. Interest expense increased by 11,8 
per cent (as opposed to a 14,l per cent decrease in 
December 1993). The interest margin increased at 
approximately the same rate (6,6 per cent) as during the 
previous year (6,7 per cent). 

Most categories of interest income increased during the 
year, the exception being interest income in respect of 
acknowledgements of debt discounted and loans under 
resale agreements, which has decreased by 17,4 per cent 
and 18,5 per cent, respectively, Qver the past year, 
mainly as a result of a decrease in the corresponding 
asset item. Interest income on mortgage loans 
constituted approximately 39,l per cent of total interest 
income. Interest received on overdrafts and loans and 
from instalment debtors constituted 27,8 per cent and 
18,4 per cent, respectively, of interest income. The 
growth in these items of interest income appears to be 
due to a growth in the underlying asset, since interest 

rates have been relatively stable over the past year, the 
exception being the increase of 1 per cent in the bank 
rate in October 1994. 

Total interest expense has increased by 11,8 per cent over 
the past year (as opposed to 14,l per cent decrease during 
1993). This is due to the increase in total funding and will 
probably continue to increase as there is a movement into 
an increasing interest-rate cycle. Interest expense on fixed 
and notice deposits decreased by 1,l per cent over the past 
year, despite an 11,5 per cent increase in the liability item 
for the same period. Fixed and notice deposits constitute 
28,5 per cent of total funding, but are the most expensive 
form of funding, equalling 38,2 per cent of the total 
interest expense. Demand and NCD funding constitute 
25,l per cent and 10,2 per cent, respectively, of total 
interest expense, followed by interest expense on savings 
deposits and other funding, which each equal 
approximately 5 per cent. 

Operating expenses increased by 9,9 per cent over the 
previous year (as opposed to 6,2 per cent in 1993). The 
increase of 9,9 per cent is particularly significant in the 
light of the growth in assets of 15,9 per cent. 
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FIGURE 12: PROFITABILITY RATIOS - 12-MONTH MOVING AVERAGE 
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As can be seen from the above explanations, banks are 
profitable because of, firstly, investment income, which 
is a source of annuity income, and, secondly, 
knowledge-based fee income, which is an inconstant 
source of income. 

Figure 12 shows that the average after-tax return on 
assets and on equity for the total banking sector was, 
respectively, 0,9 per cent (as opposed to 1 per cent in 
December 1993) and 12 per cent (as opposed to 16 per 
cent in December 1993). 

3.5 LIQUIDlTYRISK 

Key aspects in an analysis of liquidity risk include the 
statutory liquid-asset requirements, the trend in the 
short-term liquidity mismatch, the volatility of the 
various types of funding and the sources of liquid 
funding that are available to a bank. 

Liquidity-risk management deals with expected future 
cash flows. The statutory return for liquidity risk has 
been adapted to cater for those institutions that have 

asset-and-liability models. In this regard, the inter- 
relationship with interest-rate risk management and the 
impact that credit risk has on cash flows have to be 
borne in mind. Mismatches may therefore develop in 
various future time bands because management has 
taken a specific view on hture interest-Fate movements. 

I 
statutory liquidity 

As can be seen from Figure 13, the liquid-asset 
requirement has increased as total liabilities have 
increased, since the liquid-asset requirement i s  
calculated on total liabilities less capital and reserves. 

The average daily amount of liquid assets held has been 
somewhat higher than the liquid-asset requirement. 

Approximately 72 per cent of liquid assets held are 
stocks issued in terms of the Exchequer Act, 1975, 
whereas Treasury bills of the Republic of South Africa 
and Land Bank bills constitute 1 4 3  per cent and 6,2 per 
cent, respectively, of the liquid assets held during 
December 1994. 
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FIGURE 14: SHORT-TERM LIQUIDlTY MISMATCH 
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Cash-management schemes and set-off showed an 
increasing trend during the year ended December 1994, 
With a year-on-year increase of 36,l per cent and 24,8 
per cent, respectively. Cash-management schemes and 
set-off represent 7,6 per cent and 5 3  per cent, 
respectively, of total liabilities. This means that total 
average liabilities, less capital and reserves, were reduced 
by 13,l per cent, or R48,6 billion (as opposed to 11,l 
per cent, or R37,l billion, in December 1993), for 
purposes of computing the liquid-asset and reserve- 
balance requirements. 

Trends in short-term liquidity mismatch 
(liquidity risk) 

It is not only the size of the mismatch that is of 
relevance, but, more importantly, the trend of the 
mismatch over time. An increase in the mismatch over 
time could indicate that a bank has a potential funding 
problem. 

As from January 1994, the amended form DI 300, 
relating to liquidity risk, has allowed banks that make 
use of asset-and-liability models to report their 
anticipated liquidity structure. 

Because of fluctuations, no specific trend in the short- 
term mismatch could be discerned during the past year. 
This was due mainly to different interpretations in 
completing the DI 300 return; this matter will be 
addressed during 1995. 

volatility offimding 

Certain sources of funding are more volatile than others. 
In addition, banks usually spread their funding sources 
to prevent excessive dependence on any one source. 

Wholesale deposits, which have shown an increasing 
trend during the past year, account for 55,2 per cent of 
total deposits (38,6 per cent in December 1993). It 
would therefore appear that the banking sector is fairly 
dependent on wholesale funding. The transformation of 
retail funding into wholesale funding takes place 
through the intermediation of fund managers such as life 
assurance companies, pension funds, portfolio 
managers, money brokers and unit trusts. This 
phenomenon could be due to factors such as, inter alia, 
inflation and taxation. 

FIGURE 15: WHOLESALE DEPOSlTS AND LARGE DEPOSITORS 
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From January 1994, banks have been required to report 
the aggregate amount of their 10 largest depositors, as 
opposed to the aggregate amount of deposits in excess of 
10 per cent of total liabilities to the public reported in 
the past. This large deposit exposure is expressed as a 
percentage of total funding (an indicator of the 
sensitivity of a bank to the withdrawal of a large deposit). 

Because of fluctuations, no specific trends could be 
discerned in respect of the 10 largest depositors. The 
aggregate amount for the 10 largest depositors of 
individual banks varied between a low of R24,8 billion 
and a high of R30,7 billion. Expressed as a percentage of 
the aggregated amount of total liabilities to the public, 
these amounts equalled 9 per cent and 11,5 per cent 
respectively. Figure 15 shows the trend in wholesale 
deposits and large depositors, expressed as a percentage 
of total deposits. 

Sources of liquidity 

An important aspect of the management of liquidity risk 
is to ensure that lines of funding are available from other 
sources to bridge short-term fluctuations in funding. 

The amended form DI 300, containing information on 
the sources of liquidity, has been completed by banks as 
from 1 January 1994. 

Since the aggregated information for total banks could be 
exaggerated when banks grant standby facilities to each 
other, the information supplied for the individual banks 
would be of more value - it is unlikely that all banks 
would experience liquidity problems at the same time. 

3.6 INTEREST-RATE RISK 

The statutory return on interest-rate risk measures a 
static gap. It then uses dynamic sensitivity analysis to 
measure the impact, on the income statement, of yield 
curve changes in the event of the bank rate increasing or 
decreasing by 1 per cent and the bank not being able to 
restructure its balance sheet in the short term. 

A short-term yield m e  is constructed fiom the forecast 
movements in the wholesale call rate, the three-month 
negotiable certificate of deposit (“NCD”) rate and the 12- 
month NCD rate, thus covering the call, threemonth, six- 
month and 12-month time bands. This is shown 
graphically in Figure 16. 

FIGURE 16: REPRICING STRUCTURE AND MPECTED YIELD CURVES 
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FIGURE 17: POTENTIAL EFFECT ON CAPITAL AS A RESULT OF CHANGE IN BANK RATE 
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The cumulative three-month repricing gap - that is, the 
net value of assets or liabilities that would be sensitive to 
interest-rate changes in that period - remained positive 
for the quarter ended December 1994. This would 
indicate that, should interest rates change, interest- 
bearing assets would reprice faster than interest-bearing 
liabilities. It would therefore appear that the banking 
sector is positioned to take advantage of the expected 
increase in interest rates. 

A sensitivity analysis is done in respect of simulated 
interest-rate movements, and the consequential impact 
is expressed as a percentage of capital and reserves. The 
graph in Figure 17 illustrates the extent of the effect on 
capital and reserves as a percentage should rates increase 
(or decrease) as a result of a 1 per cent rise (or fall) in 
the bank rate and should a bank not be able to 
restructure its balance sheet in the short term. 

A possible reason for banks not being able to 
restructure their books to take advantage of changes in 
interest rates is that a large portion of the major banks’ 
assets consists of mortgage loans (32,l per cent), 
making a restructuring of a bank’s book difficult. 

Although banks could restructure their books by using 
instruments such as swaps, the cost thereof might not 
warrant the benefit, or the market might not have the 
depth to enable effective restructuring to take place. 
Banks may, however, be able to counter this problem by 
“leading” and “lagging” when there is a change in 
interest rates. 

3.7 MARKETRISK 

The form DI 420 requires a bank first to report its 
exposure to assets in the four fimdamental markets - 
namely, the equities, money, capital and commodities 
markets - as well as the aggregate net foreign-currency 
position. 

Transactions in derivative instruments are then taken 
into account to calculate the net effective open position 
in the various markets. An assumed percentage 
movement in market prices is used (as supplied on the 
form DI 420) to calculate the loss should the expected 
adverse movements in price be realised. 
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FIGURE 20: UNEXPIRED DERIVATIVE CONTRACTS 
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The net effective open position of capital-market 
positions and the effect on capital and resenres are 
illustrated in Figure 18. 

As regards total banks, the impact resulting from market 
movements would equal anything fiom 0,2 per cent to 
2 per cent. This figure could, however, be far higher, since 
the information supplied is obtained from models using 
forecast information. 

Turnover in derivative instruments fluctuated widely 
during the year under review, from approximately R90,2 
billion for 1993 to approximately R67,2 billion in 
December 1994. The latter amount is equal to 
approximately 19 per cent of total assets (see Figure 19). 

Unexpired derivative contracts amounted to 
approximately R170,l billion in December 1994 (R110,4 
billion in December 1993), which figure equals 
approximately 49 per cent of the total assets of the banking 
sector. Although the market in derivative instruments in 
South f i c a  is growing rapidly, it is relatively small when 
compared to foreign markets. The growth in this market is 
being monitored. 

