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MISSION 

TO PROMOTE THE SOUNDNESS OF BANKS THROUGH 
EFFECTIVE SUPERVISION 

PHILOSOPHY 

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

ROLE OF THE INTERNAL AUDITORS 

Although the role of the internal auditors, together with that of the audit committee, was 
highlighted in the Department’s 1994 Annual Report, several highly publicised bank fail- 
ures in recent years have once again underscored the need for effective internal controls 
and an effective internal audit function, as well as the crucial role played by internal audi- 
tors in the management of risk: 

“As major institutions fall victim to control failures, and others take stock of their 
defenses, we see a new reality: risks are swift, sudden and relentless. 

To fortify themselves against the onslaught, senior management and boards of direc- 
tors rely on internal audit. The internal audit function is their ‘superego’, the voice 
of conscience, the mechanism to spot whether controls are sufficient to manage risks 
and uncertainties. That’s a tremendous responsibility, and over the years, the inter- 
nal audit function has largely lived up to the challenge. 

Of course internal audit does not, cannot, bear this responsibility alone. Internal 
audit’s function is simply one of the elements of an institution’s overall fabric of cor- 
porate governance ... Yet internal audit has long since been the focal point, the court 
of first and last resort and the function most often turned to when controls falter.” 
Intern1 audit in leading financial institutions: a worldwide study of the changing land- 
scape, New York, NY Deloitte Touche Tohmatsu International, 1995, p. 2. 
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PURPOSE OF THE REPORT 
The purpose of this report is to present an overview of the objectives and activities 
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CHAPTER 1 

REGISTRAR’S REVIEW 

INTRODUCTION 
During the year under review, the Bank Supervision 
Department reached its tenth anniversary as part of the South 
African Reserve Bank. Although the supervision of banks 
and building societies (which have since been transformed 
into either banks or mutual banks) was officially transferred 
from the Department of Finance to the Reserve Bank only on 
24 April 1987, the Department began its work within the 
Reserve Bank on 1 October 1986. Since then, there have 
been significant changes not only to the regulatory environ- 
ment in which the Department operates, but also to the 
methodology of banking supervision employed. 

In the line with international developments, the focus of 
banking legislation in South Africa has shifted towards prin- 
ciples that are aimed at facilitating sound risk management 
and that emphasise the role of the various key players in the 
risk-management process. Initially, supervision consisted 
mainly of off-site checking of statistical information con- 
tained in the statutory returns submitted to the Department 
by banking institutions. As a result of significant and still 
ongoing advances with the computerisation of this statutory 
information, the Department’s analysts can now concentrate 
on interpreting and analysing the information, for example, 
by using graphs or time series and techniques such as ana- 
lytical review, in order to assess and form an opinion of the 
quality of banks’ risk management, instead of merely check- 
ing the validity of the information. Relevant information 
from other sources, such as banks’ audited financial state- 
ments, the financial media and rating agencies, is also incor- 
porated into the Department’s information systems. 

The supervisory approach has evolved and been broadened 
to include a much larger, and still growing, component of on- 
site supervision, which includes, inter alia, ongoing interac- 
tion and regular prudential meetings with the executive man- 
agement and risk managers of banks, annual presentations to 
banks’ boards of directors and trilateral discussions with the 
management, including the audit committee, and the ex- 
ternal auditors of banks. Increasing emphasis is also being 
placed on regional co-operation and internationally import- 
ant issues such as corporate governance and consolidated 
supervision, which include interaction with all parts of a 
banking group’s operations, locally and abroad, and with 
other local and international supervisors and regulators. 
More details of the Department’s work in all these areas are 
provided in Chapter 2 of this Report. 

GUIDELINES FOR EFFECTIVE SUPERVISION 
Since the last meeting between the Basle Committee on 
Banking Supervision and the chairpersons of regional super- 

visory groups in Stockholm, Sweden, in mid-1996, there 
have been some significant developments in international 
supervisory matters. These developments were also trig- 
gered by the communiqui issued after the meeting of the 
heads of government of the group-of-seven (“G7”) countries 
in Lyons, France, in 1996. 

Among the conclusions of the Lyons summit were that bet- 
ter prudential regulation was required and that more focused 
supervision of the financial markets was essential for pre- 
serving the stability of the international monetary and finan- 
cial system. There was also a call for the adoption of strong 
prudential standards in countries with emerging economies. 

This led to the idea of setting out core principles or guide- 
lines for a sound supervisory system. It was envisaged that 
these guidelines would be relatively short and fairly general 
and be applicable to both industrialised countries and emerg- 
ing markets. Such guidelines were to be submitted to the 
Basle Committee on Banking Supervision for approval in 
March 1997. The Basle Committee, in turn, will forward the 
guidelines to the summit of the G7 heads of state to be held 
in Denver, Colorado, in June 1997. 

Since the Bank Supervision Department has in the past com- 
mitted itself to implementing the principles set by the Basle 
Committee, the Department will compare the current status 
of its supervisory system with the principles set out in the 
aforementioned guidelines once they are published. In cases 
where adherence to any of the core principles may be lack- 
ing, a defined schedule for attaining such adherence will be 
adopted by the Department, taking account, of course of 
South Africa’s special circumstances and needs. 

With regard to the environment required for effective super- 
vision, Dr T Padoa-Schioppa, Chairman of the Basle 
Committee, expressed the following view, with which the 
Department concurs: 

“The ability to act independently and in the best interest of 
the banking system as a whole must be a key component of 
any banking supervisory system. The supervisor must also 
be able to function free of political pressure or influences. 
Although there is an obvious need to take into consideration 
governmental objectives, banking supervisors cannot be 
expected to fulfil their responsibilities if they are subjected to 
political pressures. 

The critical role of the supervisor argues for a strong agency 
with highly qualij?ed management that clearly understands 
the business of the banking institutions being supervised. 
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The supervisory agency must develop and maintain an elite 
corps of trained and dedicated supervisors capable of inter- 
facing as equals with senior management of banks. ’’ 

REGIONALISATION OF BANKING Hi A P W A  
In line with developments in other countries and regions 
worldwide, financial markets in Africa have expanded 
beyond national borders, largely as a result of growing trade 
volumes and the increasingly free flow of foreign exchange. 
As highlighted under “Guidelines for effective supervision” 
above, the 1996 Lyons summit of the group-of-seven coun- 
tries concluded that better prudential regulation and supervi- 
sion were prerequisites for the preservation of the stability of 
the international monetary and financial system. 

The challenge for banking systems in African regions is to 
become part of the global trend to enhance bank regulation 
and supervision through increased coordination, in order to 
avoid the risk of being disregarded and, possibly, exploited 
in international financial markets. In Chapter 2 of this 
Report, particular mention is made of the need for the grow- 
ing cross-border operations of South African banks to com- 
ply with internationally accepted standards and the need for 
the harmonisation of accounting standards in the African 
region. 

A possible approach to address the challenges faced by 
banking in Africa would be for the banking systems of indi- 
vidual countries to become part of regional efforts to har- 
monise banking legislation, regulation and supervision, as 
well as other aspects of financial infrastructure. Such an 
approach would not only help to strengthen individual bank- 
ing systems at a national level, but also support increasingly 
regional financial markets in the various African regions. 

A regional approach to financial infrastructure has been 
adopted by the Committee of Central Bank Governors of the 
Southern African Development Community (“SADC”). A 
project is already underway to assist in the development and 
upgrading of payment, clearing and settlement systems in 
the SADC region. 

As regards regionally endorsed bank supervision, existing 
structures and groupings - such as the Common Monetary 
Area, which comprises Lesotho, Namibia, South Africa and 
Swaziland, or the South African Customs Union, which 
allows for the free movement of goods between the Union’s 
member countries - could possibly form the basis for the 
establishment of a regional bank supervisory authority, 
which could create a framework for agreements on, for 
example, voluntary adherence to accounting and prudential 
standards and penalties for non-compliance. In this regard, 
it is interesting to note that, in the past, self-regulating stan- 

dards have proved to be successful disciplining mechanisms, 
for example, with regard to risk-based capital-adequacy 
requirements and risk-management systems. 

A voluntary grouping of bank supervisors in the Eastern and 
Southern African region, namely, the East and Southern 
Africa Banking SupervisorS.,Group ( “ E S P ) ,  agreed in 
1994 to support a common market-oriented and risk-based 
philosophy of regulation and supervision. As reported in 
Chapter 2 of this Report, three training courses in banking 
supervision, emphasising that various key players are 
responsible for particular dimensions of risk management, 
have already been presented to ESAF member countries. 

/-- 

A consultative regional body could possibly be granted for- 
mal authority by national bank supervisors to review pub- 
licly available data on an off-site basis and to express an 
opinion thereon. Such a body could support a national bank 
supervisor’s recommendation, for example, to conduct an 
on-site examination of a bank, to close a bank, or to take any 
other action that might provoke opposition. In order for suf- 
ficient pressure to be generated for banks to conform to a 
regional body’s standards, most major banks would have to 
adhere thereto. 

Three categories of regional standards would have to be 
developed: 

Minimum reporting and prudential standards, including 
off-site statutory returns, which may be the most feasible 
area to harmonise on a regional basis, and prudential 
rules and regulations, in order to add credibility and 
strength to the common attempts of national supervisors 
to implement sound and regionally shared prudential 
policies. 

Common measures for the enforcement of rules and reg- 
ulations, since a regional approach to enforcement may 
be of more benefit than the rules themselves. 

A harmonised structure for national banking legislation, 
which would have to conform to common regional norms 
and which would have to cover aspects ranging from the 
authority of the bank supervisor to the definition of the 
business of a bank. 

The central theme of regionally harmonised legislation, reg- 
ulations, standards and the supervisory approach itself 
should be the importance of corporate governance and finan- 
cial risk management, aspects highlighted in Chapter 2 of 
this Report. 
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OPERATION OF THE BANK OF ENGLAND’S 
SUPERVISION AND SURVEILLANCE DIVISION 
In the wake of the Barings collapse, the Bank of England 
(“BE’), during October 1995, commissioned the accounting 
firm of Arthur Andersen to review the operations of the BE’s 
Supervision and Surveillance Division. 

\ 

One of the findings of this review was that there was a need 
for a more systematic approach to the supervision process. 
This should include a formal periodic risk assessment of 
each institution supervised. Furthermore, much more use 
should be made of information technology, the experience of 
the staff involved in the risk assessment should be upgraded 
and a more stimulating working environment should be cre- 
ated. 

In brief, the Arthur Andersen report made the following re- 
commendations: 

Recommendation 1 

The BE should formalise and communicate a statement 
of objectives and standards of supervision. The report 
acknowledged that the prevention of all bank failure was 
not, and could not be, the objective. It was, however, 
clear from ongoing public debate and discussion that 
there was a lack of clarity about the nature and extent of 
protection that supervisors offered depositors. The ques- 
tion was raised whether supervisors could fulfil public 
expectations about the degree of protection afforded. 

Benefit to depositors was said to be a key objective, and 
line supervisors required a clear statement on what their 
objectives were and how those objectives were to be met 
operationally. 

The report stated that if the documented objectives were 
indeed what the supervisors were aiming to achieve and 
if they drove the process of supervision, then these 
should be made known more widely, in the interests of 
greater transparency and influencing public expectations. 

Recommendation 2 

As regarded the actualpractice of supervision, the report 
commented that there was an unnecessary variety of 
supervisory practices. Some groups performed risk 
assessments, whereas others routinely performed analy- 
ses of strengths, weaknesses, opportunities and threats. 
The report recommended that the BE should introduce 
formal risk assessments and designed and outlined such 
an approach, called RATE (Risk Assessment Tools and 
Evaluation). The report further recommended that super- 

visors should spend more time visiting the institutions 
being supervised, in order to give supervisors an oppor- 
tunity to learn more about the business of, and the wider 
risks faced by, each institution. Although favouring the 
adoption of a systematic risk-based approach, the report 
did not recommend that each institution be given an 
overall risk rating (as is the case in the United States of 
America, where the CAMEL system - whereby capital, 
asset quality, management, earnings and liquidity are 
rated - is used). 

In discussing various supervisory tools, the report 
squarely faced the difficulties in making an assessment 
of the adequacy of internal controls, a major breakdown 
of which was found to have occurred in most bank fail- 
ures. With regard to the Section 39 reports used in the 
United Kingdom Supervisory System (that is, the reports 
in terms of Section 39 of the Banking Act 1987, which 
gives the BE powers to instruct institutions to appoint 
accountants to report on the systems and controls of insti- 
tutions and on the accuracy of their prudential returns), 
the finding was that the reports were not as effective as 
had been envisaged. There were doubts about the quali- 
ty of the work done by the reporting accountants, and the 
report suggested various improvements to the existing 
system. 

Recommendation 3 

With regard to the supervision of international financial 
conglomerates and the need for effective co-operation 
between supervisors, the report recommended that the 
BE should document the reliance that it placed on other 
supervisors. 

Recommendation 4 

As regarded supervisory actions to be taken when insti- 
tutions infringed the rules or disregarded guidance, the 
report held the view that supervisors were not making 
appropriate or sufficient use of the actions available to 
them. Supervisors had the options of restricting or 
revoking a banking licence, but did not make enough use 
of immediate levers, such as target or trigger ratios, or 
more intensive supervision. The report recommended 
that the delegation of authority for supervisory decisions 
should be reviewed and communicated in revised inter- 
nal policy guidelines. 

The report, however, paid tribute to some extremely positive 
aspects, reflecting the BE’s standing, history and tradition. 
These aspects included the feeling that people were involved 
in a public service and were working for the greater good, as 
well as the intellectual rigour and academic thoroughness of 
their approach and their dedication to their work. The report, 

6 



however, called for more staff, an overhaul of the organisa- 
tional structure and a substantial increase in the experience 
level of staff. 

The BE’s response to the Arthur Andersen report 

In response to the report, the BE announced the creation of 
three new divisions and the reorganisation of existing divi- 
sions in the supervision and surveillance area. The proposed 
changes will require significant increases in the BE’s super- 
visory resources. Some persons, notably a group of senior, 
recently retired bankers with experience of current market 
practice, are to be recruited from outside. There will also be 
a significant increase in training programmes, including 
external secondments, and information technology support 
for line supervisors. Key elements of the changed supervi- 
sory programme include: 

Clarification of the standards and processes of supervi- 
sion and how these are linked to the overall objectives of 
supervision. 

Development of a more systematic model of risk assess- 
ment, which will drive the supervisory programme for 
each bank. 

Review of the Section 39 reporting accountants regime. 

Reorganisation of the Supervision and Surveillance 
Division into a larger number of line divisions, and the 
creation of an operations division, which will include 
training, information technology and other support func- 
tions. 

Establishment of a quality-assurance function, which 
will be headed by an outsider. 

To a large extent, the practices and procedures followed by 
the Bank Supervision Department in South Africa are 
already in line with the recommendations of the Arthur 
Andersen report, as evidenced, inter alia, by the 
Department’s broadened supervisory approach, which was 
highlighted in last year’s Annual Report. 

QUALITATIVE VERSUS QUANTITATIVE 
SUPERVISION 
As banks offer and trade an increasingly diverse range of 
financial products across a wide spread of markets and coun- 
tries, the business of banking is becoming increasingly com- 
plex. The task of safeguarding the safety and soundness of 
the banking system, by ensuring that risks are properly mon- 
itored and controlled, is presenting the banking supervisor 
and regulator with new challenges each day. Increasingly, 
traditional financial information is already outdated and no 

longer indicative of current risk exposures by the time that it 
becomes available to the supervisor. At the same time, more 
is being expected of supervisors, particularly since there is a 
tendency to expect supervisors to prevent all bank failures. 
In such circumstances, it follows that the supervisor will 
have to rely less on analysis of financial information and 
more on evaluation of the risk-management process, neces- 
sitating a shift in emphasis from quantitative to qualitative 
supervision. As observed elsewhere in this chapter, the 
Arthur Andersen report in the aftermath of the Barings col- 
lapse has highlighted the need for such a shift, and this 
Department is closely following all relevant developments in 
this regard. 

The Department is, however, encouraged by the fact that the 
broadening of its supervisory approach to include, inter alia, 
comprehensive prudential discussions with the executive 
management and risk managers of banks, as well as its grow- 
ing use of computerised information systems, has given it a 
headstart in the shift in emphasis towards qualitative super- 
vision. Already, the Department’s analyses of and guidance 
to banks have moved away from mere processing of statisti- 
cal information and narrow prescriptions of compliance 
toward pro-active identification of new risk areas and the 
dissemination of sound practices for managing such risks. 

UNIVERSAL BANKING VERSUS 
CONGLOMERATE BANKING 
Financial systems around the world are based on either spe- 
cialist or universal banking principles. This depends on 
whether a formal separation is made between different areas 
of finance, resulting in each function being conducted by a 
specialist institution, or whether the different functions are 
undertaken by universal banking institutions. The question 
is whether management and capital are dedicated to different 
areas of business, or whether some activities are provided by 
subsidiaries. 

Financial institutions, and banks in particular, have steadily 
diversified into the traditional territories of other institutions, 
and demarcations have been eroded. This trend has seen 
diversification of banks into securities trading and into 
linked unit-trust products, which resemble insurance prod- 
ucts. The driving force for change has come less from for- 
mal changes in regulation than from increased competitive 
pressures, developments in information, trading and delivery 
technology and the evolving strategic objectives of financial 
institutions. 

According to Prof David Llewellyn, the universal banking 
model implies that banks can offer the full range of financial 
services - commercial and investment banking, securities 
trading and broking, derivatives trading, underwriting, fund 
management and insurance - to corporate and personal 



clients. The model implies the absence of regulatory barriers, 
which generally restrict the allowable range of banks’ busi- 
ness and which force a compartmentalisation of functions 
and institutions. 

In South Africa, banks conduct the full range of securities 
business. Business in equity securities is required to be con- 
ducted through wholly owned subsidiaries with dedicated 
capital, a requirement imposed not by the Banks Act, but by 
the relevant exchange. Similarly, just as insurance business 
can legally be conducted only by insurance companies, 
banks that diversify into the area of insurance have to do so 
by creating clearly defined insurance subsidiaries, as separate 
subsidiaries of the bank controlling company. South African 
banks do not take equity stakes in their corporate customers 
and do not have voting rights (either directly or by proxy) in 
the governance of companies. South African banks have 
only debt contracts with their customers. 

Four main factors account for the corporate structure of a 
financial conglomerate often being preferred to the pure uni- 
versal banking model: 

Regulatory requirements have in some cases dictated that 
certain activities of banks - for example, securities trad- 
ing and insurance - have to be conducted through sub- 
sidiaries with dedicated capital, in order to ring-fence 
different types of risk. If a bank has the option of either 
supporting or not supporting a subsidiary that is in diffi- 
culty, even though the subsidiary has contributed profit 
and business opportunities while it was successful, the 
relationship between the bank and the subsidiary may be 
deemed to be asymmetric. 

Regulators may also seek a conglomerate structure in 
order to guard against actual or perceived potential con- 
flicts of interest that may act against the interests of cus- 
tomers. 

It is easier to operate functional regulation, whereby the 
functions are regulated and supervised irrespective of the 
type of institution conducting the business, when there is 
corporate separateness than is the case when all functions 
are undertaken within a single, integrated business unit. 

The culture or management style of different aspects of 
the business may be sufficiently different to warrant the 
different types of business to be conducted on an opera- 
tionally autonomous basis, with separate management. 
On the other hand, this may have the effect of limiting 
the benefits of any economies of scale to be derived from 
conducting a wide range of business. 

The major public-policy interest in favour of more diversifi- 
cation is that it enhances competition in financial service, 

thereby placing existing firms in subsectors of the financial 
system under greater pressure to raise efficiency. There is 
also a public-policy interest in the minimisation of risk 
through optimum diversification and unimpeded selection of 
optimum portfolios. 

An argument in favour of the universal banking model is that 
a portfolio of different services can be produced and market- 
ed more cheaply by a bank than is the case when each ser- 
vice is provided by separate entities. 

The main case against diversification of an organisation is 
that economies of scale are likely to be limited by the 
increased difficulty of efficiently managing a complex, non- 
focused organisation. Only for standard financial products is 
convenience the ovemding consideration; corporations and 
high net-worth individuals will be willing to make an addi- 
tional trip to deal with a high value-added supplier of finan- 
cial products. Problems and conflicts may arise because of 
the different cultures, traditions and working practices of dif- 
ferent facets of a financial conglomerate - each may conta- 
minate the other, to the detriment of all. 

Some of the regulatory concerns about financial conglomer- 
ates in general and specific aspects of diversification in par- 
ticular include the following: 

b A bank may become contaminated by risks elsewhere in 
the group of which it forms part. A concern in this regard 
is that the social costs of bank insolvency may exceed the 
private costs. Because banks are special in that they are 
the main depository for the general public’s liquid funds, 
and because there may be potential for a run on a bank, 
even when fire walls have been established, the regulator 
is always aware of the risk of contagion. 

A banking group, including a bank in the group, could be 
undermined by non-banking activity. This could result in 
lender-of-last-resort assistance being extended, by the 
central bank, to a wider range of activities, which, in 
turn, raises issues of competitive neutrality, since such 
assistance is not normally made available to specialist 
suppliers of some of the services provided by bank-based 
financial conglomerates. 

Although the probability of failure may not be higher, 
and may even be lower, for a financial conglomerate than 
for a specialist institution, any failure of a financial con- 
glomerate may be more serious, since a wider range of 
activities is involved. There might even be a multi-con- 
tagion problem in several sectors of the financial system. 

When functional regulation is applied, problems may 
arise as to which regulatory agency is responsible for the 
total financial conglomerate. 
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The potential for an undue concentration of power, 
together with the resultant impairment of competition, 
could be regarded as a reason for not allowing financial 
conglomerates. 

Nevertheless, a choice has to be made between, on the one 
hand, the benefits to be derived from allowing competitive 
markets to evolve optimum business structures, with resul- 
tant consumer benefits, and, on the other hand, possible reg- 
ulatory hazards. In the absence of evidence that such haz- 
ards are real, the balance of analysis and experience argues 
in favour of conglomerate structures. 

The debate on banking structures is ongoing, and the matter 
will be discussed in depth during 1997. In practice, financial 
conglomerates will not displace specialist institutions. A few 
major bank-based financial conglomerates will evolve, but 
so will a much larger number of more specialised financial 
institutions. In the final analysis, the choice will be made 
by the market and clients of banks, and not by the regulator. 

INTERRELATIONSHIP BETWEEN ECONOMIC 
AND FINANCIAL STABILITY 
A question that tends to provoke much debate is whether 
bank regulation and supervision are required in a market-ori- 
ented economy. Banks’ demand deposits are the most 
important means of payment in the economy. If distrust in 
such deposits were to develop, or if depositors were to dis- 
cover that their deposits had been wiped out or frozen, 
numerous chains of transactions would be sabotaged, and the 
economy would grind to a halt. For these reasons, the sta- 
bility of the banking system is of special concern to govern- 
ments, and resources are devoted to regulating banks. 
Failure of a bank not only has an impact on the particular 
bank and its clients, but also has strong third-party effects. 
In protecting the stability of the banking system, bank regu- 
lators and central banks should, however, avoid two 
extremes: 

standing back and allowing banks to fail until a systemic 
crisis develops; and 

never allowing a bank to fail or a depositor to lose 
money, since the zero risk implied thereby would create 
serious moral hazard problems and result in a misalloca- 
tion of resources. 

Another question deserving some attention is why a sound 
economy is important for financial stability. 
Mismanagement of macro-economic policy can destabilise 
the banking sector and may burden regulators with insur- 
mountable problems. An unduly expansionary fiscal and 
monetary policy may lead to inflation rising to, say, 50 per 
cent per annum. Interest rates are likely to follow inflation 

to very high levels, resulting in banks’ cash-flow sensitive 
bonbwers suffering hardship. Bad debts are also likely to 
rise sharply, possibly to a level at which there may be a threat 
of numerous bank failures. In the interests of systemic sta- 
bility, the central bank may refinance such banks, thereby 
creating more money, which, in turn, will lead to inflation 
rising even further, as well as a further cycle of deterioration. 

On the other hand, sound and effective bank regulation and 
supervision, as well as early action to prevent systemic 
crises, will help to stabilise the macro-economy and to pre- 
vent extreme swings in key macro-economic policy vari- 
ables, such as the Bank rate or government expenditure. 
Bank crises can have several effects on‘the economy: 

Monetary economy 
Statistics on, for example, credit extension and interest 
rates become unreliable, targets such as money multipli- 
ers show large peaks and shifts during crises, and mon- 
etary policy instruments do not act as expected. 

Fiscal economy 
The cost of a bank crisis will ultimately be reflected as a 
drop in the growth of gross domestic product (“GDP) 
and will be measured as a percentage of GDP. 

gxternal economy 
There will be a “flight to quality”, affecting the country’s 
balance of payments and the exchange rate. 

Real economy 
aanks cannot always respond in the expected ways. 

Clearly, the banking sector is an important conduit for mon- 
etary policy, and banks may be regarded as the micro-eco- 
nomic dimension of monetary policy. The question arises 
whexe the line between monetary policy and bank stability 
should be drawn. For instance, the objective of monetary 
poliqy may be to stabilise exchange and interest rates and to 
reduce inflation by reducing bank credit, an objective that 
may be achieved by increasing the Bank rate. 

