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SOUNDNESS OF BANKS THROUGH THE EFFECTIVE APPLICATION
REGULATORY AND SUPERVISORY STANDARDS

underlie all activities and decisions, and we strive to project an image of
integrity, credibility and impartiality at all times. We subscribe to a servicech, which entails accessibility and integrity, and a high premium is placed
iaviour at all levels of activity. A relationship of mutual trust between this
and all other key players is regarded as essential and is built up through regu-

OLE OF BANKING SUPERVISION
I

In view of the current financial market turmoil emanating from South-East Asia, it is deemed
useful to highlight the role of banking supervision in the economy of a country:
“Effective supervision of banking institutions is an essential component of a strong economic environment in that the banking system plays a central role in making payments and
mobilising and distributing savings. The task of supervision is to ensure that banks operate
in a safe and sound manner and that they hold capital and reserves sufficient to support
the risks that arise in their business. Strong and effective banking supervision provides a
public good that may not be fully provided in the marketplace and, along with effective
macroeconomic policy, is critical to financial stability in any country. While the cost of
banking supervision is indeed high, the cost of poor supervision has proved to be even
higher.” Core principles for effective banking supervision. In:Compendium of documents
produced by the Basle Committee on Banking Supervision - Volume one: Basic supervisory methods, Basle: Bank for International Settlements, April 1997, p. 24.
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The purpose of this report is to present an overview of the objectives and activities of the
Bank Supervision Department of the South African Reserve Bank, with particular reference
to the period 1 January 1997 to 31 December 1997.

1.
2.
3.

4.

I

Registrar's review
Current issues in banking supervision
Trends in South African banks
3.1 Balance-sheet structure
3.2 Capital adequacy
3.3 Profitability
3.4 Liquidity risk
3.5 Interest-rate risk
3.6 Market risk
3.7 Credit risk
3.8 Currency risk
Developments related to banking legislation

4
11
36
36
41
43
46
49
50
52
55
56

Appendices
1.
2.
3.
4.

Organisational structure of the Bank Supervision Department
Registered banks and mutual banks as at 31 December 1997
Local bank branches of foreign banks as at 31 December 1997
Name changes and withdrawals of registration of banks, mutual
banks and local bank branches of foreign banks during the period
from 1 January 1997 to 31 December 1997
5. Registered controlling companies as at 31 December 1997
6. Foreign banks with approved local representative offices
as at 31 December 1997
7. Trends in South African banks - list of tables
8. Circulars sent to banking institutions during 1997
9. Exemptions and exclusions from the application of the
Banks Act, 1990
10. Legislation regarding regulation of financial services
11. Approval of acquisition or establishment of foreign banking interests
in terms of section 52 of the Banks Act, 1990, from 1 January 1997
to 31 December 1997

I

RP 45/98
ISBN 0-621-27867-X
Obtainable from
Bank Supervision Department
South African Reserve Bank
P 0 Box 8432. Pretoria, OOO1
Telephone (012) 313-3770

Also available on the Internet, at: http:llwww.resbank.co.za

62
63
66

66
67
68
70
87
88
89

90

CHAPTER 1

During the year under review, one of the most important developments for bank supervisors worldwide was the issuing, by the Basle Committee on Banking Supervision, of the
Core Principles for Effective Banking Supervision, which are discussed in more detail
below. I am very honoured to have been invited by the Basle Committee to become a
member of the Core Principles Liaison Group, which will work alongside a larger Core
Principles Consultation Group toward the implementation of the Core Principles. The
objective of the Liaison Group, on which representatives of seven Group-of-ten (“G10”)
countries and 12 non-G10 countries will serve, is to provide a forum for the exchange of
experiences and the identification of areas in which practical support and more guidance
are required. The Liaison Group will also discuss more problematic issues pertaining to the
implementation of individual principles and will make recommendations to the Basle
Committee. Together with my Department, I look forward to contributing to the work of the
Liaison Group and, in particular to, the successful implementation of the Core Principles
worldwide.
Other topics highlighted in my review are, amongst others, lessons of the financial crisis in
South-East Asia for bank supervisors and bankers, the implementation of a new system of
accommodation in March 1998 and the liquidation of a bank in South Africa during the year
under review.

