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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 



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 

24 



CHAPTER 3 

TRENDS IN SOUTH AFRICAN BANKS 

3.1 Introduction 
3.2 Balance-sheet structure 
3.3 Capital adequacy 
3.4 Profitability 
3.5 Liquidityrisk 
3.6 Interest-rate risk 
3.7 Market risk 
3.8 Credit risk 
3.9 Currency risk 

25 

Page 

26 
26 
29 
33 
34 
36 
38 
41 
44 

i 



cHAPTEiR3 

TRENDS IN SOUTH AFRICAN BANKS 

3.1 INTRODUCTION 

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

Aggregated information of individual banks is contained in the 
reports and graphs in sections 3.2 to 3.9 below. The “big four” 
banks constituted approximately 77 per cent of the banking 
sector in December 1995 (77 per cent in December 1994). It is 
therefore largely their position that is reflected in the reports and 
graphs that follow. 

3.2 BALANCE-SHEET STRUCTURE 

The balance-sheet structure is analysed to determine the type 
and spread of a bank’s business activities, as well as to consider 
the impact of any changes thereto on the risk profde of the 
banking sector. The aggregated balance sheet of the banking 
sector in South f i c a  equalled R401,8 billion as at 3 1 December 
1995. This implies a growth rate of 18 per cent for the year 
under review, when compared to the amount of R340,6 billion as 
at the end of December 1994. The balance-sheet structure as at 
3 1 December 1995 is shown graphically in Figure 1. 
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FIGURE 1: BALANCE-SHEET STRUCTURE 

From the graphs as at 31 December 1995, it is evident that the 
main source of funding, namely deposits from the public, 
constitutes 73 per cent of the total funding (R295,4 billion), 
compared to 70 per cent or R239,7 billion in December 1994. 
The main application of funds is loans and advances to the 
public, amounling to FU 17,4 billion, or 79 per cent of total assets 
(December 1994: R269 billion or 79 per cent of total assets). 

Liabilities 

Compared to the previous year, there has been no sigmficant 
change in either the composition or spread of the bank sector’s 
liabilities. More detail of the year-on-year comparison of liabilities 
is shown in Figure 2. 

Composition of deposits 

Deposits from the public as at 3 1 December 1995, as graphically 
illustrated in Figure 2, constituted 73 per cent of total funding 
and amounted to R295,4 billion. This indicates a growth of 
23 per cent for the year under review. 

When the composition of deposits is analysed on a year-to-year 
basis (see Figure 3), it is clear that investors are moving away 

Liabilities 
December 1995 

Assets 
December 1995 

H Deposits 70% HRepurchase 1% Loans and 79% Other assets 2% 
agreements advances 

4% Acknowledgements 3% Interbank loans 3% Acknowledgamts 2% 

Other liabilities 6% Share capital 7% Investments 5% Monetaryassets 3% 

Foreign funding 6% Monetary liabilities 3% Fixed assets 2% Trading portfolio 3% 
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FIGURE 2: LIABIlsllEs - YEAR-ON-YEAR COMPARISON 

December 1994 December 1995 

*Deposits 70% Repurchase 2% *Deposits 73% Repurchase 2% 
agreements agreements 

Interbank 7% Acknowledgements 2% Interbank 4% Acknowledgements of 2% 
funding of debt rediscounted funding debt rediscounted 
Otherliabilities 6% Sharecapital 7% Otherliabilities 6% Sharecapitaland 7% 

Foreignfunding 6% Foreignfunding 6% 
and reserves reserves 

* Including monetary liabilities 

FIGURE 3: COMPOSITION OF DEPOSITS 

December 1994 

- 1  
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Fixed 41% =Demand 36% 

Savings 10% Negotiable 13% 
certificates 
of deposit 

December 1995 

\ 

Fixed 37% Demand 37% 

9% Negotiable 17% 
certificates 
of deposit 
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from long-term investments (fixed and notice deposits and 
savings) towards shorter term to medium-term investments, such 
as demand deposits and negotiable certificates of deposits 
(“NCDs”), thereby increasing the liquidy risk of banks. Both 
demand deposits and NCDs showed a marked increase. Demand 
deposits increased from R87,4 billion in December 1994 to 
R112,l billion in December 1995, a growth of 28 per cent NCDs, 
on the other hand, escalated by 61 per cent, from W0,9 billion in 
December 1994 to R49,9 billion in December 1995. Reasons for 
the increase in NCDs are the negotiability and the term of the 
instrument, which add to its popularity in the market place. 

Other major liabilities included capital and reserves of R28,6 billion 
(which increased by 20 per cent, when compared to the previous 
year’s balance of R23,9 billion), interbank funding of R15,3 billion 
(indicating a decrease of 33 per cent compared to the previous 
year’s amount of R22,8 billion) and other liabilities (which 
increased by 14 per cent to R23,6 billion). Other liabilities include 
balances due to the South African Reserve Bank, creditors, 
impairments and tax liabilities, as well as other funding liabilities. 
Foreign funding amounted to R25,2 billion as at the end of 
December 1995. This is an increase of 33 per cent when 
compared to the amount of R18,9 billion of the previous year. This 
is a direct result of the increased exposure of South African banks 
to foreign markets arising from the political changes in the country. 

FIGURE 4: ASSETS - YEAR-ON-YEAR COMPARISON 

Assets 

The year-on-year comparison of assets indicates the following 
material changes, as depicted in Figure 4: 

- Non-bank advances grew by 18 per cent, from R269 billion 
in December 1994 to R317,4 billion in December 1995. 

- Monetary assets increased from R6,6 billion in December 
1994 to R10,4 in December 1995, a growth of nearly 58 per 
cent. 

- The trading portfolio escalated by 48 per cent, from 
R8,5 billion in 1994 to R12,6 billion in December 1995. 
This figure confiims that banks have increased their 
involvement in trading activities in order to take advantage of 
this source of income and to hedge other risks. 

- The investment portfolio increased by 19 per cent, to 
R20,9 billion in December 1995. 

Composition of loans and advances 

The composition of loans and advances is shown graphically in 
Figure 5. Loans and advances to non-banks constituted the main 

December 1994 December 1995 I 
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FIGURE 5: COMPOSlTION OF LOANS AND ADVANCES 

December 1994 December 1995 

L 

Mortgageloans 40% fl  Foreignloans 6% Mortgage loans 40% Foreign loans 5% 

Instalment debtors 16% Overdrafts and loans 28% Instalment debtors 17% Overdrafts and loans 28% 

other, 

Resale 

3% Acknowledgements 4% =Other* 

1% a Credit card debtors 2% Resale 
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* Negotiable certificates of deposits and redeemable preference shares 

3% Acknowledgements 4% 
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component of credit risk and comprised 79 per cent of banks’ 
total assets, amounting to R3 17,4 billion as at 3 1 December 1995 
(79 per cent and R269 billion as at 31 December 1994). 

The growth in loans and advances of 18 per cent (R48,4 billion) 
for the year ended December 1995, as opposed to the growlb 
of 15,9 per cent (R37,2 billion) in the previous year, can be 
ascribed to increases in the following five areas: 

- Mortgage loans increased from R110,4 billion to 
R130,4 billion, an increase of 18 per cent. 

- NCDs increased by 69 per cent, from R4,2. billion to 
R7,l billion. 

- Credit cards increased from R4,8 billion to R7,l billion, an 
increase of 48 per cent. 

- Redeemable preferences shares increased by 30 per cent, 
from R3,7 billion to R4,8 billion. 

- Instalment debtors increased from R45,9 billion to 

RS6,9 billion, an increase of 24 per cent. 

The increase in NCDs is due to an active interest-rate risk- 
management strategy being followed by banks, in a year that 
was marked by upward pressure on interest rates. The 
composition of loans and advances remained virtually the same 
as in the previous year. 

As graphically indicated in Figure 6, it can be concluded that 
although the growth in mortgage loans will result in a lower 
yield to banks, thereby adversely impacting on profitability, the 
fact that a mortgage loan is a secured loan should result in a 
lower bad debt figure, in the event of the security having to be 
realised. 

3.3 CAPITAL ADEQUACY 

Capital provides a cushion for potential losses of a bank that 
would otherwise have to be borne by depositors, who provide 
the funding for loans and advances. Although it is very 
important for a bank to be adequately capitalised, capital itself 
is no guarantee against the failure of a bank that is mismanaged. 
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FIGURE 6: GROWTH IN SELECTED LOANS AND ADVANCES 
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A current development is that in order to comply with 
international practice, banks will be required to hold, with effect 
from 1 January 1996, capital against both credit risk and market 
risk, instead of only against credit risk, as in the past. For most 
banks, this development will result in an increased capital 
requirement. 

As graphically indicated in Figure 7, as at 3 1 December 1995, all 
but four banking institutions (1 994: 5 institutions) met and or 
exceeded the 8 per cent capital requirement guideline laid down 
by the Bank for International Settlements. This is an indication 
of banks realising that, in order to compete internationally, an 
increased level of capital is required. 

Total capital and reserves equalled R28,6 billion in December 
1995 (R23,9 billion in December 1994). Of this amount 
R28,O billion (1994: R22,l billion) qualified as capital and 
reserves for capital-adequacy purposes. Qualifying capital and 
reserves grew by 26 per cent for the year ended 31 December 
1995 (1994: 26 per cent). This increase was necessitated by the 
growth in the banking sector, since risk-weighted assets and off- 
balance- sheet items grew by 20 per cent (1994 15,4 per cent) 
during the same period. 

Primary capital and reserves constituted 71 per cent (1994: 
73 per cent) of qualifying capital and reserves, before the 
deduction of impairments of R1089 million (1994: 
R756 million). In absolute terms, primary capital and reserves 
grew by 24 per cent during 1995 (1994: 24 per cent). 

On a year-on-year basis, secondary share capital and reserves are 
steadily increasing, both in absolute value (R9,2 billion in 
December 1995 and R6,8 billion in December 1994) and as a 
percentage of total quallfylng share capital and reserves (33 per 
cent in December 1995 and 31 per cent in December 1994). 
The capital adequacy of total banks is graphically depicted in 
Figure 8. 

Risk proiile of on- and off-balance-sheet items 

For the year ended 31 December 1995, total assets and off- 
balance-sheet items grew by 19 per cent, and total risk- weighted 
assets and off-balance-sheet items grew by 20 per cent. The 
asset spread has thus remained fairly constant during the past 
year. 

Off-balance-sheet items had the effect of lowering the average 
risk weighting (of approximately 69 per cent) of balance-sheet 

30 



FIGURE 7: DISTRIBUTION OF BANKS IN TERMS OF CAPITAL ADEQUACY 
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FIGURE 8 CAPITAL ADEQUACY - PERCENTAGES AND RAND VALUES 
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FIGURE 9: RISK PROFILE OF ON- AND OFF-BALANCE S m  l"!3 
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FIGURE 1 0  COMPOSITION OF THE INCOME STATEMENT 
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assets to an average risk weighting of 67 per cent for assets 
and off-balance-sheet items combined. Off- balance-sheet 
items accounted for approximately 9,6 per cent of total assets 
and off-balance-sheet items combined (1994: 8,7 per cent). 
(See F i  9.) 

For the year ended 31 December 1995, total income amounted 
to 6,2 per cent of total assets (1994: 6,3 per cent), whilst 
operating expenses and provisions constituted 4,8 per cent of 
total assets (1 994: 4,9 per cent). 

3.4 PROFITABILITY 

The profitability of banks is reviewed to determine the quality of 
income and the long-term sustainability of activities. Therefore, 
the analyses focus on: 

- 
- 

Quality of earnings (riskiness of earnings) 
Balance in the sources of income (a variety of sources of 
income, which are well spread). 
Nature of income (from the intermediation function, 
agency-type or advisory activities). 
Integrity of the information (whether the income statement 
is consistent with the balance sheet). 
Profitability of assets and effectiveness of activities versus 
cost control and cost opthisation. 
Balance between the effort expended on activities and the 
income generated therefrom. 
Structural changes in profitability during the year. 