TRANSFORMATION OF THE STAFF 
CO~PLEMENT 
Since the Bank Supervision Department plays an important 
role in South Africa’s financial sector as a whole, the 
Depqrtment regards itself as a key indicator of the progress 
madq by the South African Reserve Bank (“SARB”) with the 
transformation of the SARB’s workforce in order to become 
more representative of South Africa’s population. The 
Department, therefore, believes it has a duty to implement 
the SARB’s transformation policy and diversity programme 
as speedily and comprehensively as possible. 



Amongst other envisaged actions, the Department intends, 
wherever possible, to give preference to filling future vacan- 
cies with suitable persons from the target group identified by 
the SARB’s transformation policy, in order to achieve the 
objectives of this policy. In view of the demands of the 
Department’s activities, it is, however, essential that a high 
level of staff competency be maintained. Sound recruitment 
practices will have to be maintained, since it will be neces- 
sary to ensure that new employees have the personal attrib- 
utes to cope with the challenging and demanding environ- 
ment to which they will be exposed. New employees should 
therefore as a minimum have the potential to be trained 
rapidly and become productive members of the Department 
within a short time. 

Since the Department requires employees of high quality, its 
staff members are given the necessary training opportunities 
in order to enable them to develop their knowledge and skills 
and to enable them to stay abreast of ongoing developments 
in the financial markets. In order to ensure that there is suf- 
ficient succession planning and to enable staff members to 
acquire intimate knowledge of all disciplines within the 
Department, the current strict programme of staff rotation, 
which was reported in the 1995 Annual Report, will continue 
to be applied. 

In order to prepare the work environment for increasing 
diversity, virtually all members of the Department, from the 
most junior to the most senior level, participated in diversity 
workshops during 1996. The uncertainties and fears of indi- 
viduals who are not part of the transformation target group 
have also received, and will continue to receive, attention. 
Although these various efforts are already showing benefits, 
more opportunities to transform the work environment and 
to adjust the atmosphere and perceptions about the process, 
as well as to allay fears in this regard, will be created in due 
course. 

Particular actions that the Department envisages taking in 
order to address potential obstacles to the implementation of 
transformation initiatives include the following: 

Provision of management assurances regarding the bene- 
fits of diversity in work teams, particularly in order to 
resolve potential problems of low motivation to perform 
amongst staff members who do not form part of the tar- 
get group. 

Honest feedback on developments with regard to trans- 
formation of the SARB’s workforce, in order particularly 

to address any negative perceptions amongst the above- 
mentioned staff members regarding their future in the 
SARB . 
Presenting experienced staff members who do not form 
part of the target group with sufficient challenges in, for 
example, research on, and the implementation of, new 
bank supervisory approaches and methods. 

Transformation of the workforce is regarded as the 
Department’s most important human-resource strategy, and 
the Department’s management team has a collective resolve 
to ensure that there is progress in this regard. The challenge 
will be to maintain a balance between increasing diversity, 
on the one hand, and continuing to fulfil the Department’s 
obligations in terms of the banking legislation, on the other 
hand. The Department is, however, pleased with the 
progress made thus far with transforming the composition of 
its staff complement. 

ISSUES THAT WILL RECEIVE PARTICULAR 
ATTENTION DURING 1997 

During 1997, the Department will focus on, inter alia, the 
following issues, which are discussed in more detail in 
Chapters 2 and 4 of this Report: 

0 Finalisation and promulgation of regulations pertaining 
to the capital-adequacy requirements in respect of banks’ 
securities trading activities. 

0 Follow-up discussions with banks on particular issues 
relating to off-balance-sheet risks, in order to ensure 
adherence to sound risk-management principles. 

0 Further work on foreign-exchange settlement risk, in 
order to address any shortcomings in the risk-manage- 
ment information flows of banks. 

0 Monitoring of, and discussions on, the implementation of 
information-technology “year 2000” compliance projects 
by banks, in order to ensure that any potential problems 
are resolved during 1997 and 1998. 

0 Follow-up visits to certain foreign operations of South 
African banks and their host regulators, in order to 
enable the Department to gain a comprehensive under- 
standing of these operations and, thereby, enable it to ful- 
fil its responsibilities as the home-country supervisor of 
local banks’ foreign operations. 
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0 Drafting and implementation of a co-operation pro- 
gramme on the specific roles, objectives and actions of 
the Financial Services Board and the Department, 
respectively, in order to enhance the co-operation and 
interaction between the two institutions. 

0 Full implementation and refinement of the Department’s 
consolidated supervision manual. 

0 Further investigation of a possible legal dispensation for 
the micro-finance sector. 

0 Holding of a workshop in order to determine a legal 
framework for the micro-lending industry in South 
Africa. 

0 Issuing of regulations pertaining to the furnishing of pre- 
scribed information by the representative offices of for- 
eign banks. 

0 Addressing the provisions of the Mutual Banks Act, 
1993, in order to bring about conformity between conso- 
nant provisions of that Act and the Banks Act, 1990. 

0 Ongoing efforts to enhance investor protection, including 
the launch of the first investor-awareness programme. 

0 Hosting and presentation of the fourth Course in Banking 
Supervision for members of the East and Southern Africa 
Banking Supervisors Group, in pursuit of regional 
enhancement and harmonisation of supervisory standards. 

0 Provision of further training assistance to the Bank of 
Mozambique and other central banks in the South 
African Development Community region, as part of the 
Department’s commitment to regional co-operation. 

0 Implementation of a pilot project for the electronic trans- 
fer of statutory information between banks and the 
Department, in order to enhance the efficiency of data 
transfer. 

CONCLUSION 

I wish to record my sincere appreciation to both the Minister 
and the Deputy Minister of Finance, for their valued inputs 
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 South African Banks and the banking associ- 
ations, 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 internationally, with whom this Department has had con- 
tact during the past year. Once again, a special word of 
thanks is extended to the staff of my Department who con- 
tinued to handle their ever increasing workload with dedica- 
tion. 

I am confident that my staff and I will continue to receive the 
co-operation of everyone involved in the banking industry, 
both in the private and the public sector, to enable us to meet 
the diverse challenges that lie ahead. 

C F Wiese 
Registrar of Banks, and General Manager: Bank 
Supervision Department 
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CHAPTER 2 

CURRENT ISSUES IN BANKING SUPERVISION 

INTRODUCTION 
The purpose of this chapter is briefly to discuss the most 
important regulatory and supervisory developments and 
trends, both locally and internationally, during the year 
under review. 

CORPORATE GOVERNANCE 
Corporate governance in banks is a key tenet of the regula- 
tory and supervisory approach followed by the Bank 
Supervision Department. In its broadest sense, corporate 
governance encompasses the whole framework, as estab- 
lished by legislation and the participants themselves, within 
which companies operate. The Cadbury Committee in the 
United Kingdom defined corporate governance as the sys- 
tem, or process, by which companies are directed and con- 
trolled. It may also be defined as the system whereby busi- 
ness is conducted and information is reported to stakehold- 
ers, requiring, on the one hand, appropriate controls and 
effective accountability and, on the other, adequate disclo- 
sure. 

In recent times, the spotlight on corporate governance has 
intensified. A result thereof has been the implementation, 
during 1996, of an amendment to regulation 37(5) of the 
Regulations relating to Banks, requiring a bank’s directors 
and auditors, inter alia, to express opinions on the adequacy 
and effectiveness of the systems of internal control of the 
bank concerned. 

Role and duties of directors 

Directors stand at the very heart of a corporation and guide 
and control enterprises. The growth and development of the 
powers and control of directors has steadily diminished the 
influence of shareholders. The power of directors, if exer- 
cised capriciously, threatens all interested parties, employ- 
ees, shareholders, creditors and the like. Consequently, 
directors of companies are required to comply with fiducia- 
ry duties and duties of care and skill pertaining to the entity 
in respect of which they have been appointed as directors. 
What may be regarded as a fundamental fiduciary duty of a 
director of a company is the director’s duty to act bonafide, 
in the interests of the company. Observance of this duty 
entails the honest exercise by directors of their judgement as 
to what is in the company’s interests. 

In the case of a company that has been registered as a bank, 
due conformity with the aforementioned fiduciary duty evi- 
dently requires adequate knowledge of the business of a 
bank, which entails the management of risks. The prime 
responsibility for monitoring the risks inherent in banking 
lies with a bank‘s management, which accounts to the board 

of directors of the bank concerned. The board of directors, 
in turn, is ultimately responsible for supervising the risk 
management of the bank. Supplementary thereto, the con- 
cept “company’s interests” needs to be expanded in respect 
of a bank, in order to provide for an additional interest, the 
origin of which may be related to the conflict between a 
bank’s risk-averse depositors, who make loans to the bank, 
and the bank’s residual shareholders, who invest risk capital 
in the bank. 

Obligations of directors with regard to internal controls 

Failure by a bank’s directors to observe their customary 
duties may hold dire consequences for the bank and its 
shareholders and depositors. Several highly publicised fail- 
ures and near failures of banks have specifically highlighted 
the importance of a sound system of internal control. For 
these reasons, the legislature has anticipated events by 
imposing, in regulation 37(5) of the Regulations relating to 
Banks, certain obligations on directors of banks. 

In terms of regulation 37(5), the directors of banks have to 
report annually to the Registrar of Banks whether or not: 

the bank’s internal controls provide reasonable assurance 
as to the integrity and reliability of the financial state- 
ments and safeguard, verify and maintain accountability 
of the bank’s assets; 

the internal controls are based on established policies and 
procedures and are implemented by trained, skilled per- 
sonnel, whose duties have been appropriately segregated; 

adherence to the implemented internal control is con- 
tinuously monitored by the bank; 

all bank employees are required to maintain high ethical 
standards, thereby ensuring that the bank’s business prac- 
tices are conducted in a manner that is above reproach; 

anything has come to the directors’ attention to indicate 
that any material malfunction, as defined and document- 
ed by the board of directors, which definition and docu- 
mentation has to be submitted to the Registrar, in the 
functioning of the aforementioned controls, procedures 
and systems has occurred during the period under review. 

Furthermore, the directors of a bank have to report annually 
to the Registrar that there is no reason to believe that the 
bank will not be a going concern in the year ahead, or other- 
wise to provide reasons. These reports have to be submitted 
to the Registrar within 120 days after the financial year com- 
mencing on or after 1 January 1996 and annually thereafter. 
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In addition, the external auditors of a bank have to report 
annually to the Registrar whether or not they concur with the 
directors’ reports on the internal controls and going-concern 
aspect of their bank, or to provide reasons should they not 
concur therewith. 

The requirements of regulation 37(5) are to a large extent 
similar to the recommendations arising from the King 
Committee’s Report on Corporate Governance. Additional 
guidance on the impact and interpretation of the require- 
ments of regulation 37(5) was provided in Banks Act 
Circular 16/96. The Department will continue to monitor the 
ability of banks and their auditors to establish effective inter- 
nal control systems and will issue further guidance when- 
ever appropriate and helpful. After close liaison with the 
Bank Supervision Department, the South African Institute of 
Chartered Accountants recently also issued guidance in this 
regard to auditors. 

The aforementioned reporting requirements affirm the con- 
cept that a bank’s board of directors is ultimately responsible 
for all aspects of the bank’s system of internal control and for 
monitoring its effectiveness. The detailed design, imple- 
mentation, reporting and operation of adequate internal con- 
trols will normally be delegated to management by the board 
of directors. Directors, however, have to judge whether or 
not the system of internal control is adequate and whether 
the right balance between cost and benefit is being main- 
tained. 

Clearly, the intention of regulation 37(5), some of the 
requirements of which are relatively onerous, is not to mere- 
ly increase the liability of directors and auditors of banks, 
but to ensure that banks have a systematic process whereby 
directors can fulfil their fiduciary responsibilities with 
regard to the establishment of internal controls, even in com- 
plex systems of which directors cannot be expected to know 
every detail. To this end, the auditors, both internal and 
external, can play a key role in facilitating a process of con- 
trol self-assessment. Self-assessments of the adequacy and 
effectiveness of internal controls at each level can systemat- 
ically be built up into a clear and coherent synthesis in such 
a way that the directors can make confident assertions about 
the system as a whole. 

Having regard to the duties of directors of banks, service as 
a director of a banking institution evidently carries substan- 
tial responsibilities that may well have major personal finan- 
cial repercussions. In view thereof, it is advisable that the 
decision to become a director of a bank be reached only after 
it has been duly determined whether the proposed director’s 
knowledge, abilities, interests and expectations are compat- 
ible with those of the bank in question. In the deliberation 
of such an appointment, it is suggested that consideration be 
given to factors such as the composition of the board of 

directors, its functions and relationship with the bank’s man- 
agement and shareholders, and, in respect of the bank, its 
ownership structure, financial condition, activities and 
prospects, as well as its relationship and standing with the 
regulators. 

Role of the internal auditors 

The internal audit function is an important part of corporate 
governance and one of the mechanisms of the system of 
checks and balances in an institution. 

Since management has to meet both rigorous business and 
risk-management goals, the internal audit function is being 
placed under increasing pressure to perform better, faster and 
with greater assurance, in order to alleviate management’s 
fears of increased financial and operational risk. Well-publi- 
cised victims of internal control malfunctions, such as 
Barings and Daiwa, have confirmed that lack of control, or 
ineffective control, can have devastating consequences. 

Internal audit has been recognised as an increasingly import- 
ant player in the risk-management process of a bank. 
Among the many mechanisms that a bank can use to assess 
risk and maintain control, internal audit is possibly the most 
important. Since the control environment in which banks 
operate is, however, changing continuously, a bank’s internal 
audit function has no choice but to transform as well. For the 
internal audit function to succeed in this changing environ- 
ment, it is essential for a bank’s internal auditors to expand 
their skills, learn to apply new techniques and interact close- 
ly with the bank’s actual business units. 

Internal audit is concerned with identifying the risk to which 
a bank is exposed and ensuring that risk is adequately con- 
trolled. Internal audit is, however, not a supplement to, nor 
a substitute for, management control. Instead, the tasks of 
the internal audit function are to examine the risks that a 
bank faces, to review the adequacy of the controls that have 
been implemented to protect the bank from those risks and to 
verify that the controls are working as intended. The inter- 
nal audit function should therefore be an independent func- 
tion within an organisation, and its effectiveness will depend 
on: 

The independence of the internal audit function’s report- 
ing lines. 
The standing of the internal audit team. 
Unrestricted access to all activities, records, property and 
personnel of a bank by the internal auditors. 

The following can be cited as some of the reasons for bank 
supervisors’ increased interest in the work of banks’ internal 
auditors : 
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Internal audit is an integral component of a bank’s con- 
trol procedures. 
The external auditors of banks are placing greater 
reliance on the work of the internal auditors. 
The internal audit function should enable the board audit 
committee to assess whether the risk-management 
process is effective. 
The internal audit function is considered to be an integral 
part of the overall system of prudential supervision. 

Common auditors within a banking group 

During 1996, the Bank Supervision Department analysed 
banking groups with a view to ascertaining the commonali- 
ty of.auditors within such groups. It was found that, in most 
cases, banking groups had appointed, as far as possible, one 
or both of the controlling company’s auditors to audit all 
entities within the particular group, and there were only iso- 
lated cases of several sets of auditing firms having been 
appointed within a group. 

In order to enhance both corporate governance and the risk- 
management process within a banking group, and to ensure 
that the auditors had a clear understanding of all the entities 
within such a group, those groups that did not have common 
auditors were urged to rationalise the number of auditing 
firms involved in audits of group entities. Based on the 
response to this request, the Department is satisfied that, as 
far as is practically possible, each banking group now has 
common auditors within the group. 

exposed. Such offences will in future have to be reported to 
the Bank Supervision Department, in terms of regulations 
still to be promulgated, by the chief executive officer of the 
bank concerned in cases where: 

b 

b 

b 

b 

Assessment of management by auditors 

One possible consequence of the increased focus on corpor- 
ate governance in banks is that both internal and external 
auditors may focus less sharply on the financial reporting 
objective, and accept the challenge of being the watchdog of 
company behaviour as well. This could be the forerunner of 
another potentially controversial development, namely, that 
the auditors express themselves on the quality of manage- 
ment, which would be of value to bank supervisors, who 
have always been aware of the importance of the quality of 
management in ensuring stability in banks. It is possible that 
auditors may soon be required to assess the strength of man- 
agement and to report thereon to the supervisor. This may 
possibly lead to shareholders in fact appointing directors, 
and directors indeed appointing auditors, as should be the 
case. 

Reportable offences 

In the past, bank officials that misused the banking system 
and defrauded banks generally went unpunished, because 
banks tended to be too embarrassed to declare publicly that 
a shortcoming in their financial controls had been misused or 

A breach of a fiduciary duty by a bank official resulted in 
a financial loss to the bank. 

Non-compliance with a corporate-governance principle 
resulted in a financial loss to the bank. 

A fraud in a bank resulted in a loss of R1 million or more 
to the bank. 

A break-down in internal controls, or deficiencies that 
were exposed, resulted in a material loss to the bank. 

The exposure of transactions in contravention of the 
Banks Act, in terms of both the spirit and the letter of the 
law, would adversely affect the reputation of the bank 
concerned and bring it under suspicion. 

Securities trading transactions breached the code of con- 
duct or the ethical code of the financial market con- 
cerned. 

The bank reneged on a transaction in excess of R1 mil- 
lion that was disputed by a counterparty and which could 
result in a material loss to the bank. 

The nature of the offence was so serious that it led to a 
disciplinary action against the person and resulted in the 
dismissal of that person. 

The bank concerned will have to furnish the name of the 
official responsible for the offence, as well as a report on the 
nature of the deficiency and the steps taken to rectify the 
deficiency, to the Department. 

Syndicated crime and fraud 

The seriousness of the worsening crime situation is probably 
the area of greatest concern amongst South Africans in gen- 
eral and business people in particular. Banks have respond- 
ed in various ways, including their involvement in the 
Business Against Crime initiative. 

Despite ongoing efforts to combat white-collar crime, banks 
are clearly not immune therefrom. There is also some evi- 
dence that banks may have become targets of local and inter- 
national crime and fraud syndicates, a development, albeit 
negative, that was to be expected in view of South Africa’s 
sophisticated banking industry and its reacceptance into the 
international fold. 
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A factor that should impact on such syndicates and crime as 
a whole is the imminent introduction of anti-money launder- 
ing measures, reported elsewhere in this chapter. In terms of 
recently promulgated legislation, as well as proposed laws 
and regulations, banks will be required to comply with fair- 
ly onerous anti-money laundering measures. Although these 
measures will unavoidably increase the reporting burden on 
banks, they may in the long term create an environment in 
which the threat of syndicated crime and fraud can be over- 
come. 

This Department is not only aware of, but actively partici- 
pating in various broad initiatives aimed at fundamentally 
addressing the vulnerability of South Africa’s business envi- 
ronment to fraud, such as the debate on enforcement of 
financial legislation that has been initiated by the Deputy 
Minister of Finance. 

i. 

1 

CREDIT RISK 
Credit risk may be defined as the risk of a counterparty fail- 
ing to meet its contractual obligations. Although other risks, 
such as market risk, have gained in prominence and impor- 
tance in recent years, credit risk still remains the most impor- 
tant single risk in banking. Effective management of all 
dimensions of credit risk, such as quality, concentration, cur- 
rency, maturity, security and type of credit facility, is there- 
fore an essential component of sound banking practice and 
of a bank‘s overall risk-management process. 

Growth in mortgage-related lending 

The Bank Supervision Department has become increasingly 
uncomfortable with the significant growth in mortgage-relat- 
ed lending by banking institutions over the past two years. It 
is felt that the increase in mortgage loans of 37,7 per cent 
since December 1994, from R110,4 billion to R152,O billion 
in December 1996, may be attributed to the utilisation of 
more flexible mortgage loans, which are used to finance not 
only purchases of residential property, but also consumer 
spending. New mortgage bonds are also being granted to a 
higher percentage of a residential property’s valuation than 
was previously the case. 

The growth in arrears on mortgage loans over the past two 
years, from R4,l billion in December 1994 to R5,06 billion 
in December 1996, an increase of 23,41 per cent, is also a 
matter of concern to the Department as regards the ability of 
borrowers to service their debt. Furthermore, the increased 
exposure is not collateralised on the residential property 
commensurate with the increase in the advance and, conse- 
quently, the risk cover afforded by the property is reduced. 

It has to be borne in mind that in the event of a slump in the 
property market, as was experienced in the United Kingdom 

I 

in the early 1990s, the outstanding amount on such a mort- 
gage loan may well exceed the market value of the property. 

Rigorous assessment and lending criteria, therefore, have to 
be applied to prevent risk to the soundness of the banking 
system. Collateral in the form of real estate, therefore, also 
has to be valued conservatively. 

In terms of the provisions of the Regulations relating to 
Banks, a risk weighting of 50 per cent is assigned to loans 
that are both fully secured by a mortgage on urban residen- 
tial dwellings or individual sectional title dwellings and 
repayable in equal monthly instalments, provided the month- 
ly instalments are not four months or more overdue and the 
capital amount outstanding does not exceed the market val- 
uation of the property. Otherwise, a risk weighting of 100 
per cent is applied. 

The intention of the 50 per cent risk category was to give 
recognition to the experience worldwide that loans fully 
secured by a mortgage on occupied urban residential proper- 
ty show a relatively low record of loss. The risk category of 
50 per cent is in line with the so-called Basle convergence 
agreement, issued by the Committee on Banking 
Regulations and Supervisory Practices of the Bank for 
International Settlements in July 1988. 

In terms of the Basle convergence agreement, supervisory 
authorities also have to satisfy themselves that the applica- 
tion of this concessionary risk weighting is restricted to res- 
idential property, in accordance with strict prudential crite- 
ria and national arrangements for the provision of housing 
finance. Some countries, such as Britain, will therefore 
apply the risk weighting of 50 per cent only to first mort- 
gages, creating a first charge on the property. Other coun- 
tries will apply this risk category only when strict legal val- 
uation criteria ensure a substantial margin of additional 
security over the amount of the loan. In Germany, for exam- 
ple, the 50 per cent risk category is applied only when the 
sum borrowed does not exceed 60 per cent of the value of the 
mortgaged property, and the calculation has to be based on 
strict regulatory and statutory assessment criteria. 

In view of the Bank Supervision Department’s unease with 
banking institutions’ current application of the 50 per cent 
risk category to the full outstanding balance of a mortgage 
loan, as well as in the light of the provisions of the Basle 
convergence agreement, it may become necessary, for pru- 
dential purposes, to reassess the risk weightings applicable 
to mortgage loans on urban residential property. The objec- 
tive of such a reassessment would be to ensure that the risk 
weightings reflect the risks inherent in banks’ mortgage-loan 
exposures. 



Domestic debt owing by local authorities and service 
councils 

During October 1996, the Bank Supervision Department, at 
the request of the Department of Finance, undertook a sur- 
vey of domestic debt owing to banks by local authorities and 
regional service councils. Banks were requested to complete 
a schedule detailing, as at 30 June 1996, the aggregate extent 
of loans and advances, instalment credit, leases and over- 
draft facilities granted to local authorities and regional ser- 
vice councils in the Republic of South Africa, as well as 
banks’ investment, in the form of marketable stock and other 
securities, in these utilities and the maturity structure of the 
aforementioned facilities and investments. 

The data contained in the schedules received from banks 
fairly matched those contained in the DI 900 returns submit- 
ted by banks on a monthly basis. The maturity structure of 
the debts was, however, of value in assisting the Department 
of Finance to confirm the due dates for these obligations. 

Credit extension to South African households 

In 1996, growth in the extension of credit to households in 
South Africa again exceeded the money-supply growth 
guidelines. This may be ascribed to many factors, such as 
new housing-related demand for credit, the growth in pri- 
vate-label credit cards and the emergence of a new genera- 
tion of salaried workers from the recently enfranchised com- 
munities. Some banks have already started seeing changes 
in their credit risk and have responded appropriately by 
amending their credit-assessment, collection and provision- 
ing policies. 

It should be remembered that, at 67 per cent of personal dis- 
posable income, the household debt of South Africans 
exceeds the international average of similar countries by a 
considerable margin. Although this has always been the case 
and can be considered to be a feature of the South African 
economy, households’ average debt has recently shown a 
marked increase, which is of concern to both the monetary 
and the supervisory authorities. Banks would therefore be 
well advised to exercise considerable caution by closely 
monitoring their collections and rapidly adapting their pric- 
ing policies accordingly. 

Private-label credit cards 

During the past two to three years, several banks forged links 
with retail firms and issued so-called private-label credit 
cards. These cards have enabled the holders thereof to pur- 
chase goods on credit from the retailers concerned, whilst 
the credit risk was generally carried by the relevant banks. 
In some cases, the screening of applicants for credit was con- 
ducted by the retail firm itself, which often had no previous 

experience with the granting of credit. In other cases, 
although the screening process was conducted by the rele- 
vant bank, not enough was known about the creditworthiness 
of the retailer’s client base to make informed credit deci- 
sions. 

In several instances, the lack of controls in the issue of pri- 
vate-label cards resulted not only in the non-payment of 
accounts, but in banks suffering substantial losses. In gener- 
al, banks have, however, subsequently tightened controls 
considerably, and valuable lessons have been learned. In 
particular, the need for banks carefully to assess all the risks 
associated with new products, and to ensure that the systems 
and controls related thereto are sufficient and appropriate, 
has again been highlighted. 