BASLE CORE PRINCIPLES FOR EFFECTIVE BANKING SUPERVISION
principles represent the
basic elements
Of an effective supervisory system

In September 1997, the Basle Committee on Banking Supervision, the most authoritative
standard-setting body for banking supervision, issued a comprehensive set of principles,
the Core Principles for Effective Banking Supervision. Generally known as the Basle Core
Principles, the twenty-five principles represent the basic elements of an .effective supervisory system. They address the preconditions for effective banking supervision, licensing
and structure, prudential regulations and requirements, methods of ongoing banking
supervision, information requirements, formal powers of supervisors, and cross-border
banking. The Basle Core Principles were developed through a collaborative process
between supervisory authorities of the G10 countries and fifteen emerging market countries, including South Africa, as well as broad consultation with many other supervisory
authorities throughout the world.
The Bank Supervision Department considers the Basle Core Principles to be an important
development because of the basic rationale for promoting a common set of bank supervisory principles. As is the case for other activities requiring regulation, such as air traffic, the
factors that cause problems are essentially the same worldwide, although they may differ in
prevalence. It is therefore not surprising that different countries will adopt much the same
types of rule in order to prevent problems. The increase in financial cross-border activity,
such as has occurred in the South African banking sector during the past three years, has
resulted in an increased need for the harmonisation of banking regulations.

benchmark for assessing
the ongoing effectiveness
of supervisory processes

The Department has therefore not only contributed to the development of the Basle Core
Principles, but has wholeheartedly adopted these principles as the benchmark for assessing the ongoing effectiveness of its supervisory processes. Consequently, the Department
commissioned an independent evaluation of its compliance with the Basle Core Principles,
in order to assist it in prioritising any required changes. The evaluation concluded that the
Department already complied with most of the Basle Core Principles, but, as was expect-

ed, areas requiring improvement were identified. The Department has therefore made a
strategic decision to address the recommendations in this regard by means of scheduled
action plans throughout the coming year. Some of the anticipated changes are described
below, as well as in other parts of this Annual Report.

Phasing in of large-exposure limits
At present, the Banks Act, 1990, deviates from the Basle principle relating to the setting of
prudential limits in order to restrict banks' exposures to single borrowers or groups of related borrowers. Although the Banks Act requires large exposures that exceed a specified
limit of 10 per cent of capital and reserves to be reported, bank
prior approval from the Registrar of Banks for exposures excee
Instead, the Banks Act requires a bank to obtain such approval
The rationale for this requirement was the high concentration of ownership through conglomerates in South Africa, which, together with the isolation of the country in the past,
resulted in local banks incurring large exposures. The requirement was also in line with
good corporate governance principles, since it emphasised where the responsibility for
lending decisions lay.
The problem with this pragmatic approach, however, is that it does not recognise that the
credit-risk management principles upon which both banks and supervisors rely are based
on the assumption of a diversified lending portfolio. In addition, the aggregate large exposures of some banks exceed the Basle guideline of 800 per cent of a bank's capital and
reserves, a factor that is more of a concern now that South Africa has re-entered the international arena and is constantly under the scrutiny of international banks, rating agencies
and other regulators. Therefore, the time has come to provide a catalyst for more specific
action in the direction of better management of credit risk on a diversified basis.
need to tighten the largeexposure requirements

The Department will consider measures, such as graduated capital ratios, to phase in the
Basle large-exposure standard in order to provide incentives for compliance, instead of
impairing excessive large exposures against capital and reserves. It should also be mentioned that, following certain recent reports on the regulatory environment in South Africa,
the Department had already identified a need to tighten the large-exposure requirements.

