
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. 

TRILATERAL DISCUSSIONS 

In 1991, the Bank Supervision Department, in terms of 
section 7 of the Banks Act, initiated a process that 
culminated in discussions amongst banks’ management, 
their external auditors and the Department regarding 
selected risks (the so-called “flavours of the year”). Banks, 
with the assistance of their external auditors, were required 
to complete questionnaires regarding the applicable risk 
area(s). By the end of 1995, the following risks had been 
covered through this process: 

Credit risk. 
Liquidity risk 
Market risk. 
Interest-rate risk. 
Currency risk. 
Operational risk. 
Risk regardmg derivative instruments. 
Group risk management. 

The risk that has not yet been fully covered is the 
treatment of off-balance-sheet items by banks. Although 
this topic was partially covered during 1995 in the 
questionnaire on derivatives, it was decided that off-balance- 
sheet risks needed to be addressed as a separate flavour of 
the year in 1996, because of the growth in this area. 

A questionnaire, circulated to all banks early in 1996, was 
prepared in conjunction with the South African Institute of 
Chartered Accountants (“SAICA”). The purpose of the 
questionnaire is to highlight the nature of and risks involved 
in off-balance-sheet items. This Department is also 
awaiting the input from banks’ boards of directors on their 
policies regardmg the risks involved in off-balance-sheet 
items at the trilateral discussions to be held during 1996. 

Although all the identified banking risks have now been 
covered in the trilateral discussions, this Department 
believes that section 7 of the Banks Act is a useful 
supervisory tool. Accordingly, the Department intends 
continuing the process, but in a different format. Broadly, 
the aim is that a particular risk within a bank will be 

selected by the Department, based on issues identified 
during the supervisory process. The external auditors will 
then be requested to concentrate on the chosen risk during 
the audit and furnish the Department with their opinion on 
the adequacy of the particular bank’s systems and controls. 
Discussions involving the following parties will take place 
after the audit to discuss the contents of the report: 

Audit committee. 
External auditors. 
Internal audit. 
Bank management. 

It is believed that this process will enable this Department 
to use the expertise of the external auditors to assist it in 
the achievement of its objectives. 

MARKET RISK 

As from 1 January 1996, the Bank Supervision 
Department imposed capital-adequacy requirements 
(“CAR”) on the securities trading activities of banks. The 
CAR document is based on and is the South African 
version of the Capital Adequacy Directive of the European 
Union (“EU”). This step was taken in order to 
accommodate the fact that the Basle Committee’s 
proposals on market risk had not been finalised by late 
1995. The CAR requirements will therefore apply to 
South African banks until the Basle Committee’s proposals 
are finalsed, provided that these proposals are in line with 
the guidelines of the International Organisation of 
Securities Commissions. 

Level playing-fields 

The Bank Supervision Department, as the lead regulator 
of banks trading in securities, could not reschedule the 
implementation, as requested by The Council of Southern 
African Bankers (“COSAB”), since this would create an 
unlevel playing-field between the securities trading 
activities of banks and other traders in the market. Banks 
have, however, been required, as an interim measure, to 
report on their securities trading activities to the relevant 
exchanges for the period from 8 November 1995 until 
1 January 1996. 

Market risk and counterparty risk 

Previously, no capital requirements were imposed in South 
Africa on the market-risk exposures or counterparty-risk 
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exposures of banks trading in securities. The EU’s 
proposals require that an additional amount of capital has 
to be maintained by banks to cover these risk exposures. It 
will be possible to assess the impact of this change on the 
capital requirements of banks trading in securities only early 
in 1996 when banks will be submitting their CAR and DI 
returns stating the new capital requirement positions. 

Position in foreign currencies 

Currently, a bank is required to hold capital against its 
effective net open position in foreign currencies, based on 
a risk weighting of 100 per cent and a capital ratio of eight 
per cent. The approach in the EU’s proposals is 
conceptually in line with that currently contained in the 
Regulations relating to Banks, promulgated under the 
Banks Act, 1990. 

Large exposures 

Because of the unique structure of the South African 
corporate sector, the Banks Act, 1990, imposes only soft 
limits on banks in respect of large exposures, whereas the 
EU’s proposals envisage the imposition of hard limits. 

Computation of capital requirements 

Banks conducting securities trading activities will be 
permitted to choose whether to apply a simplified method 
of calculating the capital requirement, which would result 
in a relatively higher capital requirement, or the more 
complex building block method, which should result in a 
relatively lower capital requirement. The method chosen 
by a bank will probably be determined by cost-versus- 
benefit considerations. 

Fire walls versus Chinese walls 

Regarding the issue of fire walls versus Chinese walls, the 
South Afiican Reserve Bank has made it clear that it would 
prefer a situation whereby banking business and securities 
trading activities are conducted through separately 
capitalised entities. Should a bank, however, wish to 
conduct dealing in and settlement of securities and wish to 
become a member of an exchange, it will have to apply to 
the Bank Supervision Department for the necessary 
permission to do so. 

Use of internal models 

Subject to the Bank Supervision Department’s approval, 
and subject to certain prescribed conditions, a bank’s 

internal risk models may be applied to calculate the capital 
requirements in the following instances: 

Options risk in the trading book. 
Interest-rate risk in respect of derivatives in the trading 
book. 
Foreign-exchange risk in both the trading and the 
banking book. 

These internal risk models may be used provided that they 
comply with the minimum capital-adequacy standards. 
The model review process will include both the model and 
its operating environment. Accordingly, a commercially 
produced risk model that has been approved for use by 
one bank will not automatically be approved for use by 
another bank. 

Banks conducting securities trading activities 

Banks wishing to conduct dealing in and settlement of 
securities have already applied to the Bank Supervision 
Department for the necessary permission to do so. In 
considering such applications, the Department evaluates 
the quality of the risk management in the institution 
concerned, including its supporting systems and controls, 
and takes account of all factors that are deemed relevant. 

Approval may be granted subject to such terms and 
conditions as the Department may consider appropriate. 
Any approval granted may, however, be revoked at any 
time if any of the terms and conditions of the approval 
have not been met, if the Department is concerned with 
the quality of the risk management within the bank, or if 
the Department is of the considered opinion that 
depositors’ funds may be jeopardised through excessive 
risks arising from a particular bank’s securities activities 
and the positions taken by that bank. 

The Bank Supervision Department envisages invoking 
section 7 of the Banks Act, 1990, to call for reports by 
specialists, in addition to investigations by its own staff, in 
order to obtain relevant information on the quality of the 
risk management pertaining to an institution’s securities 
activities. 