- 

- 

- 

- 

- 

It can be concluded from Figures 10 and 11 that a bank's main 
source of income is derived from the intermediation function, 
consisting of the interest margin (3,l per cent of total assets) and 
transaction-based fees (1,5 per cent of total assets). Income from 
the intermediation function is in most cases adequate to cover 
operating expenses and provisions. Therefore, profitability 
depends mainly on fee- and knowledge-based income, as well as 
investment income. 

Fee- and knowledge-based income equalled 0,9 per cent of total 
assets (1 994: 0,9 per cent), whilst investment income, generated 
mostly from investments in government stocks and treasury bills, 
held to comply with the liquid-asset requirements, amounted to 
0,7 per cent of total assets (1 994: 0,6 per cent). 

Interest income increased by 35 per cent (1994 10,3 per cent) 
for the year ended 31 December 1995, whilst interest expense 
increased by 44 per cent for the same period (1994 1 1,8 per 
cent). This has impacted negatively on the interest margin, which 

FIGURE 11: INCOlME AND EXPENDITURE EXPRESSED AS A PERCENTAGE OF TOTAL ASSETS 
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FIGURE 12: PROFITABILITY RATIOS - 12 MONTH MOVING AVERAGE 
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has likewise decreased by 1 1 per cent (1 994 6,6 per cent). 

The biggest contributer to interest income is interest on mortgage 
loans, which amounts to 40 per cent of total interest income 
(1994 39 per cent). Interest received from instalment debtors 
and on overdrafts and loans constituted 19 per cent (1994: 
19 per cent) and 26 per cent (1994: 28 per cent), respectively, of 
total income. The growth in these areas is due mainly to the 
increase in rates and the growth in the underlying assets. 

The total i n m t  expense increased by 44 per cent (R12,2 billion) 
compared to the previous year’s increase of 11,8 per cent 
(R2,9 billion), as a result of the increase in both interest rates and 
funding volume during the year under review. Interest paid on 
fixed and notice deposits constituted the biggest part of the 
interest expense, attracting 36 per cent of the interest expense, 
and is therefore the most expensive form of funding although it 
constituted only 27 per cent of total funding. Demand and NCD 
funding constitute 25 per cent and 16 per cent, respectively, of 
the total interest expense, followed by the interest expense on 
other funding, foreign funding and savings deposits, which 
equalled approximately 14 per cent. 

Operating expenses increased by 17 per cent @2,4 billion) when 

compared to the previous year’s increase of 9,9 per cent 
(R1,2 billion). The significance of this increase is that the asset 
base grew by 18 per cent (1994 16 per cent), thereby indicating 
that banks were able to grow their business cost dectively. 

The banking sector, therefore, had a before-tax return on assets 
of approximately 1,3 per cent (1994: 1,4 per cent) and an after- 
tax return on assets of 0,9 per cent (1994 0,9 per cent). The 
average after-tax return on equity for the banking sector was 
12,7 per cent (December 1994 12 per cent). (See Figure 12.) 

3.5 LIQUIDITYRISK 

Liquidity-risk management deals with expected future cash flows 
and the mismatch between inflows and outflows. 

The statutory return for liquidity risk has been adapted to cater 
for those institutions that have asset-and-liability models. 
Therefore, the interrelationship with interest-rate risk 
management and the impact of counterparty risk on cash flows 
have to be borne in mind. Mismatches may develop in various 
future time bands, because management has taken a specific view 
on future interest-rate movements. 
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FIGURE 13: STATUTORY LIQUID ASSETS -ACTUAL VERSUS REQUIRED 
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statutory liquidity 

The liquid-asset requirement is calculated on total liabilities less 
capital and reserves. Therefore, as total liabilities increase, so will 
the liquid-asset requirement increase (see Figure 13). The 
decrease in liquid assets held is due mainly to notes and coin now 
being included in the increased reserve balance required as firom 
February 1995 and, therefore, no longer being included as liquid 
assets or excess liquid assets. 

The average daily amount of liquid assets held has been in excess 
of the liquid-asset requirement. The liquid assets held as at 
3 1 December 1995 consist mainly of stocks issued in terms of the 
Exchequer Act, 1975, (78 per cent), followed by Treasury bills of 
the Republic of South Africa (15 per cent) and Land Bank bills 
(4 per cent). 

Cash-management schemes managed on behalf of banks' clients 
and set-off showed a fairly stable trend during the period under 
review. The said cash-management schemes and set-off as at 
31 December 1995 represented 9 per cent and 7 per cent, 
respectively, of total liabilities. This means that total average 
liabilities, less capital and reserves, were reduced by 16 per cent, 
or R60,3 billion (as opposed to 13,l per cent, or R48,6 billion, in 

December 1994), for purposes of computing the liquid-asset and 
reserve-balance requirements. (See Figure 13.) 

Short-term liquidity mismatch 

The trend of the mismatch over time, as well as the size thereof, 
is important, since an increase in the mismatch could indicate 
that a bank has a potential funding problem. 

In evaluating the short-term liquidity mismatch, consideration 
has to be given to the fact that the form DI 300 is currently under 
review. Differences in interpretation cause differences in banks' 
time periods for theoretical and anticipated mismatches, and in 
the items included or excluded in the DI 300 returns submitted 
by banks. 

The theoretical mismatch showed a fairly stable trend at 
approximately R66,6 billion. The anticipated short-term 
mismatch, as derived from the ALCO models of banks for 
December 1995, amounted to R36,8 billion, which is R41,8 billion 
less than the theoretical mismatch of R78,6 billion at that date. 
(See Figure 14.) 



volatility of funding 

As at 31 December 1995, wholesale deposits, which showed an 
inmeaskg trend during the past year, constituted 66 per cent of 
total wholesale and retail deposits (December 1994 63 per cent). 
This accentuates the banking sector's dependence 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. 

The aggregate amount for the 10 largest depositors of individual 
banks averaged approximately R36,3 billion for the year under 
review (1994 FU7,7 billion). Expressed as a percentage of the 
aggregated amount of total liabilities to the public, large 
depositors and wholesale deposits equalled 12,s per cent and 
60 per cent, respectively. Figure 15 shows the trend in wholesale 
deposits and large depositors, expressed as a percentage of total 
deposits. 

sources of liquidity 

The management of liquidity risk entails ensuring that lines of 
funding are available to bridge short-term fluctuations in funding. 

FIGURE 14: SHORT-TFBM LlQUIDlTY MISWTCH 

Sources of liquidity consist mainly of money-market funding and 
liquid assets. It is, however, unlikely that all banks would 
experience liquidity problems at the same time. 

3.6 INTEREST-RATERISK 

The statutory return on interest-rate risk measures a static gap in 
respect of interest-sensitive assets. It then uses dynamic sensitivity 
analysis to measure the impacty 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 curve is constructed from the forecast 
movements in the wholesale call rate, the three-month NCD rate 
and the 12-month NCD rate, thus covering the call, three- 
monthly, six-month and twelve-month time bands. This is shown 
graphically in Figure 16. 

The cumulative three-month repricing gap - that is, the net value 
of assets or liabilities that would be sensitive to in--rate changes 
in that period - remained positive for the year ended 3 1 December 
1995. This would indicate that, should interest rates change, 
interest-bearing assets would reprice faster than interest-bearing 
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FIGURE 15 WHOLESALE DEPOSITS AND LARGE DEPOSITORS 
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FIGURE 16: REPRICING STRUCTURE AND EXPECTED YIELD .CURVES 
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FIGURE 1’I: POTENTIAL EFFECT ON CAPlTAL As A RESULT OF A CHANGE IN THE BANK RATE 
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liabilities. In a period of declining interest rates, an asset-sensitive 
book would place pressure on interest margins. Further scrutiny of 
Figure 16 would appear to indicate that the banking sector is 
positioning itself to take advantage of a possible decline in rates. 

A sensitivity analysis is performed 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 should rates decrease (or increase) as a result of a 1 per 
cent fall (or rise) in the bank rate and should a bank not be able 
to restructure its balance sheet in the short term. 

Asset and funding matutr ‘ty structure 

From Figure 18, it can be concluded that the short-term 
component of total funding amounts to 40 per cent, whilst the 
short-term component of assets amounts to 28 per cent. All 
indications are that banks are gearing themselves for a possible 
decrease in the interest rate. The implication thereof is that 
liabilities will be repricing faster than assets. 

3.7 lciARKETRISK 

Market risk became even more relevant when banks commenced 

securities trading activities as trading members of The 
Johannesburg Stock Exchange, on 8 November 1995. During 
October 1995, the South African Reserve Bank issued a position 
paper on market risk, as well as a document titled “The Capital 
Adequacy Directive”, dealing specifically with the capital 
requirements imposed on the market risk attached to securities 
trading. Capital-adequacy requirements have been imposed on 
banks’ securities trading activities with effect from 1 January 
1996 (see Chapter 2 of this Annual Report). 

The net effective open position of capital-market positions and 
the effect on capital and reserves are illustrated in Figure 19. 

Market risk for total banks remained fairly constant since the net 
effective open positions before and after derivatives were stable 
during the review period. The impact, as a percentage of capital, 
amounts to between 0,l per cent and 0,3 per cent, for the year 
under review. 

Turnover in derivatives 

Turnover in derivative instruments fluctuated widely during the 
year under review, from approximateLy R67,2 billion in 
December 1994 to approximately R90 billion in December 1995. 
The latter amount is equal to 22 per cent of total assets, as 
opposed to 19 per cent in December 1994 (see Figure 20). 
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FIGURE 18: CONTRACTUAL MATURITY 
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FIGURE 19: PERCENTAGE OF CAPITAL EXPOSED As A RESULT OF CAPITAL-MARKET POSITIONS 
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FIGURE 2 0  TURNOVER IN DERNATIW CONTRACTS 
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FIGURE 21: UNEXPIRED DERNATIW CONTRACTS 
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Unexpired derivative contracts 

Unexpired exchange-traded derivative contracts amounted 
to R99,l billion in December 1995 (December 1994: 
R170,l billion), representing 25 per cent of total assets. Since 
peaking in April 1995, as graphically depicted in Figure 21, 
unexpired derivative contracts showed a sharp and steady 
decline, from R259,6 billion in March 1995 to R99,l billion in 
December 1995. 

3.8 CREDIT RISK 

Analysis of overdue amounts 

Compared to the previous year’s amount of R10,6 billion, the 
gross amount of overdues (R1 1,l billion) showed a fairly stable, 
but increasing trend. In December 1995, overdues, as a 
percentage of total loans and advances, amounted to 3,3 per cent, 
an improvement when compared to 3,6 per cent in December 
1994. These trends are carefully monitored. 

The gross amount overdue on mortgage loans increased from 
R4,l billion in December 1994 to R4,2 billion in December 
1995. Although the mortgage book grew by 18 per cent during 
the year under review, overdues, as a percentage of mortgage 
loans, decreased to 3,2 per cent in December 1995 (December 

FIGURE 22: ANALYSIS OF OVERDUE ACCOUNTS 
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suspended on 78 per cent (83 per cent in December 1994) of 
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Provisioning policy for bad and doubtful debts 

Although total loans and advances grew by 17 per cent during 
the year under review, the level of specific provisions for total 
loans and advances, as a percentage of overdues, as at the end of 
December 1995, remained constant at 52 per cent when 
compared to the previous year. Specific provisions for bad debts, 
as a percentage of overdue amounts, were as follows as at 
3 1 December 1995: 

Mortgages 

Instalment 
Sales 
Other loans 
and advances 

19 per cent (1 6 per cent on 
3 1 December 1994). 
59 per cent (56 per cent on 
31 December 1994). 
76 per cent (81 per cent on 
31 December 1994). 