Securitisation 

An international trend that cannot be ignored is that of banks 
entering the growing market for securitised assets and the 
sale of credit in capital markets. In the United States of 
America alone, the residential mortgage-loan securitisation 
market exceeds US$3 trillion per year, a figure that excludes 
the burgeoning commercial real-estate securitisation market, 
and banks in the United States are actively exporting this 
business. Not wishing to sacrifice the possibility of attract- 
ing capital to their markets, several countries have gradually 
started to address their legislative and regulatory structures 
in order to make better provision for securitisation. Belgium 
has taken an approach of major reform in one fell swoop 
and, within a short period, has become one of the more 
“securitisation-friendly” countries. 

The prospect for any emerging country is one of attracting 
large amounts of capital, which they would otherwise not 
have been able to attract, from countries such as the United 
States of America and Japan. Although demand securitised 
assets from large institutional investors is already immense 
and growing, many developing countries have deal-stopping 
features, such as withholding taxes, transfer duties, value- 
added tax (“VAT”) at the special-purpose vehicle level and 
VAT on custodial and trustee services. All regulators in 
South Africa are clearly faced with a challenge to review the 
impediments to legitimate and prudent securitisation within 
their jurisdiction and to work towards removing such imped- 
iments where appropriate. 

South African banks will obviously have to make a com- 
mercial decision on whether to become involved in this mar- 
ket. There are, however, clear indications that more aggres- 
sive institutions in other parts of the world have benefited 
from positioning themselves as multi-purpose players in the 
real-estate capital markets, often profiting from additional 
sources of positive income streams and countering disinter- 
mediation by offering their clients new forms of real-estate 
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risks to take on or to shed. Indirectly, such institutions and 
their clients also benefit from the additional long-term 
financing, liquidity and flexibility that are breathed into the 
real-estate market. 

MARKET RISK 
As reported in the Bank Supervision Department’s 1995 
Annual Report, capital-adequacy requirements were 
imposed on the securities trading activities of banks as from 
1 January 1996. Although these requirements have not yet 
been promulgated as regulations, banks conducting secur- 
ities trading activities were requested to complete the rele- 
vant returns on a pilot-project basis. The main objective was 
to afford these banks the opportunity to implement the nec- 
essary systems, as well as to give both banks and the 
Department the opportunity to identify and resolve matters 
requiring further attention in the implementation of the 
requirements and the completion of returns. 

In order to achieve the above-mentioned objective and to 
enable best market practice with regard to certain matters to 
be determined, a risk advisory committee, consisting of the 
risk managers of several banks conducting securities trading 
activities, was constituted. A number of meetings between 
this committee and the Department were held during 1996, 
and the consultative approach adopted by the Department 
was received very positively by the banking sector. It is 
envisaged that the refined capital-adequacy requirements 
resulting from this process of consultation will be promul- 
gated, as regulations, before the middle of 1997. 

In June 1996, after receiving various inputs and comments 
on the proposed method of allowing banks to use their own 
internal models for the computation of their market-risk cap- 
ital requirements, the Basle Committee on Banking 
Supervision issued an amendment to its April 1995 propos- 
als on market risk, which are to be implemented by the end 
of 1997. The amendment suggests only some refinements, 
relating to, inter alia, the greatly discussed multiplication 
factor, greater flexibility in the modelling parameters, prac- 
tical implementation of the so-called plus factor and recog- 
nition of specific risk components captured by banks’ 
models. In essence, the overall approach contained in the 
April 1995 proposals has remained appropriate. 

OFF-BALANCE-SHEET RISK 
Off-balance-sheet risk was chosen as one of the “flavours of 
the year” for the trilateral discussions, in terms of section 7 
of the Banks Act, 1990, between a bank’s management, 
including its audit committee, its external auditors and rep- 
resentatives of the Bank Supervision Department during 
1996. A questionnaire on off-balance-sheet items, which had 

been prepared by the Department, in conjunction with the 
Banking Interest Group of The South African Institute of 
Chartered Accountants, not only formed the basis of the tri- 
lateral discussions, but was also the external auditors’ focus 
during their audits of banks in respect of financial year-ends 
ended after 31 December 1995. 

The two main areas covered in the questionnaire were poten- 
tial credit risk and off-balance-sheet risks emanating from 
the trading of derivatives. In the Department’s opinion, the 
objective of the exercise, namely, to sensitise key players to 
the inherent, but possibly still unidentified, risks was 
achieved. In some instances, banks were possibly overstat- 
ing their capital-adequacy ratios, whereas, in others cases, 
certain off-balance-sheet risks that had previously not been 
known or fully quantified were identified. 

The discussions affirmed the Department’s reason for choos- 
ing the topic as a flavour of the year, namely, that the man- 
agement of off-balance-sheet risk is not a simple matter and 
that it should receive more specific attention from both 
banks and their external auditors. A lesson that emerged was 
that a strict interpretation of the Banks Act, 1990, or the 
Regulations relating to Banks, may on occasion tempt banks 
to “take the regulatory gap”, resulting in an erosion of sound 
risk-management principles. Such erosion would clearly be 
to the detriment of the bank concerned, and not that of the 
Department, except in so far as attainment of the 
Department’s mission to ensure the soundness of banks 
would be adversely affected thereby. Each bank should 
therefore consider whether certain interpretations are correct 
in terms of the principle of substance over form and also 
whether the non-inclusion of certain facilities or transactions 
in the relevant DI returns can be justified to both its external 
auditors and its board of directors. 

On balance, the Department believes that the level of aware- 
ness and understanding of these issues by all parties was 
enhanced, and particular issues will be followed up with the 
relevant banks during prudential meetings, to be conducted 
in the normal course of activities during 1997. 

SETTLEMENT RISK IN FOREIGN- 
EXCHANGE TRANSACTIONS 
In March 1996, the Bank for International Settlements issued 
a report, entitled “Settlement risk in foreign-exchange trans- 
actions”, which had been prepared by the Committee on 
Payment and Settlement Systems of the central banks of the 
“group-of-ten” countries. In view of this report, the 
Department issued a circular requesting all authorised for- 
eign-exchange dealers to answer certain questions on for- 
eign-exchange settlement risk in their respective institutions. 
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The results of the survey indicated that, in general, South 
African banks underestimated the duration of foreign- 
exchange settlement risk and that no uniform methodology 
was used to manage such risk. Because of these and other 
shortcomings, further work will be done by the Department 
in 1997. The co-operation received from the banks con- 
cerned was, however, appreciated, and the Department is 
looking forward to more interaction in this regard during 
1997. 

CONTINGENCY PLANNING FOR FORMAL 
MARKETS 
Notwithstanding the frequently held belief that the bank 
supervisor should prevent all bank failure, bank failures will 
inevitably occur in a dynamic market. For two reasons, the 
Bank Supervision Department will, however, never be indif- 
ferent to the manner in which banks manage their risks: 

Firstly, the Department is part of the central bank, which 
is the lender of last resort and which, therefore, has to 
ensure that the lender-of-last-resort safety net is not 
abused. 

Secondly, a problem in one bank may also affect other 
banks and become widespread, defeating entirely the 
Department’s mission to promote the soundness of 
banks. 

The ever present danger of a systemic crisis begs the ques- 
tion whether it is necessary for regulators to develop crisis- 
management procedures, on the premise that the quicker and 
better the co-operation between supervisors and other parties 
is, the less likely it is that the problem will disrupt the mar- 
kets irreparably. Experience with bank failures has, how- 
ever, shown that it is not possible to decide in advance 
whether one would intervene or allow a bank to fail - each 
case is different and has to be handled on its own merits. 

There is, however, another very compelling argument in 
favour of contingency planning in order to limit the effects 
of systemic failure: the possibility of the markets themselves 
failing. The complexity and volume of trading on the formal 
financial exchanges is increasing at a significant rate. Not 
only the ability to transact and, therefore, to close out posi- 
tions if necessary, but also the ability to obtain risk-manage- 
ment information is entirely dependent on complex comput- 
er and communication systems. Although all the various 
market participants and formal exchanges have business 
continuity and resumption plans in place, there may be a 
need for a holistic, coordinated, overall plan should certain 
adverse events occur, in order to diminish their impact. 

At a recent meeting of the Financial Markets Advisory 
Board, it was therefore suggested that a project be initiated 

to study the effects of various potential crises on the finan- 
cial markets and to develop joint action plans to be followed 
by all the market participants in order to minimise the impact 
of a crisis. In the interest of the stability of the financial sec- 
tor as a whole, this Department is committed to playing a 
key role in the development of such a planning process. 

FAILURE-PREDICTION MODELS 
As has already been argued, the test for good banking super- 
vision is not a total absence of bank failures - it is normal and 
even necessary that banks be seen to be allowed to fail. 
Nevertheless, because of the possibility of a systemic bank- 
ing crisis ensuing from a problem within one bank, the bank 
supervisor has a very keen interest in failure prediction. 
Apart from the natural preference to reduce surprises, 
advance warning allows time to plan a response if circum- 
stances dictate that the supervisor should intervene. The cur- 
rent tendency for bank supervisors to place increasing 
emphasis on qualitative measures - that is, to assess the qual- 
ity of a bank’s risk-management process, corporate gover- 
nance, internal controls and, indeed, its entire culture - is a 
result of the realisation that failure prediction is not an exact 
science and is becoming less so over time. 

Notwithstanding this tendency, the Bank Supervision 
Department is planning to supplement its existing analyses 
of banks’ statutory financial information with carefully 
selected additional financial-sector indicators. These indica- 
tors will be based on research into known failures the world 
over and will be used to populate a model for failure predic- 
tion for banks. Current thinking is that the factors would be 
at both the micro (bank) and the macro (financial environ- 
ment) level and that they will include factors indicating the 
status of the operational environment, internal and external 
governance, and indicators such as the growth rates of loans, 
foreign-currency liabilities and foreign-currency loan assets, 
as well as trends in nominal and real lending rates, differen- 
tials in interest rates paid by banks, the risk-free rate, aver- 
age net deposit maturity, etc. As with any such model, it will 
take time for the model to be fully calibrated and tested, but 
it is envisaged that its benefits may already be evident with- 
in five years. 

CONSOLIDATED SUPERVISION 
From a bank supervisor’s perspective, consolidated supervi- 
sion of banking operations entails two important aspects: 

Ongoing risk assessment of the overall structure of a 
banking group’s business, in order to quantify the poten- 
tial impact that risks arising in any non-banking entity 
within such a group may have on the bank, or banks, in 
that group - the so-called moral hazard that may attach to 
a bank. 
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Supervision, as home-country supervisor, of a domestic 
bank’s local and cross-border operations and, as host- 
country supervisor, of a foreign bank’s operations within 
the supervisor’s jurisdiction. 

The processes involved in consolidated supervision include, 
inter alia: 

Analysis of statutory information and other financial and 
non-financial information. 

Liaison and interaction with other regulatory and super- 
visory authorities, both locally, as in the case of a bank- 
ing group with non-banking entities, and internationally. 

Regular interaction and discussions with the key players 
directly involved in the risk-management process of 
banks - directors, management, audit committees, includ- 
ing internal audit, and external auditors - both locally and 
abroad. 

It thus becomes evident that consolidated supervision is 
complex and demanding, in terms of time and human and 
infrastructural resources. 

Liaison with other regulatory and supervisory authorities 

At the local level, quarterly meetings continued to be held 
between the Financial Services Board (“FSB”) and the Bank 
Supervision Department, in order to discuss financial con- 
glomerates with common control that are regulated by the 
FSB and the Department, respectively. As a result of these 
discussions, circulars were sent to all institutions falling 
under the control of the two parties concerned in order to 
explain the consolidated supervision process and the planned 
sharing of information on financial conglomerates. 
Reporting of consolidated capital adequacy and transparen- 
cy of a financial conglomerate’s structure were emphasised 
as prerequisites for effective consolidated supervision. 

The extent of co-operation between the FSB and the 
Department is expected to intensify as the process of con- 
solidated supervision is implemented more fully. The 
Department has drawn up clear goals and action plans in this 
regard, and responsibility for addressing consolidated super- 
vision and liaison with the FSB has been assigned to a spe- 
cific person within the Department. lt is also envisaged that 
a co-operation programme, setting out the specific roles, 
objectives and actions of the FSB and the Department, 
respectively, will be drawn up in order to ensure optimum 
progress. 

The Department’s manual on consolidated supervision of 
banking groups, which was reported on in the 1995 Annual 
Report, was updated to reflect the latest international devel- 

opments and thinking. Unfortunately, it has not yet been 
possible to implement the manual fully, as planned, because 
the international debate on certain critical elements is still 
continuing. Since the Department subscribes to the current 
international standards of consolidated supervision, it wish- 
es to ensure that all implemented procedures and policies 
satisfy international standards. 

Contact with foreign bank regulators and supervisors also 
increased during the year under review. Many banking cen- 
tres around the globe were visited by members of the 
Department, who discussed and explained the Department’s 
regulatory and supervisory approach and standards. It is 
believed that a better understanding and knowledge thereof 
by the relevant foreign authorities will greatly facilitate the 
efforts of South African banks to internationalise their activ- 
ities. Continued contact with international authorities will 
also enable the Department to assess the standards by which 
foreign banks wishing to enter South Africa are regulated 
and supervised. 

Black-hole policies 

During 1996, the increasing prevalence of a type of insur- 
ance product commonly known as a “black-hole’’ policy 
came to the attention of the Bank Supervision Department, 
through its regular interaction with the Financial Services 
Board (“FSB”), the regulator of, inter alia, insurance com- 
panies. In brief, black-hole policies can be described as 
transactions that circumvent section 59D of the Insurance 
Act, 1943. The said section, which was implemented fol- 
lowing the Report of the Committee of Investigation into the 
Promotion of Equal Competition for Funds in Financial 
Markets in South Africa - the so-called Jacobs Committee 
report - in 1992, seeks to achieve some demarcation between 
the business of banks and life insurers, by providing for a 
minimum five-year investment term for life-insurance prod- 
ucts. Thereby, life insurers, who have the benifit of access 
to contractual savings, are precluded from providing short- 
term investment products that are comparable to banking 
products. 

The way in which black-hole policies circumvented section 
59D of the Insurance Act can briefly be described as follows: 
A single-premium pure-investment policy was written for an 
amount far in excess of the policyholder’s initial investment. 
The additional premium that was required was borrowed 
from a bank in the same group as the insurer, but was imme- 
diately repaid by the investor, utilising a loan obtained from 
the insurer against security of the policy. Any future “invest- 
ments” that the policy-holder wished to make in the follow- 
ing five years were then no longer subject to the restrictions 
of section 59D, since such “investments” were considered to 
be loan repayments, and not additional premiums. 
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The Department and the FSB considered these transactions 
to be undesirable for a number of reasons, among them the 
distortion of premium income and commissions, tax impli- 
cations and opportunities for abuse, including money laun- 
dering. Through the efforts of the Registrar of Insurance and 
the Life Offices’ Association an agreement was reached 
whereby the life-insurance industry undertook to discontinue 
all business of this type on a voluntary self-regulating basis 
with effect from September 1996. 

Demarcation between banking business and insurance 
business 

Following the Registrar of Insurance’s action to stop the 
marketing of black-hole policies, which were designed to 
circumvent section 59D of the Insurance Act, 1943, the Life 
Offices’ Association and the Deputy Minister of Finance 
have requested that the debate on appropriate demarcation 
between banking business and insurance business be 
reopened. It is considered necessary that the reasons for 
demarcation and the way in which demarcation was 
achieved through section 59D of the Insurance Act be con- 
sidered in the light of recent trends towards a more func- 
tional approach towards regulation, with a view to ensuring 
competitive neutrality across financial industries. This 
debate will be facilitated by the Financial Services Board, 
but will include all parties concerned. The Bank Supervision 
Department has already nominated appropriate resources to 
participate in the debate, and the process of investigating the 
entire matter of demarcation is already well under way. 

Consultation between banks’ audit committees, their 
external auditors and the Bank Supervision Department 

During June 1996, the Department issued a circular re- 
emphasising the role of the external auditors as one of the six 
key players in a bank’s risk-management process, particular- 
ly as regards the evaluation of a bank’s policies, procedures 
and risk-management systems, as well as the opinion 
expressed thereon by the auditors. 

In view of the growing international practice whereby super- 
visory authorities meet with external auditors on a more reg- 
ular basis, the Department, during the second half of 1996, 
started holding preliminary discussions with the external 
auditors of banks prior to the commencement of their annual 
year-end audits. Much value has been gained from these dis- 
cussions, which have highlighted the need for the 
Department to hold more meaningful trilateral discussions 
with banks’ audit committees and external auditors. 
Accordingly, the process has been refined. Following dis- 
cussions with the external auditors prior to the commence- 
ment of a bank’s audit, the aforementioned trilateral discus- 
sions are conducted at a meeting held separately from the 
Department’s annual presentation to a bank’s boards of 

directors. In the past, these two events were conducted with- 
in the ambit of one meeting. The trilateral discussions now 
typically have the following format: 

Feedback on, and discussion of, issues raised during the 
preliminary discussions between the bank’s external 
auditors and the Department prior to the commencement 
of the bank‘s audit. 

Feedback on, and discussion of, the key findings of the 
year-end audit under review that have been brought to 
the attention of the bank’s audit committee. 

Items to be included in the external auditors’ audit plan 
for the following year-end audit, as requested by the 
bank’s audit committee (if applicable). 

Items to be included in the internal auditors’ audit plan 
for the following year, as requested by the bank’s audit 
committee. 

Steps taken by the bank’s audit committee to fulfil its 
obligations in terms of section 64(2) of the Banks Act, 
1990. 

Additional issues that any of the three parties may wish 
to raise. 

This process has proved to be very effective in assisting the 
Department in not only discharging its supervisory duties in 
a responsible manner, but also attaining its mission. 

Offshore expansion of South African banks 

As a result of South Africa’s gradual re-entry into the inter- 
national arena, the acceptance of South Africa as an active 
member of the international financial fraternity has gained 
momentum during the last twelve to eighteen months. This 
has been evidenced not only by increased interest in con- 
ducting business in South Africa being shown by overseas 
banks, but also by the business opportunities abroad that are 
presenting themselves to South African banks and, coupled 
thereto, the approvals being granted to South African banks 
to establish operations in foreign jurisdictions. 

On the one hand, these activities naturally bring with them 
new and diversified risks. On the other hand, however, 
South African banks are being presented with different 
income streams and, it is hoped, over time with recurring 
business opportunities around the globe, which will con- 
tribute to the internationalisation and broadening of the num- 
ber of South Africa’s counterparties. By necessity, these 
developments place demands on all key players in the local 
banking industry to ensure that South African banks’ inter- 
national activities are of such a standard - both quantitative- 
ly and, more importantly, qualitatively - that, at the very 
least, they match best international market practice. 
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During the past year or two, South African banks have fair- 
ly actively expanded their international activities, the fol- 
lowing jurisdictions and types of business being the most 
prevalent: 

Jurisdiction Type of business 
Angola Banking 
Botswana Asset management and small equity 

interests 
Hong Kong Representative offices and banking 

subsidiaries 
Isle of Man Reinsurance, asset management, branches 

and shipping 
Israel Banking 
Mozambique Banking 
Sweden Representative offices 
The Netherlands Property 
United Kingdom Asset management, insurance, 

United States 
of America 
Uganda Banking 

stockbroking and representative offices 

Trade finance and equity business 

Viiits to foreign operations of South African banks 

The respective responsibilities of home-country and host- 
country supervisors with regard to the foreign operations of 
banks are becoming more formalised and defined. As part of 
this process, the expectation that home-country supervisors 
will regularly visit the foreign operations of banks under 
their jurisdiction has also increased. Consequently, repre- 
sentatives of the Department paid visits to many of the for- 
eign operations of South African banks during 1996, and fur- 
ther, more detailed, visits to certain operation are planned for 
1997. 

Such visits will contribute greatly to enabling the 
Department to fulfil its commitments and responsibilities 
with regard to consolidated supervision, whilst also enabling 
the Department to gain a better understanding of the busi- 
ness activities and risks of such foreign operations. 

INFORMAL FINANCE 

Informal finance schemes remain a topical issue, not only in 
South Africa, but also in other parts of the world, as indicat- 
ed by recent events in, for example, Albania. In view of the 
growth of informal finance schemes in recent years and, 
more importantly, because of the risks associated therewith, 
it is deemed necessary once again to distinguish between 
lawful and unlawful schemes, with particular reference to 
the legislation in this regard. 

Lawful informal finance schemes versus unlawful 
deposit-taking schemes 

Under the provisions of the Banks Act, 1990, the Office of 
the Registrar of Banks, as part of the South African Reserve 
Bank, is responsible not only for supervising the business of 
banks and mutual banks, but for the prevention of activities 
whereby deposits are solicited or accepted from the general 
public in contravention of the Banks Act. 

Since the central theme of the Banks Act is to address the 
functions of accepting and employing deposits, rather than 
the specific institutions that accept and employ such 
deposits, a wide meaning has been given to the term 
“deposit”. “The business of a bank”, as defined in the Banks 
Act, describes the distinctive features of the business of 
institutions to be regulated by the Banks Act and incorpo- 
rates two distinct functions, namely, that of accepting 
deposits as a regular feature of the business in question, and 
that of acting as a financial intermediary in the employment 
of funds accepted by way of deposit. Since both of these 
definitions are extremely wide, several exemptions were 
provided for by the legislature. 

In general, the legal consequence of such an exemption is 
that the persons designated by the Minister or the Registrar, 
by notice in the Government Gazette, may lawfully conduct 
business tantamount to “the business of a bank” without 
being registered as a bank in terms of the Banks Act or as a 
mutual bank in terms of the Mutual Banks Act, 1993, 
provided that the designated persons conduct their designat- 
ed activities strictly in accordance with the provisions of the 
notice. 

“The business of a bank” means, inter alia, the acceptance of 
deposits from the general public as a regular feature of the 
business in question. Subject to certain exceptions, no per- 
son may conduct the business of a bank in this country 
unless such a person is registered as a bank in terms of the 
Banks Act, or as a mutual bank in terms of the Mutual Banks 
Act. A “deposit” may be described as an amount of money 
paid by one person to another, subject to an agreement that 
an equal amount, with or without interest, is subsequently to 
be repaid to the person making the payment. 

Schemes such as stokvels, credit unions and employees’ sav- 
ings clubs, because of the nature of their business operations, 
accept deposits in a manner that is tantamount to the con- 
ducting of “the business of a bank”. Stokvels, however, gen- 
erally enable people from within a particular group in the 
society to save and, in addition to being afforded a turn to 
receive the contributions of all members of the group, afford 
members the opportunity to satisfy their need for social 
interaction, sharing, caring and belonging. Therefore, in 
recognition of, inter alia, the social and economic upliftment 



role of stokvels, credit unions and employees’ savings clubs 
in the South African environment, the Bank Supervision 
Department conducted intensive research into such schemes, 
and widely consulted interested parties, in an endeavour to 
legalise such informal financial schemes. 

Ensuing from the aforementioned research and consulta- 
tions, the “common bond” principle was identified as a col- 
lective feature of the informal financial schemes in question. 
Consequently, on 4 January 1994, the Registrar, with the 
approval of the Minister of Finance, issued a Government 
Notice based on the “common bond” principle, whereby 
such schemes could henceforth lawfully conduct their 
respective operations within South Africa, provided that 
such schemes are operated within the scope and ambit of the 
contents of the Government Notice. 

In recent times, the Bank Supervision Department has 
become aware of the existence of numerous deposit-taking 
schemes that, by means of advertisements or otherwise, 
promise members of the general public extraordinarily high 
returns on short-term cash “investments”. In order to earn 
the promised high returns, members of the public are usual- 
ly called upon to pay a membership fee in order to become 
members of such a “get-rich-quick” (“GRQ’) scheme, to 
deposit a chosen amount with the GRQ scheme and to intro- 
duce a specified number of further members, who are then 
required to follow the same procedure. 

GRQ schemes generally purport to be formed for the pur- 
pose of advancing some form of social benefit and usually 
promise extraordinarily high rates of return on monies put 
into the schemes. Experience has shown that GRQ schemes 
usually claim that their operations are legal. Such claims of 
legality are mostly purported to be based either on the pro- 
visions of the Government Notice or on culturally estab- 
lished rotating credit schemes such as stokvels. 

In order to qualify as a stokvel, credit union or employee 
savings scheme, the provisions of the Government Notice, 
however, require that a common bond exists between the 
members of a group or scheme that purports to be a stokvel, 
credit union or employee savings scheme. It is therefore 
important to highlight some of the characteristics of a group 
between the members of which a common bond exists and to 
indicate how GRQ schemes differ therefrom. A common 
bond exists between members of a group, which: 

Is a formal or informal rotating credit scheme with enter- 
tainment, social and economic functions 

In such a “common-bond” credit scheme, a group of 
people enter into an agreement to contribute a fixed 
amount of money to a common pool periodically. This 
money, or a portion thereof, may be drawn by members 

either in rotation or in a time of need. Although mutual 
financial assistance is the main purpose of stokvels, they 
also have valuable social and entertainment functions. 

Under the operations of GRQ schemes, however, persons 
may invest fixed amounts with a scheme for a limited 
period and then qualify for payouts of exorbitant returns 
on their investments. 