GROUP RISK M A G E M E N T  

The Bank Supervision Department’s implementation of 
procedures for the management of group risk covers only 
those non-banking companies within a banking group 
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whose activities may affect the operations of the bank itself. 
In line with the requirements of many regulators abroad, 
banking groups have to report on consolidated capital 
adequacy and consolidated large exposures. In its capacity 
as home-country and host-country supervisor, the 
Department has implemented fully the minimum 
standards set by the Basle Committee on Banking 
Supervision. This involves collaboration and close liaison 
with other regulators, and in the sub-Saharan context, 
progress in this regard has already been made as a result of 
the establishment of the East and Southern Africa Banlung 
Supervisors Group. 

Because the Department, in its capacity as home-country 
supervisory authority for South African banking interests, 
is responsible for the supervision of South African banks’ 
cross-border operations, it is obliged to provide a host- 
country supervisory authority with reasons should it be 
unable to conduct supervision of a bank’s cross-border 
operation. The host-country supervisory authority 
concerned also has to be informed of any measures that 
are taken in respect of, or events that may have significant 
bearing on, South African banks and banking groups or 
their cross-border operations. 

The Department also consults host-country supervisory 
authorities in order to obtain information on all the cross- 
border activities of South African banks or banking groups 
and to ascertain whether such operations are performing 
satisfactorily. 

Meetings with the Financial Services Board 

In order to exchange information and effectively supervise 
banking groups offering other financial services, as well as 
to discuss issues of mutual benefit to both parties, 
quarterly meetings with representatives of the Financial 
Services Board (“FSB”) have been instituted as from the 
beginning of 1995. In particular, discussions centre around 
those banking groups containing entities that are regulated 
by the FSB and this Department, respectively. In addition 
to matters related to banking groups, issues relating to 
supervisory policies are discussed. These meetings have 
resulted in both parties gaining a greater understanding of 
their respective roles and of the various financial groups’ 
activities. 

Manual on consolidated supervision 

In order to enhance the effectiveness of this Department’s 
process for the management of group risk, a manual was 

compiled with the co-operation of a firm of auditors. The 
over-riding objective was to formulate a logical, complete 
and consistent methodology for the performance of 
consolidated supervision by bank supervisors charged with 
the supervision of banking groups. The manual also 
provides a basis for the Department to confirm to other 
foreign regulatory authorities that it performs consolidated 
supervision in terms of internationally accepted practice. 
The manual has been field-tested with the co-operation of 
a major South African banking group, resulting in a 
number of improvements being made thereto. The 
methodology contained in the manual will be applied to all 
banlung groups in South Africa during 1996. 

BRANCHES OF FOREIGN BANKS IN THE REPUBLIC OF 
SOUTHAFRICA 

As reported in the 1994 Annual Report, it had been 
deemed appropriate to allow foreign banks to conduct the 
business of a bank in the Republic of South Africa by 
means of branches. Owing to the fact that the Banks Act, 
1990 (Act No. 94 of 1990), had in effect prevented the 
establishment of branches in the Republic by foreign 
banks, the Banks Act was amended by the Banks 
Amendment Act, 1994 (Act No. 26 of 1994). Section 1 1 
of the Banks Amendment Act, inter alia, inserted section 
18A into the Banks Act, under the provisions of which 
section it was made legally possible for a bank established 
in a country other than the Republic, with the prior written 
consent of the Registrar of Banks and subject to specified 
conditions, to conduct the business of a bank by means of 
a branch in the Republic. 

These amended provisions of the Banks Act came into 
operation on 1 May 1995, by virtue of a Proclamation by 
the President of the Republic issued under section 58 of 
the Banks Amendment Act and published in Gmernmt 
Gazette No. 16380 of 28 April 1995. Conditions for the 
conducting of the business of a bank by a foreign 
institution by means of a branch in the Republic were 
made by the Minister of Finance under section 90 of the 
Banks Act and were published in Goenernment Gazette No. 
16356 of 3 April 1995. 

These conditions effectively clothe a branch with what 
may be regarded as some form of legal personality. 
Furthermore, in the event of a branch being registered as a 
company in terms of section 322 of the Companies Act, 
1973 (Act No. 61 of 1973), the branch shall be regarded 
as a body corporate in terms of section 323 of the 



Companies Act. Likewise, assets of a branch means a 
foreign bank‘s assets that are situated in the Republic and 
Which - 

0 have been allocated and provided by such a foreign 
bank to its branch; or 

tl are otherwise maintained in the possession or under 
the control of the management of a branch of the 
foreign bank in question. 

A branch also has to hold capital, defined as “endowment 
capital” and regarded as primary capital, in the Republic. 
Endowment capital refers to the amount of capital in 
reality assigned by a parent foreign institution to its branch 
and is defined as the amount, denominated in rand, 
whereby the value of the unencumbered assets of the 
branch exceeds the liabilities of the foreign bank in the 
Republic. This amount, and not the capital of a foreign 
parent bank (except in certain circumstances in so far as 
large credit exposures are concerned), is to all intents and 
purposes regarded as the capital base from which a branch 
may trade, concordant with the trading of an institution 
registered as a bank under the provisions of the Banks Act. 
Because of the capital nature of such assets, any consonant 
intercompany liability of a branch in the financial records 
of its foreign parent bank should be regarded as 
representing an investment of the parent in its branch and 
should consequently not be interest bearing. 

The essence of  me of the requirements imposed on a 
branch of a foreign bank by the conditions are: 

0 prudential requirements 

During the period commencing not earlier than 18 
months prior to its application to establish a 
branch, the foreign bank must have held, and at all 
times during the operation of its branch hold, net 
assets, as certified by its auditors and reflected in its 
audited financial statements, to a total value 
exceeding USA $1 billion. 
The foreign bank must have been afforded a long- 
term investment grade debt rating, acceptable to 
the Registrar of Banks, by an internationally 
recognized rating agency. 
The branch has to manage its affairs in such a way 
that the sum of its endowment capital does not at 
any time amount to less than the greater of an 
amount of R50 million, or 8 per cent of the 

amount of the assets and other risk exposures of 
the branch, calculated, as in the case of a bank 
registered in terms of the Banks Act, in accordance 
with the relevant provisions of the Banks Act. 
The branch has to hold liquid assets in the 
Republic, as in the case of a bank registered in 
terms of the Banks Act, to a value prescribed by 
the Banks Act, read with the Regulations relating to 
Banks, published under Government Notice No. 
R2509 of 28 December 1993, as amended. 
The branch has to maintain a minimum reserve 
balance in an account with the South African 
Reserve Bank, as in the case of a bank registered in 
terms of the Banks Act, in accordance with the 
relevant provisions of the South African Reserve 
Bank Act, 1989 (Act No. 90 of 1989). 

tl Management 

Every person who holds, or stands to hold, the office 
of an executive officer of a branch has to be a person 
who is fit and proper. At least two natural persons 
residmg in the Republic who are authorised to conduct 
the management of the business of the branch have to 
be appointed, and at least one of them has to be 
appointed as the chief executive officer. 

tl Business operations 

A branch may accept deposits - 

from a juristic person; and 

from a natural person, initially only in a single 
minimum amount equal to or greater than 
R1 million, and subsequently in any amount: 
Provided that the natural person in question 
continually maintains a minimum amount equal to 
or greater than R1 million deposited with the 
branch. 