Detailed restrictions on connected lending
prevent abuses by banks
arising from connected
lending

Currently, the banking regulations comply only to a limited extent with the Basle principle
requiring bank supervisors to prevent abuses by banks arising from connected lending.
Although general restrictions on investments with, and loans and advances to, certain
associates of banks are embodied in the Banks Act, a number of detailed requirements of
the Basle Core Principles are not specifically addressed by the Banks Act or the
Regulations thereto.
The Department intends to revisit the arguments surrounding the circumstances that gave
rise to the limited implementation of the connected-lending requirements and to consider
whether the circumstances have changed sufficiently for the more detailed requirements of
the Basle Core Principles to be implemented in South Africa. These detailed requirements
could include, but would not be limited to, measures aimed at ensuring that connected
lending takes place on an arms-length basis, that the Registrar of Banks has the authority
to establish absolute limits on connected lending and to treat such lending as an impairment of capital, and that the Registrar has the authority to make discretionary judgements
about the existence of interconnections between a bank and other parties. As is the case
for all changes to the banking legislation, these anticipated changes will be made only after
due consultation with the banking sector.

Impairment of cross-holdings in financial conglomerates
A relatively large proportion of the Basle Core Principles is devoted to the consolidated

supervision of financial conglomerates. Although many of these principles have already
been adopted by the Bank Supervision Department, some will be implemented only as part
of its full solo-plus approach once the consolidated supervision project, reported in
Chapter 2 of this Annual Report, has been fully implemented.

more comprehensive
approach to the consolidated capital requirement

An example of the type of matter still requiring attention, as highlighted not only by the
above-mentioned compliance evaluation, but also by other commentators, is the introduction of a more comprehensive approach to the consolidated capital requirement of a bank
that is part of a financial conglomerate. The Basle standard requires a deduction from
(impairment of) capital of a bank's investments in subsidiaries engaged in banking and
, financial activities that are not included in the consolidated financial statements. Currently,
the Department treats only shares, or debt-instrument investments ranking as capital, in
other banks as impairments of an investing bank's capital. The Department has already
decided to correct this aspect as a key element of the supervision of banking groups on a
consolidated basis.

LESSONS OF THE FINANCIAL CRISIS IN SOUTH-EAST ASIA
The currency and stockmarket turmoil during the fourth quarter of 1997 has left many of
South-East Asia's financial institutions technically bankrupt. The crisis in the region's banking sector holds many lessons for both bank supervisors and bankers. Amongst other
issues, the crisis has again highlighted that the globalisation of finance, capital and trade
flows increases the vulnerability of countries to financial shocks from other countries.
Developing countries, in particular, should thus strengthen their banking systems, since the
banking industry invariably forms the core of their financial systems.
Significant financial weaknesses of South-East Asian banks in general can be ascribed to:

significant financial weaknesses of South-East Asian
banks
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Two further factors, which were prevalent and widespread in South-East Asia, impacted
negatively on the region's banking sector:
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Although South Africa has avoided many of the weaknesses inherent in the South-East
Asian banking sector, one has to guard against complacency. The crisis in South-East
Asia has re-emphasised the need for sound banking practice and effective supervision.
Particular lessons in this regard include the following:

particular lessons
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It is also important for supervisors to ob ain assurance that the statutory financial information reported to them is reliable. Further ore, bank supervisors should have adequate legal
powers in order to take timely and adeq@te corrective action when banks fail to meet prudential requirements, when there are rqulatory violations, or when the monies of depositors are threatened in any way.

NEW SYSTEM OF ACCOMMO~ATION
,
As reported in Chapter 2 of this Annual heport, a new online system for the daily automated settlement of outstanding interbadk positions, the South African Multiple Option
Settlement (“SAMOS”) system, was impkmented in March 1998, as part of the reform of
the South African National Payment Syqem. In August 1997, the Governor of the South
African Reserve Bank (“the SARB”) anno nced that the implementation of a new system of
accommodation, in order to enable mo flexible monetary-policy operations, would coincide with the implementation of the SAMbS system.

rl

change to active
management

1

The new approach will entail a change f om automatic and unlimited accommodation at a
predetermined Bank rate to active liquidty management, through discretionary open-market operations and the fixing of the daily amount of central-bank accommodation to be
made available to banks. The main accc+nmodation instrument will be repurchase transactions between banks and the SARB. Bhnks will be able to tender for central-bank funds,
accommodation by entering into repurchase
on a daily basis, and the SARB will
transactions with banks. The new
require banks to manage their own liquidity
positions more effectively, and this
to a more smoothly functioning interbank
market.