3.8 CREDITRISK 

Key issues in the analysis of credit risk include an analysis 
of; overdues, the provisioning policy for bad and doubtful 
dibts, large exposures and the q d t y  &assets as regards 
wir earnings potential. 

A)lalysis of ove!rdues 

Tbtal overdues increased by 16,5 per cent over the 
p&wous year. This increase could be due to the change in 
thb definition of overdues referred to in section 3.2. 
&erdues are analysed graphically in Figure 2 1. 

Werdues in mortgage loans increased by 46 per cent h r n  
thk previous year. Overdues in instalment finance 
inbased by 5,9 per cent, and overdues in other loans 
inFased by 2,3 per cent. The increase of 18,6 per cent in 
inplment loans and the far smaller increase of 5,9 per 
c&t in overdues have resulted in a dramatic decline in 
ovkrdues as a percentage of instalment loans. 

Oyerdues without provisions increased by 23,O per cent 
Wm R509 million in December 1993 to R626 million in 
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FIGURE 21: ANALYSIS OF OVERDUE ACCOUNTS -PERCENTAGES AND RAND VALUES 
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December 1994. Interest has been suspended on 83,5 
per cent (86 per cent in December 1993) of these 
accounts. 

Provisioning policy for bad and doubtful debts 
Specific provisions for bad and doubtful debts increased 
by 13,8 per cent during the past year. Specific provisions 
for bad debts, as a percentage of loans overdue, were as 
follows as at 31 December 1994: 

Mortgages - 15,7 per cent (22,7 per cent on 
31 December 1993). 

Instalments 56,5 per cent (57,2 per cent on 
31 December 1993). 

other loans 80,8 per cent (70,2 per cent on 
and advances 31 December 1993). 

Provisions, as a percentage of total ovedues, are illustrated 
graphically in Figure 22. 

As stated in section 3.2, it is of some concern that s p e d c  
provisions have not increased in line with the increase in 
overdues. 

SpeciSc provisions for bad and doubtful debts equal 52,4 
per cent (as opposed to 53,6 per cent in December 

1993) of the total loans overdue of R10,6 billion (as 
opposed to R9,l billion in December 1993). 

Overdues, as a percentage of total loans and advances, 
equalled 3,6 per cent in both December 1993 and 
December 1994. Similarly, specific provisions for bad 
and doubtful debts, as a percentage of loans and 
advances, have remained constant for both 1993 and 
1994. 

Large exposures 

Figure 23 illustrates the large exposures granted and 
utilised during 1994. 

Large exposures granted increased by 19,7 per cent over 
December 1993 and amounted to 1 110 per cent (1 147 
per cent in December 1993) of capital and reserves. 
(The guidelines of the European Economic Community 
recommend that those large exposures granted that 
exceed 15 per cent of capital and reserves should not 
exceed, in total, 800 per cent of capital and reserves, and 
that no single exposure should exceed 25 per cent of an 
institution’s capital base.) Large exposures utilised 
increased by 15,6 per cent for the year. Expressed as a 
percentage of capital and reserves, large exposures 
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FIGURE 22: PROVISIONS, AS A PERCENTAGE OF TOTAL OVERDUES 
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FIGURE 23: LARGE EXPOSURES GRANTED AND UTILISED, AS A PERCENTAGE OF CAPITAL 
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FIGURE 24: ASSET PERFORMANCE 
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utilised decreased from 420 per cent in December 1993 
to 392 per cent in December 1994, the decrease being due 
partly to an increase in capital and reserves of 26,2 per cent 
in the same period. 

Overdues in respect of large exposures decreased by 56,8 
per cent over the past year, whereas overdues, as a 
percentage of total large exposures utilised, equalled 0,Ol 
per cent at 3 1 December 1994 (0,03 per cent in December 
1993). 

Quality ofassets 

As can be seen fiom Figure 24, approximately 81 per cent 
(78 per cent in December 1993) of the asset portfolio for 
total banks earns a reasonable margin, 8 per cent (10 per 
cent in December 1993) earns a small margin, and the 
remaining 11 per cent (12 per cent in December 1993), 
which includes &structure, ea& no margin. 

3.9 CURRENCYRISK 

During the period under review, the net effective open 
position in foreign currency after hedging remained within 

the limit of 10 per cent of capital and reserves. Foreign 
assets, liabilities and hedging instruments were well 
matched throughout the year. The aggregated net effective 
open position of individual banks, expressed as a 
percentage of capital and reserves, amounted to 0,3 per 
cent for December 1994 (1,7 per cent in 1993) and is 
therefore insigdicant as regards total institutions. From 
April 1994, there has been an increase in foreign-currency 
transactions, and the physical position, net forward 
transactions and net optiondhtures position have all 
increased significantly, although the open position has 
remained very small. The net effective open position is 
being monitored closely for the individual banks. The 
position in foreign-amency instruments and the liquidity 
maturity structure of US dollar positions are shown in 
Figures 25 and 26, respectively. 

From April 1994, there has been an increase in the 
mismatch in foreign currency. This mismatch is reported 
on the form DI 300. It is important that the liquidity 
mismatch in foreign currency is well managed. The growth 
in this area could partly be attributable to the uncertainty 
regarding the abolition of the financial rand mechanism 
and exchange controls. 
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FIGURE 25: POSITION IN FOREIGN-CURRENCY INSTRUMENTS 
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FIGURE 26: LIQUIDITY MATURITY STRUCTURE: US DOUARS 
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CHAPTER 4 

DEVELOPMENTS RELATED TO BANKING LEGISLATION 

The purpose of this chapter is to provide a brief overview 
of the most important developments regarding banking 
legislation during 1994. 

AMENDMENTS TO THE BANKS ACT, 1990 

Extensive proposed amendments to the Banks Act, 1990 
(Act No. 94 of 1990 - “the Banks Act”), were presented 
to Parliament towards the end of 1994 and were 
promulgated as the Banks Amendment Act, 1994 (Act 
No. 26 of 1994), on 2 December 1994. It should be 
noted, however, that the said Amendment Act wil l  
come into operation only on a date to be fixed by 
the Resident by proclamation in the Government 
Gazette and that different dates may be fixed for 
different provisions of the Amendment Act. 
Amendments that are considered to be significant are 
the following: 

Ll The Registrar of Banks, although not responsible for 
approving the appointment of any officer or employee 
of a banking institution, is of the opinion that not only 
directors and executive officers of banks and bank 
controlling companies, but also bank employees who 
are in charge of a risk-management function, even if 
they are not at general manager level, ought to be 
subject to an equal degree of scrutiny. Since the 
current definition of “executive officer” in the Banks 
Act does not provide for such bank employees, the 
definition has been amended accordingly. The issue as 
to which categories of bank employee will have to 
submit the statutorily required form DI 020 once the 
amendment comes into operation still has to be finally 
resolved in consultation with the parties concerned. 

A sanction has been introduced for a failure to 
render the required information in respect of the 
appointment of a proposed director or executive 
officer. In terms thereof, such appointments will 
have no force or effect unless the required 
information is furnished to the Registrar. 

Ll The procedure of provisional registration of new 
banks, followed by final registration, has been 
replaced by a single, once-off registration of banks, 
subject to the prescribed conditions and any further 
conditions that the Registrar may determine. 

Ci In view of the opening up of international trade with 
South Africa and modem banking trends, such as 

the establishment of cross-border interests by banks 
and the need for reciprocal treatment by foreign and 
domestic supervisory authorities, it has been deemed 
appropriate to allow foreign banks to conduct the 
business of a bank in South Africa through branches. 

The Banks Act in effect prevented the establishment 
of branches in South Africa by foreign banks and, 
therefore, had to be amended accordingly. 

c3 After consultation with the South African Institute 
of Chartered Accountants, it was decided that more 
specific guidelines were required with regard to 
matters to be reported to the Registrar by the 
external auditor of a bank. 

In terms of the amendment to section 63 of the 
Banks Act, the external auditor of a bank will have 
to report to the Registrar any matter that, “in the 
opinion of such auditor, may endanger the bank’s 
ability to continue as a going concern or may impair 
the protection of the funds of the bank’s depositors 
or may be contrary to principles of sound 
management (including risk management) or 
amounts to inadequate maintenance of internal 
controls”. 

c3 Practical experience has shown that legal 
uncertainty exists as to the effect of the suspension 
or cancellation of the registration of a bank whilst 
such bank is under judicial management or 
curatorship, or is being wound up, on the order 
placing s,uch bank under judicial management, 
curatorship or liquidation. Express provisions have 
been inserted into the Banks Act to the effect that 
the relevant judicial management, curatorship or 
liquidation will be pursued to its normal conclusion, 
despite the suspension or cancellation, in the 
interim, of the registration of the bank in question. 

Ll Because of delays experienced with the investigation 
of possible improper conduct by the directors, 
executive management or other employees of a bank 
that has fallen into financial diiliculties culminating 
in such a bank being placed under curatorship, a 
provision to improve the situation has been inserted 
into the Banks Act. 

In essence, the insertion provides for a 
commissioner, appointed by the Registrar, to 
investigate the business of a bank under curatorship 
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or of any of its associates. Such a commissioner is 
required to complete his investigation within a period 
of five months as from the date of his appointment 
and is furthermore required to submit a written 
report to the Registrar within 30 days after the 
completion of the investigation. 

D Present-day financial realities tend to indicate that 
the minimum level of capital of R10 million to be 
maintained by banks in terms of the Banks Act is 
insuflicient. In order to create a sufficient cushion 
against solvency risk, and in order to impose 
adequate discipline on a bank’s management as 
regards the level of growth of the bank’s assets, it 
was felt necessary to increase the capital requirement 
of the Banks Act substantially. 

The minimum net qualifying capital required in 
terms of the Banks Act has therefore been increased 
to an amount of R50 million. 

Li The provisions of the Banks Act relating to the 
gathering of information from banks and other 
related financial institutions were not yet fully in line 
with international guidelines, which stipulate that 
consolidated supervision should comprise an 
assessment of a financial group as a whole, including 
the non-financial entities in such a group. 

. 