The business operations of a branch have to be 
covered and supported at all times by a valid letter of 
comfort and undertalung issued by the relevant foreign 
parent bank. 

CI Supervisory obligations 

The Registrar must be satisfied that the foreign 
institution lawfully conducts business similar to the 
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business of a bank in a country other than the 
Republic and that the responsible home-country 
supervisory authority of the foreign institution - 

Has duly authorised the foreign bank‘s proposed 
establishment of a branch in the Republic. 

Accepts, is committed to and complies with the 
proposals, guidelines and pronouncements of the 
Basle Committee on Banking Supervision. 

Is not legally impeded from complying with the 
proposals, guidelines and pronouncements of the 
Basle Committee. 

Accepts its responsibilities in terms of the above as 
the home-country supervisory authority. 

As far as may be reasonably possible, ensures that 
the members of the board and the executive 
management of the foreign bank at all times 
consists of fit and proper persons. 

Is satisfied with the standard of risk management 
maintained by the foreign bank. 

Is committed to keeping the bank supervisory 
authorities in the Republic informed of any 
material information regarding the financial 
soundness of the foreign bank and its branch, since 
issues such as the solvency and the liquidity of a 
foreign bank fall within the regulatory responsibility 
of the home-country supervisory authority of the 
foreign bank. 

The foreign bank and its branch have to ensure that 
the home-country and host-country supervisory 
authorities are at all times enabled to adhere to the 
Basle Committee’s minimum standards for the 
consolidated supervision of banking groups and their 
cross-border establishments. 

D Name 

A branch may use only the name under which it was 
authorised, or any literal translation or abbreviation 
thereof, or any other name that has been approved by 
the Registrar, and may refer to itself only by the afore- 
mentioned approved names.. 

coRPoRATEGovERNAN~ 

Corporate governance is the system whereby business is 
conducted and information is reported to stakeholders. 
Since South Africa is re-entering global markets, it is of 
the utmost importance that South African corporate 
governance processes be aligned with international trends. 
The King Report on Corporate Governance, which was 
released on 29 November 1994, has been warmly 
welcomed by South African business, which accepts that 
changes are inevitable and that the opportunity to raise 
standards has to be utilised. 

The King Committee’s terms of reference were wider than 
those of other overseas studies and focused not only on the 
financial aspects of corporate governance and a code of 
ethical practice for business enterprises, but also addressed 
specific circumstances prevailing in South Africa. 

The Code of Corporate Practices and Conduct, which 
forms part of the King Report, sets the standards for 
effective corporate governance in South Africa. The 
Committee recommended that the Code take effect for 
reporting in respect of financial years commencing after 
30 June 1995. It is also likely that The Johannesburg Stock 
Exchange (“JSE”) will require companies to state, in their 
annual report, the extent of compliance with the Code. 

The recommendations of the Kmg Report that are likely to 
have the greatest impact are the following: 

D The chairman should be independent from the chief 
executive officer and ideally be a non-executive 
director. 

D The board of directors should include at least two non- 
executive directors and strive to keep a balance between 
the number of executive and non-executive directors. 

D A statement by the directors should be published in 
the annual report to the effect that an effective system 
of internal controls is being maintained. The auditors’ 
concurrence with this statement has to be stated. 

CI An affirmative action programme should be part of 
the business plan. 

D Corporations should have an effective internal auditing 
function. 
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D Workers should participate in corporate governance. 
This should be achieved by the development of 
systems to ensure the effective sharing of relevant 
information, appropriate consultation by management 
and the timely identification and resolution of conflict. 

0 A code of ethics should be developed, published and 
enforced for a particular corporation. 

Ci Directors also need to state explicitly the applicability 
of the going-concern concept to the corporation. Audit 
and remuneration committees should be established. 
These committees should be chaired by a non- 
executive director and comprise a majority of non- 
executive directors. 

Ci There should be full disclosure of non-executive and 
executive directors’ total remuneration, under 
headings such as salary, fees, bonuses, share options, 
perks, etc. 

Following South Africa’s re-entry into global markets, it is 
therefore imperative that banks should critically evaluate 
their compliance with the requirements of the Code. 
Detailed action plans should then be formulated to address 
the areas in which discrepancies from the Code are 
identified. This will prove to stakeholders, both locally and 
internationally, that South African banks are managed in 
accordance with world-class standards. Apart from 
becoming a JSE listing requirement, it is believed that peer 
pressure (for example, via the media), instead of 
legislation, is the best method to encourage adherence to 
the Code. 

ROLE OF THE EXTERNAL AUDITORS 

Six key players are involved in the risk-management 
process of a bank. They are the board of directors, 
management, the audit committee and internal audit 
function, the external auditors, the investing public, and 
the regulatory and supervisory authorities. The risk- 
management process is the responsibility of all these 
players, who are considered to be in parmership with each 
other. Each of these players has to fulfil different but 
important roles and responsibilities, and no party can 
perform the entire risk-management process on its own. 
The role of the external auditor in the risk-management 
process is to evaluate a bank‘s policy and risk-management 
systems and then to express an opinion thereon. 

Among the reasons cited for bank supervisors’ interest in 
the approach, audit work and results of external auditors 
are the following: 

Ci 

D 

D 

Ci 

Growing attention is being paid worldwide to the 
control environment in which banks operate. In terms 
of the amendment to regulation 37(5) that is to be 
implemented soon, a bank‘s external auditor wiU be 
required to evaluate and express an opinion on the 
adequacy of the implemented internal control 
procedures. 

One of the objectives of supervisors is to promote 
reporting transparency. This will ensure that third 
parties’ expectations with regard to the quality of 
information produced by bank management, as well as 
the opinion expressed by the external auditors, can be 
met. 

