
CHAPTER1 

REGISTRAR’S REVIEW 

INTRODUCTION 

During the past year, the South African banking sector 
was characterised by ever increasing internationalisation, 
competition and diversification. On the one hand, many 
local banks continued their expansion abroad, and, on the 
other hand, a number of foreign banks entered the country 
by establishing branches, which are allowed to conduct full 
banking business, or representative offices. In addition, 
banks entered the securities market as trading members of 
The Johannesburg Stock Exchange. 

Regretfully, Mr Care1 Oosthuizen resigned from his 
position as Deputy Registrar of Banks with effect from 3 1 
July 1995, to join a stockbroking firm. My staff  and I were, 
however, pleased to welcome Mr Andrk Bezuidenhout as 
Deputy Registrar with effect from 1 November 1995. 

BROADENING OF SUPERVISORY APPROACH 

In the 1994 Annual Report, it was stated that the Bank 
Supervision Department would be broadening its 
approach to supervision to include an element of on-site 
supervision. My Department’s point of view is that off-site 
supervision is not a substitute for on-site supervision, or 
vice versa, but that there has to be a proper balance 
between these two approaches to supervision. The 
Department’s broadened supervisory approach is thus 
aimed at maintaining this balance, by holding discussions 
with banks on their future business and functional 
strategies, and by gaining an understanding of the nature 
and effectiveness of the systems and controls implemented 
to support their underlying strategies, as well as of the 
feasibility and sustainability of their strategic goals. 

In the interests of transparency and effective 
communication, I, in my capacity as Registrar of Banks, or 
senior members of my Department visited each banking 
institution’s chief executive officer early in 1995 and gave a 
detailed presentation on the following: 

D The Department’s mission and the Registrar’s 
responsibilities. 

0 The rationale for the broadening of the Department’s 
supervisory approach and the process of meeting the 
objectives thereof. 

D A programme for the implementation of the 
broadened supervisory approach. 

It was heartening to receive commitments of support from 
all the institutions concerned, thereby providing a f m  
foundation for the implementation of the Department’s 
programme. The programme was also discussed with 
several respected foreign supervisory bodies, all of which 
endorsed it. In some cases, the onerous capital-adequacy 
requirements to which foreign supervisors subject the 
banks under their supervision were enlightening. My 
Department, whilst not adopting as vigorous an approach 
as some of its foreign counterparts, is firmly of the opinion 
that its broadened supervisory approach is aimed at being 
objective and non-interventionistic, with an element of 
value being added for all parties. The adopted approach 
places my staff and me in a better position to discharge 
our responsibilities in terms of the Banks Act, 1990. 

As regards the practical benefits that have already resulted 
from the Department’s broadened approach, it may be 
useful to quote from an article on the placing into 
curatorship of The African Bank Limited, which appeared 
in Business Day of 24 November 1995: “ ... however, the 
Minister of Finance was comfortable with the early 
warning signals from the Registrar of Banks before the 
bank had collapsed.” 

These early warning signals were due to the insight and 
understanding gained from the pro-active measures taken 
in terms of the new supervisory programme, instead of the 
Department concentrating primarily on historical 
information submitted by banks in statutory returns. There 
are also other instances of my Department having been 
able to identify, at an early stage, certain issues or problems 
within some institutions that, after discussions with the 
relevant parties, have been resolved within the ambit of the 
Department’s mission, namely, to promote the soundness 
of banks through effective supervision. 

My staff and I are satisfied with the progress achieved in 
the implementation of the Department’s broadened 
approach and are looking forward to enhancing the 
programme still further. Whilst the programme assists us 
in discharging our responsibilities, it also creates an 
environment of regulatory stability, in that all institutions 
are fully au fait with my vision as regards discharging the 
Department’s duties and responsibilities. 

CONSULTATION PROCESS 

The Bank Supervision Department is fmnly committed to 
consultation with all key players and stakeholders in banks 
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as regards changes to the regulatory or supervisory 
process. 

When changes to banlung legislation or the regulatory and 
supervisory process are required, consultation takes place 
to ensure that input is obtained from all interested parties 
that have the appropriate knowledge and experience and 
that can provide input to the Department on best market 
practice, in an attempt to ensure that the benefits gained 
exceed the costs of such changes. 