The relevant sections of the Banks Act have now 
been amended to empower the Registrar to obtain, 
for purposes of consolidated supervision, 
information fiom institutions other than banks that 
fall within the same group of companies as a bank. 

AMENDMENTS TO THE REGULATIONS UNDER THE 
BANKS ACT, 1990 

Although the Regulations relating to Banks (“the 
Regulations”) were rewritten in their entirety in 1993, it 
became evident that certain further amendments had 
become necessary and that certain issues required 
further clarification. Banks Act Circular 5/94, 
containing proposed amendments and interpretation 
guidelines, was therefore issued to all banks in July 
1994. Although these amendments to the Regulations 
were expected to be promulgated only early in 1995, 
banks were requested to implement the proposed 
amendments and interpretation guidelines in the 
interim. 

The. most significant proposed amendments and 
interpretation guidelines contained in the circular are 
the following: 

ci 

ci 

D 

D 

D 

Regulation 6(6) - Audit report 

The regulation will be amended to include the 
reporting, by the auditor of a bank, of any instances 
of non-compliance with regulation 39( 1) (a), 
concerning the statement (form DI 020) to be 
submitted by serving or prospective directors or 
executive officers. 

Regulation 23(6) (c) - Capital-adequacy risk 
weightings 

Loans secured by a mortgage on-urban residential 
dwellings and where the monthly instalments on 
such loans are overdue attract a risk weighting of 
100 per cent. Since the Regulations contain no 
definition of “overdues”, regulation 23(6)(c) will be 
amended to reintroduce a definition of overdue 
amounts in respect of home loans only. Failure to 
do so will result in inconsistencies in the allocation 
of the relevant risk weightings. The proposal is not 
more onerous on banks than the requirements that 
were in force before January 1994. 

Form DI 310 - Calculation of cash-reserve 
requirement 

Until such time as the capital-adequacy 
requirements for non-banking security traders have 
been determined, the instructions previously 
contained in the Regulations as regards the 
reductions in respect of repurchase agreements were 
reintroduced. These instructions relate to the 
completion of line item numbers 4 to 7 and line item 
number 8, respectively, of form DI 310. 

Form DI 402 - Counterparty risk 

Additional clarifying comments have been included, 
along the lines of the guidelines adopted by the Basle 
Committee on Banking Supervision. 

Form DI 500 - Credit risk 

In a continued effort not to be prescriptive and to 
ensure that the risk-based returns reflect the 
management accounts of banks, the arbitrary 

I I 1 
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definition of “overdues”, being an amount that is 
overdue for four months or longer, was deleted from 
the Regulations that were published on 28 December 
1993. The Department has subsequently received 
valuable inputs from the banking sector, the results 
of which are reflected in paragraph 1 of the revised 
form DI 500 that was issued under cover of Banks 
Act Circular 5/94. 

In summary, a more accurate description of 
“overdues” has been developed. Overdues are 
described as amounts in respect of those accounts 
that banks have identified, in terms of their policy, as 
being overdue. Also included are amounts 
rescheduled, being those accounts that were 
previously classified as overdue, and the terms of 
which have subsequently been renegotiated, 
resulting in these accounts no longer being classified 
as overdue. 

MUTUAL BUILDING SOCIETIES ACT, 1965, AND 
MUTUAL BANKS ACT, 1993 
The Mutual Building Societies Act, 1965, was repealed 

by section 95(1) of the Mutual Banks Act, 1993, except 
for those provisions of the first-mentioned Act governing 
the operations of terminating mutual building societies. 
This was necessary as a temporary measure pending the 
promulgation, under the Banks Act, 1990, of suitable 
subordinate legislation for the regulation of the activities 
of institutions such as terminating mutual building 
societies, “stokvels”, credit unions and savings clubs. 

Such subordinate legislation has since been promulgated 
in the form of Government Notice No. 16 of 5 January 
1994, published in Government Gazette No. 15416. In 
the circumstances, the retention of the aforementioned 
provisions of the Mutual Building Societies Act, 1965, 
had become redundant and the Mutual Banks 
Amendment Act, 1994 (Act No. 25 of 1994), was 
promulgated to delete the relevant provisions from 
section 95(1) of the Mutual Banks Act, 1993, and, 
consequently, also to delete the definition of 
“terminating mutual building society” in section 1 (1) of 
the Mutual Banks Act, 1993. 
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APPENDIX 1 

ORGANISATIONAL STRUCTURE OF THE BANK SUPERVISION DEPARTMENT 

Informations Systems 

I 
FWIC~~OM 
1. collection &statutory 

rrtump,aad cppouing of 
infonnation on electronic 
database 

analytical review by analysts 

production of risk-based 

4. Preparation of graphs to 

5. Maintenance of information 

2. Reparation of data for 

3. Dataprocessingand 

rrfltct trends 

on database 

General lMaqager 
(Reds-) 
C F Wiese 

Managernant 
Information L E Leach 

Functions 
1. Analytical review of aggregated 

information submiqed by all 
the institutions maliing up the 
banking sector 

2. Compilation of a macro report 
on the banking sector 

3. Updating and a-stration 
of training material and 
training database 

4. Presentation of lectures for 
training purposes 

5 .  Research on latest 
developments in the field of 
bank supervision 

6. Development of policy 
responses in respect of 
emerging issues 

Supervision of Individual Banks 
E M  Kruger and J A Martin 

I 
Functions 
1. Consolidated supervision of banking 

groups 
2. Discussions focusing on strategic 

issues with various levels of banks' 
management 

3. Assessment of risk-management 
systems and conpols 

4. Promotion of sound risk-management 
practices 

5 .  Holding of annual trilateral 
discussions and giving presentations 
to boards of directors 

6. Monitoring of compliance with 
prudential requirements 

7. Analysis of risk-based supervisory 
information submitted by banks 

8. Analysis of and research on issues of 
concern and discussion thereof with 
banks 

1 
O p e r a t i O d  

Management and 
Correspondence 
C L Oosthuizen 

FUl lCt iOns  

1. Correspandence with banks 
2. Handling of administrative 

matters in terms of the Act 
3. Prepamti06 and monitoring of 

departmental budget 
4. Representation of Department 

on outside conunittees on 
emerging issues and new 
developments 

Regulatory Administration 

J J de Jag=- 

I 
Functions 
1. Drafting of proposed amendments to 

the Act 
2. Review of Regulations and risk-based 

returns and drafting of proposed 
amendments 

3. Drafting of proposed circulars to 
banks 

4. Dealing with all litigation regarding 
banks placed under curatorship or 
liquidated 

5. New applications for registration as 
banks 

6. Contraventions of the Act 
7. Mergers and acquisitions of banks 



APPENDIX 2 

FINALLY AND PROVISIONALLY REGISTERED BANKS AND MUTUAL BANKS 
AS AT 31 DECEMBER 1994 

FINALLY REGISTERED BANKS 

Total assets 
Institution Address R million 

Johannesburg, 2000 91 705 

Durban, 4000 150 

1. Absa Bank Limited PO Box 7735, 

2. Albaraka Bank Limited PO Box 4395, 

3. Bank of Lisbon International Limited PO Box 11343, 

4. Bank of Taiwan (South Africa) Limited PO Box 1999, 

5. BOE Merchant Bank Limited PO Box 86, 

6. Boland Bank Limited PO Box 4, 

7. Cape of Good Hope Bank Limited PO Box 2125, 

8. Discount House Merchant Bank Limited PO Box 61574, 

9. District Securities Bank Limited PO Box 1894, 
Cape Town, 8000 870 

10. Fidelity Bank Limited PO Box 32, 
Port Elizabeth, 6000 1921 

1 1. First National Bank of Southern Africa Limited PO Box 1153, 
Johannesburg, 2000 59 676 

12. FirstCorp Merchant Bank Limited PO Box 9773, 

13. French Bank of Southern Africa Limited PO Box 61523, 

14. Investec Bank Limited PO Box 11 177, 

15. Investec Merchant Bank Limited PO Box 11177, 

16. Islamic Bank Limited PO Box 2806, 

17. Mercantile Bank Limited PO Box 32917, 

18. MLS Bank Limited PO Box 87175, 

Johannesburg, 2000 672 

Parklands, 2 12 1 283 

Cape Town, 8000 2 272 

Paarl, 7622 4 495 

Cape Town, 8000 1605 

Marshalltown, 2 107 69 

Johannesburg, 2000 5 559 

Marshalltown, 2 107 1 804 

Johannesburg, 2000 6 889 

Johannesburg, 2000 1388 

Johannesburg, 2000 146 

Braamfontein, 20 17 737 

Houghton, 204 1 1 396 
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APPENDIX 2 

FINALLY AND PROVISIONALLY REGISTERED BANKS AND MUTUAL BANKS 
AS AT 31 DECEMBER 1994 (continued) 

FINALLY REGISTERED BANKS 

Total assets 
Institution Address R million 

Durban, 4000 14 680 

Sandton, 2146 1196 

Johannesburg, 2000 44 929 

22. Ons Eerste Volksbank (Association not for gain incorporated PO Box 4, 
in terms of section 21 of the Companies Act, 1973) Pretoria, 0001 15 

23. Rand Merchant Bank Limited PO Box 786273, 
Sandton, 2146 4 852 

PO Box 20161, 24. Saambou Bank Limited 

25. Secfin Bank Limited PO Box 55292, 

26. Securities Investment Bank Limited PO Box 62201, 

27. Societe GCnkrale South Africa Limited PO Box 6872, 

28. Standard Merchant Bank Limited PO Box 61344, 

29. Syftets Bank Limited PO Box 206, 
Cape Town, 8000 3 164 

30. The African Bank Limited PO Box 61352, 
Marshalltown, 2 107 607 

3 1. The New Republic Bank Limited PO Box 4928, 
Durban, 4000 1 003 

32. The South African Bank of Athens Limited PO Box 7781, 

33. The Standard Bank of South Africa Limited PO Box 7725, 
Johannesburg, 2000 69 738 

34. UAL, Merchant Bank Limited PO Box 582, 
Johannesburg, 2000 3 257 

35. Unibank Limited PO Box 5490, 
Rivonia, 2128 835 

19. NBS Bank Limited PO Box 1744, 

20. NDH Bank Limited PO Box 785889, 

21. Nedcor Bank Limited PO Box 1144, 

Alkantrant, 0005 5 477 

Northlands, 2 1 16 818 

Marshalltown, 2107 1 257 

Johannesburg, 2000 3 560 

Marshalltown, 2107 3 974 

Johannesburg, 2000 445 

I 
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APPENDIX 2 

FINALLY AND PROVISIONALLY REGISTERED BANKS AND MUTUAL BANKS 
AS AT 31 DECEMBER 1994 (continued) 

PROVISIONALLY REGISTERED BANKS 

Total assets 
Institution Address R million 

1. FutureBank Limited PO Box 1789, 
Joubea Park, 2044 242 

2. Habib Overseas Bank Limited PO Box 10098, 
Johannesburg, 2000 66 

3. International Bank of Southern Africa - S.F.O.M. Limited PO Box 8771, 
Johannesburg, 2000 313 

4. Marriott Merchant Bank Limited PO Box 207 
Durban, 4000 - 

MUTUALBANKS 

Institution 
Total assets 

Type of registration Address R million 

1. CommunityBank 
~~ 

Provisional PO Box 62670, 
Marshalltown, 2 107 

2. GBS Mutual Bank Final PO Box 114, 
Grahamstown, 6 140 165 

BANK!3 IN FINAL LIQUIDATION 

Institution Date of order 

1. Alpha Bank Limited 30 March 1994 

BANKS UNDER CURATORSHIP 

Institution Curator Date of order 

1. Prima Bank Limited Deloitte & Touche 11 May 1994 
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REGISTERED CONTROLLING COlMPANIES 

Institution Address 

Amalgamated Banks of South Africa Limited 1. 