The insight and understanding of bank supervisors 
may be improved by relying on the work performed 
by the external auditors. 

In some cases, external auditors may be used as an 
auxiliary instrument to assist bank supervisors with 
special investigations, curatorships and reviews. 

The main reason, however, is that external auditors are 
considered to be an integral part of the overall system of 
prudential supervision. 

During the year under review, certain amendments were 
made to the Regulations relating to Banks, promulgated 
under the Banks Act, 1990. In terms of regulation 37(5), 
directors of a bank are now required to report annually to 
the Registrar of Banks on the effectiveness of the system of 
internal controls relating to financial and regulatory 
reporting, and compliance with the Act and the 
Regulations. The directors also have to report on the 
applicability of the going-concern concept to the particular 
bank in the foreseeable future. 

The external auditors of a bank are also required to report 
annually to the Registrar of Banks whether they concur 
with the directors’ above-mentioned reports. Should they 
not concur with such reports, they have to provide reasons 
therefor. The primary responsibility for supplying 
complete and accurate information to the Registrar, 
however, remains that of a bank’s management. The 
auditor’s role is to vefi and express an opinion on such 



information. The auditor does not assume any of the 
Registrar’s responsibilities, but forms an important part of 
the supervisory process. 

DISCLOSURE IN THE FINANCIAL STATEMENTS OF 
BANKS 

Accounting Standard 120 was issued in November 1993 
and deals with disclosure in the financial statements of 
banks. The requirements of this accounting standard 
should be regarded as the minimum standard for banks’ 
financial statements covering all periods commencing on 
or after 1 January 1996. The objective of this statement is 
to prescribe specific disclosures in the financial statements 
of banks, in order to give users a better understanding of 
the special characteristics of banks and to assist them in 
evaluating the banking risk, financial position, 
performance, cash-flow information and investment 
activity of such enterprises. 

This Department believes that the proposals contained in 
Discussion Paper 12 (see below), as well as adherence to the 
accounting standards and requirements of the Companies 
Act, 1973, should substantially result in the annual financial 
statements of banks being more user fiiendly, transparent 
and conforming with the concept of accountability. 

FINANCIAL REPORTING AND ACCOUNTING 
STANDARDS 

During March 1994, Discussion Paper 12 (“DP 12”), 
entitled “Meeting the financial reporting needs of users of 
financial statements in South Africa”, was issued by the 
South African Institute of Chartered Accountants 
(“SAICA”) for comment. The purpose of DP 12 was to 
bridge the expectation gap between users of annual 
financial statements and external auditors. 

A number of recommendations were made, and the most 
important of these, from a bank supervisor’s point of view, 
are highlighted below: 

Accounting 

D It was agreed that accounting standards should be 
revised to take into account the financial reporting 
needs of users of financial statements. A study will be 
undertaken, since pertinent issues in South Africa 
need to be addressed. 

D The relevant sections of the Companies Act, 1973, 
should be amended to provide legal backing for 

accounting standards. A review panel would have to 
be formed to monitor and enforce the legal provisions. 

CI Accounting standards should be amended in line with 
international accounting standards and the conceptual 
framework. 

Auditors 

Ci Auditors should review and give limited assurance on 
all financial information contained in annual reports 
other than the financial statements, as well as on other 
financial information issued by their clients. 

Q The results of practice reviews should be published 
regularly. Such reviews should highlight the number of 
reviews performed, as well as the general findings, and 
all findings relating to fraud, negligence, etc, should be 
disclosed to the public. 

CI The broadening of the scope of the audit, to include 
the expression of an opinion on the proper conduct of 
the company’s affairs and the future risks faced by the 
company, was accepted in principle. 

CI Directors should report on the effectiveness of their 
system of internal control, and the auditors should 
report on the directors’ assessment. 

CI Legislation should be passed to make it an offence for 
any company official deliberately to mislead the 
auditors during the course of an audit. 

Ci SAICA should play an active role in assisting the 
combating of white-collar crime in South Afiica. 

tl The role of the regulator and of the auditor should be 
defined to ensure that the needs of users of financial 
statements are met. 

CI Forward-looking information should be provided in 
the financial statements so that users can make more 
accurate projections about a company’s future 
prospects. This clearly covers the going-concern 
problem that a company might be facing. 

Ethics 

D Audit committees, with a majority of non-executive 
directors, should be formed for all listed companies, 
where possible, and the audit committee should be 
responsible for fixing the audit fee. 
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0 SAICA should make submissions to the SA Law 
Commission for the establishment in law of 
proportionate liability for auditors. The Companies 
Act, 1973, should be amended to allow auditors to 
limit their contractual or other liabilities to the client, as 
well as to provide for additional insurance cover for 
directors and officers, at the company’s expense, to 
cover litigation. 

c3 SAICA should issue guidance to audit firms, 
highlighting the importance of stricter client selection 
and retention procedures. 

The execution of an effective auditing process is a vital 
component of corporate governance. The proposed 
measures will go a long way toward meeting the financial 
reporting needs of users of financial statements. 

RISK E ” G  THE SYSTEM 

The possibility of panics in the market, or market 
disruption, motivated the formulation of the lender-of-last- 
resort policy, known as Bagehot’s Rule, named after a 
prominent 19th century British economist. The rule dictates 
that a central bank “lend fi-eely at a high rate” as long as the 
recipient bank is solvent and can provide collateral that 
would be unquestionably liquid during normal periods. This 
rule can be applied in cases where a bank‘s balance sheet 
consists in the main of structured deposits, capital and 
reserves, and loans. The rule has generally been applied 
when a run on a bank by depositors could result in systemic 
risk, affecting the whole banking sector. 

Banks are now moving away from their traditional role as 
originators and holders of relatively simple debt 
instruments, financed by deposits, to the use of a more 
diverse set of instruments in ways that constitute new 
forms of financial intermediation. Banks’ portfolios thus 
increasingly consist of assets that are actively traded and 
marked to market to reflect their actual market value in the 
financial statements. The historical threat of deposit runs 
has faded as a concern, to be replaced by more complex 
threats to the financial system, increasingly driven by ever 
more sophisticated financial products. 

Judgement concerning the sufficiency of a bank’s capital is 
a principal element in supervisory actions and is also 
important in the central bank‘s lender-of-last-resort 
function. Such a judgement involves a comparison 
between the level of capital and the risk of the activity 
supported thereby. 