PRIMARY DEALERS
phase in the marketing
of government bonds

i

i

With effect from 1 April 1998, South Afri a will enter a new phase in the marketing of government bonds. The State Debt Manag ment Office of the Treasury has appointed twelve
banking institutions - six branches of oreign banks and six local banks - as primary
dealers. These primary dealers will hav exclusive dealing rights with the issuer in respect
of all auctions of domestic governme stock. Accommodation by the South African
Reserve Bank will include repurchase a reements based on government securities traded
in market-making activities.

1

1

The South African bond market has gro n to be a large and liquid market, with an average
daily turnover of R20 billion, approximate twenty times the average daily turnover in equities listed on the Johannesburg Stock Ex hange. Since South Africa’s re-entry to the global
market and the opening of its financial bbrders, international investors have shown a great
deal of interest in the South African bon market. In order to facilitate the further development of the secondary bond market in outh Africa, suitable foreign participation was of
paramount importance. The views and derceptions of foreign participants often differ from
those of local institutions, resulting in thk necessary breadth and depth of liquidity being
created in the market. Foreign participatibn has, however, also introduced a greater volatil-

(L

ity to the South African market, thereby increasing the risk for local banks wishing to
become market makers.

LIQUIDATION OF ISLAMIC BANK LIMITED

urgent independent inspection

only just and equitable
option: winding-up

compensation arrangement
should, however, not be
seen as creating a precedent

As part of the Bank Supervision Department’s ongoing process of obtaining and analysing
information on Islamic Bank Limited (“IBL”), the South African Reserve Bank (“the SARB”)
appointed two SARB employees as inspectors, in terms of section 11 of the South African
Reserve Bank Act, 1989 (Act No. 90 of 1989 - “the SARB Act”), in order to obtain financial
information on IBL from sources other than IBL itself. The information gathered by these
inspectors indicated that an urgent independent inspection of the affairs of IBL had to be
undertaken. Two independent chartered accountants were therefore appointed by the
SARB, again in terms of section 11 of the SARB Act, to perform such an inspection at the
premises of IBL. Following their inspection, the inspectors presented the Registrar of
Banks with a report, which indicated that, as at 30 September 1997, IBL was insolvent.
Having regard to IBL‘s circumstances, the only just and equitable option available to the
Registrar was to apply to a competent court for the winding-up of IBL. Consequently, on
21 November 1997, the Registrar, in terms of section 68 of the Banks Act, and with the
approval of the Minister of Finance, lodged an urgent application in the High Court of South
Africa (Transvaal Provincial Division) for the winding-up of IBL. The bank did not oppose
the application, and, on the same date, the High Court granted an order that IBL be placed
in provisional liquidation and appointed a provisional liquidator to the bank. At the same
time, a rule nisi was issued, calling upon IBL to show cause, if any, on or before 13 January
1998, why the provisional liquidation order was not to be made final. On that date, the
High Court granted an order, whereby IBL was placed in final liquidation, and the provisional liquidator was appointed as final liquidator to the bank.
Having regard to the financial position of IBL, it became clear that depositors in the bank
would suffer financial loss. In the absence of any form of deposit-insurance protection in
South Africa, the Minister of Finance and the SARB, in the interest of the financial stability
of the country, announced that the SARB would compensate the loss of all depositors in
IBL up to a maximum amount of R50 000,OO per individual depositor, subject to appropriate conditions. This arrangement should, however, not be seen as creating a precedent.