2. FBSA Holdings Limited PO Box 61523, Marshalltown, 2107 

3. Fidelity Bank Holdings Limited 

4. 

PO Box 260595, Excom, 2023 

PO Box 32, Port Elizabeth, 6000 

PO Box 1153, Johannesburg, 2000 First National Bank Holdings Limited 

5.  Investec Holdings Limited PO Box 11 177, Johannesburg, 2000 

6. InvestecLimited PO Box 1 1177, Johannesburg, 2000 

7. Mamiott Holdings Limited PO Box 207, Durban, 4000 

8. Mercantile Bank Holdings Limited PO Box 32917, Braamfontein, 2017 

9. Momentum Life Assurers Limited PO Box 7400, Hennopsmeer, 0046 

10. NBS Holdings Limited PO Box 1744, Durban, 4000 

11. Nedcor Limited PO Box 1144, Johannesburg, 2000 

12. Saambou Holdings Limited PO Box 20161, Alkantrant, 0005 

13. Sechold Limited PO Box 55292, Northlands, 21 16 

14. Standard Bank Investment Corporation Limited 

15. The Board of Executors Limited 

16. The Discount House Group Limited 

PO Box 7725, Johannesburg, 2000 

PO Box 86, Cape Town, 8000 

PO Box 61574, Marshalltown, 2107 
~ 

17. Unibank Group Limited PO Box 5490, Rivonia, 2128 

The following institutions are deemed to be controlling companies in terms of section 42 of the Banks Act, .1990: 

Institution Address 

1. 

2. BankofTaiwan PO Box 5, Taipei, Taiwan 

3. National Bank of Greece 

4. PitcaimsFinance 121, Avenue de la Faiencerie, L 1 5  1 1 

Albaraka Investment and Development Company PO Box 6854, Jeddah, 21452, Saudi Arabia 

86 Eolou Street, Athens ‘IT 121, Greece 

Luxemburg, RCS Luxemburg, B nr 33-106 

5. Sociktk Financirire pour les Pays d’Ouue-mer 69, Rue la Boktie, 75008, Paris, France 

6. Sociktk G6nMe 29, Boulevard Haussmann, 75009, Paris, France 

CONTROLLING COMPANIES LIQUIDATEL) 

Institution Date 

1. Prima Bank Holdings Limited 29 July 1994 
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APPENDIX 4 

FOREIGN BANKS WITH APPROVED LOCAL REPRESENTATIVE OFFICES 

Institution Address 

1. Banco Borges & Irmao 

2. Banco de Comkrcio e Industria 

Box 99-292, Carlton Centre, Johannesburg, 2001 

PO Box 3354, Johannesburg, 2000 

3. 

4. Banco Portugu@s do AtlAntico PO Box 3273, Johannesburg, 2000 

Banco Espirito Santo e Comercial de Lisboa PO Box 749, Kengray, 2100 

5. Banco Santander 3rd Floor Hamlet Building (West Wing), 27 Ridge 
Road, Parktown, 2 193 

6. Banco Totta & Acores PO Box 1422, Johannesburg, 2000 
~ ~ 

7. Bank Leumi Le-Israel B M 

8. Banque Commerciale Zdiroise 

PO Box 8214, Johannesburg, 2000 

PO Box 1889, Northcliff, 2 1 15 

9. Banque Francaise du Commerce Exterieur 

10. Banque Paribas PO Box 62196, Marshalltown, 2107 

PO Box 5455, Rivonia, 2128 

11. Baring Brothers & Co PO Box 782080, Sandton, 2146 

12. Bayerische Hypotheken- und Wechsel-Bank PO Box 8761, Johannesburg, 2000 

13. Bayerische Landesbank PO Box 47337, Parklands, 2121 

14. Bayerische Vereinsbank PO Box 1483, Parklands, 2121 

15. Belgolaise Bank PO Box 1889, Northcliff, 2115 
~ ~ ~ ~ ~ ~ 

16. Berliner Handels- und Frankfurter Bank 
~~~~~ 

PO Box 10473, Johannesburg, 2000 

17. Citibank National Association 12 Baker Street, Rosebank, 2196 

18. Commerzbank Aktiengesellscfiaft Box 99-308, Carlton Centre, Johannesburg, 2001 

19. Compagnie Financikre de CIC et de 1’Union EuropCenne PO Box 631, Morningside, 2057 

20. Credit Commercial de France PO Box 2200, Randburg, 2125 

21. Credit Lyonnais PO Box 78728, Sandton, 2146 

22. Credit Suisse PO Box 61460, Marshalltown, 2107 

23. Deutsche Bank PO Box 7736, Johannesburg, 2000 

24. Dresdner Bank PO Box 9722, Johannesburg, 2000 

25. ElbimBank 
~ ~ ~ 

PO Box 365, Voortrekkerhoogte, 0187 

26. Equator Bank PO Box 3248, Parklands, 2121 
~~ ~ ~ ~ 

27. HillSamuelBank PO Box 4262, Johannesburg, 2000 

28. Kleinwort Benson PO Box 651414, Benmore, 2010 
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APPENDIX 4 

FOREIGN BANKS WITH APPROVED LOCAL REPRESENTATIVE OFFICES (continued) 

Institution Address 

29. Kredietbank Luxembourg, SA PO Box 1 124 1 , Brooklyn, 00 1 1 

30. Kredietbank NV PO Box 1 1241, Brooklyn, 001 1 

3 1. Meridien BIAO Bank Swaziland PO Box 78788, Sandton, 2146 

32. National Bank of Egypt PO Box 55402, Northlands, 21 16 

33. REA Brothers (Guernsey) PO Box 650142, Benmore, 2010 

34. Robert Fleming (SA) PO Box 4197, Rivonia, 2128 

35. Sociktte Gknkrale PO Box 6872, Johannesburg, 2000 

36. Standard Chartered Bank PO Box 2047, Houghton, 2041 

37. Swiss Bank Corporation PO Box 11546, Johannesburg, 2000 

38. Union Bank of Switzerland PO Box 61105, Marshalltown, 2107 

39. Vereins- und Westbank PO Box 1483, Parklands, 2121 

40. West Merchant Bank PO Box 786126, Sandton, 2146 



APPENDIX 5 

NAME CHANGES AND WITHDRAWALS OF REGISTRATION 

NAME CHANGES 

Old name New name Date of change 

Eastern Province Building Society Fidelity Bank Limited 14 February 1994 

WITHDRAWAL OF REGISTRATION 
~~ 

Institution Date of withdrawal 

Bank Windhoek S.A. Limited 1 March 1994 
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APPENDIX 6 

TRENDS IN SOUTH AFRICAN BANKS 

The following tables have been selected for publication because .they disclose: 

- 
- 

The most important industry trends. 
Industry statistics that facilitate banks’ evaluation of their own positions. 

Notes: 1. Certain of the comparative figures in respect of December 1993 may differ from those reported in the 1993 
Annual Report owing to amended returns having been submitted by banks after publication of that report. 
Whilst mutual banks are included in the figures for 1994, they are not included in the prior-year 
comparative figures. 

2. Bank of Transkei Limited and Standard Bank of Bophuthatswana Limited are still officially registered in 
the relevant former independent states, but submit returns to this Office and are included in the “total 
banks” statistics. 

TABLE PAGE 

1. Composition of balance sheet 58 

2. Composition of deposits I 59 

3; Composition of loans and advances to non-banks 60 

4. Capital adequacy 61 

5. Analysis of capital and reserves 61 
~~ 

6. Risk profile of assets 62 

7. Risk profile of off-balance-sheet items 63 

64 

65 

8. Risk profile of loans and advances 

9. Composition of income statement 
I 

10. Profitability ratios (all percentages annualised) 66 

1 1. Percentage composition of interest income 67 

12. Percentage composition of interest expense 68 

13. Liquidity structure as at 31 December 1994 69 

14. Liquidity structure as at 31 December 1993 69 
~ 

15. Percentage analysis of deposit-maturity structure 70 

16. Calculation of liquid-asset requiremckt 71 

17. Interest-rate risk Repricing gap and sensitivity analysis 72 
~~~ 

18. Market risk Net effective open position and sensitivity analbis 73 

19. Credit risk Analysis of arrear accounts 74 

20. Large credit exposures 75 

2 1. Profitability of assets 76 

22. Open position in foreign currency 77 
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TABLE 1 

COMPOSITION OF BALANCE SHEET 

Average month-end balance for quarter 

Month-end Prior-year 
Quarter 1 Quarter 2 Quarter 3 Quarter 4 balance comparative Average 

March June September December December December 12 Annual 
1994 1994 1994 1994 1994 1993 months growth 

R million R million R million R million R million R million R million Percentage 

Liabilities 

Interbank funding 19,080 20,395 20,238 22,284 23,387 28,408 20,499 (1 737) 
Non-bank funding 212,557 218,564 227,876 237,943 241,917 198,478 224,235 21,9 