Although a large portion of risk management is highly 
quantitative, the most effective approach to risk 
management involves a blend of qualitative and 
quantitative insights. Supervisors will have to find a way of 
reconciling high-technology mathematical modelling with 
an assessment of managerial capabilities. 

INVESTOR PROTECTION 

In the 1994 Annual Report, it was reported that a 
committee to investigate the issue of deposit insurance and 
investor protection, namely the Working Committee on a 
Depositor-Protection Scheme for South Africa, had been 
established. The Committee’s work was specifically 
focused on the protection of depositors holding deposits 
with registered banks and mutual banks. A written 
proposal was submitted to the Chairman of the Policy 
Board for Financial Services and Regulation that the 
Policy Board oversee the work on investor protection being 
done by various committees, to ensure an integrated 
process, aimed at increasing the protection afforded to 
investors in the financial sector. 

At a meeting of the Policy Board on 10 July 1995, it was 
resolved that a subcommittee of the Policy Board be 
established to investigate the issue of investor protection in 
South Africa and that the new committee should comprise 
parties already involved in the initiative. It was therefore 
resolved at a meeting of the Committee on 23 August 
1995 to disband the Working Committee. 

A report, containing the following recommendations with 
regard to a deposit-protection scheme, was subsequently 
submitted to the Policy Board by the Working Committee: 

0 “The Committee is not in favour of an exclusive 
deposit-protection scheme for banks only, but 
recommends that the protection scheme include all 
financial institutions. COSAB has made it clear that it 
will not support an initiative to implement a depositor- 
protection scheme, unless such a scheme forms part 
of a wider investigation aimed at enhancing the 
protection of all investors investing in the financial 
sector. 

Q The acceptance and implementation of an investor- 
protection scheme should not further distort the 
already unlevel playing-fields between the various 
financial institutions. 

0 CareN consideration should be given to the level at 
which protection could be introduced, for example, on 



a preventive level, through more supervision, or on a 
reactive level, by means of an explicit investor- 
protection scheme.” 

MONEYLAUNDERING 

Currently, the Drugs and Drug Trafficking Act, 1992 (Act 
No. 140 of 1992), is the only legislation attempting to 
combat directly the phenomenon of money laundering in 
South Africa. The Act, however, does not refer directly to 
money laundering and is aimed only at the laundering of 
the proceeds of drug mfficking. Apart from any conduct 
that may fall within the scope of the Act, no other instance 
of money laundering is currently punishable under South 
Africa’s criminal law. 

Increased integration in the world’s financial systems and 
the removal of barriers to the free movement of capital 
across international borders have enhanced the ease with 
which criminal money can be laundered and have 
complicated the tracing process. South Africa, as one of 
Africa’s major financial centres, has an important role to 
play in the combating of money laundering, and a clearly 
defined regulatory framework, combined with an effective 
enforcement structure, is therefore essential. 

Since South Africa is aware of the urgent need to redress 
the deficiencies of the current legislation, the South 
African Law Commission is currently drafting legislation 
to criminalise the act of money laundering. A discussion 
document on the regulatory and administrative framework 
for the combating of money laundering is expected to be 
published by the Commission early in 1996. Future 
legislation will probably be based on the 40 
recommendations made by the Financial Action Task 
Force on Money Laundering that was set up by the group 
of seven leaders in June 1989. It is envisaged that one 
central reporting agency will be established to handle all 
reports of suspicious transactions that may involve money 
laundering. It is believed that once legislation has been 
passed, the onus for implementation of the necessary 
procedures and programmes to comply with such 
legislation should rest on the players in the market, and 
that every person has a responsibility to report suspicious 
transactions to a delegated person or authority. 

Business institutions that are often exploited in the money- 
laundering process, such as insurance companies, banks, 
estate agents, etc, may be expected to provide their staff 
with training in order to create greater awareness of the 

phenomenon and to facilitate the reporting ana 
investigation of suspicious transactions. 

MORTGAGE INDEMNITY FUND 

The Mortgage Indemnity Fund (“MIF”) is the special- 
purpose vehicle set up by the Department of Housing to 
indemmfy mortgage lenders against the risk of default by 
certain classes of borrower. This follows the Record of 
Understanding reached between the Minister of Housing 
and the Association of Mortgage Lenders (“AML”) in 
October 1994. In terms of this agreement, in return for the 
cover offered by the MIF, banks would re-enter the lower 
end of the housing market, making 50 000 loans in this 
market in the first year. 

Essentially, MIF cover secures the collateral on a mortgage 
loan against the specific risk that the collateral cannot be 
realised following default on the loan because of a 
breakdown in the due process of law. If this risk 
materialises, the MIF essentially buys in the property from 
the lender at an agreed valuation, following an adjudication 
process. In this way, MIF cover is designed to facilitate 
new lending, particularly in areas where there has been a 
historic problem of bond default. Since the intention of the 
MIF is to “kick start” lending until risk perceptions and 
circumstances normalise, MIF cover will expire in 1998. 

MIF cover also applies on a different basis to loans that 
were non-performing and to properties in possession 
  PIPS'^) at the start of the scheme. In addition to 16 000 
of such loans and properties financed by the South African 
Housing Trust (“SA”’), which is a non-bank housing 
financier, accredited banks have reported some 28 000 
“problemy’ loans. A special vehicle, jointly owned by 
Government and the AML, namely Servcon Housing 
Solutions, has been established to address the situation on 
a coordinated basis. A once-off offer to normalise default 
situations is currently being extended to all defaulting 
borrowers who meet the ‘income criterion and to 
occupants of PIPS. In the event of the client being 
uncooperative and it not being possible for the normal 
process of law to be followed, MIF cover would apply. In 
this way, the MIF will help to reduce banks’ historic 
exposure to mortgage loans in cases where the security 
cannot be realised. 

In order to receive MIF cover, mortgage lenders have to 
apply for accreditation, as well as observe the AML Code 
of Conduct and credit guidelines for the affordable 
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housing market. To date, fifteen (almost all AML 
members) banks and the SAHT have been accredited. 
The MIF does not provide insurance, since no premium is 
charged for the cover. Instead, the costs of running the 
scheme are provided annually by the fiscus. Although 
R50 million was appropriated in the financial year 
1995/96, most of this money has not been used, since 
claims are expected to start only in 1996. 

New mortgage lending has been slow to start under the 
housing programme for a number of reasons identified by 
the Ministerial Task Team on Short-term Delivery. Some 
8 500 mortgage loans have, however, been granted in the 
subsidised housing market since the inception of the scheme. 