Fundamentally consists of members who have pledged 
mutual support to each other towards the attainment of 
specific objectives 

Stokvels and credit unions go to great lengths to admit 
only reliable and trusted members, following personal 
recommendations, since continuity and credibility are 
crucial to the working of such operations. Therefore, 
stokvels and credit unions are often formed by neigh- 
bours, people working in the same place, members of the 
same family, members of the same community or mem- 
bers of a church congregation. 

Any member of the public throughout South Africa may, 
however, become a member of a GRQ scheme by simply 
paying membership fees. Owing to the methods of oper- 
ation of GRQ schemes, the recruitment of new members 
in large numbers, regardless of the existence of any com- 
mon bond between such members, is crucial for the 
viability of such schemes. 

Establishes a continuous pool of capital by raising funds 
by means of the subscriptions of members 

GRQ schemes allow persons to invest single amounts in 
such schemes for a limited period, in return for exorbi- 
tant payouts on the amounts invested. Since payouts are 
funded from the contributions of new members, GRQ 
schemes depend to a great extent upon the recruitment of 
new members. GRQ schemes can therefore maintain a 
continuous pool of capital only by the continuous intro- 
duction of new members and the utilisation of such mem- 
bers’ membership fees and investments. 

Grants credit to and on behalf of members 

GRQ schemes do not grant credit to and on behalf of 
their members. 

Provides for  members to share in profits and to nominate 
management 

The structures of GRQ schemes do not allow for profits 
in the true sense of the word. Although purported con- 
stitutions of GRQ structures may provide for the nomi- 
nation of management by its members, often the size, 
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duration and spread thereof appear to render such nomi- 
nation impractical. 

Relies on self-imposed regulation to protect the interest 
of its members 

One of the most serious problems facing stokvels and 
credit unions is the problem of defaults. In the case of a 
stokvel, a common category of default is a member’s 
failure to maintain regular periodic payments. Therefore, 
stokvels rely on carefully selected members, who are 
known to other members of the group, for their survival. 
For purposes of self-regulation, stokvels are required to 
be members of the National Stokvels Association of 
South Africa (“NASASA”), and credit unions are 
required to be members of the Savings and Credit Co- 
operative League of South Africa (“SACCOL”). 

GRQ schemes neither require that members maintain 
regular payments into such schemes, nor do they rely on 
carefully selected members for their survival. Because of 
the nature of GRQ schemes, such schemes ostensibly do 
not qualify for membership of NASASA or SACCOL. 

It is also important to highlight the most important condi- 
tions contained in the Government Notice pertaining to a 
“common-bond” group and to indicate GRQ schemes’ non- 
compliance therewith. In terms of the prescribed conditions: 

The rules of the group shall not entitle any member at 
any time, albeit subject to any such notice as may bepre- 
scribed in the rules of the group, to withdraw the full 
amount of such member S contributions 

Under the rules of GRQ schemes, members are entitled, 
after a period of time, usually with prior notice, to with- 
draw their total contribution plus interest. 

Some GRQ schemes have claimed to be based on the cul- 
turally proved “mogodisano” and “letsima” schemes. In 
the case of a “mogodisano” scheme, however, a group of 
people get together under certain rules and contribute 
some money to one person’s account in a particular 
month. In the following month, all members contribute 
to the account of another member in the group, and the 
procedure is repeated until every member in the group 
has benefited. In the case of a “letsima” scheme, there 
appears to be no physical flow of cash, since members 
pool their funds for purposes of investing such funds or 
utilising the pooled funds to establish a joint venture. It 
is therefore clear that even these historical schemes, in 
contradistinction to GRQ schemes, do not provide for 
members at any stage to withdraw their contributions and 
to receive exorbitant returns. 

The benefits of the members of the group shall not bepro- 
vided exclusively by way of loans that, in terms of the 
rules of the group, must be repaid 

In terms of the operations of GRQ schemes, members are 
required to invest amounts of money with such schemes. 
After a period of time, the members are supposed to 
benefit from their loans, since GRQ schemes are obliged 
to repay the amount of the investment plus an exorbitant 
return thereon. 

A group shall keep, in one of the oflcial languages of the 
Republic of South Africa, such accounting records as are 
necessary to fairly reflect the state of affairs and business 
of a group and to explain the transactions andfinancial 
position of such group 

GRQ schemes normally fail to keep the required 
accounting records. 

A group mustfit into one of the following categories- 
- a group that does not at any time hold subscriptions 

from members amounting in the aggregate to more 

a group that at any time holds subscriptions from 
members amounting in the aggregate to more than 
Rl million but not amounting in the aggregate to 
more than R9,99 million 

I than R1 million; or 
- 

This division of the business of stokvels and credit 
unions into two groups relates to such groups being 
required to keep financial records. All stokvels and credit 
unions are required to keep such accounting records as 
are necessary to reflect the state of affairs and business of 
such a group fairly, and annual financial statements are 
required to be made out. In the case of stokvels and credit 
unions that hold funds of not more than R1 million, a 
report by an accountant and auditor report is not 
required. In the case of stokvels and credit unions with 
funds in excess of R1 million, but not more than R9,9 
million, the annual financial statements, however, have 
to be accompanied by a report by an accountant and aud- 
itor. 

The legislature intended some limit to be placed on the total 
amount of funds solicited or managed by, amongst others, 
stokvels and credit unions. Sound financial principles and 
investors’ interests dictated that prudential requirements be 
introduced at a suitable level. It was therefore regarded as 
appropriate to take cognisance of the provisions of the 
Mutual Banks Act, in terms of which the minimum required 
capital to register as a mutual bank is an amount of R10 mil- 
lion. Ostensibly, the intention of the legislature was that if 
the subscriptions of any stokvel or credit union exceeded 
R9,99 million, it would be required to register as a mutual 
bank. 
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Salient features of GRQ schemes are their ability to solicit 
huge amounts of money from the general public and their 
failure to keep proper accounting records. 

It is therefore regarded as reasonably clear that the activities 
and scheme of operations of GRQ schemes do not qualify as 
stokvels or credit unions and that GRQ schemes do not fall 
within the scope and ambit of, and do not comply with the 
conditions of, the Government Notice. GRQ schemes, there- 
fore, primafacie conduct “the business of a bank” in contra- 
vention of the provisions of the Banks Act, which is a crim- 
inal offence. 

A typical GRQ scheme may be classified as a “revolving 
scheme”, as defined in section 1 of the Trade Practices Act, 
1976 (Act No. 76 of 1976). . Such revolving schemes may 
also be described by using the commercially established 
term “pyramid schemes”. A pyramid scheme applies or fol- 
lows a method of practice that contains a risk of financial 
loss for any or all of the participants in the scheme in the 
event of a decline in the participation in the particular 
scheme. In order to pay high returns on the investments of 
members, the investments of new members are used to pay 
out the promised returns of each previous level’s members. 
In order for everyone to profit, an unlimited supply of will- 
ing investors have to be introduced continuously as new 
members to the scheme. Simple mathematics, therefore, dic- 
tates the certainty of failure of the scheme, resulting in par- 
ticipants losing their investments. 

Revolving pyramid schemes are regarded as harmful and 
undesirable and, in the public interest, should be prohibited 
from functioning in the Republic of South Africa. 

Micro-finance 

The micro-finance sector in South Africa has grown rapidly 
in recent years. Non-bank institutions that offer small loans 
to individuals for a variety of purposes have mushroomed. 
According to statistics, some 15 non-bank institutions cur- 
rently make over 175 000 micro-loans, worth R450 million, 
annually, mainly for the purposes of housing, micro-enter- 
prise and education. By some estimates, at least a further 
650 operators provide 500 000 loans, or R250 million, per 
month for emergency or consumption credit. 

The rapid growth in the micro-finance sector has ostensibly 
been driven largely by the innovativeness of practitioners in 
developing products and their capacity to fulfil the large 
demand for small loans. By and large, the banking sector in 
South Africa has not engaged this sector on any significant 
scale. International recognition has been given to the fact 
that micro-lenders constitute effective credit providers to 
people with limited or no access to credit sources other than 

informal money lenders. By creating another, more appro- 
priate tier between large formal financial institutions and 
informal money lenders in the financial system, these micro- 
financiers may fulfil a valuable role in the intermediation 
process of a developing economy. 

The Bank Supervision Department, in consultation with 
interested parties in the micro-finance sector, is currently 
considering options in this regard, including the promotion 
of an option allowing at least an interim regulatory dispen- 
sation, which would assure the protection of consumers and 
also allow the industry to achieve scale. It is envisaged that, 
as a consequence of the introduction of appropriate legal 
measures, the micro-finance sector would be afforded the 
opportunity to operate and grow in a manner that could be 
monitored in terms of the principles of self-regulation. The 
achievement of scale and the reduction of risk through 
proper self-regulation, in their turn, could result in a decline 
of interest rates in the micro-finance sector. 

Proposals under consideration are: 

a 

The establishment of a regulatory panel for non-bank 
micro-lenders, which would set standards for the indus- 
try, accredit practitioners and enforce compliance, or else 
disaccredit those that do not comply. Micro-lenders eli- 
gible for accreditation would have to be non-bank legal 
entities in the business of providing loans with a maxi- 
mum size of, for example, R20 OOO. In this way, a 
threshold, which would distinguish the sector from the 
mainstream banking sector, would be created. 

The drafting of a suitable exemption notice under the 
provisions of the Banks Act, in order to provide explicit- 
ly for accredited institutions lawfully to solicit or take 
wholesale deposits only (for example, deposits in excess 
of R1 million). Since the proposed notice would not 
allow retail deposit-taking, the proposed notice would 
affect only wholesale deposits of larger investors who are 
able to assess the risks involved, but not deposits of small 
depositors. In the event of an accredited institution los- 
ing its accreditation, such an institution could forthwith 
be in violation of the Banks Act should it take further 
deposits. 

Investor awareness 

During 1996, there was a marked increase in the number of 
get-rich-quick “(GRQ’) schemes in South Africa, and the 
Bank Supervision Department received many complaints of 
possible unlawful deposit taking, in contravention of the 
Banks Act. GRQ schemes, promising high returns on 
monies invested with them, not only targeted investors in a 
number of metropolitan and rural areas in South Africa, but, 
according to reports and enquiries received by the 
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Department, appeared to have extended their operations 
beyond South Africa’s borders to neighbouring countries. 

In view of the proliferation of GRQ schemes, it has become 
of crucial importance that investors be made aware not only 
of their own responsibility when investing their money, but 
also of the pitfalls and possibly negative consequences 
should they not take the necessary care before entrusting 
their monies to persons or organisations purporting to be 
operating lawfully. The Department has therefore investi- 
gated a number of methods by means of which investors 
could be made aware of these matters. It is envisaged that 
the first awareness programme may be launched during the 
first half of 1997. 

DEPOSIT INSURANCE 
During the year under review, further steps were taken to 
advance investor protection through the formulation of a 
comprehensive proposal for the establishment of a deposit- 
insurance scheme. A lengthy consultative process, conduct- 
ed through a committee under the chairmanship of the Bank 
Supervision Department and involving many interested par- 
ties, preceded the formulation of the proposal. The main 
objective of the development of the proposal was the protec- 
tion of small unsophisticated depositors, in order to promote 
public confidence in the banking system and, thereby, pro- 
mote its stability and encourage saving by the public. A 
deposit-insurance scheme would also provide a formal, 
structured and consistent administrative process for the 
handling of bank failures. 

In August 1996, draft legislation on money laundering and 
related matters, which was developed by a project commit- 
tee appointed by the Minister of Justice, was approved by the 
South African Law Commission. This draft legislation deals 
with the more practical aspects of the implementation of 
anti-money-laundering measures by several designated insti- 
tutions in South Africa. Unfortunately, the draft legislation 
could not be tabled in Parliament in 1996 and had to stand 
over to the first session of Parliament in 1997. Although the 
development of the proposed act has been completed, much 
work remains to be done, since regulations under the pro- 
posed act still have to be formulated. This aspect will need 
particular attention in 1997, in order not to delay the imple- 
mentation of anti-money-laundering measures any further, 
provided the proposed act on money laundering and related 
matters is passed by Parliament. 

Also of importance is the establishment of a reporting 
agency, a body to whom the designated institutions can 
report their suspicions, as required by the Proceeds of Crime 
Act and the draft legislation on money laundering. In order 
to enhance the process of implementing anti-money-laun- 
dering measures in South Africa, it is therefore of the utmost 
importance that such a body be designated as soon as pos- 
sible. Such a body will need to establish practical working 
relationships with the appropriate enforcement agencies, as 
well as implement the necessary internal systems and proce- 
dures, in order to ensure that an effective system is in place 
as soon as the necessary legislation and the regulations per- 
taining thereto become effective. 

The proposal was discussed and adopted by the Standing 
Committee for the Revision of the Banks Act, 1990, on 27 
September 1996. Thereafter, the proposal was approved by 
the Governors’ Committee of the South African Reserve 
Bank on 21 October 1996, and it has since been submitted to 
the Minister of Finance for consideration by his office. 

MONEY LAUNDERING 
In 1996, good progress was made with the development of 
measures to combat money laundering in the Republic of 
South Africa. The most important development was the 
passing, by Parliament late in 1996, of the Proceeds of Crime 
Act, 1996 (Act No. 76 of 1996), which criminalises the laun- 
dering of the proceeds of any crime, not just drug-related 
offences. This development is in line with the latest recom- 
mendations and intentions of the Group of Seven’s Financial 
Action Task Force (“FATF”) on Money Laundering, where- 
by it will be mandatory for all FATF members to extend 
money-laundering offences beyond narcotics trafficking to 
all serious offences. 

A further development was the hosting, by South Africa, of 
the Southern and Eastern African Money Laundering 
Conference in Cape Town, in October 1996. The main 
objective of this conference, which was sponsored by the 
Commonwealth Secretariat and the FATF, was to enhance 
the coordination of anti-money-laundering measures in the 
region and to investigate the possibility of establishing a 
regional FATF, similar to the FATFs operating elsewhere in 
the world, such as the Asian FATF and the Caribbean FATE 
It was agreed that there was indeed a need to establish a 
regional FATF, and the matter was handed to the office of the 
Minister of Justice for further coordination of the necessary 
actions. 

REGIONAL CO-OPERATION 

During the year under review, co-operation with other bank 
supervisors in the Southern African region mainly took the 
form of technical assistance through the presentation of 
training courses. 
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East and Southern Africa Banking Supervisors Group 
(“ESAF’”) 

The Bank Supervision Department successfully hosted the 
third course in banking supervision for ESAF member coun- 
tries from 2 September 1996 to 13 September 1996. 
Seventeen participants from 11 of the 14 ESAF member 
countries attended the course. 

As for the previous two courses, the main objectives of the 
course were to enhance the participants’ knowledge of 

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

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

The minimum standards, basic principles and methods in 
the management and evaluation of various risks in bank- 
ing. 

The promotion of co-operation between supervisors, by 
arranging opportunities for the participants to interact, 
exchange views and become better acquainted, was another 
important objective. 

The first part of the course, in the form of a one-day seminar 
on the latest trends in banking supervision, was well 
received and regarded as very beneficial by ESAF partici- 
pants. The audience of some 120 people, who included rep- 
resentatives of the auditing profession and local banks, was 
addressed by an international panel of speakers from as far 
afield as the Bank of England, the Bank for International 
Settlements, the Reserve Bank of Australia, the World Bank 
and the International Monetary Fund, as well as the 
Financial Services Board and the South African Reserve 
Bank. 

The second part of the course consisted of 29 modules, 
which the participants were requested to evaluate in terms of 
criteria such as overall impression, scope, content and prac- 
tical value of each module. Participants requested not only 
the use of more case studies, but additional information on 
the following topics: 

Credit risk. 
Role of the supervisor in relation to the various risks. 
Operational aspects of the Bank Supervision 
Department. 

South Africa appears to be the only country in the region that 
emphasises the role of the key players in the risk-manage- 
ment process and that actively promotes this concept. From 
a survey conducted amongst the course participants, it would 

appear that South Africa can play a pivotal role in promoting 
the aforementioned concept among the ESAF member coun- 
tries, in support of ESAF’s ultimate goal, namely, to ensure 
the harmonisation of supervisory standards in the region. 

An escalation in the cost of hotel accommodation since the 
previous course, as well as a desire to encourage a greater 
exchange of ideas amongst the participants, prompted a 
change in venue for the course, which was held at a self-con- 
tained conference centre in one of Pretoria’s residential sub- 
urbs. In the evenings and at weekends, transport was avail- 
able to take participants to various shopping malls in and 
around Pretoria. Visits were also undertaken to the South 
African Bank Note Company, the South African Mint and 
Sun City, and a major bank, which has interests in many 
African countries, hosted a cocktail party for participants. 

Although it is likely that the course content will be retained 
and, as in previous years, updated, participants’ comments 
will be investigated. The introduction of a theme or flavour 
of the6year will also be discussed with the ESAF Training 
Steering Committee. 

The current course format will be retained for 1997, and the 
South African Reserve Bank has indicated that it will again 
host the course during 1997, as part of its initiative to pro- 
vide other central banks in Africa with assistance in the train- 
ing of their supervisors. 

Technical assistance to the Bank of Mozambique 

The need for training of the Bank of Mozambique’s bank 
supervisors originated from a recent World Bank report and 
was also discussed at an ESAF meeting held in Harare, 
Zimbabwe, in May 1996. 

Following discussions, the Bank Supervision Department 
agreed to provide technical assistance and training to the 
Mozambican bank supervisors, on the basis of providing 
time and training material by means of an initial two-week 
technical training course, an ongoing on-site training pro- 
gramme of two days every second month and attachments of 
staff from the Bank of Mozambique, whereby practical on- 
the-job training would be provided in both the policy and 
analytical dimensions of bank supervision. 

The initial two-week course, which was attended by 13 per- 
sons, was held in Maputo, Mozambique, from 18 to 22 
November 1996 and from 2 to 6 December 1996. The 
course consisted of 29 modules, discussion periods and case 
studies. One of the case studies was modelled on the reports 
and graphs produced by the Bank Supervision Department 
for presentation to banks’ management and directors. 
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Participants were divided into teams, representing supervi- 
sors, directors and management of banks. The use of case 
studies to test participants’ knowledge provoked lively 
debates amongst the participants, who gave a high rating to 
this training method. An important aspect of the case stud- 
ies was to demonstrate the interrelationship between the 
risks that banks have to manage. The role of the various key 
p1ayers.b the risk-management process formed the central 
theme of the course. 

In order to ensure that the momentum of the Mozambican 
course is not lost, various recommendations have been 
made, and the Department is committed to assisting the 
Bank of Mozambique, by sharing its experience and exper- 
tise in implementing these recommendations. 

INTERACTION WITH AUDITING 
PROFESSION 
The Bank Supervision Department places great emphasis on 
the importance of the various key players that are involved 
in the management of risks and bank supervisory processes. 
A factor that is also regarded of importance to the success of 
these processes is the formulation of and adherence to stan- 
dards, particularly accounting and auditing standards. Such 
standards enable the Department to require compliance with 
laid-down standards in respect of statutory information that 
has to be submitted to the Department on a regular basis and 
to expect that minimum standards are met in the execution of 
investigations and audits of banks. 

In South Africa, the external auditors of banks play an 
important role in the supervisory process, since the 
Department places great reliance on the external auditors’ 
opinions of a bank‘s system of internal controls and checks 
and balances, including the integrity of the statutory infor- 
mation furnished to the Department by a bank. In this 
regard, the Department has worked hard to establish a very 
positive working relationship with the auditing profession in 
South Africa through, inter alia, the Banking Interest Group 
of The SouthiQfrican Institute of Chartered Accountants. 

Among the wide range of issues discussed at regular meet- 
ings with members of the Banking Interest Group are 
amendments to banking legislation that affect the auditing 
profession, disclosure issues, “flavour-of-the-year” focus 
areas and matters that relate, directly or indirectly, to the 
supervisory responsibilities of the Department and the audit- 
ing profession. Thereby, the effectiveness of audits and spe- 
cial investigations is greatly enhanced, and potential expec- 
tation gaps in this regard are addressed. 

The Department regards it as advantageous that it is in a 
position of being able to utilise the technical expertise of the 
auditing profession in its supervisory approach, especially in 
view of the skills shortage in South Africa. It would, how- 

ever, appear that, since an on-site approach to supervision is 
followed in several other countries in the region, these coun- 
tries do not necesarily place the same emphasis on the role 
of the auditing profession in the discharge of their supervi- 
sory responsibilities as is done in South Africa. In view of 
the increasing importance of consolidated supervision 
worldwide, it has, however, become of critical importance 
that acceptable minimum accounting and auditing standards 
be developed for the auditing profession in the region, and 
the establishment of such minimum standards will require a 
concerted regional effort. 

HARMONISATION OF ACCOUNTING 
STANDARDS 

From past experience, the World Bank has come to the real- 
isation that economic development in Africa requires more 
than financial assistance. During the past year, the World 
Bank, together with African countries, has concentrated on 
what can be done to raise the capacity of these countries to 
initiate, manage and monitor the process of economic devel- 
opment. 

Recently, an interesting study on capacity building, prepared 
by the African Governors of the World Bank, was released at 
the annual meetings of the World Bank and the International 
Monetary Fund in Washington, DC. It is stressed in the 
study that a sound accounting infrastructure and appropri- 
ately trained accounting and auditing professionals are criti- 
cal prerequisites for sustained economic growth. According 
to the study, it will not be possible to develop an ethical cul- 
ture, emphasising financial discipline, transparency and 
accountability, unless capacity in the accounting profession 
is strengthened. 

Some of the specific recommendations on actions that could 
be taken in order to build more capacity in the accounting 
profession include that: 

National governments should give more support with 
regard to the training of quality personnel and the estab- 
lishment of a legal framework, including annual report- 
ing requirements and standards. 

National accounting bodies should become more active- 
ly involved in the development of the profession, for 
example, by taking responsibility for evaluating the 
appropriateness and relevance of existing accounting and 
auditing standards, taking the lead in adapting them to 
local conditions and, in collaboration with governments 
and other relevant public and private entities, instituting 
appropriate mechanisms for monitoring and promoting 
compliance with such standards. 
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Grant funds should be mobilised to assist regional 
accounting bodies with the development of regional 
qualifications and standards, and to assist national 
accounting bodies with the harmonisation of standards 
and education. 

Indications are that the World Bank wishes to pursue and 
support this proposed programme for capacity building in 
Africa, as part of its economic development assistance to the 
continent. The initiative holds a clear challenge for the 
accounting and auditing profession in Africa, including 
South Africa, to make an important contribution towards this 
programme. The Department would therefore like to 
encourage the Public Accountants’ and Auditors’ Board of 
South Africa to become involved in this World Bank initia- 
tive, which, in the longer term, should benefit economic 
development in our region. 

INFORMATION TECHNOLOGY 

As a result of rapid, ongoing developments and innovations 
in the area of information technology, the banking sector is 
faced with an ever increasing number of, on the one hand, 
challenges and opportunities and, on the other hand, risks. 

Integration of risk-management systems 

Technological improvements are making ever more complex 
risk-management models possible, and the leading banks 
have highly sophisticated risk models for each of the risks 
involved in modem banking. These models are, however, 
largely discrete and do not fare well with the aggregation of 
positions to provide a holistic view of a bank’s risk profile. 

In view of the increasing centralisation of risk-control func- 
tions, it becomes clear that the challenge for the future lies in 
the integration of banks’ stand-alone risk systems. So far, 
few of the big players have embarked on such an integration 
process, since the larger and better their stand-alone systems 
are, the more difficult it is to integrate them. It is, however, 
possible to envisage that, in time, all banking risks will be 
modelled by a single integrated risk model in each bank. 
Such integration, in turn, may bring about increased depen- 
dency risk, which will have to be managed carefully. The 
task of integrating the existing discrete risk-management 
systems within an organisation may therefore well be the 
most critical task facing the risk-management discipline 
today. 

“Year 2MO” challenge 

In October 1996, the Bank Supervision Department issued a 
circular to all banking institutions highlighting the techno- 
logical challenge relating to the “year 2000”, with a view to 

ensuring that any problems that could result from a failure of 
computer-based solutions in the year 2000 are resolved well 
before then. 

The information technology world is currently faced with 
one of its greatest and most significant challenges yet. It is 
generally known that a large number of computer-based 
solutions will fail after midnight on 31 December 1999. 
Essentially, this is due to the fact that many computer sys- 
tems have not been designed to store or use more than two 
digits to identify a year and are incapable of handling years 
beyond 99 (that is, 1999). Thus, unless designed for this 
eventuality, the majority of systems will not be able to dis- 
tinguish between the years 1900 and 2000. 

Banking institutions are but some of the many organisations 
that must now take steps to ensure that all computer systems 
are prepared for the year 2000. It is in the best interest of 
every organisation and computer user to ensure that systems 
are “year 2000” compliant as soon as possible, in order to 
avert a possible catastrophe. 

“Year 2000” compliance will require the replacement or 
enhancement of many computer systems, including hard- 
ware, operating systems, application packages, personal 
computer productivity tools (such as old versions of Lotus 
and WordPerfect), purchased applications (such as DBIT and 
TSP) and applications developed by an institution’s own 
staff, as well as the inspection and, where necessary, the cor- 
rection of every program and macro in use. In addition, data 
files that are stored anywhere on personal computers, file 
servers and mainframes will have to be expanded and updat- 
ed to include the first two digits of a year. This is a daunt- 
ing and costly task for both banking institutions and every 
other computer user, especially clients of banking institu- 
tions. 