Certain amendments are generated from within the Bank 
Supervision Department and all are channelled to an 
internal committee, known as the Policy Advisory 
Committee. Once an amendment has been discussed by 
that committee and is found to have merit, it is, if 
necessary, channelled to a Risk Advisory Committee, 
consisting of representatives from the banking sector who 
have expert knowledge on the specific risk area. All 
amendments to the Banks Act, 1990, or the Regulations 
thereto, are tabled at a meeting of the Standing Committee 
for the Revision of the Banks Act, 1990. The Standing 
Committee, which is a statutory committee in terms of 
section 92(1) of the Banks Act, 1990, includes members of 
The Council of Southern African Bankers (“COSAB”), 
the banking sector, the South African Institute of 
Chartered Accountants (“SAICA”), academics and other 
practitioners. Normally, COSAB and SAICA are 
consulted before proposed amendments are tabled at a 
Standing Committee meeting. 

After being authorised at the meeting, the amendments are 
presented to the Policy Board for Financial Services and 
Regulation to ensure that the effects of such amendments 
on other legislation can be considered and, if necessary, 
deficiencies can be remedied, before the amendments are 
tabled in Parliament. This Department also meets on a 
quarterly basis with the Financial Services Board (“FSB”) 
to discuss group risk management. Such meetings are 
particularly important as regards consolidated supervision, 
since many financial institutions supervised by the FSB are 
shareholders in banks. 

BANK SUPERVISORY STANDARDS 

My Department is firmly committed to complying with 
internationally accepted standards as regards banking 
supervision, particularly in view of the banking sector’s 
growing internationalisation. 

The pre-eminent authoritative body in the field of banlung 
supervision is the Basle Committee on Banking 
Supervision. The Standing Committee for the Revision of 
the Banks Act, 1990, resolved that all pronouncements by 
the Basle Committee would be adopted, since these 
pronouncements are considered to constitute minimum 
standards in the group of ten countries. In the event of 
another authoritative body issuing standards on banking 
supervision not yet addressed by the Basle Committee, the 
Bank Supervision Department will evaluate such standards 
and, if found necessary, relevant and appropriate, the 
implementation thereof will be promoted by the 
Department. 

In view of the partnership between and the responsibilities 
of the key players in the risk-management process, the 
importance of the individuals comprising a bank’s 
management becomes apparent. In a financial instimtion, 
the risk-management process starts when a prospective 
employee is screened for employment, with a view to 
ensuring that only “fit andproper” individuals are employed 
to perform the risk-management and other key functions. 

The essence of any system of good corporate governance 
is that, although a bank’s board of directors should be free 
to direct the bank as it deems fit, this freedom should be 
exercised within a framework of effective accountability. 

The code of best practice is aimed at ensuring that the 
necessary high standards of corporate behaviour 
prescribed by both the Cadbury Committee in the United 
Kingdom and the King Committee in South Abrica form 
the basis of the corporate governance of a bank operating 
within the South African jurisdiction. 

In the final analysis, the role of the bank supervisor is to 
ensure an optimal balance between stability and efficiency. 
The Department has therefore been propagating and 
pursuing a philosophy of market-based solutions over the 
past five years. It is also strongly in favour of dismantling 
all interventionistic measures that inhibit the rational 
workings of the market or that lead to irrational behaviour 
on the part of economic agents, especially when there is 
not a concomitant benefit to the market or market 
participants. The bank supervisory process thus has to 
contribute to ensuring that the systems and controls 
implemented by banks to manage and monitor risks are 
adequate and appropriate. 

Proper disclosure and reporting to the correct level of 



decision makers are encouraged by the bank supervisor to 
ensure that the concept of risk management as a 
partnership between the various key players is established. 
The Department has therefore accepted the proposals in 
Accounting Statement AC 120 (Disclosure in the financial 
statements of banks) and Exposure Draft 48 (issued by the 
International Accounting Standards Committee) 
concerning financial instruments, which should go a long 
way towards enhancing the information contained in the 
financial statement of banks. The most effective and 
powerful measure to promote transparency is to place 
relevant and reliable information at the disposal of the 
market so that it can draw its own conclusions, based on 
the available facts. 