NATIONAL PAYMENT SYSTEM 

The South African banking industry has built up an 
efficient infrastructure for the processing and clearing. of 
payments. The cheque-processing system, in particular, is 
highly efficient and, together with the card-processing 
system and an electronic funds transfer system for 
processing high volume debits and credits, provides the 
public with effective payment services. 

The growth in values transacted through the cheque- 
processing system and the systemic risks inherent in the 
current interbank settlement process have, however, 
compelled the South African Reserve Bank (“SARB”) to 
address the payment system in its entirety. 

In 1994, the SARB launched a project to create a strategic 
hnework for a South African national payment system 
(“NPS”) .  The project approach was one of consultation 
and collaboration between the SARB, the banking industry 
and other stakeholders. The first phase of the project was 
successfully completed when a strategy for the reform of 
the N P S  in South Africa was accepted by the banking 
industry on 15 November 1995 and authorised for future 
implementation by the Governor of the SARB. 

The following are the major implications that the strategic 
fixmework will have on the banking industry in South Afi-ica: 

D Risk-reduction measures 

A major shortcoming in the current NPS 
infrastructure, preventing effective interbank-exposure 
management, is the lack of a sophisticated settlement 
system that can support real-time intraday settlement 

of interbank obligations. To this end, a settlement 
: network, comprising an online central bank settlement 
I system and supporting systems, accessible only to 
I banks that have settlement facilities at the SARB, will 
be implemented. The system will give banks multiple 

’ settlement options, inter alia, immediate real-time 
: settlement and guaranteed delayed settlement, together 
i with settlement-exposure monitoring facilities. These 
/facilities will enable banks to manage their payment 
/exposures more effectively and will also provide the 
‘SARB with the necessary information to identify 
problem areas. 

The immediate real-time settlement option will effect 
settlement through prefunded settlement accounts, 
thereby keeping systemic risk contained. In the delayed 
settlement option, the settlement risk will be contained by 
the implementation of exposurecapping arrangements. 
Furthermore, adequate collateralisation of bilateral 
andor multilateral netting agreements will ensure that 
delayed settlement will be effected successfully. 

0 Payment-instruction management 

The risk-containment measures introduced will 
necessitate effective payment-instruction management 
by participating banks. The prefunding of interbank 
payments designated for immediate real-time settlement 
and the introduction of collateral to reduce the risks 
inherent in delayed settlement will require that banks 
give more attention to the management of liquidity and 
payment-instruction traffic patterns. Furthermore, the 
extent and cost of intraday liquidity to participants will 
have to be negotiated. Since this could impact on the 
cost structures of banks, the prudential requirements of 
banks will need to be taken into account. 

Banks will also have to influence the payment 
behaviour of their customers. One of the fundamental 
principles that has been accepted is that credit-push 
payment transactions, whereby the payer (buyer) 
instructs his bank (the paying bank) to make a credit 
transfer, will be the preferred payment practice. This 

offer banks new business opportunities. Credit- 
~ push payment transactions will specifically provide the 
payment mechanism to support delivery-versus- 
payment transactions in the financial markets and 
payment-versus-payment transactions in the foreign- 
exchange markets. 



L l  Levelling of playing-field 

The NPS does not only entail clearing and settlement, 
but encompasses the total payment process, from the 
moment that an end-user issues an instruction to pay 
another person or a business, through to the final 
settlement between banks at the SARB. 

To ensure that the N P S  serves the future needs of the 
country, the NPS has to encourage effective 
competition in the provision of payment services to the 
public and businesses. This does not mean that the 
NPS’s facilities for the clearing and settlement of 
payments will be available to non-banks, but that non- 
banks will be able to act as authorised payment- 
system access points, thereby formally recognising and 
regulating their role as customer payment-service 
providers in the NPS. 

Furthermore, all banks will be eligible to have 
settlement facilities at the SARB. This will result in all 
banks being able to participate in interbank clearing, 
on condition that they comply with fair, equitable and 
transparent entry criteria, applicable to the particular 
payment stream in which they wish to render services 
to their customers. 

It is envisaged that the reformed N P S  will be a self- 
regulating system, with minimal intervention from the 
authorities. Although the SARB will play an important 
role in overseeing the NPS, banks participating in a 
specific payment stream will be responsible for the 
management of that particular stream. This will be 
accomplished by the establishment of Payment Stream 
Associations (PSAs) responsible for, inter alia, the 
introduction of appropriate risk-reduction measures 
and the management of limits and settlement 
arrangements. A PSA will be an association of banks 
providing payment instruments in a specific payment 
stream, and PSAs will be governed by a still to be 
established Payment Association of South Africa, 
which will determine and enforce policy. 

The envisaged N P S  will strengthen risk-management 
capabilities and improve the overall risk profle of banks in 
South Africa. The formal acceptance of non-banks as 
providers of customer payment services and the wider 
participation of banks in the provision of interbank 
clearing and settlement services will lead to increased 

competition and improved payment services to the public. 

INFORMAL FINANCING 

The formal sector in South Africa has often been unable to 
accommodate the needs of many small savers. 
Consequently, the “self-help” culture of a number of 
communities has led to the creation of an ever-increasing 
number of informal financing mechanisms. This is 
evidenced by the large numbers of stokvels, 11 500 at last 
count, registered with the National Stokvels Association of 
South Africa. These stokvels generally enable people of a 
particular community or group to save and, in addition to 
being afforded a chance to receive all the pooled money at 
a particular draw, members satisfy their need for social 
interaction, sharing, caring and belonging. Since it is 
believed that stokvels have done much to uplift people, the 
Bank Supervision Department took the lead among bank 
supervisors in Africa by exempting stokvels, subject to 
certain conditions, from complying with the provisions of 
the Banks Act, 1990, with effect from 1 January 1994. The 
conditions for exemption are, amongst others, that the 
total assets of a stokvel may not exceed R9,9 million and 
that a common bond has to exist between members. 

A disturbing development in this type of financing has 
been the emergence of a number of schemes that, although 
purporting to be stokvels, are in fact nothing other than a 
form of get-rich-quick pyramid scheme. An important 
difference between these schemes and stokvels is that the 
returns promised by the former are much higher, 
sometimes as much as 300 per cent per annum. In order 
for such returns to be paid, the investments of new 
members are used to pay the promised return to previous 
groups of participants in the scheme. There would 
necessarily have to be an unlimited supply of willing 
investors in order for all participants to profit. Simple 
mathematics dictates that the supply of funds is bound to 
run out soon, causing such schemes to collapse and most 
participants to lose their investment. Because of this 
certainty of failure, pyramid schemes are illegal in almost 
all countries of the world. It has nevertheless generally 
been difficult to prosecute the perpetrators of such 
schemes and, in most cases, the money invested was lost. 