Foreign funding 13,419 14,587 18,165 19,179 19,314 12,353 16,338 56,4 

Loans received 
under repurchase 
agreements 5,709 8,033 6,479 7,103 7,074 8,594 6,831 (17J7) 

Other liabilities 19,337 20,441 21,074 21,805 21,310 21,907 20,664 

Acknowledgement 

Capital and reserves 21,780 22,416 23,047 23,831 24,216 19,190 22,768 26,2 

TOTAL 300,551 313,053 32q910 339,849 344,633 297,472 319,591 15,9 

of debt 8,669 8,617 8,032 7,705 7,4 15 8,540 8,256 (13,2) 

. =  

Assets 

Money 4,907 5,526 5,436 6,589 6,7 12 4,887 5,614 37,4 

Interbank advances 8,492 10,517 10,742 12,056 12,880 12,671 10,452 196 

Non-bank advances 236,470 243,233 255,000 265,501 270,797 233,588 250,05 1 15,9 

Loans granted under 
resale agreements 1,963 3,198 3,382 3,584 2,829 1,956 3,032 44,7 

Trading portfolio 8,385 8,844 9,236 10,286 9,259 1,493 9,188 520,3 

Investment portfolio 14,649 15,787 16,488 17,967 18,403 18,814 16,223 (292) 

Fixed assets 7,190 7,29 1 7,527 7,861 7,975 7,589 7,467 5J1 

- Acknowledgement 
of debt outstanding 8,668 8,617 8,032 7,705 7,415 8,541 8,255 (13J2) 

Other assets 9,827 10,041 9,068 8,301 8,362 7,933 9,309 5,4 

TOTAL 300,551 313,053 324,910 339,849 3445633 297,472 319,591 15,9 

58 



TABLE 2 

COMPOSITION OF DEPOSITS 

Average month-end balance for quarter 

Month-end Prior-year 

March June September December December December 
balance comparative Average 

12 Annual 
1994 1994 1994 1994 1994 1993 months growth 

R million R million R million R million' R million R million R million Percentage 

Quarter 1 Quarter 2 Quarter 3 Quarter k 

Demand 76,526 82,637 82,016 85,216 88,729 71,636 81,599 23,9 

Negotiable 
certificates of 
deposit 24,039 22,892 29,486 31,049 30,980 17,396 26,867 78,l 

Fixed and notice 90,585 90,458 93,573 97,898 98,299 88,174 93,128 11,5 
Savings 21,407 22,577 22,801 23,779 23,909 21,272 22,641 12,4 

TOTAL 212,557 218,564 227,876 237,943 241,917 198,478 224,235 21 ,9 
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TABLE 3 

COMPOSITION OF LOANS AND ADVANCES TO NON-BANKS 

Average month-end balance for quarter 

Month-end Prior-year 
Quarter 1 Quarter 2 Quarter 3 Quarter 4 balance comparative Average 

March June September December December December 12 Annual 
1994 1994 1994 1994 1994 1993 months growth 

Rmillion Rmillion Rmillion R d i o n  Rmillion Rmillion Rmillion Percentage 

Negotiable 
certificates of 

Instalment debtors 39,451 41,010 42,961 45,132 46,124 38,888 42,139 18,6 
Mortgage loans 94,872 98,660 102,926 108,731 110,491 93,226 101,297 . 18,5 

deposit 3,7 18 3,29 1 4,154 4,105 4,228 - 3,8 17 *** 

Overdrafts and 
credit cards 3,758 3,925 4,265 4,693 4,888 3,684 4,160 32,7 
Acknowledgement 

Redeemable 
of debt discounted 10,264 12,194 11,872 10,872 11,541 15,015 11,301 (23311 

preference shares 3,346 3,399 3,424 3,599 3,765 3,505 3,442 794 
Overdrafts and loans 75,118 73,899 76,191 78,688 79,446 73,500 75,974 8,1 

and advances 11,034 12,335 14,610 15,197 16,022 10,872 13,294 47,4 
Foreign currency loans 

Subtotal 241,561 248,713 260,403 271,017 276,505 238,689 255,423 15,8 
h s :  Specific 
provisions 5,092 5,479 5,403 5,517 5,707 5,075 5,373 12,5 
TOTAL 236,470 243,233 255,000 265,501 270,797 233,614 250,05 1 15,9 
Ratios 
Specific provisions: 
Gross loans and 
advances (%) 2,ll 2,20 2,07 2,04 2,06 2,13 2,lO - 
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TABLE 4 

CAPITAL ADEQUACY 

Prior-year 
comparative Average 

Quarter Quarter 2 Quarter 3 Quarter 4 Quarter 4 for last 
March June September December December 4 Annual 
1994 1994 1994 1994 1993 quarter growth 

R million R million R million R million R million R million Percentage 

Risk-weighted assets and 
off-balance-sheet items 212,480 220,307 225,280 233,954 202,785 223,005 15,4 

Required capital: 

-Minimum 14,890 15,372 15,786 17,944 14,166 15,998 26,7 

- 8 per cent 16,998 17,625 18,022 18,716 16,223 17,840 154 

Net qualifying capital 

- Rand 19,364 20,480 21,505 22,367 17,737 20,929 26,l 

- Percentage 931 993 9 3  936 8,7 9Y4 933 

TABLE 5 

ANALYSIS OF CAPITAL AND RESERVES 

Prior-year 
comparative Average 

Quarter 1 Quarter 2 Quarter 3 Quarter 4 Quarter 4 for last 
March June September December December 4 Annual 
1994 1994 1994 1994 1993 quarter growth 

R million R million R million R million R million R million percentage 

Primary capital 14,444 15,276 15,852 16,307 13,196 15,470 23,6 

Qualifying secondary capital 5,449 5,606 6,280 6,857 4,9 18 6,048 39,4 

Total qualifying capital 19,893 20,882 22,132 23,164 18,114 21,518 27,9 

h s :  Impairments 530 402 628 797 377 589 11 1,3 

Net qualifying capital 19,364 20,480 21,505 22,367 17,737 20,929 26,l 

Primary capital: Risk-weighted 
assets and off-balance-sheet items 6,8 

Impairments: Risk-weighted assets 
and off-balance-sheet items 092 0 2  

7,o 

OY3 

7,o 

&3 

7Y1 

83,l 

Secondary capital: Risk-weighted 
assets and off-balance-sheet items 2,6 2Y7 20,8 



TABLE 6 

RISK PROFILE OF ASSETS 
I 

Average month-end balance for quarter 

Daily 
average Prior-year 

Quarter 1 Quarter 2 Quarter 3 Quarter 4 balance comparative Average 
March June September December December December 12 Annual 
1994 1994 1994 1994 1994 1993 months growth 

Risk category R million R million R million R million R million R million R million Percentage 
~ ~ ~ 

0% 32,125 36,759 37,836 40,680 40,689 33,374 36,850 21,9 
- - 45 - 5% - 60 35 86 

10% 7,354 8,023 10,190 9,640 9,745 8,061 8,802 20,9 

20% 12,182 13,213 12,822 13,562 15,348 12,954 12,945 18,5 

50% 86,191 89,325 93,444 97,617 98,734 83,369 91,644 18,4 

100% 162,395 165,538 170,425 178,076 179,846 156,237 169,109 15,l 

1 250% 304 134 159 189 27 1 99 196 174,O 

TOTAL 300,551 313,053 324,910 339,849 344,633 297,472 319,591 15,9 

Risk-weighted 
assets 212,464 215,323 222,714 232,925 236,647 202,556 220,856 16,8 

Risk-weighted 
assets: Total 
average assets (YO) 71 69 69 69 69 68 69 - 
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TABLE 7 

RISK PROFILE OFF-BALANqE-SHEET ITEMS 

Average month-end balance for quarter 

Daily 
average Prior-year 

Quarter 1 Quarter 2 Quarter 3 Quarter 4 balance comparative Average 
March June September December December December 12 Annual 
1994 1994 1994 1994 1994 1993 .months growth 

Risk category R million R million R million R million R million R million R million Percentage 

0% 5,158 5,744 6,487 6,944 

5% 3,581 4,554 2,545 2,160 

10% 2,530 1,198 1,383 602 

20% 2,576 2,902 3,105 3,134 

SO% 13,460 14,904 15,383 15,925 

100% 3,624 4,414 4,472 4,839 

7,307 4,895 6,083 49,3 

2,007 4,630 3,210 (5627) 

588 9,507 1,428 (93,8) 

3,101 2,769 2,929 12,o 

14,861 7,019 14,918 11 1,7 

4,909 3,432 4,337 43,O 

TOTAL 30,931 33,715 33,376 33,604 32,773 32,253 32,906 1,6 

Risk-weighted 
off-balance-sheet 
items 11,339 12,794 13,050 13,597 13,118 8,678 12,695 OY1 

Risk-weighted items: 
Total average . 

off-balance-sheet 
items (%) 37 38 39 40 40 27 39 
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TABLE 8 

RISK PROFILE OF LOANS AND ADVANCES 

Average month-end balance for quarter 

Month-end Prior-year 
Quarter 1 Quarter 2 Quarter 3 Quarter 4 balance comparative 

March June September December December December Average 
1994 1994 1994 1994 1994 1993 12 months 

Percentage Percentage Percentage Percentage Percentage Percentage Percentage 

Interbank advances 12,ll 11,89 10,36 10,05 11,44 12,42 1 1 , l O  

Negotiable certificates 
of deposit 

Instalment debtors 

Mortgage loans 

Credit cards 

Acknowledgement 
of debt discounted 

18,97 21,82 22,5 1 2 1,83 23,Ol - 21,28 

100,43 99,74 99,98 99,62 99,30 97,69 99,94 

55,81 55,76 55,68 56,29 56,26 55,19 55,88 

100,oo 100,oo 100,oo 99,80 99,41 97,9 1 99,95 

27,13 31,69 29,50 37,22 38,71 24,80 31,39 

Redeemable preference shares 100,OO 100,OO 99,44 9 9 3  1 99,82 98,94 9 9 3  1 

Overdrafts and loans 

Foreign currency loans 
and advances 

Loans granted under 
resale agreement 

98,58 97,79 97,48 96,68 96,48 93,97 97,63 

78,02 74,23 72,59 70,48 64,45 78,56 73,83 

12,55 22,70 7,61 5,54 7,72 41,76 12,lO 

- Banks 14,16 15,30 8,20 7,13 10,84 41,76 1 1,20 

- Non-banks 1033 27,34 7,Ol 4,ll 4,64 - 12,32 
~~ 

Total loans and advances 74,25 72,90 72,34 72,41 72,lO 71,17 72,97 

Specific provisions 102,22 99,85 101,57 100,47 99,91 97,92 101,02 

Deposits, loans and advances 
- after provisions 73,67 72,32 71,75 71,86 71,55 70,62 72,40 