Not only will new computer systems have to be commis- 
sioned, but in many cases, the changes will be so significant 
that all skilled people will have to be retrained in the use of 
computer systems. Systems and productivity tools currently 
in use will no longer be accessible or operational. Every 
computer user will have to adapt to these changes, irrespec- 
tive of personal preferences, the inconvenience that may be 
caused or the financial implications thereof. 

Banking institutions that are already entering into or that 
intend entering into business transactions with an effective 
date beyond 31 December 1999 (for example, forward sell- 
ing of products, long-term investments, long-term mainte- 
nance planning) were cautioned in the circular to ensure that 
such transactions are not prejudiced by existing software, 
applications and data that may have date constraints. Failure 
of computer systems to handle dates correctly could well 
jeopardise the very existence of an institution. 

28 



Successful completion of “year 2000” compliance projects is 
critical to the survival of most organisations, especially 
banking institutions. It is therefore of the utmost importance 
that the systems of banking institutions be “year 2000” com- 
pliant within the very near future. 

In order to ensure that the necessary steps are being taken, 
the chief executive officer of each banking institution was 
required to provide the Department with written confirma- 
tion that the institution concerned had implemented a project 
to ensure “year 2000” compliance. This confirmation had to 
detail specific areas of concern and the magnitude of the 
problem in these areas, as well as the timetable for comple- 
tion of the project. 

Furthermore, the board of directors of each banking institu- 
tion will be required to certify that such a project has been 
completed to its satisfaction and that the systems of the insti- 
tution concerned address the “year 2000” compliance prob- 
lem and ensure that the risks undertaken by the institution 
can be identified and managed. The directors will also have 
to ensure that the clients of banking institutions have been 
alerted to the “year 2000” problem. 

The response received by the Department has indicated that 
banking institutions already have such plans in place. 
During 1997, the Department will be having regular discus- 
sions with banking institutions regarding the progress made 
with the implementation of these plans. 

South African National Payment System 

South Africa has numerous sound and very efficient payment 
mechanisms, as well as a robust, yet sophisticated, infra- 
structure. This infrastructure, which has been built up over 
the past twenty-five years and which provides the banking 
industry with a cost-effective service, includes the systems 
of banks and the processing capabilities of interbank util- 
ities, such as the Automated Clearing Bureau (Pty) Limited 
(“ACB”), for the clearing of cheques and electronic pay- 
ments, and SASWITCH, for the exchange of automated 
teller transactions between banks. 

The current payment system, however, has a number of 
shortcomings: 

A lack of information and systems to manage the inter- 
bank exposures resulting from the payment transactions 
of banks’ customers. 

Clearing banks’ implicit dependence on the financial 
backing of the South African Reserve Bank (“SAFW’) to 
ensure that they will be able to settle their daily expo- 
sures to one another. 

Legal uncertainty with regard to multilateral netting, 
which currently serves as the basis for determining inter- 
bank exposures. 

A lack of appropriate mechanisms to make high-value 
payments. In this regard, it is interesting to note that, 
during ACB’s financial year ended 30 June 1996, no 
fewer than 327,2 million MICR items (cheques), with a 
total value of R4 943,896 million, were processed. Since 
2 per cent of the items processed by ACB represented 95 
per cent of the value, and since this payment mechanism 
is based on “debit-pull” principles, the need for a pay- 
ment mechanism to handle high-value payments 
becomes evident. 

Also of growing importance is the need to reduce the sys- 
temic risk inherent in both domestic and cross-border pay- 
ment systems. Systemic risk not only poses a threat to the 
financial system of a particular country, but could have inter- 
national ramifications should a defaulting local bank intro- 
duce the domino effect of contagion into the financial system 
of a foreign country. 

In order to address these shortcomings, a national payment 
system (“NPS”) project was launched as a collaborative 
exercise between the banking industry and the SARB. As 
reported in the 1995 issue of the Annual Report, the first 
phase of the project resulted in the acceptance of a strategy 
for the reform of the NPS by both the banking industry and 
the SARB. 

The primary goal of the new NPS is to enable the circulation 
of money, used in the broadest sense of the word to include 
all forms of payment, such as cash, cheques, cards and elec- 
tronic payments. This goal emphasises the fact that the NPS 
should be regarded as an enabler of economic activity, pro- 
viding the mechanisms essential for effecting payments, 
both domestically and internationally. The NPS is therefore 
a critical component of the financial system, which enables 
the transfer of money and supports economic activity 
throughout South Africa. In this sense, a sound and robust 
NPS can be seen as being a prerequisite for an effective 
financial system. 

In line with the NPS’s primary goal and in order to address 
the current shortcomings, the objectives of the new NPS are 
to provide effective mechanisms for the exchange of money 
between transacting parties; ensure finality and irrevocabil- 
ity of both payment and settlement; and enable the manage- 
ment, reduction and containment of systemic and other pay- 
ment-related risks. Current settlement cut-off times and 
accommodation arrangements, practices and procedures will 
therefore be adapted to achieve true same-day settlement, for 
and across all payment streams. Furthermore, banks, includ- 
ing those that have previously not utilised settlement facili- 
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ties, will be able to use the settlement network and central 
bank settlement system to effect interbank-fund transfers in 
real time. 

Another important difference between the old and the new 
NPS is the payment practice on which they are based. The 
current system is based mainly on the debit-pull principle, in 
terms of which the beneficiary bank is responsible for col- 
lecting money from the paying bank. In the new NPS, the 
preferred practice will be that the paying bank will be 
instructed by its customer to make a credit transfer. This 
principle, referred to as creditpush, will be applied in inter- 
bank settlements and high-value payment mechanisms. 

The various settlement options that will be available to 
banks in the South African Multiple Option Settlement 
(“SAMOS”) system include immediate settlement of a 
single settlement instruction, or a number of settlement 
instructions concurrently; guaranteed settlement of settle- 
ment instructions, based on collateralised bilateral and/or 
multilateral exposure limits; and settlement of one or more 
settlement instructions at a predetermined time, or on a pre- 
determined condition. The system will also provide banks 
with the infrastructure to monitor and manage their inter- 
bank settlement exposures throughout the day. 

In order to enable the successful implementation of the NPS 
strategies, the banking industry has initiated numerous pro- 
jects, which aim to: 

8 

8 

Communicate with domestic and international stakehold- 
ers, create an awareness of the risks in payment systems 
and educate NPS users. 

Introduce payment risk-management and risk-reduction 
measures. 

Create NPS management shructures. 

Define new NPS business practices, policies and proce- 
dures, as well as common data and processes by, infer 
alia, creating and publishing an NPS business model. 

Develop and enhance systems, in order to enable real- 
time settlement and introduce risk-reduction measures in 
interbank clearing systems. 

Establish a sound legal framework to support NPS prac- 
tices. 

Develop a comprehensive NPS information base in order 
to analyse payment behaviour and payment stream util- 
isation. 

Devise strategies to address, inter alia, cross-border pay- 
ments, regional payments systems and electronic cash. 

During 1997, one of the focus areas for the central bank, as 
settlement provider, will be the development of the SAMOS 
system, which will be implemented in the first quarter of 
1998. In order for banks to participate in the settlement sys- 
tem, they will have to adapt their existing systems and pro- 
cedures in 1997. The settlement system will allow all banks 
that provide payment and clearing services to their cus- 
tomers to participate on an equal footing. The system will 
make exposures visible, expose those that introduce risk into 
the settlement system and contribute to moving credit risk 
(which can cause systemic risk) from the settlement process 
to the balance sheet of banks, where credit decisions can be 
managed best. 

Banking on the Internet 

Use of the Internet has grown extensively during the past 
few years, and the Internet is rapidly becoming a medium 
used for banking and commerce. 

A number of the larger banks in South Africa have recently 
launched, or are conducting pilot projects on, Internet bank- 
ing services, which will enable customers to use the World 
Wide Web to access their accounts and to perform online 
transactions. Security of such facilities is imperative, in 
order to ensure that neither banks nor their customers will 
suffer any losses as a result of the use of Internet banking 
services. In this regard, a project has recently been 
launched, as part of the national payment system reform pro- 
ject, in order to ensure that the identity of the transacting par- 
ties can be authenticated. 

Banking services to be offered on the Internet include, inter 
alia: 

8 General services, which include the services currently 
offered by banks’ automated teller machines, such as: 

- Account balances. 
- Account history. 
- 
- 
- 

Fund transfer (for example, between accounts). 
Fund withdrawal (for example, to a prepaid card). 
Bill payment (whereby it will be possible to add, 
update and cancel payments) and debit orders. 

8 Value-added services, such as: 

- News services, including general and financial 
news. 

- Stock and mutual fund quotations. 
- Portfolio management, including facilities to buy 

and sell stocks. 
- Investment alerts. 
- Expert advice, including graphing and analysis of 

investments. 



Bank and the IT departments of several banks. In this 
process of consultation, the preferred method of transfer, 
namely, the X400, was established and successfully tested. 
Subsequently, it was also decided that unique numbers would 
be used in the electronic transfer of flat files, in order to dis- 
tinguish the various items in the DI returns. The program- 
ming required to effect the necessary changes to the 
Department’s databases should be completed in February 
1997, and once internal testing has been completed, a num- 
ber of banks will be approached to participate in a pilot pro- 
ject. Upon completion of the pilot project, the remaining 
banks will be approached to implement the system. 



CHAPTER 3 

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 infor- 
mation received from registered banks. 

Aggregated information of individual banks is contained in 
the reports and graphs in sections 3.2 to 3.9 below. Certain 
of the comparative figures in respect of December 1995 may 
differ from those reported in the 1995 Annual Report owing 
to amended returns having been submitted by banks after 
publication of that report. Since the “big four” banks consti- 
tuted 78 per cent of the banking sector in December 1996 
(77 per cent in December 1995), their position largely affects 
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 con- 
sider the impact of any changes thereto on the risk profile of 
the banking sector. The aggregated balance sheet of the 
banking sector in South Africa, as at 31 December 1996, 
equalled R471,3 billion (as opposed to R397,6 billion as at 
31 December 1995). This represents a growth rate of 18,5 

FIGURE 1: BALANCE-SHEET STRUCTURE 

per cent for the year. The composition of the balance-sheet 
structure as at 31 December 1996 is shown graphically in 
Figure 1. 

As can be seen from the graphs as at 31 December 1996, 
domestic deposits from the public constituted the main 
source of funding for the banking sector, namely, R336,5 bil- 
lion, which represented 71 per cent of total funding. With 
respect to assets, loans and advances to the public, which 
amounted to R374,l billion on 31 December 1996 (repre- 
senting 79 per cent of total assets), were the main asset to 
which the funding available to the banking sector was 
applied. 

Liabilities 

A year-on-year comparison of the compositions of liabilities, 
as reflected in Figure 2, reveals only minor changes, with 
respect to the percentages represented by deposits, foreign 
loans and other liabilities, in the composition of liabilities. 

Composition of deposits 

Deposits from the public, as at 31 December 1996, amounted 
to R336,5 billion (December 1995: R294,l billion). This rep- 
resents 71 per cent (December 1995: 74 per cent) of the total 
funding available to the banking sector as at 31 December 
1996. The growth rate for the year was 14,4 per cent. 
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FIGURE 2: LIABILITIES - YEAR-ON-YEAR COMPARISON 
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FIGURE 3: COMPOSITION OF DEPOSITS 
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Figure 3 reflects the year-on-year comparison of the compo- 
sition of deposits. As cah be seen from Figure 3, the trend 
noted in last year’s Annual Report of investors moving away 
from fixed and notice deposits towards demand deposits was 
still evident for the year under review. The result thereof 
was a decrease of 4 percentage points in the proportion of 
total deposits represented by fixed and notice deposits and 
an increase of 6 percentage points in the proportion repre- 
sented by demand deposits, the balance of 2 percentage 
points being a decrease in the proportion of total deposits 
represented by negotiable certificates of deposit (“NCDs”). 
The increase in the proportion of total deposits represented 
by short-term investments resulted in a higher percentage of 
the banking sector’s assets (consisting mainly of non-bank 
loans and advances) being financed by short-term funding, 
thereby increasing the liquidity risk to which banks are 
exposed. An advantage that the banking sector should derive 
from the increased use of short-term funding is a lower cost 
of funding and a reduction of interest-rate risk resulting from 
the quick repricing of short-term funding if interest rates 
should fall, especially since a high percentage of loans and 
advances consists of mortgages and overdrafts, which could 
also be repriced quickly. 

Other major liabilities of the banking sector, as at 31 
December 1996, included foreign funding of R36,8 billion 
(which increased by 46 per cent when compared to the 

December 1995 level of R25,2 billion), capital and reserves 
of R33,7 billion (which increased by 19 per cent when com- 
pared to the December 1995 level of R28,3 billion), other 
liabilities of R31,9 billion (which represents a growth rate of 
35,l per cent when compared to the December 1995 level of 
R23,6 billion) and interbank funding of R17,4 billion (repre- 
senting a growth rate of 23 per cent when compared to the 
amount of R14,l billion at the end of December 1995). 
Other liabilities included amounts owing to the South 
African Reserve Bank, trade creditors, deferred income, 
deferred tax balances, impairments and other funding liabil- 
ities. 

Figure 4 graphically reflects the year-on-year comparison of 
the composition of assets as at 31 December 1996 to that as 
at 31 December 1995. The banking sector’s assets increased 
by R73,6 billion (which represents a growth rate of 183 per 
cent) during the year, to a total of R471,3 billion at the end 
of December 1996. The main factors contributing to this 
growth were the following: 

- Non-bank advances grew by R58,O billion (which repre- 
sents a growth rate of 18,3 per cent), from R316,l billion 
at the end of December 1995 to R374,l billion a year 
later. 

FIGURE 4: ASSETS - YEAR-ON-YEAR COMPARISON 

December 1995 December 1996 
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FIGURE 5: COMPOSITION OF LOANS AND ADVANCES 

December 1995 December 1996 
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- Other assets (which include remittances in transit, assets 
bought in to protect an investment, net interbranch and 
head-office debit balances, taxes overpaid, service 
deposits and stamps) grew by R6,6 billion, from R8,9 
billion as at December 1995 to R15,5 billion as at 
December 1996. This represents a growth rate of 74,2 
per cent. 

- Interbank advances increased by R3,8 billion (which rep- 
resents a growth rate of 30,6 per cent), from R12,4 bil- 
lion as at 31 December 1995 to R16,2 billion as at 31 
December 1996. 

- Loans granted under resale agreements increased by 
R3,4 billion (which represents a growth rate of 162 per 
cent), from R2,l billion as at 31 December 1995 to R5,5 
billion as at 31 December 1996. 

Composition of loans and advances 

The composition of loans and advances is shown graphical- 
ly in Figure 5. As at the end of December 1996, non-bank 
loans and advances constituted 79 per cent (December 1995: 
79 per cent) of the banking sector's assets and, thus, repre- 
sented the main area of focus for the management of on- 
balance-sheet credit risk. The growth of R58,O billion 

(1995: R48,4 billion), which, in percentage terms, represents 
a growth rate of 18,3 per cent (1995: 18,O per cent), achieved 
in respect of non-bank advances during the year can be 
attributed mainly to the following areas: 

Mortgage loans increased by R21,9 billion (16,8 per 
cent), from R130,l billion to R152,O billion. 

Overdrafts and loans increased by R13,6 billion (14,8 per 
cent), from R92,O billion to R105,6 billion. 

Instalments debtors increased by R11,5 billion (20,3 per 
cent), from R56,6 billion to R68,l billion. 

Acknowledgments of debt discounted increased by R4,8 
billion (38,4 per cent) from R12,5 billion to R17,3 bil- 
lion. 

Foreign-currency loans and advances increased by R4,3 
billion (36,l per cent), from R11,9 billion to R16,2 bil- 
lion. 

Except for minor changes pertaining to the above-mentioned 
areas, the composition of loans and advances remained 
unchanged from that of the previous year. 
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Figure 6 graphically reflects the growth, in absolute terms 
and over a period of 13 months, of the major categories of 
loans and advances (that is, 84 per cent of loans and 
advances) granted by the banking sector. In comparison to 
the growth rates of 16,s per cent and 20,3 per cent achieved 
in respect of mortgages and instalment-sale debtors, respec- 
tively, during the year, overdues pertaining to the same cate- 
gories of loans and advances grew by 19,s per cent and 50,7 
per cent, respectively. Furthermore, in the case of mort- 
gages, the value of security held decreased from 84 per cent 
to 67 per cent of the overdues, resulting in specific provi- 
sions having to be raised by 47 per cent, to R1,l billion at the 
end of December 1996. The deterioration in the overdue 
position, coupled with the worsening of the security position 
pertaining to mortgages, is a cause for concern to the Bank 
Supervision Department. 

Overdues in respect of other loans and advances, of which 
overdrafts and credit cards constitute approximately 63 per 
cent, increased by 7,5 per cent during the year, whereas spe- 
cific provisions decreased by 7,l per cent during the year. 

3.3 CAPITAL ADEQUACY 
Capital provides a safety net to depositors and other 
providers of loan finance against losses that a bank might 

incur. For this reason, it is very important that only banks 
that are adequately capitalised be authorised to accept 
deposits from the public. The existence of adequate capital 
does not, however, provide a guarantee against the failure of 
a bank that is badly managed. 

In terms of the new Regulations relating to Banks, which came 
into operation on 1 July 1996, banks, in addition to holding 
capital against credit-risk exposures, are also required to hold 
capital against counterparty-risk exposure. Furthermore, in 
line with the European Union's Capital Adequacy Directive, 
capital-adequacy requirements were imposed on the securities 
trading activities of banks with effect from 1 January 1996. 
Although these requirements have not yet been promulgated, 
banks conducting securities trading activities were requested 
to complete the relevant returns on a pilot-project basis. It is 
envisaged that these requirements will be promulgated, as 
regulations, before the middle of 1997. 

The total capital and reserves held by the banking sector at 
the end of December 1996 amounted to R33,7 billion (R28,3 
billion in December 1995), R32,6 billion (1995: R27,8 bil- 
lion) of which constituted qualifying capital and reserves for 
purposes of assessing capital adequacy. The capital-adequa- 
cy ratio at the end of December 1996 was 9,7 per cent (1995: 
10,04 per cent). The decrease in the banking sector's over- 

FIGURE 6: GROWTH IN SELECTED LOANS AND ADVANCES 
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FIGURE 7: CAPITAL ADEQUACY - PERCENTAGES AND RAND VALUES 
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all capital-adequacy ratio was due to the imposition of capi- 
tal requirements in respect of counterparty risk with effect 
from 1 July 1996. Figure 7 reflects the split, over time, 
between primary and secondary capital, as well as the rand 
values of required capital (based on 8 per cent of risk expo- 
sures) and actual qualifying capital. At the end of December 
1996, primary capital and reserves constituted 71 per cent 
(1995: 68 per cent) of qualifying capital and reserves before 
deduction of impairments amounting to R1 486 million 
(1995: R1 078 million). Primary capital and reserves grew 
by 22,4 per cent (1995: 24 per cent) during the year, to R24,l 
billion at the end of December 1996. Secondary capital and 
reserves, on the other hand, grew by 9,2 per cent during the 
year, to R10,O billion at the end of December 1996. 

An analysis of the percentage distribution of banks in terms 
of capital adequacy at the end of December 1996 (see Figure 
8) reveals that 4 per cent (1995: 4 per cent) of the total num- 
ber of banks (which had received special dispensation from 
this Department) did not meet the minimum capital-adequa- 
cy ratio of 8 per cent, whereas 40 per cent of banks (1995: 
43 per cent) had capital-adequacy ratios that exceeded 15 per 
cent. 

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

For the year ended 31 December 1996, total assets and off- 
balance-sheet items grew by 20,l per cent, and total risk- 
weighted assets and off-balance-sheet items grew by 19,7 
per cent. The asset spread, thus, remained fairly constant 
during the past year. 

The composition of off-balance-sheet-items had the effect of 
lowering the average risk weighting of total assets, which, 
for December 1996, amounted to 69,5 per cent, to an aver- 
age combined risk weighting of 66,4 per cent for assets and 
off-balance-sheet items. Off-balance-sheet items accounted 
for approximately 10,8 per cent (December 1995: 9,6 per 
cent) of the combined total of assets and off-balance-sheet 
items at the end of December 1996. The risk-weighted per- 
centages of assets and off-balance-sheet items and of the 
combined total of assets and off-balance-sheet items are 
graphically illustrated in Figure 9. 

3.4 PROFITABILITY 
An evaluation of the profitability of banks involves an 
assessment of the quality of income and the long-term 
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FIGURE 8: DISTRIBUTION OF BANKS IN TERMS OF CAPITAL ADEQUACY 
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FIGURE 9: RISK PROFILE OF ON- AND OFF-BALANCE-SHEET ITEMS 
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sustainability of the activities that generate that income. For 
this reason, the analyses focus on the following aspects: 

Quality of earnings (riskiness of earnings). 

Balance in the various sources of income (such as, a good 
spread of income sources). 

Nature of income (such as, the intermediation function, 
advisory services, trading activities). 

Integrity of the information (whether the income state- 
ment is consistent with the balance sheet). 

Profitability of assets and effectiveness of activities 
versus cost control and cost optimisation. 

Balance between the effort expended on activities and 
the income generated therefrom. 

Structural changes in profitability during the year. 

As can be seen in Figures 10 and 11, the intermediation func- 
tion, which consists of interest margin (3,l per cent of total 
assets) and transaction-based fee income (1,5 per cent of 
total assets), constitutes the main source of income for 
banks. The previous year’s interest margin and transaction- 
based fee income, expressed as percentages of total assets, 
were 3,l per cent and 1,6 per cent, respectively. As can be 
observed from Figures 10 and 11, the income derived from 
the intermediation function was generally not sufficient to 
cover the sum of operating expenses and provisions, which, 
for the year, amounted to 4,9 per cent of total assets. It is 
thus clear that the generation of additional income (that is, 
from investments in Government stock and Treasury bonds, 
as well as knowledge-based fee income derived from trading 
activities, and agency type and advisory activities) is critical 
for purposes of ensuring the continued profitability of banks. 

Knowledge-based fee income and investment income earned 
during the year were equivalent to 0,7 per cent and 0,8 per 
cent, respectively, of total assets (as opposed to the percent- 
ages of 0,9 per cent and 0,7 per cent, respectively, during 
1995). Interest income increased by 29 per cent (1995: 35 
per cent) during the year, whereas interest expense increased 

FIGURE 10: COMPOSITION OF THE INCOME STATEMENT 
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FIGURE 11: INCOME AND EXPENDITURE AS A PERCENTAGE OF TOTAL ASSETS 
~ ~ 
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by 33 per cent (1995: 44 per cent). The net result thereof 
was that the interest margin grew by only 143 per cent 
(1995: 11,l per cent). Interest derived from mortgage bonds, 
constituting 39,6 per cent (1995: 39,8 per cent) of total inter- 
est income, continued to be the largest component of total 
interest income. This is in line with the fact that mortgage 
loan advances continued to be the largest component of non- 
bank loans and advances (39,4 per cent in December 1996 
md 40 per cent in December 1995). The main components 
If interest expense during the year were the interest expense 
relating to demand deposits, fixed and notice deposits. 
Interest paid in respect of demand deposits constituted 3 1,5 
Der cent (1995: 24,8 per cent) of the total interest expense, 
whereas interest paid on fixed and notice deposits constitut- 
ed 33,l per cent (1995: 35,7 per cent) of the total interest 
expense for the year. The increase in the interest paid on 
demand deposits, as a proportion of the total interest 
expense, is attributable largely to the increase in the percent- 
age of total funding liabilities represented by demand 
deposits (which increased from 32,9 per cent in December 
1995 to 37,l per cent in December 1996). 

Specific and general provisions relating to loans and 
advances increased by 72 per cent and 4 per cent, respec- 

tively (as opposed to the previous year’s growth rates of 5,7 
per cent and minus 20,6 per cent, respectively), whereas 
operating expenses increased by 14,6 per cent (1995: 17 per 
cent). The high growth in specific provisions for loans and 
advances charged to the income statement is attributable 
largely to the fact that specific provisions, in addition to the 
amount of approximately R1,2 million written off against 
them during the year, had to be increased from R5,8 billion 
in December 1995 to R6,2 billion in December 1996 because 
of the growth in overdues (which increased from R11,I bil- 
lion in December 1995 to R13,O billion in December 1996). 

The banking sector achieved a before-tax return equivalent 
to approximately 1,3 per cent of total assets (1995: 1,3 per 
cent) and an after-tax return equivalent to approximately 0,9 
per cent of total assets (1995: 0,9 per cent). The average 
after-tax return on equity for the year was 12,6 per cent 
(1995: 12,9 per cent). (See Figure 12.) 

3.5 LIQUIDITY RISK 
An evaluation of liquidity-risk management involves an 
assessment of the level of compliance with the statutory 
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FIGURE 12: PROFITABILITY RATIOS - 12-MONTH MOVING AVERAGE 
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liquid-asset requirements, an analysis of the short-term 
liquidity mismatch in terms of its size (in relation to total 
funding) and trend, an assessment of the sources of liquid 
funds available for funding such mismatches and a consider- 
ation of the volatility of funding sources available. The rela- 
tionship between interest-rate risk management and liquidi- 
ty-risk management also has to be borne in mind, since 
mismatches may develop in various future time bands 
because management has taken a specific view of future 
interest-rate movements. 