The Bank Supervision Department believes that pyramid 
schemes are a threat not only to citizens’ savings, but also 
to the stability of the financial system as a whole. The 
Department will therefore always act with all the power at 
its disposal to close down such operations. 
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EASTANDSOUTHERNAFRICABANKING 
SUPERVISORS GROUP (“ESAF”) 

The Department successfully hosted the second course in 
banking supervision for ESAF member countries from 4 
September 1995 to 15 September 1995. Twenty-one 
participants from 11 of the 15 member countries attended 
the course. 

The main objectives of the course were to enhance the 
participants’ knowledge of: 

CL The various principles, philosophies, approaches and 
methods underlying regulation and supervision. 

CI The duties and responsibilities of the various key 
players in the regulation, supervision and risk 
management of banks. 

CL The minimum standards and basic principles and 
methods in the management and evaluation of various 
risks in banking. 

Another important objective was to promote co-operation 
between supervisors, as well as harmonisation of 
supervision in the region, by arranging opportunities for 
the participants to interact, exchange views and become 
better acquainted. 

The first part of the course was in the form of a two-day 
seminar, providing an update on the latest trends in 
banking supervision. The audience of some 120 people 
was addressed by speakers from the Bank of England, the 
Bank for International Settlements, the United States 
Federal Reserve, the World Bank, the Financial Services 
Board, the International Monetary Fund and the South 
African Reserve Bank. 

The second part of the course consisted of 29 modules, 
five of which were new, as well as case studies. The 
changes to the course were a direct result of the course 
evaluation by the previous year’s participants, who 
evaluated each course module against criteria such as 
practical value, scope, content and usefulness. To enable 
further specific improvements to be made, the participants 
were again requested to evaluate the course. Previous 
recommendations to increase the effectiveness of the 
course, such as a self test for each module and a discussion 
grid, were also incorporated. 

The self test enabled all participants to establish, before 
and after each module, the extent of the knowledge they 
had acquired. In addition, the self test, as well as the 
modules, can be used for internal training purposes by 
participants in their home countries when presenting the 
modules to their colleagues. The discussion grid enables 
participants to compare the various countries’ legislation 
with that in their own country. It can furthermore be used 
for consolidated supervision purposes and as an aid in the 
updating of existing financial legislation. 

In view of the previous year’s recommendations, 
participants were given the opportunity to make a 
presentation on the operations of their home country’s 
supervisory body, as well as current problems and 
challenges facing their country’s banking sector and 
supervisory authorities. Visits were also undertaken to two 
of the large South African banks and the South African 
Mint. The current course format will be retained for 1996, 
and the South African Reserve Bank has indicated that it 
will again host the course during 1996, as part of its 
initiative to provide central banks in Africa with technical 
assistance. 

REGIONALIS ATION 

The democratisation of South Africa and its entry into the 
Southern African Development Community (“SADC”) 
are underpinning efforts already underway to promote 
regional cooperation in Southern Africa, whereby the 
overall size of the regional market will be greatly enlarged 
and new opportunities for cooperation in many areas will 
be created. New opportunities will arise in areas such as 
investment coordination at a regional level, flow of capital 
to productive activities in the region, consolidation of the 
regional market and mobilisation of financial resources for 
development in the whole region. 

Achievement of the aims of regional integration under the 
SADC Treaty requires the establishment of clear rules and 
procedures within which member states can work 
confidently to plan, invest and trade with each other. 
Existing arrangements such as the Southern African 
Customs Union and the Southern African Common 
Monetary Area will be built upon and harmonised with 
SADC’s overall efforts to integrate the economies of 
Southern Africa. 

I 

To promote these aims, a regional policy would be to 
allow, with appropriate conditions, the entry of South 



African banks into SADC coun~es ,  whilst at the same 
time providing incentives to encourage existing foreign 
banks to remain in those countries. From a regional 
viewpoint, it has to be acknowledged that South African 
banks are unique in having the strongest incentive, as well 
as the technological and asset base, to develop a strong 
banking network on a regional scale in the near future. 

The strategy most conducive to the establishment of 
effective financial systems throughout the region is one 
based on institutional flexibility, with the emphasis on 
fostering the operation of an efficient commercial banking 
system within a rigorous regulatory and supervisory 
S t r u c t u r e .  

The setting of common regional regulation standards 
would provide an underpinning for rigorous national 
standards across the region. Establishment of a common 
regional set of standards and supervisory practices is a top 
priority, and the immediate focus is on the development of 
an agenda for action in the following areas: 
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Asset classification, valuation and provisioning 
requirements. 
Bank audit specifications and standards. 
Bank licensing and regulatory requirements. 
Capital-adequacy requirements. 
Deposit-insurance cover and standards. 
Development of a regional interbank deposit market, 
Enforcement powers, fines and penalties for non- 
compliance with laid-down standards. 
Legal framework for debt restructuring and collateral 
recovery. 
Liquidity ratios and reserve requirements. 
Restructuring powers. 
Standardisation of collateral requirements. 

The payments and settlement systems operative in the 
various counmes within the region should be rationalised 
and linked to facilitate payment and settlement across 
borders within the SADC region, especially where banks 
are operating by means of branches across regional 
borders. 

BANK FAILURES 

As has been stated repeatedly by experts in the field 
worldwide, bank supervisors and regulators are neither 
able to prevent bank failure, nor is it their responsibility to 
do so. Well-known bank failures, or near bank failures, 

during 1995 were those of Britain’s Barings Bank (the 
best-known case) and South Afiica’s The African Bank 
Limited (“African Bank”). The investigation and legal 
proceedings relating to the Barings case have been 
finalised. African Bank was placed under curatorship and, 
although operating, is sti l l  under investigation. Whilst 
misconduct at Japan’s Daiwa Bank in the United States of 
America did not result in financial collapse, some 
fundamental lessons can be learnt. 

The Report of the Board of Banking Supervision Inquiry 
into the Circumstances of the Collapse of Barings (“the 
Barings Report”) issued to the House of Commons 
provides valuable insights. This Department deems it 
important to highlight an extract from a chapter headed 
“LRssons arising . . . ”: 

“&zrings’ whpse was due to the unauthorised . . . activih 
of ... one individual (Leeson) that went undetected as a 
m e q m  of a failure of management and other in& 

were not a m v  of the complscity of the business, but 
were primarily a failure on the part of a number of 
itad- to do their jobs proper&:’ 

m m k  of the most basic kind ... The f d n g s  at Banngs 

Important issues highlighted by the Biuings Report 
include the following: 

AU levels of management have a duty to understand 
fuuy the businesses they manage. 