TABLE 9 

COMPOSITION OF INCOME STATEMENT 

Average month-end balance for quarter 

Results Results 
for the for the 

12 months 12 months 
Quarter1 Quarter2 Quarter4 Quarter4 ended ended 

1994 1994 1994 ~ 1994 12 months 1994 1993 
Rmillion Rmillion Rmillioq Rmillion Rmillion Rmillion Rmillion 

Interest income 2,921 3,092 3,2391 3,569 3,205 38,462 34,863 

Interest expense 2,074 2,230 2,347' 2,644 2,324 27,886 24,945 

Interest margin 846 86 1 893' 925 88 1 10,577 9,9 18 

Less: Specitic provisions 
- loans and advances 97 99 90 92 95 1,135 1,083 

Less: General debt provisions 16 17 23, 21 19 233 101 

March June Septembei December Average 31 December 31 December 

I 
I 

I 

Less: Other provisions 10 11 131 17 13 156 263 

Adjusted interest margin 723 734 766; 794 754 9,052 8,47 1 

Add. Transaction-based 
fee income 394 388 427 439 412 4,942 3,629 

Income h m  management 
of funds 1,116 1,123 1,192 1,233 1,166 13,994 12,100 

Less: O p e r a t i ~ ~ l  expenses 1,143 1,125 1,200 ~ 1,207 1,169 14,024 12,763 

Net income h m  management 

Add. Investment income 147 157 152 174 158 1,890 2,774 

Less: Specitic provisions 
- investments 5 (1) 1 2 2 21 7 

Add. Trading income 148 141 177' 195 165 1,983 1,012 

I 

of funds (26) (2) (8) 26 (3) (30) (663) 

Add. Knowledge-based 
fee income 66 52 63, 68 62 750 843 

Net income before tax 329 350 385, 460 38 1 4,572 3,960 

Financial services levy 

Taxation 

15 16 18' 18 17 200 - 

123 126 122 161 133 1,594 1,262 

Net income after tax 192 208 245 28 1 23 1 2,778 2,698 
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TABLE 10 

PROFITABILITY RATIOS (ALL PERCENTAGES ANNUALISED) 

Average monthly balance for quarter 

Results Results 
for the for the 

12 months 12 months 
Quarter1 Quarter2 Quarter3 Quarter4 ended ended 

1994 1994 1994 1994 1994 1993 
Percentage Percentage Percentage Percentage Percentage Percentage 

March June September December 31 December 3 1 December 

operating ratios 

Interest income: 
Loans and advances 

Interest expense: Funding 

13,9 1 14,14 14,16 14,94 

10,38 

14,29 14,83 

9,83 10,14 9,44 9,73 9,75 

Interest margin: 
Loans and advances 4,12 4,03 4,07 4,lO 4,08 4,29 

Interest margin: Gross 
interest income 29,65 28,49 28,73 27,45 28,58 28,93 

Investment income: Investments 11 $3 11,90 11,14 11,57 11,64 

0,58 

11,60 

0,62 Provisions: Loans and advances 0,61 0,58 0,56 0,56 

Operating expenses: Income 
from management of funds 100,08 97,35 98,20 93,32 97,24 116,46 

Profitability ratios 
Net income after tax: 
Total assets 0,76 0,80 0,9 1 0,99 0,87 0,97 

Net income after tax: 
Owners equity 10,55 11,14 12,76 14,14 12,15 16,03 

Stated as a percentage 
of total assets 

Interest income 1 1,66 11 ,85 11,97 12,60 12,02 12,58 

Interest expense 

Interest margin 

9,33 8,28 8,55 8,67 8,7 1 9,oo 

3,64 

4,60 

3,45 3,37 3,44 3,46 3,43 

Operating expenses 4,56 4,3 1 4,43 4,26 4,39 

Fees and commissions 1,83 1,69 1,81 1,79 1,78 1,61 
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TABLE 11 

PERCENTAGE COMPOSITION OF INTEREST INCOME 

Average monthly balance for quarter 

Results Results 
for the for the 

12 months 12 months 
Quarter 1 Quarter 2 Quarter 3 Quarter 4 ended ended 

March June September December Average 31 December 31 December 
1994 1994 1994 1994 12months 1994 1993 

Percentage Percentage Percentage Percentage Percentage Percentage Percentage 

Interbank loans 436 

18,4 

38,9 

139 

497 533 

Instalment debtors 

Mortgage loans 

Credit cards 

Acknowledgement of 
debt discounted 

18,9 18,5 

38,9 

13 

18,O 18,5 18,4 18,l 

39,l 38,4 

18 13 

39,5 

1,9 

38,9 

2,o 

39,l 

199 

395 3,3 

1 9 1  

27,4 

3Y6 438 

1Y3 1Y4 Redeemable preference shares 134 

Overdrafts and loans 

Foreign currency loans 
and advances 

28,5 27,4 27,8 27,8 28,8 

293 1Y7 2,3 

Loans under resale agreements 037 039 1 ,O 1 3 1  099 OY9 133 

TOTAL 100,o 100,o 100,0 100,0 100,o 100,o 100,o 



TABLE 12 

PERCENTAGE COMPOSITION OF INTEREST EXPENSE 

Average monthly balance for quarter 

Results Results 
forthe forthe 

12 months 12 months 
Quarter1 Quarter2 Quarter3 Quarter4 ended ended 

1994 1994 1994 1994 12 months 1994 1993 
Percentage Percenmge Percentage Percentage Percentage Percentage Percentage 

March June September December Average 31December31December 

Intragroup bank funding 

Interbank funding 

Demand deposits 

Savings deposits 

Fixed and notice deposits 

Negotiable cerdficates of deposits 

Foreign funding 

Loans under repurchase 
agreements 

Interest expense in respect 
of debt instruments 

Other 

239 235 

294 234 3J3 

6,O 620 7J2 

25,l 25,l 23,O 

5J0 530 531 

38,3 38,3 43,3 

10,2 10,2 739 

3J3 3J3 297 

395 

lJ 3  l J 3  OJ7 

5 J 9  5J9 . 3J3 

TOTAL 100,o 100,o 100,o 100,o 100,o 100,o 100,o 



TABLE 13 

LIQUIDITY STRUCTURE AS AT 31 DECEMBER 1994 

Short 32-60 61-91 92- 181 182-365 
Total term days days days days Other 

Total assets 343,552 102,833 13,544 14,926 11,719 21,923 178,908 

Total liabilities 343,552 180,395 41,174 22,790 22,790 20,386 24,520 

Anticipated future cash flows 

- Inwards 64,092 18,259 6,247 6,218 11,099 15,384 6,886 

- Outwads 60,425 4,194 2,687 2,974 5,223 11,189 34,157 

Mismatch for month 3,667 (63,498) (24,071) (4,921) (2,791) 1,597 97,351 

Cumulative mismatch 3,667 (63,498) (87,569) (92,490) (9528 1) (93,684) 3,667 

Cumulative mismatch: 
Total liabilities (%) 1,07 (35,20) (58,46) (21,59) (13,69) 6,51 179,33 

TABLE 14 

LIQUIDITY STRUCTURE AS AT 31 DECEMBER 1993 

Total 
Short 32-60 61-91 92-181 182-365 
term days days days days Other 

Total assets 294,295 92,011 21,628 * 12,068 20,015 154,908 

Total liabilities 294,764 5,029 48,655 * 27,911 23,417 43,295 

Anticipated future cash flows 

- Inwards 33,327 14,409 6,88 

- Outwads 42,030 16,141 8,646 

5,883 5,188 

6,658 7,9 19 

1 * 
* 

964 

2,665 

Mismatch for month (9,254) (61,109) (28,791) * (16,716) (6,133) 109,912 

- - - Cumulative mismatch - - - * 
Cumulative mismatch: 
Total liabilities (%) (3,38) (40,37) (59,17) * (59,68) (26,19) 253,87 

* Please note that the time bands have been changed as from 1 January 1994. 
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TABLE 15 

PERCENTAGE ANALYSIS OF DEPOSIT-MATURITY STRUCTURE 

Average month-end balance for quarter 

Month-end 
Quarter 1 Quarter 2 Quarter 3 .  Quarter 4 balance 

March June September December December 
1994 I994 1994 1994 1994 

Percentage Percentage Percentage Percentage Percentage 

Short term 

Medium term 

Long term 

___ _ _ _ _ _ _ ~  

57 60 58 5 9. 60 

29 27 30 29 

14 12 12 12 

28 

12 

Prior-year 
comparative 
December Average 

1993 12 months 
Percentage Percentage 

57 59 

29 29 

14 13 

TOTAL 100 100 100 100 100 100 100 
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TABLE 16 

CALCULATION OF LIQUID-ASSET RETIREMENT 

Average month-end balance for quarter 

Month-end Prior-year 
Quarter 1 Quarter 2 Quarter 3 Quarter 4 balance comparative 

March June September December December December Average Annual 
1994 1994 1994 1994 1994 1993 12months growth 

R million R million R million R million R million R million R million Percentage 

17,7 
I Liabilities, 

including capital 
and reserves 298,554 31 1,306 323,271 338,241 342,932 291,303 317,843 

Less: Capital and 
reserves 21,656 22,319 22,938 23,760 24,150 18,837 22,668 28,2 

Liabilities as 
reduced 276,897 288,809 300,333 3 14,481 3 18,78 1 272,466 295,130 17,O 