Application of the spirit as opposed to the letter of legislation 
underscores the importance of legislation being based on 
timeless principles and not on ad hoc rules. This 
Department's approach is to establish the substance of a 
transaction and to assess whether the transaction promotes 
or detracts from its mission of promoting sound banks 
through effective supervision. 

Derivatives 

When a bank is acting on behalf of clients as regards 
transactions in derivative products, which are generally 
difficult to understand, the bank should ensure that its 
clients fuuy understand the risks involved. Banks should 
explain not only the nature and attributes of the products 
to their clients, but also the risks associated therewith. 
When clients of a bank lack such knowledge and 
understanding, problems may result, not only for the 
client, but often also for the bank. 

The responsibility of a bank, as a vendor of financial 
products, should not be understood to include liability for 
any losses that its clients may suffer as a result of 
purchasing certain banking products. It has to be borne in 
mind that clients of banks are ultimately responsible for 
their own actions and investment decisions. Clients of 
banks should therefore apply minimum risk-measurement 
standards similar to those applied by banks. 

Compensation of dealers 

In essence, the Bank Supervision Department has adopted 
a forward looking and pro-active approach, in order to 
optimise the Department's efficiency and effectiveness in 
the pursuit of its mission. 

NEW CHALLENGES FACING BANKS 

Banks are continuously faced by new challenges flowing 
from innovative and profit-driven business motives, and it 
has become clear over the past few years that banks have to 
be constantly aware of and manage a number of emerging 
issues. Briefly, some of these emerging issues are: 

The methods whereby dealers are compensated are 
increasingly coming to the fore as a matter of concern. 
Research is currently being conducted on concerns that 
dealers are encouraged, albeit indirectly, to take large risks 
with a bank's capital, in order to maximise their profit- 
related bonuses. The collapse of the 233-year-old Barings 
Bank as a result of the activities of a Singapore-based 
trader has highlighted the need for banks to review their 
methods of compensating dealers. The practice of linking 
dealers' bonuses to their performance in proprietary 
trading, whereby a bank's capital is placed at risk, is 
increasingly being viewed as a recipe for disaster by many 
supervisors. 

Increased competition and diversification of 
b = k h  

Following the opening of South Africa's financial borders, 
a number of foreign banks have entered the country by 
establishing a representative office, a subsidiary or a 
branch office, particularly during the past year. The result 
has been that of more expertise chasing the same business 
and more employers tapping the same labour market. 
Furthermore, strategic alliances have been formed between 
banks and certain retail outlets, as well as between banks 
and members of the stockbroking fraternity, resulting in 
new and diversified challenges and risks. 

credit rid 

Credit risk is the risk that a counterparty may fail to meet 
its contractual obligations. 

In view of the immense focus currently being placed on 
market risk, there may be a danger of forgetting that credit 
risk has traditionally been the most important single risk in 
banking. Effective management of credit risk is therefore 
an essential element of sound banking practice. Both 
supervisors and banks' management must therefore guard 
against any deterioration in the standards of credit-risk 
management. 
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Uncontrolled growth in lending and an undue focus on 
market share tend to lead to high-risk business strategies 
for banks. South M c a n  banks have to guard against taking 
too optimistic a view of their customers’ creditworthiness 
and later discovering the inappropriateness of their earlier 
assessments. Periods of sustained economic growth and 
high levels of credit extension to the general public pose a 
very real danger of customers eventually being unable to 
meet their k c i d  commitments when such periods come 
to an end. When accepting risks, banks should anticipate 
the consequences in the event of conditions deteriorating, 
for example, by building in credit enhancements. 

The European Union’s Capital Adequacy Directive and 
the Basle Capital Accord prescribe the treatment of 
securities purchased and loans made by banks. Assets, 
both on- and off-balance sheet, are weighted in accordance 
with the creditworthiness of the issuer or borrower and 
then made subject to a minimum capital requirement of 8 
per cent. Credit risks are subject not only to minimum 
capital requirements, but also to large-exposure limits, 
which set an upper limit on the proportion of capital and 
reserves that can be lent to any individual or group of 
associates, in order to prevent excessive concentration of 
credit risk. 