Lines of responsibility and accountability have to be 
clearly established and communicated, and there has 
to be independent monitoring of internal controls. 

Clear segregation of incompatible duties is essential for 
any control system to be effective, particularly as 
regards “front office” and “back office” functions. 

An independent risl-management function has to be 
established within every financial institution. 

Top management and the audit committee have to 
ensure that signiscant weaknesses are resolved quickly 
and that the internal audit function is accorded 
sufficient status and unrestricted access to top 
management. 
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The recommendations of the Barings Report relevant to 
supervisors have already been implemented by this 
Department, such as regular liaison between the 
Department and the chairmen of banks’ audit committees 
and the requirement for external auditors to report on the 
adequacy of a bank’s internal control systems. In line with 
the Barings Report, this Department endorses the 
importance of accurate completion of returns, as well as 
the monitoring of large exposures. Currently, certain 
South African banks are not adequately reporting large 
exposures granted that exceed 25 per cent of qualifying 
capital and reserves, to indicate individual approval of such 
loans. It has to be pointed out that the Basle Committee on 
Banking Supervision suggests a preferred limit of 25 per 
cent of the capital base for a single exposure. 

The Barings Report clearly indicates the importance of 
maintaining a sound system of internal control. The need 
for basic key controls and adherence to fundamental 
principles should not go unheeded. 

Daim Bank 

In September and October 1995, trading losses of over 
US$l billion came to light at both the New York branch 
and a subsidiary of Japan’s Daiwa Bank. Attempts to 
conceal these losses, due largely to a lack of segregation of 
duties, and to mislead the US banking authorities resulted 
in Daiwa Bank being forced to terminate its banking 
operations in the United States in February 1996. 

Mr Alan Greenspan, Chairman of the Board of Governors 
of the US Federal Reserve System, concluded as follows 
on 27 November 1995: 

Y b e k  that there are valuable lessons to be learned by 
bankers and supemion I;om thts unfmunate case. The 
wer  $1 billion loss suffered by Daiwa and ... by 
Barings . . . illustrate the erwrmity of the damage that Can 
be incurred by global trading banks when internul control 
systems are less than adequate. These losses and the 
institutional injuly incurred are far greater than the losses 
banks haw ens-ounteredI;om their authmizedproprietary 
risk-taking positions. Management must pay as much 
attention to such seemingly mundane tusks as back om 
settlement and internal audit functions as to the more 
exotic high technology fiont-end trading systems. Banks 
that neglect muking the requkite imstments in these areas 
do so at their peril ... 

While good examiners are not naive, and don’t expect 
bankers LO bare their souk, nmmaUy they must rely on a 
bask trust that they will not be &d. Howemz when a 
bank has shown through repeared actions that it Cannot be 
trusted, even at the highest bels of the corporation, 
supervisors should resort to extraordinary regulatory 
meaSU?VS.” 

The Daiwa Bank case illustrates that 

The non-implementation of basic internal controls can 
have catastrophic results. 

The financial system is based on integrity, which may 
not be compromised. 

Even large and imposing banks are not immune from 
swift and harsh action by bank regulatory authorities if 
their conduct is unacceptable. 

M c a n  Bank 

Over the past year, the Bank Supervision Department 
identified the accumulation of large overdues as a serious 
problem within African Bank and repeatedly brought the 
m e r  to the attention of both the management and the 
board of directors of African Bank. Unfortunately, African 
Bank was slow to take appropriate action - the warning 
signals went unheeded, poor lending practices continued 
and overdues continued to escalate. In order to prevent a 
total collapse of the bank, which would have resulted in 
many small depositors losing all their money, there was no 
option but to place African Bank under curatorship in 
Se tember 1995. 

The most important lesson learned from the African Bank 
case was that the bank supervisor should set target dates 
for the resolution of problem areas within a bank, and that 
the non-attainment of such targets should result in the 
entire management team of the particular bank being 
replaced by the board of directors. Other important lessons 
learned include the following: 

P 

Neither the bank supervisory authority nor the 
external auditor can regulate against or prevent 
problems within a banking institution. 

Decision-making should not be centralised within one 
person. 
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Whilst it may be difficult to find persons who are “fit 
and proper” for senior positions, it is possibly even 
more difFicut to ensure that they stay “fit and proper”. 

In the above-mentioned cases, losses can be attributed to 
the absence of adequate functional segregation, combined 
with insufficient alertness on the part of management and 
poor internal cormols, allowing internal problems to 
remain undetected for too long a period. 

PERSONNEL OF BANK SUPERVISION DEPmMENT 

During 1995, the composition of the Department’s 
personnel changed markedly for a number of reasons. 

The upsurge in the economy created a demand for skilled 
personnel by commercial banks, resulting in forty per cent 
of the Department’s personnel being recruited by these 
and other financial institutions. The Department was 
fortunate in being able to replace these staff members with 
highly competent individuals. The affirmative action 
programme of the South African Reserve Bank is being 
applied rigorously and, as far as is possible, all external 
appointments are intended to reflect South Africa’s multi- 
cultural population. Currently, 20 per cent (as opposed to 
18 per cent in 1994) of staff  members are regarded as 
afbnative action appointees. 

Because of the dynamic environment in which the 
Department operates, staff members have to undergo 
continuous training to keep abreast of current developments 
in the field of banking supervision, for example: 

D Consolidated supervision, including supervision of the 
numerous off-shore operations of South African 
banks. 

c3 Deregulation of the financial markets, allowing 
corporate membership and dual capacity trading on 
the financial exchanges. 

D Market risk and the intended measurement of value at 
risk using “internal models”. 

In addition, increased and more effective contact is being 
maintained with the banking sector in order to gain a 
better understanding of the business being conducted by 
individual banks. 

In order to provide staff members with as wide an 
exposure to the Department’s different activities as 
possible, a policy of staff  rotation, whereby professional 
staff members are rotated on a two-yearly basis, has been 
implemented, to enable them to have acquired an intimate 
knowledge of all the disciplines within the Department by 
the time they join the managerial ranks. 

The staff complement has remained the same, even 
though the number of registered banks, mutual banks and 
representative offices of foreign banks increased as 
indicated below during 1995: 

1994 1995 

Banks 39 42 

4 Branches of foreign banks 0 

Mutual banks 2 

Representative offices of foreign banks 40 46 
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