Provisions, as a percentage of total overdues, are graphically 
illustrated in Figure 23. 

Large exposures 

Large exposures granted and utilised during 1995 are graphically 
illustrated in Figure 24. 

As at the end of December 1995, large exposures granted 
amounted to 1020 per cent of total capital and reserves 
(December 1994 1095 per cent), whilst large exposures utilised 
amounted to 446 per cent (December 1994: 387 per cent) of 
total capital and reserves. 

The guidelines of the European Economic Community 
recommended 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. 

Overdues in respect of large exposures decreased by 60 per cent 
over the past year, whereas overdues, as a percentage of total 
large exposures utilised, equalled 0,l per cent at 31 December 
1995 (December 1994 0,3 per cent). 

Quality of assets 

Seventy-nine per cent (December 1994: 79 per cent) of the 
assets of the banking sector earned a reasonable margh, whilst 
10 per cent (December 1994 10 per cent) earned a small margin, 
and the remaining 11 per cent (December 1994: 11 per cent), 
which includes infrastructure, earned no margin (see Figure 25). 

FIGURE 23: PROVISIONS, AS A PERCENTAGE OF TOTAL OVERDUES 
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FIGURE 24: LARGE EXPOSURES GRANTED AND UTILISED, AS A PERCENTAGE OF CAPITAL 
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FIGURE 25: ASSET PERFORMANCE 
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3.9 C U " C Y R I S K  

For the period under review, the net open position in foreign 
currency after h e w  w e e d  within the limit of 10 per cent 
of capital and reserves. The aggregated net effective open 
position of individual bank, expressed as a percentage of capital 
and reserves, amounted to 0,l per cent for December 1995 
(December 1994 0,3 per cent) and is therefore insignificant as 
regards total institutions. Although total banks indicated a net 

effective open Paition of far less than 10 per cent of capital and 
reserves, individual banks are monitored closely owing to 
increased international trading. 

The Position in foreign--ncy i n S ~ e n t . 3  and the lisuidity 
maturity smcture of Us d o h  positions are sh~m in 
26 and 27, resPedVdY- 

FIGURE 26: POSlTION IN FOREIGN-CURRENCY INSTRUMENTS 
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CHAPTER4 

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 1995. 

AMENDMENTS TO THE BANKS ACT, 1990 

Since the promulgation of the Banks Amendment Act, 
1994, this Department, in the process of administering the 
Banks Act, 1990, and in its day-to-day consultations and 
contact with banks, has identified certain further aspects in 
respect of which the Banks Act is in need of improvement. 
In order to effect such improvements, it is proposed that 
certain amendments to the Banks Act be made in the 
course of 1996. The most significant of these proposals 
can be explained as follows: 

tl Definition of “deposityy 

The noun “deposit” is defined in the Banks Act as, 
basically, “an amount of money paid by one person to 
another person subject to an agreement in terms of 
which an equal amount or any part thereof will be ... 
repaid . . .”. It is intended to amend the said definition 
to make it clear that an amount of money so paid and 
to be repaid remains a deposit, regardless of whether 
the repayment is made by the person originally 
accepting the deposit or by any other person. 

tl Terms related to definition of “executive 
officer” 

The expression “executive officer”, in relation to a 
bank, is defined in the Banks Act as also including an 
“employee in charge of a risk management function”. 
With a view to legal certainty, it is regarded necessary 
also to provide a definition for “employee in charge of 
a risk management function”. Since it is also regarded 
necessary to provide further elucidation of the 
expression “executive officer”, it is proposed that the 
word “manager”, which forms part of the definition 
of “executive officer”, also be defined. 

0 Financial intermediaries 

The effect of paragraph (ff) of the definition of “the 
business of a bank” in section 1 of the Banks Act is to 
allow the acceptance of funds from the general public 
by financial intermediaries other than banks, provided 
that - 

the main business activities of such financial 
intermediaries (such as trust companies, 
stockbrokers, audit f m s ,  etc.) are regulated or 
controlled in terms of, by or under an Act of 
Parliament; and 

such intermediaries are specially designated by the 
Registrar of Banks, by notice in the Government 
Gazette, and such intermediaries act purely as 
agents and accept funds from their clients solely for 
the purpose of the effecting of a money-lending 
transaction directly between such client, as lender, 
and a bank, as borrower. 

By section l(g) of the Deposit-taking Institution 
Amendment Act, 1993 (Act No. 9 of 1993), a proviso 
was added to the said paragraph (fo in terms of which 
such financial intermediaries, whilst stil l  referred to in 
the said proviso as “agents”, were nevertheless allowed 
to pool funds received from their different clients and, 
by necessary implication, to place such pooled funds 
as a lump sum with a bank. On reconsideration, it 
would now appear that the said paragraph (ff), as 
currently worded, is inherently contradictory, in that a 
financial intermediary administering a lump sum of 
pooled funds cannot place or otherwise deal with such 
funds other than in his own name, thus rendering him 
a principal to any transaction effected by him in the 
execution of the mandates in terms of which the 
constituent amounts of the pooled funds were 
entrusted to him by his respective clients. 

Amendments are proposed to separate the two 
different legal relationships, namely pure agency and 
mandate, currently lumped together in said paragraph 
(ff), from each other and to deal, in a proposed new 
paragraph (gg), with the situation in which funds are 
pooled by a mandatary. 

Q Representative offices 

Section 34 of the Banks Act provides for the 
establishment of a representative office in the Republic 
by a foreign banking institution. In its current form, 
section 34 does not provide for the furnishing of 
sufficient information to the Registrar of Banks to 
enable him, when considering an application for his 
consent to the establishment of such a representative 
office, to discharge his supervisory duties in terms of 
the minimum requirements laid down by the Basle 
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Committee on Banking Supervision. Furthermore, a 
need has been identified for the business of 
representative offices to be subject to some form of 
supervision by this Department. To provide for 
possible legal prescriptions in this regard, section 34 is 
in need of amplification, so as to empower the 
Registrar to obtain information, .the nature of which is 
to be prescribed by regulation, from representative 
offices after their establishment. 

D Jointventures 

Section 52 of the Banks Act lists various corporate 
activities within or outside the Republic, such as the 
establishment of subsidiaries, the opening of branch 
offices, the acquisition of an interest in a foreign 
undertaking, the creation of a trust, etc., into which 
banks and bank controlling companies may not 
expand without the prior written approval of the 
Registrar. As listed, the said activities leave a measure 
of uncertainty as to the freedom of banks and 
controlling companies to invest in so-called joint 
ventures, that is, a bank or controlling company 
entering into a contractual arrangement with one or 
more other parties jointly to undertake an economic 
activity. 

It is deemed advisable that the entering into such joint 
ventures by banks and controlling companies also be 
made subject to the prior written approval of the 
Registrar of Banks, provided, however, that such 
approval will be required only when a particular joint 
venture will expose the bank or controlling company to 
an amount of more than five per cent of its capital and 
reserves. 

c;I Compromises, amalpamations, arrangements 
and af€ected transactions 

Section 54(3) of the Banks Act regulates the transfer 
of assets and liabilities and rights and obligations 
attendant upon an amalgamation of banks or the 
transfer of some or all of its assets and liabilities by a 
bank to another bank or to a person approved by the 
Registrar of Banks. As currently worded, section 54(3) 
refers, in a rather generalised manner, to the transfer 
of all assets and liabilities, rights and obligations, etc., 
to the amalgamated bank or bank or person taking 
over the assets and liabilities, and does not address 
actualities such as a partial transfer of assets and 

liabilities or a lapse - necessitated by the terms and 
conditions of the relevant amalgamation or transfer - 
of rights, obligations or other legal relationships. It is 
intended to remedy this ostensible defect in the 
section. 

Section 54(8) provides for the endorsement of title 
deeds, bonds or other documents recording rights, and 
for the alteration of registers to record the transfer of 
rights, in the event of an amalgamation of banks or the 
transfer, by a bank, of all or part of its assets and 
liabilities. The officials charged with the duty of 
effecting such endorsements or alterations are the 
Registrar of Companies, Masters of the Supreme 
Court and officers in charge of deeds registries. As a 
result of banks’ growing involvement in the capital 
market, a deficiency has developed in the provisions of 
section 54(8), in that no mention is made of the 
transfer of rights to shares, stock, debentures or other 
marketable securities. Section 54(8) needs to be 
supplemented in this respect. 

Situations unique to the banking sector have indicated 
a need for some form of cost relief to banks involved in 
amalgamations or the transfer of their assets and 
liabilities. Certain transactions, involving the 
amalgamation of banks or the transfer, by a bank, of its 
assets and liabilities to another institution, are 
occasionally entered into in pursuance of a request or 
recommendation made by the Registrar of Banks in 
the interests of effective supervision of banks or the 
maintenance of a stable banking sector and, as such, 
can be regarded as being of an involuntary nature. It is 
considered that such transactions merit exemption 
from standard dues payable to the State, provided, 
however, that each case be considered individually and 
that the costs be waived only with the express consent 
of the Minister of Finance, granted on the 
recommendation of the Registrar of Banks and after 
consultation with the Commissioner for Inland 
Revenue. It is proposed that a mechanism for such 
cost relief be inserted into this section. 

Pchairman ship of board of directors 

It is proposed that section 60(3) of the Banks Act be 
amended so as to confine the chairmanship of the 
board of directors of a bank or a bank controlling 
company to a non-executive member of such a board. 
This proposal is in accordance with recommendations 
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made by the King Committee on Corporate 
Governance. 

D Set-off while a bank is under curatorship 

Paragraph (b) of section 69(6) of the Banks Act 
currently provides that whilst a bank is under 
curatorship, the operation of set-off in respect of any 
amount owing by a creditor to such a bank shall be 
suspended. The object of this provision is self-evident, 
namely, to create the most favourable circumstances in 
which the curator can attempt to restore the bank to a 
state of financial well-being. It has, however, been 
realised that the relevant provision can have the same 
deleterious effect on the functioning of, and the risk 
exposure of participants in, the financial markets that 
the provisions of the Insolvency Amendment Act, 
1995 (Act No. 32 of 1995), seek to eliminate in the 
case of the insolvency of a participant in those 
markets. It is consequently proposed, in accordance 
with a recommendation to this effect received from 
interested parties, such as The Council of Southern 
African Bankers, that paragraph (b) of this section be 
deleted. 

AMENDMENTS TO THE REGULATIONS UNDER THE 
BANKS ACT, 1990 

Although the Regulations relating to Banks were rewritten 
in 1993, becoming effective on 3 January 1994, further 
amendments, including changes to certain definitions, 
have become necessary. A new set of the Regulations, 
incorporating these changes, will be promulgated during 
the first quarter of 1996. 

The most significant amendments that will be 
incorporated in the Regulations are the following: 

D Regulation 6 - Audit report 

The auditor is to report annually on any significant 
weaknesses in the system of internal controls relating 
TO financial and regulatory reporting and to non- 
compliance with regulation 39(l)(a), concerning the 
statement to be submitted by serving or prospective 
directors or executive officers. 

D Form DI 300 - Liquidity risk 

The DI 300 renun has been simplified to reflect cash 

D 

D 

D 

D 

D 

D 

flows exclusively, with a time h e  not exceeding six 
months. 

Form DI 310 - Minimum reserve balance and 
liquid assets 

The existing return DI 3 10 has been amended, by 
deletion of the deductions in respect of repurchase 
agreements for securities traders. 

Form DI 400 - Capital adequacy 

The DI 400 return has been revised to incorporate 
tertiary capital because of there being a distinction 
between a trading and a banking book for securities 
trading activities. 