COMMISSION OF ENQUIRY INTO THE AFFAIRS OF THE MASTERBOND GROUP AND INVESTOR PROTECTION IN SOUTH
AFRICA
A first report of the Commission of Enquiry into the Affairs of the Masterbond Group and
Investor Protection in South Africa (generally known as the Ne1 Commission) was issued
during November 1997. In the report, which consists of some 1 004 pages contained in
four volumes, a number of areas described as weaknesses relating to investor protection
were identified, such as:

weaknesses relating to
investor protection

The Bank Supervision Department does not regard it as appropriate to discuss the findings
of the Commission in this Annual Report. Suffice it to state that the Department does not
necessarily concur with all the conclusions of the Commission.

EXPANSION OF BANK SUPERVISION RESOURCES
The changing nature of banking activities has resulted in the Bank Supervision Department
having to deal with an ever increasing number of complex issues.
As a result of banks’ increasing use of non-intermediation methods in order to bolster their
income and of risk-evasion methods, the risks to which banks are exposed need to be
assessed by specialists. Furthermore, in view of banks’ use of models for the quantification and measurement of their value at risk and the computation of their market-risk capital
requirements, specialised knowledge is required in order to investigate and approve the
models used in the calculation of capital-adequacy requirements. Consequently, the
Department has to establish, in addition to other competencies, the ability to quantify the
risks to which banks are exposed and to evaluate the models used by banks.

need to keep abreast of
internationaldevelopments

One of the challenges facing the Department is the need to keep abreast of international
developments in risk-measurement techniques and risks associated with new products
developed by banks, requiring in-depth research on both a macro and a micro basis.
Furthermore, existing staff members require training in such new concepts and techniques.
The effect of the skills shortage in South Africa has been that the cycle in which staff members of the Department are trained and lost to the banking industry is about three years.
Consequently, in order to counteract the loss of staff members, the Department has accelerated the rate at which individuals are given more challenging assignments.
The number of new banks, both foreign and local, established during the past year has
necessitated an expansion of the staff complement from 51 to 68 approved positions. In
order to enable the Department to keep abreast of the changing dynamics within the banking sector, the organisational structure had to be changed to accommodate four positions
in the Research Division.
The Department’s initiatives with regard to the harmonisation of bank supervisory practices
in the Southern African Development Community (”SADC’) have resulted in the Department
having to dedicate a senior official to take charge of these duties. This will enable the
Department to liaise more frequently with supervisors in other SADC countries.

ISSUES THAT WILL RECEIVE PARTICULAR ATTENTION DURING
1998
During 1998, the Bank Supervision Department will focus on, inter alia, the following issues,
which are discussed in more detail in this review and in Chapters 2 and 4 of this Report:
focus areas for 1998

I
CONCLUSION
Once again, 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 Banking Council
South Africa and the banking associations, the Standing Committee for the Revision of the
Banks Act, 1990, the staff of the South African Reserve Bank and the many organisations
and individuals, locally and internationally, with whom this Department has had contact
during the past year. A special word of thanks is extended to the staff of my Department
who, as in previous years, continued to handle their workload with dedication.

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, in order to
enable us to meet the diverse challenges that lie ahead.

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

CHAPTER 2

SURRENT ISSUES IN RANKING S(1PERVISII)N
The purpose of this chapter is to discuss some of the most important regulatory and supervisory trends, both locally and internationally, during the year under review.

CORPORATE GOVERNANCE
The focus on corporate governance, being the whole legal and internal control framework
within which companies (including banks) operate and are managed, has continued to
intensify. In this regard, the role of the external auditors of banks and their relationship with
the Bank Supervision Department have become matters of particular importance.

Reliance on auditors
I

roles of bank supervisors
and the external auditors of
banks are cornplementnrv

Banks play a central role in every economy, and the stability of the banking system is
recognised as being a matter of general public interest. For this reason, in the interests of
promoting their financial soundness, banks are subject to supervision. The financial statements of banks are, however, also subject to examination by external auditors, whose opinions lend credibility to such statements and, thereby, assist in promoting confidence in the
banking system. Thus, there is no doubt that the roles of bank supervisors and the external
auditors of banks are complementary. In a paper entitled “The relationship between bank
supervisors and external auditors”, issued jointly by the Basle Committee on Banking
Supervision and the International Auditing Practices Committee, in July 1989, recognition is
given to this complementarity of roles, and a whole range of relationships, which depend on
the approach adopted by a particular country, is described.