Supervisors are increasingly taking account of the realities 
of the market. Instead of supervisors setting the same rules 
for all institutions, they are encouraging institutions to 
develop their own risk-management systems in order to 
reflect more accurately the risks associated with specific 
areas of activity. In this regard, I would like to stress that it 
is the management of a bank that bears ultimate 
responsibility for sound credit-risk policies. 

White-collar crime and h u d  

Neither South Afiica nor the banks of the world have been 
isolated from the global increase in white-collar crime and 
fraud. One need not look further than the well-publicised 
Barings case to realise that it is not only external acts of 
crime to which businesses are exposed, but also internal 
fraud. The lessons to be learned from these cases are 
discussed in Chapter 2 of this Annual Report. 

According to the Centre for the Analysis and 
Interpretation of Crime Information of the South African 
Police Service, the number of reported commercial crimes 
rose by eight per cent in the frrst five months of 1995. In 
addition, the value per case has rocketed by 114 per cent, 

to an average of approximately R339 01 1, since 1992. A 
study on business and crime by the University of South 
Africa’s Department of Criminology, on which Finance 
Week reported on 27 July and 2 August 1995, shows an 
equally alarming trend. Twenty per cent of the 200 
businesses sampled suffered fmancial losses in excess of 
R50 000 through employee fraud over a one-year period. 
E x t d  fraud, including credit card fraud and dishonesty 
by suppliers, resulted in losses of up to R1 000 for 28 per 
cent of the companies questioned. 

Clearly, banks are part of an environment in which there is 
a high risk of fraud. It is therefore encouraging to note that 
COSAB and Business South Africa, in August 1995, 
hosted a conference, with the theme “A business initiative 
against corruption and crime”, which was aimed at 
developing crime-busting action plans and restoring a 
stable business environment in South Africa. 

GUIDELINES REGARDINGINVESTMENT SCHEMES 

A matter that has received much attention from the 
media and the public is the closure and the freezing of 
the bank accounts of an organisation known as Sun Multi 
Serve (“SMS”). These actions were taken after 
investigations had indicated that SMS, which had at least 
28 branches all over South Africa and which had offered 
returns of some 300 per cent to approximately 53 000 
investors, had taken monies from the public in 
contravention of the Banks Act, 1990. Although SMS 
has purported to be a stokvel (a type of recognised 
informal savings scheme) and, therefore, exempted from 
the Banks Act, its operations did not comply with the 
requirements for exemption and appeared to be those of 
a pyramid scheme. Although the matter has not yet been 
resolved satisfactorily, it has been handed over to the 
Office for Serious Economic Offences, and a manager 
has been appointed to manage and control the 
repayment, to investors, of monies invested with SMS. 

The main differences between bonufide stokvels and “get- 
rich-quick” or pyramid schemes are highlighted in 
Chapter 2 of this Annual Report. 

Recent media reports indicate that investors in similar 
schemes, such as the Future Progress scheme, have lost all 
their investments following the disappearance of the 
schemes’ directors. It is therefore deemed essential to 
provide some guidelines to enable investors and savers to 
distinguish between stokvels and pyramid schemes: 

L i _  L 
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Q Investors should be wary if the returns promised are 
far in excess of a market-related rate. It is simply not 
possible to produce something out of nothing. When this 
is promised, somebody must lose, since it is impossible 
for everyone participating gain financial benefit. 

0 Investors should establish what the source of the 
promised high returns is and whether there is a real 
product or service that can add enough value to 
generate such high returns. If there is little or no 
emphasis on a product or service, but much emphasis 
on the recruitment of new members, investors should 
beware and not entrust their money to the organisation 
concerned. In addition, if the receipt of a payout is 
linked not to the time since investment, but to the 
recruitment of new members, investors should be 
extremely wary, since the time value of money cannot 
be ignored. Investors should also question whether 
they have exactly the same chance of a return as the 
people who invested before them, since the number of 
potential investors is finite. If the answer to this 
question is “No”, investors should not take the risk of 
losing their money. 