Regulation 23(6)(c) - Capital-adequacy risk 
we&wwP 

The definition of “overdues” has been reintroduced, 
thereby allocating a risk weighting of 100 per cent to 
overdue monthly instalments on urban residential 
ProPerry. 

Regulation 23(6)(p) - Table of risk we4ghtings 

Goodwill has been added to the list of impairments of 
capital mentioned in the risk-weighting table. 

Form DI 402 - Counterparty risk 

The DI 402 return has been expanded to include capital 
weighting and to recogrise the netting of contram. 

Form DI 403 - Foreign operations of South 
-can banks 

An amendment to the DI 403 return entails that it has 
to be signed by the foreign chief accounting officer 
and the foreign chief executive officer. In addition, the 
sectoral classification in section 6.3 has been amended 
to coincide with the Standard Industrial Classification 
of all Economic Activities. 

Form DI 410 - Interest-rate risk 

The DI 410 return has been simplified, and the 
reporting of the repricing gap has been reduced to a 
maximum of six months. 
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D 

D 

Form DI 420 - Market risk 

The DI 420 return has likewise been simplified, 
thereby requiring banks to report their value at risk 
after taking inti, account their transactions in 
derivatives. 

Form DI 500 - Credit risk 

An amended DI 500 return was published in 
Government Gazette No. 16383 of 28 April 1995. 
The sectoral classification under paragraph 5 has also 
been amended. 

Form DI 600 - Currency risk 

The effective net open position, shown as a percentage 
of net qualifying capital and reserves, has been 
increased to 15 per cent. 

D 

Regulation 36(2)(a) and (b) 

More information has to be furnished when 
application for expansion, domestically or 
internationally, is made by a bank. 

Regulation 37(5) - Conduct of directors 

The annual reporting by directors and external 
auditors is to be brought in line with the 
recommendations of the King Committee on 
Corporate Governance. 

General 

All references to provisional and fmal registration have 
been deleted. 
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APPENDIX 1 

ORGANISATIONAL STRUCTURE OF THE BANK SUPERVISION DEPARTMENT 

General Manager 
(Registrar) 

C F Wiese 

Supervision of 
Individual Banks 

E M Kruger and 
JAMartin 

Functions 
1. Consolidated supervision of 

2. Discussions focusing on strategic 
banlw3 groups 

issues with various levels of banks' 
management 

3. Assessment of risk-management 
systems and controls 

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 

I I 

Operational Management 
and Correspondence 
@ePutY Registrar) 

ABezuidenhout I 

F~ctiOllS 
1. Representation of Department on 

outside committees on emerging 
issues and new developments 

2. Review of Regulations and risk- 
based returns and drafting of 
proposed amendments 

3. Correspondence with banks 
4. Handling of administrative matters 

5. Preparation and monitoring of 
in terms of the Act 

departmental budget 

+ Information Systems 

Functions 
1. Collection of statutory returns 

and capturing of information 
on electronic database 

2. Preparation of data for 
analytical review by analysts 

3. Data processing and production 
of risk-based reports 

4. Preparation of graphs to reflect 
mends 

5. Maintenance of information 
on database 

Regulatory 
Administration 

J J de Jwer 

Functions 
1. Drafting of proposed amendments 

to the Act 
2. Drafting of proposed circulars to 

banks 
3. Dealing with all litigation regarding 

banks placed under curatorshp or 
liquidated 

4. New applications for registration as 
banks and branches of foreign 
banks 

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

I 

*Iu Management Information 

Functions 
1. Analytical review of aggregated 

information submitted by all the 
institutions malung up the banking 
sector 

2. Compilation of a macro report on 
the banking sector 

3. Updating and administration of 
mining 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 
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APPENDIX 2 

FINALLY AND PROVISIONALLY REGISTERED BANKS AND MUTUAL BANKS 
AS AT 31 D E C W E R  1995 

FINALLY REGISTERED BANKS 

Institution Address Total assets 
R million 

1. ABSABankLimited P 0 Box 7735, 

2. AlbarakaBankLimited P 0 Box 4395, 

Johannesburg, 2000 108 493 

Durban, 4000 20 1 

3. Bank of Lisbon International Limited P 0 Box 1 1343, 
Johannesburg, 2000 748 

4. Bank of Taiwan (South Africa) Limited P 0 Box 1999, 
Parklands, 2121 349 

5. BOE Merchant Bank Limited P 0 Box 86, 
Cape Town, 8000 2 266 

6. BOE Private Bank & Trust Company Limited 
f 

P 0 Box 61574, 
Marshalltown, 2 107 603 

7. Cape of Good Hope Bank Limited P 0 Box 2125, 
Cape Town, 8000 2 116 

8. District Securities Bank Limited P 0 Box 1894, 
Cape Town, 8000 1 004 

9. Fidelity Bank Limited P 0 Box 32, 
Port Elizabeth, 6000 2 178 

10. First National Bank of Southern Africa Limited P 0 Box 1153, 
Johannesburg, 2000 67 230 

1 1. Firstcorp Merchant Bank Limited P 0 Box 9773, 
Johannesburg, 2000 3 959 

12. French Bank of Southern Mica Limited P 0 Box 61523, 
Marshalltown, 2 107 2 245 

13. Habib Overseas Bank Limited P 0 Box 62369, 
Marshalltown, 2107 97 

14. International Bank of Southern Africa - SFOM Limited P 0 Box 8771, 
I Johannesburg, 2000 408 

15. Investec Bank Limited 
b 

P 0 Box 11177, 
Johannesburg, 2000 9 916 

16. Investec Merchant Bank Limited P 0 Box 11177, 
Johannesburg, 2000 1 889 

17. Islamic Bank Limited P 0 Box 2806, 
Johannesburg, 2000 152 

18. Mercantile Bank Limited P 0 Box 32917, 
Braamfontein, 20 17 1 060 

I 
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FINALLY AND PROVISIONALLY REGISTERED BANKS AND MUTUAL BANKS 
AS AT 31 DECEMBER 1995 (continued) 

FINALLY REGETERED BANKS 

Institution Address Total assets 
R million 

19. MLSBankLimited P 0 Box 87175, 

20. NBSBankLimited P 0 Box 1744, 

21. NDHBankLimited P 0 Box 785889, 

22. Nedcor Bank Limited P 0 Box 1144, 

23. Ons Eerste Voksbank (Association not for gain incorporated 
in terms of section 2 1 of the Companies Act, 1973) 

Houghton, 204 1 1 839 

Durban, 4000 17 145 

Sandton, 2 146 516 

Johannesburg, 2000 52 282 

P 0 Box 4, 
Pretoria, 0001 14 

24. Rand Merchant Bank Limited P 0 Box 786273, 

25. Saambou Bank Limited P 0 Box 20161, 

Sandton, 2146 6 107 

Alkantrant, 0005 6 120 

26. Secfin Bank Limited P 0 Box 55292, 

27. Securities Investment Bank Limited P 0 Box 62201, 

Northlands, 2 1 16 46 

Marshalltown, 2 107 1433 

28. Societe Gknkrale South Africa Limited P 0 Box 6872, 

29. Syfrets Bank Limited P 0 Box 206, 

Johannesburg, 2000 2 114 

Cape Town, 8000 4 218 

30. The New Republic Bank Limited P 0 Box 4928, 
Durban, 4000 930 

3 1. The South African Bank of Athens Limited P 0 Box 7781, 

P 0 Box 7725, 
Johannesburg, 2000 82 923 

Johannesburg, 2000 494 

32. The Standard Bank of South Africa Limited 

33. UAL Merchant Bank Limited P 0 Box 582, 
Johannesburg, 2000 4 562 

34. UnibankLimited P 0 Box 5490, 
Rivonia, 2 128 1124 

52 



APPENDIX 2 

FINALLY AND PROVISIONALLY REGISTERED BANKS AND MUTUAL BANKS 
AS AT 31 DECEMBER 1995 (continued) 

PROVISIONALLY REGISTERED BANKS 

Total assets 
Address R million 

P 0 Box 1542, 
Saxonwold, 2 132 320 

Institution 

Barclays Bank of South Africa Limited 1. 

2. Boland Bank PKS Limited P 0 Box 4, 
Paarl, 7622 6 041 

3. Citizen Bank Limited P 0 Box 159, 

4. FutureBank Limited P 0 Box 1789, 

Bisho 445 

Joubert Park, 2044 371 

5. HBZ BankLimited P 0 Box 48449, 

6. Imperial Bank Limited P 0 Box 3567, 

Durban, 4000 69 

Edenvale, 1610 101 

7. Marriott Merchant Bank Limited P 0 Box 207, 
Durban, 4000 147 

MUTUALBANKS 

Total assets 
Institution Type of registration Address R million 

Marshalltown, 2 107 110 
1. CommunityBank Provisional P 0 Box 62670, 

2. Credit and Savings Help Bank Provisional P 0 Box 15545, 

3. GBSMutualBank Final P 0 Box 114, 

Vlaeberg, 80 18 141 

Grahamstown, 6 140 177 

BANKSUNDERCURATORSHIP 

Institution Curator Date of order 
1. The African Bank Limited Mr T J Louw of KFMG 

~ 

8 September 1995 
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APPENDIX 3 

REGISTERED CONTROLLING COMPANIES 
AS AT 31 DECEMBER 1995 

~~ 

Institution Address 

1. Amalgamated Banks of South Africa Limited 

2. Barclays Bank Holdings (South Africa) Limited 

3. Boland Bank Holdings Limited 

4. Citizen Bank Holdings Limited P 0 Box 159, Bisho 

5. FBSA Holdings Limited P 0 Box 61523, Marshalltown, 2107 

6. Fidelity Bank Holdings Limited 

7. First National Bank Holdings Limited 

8. FirstCorp Merchant Bank Holdings Limited 

9. Investec Holdings Limited 

P 0 Box 260595, Excom, 2023 

P 0 Box 1542, Saxonwold, 2 132 

P 0 Box 4, Paarl, 7622 

P 0 Box 32, Port Elizabeth, 6000 

P 0 Box 11 53, Johannesburg, 2000 

P 0 Box 9773, Johannesburg, 2000 

P 0 Box 11 177, Johannesburg, 2000 

10. Investec Limited P 0 Box 11 177, Johannesburg, 2000 

1 1. Marriott Holdings Limited 

12. Mercantile Bank Holdings Limited 

13. Momentum Life Assurers Limited 

14. NBS Holdinm Limited P 0 Box 1744, Durban, 4000 

P 0 Box 207, Durban, 4000 

P 0 Box 32917, Braamfontein, 2017 

P 0 Box 7400, Hennopsmeer, 0046 

15. Nedcor Limited P 0 Box 1144, Johannesburg, 2000 

16. Saambou Holdings Limited P 0 Box 20161, Alkan-t, 0005 

17. Sechold Limited P 0 Box 55292, Northlands, 2116 

18. Standard Bank Investment Corporation Limited 

19. The Board of Executors Limited 

20. Unibank Group Limited P 0 Box 5490, Rivonia, 2128 

2 1. Unibank Investment Holdings Limited 

P 0 Box 7725, Johannesburg, 2000 

P 0 Box 86, Cape Town, 8000 

P 0 Box 582, Johannesburg, 2000 

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

Institution Address 

1. Albaraka Investment and Development Company 

2. BankofTaiwan P 0 Box 5, Taipei, Taiwan 

3. National Bank of Greece 

4. Pitcairns Finance 

P 0 Box 6854, Jeddah, 21452, Saudi Arabia 

86 Eolou Street, Athens TT 121, Greece 

12 1 , Avenue de la Faiencerie, L 15 1 1 
Luxemburg, RCS Luxemburg, B nr 33-106 

69, Rue la Boktie, 75008, Paris, France 5. Sociktk Finandre pour les Pays &Outre-mer 