Statutory liquidity 

The liquid-asset requirement is calculated on total liabilities 
less capital and reserves (hereinafter referred to as adjusted 
liabilities). As can be seen from an examination of Figure 
13, the average daily amount of liquid assets held by the 
banking sector has throughout the year exceeded the statuto- 
ry liquid-asset requirement (that is, 5 per cent of adjusted lia- 
bilities). Approximately 72 per cent (1995: 78 per cent) of 
the average daily amount of liquid assets held during 
December 1996 consisted of stocks held in terms of section 
19 of the Exchequer Act, whereas 22 per cent (1995: 15 per 
cent) consisted of Treasury bills of the Republic and 5 per 
cent (1995: 4 per cent) consisted of short-term bills issued by 
the Land Bank. 

Cash-management schemes managed on behalf of clients of 
banks and set-off (see Figure 13) maintained a fairly stable 
trend during the year and, at the end of December 1996, rep- 
resented approximately 10 per cent (1995: 9 per cent) and 9 
per cent (1995: 7 per cent), respectively, of adjusted liabil- 
ities. This means that the adjusted liabilities, which are used 
for purposes of computing the liquid-asset and reserve- 
balance requirements, were reduced by 19 per cent (1995: 16 
per cent), or R83,l billion (1995: R59,7 billion), because of 
the use, by bank clientele, of cash-management schemes 
and, as a result of set-off, of some asset balances against 
liabilities. 

Short-term liquidity mismatch 

The evaluation of short-term liquidity mismatch trends, as 
well as of the size thereof, over a period of time is designed 
to assess the potential for funding problems being experi- 
enced in the short term, since an increase in the mismatch 
could be a signal of the existence of a potential funding prob- 
lem. 

The short-term theoretical mismatch (see Figure 14) showed 
a steady upward trend, and average monthly balances, com- 
puted on a quarterly basis, amounting to R85,6 billion, R92,O 
billion, R98,7 billion and R101,2 billion were reported 

FIGURE 14: SHORT-TERM LIQUIDITY MISMATCH 
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in respect of the quarters ended March 1996, June 1996, 
September 1996 and December 1996, respectively. 

For the month of December 1996, the shorE-tern theoretical 
mismatch for the banking sector stood at R105,7 billion, rep- 
resenting 22,4 per cent (1995: 19,72 per cent) of total liabil- 
ities. 

The anticipated short-term mismatch, as derived from the 
asset-and-liability commitlee (“ALCO) models of banks for 
December 1996, amounted to R61,6 billion, which is R44,l 
billion less than the level of the theoretical mismatch at that 
time. 

Volatility of funding 

As at 31 December 1996, wholesale deposits (greater than 
RlOO O00) constituted 71 per cent (1995: 67 per cent) of total 
deposits. This means that the banking sector’s reliance on 
wholesale deposits for funding increased during 1996. This 
is further borne out by the fact that wholesale deposits, as a 
percentage of the sum of wholesale and retail deposits, on 
average represented 71 per cent during 1996, as opposed to 
the average percentage of 64 per cent during 1995. 

The aggregate amount of the 10 largest depositors of indi- 
vidual banks averaged R46,3 billion (1995: R36,6 billion) 
during the year under review. Expressed as a percentage of 
the aggregate amount of total funding liabilities to the pub- 
lic, large depositors and wholesale deposits equalled 13 per 
cent (1995: 12,5 per cent) and 54,5 per cent (1995: 60,3 per 
cent), respectively, at the end of December 1996. Figure 15 
reflects the trend in wholesale deposits and large depositors, 
expressed 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. The main sources of funding short-term liquidity 
shortfalls have continued to consist of funding at the dis- 
count window of the South African Reserve Bank, bank 
deposits, irrevocable undrawn call facilities and other readi- 
ly marketable securities. 

3.6 INTEREST-RATE RISK 
The statutory return uses dynamic sensitivity analysis to 
measure the impact, on the income statement, of yield-curve 

FIGURE 15: WHOLESALE DEPOSITS AND LARGE DEPOSITORS 
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FIGURE 16: EXPECTED YIELD CURVES 
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FIGURE 17: POTENTIAL EFFECT ON CAPITAL AS A RESULT OF A CHANGE IN BANK RATE 
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changes in the event of the Bank rate increasing or decreas- 
ing by a percentage (which a bank, in terms of its ALCO 
model, considers as a shock) 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-month, six-month and twelve-month time bands. This 
is shown graphically in Figure 16. 

Figure 17 reflects the extent of the effect, on capital and 
reserves, of an upward or downward interest-rate shock in 
the event of a bank not being able to restructure its balance 
sheet in the short term. It should, however, be noted that the 
discretion to determine the size of an interest-rate change, 
which each individual bank considers as a shock, was grant- 
ed to banks only with effect from 1 July 1996. For this rea- 
son, the period from January 1996 to June 1996 reflects the 
effect of an upward or a downward adjustment of 1 per cent 
in the Bank rate on capital and reserves in the event of a bank 
not being able to restructure its balance sheet in the short 
term, as had been required in terms of the previous 
Regulations relating to Banks that were applicable during 
the period ending on 30 June 1996. 

3.7 MARKET RISK 
The form DI 420 requires a bank to report its net effective 
position, after taking into account the effect of transactions 
in derivative instruments, based upon its exposures to assets 
in the equities, money, capital and commodities markets, as 
well as the aggregate net foreign-currency position. The 
bank is then required to indicate, based on its ALCO model, 
what its anticipated market-price movements pertaining to 
the above-mentioned markets are and to report the values at 
risk pertaining to these markets, based on such expected 
market movements. 

Figure 18 graphically depicts the value at risk in absolute 
terms, as well as the percentage of capital at risk. It should 
be noted that, with effect from 1 July 1996 and as a result of 
an amendment to the Regulations relating to Banks, there 
has been a change in the method by which market risk is 
reported. The value-at-risk data, as from 1 July 1996, 
reflected in Figure 18 was extracted from the statutory 
returns submitted by banks. The period until 30 June 1996, 
however, reflects the impact on the net effective position, 
after transactions in derivatives have been taken into 
account, of assumed percentage movements in market 
prices, as specified on the DI 420 return applicable until the 
end of June 1996. 

FIGURE 18: VALUE AT RISK AND PERCENTAGE OF CAPITAL AT RISK 
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FIGURE 19: TURNOVER IN DERIVATIVE CONTRACTS 
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FIGURE 20: UNEXPIRED DERIVATIVES CONTRACTS 
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lhrnover in derivatives 

Turnover in derivatives fluctuated widely during the year, 
from approximately R91,l billion in December 1995 to 
approximately R553 billion in December 1996. The latter 
amount is equivalent to 12 per cent of total assets, as 
opposed to 23 per cent in December 1995 (see Figure 19). 

Unexpired derivatives contracts 

Unexpired exchange-traded derivative contracts amounted 
to R96,7 billion in December 1996 (December 1995: R103,2 
billion), representing 20 per cent of the banking sector’s total 
assets (December 1995: 26 per cent). Since peaking in 
February 1996, as shown in Figure 20, unexpired derivative 
contracts were fairly stable for the rest of the year, with aver- 
age monthly balances, computed on a quarterly basis, of 
R372,7 billion, R347,4 billion, R373,l billion and R371,3 
billion being reported in respect of the quarters ended March 
1996, June 1996, September 1996 and December 1996, 
respectively. As at 31 December 1996, the total value of 
unexpired derivative contracts was R37 1,l billion 
(December 1995: R340,8 billion), representing 78,7 per cent 
of total assets on that date (December 1995: 85,7 per cent of 
total assets). 

3.8 CREDIT RISK 
Analysis of overdue amounts 

The gross amount of overdues in respect o loans and 
advances grew by 17,l per cent (R1,9 billion) during the 
year, from R11,l billion in December 1995 to R13,O billion 
in December 1996. Expressed as a percentage of total loans 
and advances, gross amounts overdue amounted to 3,2 per 
cent in December 1996 (December 1995: 3,3 per cent). 

The gross amount of overdues pertaining to mortgage loans 
increased by 19,8 per cent (R837 million) during the year, 
from R4,23 billion in December 1995, representing 3,2 per 
cent of total mortgage loans, to R5,06 billion in December 
1996, which represents 3,3 per cent of total mortgage loans. 
Specific provisions as a percentage of overdues grew from 
18,5 per cent in December 1995 to 22,6 per cent in 
December 1996. As a result of a decrease in the value of 
security held, the sum of specific provisions and security 
held, expressed as a percentage of overdues, however, 
decreased from 102,6 per cent in December 1995 to 90,l per 
cent in December 1996. 

The gross amount of overdues pertaining to instalment-sale 
agreements grew by 50,7 per cent (R643 million) during the 
year, from R1,3 billion in December 1995 to R1,9 billion in 
December 1996. As a percentage of total instalment sales, 
gross amounts overdue increased from 2,2 per cent in 

December 1995 to 2,8 per cent in December 1996. As a 
result of the high growth in overdues, specific provisions 
were increased by 45 per cent, from R756 million in 
December 1995 to R1,l billion in December 1996. Specific 
provisions as a percentage of overdues decreased from 59,7 
per cent in December 1995 to 57,4 per cent in December 
1996. 

Overdues on other loans and advances, of which overdrafts 
and loans constituted approximately 58 per cent, increased 
by 7 3  per cent (R422 million) during the year, from R5,6 
billion in December 1995 to R6,O billion in December 1996. 
Overdues as a percentage of other loans and advances, how- 
ever, decreased from 3,8 per cent in December 1995 to 3,3 
per cent in December 1996. Specific provisions decreased 
by 7,l per cent during the year, from R4,3 billion, represent- 
ing 76,3 per cent of overdues, in December 1995 to R4,O bil- 
lion, representing 65,9 per cent of overdues, in December 
1996. 

An analysis of overdues in respect of mortgage loans, instal- 
ment sales and other loans and advances is illustrated graph- 
ically in Figure 2 1. 

Provisioning policy for bad and doubtful loans and 
advances 

Although overdues on total loans and advances grew by 17,l 
per cent during the year, specific provisions made in respect 
of such overdues increased by only 6,9 per cent, from R5,8 
billion in December 1995 to R6,2 billion in December 1996. 
Consequently, specific provisions, expressed as a percentage 
of overdues, decreased from 52,4 per cent in December 1995 
to 47,9 per cent in December 1996. Thus, 52,l per.cent 
(R6,8 billion) of the overdue loans and advances at the end 
of December 1996 had not been specifically provided for (as 
opposed to 47,6 per cent, or R5,3 billion, in December 
1995). 

Provisions made at the end of December 1996, by loan type 
and expressed as a percentage of overdue amounts, were as 
follows: 

Mortgages 

Instalment sales 

- 23 per cent (19 per cent on 
31 December 1995). 

- 57 per cent (60 per cent on 
31 December 1995). 

Other loans and advances - 66 per cent (76 per cent on 
3 1 December 1995). 

Provisions, as a percentage of total overdues, are illustrated 
graphically in Figure 22. 
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FIGURE 21: ANALYSIS OF OVERDUE ACCOUNTS 
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FIGURE 22: PROVISIONS AS PERCENTAGE OF TOTAL OVERDUES 
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FIGURE 23: LARGE EXPOSURES GRANTED AND UTILISED AS A PERCENTAGE OF CAPITAL 
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Large exposures 

The position regarding large exposures granted and utilised 
over the period from March 1995 to December 1996 is illus- 
trated graphically in Figure 23. Large exposures granted 
increased by 493  per cent during the year, from R278,6 bil- 
lion, representing 1033 per cent of net qualifying capital and 
reserves, as at 31 December 1995, to R416,4 billion, repre- 
senting 1308 per cent of net qualifying capital and reserves, 
as at 31 December 1996. Large exposures utilised, on the 
other hand, increased by 13,l per cent during the year, from 
R123,9 billion, representing 459 per cent of net qualifying 
capital and reserves, as at 31 December 1995, to R140,2 bil- 
lion, representing 440 per cent of net qualifying capital and 
reserves, as at 31 December 1996. 

The guidelines of the European Economic Community rec- 
ommended 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 expo- 
sure should exceed 25 per cent of an institution’s capital 
base. 

Overdues in respect of large exposures decreased by 89 per 
cent during the year, from R97 million in December 1995 to 
R11 ,O million in December 1996. 

Quality of assets 

Eighty-one per cent (December 1995: 81 per cent) of the 
banking sector’s assets earned a reasonable margin, 7 per 
cent (December 1995: 9 per cent) earned a small margin, and 
the remaining 12 per cent (December 1995: 10 per cent), 
which includes infrastructure, earned no margin (see Figure 
24). 

3.9 CURRENCY RISK 
For the period under review, the net open position in foreign 
currency after hedging remained within the limit of 15 per 
cent of net qualifying capital and reserves. The aggregated 
net effective position of individual banks, expressed as a per- 
centage of net qualifying capital and reserves, amounted to 
1,8 per cent for December 1996 (December 1995: 0,l  per 
cent). 

The position in foreign-currency instruments and the liquid- 
ity maturity structure of US dollar positions are shown in 
Figures 25 and 26, respectively. 
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FIGURE 24: ASSET PERFORMANCE 
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FIGURE 25: POSITION IN FOREIGN-CURRENCY INSTRUMENTS 

Million (US$) Million (US$) 
8000 18000 I 

2000 1 
0 

-2 OOO 

-4 000 

1 2ooo 

0 

-2 000 

-4 000 

I I I I I I I I I I I I I ' 
-6000 

Jm A% Oct Dec 
Months 

1995 1996 

-6 000 
Dec Feb *Pr 

- Net forward position - Physical position = options/futures 

50 



FIGURE 26: LIQUIDITY MATURITY STRUCTURE : US DOLLARS 
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CHAPTER 4 

DEVELOPMENTS RELATED TO BANKING LEGISLATION 

The purpose of this chapter is to provide a brief overview of 
the most important developments regarding banking legisla- 
tion in South Africa during 1996. 

AMENDMENTS TO THE BANKS ACT, 1990 
The most significant amendments to the Banks Act, 1990, 
that were implemented during 1996 are the following: 

0 Concept of registration as a bank 

The provisions of the Banks Amendment Act, 1994 (Act 
No. 26 of 1994), except for sections 6 to 10, 12 to 14, 
15(a), (b), (d) and (e), 16 to 22,23(a), (b), (c) and (d), 24 
to 26,34, 35, 37, 38 and 53(a) thereof, came into opera- 
tion on 1 May 1995, by means of a proclamation by the 
President, published in Government Gazette No. 16380 
of 28 April 1995. The aforementioned sections, which 
were not put into operation on that date, provided for the 
concepts of provisional and final registration as a bank, 
as provided for by the Banks Act, 1990 (Act No. 94 of 
1990), to be replaced by the single concept of registration 
as a bank. 

The putting into operation of the sections in question was 
kept in abeyance in order to allow for the drafting of suit- 
able regulations, which were regarded as necessary for 
the proper application of the amendments in question. 
After the drafting of the required regulations, the afore- 
mentioned sections of the 1994 Banks Amendment Act 
were put into operation on 1 June 1996, by means of a 
proclamation by the President, published in Government 
Gazette No. 17181 dated 23 May 1996. 

0 Banks Amendment Act, 1996 

The proposed amendments to the Banks Act reported on 
in the 1995 issue of the Annual Report were presented to 
Parliament during the latter half of 1996 and were pro- 
mulgated as the Banks Amendment Act, 1996 (Act No. 
55 of 1996). In contradistinction to the 1994 Banks 
Amendment Act, the provisions of the 1996 Banks 
Amendment Act came into operation on the date of pub- 
lication of the last-mentioned Amendment Act in 
Government Gazette No. 17531 on 1 November 1996. 

In view of the fact that, during recent years, the amend- 
ments to the Banks Act may be regarded as having been 
rather comprehensive, the Bank Supervision Department 
does not intend to propose further amendments to the 
Banks Act during 1997. The Department does, however, 
intend to address the provisions of the Mutual Banks Act, 
1993 (Act No. 124 of 1993), in order, inter alia, to bring 
about conformity, wherever possible, between consonant 
provisions of the Mutual Banks Act and the Banks Act. 

0 Regulation of representative offices 

Section 34 of the Banks Act provides for the establish- 
ment, by a foreign bank, of a representative office in the 
Republic of South Africa. Prior to 1 November 1996, 
section 34 did not provide for the Registrar of Banks to 
obtain sufficient information in order for him to dis- 
charge his duties in terms of the minimum supervisory 
standards set by the Basle Committee on Banking 
Supervision. The provisions of section 34, therefore, had 
to be amended in order to provide not only for the neces- 
sary information to be obtained by the Registrar, as part 
of the authorisation process, but also to provide for the 
Registrar to obtain information from representative 
offices after their establishment. 

Consequently, certain amendments to section 34 of the 
Banks Act were introduced in the 1996 Banks 
Amendment Act. The most significant of these amend- 
ments are the following: 

The Registrar may require a foreign institution 
applying for authorisation to establish a representa- 
tive office to furnish him with such information 
and documents as he may deem necessary, in 
addition to any information and documents that 
have to be furnished in terms of the Banks Act. 

The Registrar may grant the application, either 
unconditionally or subject to such conditions as he 
may determine, if he is satisfied that- 

the foreign institution concerned lawfully con- 
ducts a business similar to the business of a 
bank in a foreign country; 

the foreign authority responsible for the 
supervision of the foreign institution con- 
cerned has duly authorised the institution’s 
proposed establishment of a representative 
office 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 pre- 
cluded from fulfilling its obligations in the 
aforementioned regard; and will furnish the 
Registrar, on a continuous basis, with all mate- 
rial information regarding the institution’s 
financial soundness; 

the establishment of a representative office in 
the Republic by the foreign institution will 
not be detrimental to the public interest. 

Approved representative offices have to furnish the 
Registrar with such prescribed information as he 
may reasonably require in order to perform his 
functions under the Banks Act. 
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During the course of 1997, the Registrar intends issuing 
regulations pertaining to the furnishing of prescribed 
information by representative offices of foreign banks. 
Proposals in this regard have already been considered 
and approved by the Standing Committee for the 
Revision of the Banks Act, 1990, and copies of proforma 
regulations have been circulated to existing authorised 
representative offices in South Africa for their informa- 
tion and possible comments. 

AMENDMENTS TO THE REGULATIONS 
UNDER THE BANKS ACT, 1990 
The amendments to the Regulations relating to Banks that 
were reported on in the 1995 issue of the Annual Report 
were incorporated into a new set of the Regulations, which 
was promulgated in Government Gazette No. 17 1 15 on 26 
April 1996 and which came into operation on 1 July 1996. 

REINCORPORATION OF DEPOSIT-TAKING 
INSTITUTIONS IN THE FORMER SELF- 
GOVERNING AND INDEPENDENT STATES 
UNDER LEGISLATION OF THE REPUBLIC 
OF SOUTH AFRICA 
As is generally known, the states previously regarded as self- 
governing and independent states, which were generally 
known as the TBVC states, again became constitutionally 
part of the sovereign state of the Republic of South Africa on 
the coming into operation of the Constitution of the Republic 
of South Africa, 1993 (Act No. 200 of 1993 - “the 1993 
Constitution”). As part of the general and transitional provi- 
sions of the 1993 Constitution, laws pertaining, inter alia, to 
the regulation and supervision of financial institutions in the 
former TBVC states that immediately before the comrnence- 
ment of the 1993 Constitution were in force in those states 
continued to be in force in such areas, subject to any repeal 
or amendment of such laws by a competent authority. 

Since the Registrar of Banks derives his authority and 
responsibilities from the Banks Act, 1990, and the Mutual 
Banks Act, 1993, his Office may legally accept responsibili- 
ty only for matters that fall within the jurisdiction of the 

Banks Act and the Mutual Banks Act. Therefore, financial 
institutions such as banks and mutual building in the former 
TBVC states did not fall within the regulatory ambit of the 
Registar’s Office for as long as the laws of the former TBVC 
states laws pertaining to such institutions remained in force 
in those areas. 

The promulgation of the Supervision of Financial 
Institutions Rationalisation Act, 1996 (Act No. 32 of 1996 - 
“the SFIR Act”), however, had a substantial influence on the 
legal status of, inter alia, banks and building societies in the 
former TBVC states. The SFIR Act came into operation on 1 
July 1996, by virtue of a proclamation by the President pub- 
lished in Government Gazette No. 17286 dated 28 June 
1996. 

In terms of section 2 of the SFIR Act, all the respective laws 
of the former TBVC states pertaining to banks and building 
societies were repealed. Banks and building societies that 
derived their respective legal rights to carry on business in 
the former TBVC states from legislation that was repealed 
by the SFIR Act were granted the legal dispensation to con- 
tinue operating as banks and building societies, respectively, 
but only in the territories within the borders of the former 
TBVC states in which they were previously authorised to 
operate. Subject to these restrictive provisions, registrations 
as banks and building societies in the former TBVC states 
are deemed to be registrations in terms of either the Banks 
Act or the Mutual Banks Act. Furthermore, a bank or build- 
ing society that continues to conduct its business within the 
aforementioned restricted area may expand or relocate its 
business to other territories in South Africa only with the 
prior written approval of the Registrar. 

In terms of section 4 of the SFIR Act, the provisions of the 
Banks Act and of the Mutual Banks apply to the whole 
national territory of the Republic of South Africa. Important 
legal consequences of this provision are that, with effect 
from 1 July 1996, all institutions in the Republic that are 
duly registered to take deposits from the general public/to 
conduct “the business of a bank” fall within the regulatory 
ambit of the Registrar and that all such institutions are legal- 
ly compelled to adhere to the provisions of either the Banks 
Act or the Mutual Banks Act, depending on the status of the 
deposit-taking institution concerned. 