Investors in such schemes will certainly not become rich 
and will probably receive little or no return, whilst taking a 
very high risk of losing their entire investment. People 
should not allow their judgement to be clouded by 
unrealistic expectations of a large return. There is always a 
correlation between risk and return - the higher the return 
promised by a scheme is, the higher is the risk that one 
may lose one’s money, instead of gaining riches. 

I s s u E s T H A T W I L L R E C E I V E P ~ C U L A R A ~ O N  
DURING 1996 

During 1996, the Department will focus on, inter alia: 

Q Regulation of banks’ securities trading activities, 
specifically as regards the procurement of specialised 
resources to evaluate banks’ internal “value-at-risk” 
models, bearing in mind the recently imposed capital- 
adequacy requirements. 

0 Enhancement of investor protection by embarking on 
appropriate campaigns to make the general public 
aware of the risks associated with investment, in order 
to deter illegal deposit-taking. 

0 The requirements for admission of new members to a 
scheme or organisation should also be considered. 
Bonafide stokvels go to great lengths to admit only 
reliable, reputable .and trusted persons as members, 
following personal recommendations, since a common 
bond between members and continuity are crucial to 
the operations of stokvels. If, however, the only 
admission requirement is a membership fee, this should 
be interpreted as a sign that the recruitment of new 
members in large numbers is more important than the 
common bond between members. Also, when there is 
no obligation on members to reinvest any part of their 
payout, even if they are fortunate enough to receive 
one, the scheme or organisation is bound to fail. 

0 Participation in the establishment of anti-money- 
laundering legislation by preparing regulations and 
training material for use by banking institutions as 
regards “know-your-customer” policies and reporting 
of suspicious transactions. 

Participation in the debate and provision of guidance 
on the future legislative framework for informal, rural 
and development finance. 

Q Group risk management (discussed in more detail in 
Chapter 2 of this Report), including - 

Q Investors should also obtain information on the 
scheme’s or organisation’s legal standing, its officers, 
products, systems, administration, etc, and obtain 
written copies of its marketing plans, sales literature, 
etc. It would also be wise to check whether the scheme 
or organisation is registered with the National Stokvels 
Association of South Africa and is subject to self- 
regulation. 

It is essential to remember that a pyramid or get-rich-quick 
scheme is extremely likely to be a bad investment. 

Full implementation of the Department’s 
consolidated supervision manual. 

Harmonisation of regulatory practices in Southern 
Africa, in view of banks’ increased cross-border 
activities in the region. 

+ Review of banking legislation and formulation of 
amendments to the Banks Act, 1990, and the 
Regulations thereto, in order to ensure that group 
risk management is in line with international 
standards. 
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Review of the format of the trilateral discussions, by 
identifymg and focusing on bank-specific topics. 

Off-balance-sheet risks as the flavour-of-the-year 
topic. 

Hosting and presentation of the third Course in 
Banking Supervision for member countries of the East 
and Southern Africa Banking Supervisors Group. 

Electronic transfer of statutory information between 
banks and the Department, in order to enhance the 
efficiency of data transfer. 

Visits to the offshore operations of South African 
banks and their host regulators, for which there is an 
ongoing need in view of the increasing importance of 
group risk management, consolidated supervision and 
expansion abroad of South African banks. 

Holding a workshop on informal fmnce during the 
second half of 1996. 

CONCLUSION 

I wish to record my sincere appreciation to both the 
Minister and the Deputy Minister of Finance, for their 
valued inputs and prompt responses to requests in terms 

of statutory requirements, and for the co-operation and 
support received from the Chairman of the Policy Board 
for Financial 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 and the many organisations and individuals, 
locally and abroad, with whom this Department has had 
contact during the past year. Furthermore, I would like to 
express my appreciation to Mr Care1 Oosthuizen, my 
former Deputy, for his contribution, over many years, to 
the establishment of the Bank Supervision Department 
and its philosophy, particularly as regards the unbundling 
of risks. A special word of thanks is also extended to the 
staff of my Department who continued to do a sterling job. 

I look forward to receiving the continued co-operation of 
everyone involved in the banking industry, both in the 
private and the public sector, to enable my staf f  and me to 
meet the ever increasing challenges that lie ahead. 

C F Wiese 
Regktrar of Banks, and General Manager: Bank Supervision 
Department 
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