Liquid-asset 
requirement 13,845 14,440 15,017 15,724 15,939 13,455 14,757 18,5 

Liquid assets held 17,225 16,797 17,970 18,129 17,805 16,491 17,530 890 

SARB notes 
and coin 988 

Gold coin and 
bullion 13 

Clearing account 
balances 110 

Treasury bills 
of the Republic 2,843 

Stock issued - 
Exchequer Act, 
1975 

Securities of the 
SARB 2 - 6 10 64 2 

Land Bank bills 1,366 67 1 1,161 1,215 1,102 1,005 1,104 996 

- 

11,903 

1,140 1,171 

18 17 

36 46 

2,937 3,634 

1,099 

24 

97 

2,670 

1,094 

26 

166 

2,583 

1,491 

446 

100 

2,261 

1,100 

18 

72 65,8 

3,02 1 14,3 

12,005 11,940 13,017 12,824 12,098 12,216 

Ratios 

Liquid assets: 
Liquid-asset 
requirement (%) 124,4 116,3 119,7 115,3 11 1,7 122,6 118,8 - 

~ ~ 

Memorandum items: 

Cash-management 
schemes 21,626 

Set-off 14,177 

23,188 24,102 

14,970 16,665 

26,005 28,100 

19,587 20,495 

20,643 23,730 

16,426 16,350 

36,l 

24,s 
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TABLE 17 

INTEREST-RATE RISK REPRICING GAP AND SENSITIVITY ANALYSIS 

Average month-end balance for quarter 

Month-end Prior-year 
Quarter 1 Quarter 2 Quarter 3 Quarter 4 balance comparative 

March June September December December December Average Annual 
1994 1994 1994 1994 1994 1993 12months growth 

Rmillion Rmillion Rmillion Rmillion Rmillion Rmillion Rmillion Percentage 

Cumulative repricing gap: 

- 3 donths 15,272 15,251 20,522 20,405 19,954 22,273 17,862 ( 1 0,4) 

- 6 months 1,254 (3,775) (2,994) (1,085) 733 3,809 (1,650) (80,8) 

- Long term (12,692) (15,532) (14,640) (12,454) (9,603) (8,574) (13,830) (12,O) 

Sensitivity analysis 

Effect on income: 

- 1% increase in 
the bank rate 

- 1% decrease in 
the bank rate 

Effect on income as 
a percentage of total 
capital and reserves: 

- 1% increase in 
the bank rate 

- 1% decrease in 
the bank rate 
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TABLE 18 

MARKET RISK: NET EFFECTIVE OPEN POSITION AND SEiNSITMTIY ANALYSIS 
~~ 

Average month-end balance for quarter 

Quarter 1 
March 
1994 

R million 

Net effective open 
position after 
transactionsin 
derivadves 

Money market 5,802 

Capital market 5,877 

Month-end Prior-year 
Quarter 2 Quarter 3 Quarter 4 balance comparative 

June September December December December Average Annual 
1994 1994 1994 1994 1993 12months growth 

Rmillion Rmillion Rmillion Rmillion Rmillion Rmillion Percentage 

6,883 7,788 6,626 5,996 15,331 6,775 (60,9) 

6,436 6,124 6,215 6,211 19,060 6,163 (6794) 

- 

25 

27 

Aggregate net foreign- 
currency position 253 127 61 155 (58) 178 149 (132,6) 

Equities 27 (70) 79 (23) 43 517 3 (9198) 

Commodities 40 60 57 35 13 30 48 (56,8) 

Other 37 57 103 57 17 516 64 (96,7) 
Investments 10,924 12,631 13,399 14,806 14,552 - 12,940 *** 
Net effective open 
position 22,961 26,124 27,612 27,871 26,774 35,632 26,142 (2429) 

Net effective open 
position as 
percentage of: 

- Total assets 7,6 893 895 7 3  12,o 832 
- Total capital 

Effect on income of 
sensitivity 8981y8i8 

Equities (1) 4 4 6 20 2 (70,O) 

Money market 27 25 35 26 42 28 (3831) 

Capital market 6 32 31 37 48 24 (22,9) 

and reserves 105,4 116,5 119,8 116,9 110,6 185,7 114,8 - - 

- - - - - - commodities - 

Foreign currency 2 4 1 (2) (1) 3 1 (133,3) 
- 3 - Investments (4) 7 9 1 1 

- - 4 - - - Other - - 

Net effect on profit 30 72 62 69 68 117 58 

Profit effect of 
sensitivity analysis as 
percentage of total 

*** 

- capital and reserves 091 033 0 3  093 0,3 033 
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TABLE 19 

CREDIT RISK ANALYSIS OF OVERDUE ACCOUNTS 

Prior-year 
comparative 

Quarter1 Quarter2 Quarter3 Quarter4 Quarter4 
March June September December December Average Annual 
1994 1994 1994 1994 1993 for year growth 

Rmillion Rmillion Rmillion Rmillion Rmillion Rmillion Percentage 

Overdue accounts 

Mortgage loans 3,553 3,357 3,67 1 4,184 2,867 3,692 46,O 

Instalment finance 1,164 1,176 1,211 1,214 1,146 1,191 599 

Other loans 5,365 6,152 4,964 5,225 5,107 5,426 2J3 
~ 

TOTAL 10,083 10,685 9,846 10,623 9,120 10,309 16,5 

Specific provisions 4,960 4,827 5,255 5,562 4,888 5,151 13,s 
Market value of security held 942 1,193 3,011 3,06 1 - 2,052 - 

Ratios 

Provisions: Overdues (%) 49,2 45,2 53,4 52,4 53,6 50,O (2J3) 

Provision and security held 
Overdues (%) 58,5 56,3 84,O 81,2 53,6 70,O 51,5 

Overdues : Advances (%) 339 490 395 396 396 3J8 L O  
- Provisions: Advances (%) 139 1 3  l J 9  199 lJ9 l J 9  

Overdues where no 
provision has been raised 

Interest suspended 509 562 633 523 438 557 19,4 

Interest not suspended 141 118 90 103 71 113 45 ,O 

TOTAL 65 1 680 723 626 509 670 23 ,O 
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TABLE 20 

LARGE CREDIT EXPOSURES 

Prior-year 
comparative 

Quarter 1 Quarter 2 Quarter 3 Quarter 4 Quarter 4 
March June September December December Average Annual 
1994 1994 1994 1994 1993 for year growth 

R million R million R million R million R million R million Percentage 
~ 

Granted 224,961 234,017 224,013 247,981 207,202 232,743 19,7 

Utilised 77,689 83,020 83,206 87,625 75,772 82,885 15,6 

Utilised Advances (%) 30,2 31 ,O 29,8 30,O 29,9 30,3 0 2  

Utilised: Capital and 

Granted: Capital and 
reserves (%) 1 149,2 1 134,l 1038#8 1 110,8 1 148,2 1 108,2 

reserves (%) 396,9 402,3 392,5 419,9 394,4 (6J5) 

(3J3) 

""q" 
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TABLE 21 

PROFITABILTY OF ASSETS 

Prior-year 
comparative 

Quarter1 Quarter2 Quarter3 Quarter4 Quarter4 
March June September December December 
1994 1994 1994 1994 1993 

Rmillion Rmillion Rmillion Rmillion Rmillion 

Advances 

Reasonable margin 

Small margin 

No yield 

Investments 

Profitable 

Not profitable 

238,368 249,338 257,533 272,473 226,410 254,428 20,3 

22,713 26,779 26,692 25,722 28,993 25,477 (1 1;31 

9,59 1 12,296 49,O 10,575 11,540 12,779 

Average Annual 
for year growth 
Rmillion Percentage 

6,395 3,301 5,972 

659 649 754 

4,290 

6,046 3,289 5,429 83,8 

776 556 710 39,6 
Infi.astructure 26,540 26,249 23,969 23,836 23,740 25,148 - 

TOTAL 305,250 3 17,856 327,699 343,143 292,579 323,488 17,3 

Note: It is apparent from the fluctuations m t h i s  table that the information supplied is based on broad estimates. . 



TABLE 22 

OPEN POSITION IN FOREIGN CURRENCY 

Average month-end balance for quarter 

Month-end Prior-year 
Quarter 1 Quarter 2 Quarter 3 Quarter 4 balance comparative 

March June September December December December Average 
1994 1994 1994 1994 1994 1993 12 months Annual 

USA$ USA$ USA$ USA$ USA$ USA$ USA$ growth 
million million million million million million million Percentage 

Total forex assets 3,2 16 3,478 4,177 4,313 4,545 3,286 3,796 38,3 

Total forex liabilities 3,879 4,105 5,200 5,449 5,417 3,676 4,658 47,4 
~ 

Net spot position (668) (627) (1,023) (1,136) (872) (390) (862) (1 23,9) 

Mismatched forward 
commitments 

Net position in 
derivatives 

43 1 404 803 

268 233 216 

960 

223 

578 316 

274 171 

649 82,9 

235 60,4 

Foreign branches - (1) (2) - (1) - (1) (22096) 

Total net open position 
after hedging 37 9 (6) 47 (21) 97 22 (121,5) 
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APPENDIX 7 

CIRCULARS SENT TO BANKS DURING 1994 

Banks Act Circular 1/94 

Banks Act Circular 2/94 

Banks Act Circular 3/94 

Banks Act Circular 4/94 

Banks Act Circular 5/94 

Banks Act Circular 6/94 

Banks Act Circular 7/94 

Annual withdrawal and retention of circulars 

Consolidated supervision 

Guidance regarding risk-management areas to be covered in the 
trilateral discussions during the 1994 calendar year 

Prudential requirements - compliance with cash-reserve and liquid- 
asset requirements 

Amendments to and interpretation guidelines in respect of the 
Regulations relating to Banks 

Applications for foreign subsidiaries, branch offices, representative 
offices and other interests of banks and controlling companies 

Eighth International Conference of Banking Supervisors 
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APPENDIX 8 

STATUS OF FINANCIAL REGULATION 

FUNCTION RESOLVED 

Banking Yes. Banks Act, 1990 (No. 94 of 1990). 

Mutual banking Yes. Mutual Banks Act, 1993 (No. 124 of 1993), published on 
23 July 1993; implementation date: 3 January 1994. This Act 
repeals the Mutual Building Societies Act, 1965 (No. 24 of 
1965). 

Yes. Position clarified in Government Gazette No. 16167 dated 
14 December 1994. 

No. Proposals completed. Awaiting Financial Services Act. 