53 



APPENDIX 1 

ORGANISATIONAL STRUCTURE OF THE BANK SUPERVISION DEPARTMENT 

General Manager 
(Registrar) 

C F Wiese 
I 

I 
Supervision of Operations, Information Legal and Regulatory 

Individual Banks Systems and Research Administration 
(Deputy Registrar) 

J J de Jager E M Kruger 
JAM- A Bezuidenhout 

I 

I 

Functions 
1. Consolidated supervision of banking 

GOUPS 
2. Discussions focusing on strategic 

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 o 
concern and discussion thereof with 
banks 

- i =  
Functions 
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 

K D Venter 

Functions 
1. Collection of statutory returns and 

capturing of information on 
electronic database 

review by analysts 

risk-based reports 

trends 

database 

ensure that the technology used in 
Department is at the cutting edge of 
development 

2. Preparation of data for analytical 

3. Data processing and production of 

4. Preparation of graphs to reflect 

5. Maintenance of information on 

6. Research on latest technology to 

FUUctiOns 
1. Drafting of proposed amendments to 

the Act 
2. Drafting of proposed circulars to 

banks 
3. Dealing with all litigation regarding 

banks placed under curatorship 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 

Research and Policy 

H Stark 

Functions 
I. Analytical review of aggregated 

information submitted by all the 
institutions making up the banking 
sector 

1. Compilation of a macro report on 
the banking sector 

3. Updating and administration of 
training material and training data- 
base 

$. 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 

REGISTERED BANKS AND MUTUAL BANKS 
AS AT 31 DECEMBER 1996 

REGISTERED BANKS 

Institution Address Total assets 
bil l ion 

1. ABSA Bank Limited P 0 Box 7735, 
Johannesburg, 2000 123 156 

2. Albaraka Bank Limited P 0 Box 4395, 
Durban, 4OOO 265 

P 0 Box 1999, 
Parklands, 2121 504 

P 0 Box 1542, 
Saxonwold, 2132 1 274 

3. Bank of Taiwan (South Africa) Limited 

4. Barclays Bank of South Africa Limited 

5. BOE NatWest Limited P 0 Box 785442, 
Sandton, 2146 1 873 

P 0 Box 86, 
Cape Town, 8000 1139 

6. BOE Private Bank & Trust Company Limited 

7. Boland Bank PKS Limited P 0 Box 4, 
Paarl, 7622 7 251 

P 0 Box 2125, 
Cape Town, 8000 2 622 

8. Cape of Good Hope Bank Limited 

9. Citizen Bank Limited P O  Box 159, 
Bisho, 5605 459 

P 0 Box 1894, 
Cape Town, 8000 545 

P 0 Box 32, 
Port Elizabeth, 6OOO 2 632 

P 0 Box 1153, 
Johannesburg, 2000 78 722 

P 0 Box 9773, 
Johannesburg, 2000 450 

P 0 Box 62369, 
Marshalltown, 2107 89 

P 0 Box 48449, 
Durban, 4OOO 132 

P 0 Box 3567, 
Edenvale, 1610 457 

P 0 Box 8771 
Johannesburg, 2000 545 

P O  Box 11177, 
Johannesburg, 2000 13 008 

10. District Securities Bank Limited 

11. Fidelity Bank Limited 

12. First National Bank of Southern Africa Limited 

13. FirstCorp Merchant Bank Limited 

14. Habib Overseas Bank Limited 

15. HBZ Bank Limited 

16. Imperial Bank Limited 

17. International Bank of Southern Africa - SFOM Limited 

18. Investec Bank Limited 
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APPENDIX 2 I 
REGISTERED BANKS AND MUTUAL BANKS 

AS AT 31 DECEMBER 1996 (continued) 
1 REGISTERED BANKS 1 Institution Address Total assets 

b i l l i o n  

19. Investec Merchant Bank Limited P 0 Box 11177, 
Johannesburg, 2000 2 282 

I 20. Islamic Bank Limited P 0 Box 2806, 
Johannesburg, 2000 186 

P 0 Box 3211, 
Durban, 4000 209 

P 0 Box 782699, 
Sandton, 2146 2 334 

21. Marriott Merchant Bank Limited 

22. Mercantile Bank Limited 

23. MLS Bank Limited P 0 Box 87175, 
Houghton, 2041 2 119 

P 0 Box 1744, 
Durban, 4000 20 570 

24. NBS Bank Limited 

25. NDH Bank Limited P 0 Box 785889, 
Sandton, 2146 611 

P 0 Box 1144, 
Johannesburg, 2000 63 144 

26. Nedcor Bank Limited 

27. O n s  Eerste Volksbank (Association not for gain incorporated in terms P 0 Box 4, 
Pretoria, OOO1 16 of section 21 of the Companies Act, 1973) 

28. Rand Merchant Bank Limited P 0 Box 786273, 
Sandton, 2146 7 408 

29. Regal Treasury Private Bank Limited P 0 Box 2069, 
Saxonwold, 2123 

30. Saambou Bank Limited P 0 Box 20161, 
Alkantrant, 0005 7 338 

P 0 Box 11177, 3 r. Secfin Bank Limited 
Johannesburg, 2000 47 

32. Securities Investment Bank Limited P 0 Box 62201, 
Marshalltown, 2107 1071 

33. Syfrets Bank Limited P 0 Box 206, 
Cape Town, 8000 5 493 

P 0 Box 61352, 
Marshalltown, 2107 570 

P 0 Box 4928, 
Durban, 4000 1114 

P 0 Box 7781, 
Johannesburg, 2000 515 

34. The African Bank Limited 

35. The New Republic Bank Limited 

36. The South African Bank of Athens Limited 

37. The Standard Bank of South Africa Limited P 0 Box 7725, 
Johannesburg, 2000 101 800 
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APPENDIX 2 

REGISTERED BANKS AND MUTUAL BANKS 
AS AT 31 DECEMBER 1996 (continued) 

REGISTERED BANKS 

Institution Address Total assets 
Rmillion 

38. UAL Merchant Bank Limited P 0 Box 582, 
Johannesburg, 2000 3 199 

P 0 Box 5490, 
Rivonia, 2128 1411 

39. Unibank Limited 

REGISTERED MUTUAL BANKS 

Institution Type of registration Address Total assets 
Rmillion 

Vlaeberg, 8018 199 
Final P 0 Box 15545, 1. Credit and Savings Help Bank 

2. GBS Mutual Bank Final P 0 Box 114, 
Grahamstown, 6140 184 

3. TNBS Mutual Bank Provisional P O  Box 186, 
Umtata, 5100 256 

BANKS AND MUTUAL BANKS IN TERMS OF THE SUPERVISION OF FINANCIAL INSTITUTIONS 
RATIONALISATION ACT. 1996 

In terms of the provisions of the Supervision of Financial Institutions Rationalisation Act, 1996 (Act No. 32 of 1996), the fol- 
lowing are regarded as a bank and as a mutual bank, respectively, with effect from 1 July 1996: 

Institution Type Address Total assets 
Rmillion 

1. Bank of Transkei Limited Bank P 0 Box 332, 
Umtata, 5100 411 

2. Venda Building Society Mutual bank P 0 Box 845, 
Thohoyandou, 0945 77 

MUTUAL BANK UNDER CURATORSHIP 

Institution Curator Date of order 

1. Community Bank Mr S Patterson of 
Price Waterhouse 13 May 1996 



APPENDIX 3 

REGISTERED CONTROLLING COMPANIES 
AS AT 31 DECEMBER 1996 

Institution Address 

1. P 0 Box 260595, Excom, 2023 

2. P 0 Box 1542, Saxonwold, 2132 

3. Boland Bank Holdings Limited P 0 Box 4, Paarl, 7622 

4. Citizen Bank Holdings Limited P 0 Box 159, Bisho, 5605 
5. FBSA Holdings Limited P 0 Box 61523, Marshalltown, 2107 

6. Fidelity Bank Holdings Limited P 0 Box 32, Port Elizabeth, 6OOO 

7. P 0 Box 1153, Johannesburg, 2000 

8. P 0 Box 9773, Johannesburg, 2000 

9. Investec Holdings Limited P 0 Box 11 177, Johannesburg, 2000 
10. Investec Limited P 0 Box 11 177, Johannesburg, 2000 
11. Marriott Holdings Limited P 0 Box 207, Durban, 4000 

12. P 0 Box 782699, Sandton, 2146 

13. Momentum Life Assurers Limited P 0 Box 7400, Hennopsmeer, 0046 
14. NBS Holdings Limited P 0 Box 1744, Durban, 4000 
15. Nedcor Limited P 0 Box 1144, Johannesbum 2000 
16. Saambou Holdings Limited P 0 Box 20161, Alkantrant, 0005 
17. Sechold Limited P 0 Box 55292, Northlands, 2116 

18. P 0 Box 7725, Johannesburg, 2000 

19. P 0 Box 86, Cape Town, 8000 
20. Unibank Group Limited P 0 Box 5490, Rivonia, 2128 

21. Unibank Investment Holdings Limited P 0 Box 5490, Rivonia, 2128 

Amalgamated Banks of South Africa Limited 
Barclays Bank Holdings (South Africa) Limited 

First National Bank Holdings Limited 
FirstCorp Merchant Bank Holdings Limited 

Mercantile Lisbon Bank Holdings Limited 

Standard Bank Investment Corporation Limited 
The Board of Executors Limited 

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

Institution Address 

Albaraka Investment and Development Company 1. 
2. Bank of Taiwan P 0 Box 5, Taipei, Taiwan 

3. National Bank of Greece 
4. Pitcairns Finance 

5.  

P 0 Box 6854, Jeddah, 21452, Saudi Arabia 

86 Eolou Street, Athens 'IT 121, Greece 
121, Avenue de la Faiencerie, L- 15 1 1 Luxemburg, 
RCS Luxemburg, B nr 33-106 
69, Rue la B&tie, 75008, Paris, France SociCt6 FinanciBre pour les Pays #Outre-mer 



~ ~~~ 

APPENDIX 4 

FOREIGN BANKS WITH LOCAL BANK BRANCHES 
AS AT 31 DECEMBER 1996 

Institution Address 
~ ~ ~~~ 

1. ABN AMRO Bank N.V. 

2. Banque Indosuez P 0 Box 61523, Marshalltown, 2107 

3. Citibank N.A. P 0 Box 1800, Saxonwold, 2132 

4. Commerzbank Aktiengesellschaft Box 99-308, Carlton Centre, Johannesburg, 2001 
5.  XNG Bank N.V. P 0 Box 61702, Marshalltown, 2107 

6. SociCtC GCntrale P 0 Box 6872, Johannesburg, 2000 

P 0 Box 78769, Sandton, 2146 
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APPENDIX 5 

FOREIGN BANKS WITH APPROVED LOCAL REPRESENTATIVE 
OFFICES AS AT 31 DECEMBER 1996 

Address Institution 

1. Banci di Roma P 0 Box 787018, Sandton, 2146 

2. Banco Borges & Irmao Box 99-292, Carlton Centre, Johannesburg, 2001 
3. Banco Comercial Portugu&s Suite 254, Postnet X9, Rosettenville, 2130 

4. P 0 Box 3354, Johannesburg, 2000 
5. P 0 Box 749, Bruma, 2026 
6. Banco PortuguCs do Atlhtico P 0 Box 3273, Johannesburg, 2000 
7. Banco Santander 3rd Floor Hamlet Building (West Wing), 27 Ridge Road, 

Parktown, 2193 
8. Banco Totta & Aqores P 0 Box 309, Bruma, 2026 
9. P 0 Box 8214, Johannesburg, 2000 
10. P 0 Box 653144, Benmore, 2010 
11. Bank of Cyprus Group P 0 Box 652176, Benmore, 2010 
12. Bankers Trust Company Suite 144, Postnet X9924, Sandton, 2146 
13. Banque Belge (Guernsey) P 0 Box 650142, Benmore, 2010 
14. Banque Bruxelles Lambert P 0 Box 650660, Benmore, 2010 
15. Banque Commerciale Zalroise P 0 Box 652065, Benmore, 2010 
16. P 0 Box 5455, Rivonia, 2128 
17. Banque Nationale de Paris P 0 Box 653002, Benmore, 2010 
18. Banque Paribas P 0 Box 1779, Saxonwold, 2132 
19. Bayerische Landesbank Girozentrale P 0 Box 47337, Parklands, 2121 
20. Bayerische Vereinsbank P 0 Box 1483, Parklands, 2121 
2 1. Belgolaise Bank P 0 Box 652065, Benmore, 2010 

22. P 0 Box 1933, Saxonwold, 2132 
23. Chemical Bank P 0 Box 78012, Sandton, 2146 
24. Commerzbank Box 99-308, Carlton Centre, Johannesburg, 2001 

25. P 0 Box 63, Morningside, 2057 
26. Cooperatieve Centrale Raiffeisen-Boerenleenbank P 0 Box 1396, Parklands, 2121 

27. Creditanstalt-Bankverein P 0 Box 2127, Randburg, 2125 

28. Credit Commercial de France P 0 Box 2200, Randburg, 2125 
29. Credit Lyonnais P 0 Box 78728, Sandton, 2146 
30. Credit Suisse Private Bag X99 11, Sandton, 2 146 

3 1. P 0 Box 1541, Parklands, 2121 
32. Deutsche Bank P 0 Box 781948, Sandton, 2146 
33. Dresdner Bank P 0 Box 9722, Johannesburg, 2000 
34. Elbim Bank 165 Rigel Avenue, Waterkloof Ridge, 018 1 
35. Equator Bank P 0 Box 3248, Parklands, 2121 

36. Export-Import Bank of India P 0 Box 2018, Saxonwold, 2132 
37. P 0 Box 3009, Parklands, 2121 
38. Hambros Bank P 0 Box 652275, Benmore, 2010 
39. Hill Samuel Bank P 0 Box 4262, Johannesburg, 2000 
40. JSleinwort Benson P 0 Box 651414, Benmore, 2010 
41. Korea Exchange Bank P 0 Box 782362, Sandton, 2146 

Banco de ComCrcio e Indlistria 
Banco Espirito Santo e Comercial de Lisboa 

Bank Leumi Le-Israel B M 
Bank of America National Trust & Savings Association 

Banque Franqaise du Commerce Exterieur 

Berliner Handels- und Frankfurter Bank 

Compagnie FinanciCre de CIC et de I’Union EuropCenne 

(Rabobank Nederland) 

DG Bank Deutsche Genossenschaftsbank 

First Union National Bank of Carolina 
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APPENDIX 5 

FOREIGN BANKS WITH APPROVED LOCAL REPRESENTATIVE 
OFFICES AS AT 31 DECEMBER 1996 (continued) 

Institution Address 

42. Kredietbank NV Brussels P 0 Box 1 124 1 ,  Hatfield, 0028 
43. Kredietbank SA Luxernbourgeoise P 0 Box 11241, Hatfield, 0028 
44. National Bank of Egypt P 0 Box 55402, Northlands, 21 16 
45. Nordbanken AB (Publ) P 0 Box 578, Witkoppen, 2068 
46. Robert Fleming (South Africa) P 0 Box 934, Johannesburg, 2000 
47. Royal Bank of Canada P 0 Box 652260, Benmore, 2010 
48. P 0 Box 6872, Johannesburg, 2000 
49. Standard Chartered Bank P 0 Box 2047, Houghton, 2041 
50. Swiss Bank Corporation P 0 Box 652863, Benmore, 2010 
5 1. P 0 Box 78519, Sandton, 2146 
52. P 0 Box 651996, Benmore, 2010 
53. The Cyprus Popular Bank P 0 Box 1621, Brurna, 2026 
54. The Sumitorno Bank Private Bag X9932, Sandton, 2146 
55. Union Bank of Nigeria P 0 Box 653125, Benmore, 2010 
56. Union Bank of Switzerland P 0 Box 185263, Sandton, 2146 

57. Vereins- und Westbank P 0 Box 1483, Parklands, 2121 
58. West Merchant Bank P 0 Box 786126, Sandton, 2146 

Sociktk Gknkrale - South Africa 

The Bank of Tokyo-Mitsubishi 
The Chase Manhattan Bank, National Association 

(UBS Representative Office) 

APPENDIX 6 

NAME CHANGES AND WITHDRAWALS OF REGISTRATION 
DURING THE PERIOD FROM 1 JANUARY 1996 TO 31 DECEMBER 1996 

NAME CHANGES 
Previous name New name Date of change 

1. Bank of Lisbon International Limited Mercantile Bank Limited 26 April 1996 
2. Internationale Nederlanden Bank N.V. ING Bank N.V. 28 February 1996 
3. Mercantile Bank Limited M Bank Limited 26 April 1996 

WITHDRAWAL OF REGISTRATION 

Institution Date of withdrawal 

1. French Bank of Southern Africa Limited 22 April 1996 
2. FutureBank Limited 1 July 1996 
3. M Bank Limited 25 June 1996 
4. SociCtC GCnCralC South Africa Limited 1 July 1996 
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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. 

Note: Certain of the comparative figures in respect of December 1995 may differ from those reported in the 1995 Annual Report 
owing to amended returns having been submitted by banks after publication of that report. 

TABLE PAGE 

1. Composition of balance sheet 63 

2. Composition of selected liabilities 64 

3. Composition of loans and advances to non-banks 65 

4. Capital adequacy 66 

5. Analysis of capital and reserves 66 

6. Risk profile of assets 67 

7. Risk profile of off-balance-sheet items 67 

8. Risk profile of loans and advances 68 

9. Composition of income statement 69 

10. Profitability ratios (all percentages annualised) 70 

11. Percentage composition of interest income 71 

12. Percentage composition of interest expense 71 

13. Liquidity structure as at 31 December 1996 72 

14. Liquidity structure as at 31 December 1995 72 

15. Percentage analysis of deposit-maturity structure 72 

16. Calculation of liquid-asset requirement 73 

17. Interest-rate risk: Sensitivity analysis 74 

18. 75 

19. Credit risk: Analysis of overdue accounts 76 

Market risk: Net effective open position and value at risk 

20. Large credit exposures 77 

2 1. Profitability of assets 77 

22. Open position in foreign currency 78 
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TABLE 1 

COMPOSITION OF BALANCE SHEET 

Average month-end balance for quarter 

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

March June September December December December Average Annual 
1996 1996 1996 1996 1996 1995 12months growth 

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

Liabilities 

Interbank funding 

Non-bank funding 

Foreign funding 

14,45 1 17,110 17,678 17,600 17,367 14,134 16,710 22,9 

304, 076 316,693' 328,347 335,144 336,506 294,083 321,065 14,4 

21, 458 25,238 25,526 33,156 36,796 25,181 26,345 46,l 

Loans received under 

repurchase agreements 6,189 7,066 8,469 6,752 8,364 6,263 7,119 33,6 

Other liabilities 26,595 28,852 30,782 3 1,633 3 1,895 23,636 29,466 34,9 

Acknowledgement of debt 6,456 6,096 6,632 6,527 6,691 6,048 6,427 10,6 

Capital and reserves 29,376 30,391 31,826 33,288 33,670 28,294 3 1,220 19,O 

TOTAL 408,601 431,446 449,260 464,100 471,289 397,639 438,352 183 

Money 

Interbank advances 

Non-bank advances 

Loans granted under resale 

agreements 

Trading portfolio 

Investment portfolio 

Fixed assets 

Acknowledgement of debt 

outstanding 

8,582 

11,935 

326,570 

3,28 1 

9,909 

22,445 

9,532 

6,458 

9,195 

14,350 

342,459 

5,171 

7,742 

24,385 

9.614 

6,098 

9,906 10,935 

14,196 15,160 

359,273 370,822 

4,760 5,193 

7,854 7,642 

24,414 23,686 

9,853 9,970 

6,632 6,527 

11,803 

16,215 

374,118 

5,485 

8,248 

23,168 

10.084 

6,691 

10,419 

12,406 

316,118 

2,081 

11,385 

20,866 

9,458 

6,048 

9,654 13,3 

13,910 30,7 

349,781 18,3 

4,601 163,6 

8,287 ( 2 7 3  

23,732 ll ,o 

9,743 6 6  

6,429 10,6 

Other assets 9,889 12,432 12,372 14,165 15,477 8,858 12,215 74,7 

TOTAL 408,601 431,446 449,260 464,100 471,289 397,639 438,352 183 
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TABLE 2 

COMPOSITION OF SELECTED LIABILITIES 

Average month-end balance for quarter 

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

March June September December December December Average Annual 
1996 1996 1996 1996 1996 1995 12months growth 

Rmillion Rmillion Rmillion Rmillion Rmillion Rmillion Rmillion Percentage 

Deposits 

Demand 

Savings 

Fixed and notice 

32,3 118,618 124,082 130,299 143,576 147,940 111,795 129,144 

23,986 24,405 24,608 25,388 25,486 24,654 24,597 3,4 

109,085 117,261 117,908 115,392 112,901 107,798 114,912 4,7 

Negotiable certificates ok 

deposit 52,387 50,945 55,532 50,788 50,179 49,836 52,412 0,7 

14,4 TOTAL 304,076 316,693 328,347 335,144 336,506 294,083 321,065 

Loans under repurchase 
agreements 

Banks 0,975 2,275 4,O 15 2,398 233 1 1,248 2,416 126.8 

5,214 4,79 1 4,454 4,354 5,533 5,015 4,703 10,3 Non-banks 

6,263 7,119 33,s TOTAL 6,189 7 066 8,469 6,752 8,364 

Foreign funding 

Banks 19,741 22,134 22,93 1 29,572 32,972 24,005 23,594 37,4 

1,717 3,104 2,595 3,584 3,824 1,176 2,75 1 225,2 Non-banks 

21,458 25,238 25,526 33,156 36,796 25,181 26,345 46,l TOTAL 
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TABLE 3 

COMPOSITION OF LOANS AND ADVANCES TO NON-BANKS 

Average month-end balance for quarter 

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

1996 1996 1995 12months growth 
March June September December December December Average Annual 

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

1 
1996 1996 1996 

Negotiable 
certificates of deposit 7,79 1 

Instalment debtors 58,161 

Mortgage loans 133,597 

Credit cards 7,394 

Acknowledgement of 
debt discounted 13,318 

Redeemable preference shares 4,599 

Overdrafts and loans 96,131 

38,846 

7,774 

7,29 1 9,651 7,153 6,536 

60,959 64,373 67,509 68,084 

144,966 150,449 152,031 

8,015 8,582 8,935 

15,319 

4,917 

99,08 1 

17,556 16,423 17,291 

5,033 5,548 5,761 

103,077 106,102 105,620 

Foreign-currency loans and 
advances 11,685 14,579 13,026 15,402 16,208 

7,082 7,972 

56,564 62,750 

30,095 141,965 

7,089 7,941 

12,454 15,654 

4,793 5,024 

92,030 101,098 

1 1,933 13,673 

(777) 

20,4 

16,9 

26,O 

38,8 

20,2 

14,8 

35,8 

Subtotal 332,676 348,766 365,697 377,168 380,466 322,040 356,077 18,l 

Less: 
Specific provisions 6,106 6,307 6,397 6,346 6,348 5,922 6,289 7,2 

TOTAL 326,570 342,459 359,300 370,822 374,118 316,118 349,788 183 

Ratios 

Specific provisions: 
Gross loans and 
advances (%) 1,84 1,81 1,75 1,68 1,67 1,84 1,77 
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TABLE 4 

CAPITAL ADEQUACY 

Prior-year 
comparative 

Quarter 1 Quarter 2 Quarter 3 Quarter 4 Quarter 4 Average 
March June September December December last 4 Annual 
1996 1996 1996 1996 1995 quarters growth 

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

Risk-weighted assets and 
off- balance-sheet items 289,507 302,629 3 19,127 3333 13 276,786 3 1 1,194 20,5 

Counterparty risk exposure 4,460 4,329 2,197 

Total risk exposure 289,507 302,629 323,587 337,842 276,786 3 13,391 22,l 

Required capital 
- 8 per cent 23,161 24,210 25,887 27,027 22,143 25,07 1 22,o 

Net qualifying capital 

- Rand 29,098 30,275 3 1,286 32,630 27,795 30,822 17,4 

- Percentage 10,05 10,oo 9,67 9,66 10,04 9,83 (378) 

TABLE 5 

ANALYSIS OF CAPITAL AND RESERVES 

Prior-year 
comparative 

Quarter 1 Quarter 2 Quarter 3 Quarter 4 Quarter 4 Average 
March June September December December last 4 Annual 
1996 1996 1996 1996 1995 quarters growth 

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

Primary capital 20,706 21, 776 22,727 24,078 19,678 22,322 22,4 

Qualifying secondary capital 9,567 9,684 9,939 10,038 9,195 9,807 9 2  

Total qualifying capital 30,273 3 1,460 32,666 34,116 28,873 32,129 18,2 

Less: Impairments 1,175 1,185 1,380 1,486 1,078 1,307 37,8 

Net qualifying capital 29,098 30,275 3 1,286 32,630 27,795 30,822 17,4 

Primary capital: 
Total nsk exposure 

Impairments: 
Total risk exposure 

Secondary capital: 
Total risk exposure 

7,15 7,20 7,02 7,13 

0,41 0,39 0,43 0,44 

3,30 3,20 3,07 2,97 

7,11 

0,39 

3,32 

7,12 

0,42 

3,14 

0 3  

12,8 

(103) 
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TABLE 6 

RISK PROFILE OF ASSETS 

Average month-end balance for auarter 

Risk category 

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

March June September December December December Average Annual 
1996 1996 1996 1996 1996 1995 12months growth 

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

0% 42,909 46,052 47,080 48,894 5 1,429 45,379 46,235 13,3 
5% 8 2 
10% 9,439 10,176 10,451 1 1,550 13,291 9,284 10,404 43,2 
20% 20,981 26,621 27,628 26,024 263 17 18,384 25,313 442 
50% 116,898 121,472 126,038 130,745 132,068 113,195 123,788 16,7 
100% 218,046 226,728 237,584 246,285 247,390 211,095 232,160 17,2 
1250% 329 397 479 594 594 302 450 96,8 
TOTAL 408,602 431,446 449,260 464,100 471,289 397,639 438,352 18,s 
Risk-weighted assets 285,745 298,774 3 13,155 325,437 327,477 276,068 305,778 18,6 
Risk-weighted assets: 
Total average assets (%) 70 69 70 70 70 69 70 

TABLE 7 

RISK PROFILE OF OFF-BALANCE-SHEET ITEMS 

Average month-end balance for quarter 

Risk category 

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

March June September December December December Average Annual 
1996 1996 1996 1996 1996 1995 12months growth 

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

0% 
5% 
10% 
20% 
50% 
100% 

12,086 11,639 12,190 13,236 13,339 10,304 
1,913 2,006 1,880 2,115 2,085 1,999 
1,432 1,443 1,294 1,290 1,379 1,370 

15,832 17,610 21,478 23,808 24,469 17,323 
8,008 8,859 8,087 9,616 9,68 1 7,429 

3,609 4,228 5,205 5,792 6,235 3,975 

12,288 293 
1,979 4,3 
1,365 0,6 
4,708 56,9 

19,682 41,3 
8,642 30,3 

Impairments 

Risk-weighted off-balance- 

sheet items 16,885 18,755 20,090 22,913 23,404 17,122 19,661 
Risk-weighted items: 
Total average off-balance- 
sheet items (%) 39 41 40 41 41 40 40 

TOTAL 42,880 45,785 50,134 55,857 57,188 42,400 48,664 34,9 
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TABLE 8 

RISK PROFILE OF LOANS AND ADVANCES 

Average month-end balance for quarter 

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

March June September December December December Average 
1996 1996 1996 1996 1996 1995 12 months 

Percentage Percentage Percentage Percentage Percentage Percentage Percentage 

12,oo 11,83 12,35 12,36 11,79 10,46 Interbank advances 

Negotiable certificates 

of deposit 
Instalment debtors 

Mortgage loans 

Credit cards 

Acknowledgement 

of debt discounted 
Redeemable 

preference shares 

Overdrafts and loans 

Foreign-currency 

loans and advances 
Loans granted 

under resale agreements 

- Banks 

1 1,45 

20,49 

9939 

57,33 
100,oo 

20,89 21,15 

99,48 9934 

57,33 5734 
100,00 100,oo 

20,67 20,64 
102,58 108,55 

57,76 57,82 

100,oo 100,oo 

19,85 

99,79 

57,23 

100,00 

20,80 

100,30 

57,49 
100,00 

30,77 31,03 28,30 25,ll 25,25 35,34 28,80 

96,55 

97,40 

63,99 

53,30 

18,93 

97,08 
96,76 

106,50 

97,25 

9737 
97,07 

106,33 

98,O 1 

125,18 126,32 

100,62 107,43 

53,ll 56,70 49.26 47,37 68.76 55.77 

40,42 
15,15 

47,7 1 

17,97 
42,64 5 1,99 

19,26 16,23 

42,9 1 36,78 

17,47 15,25 
- Non-banks 78,02 65,60 78,27 53,62 42,28 55,08 68,88 

Total loans and 
advances 73,66 72,39 72,72 7437 76,79 73,74 73,28 

Specific provisions 99,89 99,88 99,86 10574 117,49 99,86 101,34 

Deposits, loans and 
advances - after provisions 73,20 71,91 72,26 73,86 76,13 73,27 72,8 1 
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TABLE 9 
COMPOSITION OF INCOME STATEMENT 