6. Sociktk Gknkrale 29, Boulevard Haussmann, 75009, Paris, France 
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APPENDIX 4 

FOREIGN BANKS WITH LOCAL BANK BRANCHES 
AS AT 31 DECEMBER 1995 

Institution Address 

1. ABN AMRO Bank N.V. P 0 Box 78769, Sandton, 2146 

2. CitibankN.A. P 0 Box 1800, Saxonwold, 2 132 

3. Cornembank Aktiengesellschaft Box 99-308, Carlton Centre, Johannesburg, 2001 

4. Internationale Nederlanden Bank N.V. P 0 Box 782080, Sandton, 2146 
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b APPENDIX5 

FOREIGN BANKS WITH APPROVED LOCAL REPRESENTAm OFFICES 
AS AT 31 DECEMBER 1995 

Institution Address 

1. Banco Borges & Irma0 

2. Banco Comercial Portuguk Suite 254, Postnet X9, Rosettenville, 2130 

3. Banco de Comkrcio e Indhtria 

Box 99-292, Carlton Centre, Johannesburg, 2001 

P 0 Box 3354, Johannesburg, 2000 
~~~ 

4. Banco Espirito Santo e Comercial de Lisboa 

5. Banco Portuguk do Atlintico 

6. Banco Santander 

P 0 Box 749, Kengray, 2100 

P 0 Box 3273, Johannesburg, 2000 

3rd Floor Hamlet Building (West Wing), 27 Ridge Road, 
Parktown, 2193 

7. Banco Tom & Aqores 

8. Bank Leumi Le-Israel B M 

9. Bank of Cwrus Group 

P 0 Box 309, Bruma, 2026 

P 0 Box 8214, Johannesburg, 2000 

P 0 Box 652176, Benmore, 2010 

10. Banaue Commerciale Za'irose P 0 Box 652065, Benmore, 2010 
~~ 

1 1. Banque Franpise du Commerce Exterieur 

12. Banque Paribas P 0 Box 62196, Marshalltown, 2107 

13. Baring Brothers & Co 

P 0 Box 5455, Rivonia, 2128 

P 0 Box 782080, Sandton, 2146 

14. Bayerische Landesbank Girozentrale P 0 Box 47337, Parklands, 2121 

15. Bayerische Vereinsbank P 0 Box 1483, Parklands, 2121 

16. Belgolaise Bank P 0 Box 652065, Benmore, 2010 

17. Berliner Handels- und Frankfurter Bank P 0 Box 1933, Saxonwold, 2132 

18. Commenbank Box 99-308, Carlton Centre, Johannesburg, 2001 

19. Compagnie Financi~ire de CIC et de 1'Union P 0 Box 63, Morningside, 2057 
EuropCenne 

20. Cred i t and t -Bhmin  P 0 Box 4918, Randburg, 2125 
~ 

2 1. Credit Commercial de France P 0 Box 2200, Randburg, 2125 

22. CreditLyonnaiS P 0 Box 78728, Sandton, 2146 

23. CreditSuisse Private Bag X9911, Sandton, 2146 

24. Deutsche Bank P 0 Box 7736, Johannesburg, 2000 
~ 

25. DresdnerBank P 0 Box 9722, Johannesburg, 2000 

26. ElbhBank 

27. EquatorBank P 0 Box 3248, Parklands, 2 12 1 

28. Export-Import Bank of India 

165 Rigel Avenue, Waterkloof Ridge, 0 1 8 1 

P 0 Box 20 18, Saxonwold, 2 132 
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APPENDIX 5 

FOREIGN BANKS WITH APPROVED LOCAL REPRESENTATIVE OFFICES 
AS AT 31 DECEMBER 1995 (continued) 

Institution Address 

29. First Union National Bank of Carolina P 0 Box 3009, Parklands, 2 12 1 
~~~~~ 

30. HillSamuelBank P 0 Box 4262, Johannesburg, 2000 

3 1. Kleinwort Benson P 0 Box 651414, Benmore, 2010 

32. Kredietbank NV Brussels P 0 Box 1 1241, Hatfield, 0028 

33. Kredietbank SA Luxembourgeoise P 0 Box 11241, Hatfield, 0028 

34. Meridien BIAO Bank Swaziland 

35. National Bank of Egypt 

P 0 Box 78788, Sandton, 2146 

P 0 Box 55402, Northlands, 21 16 

36. REA Brothers (Guernsey) P 0 Box 650142, Benmore, 2010 

37. Robert Fleming (SA) P 0 Box 4197, Rivonia, 2128 

38. Royal Bank of Canada 

39. Sociktk Ghkrale - South Africa 

P 0 Box 652260, Benmore, 2010 

P 0 Box 6872, Johannesburg, 2000 

40. Standard Chartered Bank P 0 Box 2047, Houghton, 2041 

4 1. Swiss Bank Corporation P 0 Box 11546, Johannesburg, 2000 

42. The Chase Manhattan Bank, National Association 

43. The Cyprus Popular Bank 

44. Union Bank of Switzerland 

P 0 Box 651996, Benmore, 2010 

P 0 Box 1621, Bnuna, 2026 

P 0 Box 61 105, Marshalltown, 2107 

45. Vereins- und Westbank P 0 Box 1483, Parklands, 2121 

46. West Merchant Bank P 0 Box 786126, Sandton, 2146 
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APPENDIX 6 

NAME CHANGES AND WITHDRAWALS OF REGISTRATION 
DURING THE PERIOD FROM 1 JANUARY 1995 TO 31 DECEMBER 1995 

NAME CHANGES 
Previous name New name Date of change 

Discount House Merchant Bank Limited BOE Private Bank & Trust 
Company Limited 22 December 1995 

WITHDRAWAL OF REGISTRATION 

Institution Date of withdrawal 

1. Boland Bank Limited 29 May 1995 

2. Standard Merchant Bank Limited 30 June 1995 
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APPENDIX 7 

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 1994 may differ from those reported in the 1994 
Annual Report owing to amended returns having been submitted by banks after publication of that report. 

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 
60 1. Composition of balance sheet 

2. Composition of selected liabilities 61 

3. Composition of loans and advances to non-banks 62 

4. Capital adequacy 63 

5. Analysis of capital and reserves 63 

6. Risk profrle of assets 64 

7. Risk profrle of off-balance-sheet items 

8. Risk profile of loans and advances 

65 

66 

9. Composition of income statement 67 

10. Profitability ratios (all percentages annualised) 68 

1 1. Percentage composition of interest income 

12. Percentage composition of interest expense 

69 

70 

13. Liquidity structure as at 31 December 1995 71 

14. Liquidity structure as at 31 December 1994 71 

15. Percentage analysis of deposit-maturity structure 72 

73 16. Calculation of liquid-asset requirement 

17. Interest-rate risk Repricing gap and sensitivity analysis 74 

18. Market.risk Net effective open position and sensitivity analysis 75 

19. Credit risk Analysis of overdue accounts 76 

20. Large credit exposures 77 

2 1. Profitability of assets 78 

22. Open position in foreign currency 79 
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TABLE 1 

COMPOSITION OF BALANCE SHEET 

Average month-end balance for quarter 

Month-end F’rior-year 
Quarter1 Quarter2 Quarter3 Quarter4 balance comparative Average 

March June September December December December 12 Annual 
1995 1995 1995 1995 1995 1994 months growth 

Rmillion Rmillion Rmillion Rmillion Rmillion Rmillion Rmillion Percentage 

Liabilities 

Interbank funding 23,721 15,907 15,100 14,732 15,330 22,835 17,365 

Non-bank funding 244,530 267,876 279,413 288,752 295,420 239,719 270,142 

Foreign funding 19,768 23,002 22,919 23,829 25,2 13 18,917 22,380 

(32,9) 
23,2 

33,3 

Loans received 
under repurchase 

Other liabilities 21,025 22,517 24,045 26,557 23,604 20,788 23,536 133 
agreements 7,407 8,598 7,562 7,445 6,263 7,074 7,753 (1 1,5) 

Acknowledgement 

Capital and reserves 25,400 25,919 26,165 28,046 28,650 23,9 13 26,383 19,8 
of debt 7,32 1 7,087 6,995 6,365 7,335 7,4 1 5 6,942 (L1) 

TOTAL 349,172 370,906 382,199 395,726 401,815 340,661 374,501 18,O 

Assets 

Money 

Interbank advances 

Non-bank advances 

Loans granted 
under resale 
agreements 

Trading portfolio 

Investment portfolio 

Fixed ass- 

Acknowledgement 
of debt outstandmg 

Other assets 

6,603 8,244 8,377 9,727 10,496 6,657 8,238 57,7 

12,180 11,362 10,860 11,720 12,487 12,364 11,530 1 ,o 
275,173 292,245 301,895 312,753 317,454 269,001 295,517 18,O 

3,328 5,010 3,569 

9,345 9,701 12,650 

17,925 18,632 19,850 

8,040 8,250 8,638 

3,73 1 2,08 1 2,8 17 3,909 

12,339 12,648 8,576 11,009 

20,199 20,932 17,593 19,152 

9,169 9,484 7,957 8,524 

7,32 1 7,087 6,995 6,365 7,335 7,4 15 6,942 (L1) 
9,257 10,375 9,365 9,723 8,898 8,28 1 9,680 7,5 

TOTAL 349,172 370,906 382,199 395,726 401,815 340,661 374,501 18,O 
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TABLE 2 

COMPOSITION OF SELECTED LIABILITIES 

Average month-end balance for quarter 

Month-end Prior-year 
Quarter1 Quarter2 Quarter3 Quarter4 balance comparative Average 

hhrch June September December December December 12 Annual 
1995 1995 1995 1995 1995 1994 months growth 

Rmillion Rmillion Rmillion ‘Rmillion Rmillion Rmillion Rmillion Percentage 

Deposits 

Demand 

Savings 

Fixed and notice 

Negotiable certificates 
of deposit 34,525 48,8 10 50,750 50,422 49,973 30,888 46,127 61,8 

87,949 9 1,440 96,549 

23,309 23,878 24,233 

98,745 103,748 107,881 

104,946 112,165 

24,727 25,287 

108,657 107,995 

87,418 95,221 

23,906 24,037 

97,506 104,758 

28,3 

5 3  

10,8 

TOTAL 244,528 267,876 279,413 288,752 295,420 239,718 270,143 23,2 

Loans under 
repurchase 
agreements 

Banks 2,470 2,513 1,024 1,323 1,248 3,112 1,833 

Non-banks 4,937 6,085 6,538 6,123 5,014 3,962 5,921 26,6 

TOTAL 7,407 8,598 7,562 7,446 6,262 7,074 7,754 WY5) 

Foreign funding 

Banks 19,166 22,157 21,968 22,652 24,024 18,209 21,486 3 1,9 

Non-banks 602 846 95 1 1,178 1,189 708 894 67,9 

TOTAL 19,768 23,003 22,919 23,830 25,213 18,917 22,380 33,3 
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TABLE 3 

COMPOSITION OF LOANS AND ADVANCES TO NON-BANKS 

Average month-end balance for quarter 

Month-end Prior-year 
Quarter1 Quarter2 Quarter3 Quarter4 balance comparative Average 

March June September December December December 12 Annual 
1995 1995 1995 1995 1995 1994 months growth 

Rmillion Rmillion Rmillion Rmillion Rmillion Rmillion Rmillion Percentage 

Negotiable 
certificates of 
deposit 4,7 12 6,573 6,893 7,063 7,102 

Instalment debtors 46,257 49,416 52,663 55,957 56,916 

4,182 6,310 69,8 

45,967 51,073 23,8 

Mortgage loans 113,949 118,601 123,558 128,741 130,402 110,458 121,212 

Credit cards 5,034 5,679 5,858 6,730 7,121 4,842 5,825 

Acknowledgement 
of debt discounted 10,065 12,194 12,095 12,139 12,474 12,391 11,623 