Stokvelskredit unions 

Portfolio management 

Commercial paper Yes. Government Gazette No. 16167 dated 14 December 1994 
designates commercial paper as an activity not falling within the 
meaning of “the business of a bank,” and gives guidelines for 
the issuing of commercial paper. 

Securitisation 
~ ~ ~~~~~ 

Yes. Government Gazette No. 13723 dated 3 January 1992 
designates securitisation as an activity not falling within the 
meaning of “the business of a bank”, and gives guidelines as 
regards securitisation schemes. 

Securities trading 

Actions against guilty parties 

No. Legislation to be drafted during 1995. 

No. Process too slow. 

CuratorshipAiquidations No. Process too slow. 

Contraventions of Banks Act No. Inability to warn publichtermediaries. 
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APPENDIX 9 

EXEMPTIONS AND EXCLUSIONS FROM THE APPLICATION OF THE 
BANKS ACT, 1990 

SECTION l(cc) : EXEMPTIONS BY REGISTRAR 

GOVERNMENT GAZETTE TOPIC EXPIRY 

Date Number 

1994/12/14 16167 Mining houses Indefinite 

1994/12/14 16167 Teba Savings Fund 1995/12/31 

1992/01/03 13723 Securitisation schemes Indefinite 

Commercial paper Indefinite 1 994/ 1 2/ 1 4 16167 

16167 Trade in securities and financial instruments Indefinite 1994/12/14 

Indefinite 1994/12/14 16167 A group of persons between the members of 
which exists a common bond 

SECTION l(dd) : EXJMPTIONS BY 

GOVERNMENT GAZETTE TOPIC SUBPARAGRAPH EXPIRY 

Date Number 

199 1/01/3 1 13003 Participation bond schemes (dd) (3 Indefinite 

199 l/O 1/3 1 13003 Unit trust schemes (dd) (8 Indehite 

1994/12/14 16267 Kwazvlu FJiname and Investment 1995/12/3 1 
Corporation Limited (dd) 0) 

SECTION 2(vii) : EXCLUSIONS BY MINISTER 
~~ ~ 

GOVERNMENT GAZETTE TOPIC EXPIRY 

Date Number 

1992/01/24 13744 Post Office Savings Bank Indefinite 

1994/12/14 16167 Industrial Development Corporation Indefinite 
of SA Limited 



APPENDIX 10 

LEGISLATION REGARDING REGULATION OF FINANCIAL SERVICES 

The following Acts fall within the ambit of the current regulatory structure in respect of which the Policy Board for 
Financial Services and Regulation advises the Minister of Finance, with a view to co-ordinating the financial regulation 
policy in respect of the entire hancial services sector. 

1. Banks Act No. 94 of 1990 (A) 

2. MutualBanksAct No. 124 of 1993 (A) 

3. Financial Services Board Act No. 97 of 1990 (B) 

4. Participation Bonds Act No. 55 of 1981 (B) 

5. Financial Institutions (Investment of Funds) Act No. 39 of 1984 (B) 

6. Pension Funds Act No. 24 of 1956 (B) 

7. Friendly Societies Act No. 25 of 1956 (B) 

8. Unit Trusts Control Act No. 54 of 1981 (B) 

9. InsuranceAct No. 27 of 1943 (B) 

10. Inspection of Financial Institutions Act No. 38 of 1984 (B) 

1 1. Stock Exchanges Control Act No. 1 of 1985 (B) 

12. Financial Markets Control Act No. 55 of 1989 (B) 

13. Safe Deposit of Securities Act No. 85 of 1992 (B) 

(B) 

15. Companies Act, 1926 (Partially) No. 46 of 1926 (C> 

16. Business Names Act, 1960 No. 27 of 1960 (C> 

17. Companies Act, 1973 No. 61 of 1973 (C> 

2 

14. Financial Supervision of the Multilateral Motor Vehicle Accidents Fund Act No. 8 of 1993 

18. Share -Blocks Control Act, 1980 No. 59 of 1980 IC) 

19. Close Corporations Act, 1984 No. 69 of 1984 (C> 

(A) Supervised by Bank Supervision Department, SARB. 

(B) Supervised by Financial Services Board (FSB). 

(C) Administered by Registrar of Companies. 
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APPENDIX 11 

APPROVAL OF FOREIGN BANKING INTERESTS IN TERMS OF SECTION 52 OF 
THE BANKS ACT, 1990, FROM 1 JANUARY 1994 TO 31 DECEMBER 1994 

Name of bank/ Date of Name of bterest 
controlling company approval (and type&hterest) country 

ABSA Bank Limited 1994-1 1-21 ABSA Bank Singapore (branch) Singapore 

ABSA Bank Limited 1994-09-29 ABSA Bank New York (branch) USA 

First National Bank of Southern AErica 1994-09-29 FNB (Asia) Limited (subsidiary) Hong Kong 
Limited 

First National Bank Holdings Limited 1994-09-29 Westpac Banking (Jersey) Limited Jersey 
(subsidiary) 
Westpac Bank & Trust Bahamas 
(Bahamas) Limited (subsidiary) 
Westpac Fund Managers (Jersey) Jersey 
Limited (subsidiary) 

~- 

First National Bank of Southern Africa 1994-02-14 First National Bank of Southern USA 
Limited Africa Limited (representative office) 

First National Bank Holdings Limited 1994-04-22 Credex Limited (sub-subsidiary) Guernsey 

FirstCorp Merchant Bank Limited 1994-01-1 1 FirstCorp Short-Term Ventures Swaziland 

FirstCorp Merchant Bank Limited 1994-02-15 FirstCorp Botswana (Guernsey) Botswana 

Limited (subsidiary) 

Limited (subsidiary) 
FB Corporate Finance Botswana Botswana 
Limited (subsidiary) 

(Cayman Islands) (subsidiary) 

(sub-subsidiary) 

FirstCorp Merchant Bank Limited 1994-1 2-09 AErican Development Fund Cayman Islands 

Investec Bank Limited 1994-09- 15 Dynamic Finance PLC UK 

Nedcor Bank Limited 1994-02-08 Nedcor Bank Limited 
(representative office) 

People’s Rep of 
China 

~~~~~~ 

Nedcor Bank Limited 1994-08-1 8 Equator Holdings Limited (interest) Bahamas 
~~~~ ~ 

Nedcor Bank Limited 1994-02-14 Nedsecurities (Asia) Limited Hong Kong 
(sub-subsidiary) 

Nedcor Bank Limited 1994-02-08 Nedcor Bank Limited (branch) Taiwan 
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APPENDIX 11 

APPROVAL OF FOREIGN BANKING INTERESTS IN TERMS OF SECTION 52 OF 
THE BANKS ACT, 1990 FROM 1 JANUARY 1994 TO 31 DECEMBER 1994 (continued) 

Name of bank/ Date of Name of interest 
controlling company r i ~ - l  approval (and type of interest) 1 C r  , *, country 

Standard Bank Investment 
Corporation Limited 

1994-09-29 Standard London Asia Limited Hong Kong 
(deposit-taking company) 

Standard Bank Investment 
Corporation Limited 

1994-09-30 Standard Bank New York USA 
Incorporated (broker-dealer) 

Standard Bank Investment 
Corporation Limited 

1994-12-21 Standard Bank (Isle of Man) 
Limited (subsidiary) 
Stanchart (Manx) Nominees 
Limited (sub-subsidiary) 

Isle of Man 

Isle of Man 

Standard Bank Investment 
Corporation Limited 

1994-12-21 Stanbic Bank Lesotho Limited Lesotho 
(subsidiary) 
Stanbic Lesotho Pension Fund Lesotho 
and Property Investment Company 
(Pty) Limited (sub-subsidiary) 
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APPENDIX 12 

REPORT ON MUTUAL BUILDING SOCIETIES BY THE REGISTRAR OF BAM(S 
FOR THE PERIOD 1 APRIL 1993 TO 31 DECEMBER 1994 

GENERAL 

On 1 April 1993, the registered mutual building societies were as follows: 

INSTITUTION 
Permanent building societies 

1.  Eastern Province Building Society 

2. Grahamstown Building Society 

ADDRESS 

PO Box 8 15, Port Elizabeth, 6000 

PO Box 1 14, Grahamstown, 6140 

Terminating building societies 

1. Cape Peninsula Mutual Terminating Building Society 

2. Cape Town Terminating Building Society 

3. City of Cape Town Municipal Employees 
Terminating Building Society 

4. Salt River Terminating Building Society 

5. Southern Cross Terminating Building Society 

PO Box 187, Rondebosch, 7700 

1 10 Bree Street, Cape Town, 800 1 

PO Box 1939, Cape Town, 8000 

PO Box 22129, Fish Hoek, 7975 

PO Box 457, Goodwood, 7460 

LEGISLATION 

1. Details on the repeal of all provisions of the Mutual Building Societies Act, 1965, and amendments to the Mutual 
Banks Act, 1993, are given in Chapter 4 of the Bank Supervision Department’s 1994 Annual Report. 

SUPERVISION 

2. Terminating mutual building societies were required to submit annual returns to the Registrar of Building 
Societies as at 31 March of each year. Owing to the repeal of all provisions of the Mutual Building Societies Act, 
1965, and subordinate legislation having been promulgated under the Banks Act, 1990, to provide for the 
exemption of activities of institutions such as terminating building societies, the remaining five terminating 
building societies are no longer required to submit any returns to the Registrar. 

The remaining two permanent mutual building societies were registered as mutual banks as from the beginning of 
January 1994. Eastern Province Building Society (“EPBS”) acquired all the assets and liabilities of Fidelity Bank 
Limited as at 14 February 1994. On the same date, EPBS changed its name to Fidelity Bank Limited and was 
registered as a bank, under its new name, in terms of the Banks Act, 1990, its mutual banking licence having been 
cancelled. Grahamstown Building Society changed its name to GBS Mutual Bank (“GBS”) on 4 August 1994. 
GBS is currently supervised in terms of the same process applied to banks registered in terms of the Banks Act, 
1990. On 8 July 1994, Community Bank was provisionally registered as a mutual bank in terms of the Mutual 
Banks Act, 1993. The financial statistics from statutory and other returns submitted by the two mutual banks, 
namely, GBS and Community Bank, have been included in the figures for total banks in Appendix 6 of the Bank 
Supervision Depamnent’s 1994 Annual Report. 

This report therefore constitutes the final report on mutual building societies. 
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