Average monthly balance for quarter 

Results 
for the 

Results 
for the Quarter 1 Quarter 2 Quarter 3 Quarter 4 

March June September December Average 12 monhs ended 12 months ended 
1996 1996 1996 1996 12 months 31 December 1996 31 December 1995 

R million R million R million R million R million R million R million 

Interest income 4,966 5,407 5,686 5,950 5,502 66,029 5 1,370 
Interest expense 3,891 4,252 4,562 4,839 4,386 52,636 39,672 
Interest margin 
Less: Specific provisions 

Less: General debt 
- loans and advances 145 

provisions 24 

1,075 ,155 ,111 1,116 13,393 1,124 1 1,698 

179 

15 

187 

17 

187 

12 

175 

17 

2,096 

203 

1,218 

195 
Less: Other provisions 19 23 41 27 27 326 26 1 
Adjusted interest margin 887 938 879 885 897 10,768 10,024 
Add: Transaction-based 

fee income 524 545 619 673 591 7,086 5,708 
Income from management 
of funds 1,411 1,483 1,498 1,558 1,488 17,854 15,732 
Less: Operational expenses 1,485 1,544 1,613 1,584 1,557 18,68 1 16,305 
Net income from 
management of funds 
Add: Investment income 
Less: Specific provisions 

- investments 
Add: Trading income 
Add: Knowledge-based fee 

(74) 
253 

(115) 
372 

(827) (573) 
3,7 18 2,597 

1 
2,034 

20 
192 184 159 144 169 2,291 

income 80 80 85 87 84 1,001 907 
Net income before tax 45 1 477 501 546 494 5,925 5,202 
Financial services levy 27 27 28 1 21 25 1 265 
Taxation 123 140 136 181 145 1,739 1,560 
Net income after tax 30 1 310 337 364 328 3,935 3,377 
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TABLE 10 

PROFITABILITY RATIOS (ALL PERCENTAGES ANNUALISED) 

Average monthly balance for quarter 

Results Results 
Quarter 1 Quarter 2 Quarter 3 Quarter 4 for the for the 

March June September December 12 monhs ended 12 months ended 
1996 1996 1996 1996 31 December 1996 31 December 1995 

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 

Operating expenses: 

17,4 17,9 

12,7 13,l 

18,O 

13,5 

18,3 

13,9 

17,9 

13,3 

3,6 

20,3 

15,7 

0,6 

16,5 

11,7 

Income from management 
of funds 105,3 104,l 107,7 101,7 104,6 103,6 

Profitability ratios 

Net income after tax. 
Total assets 

Net income after tax: 
Owners equity 

Stated as a percentage of total assets 

0-9 0,9 

2 2  2,7 13,l 12,6 12,9 

Interest income 14,6 15,O 15,2 15,4 15,l 13,t 

Interest expense 11,4 11,8 12,2 12,5 12,o 10,6 

Interest margin 3 2  3 2  390 2 9  3,1 3,1 

Operating expenses 4,4 4,3 4 3  4 1  4 J  4,4 

Fees and commissions 1,8 1,7 1 9  2 8  178 1,s 
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TABLE 11 

PERCENTAGE COMPOSITION OF INTEREST INCOME 

Average monthly balance for quarter 

Results Results 
Quarter 1 Quarter 2 Quarter 3 Quarter 4 for the for the 

March June September December 12 monhs ended 12 months ended 
1996 1996 1996 1996 31 December 1996 31 December 1995 

Percentage Percentage Percentage Percentage Percentage Percentage 

Interbank loans 
Instalment debtors 
Mortgage loans 
Credit cards 
Acknowledgement of debt 
discounted 
Redeemable preference shares 
Overdrafts and loans 
Foreign currency loans and 
advances 

5,6 
19,O 
39,4 
2,6 

5,3 6 2  
19,2 19,4 
39,7 39,9 
2 6  2 S  

5,3 
19,7 
39,3 
2,5 

5 6  
19,3 
39,6 
2,6 

Loans under resale agreements 0 3  1,5 1 9  1 6  173 1 ,o 
TOTAL 100,o 100,o 100,o 100,o 100,o 100,o 

TABLE 12 

PERCENTAGE COMPOSITION OF INTEREST EXPENSE 

Average monthly balance for quarter 

Results Results 
Quarter 1 Quarter 2 Quarter 3 Quarter 4 for the for the 

March June September December 12 monhs ended 12 months ended 
1996 1996 1996 1996 31 December 1996 31 December 1995 

Percentage Percentage Percentage Percentage Percentage Percentage 

1,6 
2 9  

31,3 
398 

33,7 

1,6 
299 

34,O 
3,7 

31,3 

Intragroup bank funding 
Interbank funding 
Demand deposits 
Savings deposits 
Fixed and notice deposits 
Negotiable certificates of 
deposits 16,5 14,3 14,9 13,6 14,8 15,6 
Foreign funding 4 0  3,6 3,3 4 1  3,7 4,4 
Loans under repurchase 
agreements 1,6 2 8  2,1 1,8 1,9 2 s  
Interest expense in respect 
of debt instruments 2 2  2,o 2,o 1,9 2,1 2 2  
Other 4 3  495 4,4 5,1 4,7 5,O 
TOTAL 100,o 100,o 100,o 100,o 100,o 100,o 
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TABLE 13 

LIQUIDITY STRUCTURE AS AT 31 DECEMBER 1996 

Short term 32 - 60 61 - 91 92 -181 
days days days 

On-balance-sheet mismatch (127,001) (35,436) (12,207) ( 14,498) 
Anticipated future cash flows 
- Inwards 77,383 17,728 16,914 45,800 
- Outwards 56,077 21,411 17,924 35,506 
Mismatch for month (105,695) (39,119) (1 3,2 17) (4,204) 
Cumulative mismatch (105,695) (144,814) (158,03 1) (162,235) 
Monthly mismatch: 
Total liabilities (%) (22,43) (83)) (230) (0,891 

LIQI IDITY STRI CTI 
TABLE 14 

RE AS AT 31 DECEMBER 1995 

92 - 181 Short term 32 - 60 61 - 91 
days days days 

On-balance-sheet mismatch (93,337) (29,917) (10,477) (16,581) 
Anticipated future cash flows 
- Inwards 49,130 12,973 1 1,624 32,154 
- Outwards 34,455 12,247 10,817 36,028 
Mismatch for month (78,662) (29,191) (9,670) (20,455) 
Cumulative mismatch (78,662) (107,853) (1 17,523) (137,978) 
Monthly mismatch: 
Total liabilities (%) (19,721 (7,32) ~ 4 2 )  (513) 

TABLE 15 

PERCENTAGE ANALYSIS OF DEPOSIT-MATURITY STRUCTURE 

Average month-end balance for quarter 

Quarter 1 Quarter 2 Quarter 3 Quarter 4 Month-end Prior- year 
March June September December balance comparative Average 
1996 1996 1996 1996 December 1996 December 1995 12 months 

Percentage Percentage Percentage Percentage Percentage Percentage Percentage 

Short term 
Medium term 

60 61 62 62 64 58 61 
26 26 26 25 24 27 26 

Long term 14 13 12 13 12 15 13 
TOTAL 100 100 100 100 100 100 100 
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TABLE 16 
CALCULATION OF LIQUID-ASSET REQUIREMENT 

Average month-end balance for quarter 

Quarter 1 Quarter 2 Quarter 3 Quarter 4 Month-end Prior-year 
March June September December balance comparative Average Annual 
1996 1996 1996 1996 December 1996 December 1995 12 months growth 

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

Liabilities, including 

capital and reserves 408,600 432,3 16 448,974 464,049 47 1,243 397,639 438,485 18,5 
Less: Capital and 

reserves 29,366 30,382 31,763 33,242 33,628 28,299 31,188 18,8 
Liabilities as reduced 379,234 401,934 417,211 430,807 437,615 369,340 407,297 18,5 
Liquid-asset requirement 18,956 20,097 20,861 2 1,540 21,881 18,467 20,363 18,5 
Liquid assets held 2 1,268 22,236 22,622 23,284 23,694 20,914 22,352 13,3 

SARB notes and coin 
Gold coin and bullion 
Clearing account 
balances 
Treasury bills of the 
Republic 
Stock issued - 

60 
72 

133 

3,952 

7 
6 

94 

4,783 

Exchequer Act, 1975 15,610 16, 
Securities of the SARB 232 
Land Bank bills 

33 
4 

182 

5,612 

15 
11 

35 

5,544 

22 15,457 16,510 
29 114 1 60 

1,209 1,095 1,220 1,009 

14 
13 

12 

5,185 

17,171 
142 

1,157 

116 
150 

99 

28 (87,9) 
23 (91,3) 

111 (87,9) 

3,092 4,973 67,7 

16,429 15,925 4 s  
139 159 2 2  
889 1,133 30,2 

Ratios 
Liquid assets held: 
Liquid-asset 

requirement (%) 112,2 110,6 108,4 108,l 108,2 113,3 1093 
Memorandum items: 
Cash-management schemes 34,6 18 36,6 14 38,886 40,398 42,997 32,185 37,629 33,6 
Set-off 28,622 29,879 33,536 38,803 40,136 27,524 32,710 45,8 
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TABLE 17 

INTEREST-RATE RISK SENSITMTY ANALYSIS 

Average month-end balance for quarter 

Quarter 1 Quarter 2 Quarter 3 Quarter 4 Month-end Prior-year 
March June September December balance comparative Average 
1996 1996 1996 1996 December 1996 December 1995 12 months 

R million R million R million R million R million R million R million 

Annual 
growth 
ercentage 

Sensitivity analysis 

Effect on income: 
- 1% increase in the 

- 1% decrease in the 
Bank rate (see note) 426 468 

Bank rate (see note) (433) (458) 

713 

(672) 

718 

(712) 

692 

(672) 

474 

(454) 

Effect on income as a 
percentage of net qualifying 
capital and reserves: 
- 1% increase in the 

- 1% decrease in the 
Bank rate (see note) 1,5 1,6 2,4 2,3 22 13 2,o 

Bank rate (see note) (15) (1 $9 (23 (23 (271) (197) (19) (233 

Note: The figures reported in respect of the third and fourth quarters do not represent the effect, on income, of a 1 per cent 
change in the Bank rate, but the impact, on income, of an interest-rate shock, as determined by the banks themselves in 
terms of their ALCO models. 
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I TABLE 18 

~ 

MARKET RISK NET EFFECTIVE OPEN POSITION AND VALUE AT RISK 

Average month-end balance for quarter 

Quarter 1 Quarter 2 Quarter 3 Quarter 4 Month-end Prior-year 
March June September December balance comparative Average Annual 
1996 1996 1996 1996 December 1996 December 1995 12 months growth 

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

Net effective open 
position after transactions 
in derivatives 

Money market 
Capital market 
Aggregate net foreign- 
currency position 
Equities 
Commodities 
Other 

4,927 8,987 14,071 
6,930 4,913 4,825 

295 559 50 
148 191 55 
46 26 164 

1 40 

13,856 
8,541 

16,924 
10,40 1 

(62) 24 
97 121 
28 44 
88 57 

4,682 
6,249 

(8) 
540 
52 

10,460 261,5 
6,302 66,5 

210 
123 (77,6) 
66 (15,4) 
32 

Investments 20,987 22,579 17,050 16,57 1 15,341 19,941 19,298 (23,l) 
Net effective open 
position 33,333 37,256 36,255 39,119 42,912 3 1,456 36,491 36,4 

Net effective open 
position as percentage of 
- Total assets 8 2  8,6 8,1 8 4  9,1 7,9 8 3  - Total capital and 

reserves 113,5 122,6 115,9 117,5 127,5 - 111,2 116,9 

Value at risk 

Equities (7) (6) (1) (14) (4) 
Money market 22 38 60 45 49 
Capital market (2) 22 
Commodities 2 
Foreign currency 

6 
Investments (12) 
Other 
Total value at risk (7) 9 112 54 92 (13) 42 

41 
44 47 42 1 28 4,100 

(1) 34 41 50 3 19 1566,7 

(14) (46) (86) (79) (27) (39) (192,6) 
(10) (36) 12 (1) 23 24 (9) (42) 

14 9 7 

Value at risk as a percentage 
of total capital and reserves 0,4 0 2  0 3  091 - 
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TABLE 19 

CREDIT RISK ANALYSIS OF OVERDUE ACCOUNTS 

Prior- year 
Quarter 1 Quarter 2 Quarter 3 Quarter 4 comparative 

March June September December Quarter 4 Average Annual 
19% 1996 1996 1996 December 1995 for year growth 

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

Overdue accounts 
Mortgage loans 4,241 4,586 4,974 5,064 4,227 4,7 16 19,8 
Instalment finance 1,447 1,616 1,684 1,909 1,266 1,664 50,8 

TOTAL 11,351 12,241 12,629 13,035 11,134 12,314 17,l 
Other loans 5,663 6,039 5,971 6,062 5,641 5,934 7,5 

Specific provisions 
Market value of security held 

Ratios 
Specific provisions: Overdues (%) 
Specific provision and security held: 
Overdues (%) 
Overdues : Advances (%) 
Specific provisions: Advances (%\ 

6,049 
5,733 

53.3 

6,200 
5,806 

50,7 

6,318 6,240 
4,748 4,912 

50,O 47,9 

85,6 
392 
1.6 

5,839 6,202 6 3  
4,964 5,300 (1 90) 

52,4 

97,O 
3,3 
1,7 

50,4 

76 

Overdues where no provision 
has been raised 
Interest suspended 650 77 1 792 994 596 802 66,8 
Interest not suspended 167 203 190 207 169 191 22,5 
TOTAL 817 974 982 1,201 765 993 57,O 



TABLE 20 

LARGE CREDIT EXPOSURES 

Prior-year 
Quarter 1 Quarter 2 Quarter 3 Quarter 4 comparative 

March June September December Quarter 4 Average Annual 
1996 1996 1996 1996 December 1995 for year growth 

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

Granted 294,422 326,646 385,663 416,436 278,621 355,792 493 
Utilised 119,291 135,688 134,795 140,160 123,928 132,483 13,l 

Utilised Advances (%) 333 36,3 34,8 34,9 36,8 34,9 (594) 
Utilised: Net qualifying capital 

459,3 422,9 464,O 445,7 440,3 and reserves (%) 

Granted: Net qualifying capital 
and reserves (%) 1043,8 1 116,9 1275,l 1308,l 1032,7 1 190,6 26,7 

TABLE 21 

PROFITABILITY OF ASSETS 

Prior-year 
Quarter 1 Quarter 2 Quarter 3 Quarter 4 comparative 

March June September December Quarter 4 Average Annual 
1996 1996 1996 1996 December 1995 for year growth 

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

Advances 

Reasonable margin 329,563 

32,825 

8,72 1 

347,882 362,696 373,106 

3 1,863 3 1,064 32,470 

11,805 9,836 9,204 

3 13,257 

34,497 

633  1 

253,3 12 19,l 

32,055 (599) 

9,892 40,9 

Small margin 

No yield 

Investments 

Profitable 8,366 8,186 8,682 8,846 7,08 1 8,520 24,9 

Not profitable 1,394 1,798 1,812 1,828 1,176 1,708 55,4 

Infrastructure 33,695 36,236 38,984 43,985 34,734 38,225 26,6 

TOTAL 414,564 437,770 453,074 469,439 397,276 443,712 18,2 

Note: It is apparent from 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 

Quarter 1 Quarter 2 Quarter 3 Quarter 4 Month-end Prior-year 
March June September December balance comparative Average 
1996 1996 1996 1996 December 1996 December 1995 12 months Annual 

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

Total foreign-exchange 
assets 3,152 3,436 2,949 3,396 3,485 3,382 3,233 3 8  

Total foreign-exchange 
liabilities 5,496 6,006 5,734 7,075 7,657 6,608 6,078 15,9 
Net spot position (2,344) (2,570) (2,785) (3,679) (4,172) (3,226) (2,845) ( 2 9 3  
Mismatched forward 
commitments 3,963 4,637 4,596 5,689 6,3 18 4,920 4,72 1 28,4 

Net position in 
derivatives (1,671) (1,983) (1,886) (2,001) (2,035) (1,693) (1,885) (202) 
Foreign branches (1) 5 6 10 13 5 

Total net open position 
after hedging (53) 89 (69) 19 124 1 (4) 12300,O 
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APPENDIX 8 

CIRCULARS SENT TO BANKING INSTITUTIONS DURING 1996 

Banks Act Circular 1/96 
Banks Act Circular 2/96 

Banks Act Circular 3/96 
Banks Act Circular 4/96 
Banks Act Circular 5/96 
Banks Act Circular 6/96 
Banks Act Circular 7/96 
Banks Act Circular 8/96 
Banks Act Circular 9/96 
Banks Act Circular 10/96 
Banks Act Circular 11/96 
Banks Act Circular 12/96 
Banks Act Circular 13/96 
Banks Act Circular 14/96 

Banks Act Circular 15/96 
Banks Act Circular 16/96 

Mutual Banks Act 
Circular 1/96 

Annual withdrawal and retention of circulars 
Specific areas to be covered in the trilateral discussions in respect of 1996 financial 
y ear-ends 
Currency risk: amendment to regulation 3 l(6) of the Regulations relating to Banks 
Regulations relating to Banks, promulgated under the Banks Act, 1990 
Consultation between external auditors and the Registrar of Banks 
Issue of debt instruments by banks 
Ninth International Conference of Banking Supervisors 
Foreign-exchange settlement risk 
Warning against syndicate-perpetrated fraud 
Importance of internal controls 
Deduction of repurchase agreements 
Information technology - the “year 2000” challenge 
Amendments to the form DI 310 in respect of the Regulations relating to Banks 
Risk weighting of short-term export finance guarantees for small and medium-sized 
enterprises 
Consolidated supervision 
Guidance notes to directors on regulation 37(5) of the Regulations relating to Banks 

I 

Amendments to form DI 310 of the Regulations relating to Mutual Banks 
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APPENDIX 9 

STATUS OF FINANCIAL REGULATION 

FUNCTION RESOLVED 

Banking 

Mutual banking 

Stokvelskredit unions 

Portfolio management 

Commercial paper 

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

Yes. Mutual Banks Act, 1993 (Act No. 124 of 1993). 

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

No. Proposals completed. Awaiting Financial Services Act. 

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. 

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 1997. 

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

No. Inability to warn publichntermediaries. 

Securitisation 

Securities trading 

CuratorshipAiquidations 

Contraventions of Banks Act, 

1990, and Mutual Banks Act, 1993 
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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 

GOVERNMENT GAZETTE TOPIC EXPIRY 

Date Number 
1994/12/14 16167 Mining houses Indefinite 
1992/01/03 13723 Securitisation schemes Indefinite 
1994/1214 16167 Commercial paper Indefinite 
1994/12/14 16167 Trade in securities and financial instruments Indefinite 
1 %4/12/ 1 4 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 

1991/01/31 13003 Participation bond schemes (dd)( ii) Indefinite 
1991/01/31 13003 Unit trust schemes (dd)(ii) Indefinite 

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

GOVERNMENT GAZETTE TOPIC EXPIRY 

Date Number 

1992/01/24 13744 Post Office Savings Bank Indefinite 

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



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) 
11. 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) 
14. Financial Supervision of the Multilateral Motor Vehicle Accidents Fund Act, 1993 No. 8 of 1993 (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) 

19. Close Corporations Act, 1984 No. 69 of 1984 (C) 
18. Share Blocks Control Act, i980 No. 59 of 1980 (C)  

Supervised by Bank Supervision Department, SARB. 

(B) Supervised by Financial Services Board. 

Administered by Registrar of Companies. 
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APPENDIX 12 
APPROVAL OF ACQUISITION OR ESTABLISHMENT OF FOREIGN 

BANKING INTERESTS IN TERMS OF SECTION 52 OF THE BANHS 
ACT, 1990, FROM 1 JANUARY 1996 TO 31 DECEMBER 1996 

Name of bank/ Date of approval Name of interest Country 
antrolling company 

ABSA Bank Limited 1996-08-12 Special-purpose companies, Holland V1 KGs, as 
subsidiaries of Bankhaus Wiilbem & Co. GmbH 

(and type of interest) 

Germany 

Amalgamated Banks of 
South Africa Limited 1996-03-08 Offshore reinsurance company (subsidiary) Isle of Man 

Amalgamated Banks of 
South Africa Limited 1996-06-27 (subsidiary) Switzerland 

Edey Rogers and Co (Pty) Limited (Geneva office) 

Ejrst National Bank of 
Southern Africa Limited 1996-03- 11 Limited Botswana 

Interest of 3,9 per cent in Botswana Ash (my) 

First National Bank of 
southern Africa Limited 1996-09- 19 Calibos Limited (subsidiary) Guernsey 

First National Bank 
Holdings Limited 1996-08- 19 (Jersey) Limited in Hong Kong Hong Kong 

First National Bank 
Holdings Limited 1996- 12-1 3 Ansbacher ICs (subsidiary) Hong Kong 

FirstCorp Merchant Bank 
Holdinps Limited 1996-08-05 (subsidary) Jersey 

Representative office on behalf of Ansbacher 

FirstCorp General Partner (Jersey) Limited 

Investec Bank Limited 1996-01-31 Interest of 50 per cent in Gerbers Trade 
Finance Inc., a company to be established 
(subsidiary of Reichmans Limited) 

United States 
of America 

Investec Bank Limited 1996-02-27 Investec (Jersey) Limited (banking subsidiary 
of Allied Trust Bank Limited) Jersey 

Investec Bank Limited 1996-06-05 Investec Asset Management (Botswana) (Pty) 
Limited (subsidiary) Botswana 

Investec Bank Limited 1996-07-12 Investec Asset Management (Ireland) 
Limited (subsidiary) Ireland 

Investec Bank Limited 1996-08-08 The Global Managed Investec Bond Limited British Virgin 
and The Global Investec Bond Limited (subsidiaries) Islands 

Shareholding of 82,4 per cent in Israel General 
Bank Limited Israel 

Investec Bank Limited 1996-08-13 

Investec Bank Limited 1996-08-30 Two subsidiaries established through Investec 
Equities Limited and Investec Merchant Bank 
Limited (subsidiaries) of America 

Interest of 7 3  per cent in Banco African0 de 
Investimentos Sarl (through Investec Merchant 
Bank Limited) Angola 

United States 

Investec Bank Limited 1996-10-23 

Investec Bank Limited 1996- 12-09 Interest of 50 per cent in Integro Insurance Services 
Limited (through subsidiary Curacao Investec 
Finance NV) United Kingdom 
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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 1996 TO 31 DECEMBER 1996 

Name of bank/ Date of approval Name of interest Country 
controlling company (and type of interest) 

Investec Bank Limited 1996-12-13 Cam Sheppards Limited (stockbroking subsidiary) United Kingdom 

Nedcor Bank Limited 1996-07-08 Interest of 25,l per cent in New Limpopo Bridge 
(private) Limited Zimbabwe 

Nedcor Limited 1996-07- 11 Nedcor Group Insurance Company Limited 
(subsidiary) Isle of Man 

Rand Merchant 
Bank Limited 1996-04-25 Representative office in London United Kingdom 

Rand Merchant Bank Australian Gilt Holdings Ltd and its 
subsidiaries (subsidiaries) Australia Limited 1996-07-08 

Saarnbou Holdings 
Limited 1996-10-23 (subsidiary) Guernsey 

Knowledge Brokers International Limited 

Standard Bank Investment 
Corporation Limited 1 996-04- 1 1 Totta de Mwarnbique, SARL Mozambique 

Interest of 40 per cent in Banco Standard 

Standard Bank Investment 
Corporation Limited 1996-04-24 Office (through Standard Bank London Limited) Sweden 

Standard Bank Investment 

Standard Bank London Limited Representative 

Remaining shareholding of 49 per cent in Stanbil 
Corporation Limited 1996-09-30 Bank Uganda Limited (subsidiary) Uganda 

Standard Bank Investment 
Corporation Limited 1996-12-09 Bank Off-shore Group Limited) England 

Representative office in London (through Standard 

The Board of Executors 
Limited 

BOE International Asset Management (1.O.M) 
(subsidiary of BOE Asset Management Limited) 1996-0 1-3 1 Isle of Man 

The Standard Bank of 
South Africa Limited 1996-03- 11 Ash (pty) Limited Botswana 

Interest of 2,47 per cent in Botswana 

The Standard Bank of 
South Africa Limited 1996-07-01 Branch office Isle of Man 

UAL Merchant 
Bank Limited 1996-03- 1 1 Ash (pty) Limited Botswana 

Interest of 1,9 per cent in Botswana 

UAL Merchant 
Bank Limited 1996-08-30 Shipping Limited (subsidiaries) Isle of Man 

Ranger Shipping Limited and Explorer 
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