Redeemable 
preference shares 3,93 1 4,159 4,467 4,686 4,793 

Overdrah and loans 81,266 84,292 88,646 90,462 92,605 

3,690 4,3 1 1 

77,305 86,166 

Foreign-currenc y 
loans and advances 15,685 17,173 13,656 12,894 1 1,964 15,843 14,852 

18,l 

47,l 

29,9 

19,8 

~~ 

Subtotal 280,899 298,087 307,836 3 18,672 323,377 274,678 301,372 17,7 

Less: Specific 
provisions 5,726 5,842 5,941 5,9 19 5,923 5,677 5,855 4Y3 

TOTAL 275,173 292,245 301,895 312,753 317,454 269,001 295,517 18,O 

Ratios 

Specific provisions: 
Gross loans and 
advances (“36) 2,04 1,96 1,93 1,86 1,83 2,07 1,94 - 
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TABLE 4 

CAPITAL ADEQUACY 

Prior-year 
comparative Average 

Quarter1 Quarter2 Quarter3 Quarter4 Quarter4 forlast 
hhrch June September December December 4 Annual 

1995 1995 1995 1995 1994 quarters growth 
Rmillion Rmillion Rmillion Rmillion Rmillion RmillionPercentage 

Risk-weighted assets 
and off-balance-sheet items 236,019 257,701 266,862 277,810 231,176 259,598 20,2 

Required capital: 

- 8 per cent 19,336 20,62 1 21,349 22,225 18,494 20,883 20,2 

Net qualifying capital 

- Rand 24,714 24,843 26,004 28,004 22,116 25,892 26,6 

- Percentage 10,5 9,6 997 10,l 9,6 10,o 5,2 

TABLE 5 

ANALYSIS OF CAPITAL AND RESERVES 

Prior-year 
comparative Average 

Quarter1 Quarter2 Quarter3 Quarter4 Quarter4 forlast 
March June September December December 4 Annual 

1995 1995 1995 1995 1994 quarters growth 
Rmillion Rmillion Rmillion Rmillion Rmillion Rmillion Percentage 

Primary capital 17,544 18,033 18,946 19,892 16,07 1 18,604 23,8 

Qualifying secondary capital 7,990 8,092 8,245 9,20 1 6,801 8,382 35,3 

Total qualifying capital 

Less: Impairments 

25,534 26,125 27,19 1 29,093 22,872 26,986 27,2 

820 1,282 1,187 1,089 756 1,094 44,l 

Net qualifying capital 24,7 14 24,843 26,004 28,004 22,116 25,892 26,6 

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

Impairments: Risk-weghted 
assets and off-balance-sheet 
items 

Secondary capital. Risk- 
weighted assets and off- 
balance-sheet items 

i, 1 

OY4 OY4 OY3 OY4 33,3 

3Y4 3Y3 13,7 
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TABLE 6 

RISK PROFILE OF ASSETS 

Average month-end balance for quarter 

Month-end Prior-year 
Quarter1 Quarter2 Quarter3 Quarter4 balance comparative Average 

March June September December December December 12 Annual 
1995 1995 1995 1995 1995 1994 months growth 

Risk category Rmillion Rmillion Rmillion Rmillion Rmillion Rmillion Rmillion Percentage 

0% 40,983 43,918 44,134 44,947 45,525 39,956 43,495 13,9 

5% 

10% 

20% 

50% 

100% 

105 26 

8,519 8,718 8,608 9,005 9,376 9,707 8,7 13 (3,4) 

14,292 17,138 18,860 19,629 21,138 14,977 17,480 41,l 

102,690 105,847 109,451 113,392 113,466 98,702 107,845 

182,328 195,027 200,801 208,362 21 1,936 177,047 196,630 

15,O 

19,7 

1250% 254 259 344 393 374 27 1 312 38,O 

TOTAL 349,171 370,907 382,198 395,728 401,815 340,660 374,501 18,O 

Risk-weighted 
assets 240,568 255,482 264,463 274,792 278,506 233,754 258,826 19,l 

Risk-weighted 
assets: Total 
average assets (%) 69 69 69 69 69 69 69 
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TABLE 7 

RISK PROFILE OF OFF-BALANCE-SHEET ITEMS 

Average month-end balance for q llarkr 
Month-end Prior-year 

Quarter 1 Quarter 2 Quarter 3 Quarter 4 balance comparative Average 
March June September December December December 12 Annual 

1995 1995 1995 1995 1995 1994 months growth 
Risk category Rmillion Rmillion Rmillion Rmillion Rmillion Rmillion Rmillion Percentage 

0% 6,876 7,6 12 8,275 9,768 10,315 6,828 8,133 51,l 

5% 1,978 1,808 1,955 2,O 19 1,999 2,007 1,940 

10% 770 1,178 1,305 1,370 588 1,173 133,l 

20% 3,321 3,49 1 3,392 3,96 1 3,086 3,496 28,3 

50% 15,225 15,129 15,912 16,879 17,397 14,866 15,786 17,O 

100% 5,058 5,372 6,533 7,359 7,398 5,025 6,08 1 47,2 
- Impairments 4 - 49 14 43 - 17 

TOTAL 33,232 34,590 37,42 1 41,258 42,483 32,400 36,626 31,l 
~ ~~ 

Risk-weighted off- 
balance-sheet items 13,559 13,843 16,011 16,976 17,658 13,235 15,097 

Risk-weighted items: 
Total average off- 
balance-sheet items (%) 41 40 43 41 42 41 41 



TABLE 8 

RISK PROFILE OF LOANS AND ADVANCES 

Average month-end balance for quarter 

Month-end prior-year 
Quarter1 Quarter2 Quarter3 Quarter4 balance comparativeAverage 

March June September December December December 12 
1995 1995 1995 1995 1995 1994 months 

Percentage Percentage Percentage Percentage Percentage Percentage Percentage 

Interbank advances 9,72 

Negotiable certificates 
of deposit 22,67 

Instalment debtors 99,24 

Mortgage loans 56,2 1 

Credit cards 1 00,oo 

Acknowledgement of 
debt discounted 3437 

Redeekble preference shares 99,66 

Overdrafts and loans 96,57 

Foreign-currency loans 
and advances 69,84 

Loans granted under 
resale agreement 7,88 

- Banks 13,OO 

- Non-banks 4,96 

11,14 

2044 

99,50 

56,76 

100,oo 

36,63 

98,54 

96,89 

69,28 

33,06 

16,17 

41,97 

10,79 

20,23 

99,49 

56,95 

100,oo 

33,45 

97,45 

97,69 

68,66 

38,3 1 

15,42 

49,O 1 

10,95 

19,95 

99,56 

57,15 

100,oo 

32,45 

9733 

98,O 1 

66,32 

48,59 

16,64 

63,89 

1032 

19,85 

9937 

57,22 

1 00,oo 

3553 

9737 

97,74 

68,6 1 

40,42 

15,15 

55,08 

11,39 

23,04 

99,37 

56,26 

100,00 

34,74 

99,81 

96,39 

64,05 

7,75 

10,94 

4364 

10,65 

20,82 

99,45 

56,76 

100,oo 

34,27 

98,29 

97,29 

68,52 

31,96 

15,31 

39,96 
Total loans and advances 72,30 72,70 7333 73,7 1 73,92 71,73 73,06 

Specifc provisions 99,89 99,90 99,94 99,923 99,96 99,9 1 99,93 

Deposits, loans and advances 
- after provisions 71,76 72,18 73,04 73,24 73,45 71,16 72,55 
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TABLE 9 

COMPOSITION OF INCOME STATEMENT 

Average month-end balance for quarter 

Results Results 
forthe forthe 

12 months 12 months 
Quarter1 Quarter2 Quarter3 Quarter4 ended31 ended31 

lMarch June SeptemberDecember Average December- 
1995 1995 1995 1994 12months 1995 1994 

Rmillion Rmillion Rmillion Rmillion R d o n  R d o n  Rmillion 

Interest income 

Interest expense 

3,706 4,137 4,524 4,789 4,289 51,467 38,013 

2,780 3,195 3,514 3,758 3,310 39,741 27,458 

Interest margin 

Less: Specific provision 

Less: General debt 

- loans and advances 

provisions 

Less: Other provisions 

926 

91 

25 

24 

942 

97 

8 

23 

1,010 1,03 1 979 11,726 10,555 

84 

2 

21 

125 

28 

19 

99 1,193 1,128 

16 189 238 

22 262 164 

Adjusted interest margin 786 859 842 10,082 9,025 

fee income 441 462 521 478 5,734 4,9 12 
Add: Transaction-based 

Income from management 
of funds 1,227 1,276 

Less: Operational expenses 1,286 1,314 

1,390 1,380 1,320 15,816 13,937 

1,424 1,438 1,365 16,386 13,925 

Net income from 
management of funds 
Add: Investment income 

Less: Specific provisions 
- investments 

Add: Trading income 

204 174 21 1 274 216 2,591 1,843 

7 

177 173 20 1 222 

2 21 18 

193 2,318 1,89 1 

Add: Knowledge-based fee 
income 72 67 81 83 76 908 714 

~ 

Net income before tax 394 369 .459 521 438 5,226 4,442 

Financial services levy 19 20 23 26 22 265 196 

Taxaton 103 124 126 172 131 1,575 1,545 

Net income after tax 272 225 310 323 285 3,386 2,701 
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TABLE 10 

PROFITABILITY RATIOS (ALL PERCENTAGES ANNUALISED) 

Average monthly balance for quarter 

Results Results 
forthe forthe 

12 months 12 months 
Quarter1 Quarter2 Quarter3 Quarter4 ended31 ended31 

March June September December DecemberDecember 
1995 1995 1995 1994 1995 1994 

Percentage Percentage Percentage Percentage Percentage Percentage 

operating ratios 

Interest income: Loans 
and advances 

Interest expense: Funding 

Interest margin: Loans 
and advances 

Interest margin: Gross 
interest income 

Investment income: Investments 

Provisions: Loans and advances 

157 17,6 17,3 17,2 17,O 

11,5 13,4 13,O 13,4 12,9 

399 4,o 399 

23,6 21,6 

3Y7 

21,2 20,4 

13,8 12,9 13,O 

3,9 

21,6 

14,8 

10,6 

26,l 

16,2 14,O 12,o 

Operating expenses: Income 

Profitability ratios 

from management of funds 104,9 103,O 102,3 104,3 103,6 99,9 

Net income after tax: 
Total assets OY9 OY9 

Net income after tax: 
Owners equity 12,8 103 14,2 13,8 12,8 12,l 

Stated as a percentage of total 
assets 

Interest income 

Interest expense 

Interest margin 

14,l 15,8 15,3 15,3 15,l 13,3 

1OY6 12,2 11,9 12,o 1 lY7 

33 3Y6 3Y4 3,3 3Y5 

9,6 

3,7 

Operating expenses 4Y9 5,o 48 4Y6 498 499 

Fees and commissions 2,O 2YO 1Y9 1Y9 2,o 2YO 
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TABLE 11 

PERCENTAGE COMPOSITION OF INTEREST INCOME 

Average monthly balance for quarter 

Results Results 
forthe forthe 

12 months 12 months 

March June September December Average DecemberDecember 

Percentage Percentage Percentage Percentage Percentage Percentage Percentage 

Quarter1 Quarter2 Quarter3 Quarter4 ended 31 ended 31 

1995 1995 1995 1994 12months 1995 1994 

Interbank loans 5Y1 4Y9 5Y1 5Y4 5Y1 5Y1 4Y4 

Instalment debtors 

Mortgage loans 

Credit cards 

Acknowledgement of 
debt discounted 

Redeemable preference 
shares 

Overdrafts and loans 

Foreign-currency loans 
and advances 

18,2 

39,9 

2 2  

3 2  

1Y2 

26,4 

2Y9 

18,6 

39,7 

2Y2 

1Y2 

25,5 

3Y1 

19,l 

39,9 

2 2  

19,3 

39,7 

2Y4 

3Y7 4YO 

12 

25,4 

1 Y 1  

25,O 

18,8 

39,8 

2Y3 

3Y7 

1Y2 

25,6 

18,8 18,4 

39,8 39,6 

2Y3 L 9  

3,7 3Y7 

12 

25,6 

1Y3 

27,5 

2Y6 2Y3 

Loans under resale 
agreements OY9 1YO 0 8  1Y2 OY9 OY9 OY9 

TOTAL 100,0 100,0 looyo 1ooyo looyo 1ooyo 100,0 

69 



TABLE 12 

PERCENTAGE COlMPOSITION OF INTEREST EXPENSE 

Average monthly balance for quarter 

Results Results 
forthe forthe 

12 months 12 months 
Quarter1 Quarter2 Quarter3 Quarter4 ended 31 ended 31 

March June September December Average DecemberDecember 
1995 1995 1995 1994 12months 1995 1994 

Percentage Percentage Percentage Percentage Percentage Percentage Percentage 

Intragroup bank funding 2Y3 2YO 2 2  2YO 2Y1 2Y1 2Y1 

Interbank funding 4Y9 2 3  2 3  2,8 3 2  392 5Y6 

Demand deposits 25,5 24,l 23,3 25,9 24,7 24,7 25,o 

Savings deposits 4 8  4,4 4Y4 4Y2 4Y4 4Y4 5Y1 

Fixed and notice deposits 36,5 353 36,l 35,2 35,8 35,8 38,7 

Negotiable certificates of 
deposits 12,l 17,O 17,3 16,l 15,7 15,7 10,3 

Foreign funding 4Y2 496 4 3  4Y2 4Y3 4Y3 3Y3 

agreements 2,4 297 2 s  2Y2 2 s  2 3  2 s  
Loans under repurchase 

Interest expense in 
respect of debt 
instruments 2Y3 2 2  2Y1 2 2  2Y2 2,2 L 4  

Other 5YO 5 4  5Y1 5 2  5Y1 5,1 6YO 

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



TABLE 13 

LIQUIDITY STRUCTURE AS AT 31 DECEMBER 1995 

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

Total assets 398,975 112,686 10,318 14,561 15,425 22,163 223,822 

Total liabilities 

Anticipated future cash flows 

- Inwards 

398,975 206,023 40,235 25,038 

154,150 49,130 12,973 11,624 

32,006 36,644 59,029 

32,154 36,948 11,321 

- Outwards 194,880 34,455 12,247 10,8 17 36,028 54,321 47,012 

Mismatch for month (40,730) (78,662) (29,191) (9,670) (20,455) (31,854) 129,102 

Cumulative mismatch (40,730) (78,662) (107,853) (1 17,523) (1 37,978) (169,832) (40,730) 

Monthly mismatch: 
Total liabilities (%) (10,21) (38,18) (72,55) (38,62) (63,91) (86,93) 218,70 

TABLE 14 

LIQUIDITY STRUCTURE AS AT 31 DECEMBER 1994 

Short 3240 61-91 92-181 182-365 
Total term days days days days Other 

Total assets 340,965 101,453 13,169 14,519 11,563 21,783 178,478 

Total liabilities 340,965 179,5 13 41,020 22,687 20,289 23,825 53,63 1 

Anticipated future cash flows 

- Inwards 67,260 20,493 6,693 6,405 11,197 15,436 7,036 

- Outwards 65,666 7,295 2,763 2,974 5,519 11,503 35,612 

Mismatch for month 1,594 (64,862) (23,921) (4,737) (3,048) 1,891 96,271 

Cumulative mismatch 1,594 (64,862) (88,783) (93,520) (96,568) (94,677) 1,594 

Monthly mismatch 
Total liabilities (%) 0,47 (36,13) (58,32) (20,88) (15,02) 7,94 179,51 
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TABLE 15 

PERCENTAGE ANALYSIS OF DEPOSIT-MATURITY STRUCTURE 

Average month-end balance for quarter 

Month-end Prior-year 
Quarter1 Quarter2 Quarter3 Quarter4 balance comparative Average 

March June September December December December 12 
1995 1995 1995 1995 1995 1994 months 

Percentage Percentage Percentage Percentage Percentage Percentage Percentage 

Short term 60 57 57 57 59 60 58 

Medium term 27 29 27 28 27 28 28 

Long term 13 14 16 15 14 12 14 

TOTAL 100 100 100 100 e- 100 100 100 
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TABLE 16 

CALCULATION OF LIQUID-ASSET REQUIRJiMENT 

Average month-end balance for quarter 

Month-end Prior-yeq 
Quarter1 Quarter2 Quarter3 Quarter4 balance comparative Average 

March June September December December December 12 A n n d  
1995 1995 1995 1995 1995 1994 months growth 

Rmillion Rmillion Rmillion Rmillion Rmillion Rmillion Rmillion Percentage 

Liabilities, including 
capital and reserves 347,528 370,083 381,408 394,402 398,480 338,959 373,356 17,6 

Less: Capital and 
reserves 25,363 25,901 26,148 28,032 28,605 23,847 26,361 20,o 

Liabilities as reduced 322,165 344,182 355,260 366,370 369,875 315,112 346,995 17,4 

Liquid-asset 
requirement 16,108 17,209 17,763 18,320 18,495 15,756 17,350 17,4 

Liquid assets held 17,753 19,082 19,087 20,010 21,019 17,664 18,984 19,O 

SARB notes and coin 1,032 17 13 49 117 

Gold coin and bullion 28 21 19 84 150 

Clearing account balances 93 114 107 118 106 

Treasury bills of the 
Republic 2,65 1 3,2 17 3,226 3,100 3,165 

Stock issued - 
Exchequer Act, 1975 13,109 14,231 14,141 15,540 16,453 

Securities of the SARB 29 33 72 141 139 

Land Bank bills 81 1 1,449 1,509 978 889 

1,094 278 (89J3 

26 38 476,9 

166 108 (363 

2,572 3,048 23,O 

2,694 14,256 29,6 

10 69 1290,O 

1,102 1,187 (19,3 

Ratios 

Liquid assets: 
Liquid-asset 
requirement ("h) 1 10,2 1 10,8 107,5 109,2 113,6 112,l 109,4 - 

Memorandum items: 

Cash-management 
schemes 25,189 26,825 28,521 31,595 32,795 28,100 28,032 16,7 

Set-off 22,900 23,925 25,123 27,678 27,554 20,495 24,907 34,4 



TABLE 17 

INTERESTRATE RISK REPRICING GAP AND SENSITIVITY ANALYSIS 

Average month-end balance for quarter 

Month-end Prior-year 
Quarter1 Quarter2 Quarter3 Quarter4 balance comparative Average 

hhrch June September December December December 12 AMual 
1995 1995 1995 1995 1995 1994 months growth 

Rmillion Rmillion Rmillion Rmillion Rmillion Rmillion Rmillion Percentage 

Cumulative repricing gap: 

- 3 months 27,24 1 30,077 34,148 

- 6 months 

- Long term 

530 1 6,406 9,008 

(9,747) (10,581) (8,620) 

38,350 35,101 

11,313 9,930 

(11,323) (12,574) 

20,7 12 32,454 69,5 

1,207 8,057 722,7 

(8,927) (10,068) (4033) 

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 

369 

(365) 

53 1 474 193 

(4 15) (454) (172) 

345 

(290) 

145,4 

164,4 
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TABLE 18 

MARKET RISK NET EFFECTIVE OPEN POSITION AND SENSITIVITY ANALYSIS 

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 
1995 1995 1995 1995 1995 1994 months growth 

Rmillion Rmillion Rmillion Rmillion Rmillion Rmillion Rmillion Percentage 

Net effective open 
position after 
transactions 
in derivatives 

Money market 

Capital market 

Aggregate net foreign- 
currency position 

5,007 

6,876 

4,228 

7,547 

5,892 

9,595 

5,496 

6,309 

4,688 

5,897 

4,676 5,156 OY3 

5,720 7,582 3Y1 

702 996,O 

320,2 

259 

146 

1,017 707 824 

577 

56 

457 

540 

52 

Equities 

Commodities 

Other 

486 

39 

128 302 

52 

15 

13 48 307,O 

17 6 (100,O) 5 2 

Investments 15,299 16,349 17,796 18,560 19,480 14,618 17,001 33,3 

Net effective open 
position 27,654 29,671 34,034 31,822 31,114 25,121 30,797 23,9 

Net effective open 
position as percentage of: 

- Total assets 7Y9 8 4  8Y9 8,O 7Y7 7Y4 8,2 
- Total capital and 

Effect on income of 
sensitivity analysis 

Equities 

Money market 

Capital market 

Commodities 

Foreign currency 

Investments 

Other 

reserves 108,9 114,5 130,O 113,5 108,6 105,O 1 16,7 - 

6 

8 

16 

(5) 
- 
- 

21 

(4) 

18 

1 

13 

2 
- 

8 

3 

16 

4 

(5) 
1 
- 

10 

(33Y3) 

28,5 

200,o 

225,O 

200,o 
- 

300,O 

Net effect on profit 22 46 34 14 38 16 29 141,4 

Profit effect of 
sensitivity analysis as 
percentage of total 

- capital and reserves OY1 0,1 OY1 OY1 OY1 OY1 OY1 
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TABLE 19 

CREDIT RISK ANALYSIS OF OVERDUE ACCOUNTS 

Prior-year 
comparative 

Quarter1 Quarter2 Quarter3 Quarter4 Quarter4 Average 
March June September December December for Annual 

Rmillion Rmillion Rmillion Rmillion Rmillion Rmillion Percentage 
1995 1995 1995 1995 1994 Y- Ph 

Overdue accounts 

Mortgage loans 

Instalment finance 

4,306 3,97 1 4,111 4,233 4,172 4,155 

1,248 1,247 1,219 1,284 1,212 1,250 

Other loans 5,643 6,632 5,845 5,688 5,189 5,952 9Y6 

TOTAL 11,197 11,850 11,175 11,205 10,573 11,357 690 

Specific provisions 5,656 5,775 5,642 5,835 5,536 5,727 5,4 

Market value of security held 2,742 4,893 5,025 5,073 3,030 4,433 

Ratios 

Provisions: Overdues (%) 

Provision and security held 
Overdues (%) 

Overdues : Advances (%) 

Provisions: Advances (%) 

Overdues where no 
provision has been raised 

Interest suspended 

50,5 48,7 50,5 52,l 52,4 50,5 

7 5 3  90,O 953 97,3 8 1,0 

397 3Y7 3Y4 3,3 3,6 

L9 13 L 7  L 7  1Y9 

836 917 668 596 519 

89,5 

3 3  

1,8 

754 

67,4 

Interest not suspended 110 173 182 172 103 159 - 

946 1,090 850 768 622 913 - TOTAL 
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TABLE 20 

LARGE CREDIT EXPOSURES 

Prior-year 
comparative 

Quarter1 Quarter2 Quarter3 Quarter4 Quarter4 
March June September December December Average Annual 
1995 1995 1995 1995 1994 foryear growth 

Rmillion Rmillion Rmillion Rmillion Rmillion Rmillion Percentage 

Granted 250,001 250,308 268,267 278,325 241,975 261,725 15,O 

Utilised 89,006 100,782 107,107 121,619 85,492 104,629 42,3 

Utilised Advances (%) 30,O 32,4 133J 36,6 30,l 33,O 21,8 

Utilised Capital and 
reserves (%) 359,6 414,6 

I 
423,2 445,6 387,O 410,8 15,l 

Granted Capital and 
reserves (%) 1 010,O 1 029,8 1 060,O 1 019,8 1 095,3 1 029,9 
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TABLE 21 

PROFITABILITY OF ASSETS 

Prior-year 
comparative 

Quarter1 Quarter2 Quarter3 Quarter4 Quarter4 
March June September December December Average h u a l  
1995 1995 1995 1995 1994 foryear growth 

Rmillion Rmillion Rmillion Rmillion Rmillion Rmillion Percentage 

Advances 

Reasonable margin 

smallmargin 

No yield 

Investments 

Profitable 

Not profitable 

Infi%lstructure 

274,934 291,427 

33,768 34,708 

6,595 6,486 

309,467 314,269 267,915 297,524 17,3 

32,098 34,507 26,793 33,770 28,8 

6,521 6,546 8,35 1 6,537 (21,6) 

6,107 6,595 7,06 1 7,08 1 6,O 19 6,711 17,6 

933 956 1,069 1,185 758 1,036 56,4 

33,424 35,020 31,695 34,821 29,977 33,739 16,l 

TOTAL 355,761 375,192 387,911 398,409 339,813 379,317 17,2 

Note: It is apparent &om the fluctuations in this table that the information supplied is based on broad estimates. 
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TABLE 22 

OPEN POSITION IN FOREIGN CURRENCY 

Average month-end balance for quarter 

Quarter1 Quarter2 Quarter3 Quarter4 
March June September December 
1995 1995 1995 1995 

USA$ USA$ USA$ USA$ 
million million million million 

Total forex assets 4,458 4,828 3,825 3,661 

Month-end Prior-year 

December December 12 
balance comparative Average 

1995 1994 months Annual 
USA$ USA$ USA$ growth 
million million millionPercentage 

3,382 4,435 4,193 (23,7) 

Total forex liabilities 5,506 6,27 1 6,256 6,385 6,544 5,306 6,105 23,3 

Net spot position 

Mismatched forward 
commitments 

Net position in 
derivatives 

967 

134 

1,070 3,260 

365 (844) 

(2,724) (3,162) (871) (1,912) (262,8) 

4,142 4,856 577 2,360 741,7 

(1,404) (1,693) 274 (437) (716,7) 

- - Foreign branches 5 2 1 (1) (1) 2 

Total net open position 
after hedging 58 1 13 108,9 



APPENDIX 8 

CIRCULARS SENT TO BANKS DURING 1995 

Banks Act Circular 1/95 

Banks Act Circular 2/95 

Banks Act Circular 3/95 

Banks Act Circular 4/95 

Banks Act Circular 5/95 

Banks Act Circular 6/95 

Banks Act Circular 7/95 

Banks Act Circular 8/95 

Banks Act Circular 9/95 

Annual withdrawal and retention of circulars 

Risk-management guidelines for derivatives 

Risk-management areas to be covered in the trilateral discussions in 
respect of 1995 financial year-ends 

Minimum reserve-balance requirement 

Guidelines regarding the amendment of the definition of “executive 
officer” contained in section 1 (e) of the Banks Amendment Act, 1994 

Treatment of potential exposure for off-balance-sheet items 

Amendment of regulation 37(5) of the Regulations relating to Banks 

Currency risk Amendment of regulation 3 l(6) of the Regulations relating 
to Banks 

Guidelines in respect of form DI 020 
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APPENDIX 9 

STATUS OF FINANCIAL REGULATION 

FUNCTION RESOLVED 

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

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

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

Stokvels/credit unions 

Portfolio management No. Proposals completed. Awaiting Financial Services Act. 

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. 

No. Regulations to be finalised during 1996. Securities trading 

Curatorshiplliquidations Yes. Sections 43 and 44 of the Banks Amendment Act, 1994 (Act 
No. 26 of 1994). 

Contraventions of Banks Act, 1990, and 
Mutual Banks Act, 1993 

No. Inability to warn public/intermediaries. 
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APPENDIX 10 

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

SECTION l(cc): EXEMPTIONS BY THE REGISTRAR OF BANKS 

GOVEFWMENT GAZETTE TOPIC EXPIRY 

Date Number 

1 994/12/14 16167 Mining houses Indefinite 

1995/12/08 16865 Teba Savings Fund 1996/ 12/3 1 

1992/0 1/03 13723 Securitisation schemes Indefinite 

1994/ 12/14 16167 Commercial paper Indefinite 

1994/12/14 16167 Trade in securities and h c i a l  
instruments 

Indefinite 

1 994/12/14 16167 A group of persons between which 
a common bond exists 

Indefinite 

SECTION l(dd): EXEMPTIONS BY THE MINISTER OF FINANCE 

GOVERNMENT GAZETTE TOPIC SUBPARAGRAPH EXPIRY 

Date Number 

199 1/0 1/3 1 13003 Participation bond schemes Indefinite 

199 1/0 1/3 1 13003 Unit trust schemes (dd) (ii> Indefinite 

1995/12/08 16865 KwaZulu Finance and Investment 
Corporation Limited (dd) (9 1996/12/3 1 

SECTION 2(vii): EXCLUSIONS BY THE MINISTER OF FINANCE 

GOVERNMENT GAZETTE TOPIC EXPIRY 

Date Number 
~~ ~ 

1992/0 1/24 13744 Post Office Savings Bank Indefrnite 

1 994/12/14 16167 Industrial Development Corporation Indefinite 
of SA Limited 
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APPENDIX 11 

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 financial services sector. 

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

2. Mutual Banks Act, 1993 No. 124 of 1993 (A) 

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

4. Participation Bonds Act, 1981 No. 55 of 1981 (B> 

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

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

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

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

9. Insurance Act, 1943 No. 27 of 1943 (B) 

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

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

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

13. Safe Deposit of Securities Act, 1992 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> 

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

18. Share Blocks Control Act, 1980 No. 59 of 1980 (C> 

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

(A) Supervised by Bank Supervision Department, SARB. 

(B) Supervised by Financial Services Board. 

(C) Administered by Regis- of Companies. 
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APPENDIX 12 

APPROVAL OF ACQUISITION OR ESTABLISHMENT OF FOREIGN 
BANKING INTERESTS IN TERMS OF SECTION 52 OF THE BANKS ACT, 

1990, FROM 1 JANUARY 1995 TO 31 DECEMBER 1995 
Name of bank/ Date of Name of interest 

ABSA Bank Limited 1995-05-25 Bankhaus Wolbern & Co GmbH 

ABSA Bank Limited 1995-03- 14 New York Representative Office United States of 

controlling company approval (and type of interest) country 
c 

(subsidiary) 

(representative office) America 

Amalgamated Banks 
of South Africa Limited 

1995-09-1 3 Offshore holding company arid Isle of Man 
trade finance company 
(subsidiary) 

~~ 

Amalgamated Banks 
of South Africa Limited 

1995-08-29 ABSA Securities Inc. (formerly United States of 
Saicor Securities Limited Inc.) America 
(subsidiary) 

Amalgamated Banks of 
South Afiica Limited (via 
MLS Bank Limited) 

1995-04-20 Interest of 10 per cent in 
Medical Finance Australia 
Limited 

Australia 

Firstcorp Merchant Bank 1995-05-09 Interest in a limited United States of 
Limited partnership to be established in America 

Delaware, USA 

Fund, LE' (interest/subsidiary) 

Limited (subsidiary) 

(subsidiary) 

The FirstCorp Capital 1995 

Investec Bank Limited 1995-04-04 Clive Discount Company United Kingdom 

Clive Agency Bond Broking 

Clive Nominees (subsidiary) 

Investec Bank Limited 1995-03-01 GDM Finance Limited 
(subsidiary) 

Republic of South 
M c a  - incorporated 
sub-subsidiaries in 
the United Kingdom, 
United States of 
America and 
Liechtenstein 

Investec Bank Limited 1995-06- 13 Newco established by African Liechtenstein 

Investec Bank Limited 1995-02- 17 ATB Medical Finance Limited United Kingdom 

Shipping Ltd (subsidiary) 

(subsidiary) 

(joint venture) 
Medfin UK Joint Venture 
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A P P W M  12 

APPROVAL OF ACQUISITION OR ESTABLISHMENT OF FOREIGN 
BANKING INTERESTS IN TERMS OF SECTION 52 OF THE BANKS ACT, 

1990, FROM 1 JANUARY 1995 TO 31 DECEMBER 1995 (continued) 

Name of bank/ 
controlling company 

Date of Name of interest 
approval (and type of interest) country 

Investec Bank Limited 1995-06-14 Withdrawn - Medfin 
UK Joint Venture 

United Kingdom 

Investec Bank Limited 1995-06-05 Dynamic Finance Rentals United Kingdom 
Limited and CFC Fintech 
Limited (subsidiary of previously 
approved subsidiary Dynamic 
Finance PLC) 

Investec Bank Limited 1995-09-18 Interest of 10 per cent in Insinger Luxembourg 

Investec Bank Limited 1995- 10-23 Golden Star Monetary Ltd Hong Kong 

Investec Bank Limited 1995-10-23 Investec SA (subsidiary) Luxembourg 

SA (subsidiary) 

(subsidiary) 

Investec Finance SA 
(subsidiary) 

Investec Bank Limited 1995-10-23 Clive Securities Group Limited United Kingdom 
Clive Investments Limited 
(subsidiaries of wholly owned 
subsidiary Investec Holdings 
(UK) Limited) 

Investec Bank Limited 1995- 1 1-03 Investec Overseas Finance BVI British Virgin Islands 

Investec Bank Limited 1995- 12-04 ATB (Mortgages) Limited Jersey 

Investec Bank Limited 1995-12-08 Interest in Cazenove Money United Kmgdom 

MLS Bank Limited 1995-02-20 Dacus Investments Limited United Kingdom 

(subsidmy) 

(subsidiary) 

Brokers 

(subsidiary) 

(joint venture) 
Medfin UK Joint Venture 

Nedcor Bank Limited 1995-03-31 Newco (subsidiary) Liechtenstein 

Standard Bank Investment 1995-07-07 Shareholding of 50 per cent in Czech Republic 
Corporation Limited OB A d  SRO by Standard Bank 

London Limited (subsidiary) 



APPENDIX 12 

APPROVAL OF ACQUISITION OR ESTABLISHMENT OF FOREIGN 
BANKING INTERESTS IN TERMS OF SECTION 52 OF THE BANKS ACT? 

1990, FROM 1 JANUARY 1995 TO 31 DECEMBER 1995 (continued) 

Name of bank/ Date of Name of interest 

Standard Bank Investment 1995-12-08 Shareholding of 10 per cent in Channel Islands 
Corporation Limited International Pepsi-Cola Bottler 

Standard Bank Investment 1995-02-10 Stanbic International Insurance Isle of Man 
Corporation Limited Limited 

Standard Bank Investment 1995-06-14 Meridien BIAO Bank Tanzania Tanzania 
Corporation Limited (via 
SBIC Afiica Holdings subsidiaries: 
Limited) Meridien Financial Services 

controlling company approval (and type of interest) country 

Investments Limited 

Limited, together with its 

Tanzania Limited (subsidiary) 
Meridien Forex Bureau 
Limited (subsidiary) 

The Standard Bank of South 1995-02-10 Newco (representative office) United Kingdom 
Afiica Limited 

UAL Merchant Bank 1995-05-23 Vestal Shipping SA (subsidiary) Liberia 
Limited 

limited (subsidiary) 

(subsidiary) 

UAL Merchant Bank 1995-09-.14 FlOriana Shipping Holdings SA Malta 

Augusta Shipping Holdings SA 

UAL Merchant Bank 1995-12-04 Interest in Roseaire Limited British V i  Islands 
Limited 
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