supervisory approach relies
on the role of the external
auditors

The supervisory approach adopted in South Africa relies much more heavily on the role of
the external auditors of banks than is the case in some other countries. The approach
resulted from South Africa’s unique situation, in which, on the one hand, there is a general
shortage of the types of skill necessary to analyse banks’ financial soundness, whilst, on
the other, the external audit profession is very well established and highly regarded. In
adopting this approach in the late 1980s, the Department had to give legal substance to its
reliance on the work of auditors by formally extending the responsibilities of auditors of
banks through the Banks Act, 1990. The Department has also co-operated for many years
with the South African Institute of Chartered Accountants (“SAICA) in order to enhance and
develop appropriate standards for bank audits, through, amongst others, “risk-management flavour-of-the-year” guidelines. The Department continues to build on its relationship
with auditors of banks, through, for instance, the mechanism of regulation 37(5) of the
Regulations relating to Banks reported in the previous issue of this Annual Report, as well
as regular meetings with SAICA and the auditors of individual banks. As a result, the
Department has been able to outsource some of the detailed on-site examination work
conducted by other regulators to the external auditors of banks. The Department believes
that this approach not only benefits banks, owing to lower costs and less disruption, but is
also more effective, since the Department can focus its on-site work on the most critical
high-level issues faced by banks, without having to spend resources on verifying the accuracy of information provided to the Department and monitoring banks’ compliance with
their stated internal control policies.

outsourcing to the auditors
was highlighted as a
tial source of vulnerability

It is this outsourcing, to the auditors of banks, of the validation of information obtained by
the Department that was recently highlighted as a potential source of vulnerability in its
approach. In the case of the failure of Islamic Bank Limited (“IBL”), reported in Chapter 1,
the failure of the auditors to report major shortcomings in the statutory returns of IBL and

significant transgressions of the Banks Act are a matter of public record, since these
formed part of the application to the High Court for a liquidation order. In this regard, it
may be useful to remind all auditors of banks of the supervisory system’s dependence on
their verification, in terms of regulation 6 of the Regulations relating to Banks, of the riskmanagement information submitted to the Department. Although it is not believed that the
Department’s approach is invalidated by the IBL incident, it certainly served to remind all
key players of the important role played by the auditor in the supervisory process. The
Department intends to investigate the role of IBL’s auditors and, if appropriate, to take the
necessary steps in order to prevent a recurrence.

Objective criteria for the appointment of auditors of banks
necessary to make transparent the criteria

Section 61(l)(a) of the Banks Act requires the appointment of an auditor of a bank to be
approved by the Registrar of Banks. In the past, the Registrar has tended to approve, as a
matter of course, the appointment of large international firms and, in particular circumstances, the appointment of some smaller firms. Recently, the number of banks, especially
smaller banks, has increased, whilst, at the same time, the availability of bank audit skills
have become more widespread. It has therefore become necessary for the Registrar to
make transparent the criteria that are used in deciding whether an auditor is considered to
be suitable for a particular bank. After extensive consultation between the Department,
the Financial Services Board, which has a similar approval requirement with respect to the
regulated entities under its supervision, and SAICA, which also has an interest in ensuring
that its members are seen to be complying with objective criteria, a set of objective criteria
was recently approved by all three parties. A paper entitled “Objective criteria for assessing
the acceptability of an audit firm as auditor of a regulated institution” was issued to regulated institutions and their auditors, as well as to potential auditors of regulated institutions,
via SAICA. The criteria focus on the relevant auditing experience of the firm and the
responsible partner in the particular regulated industry, as well as the depth of skilled
resources of the audit firm in relation to the complexity and size of the audit of the regulated institution.

Requirement for joint auditors of banks
Section 61(l)(b) of the Banks Act requires a bank with total assets exceeding R10 billion to
appoint not less than two auditors who are independent of each other. The reasons for
originally implementing this requirement included the improved independence of auditors
and the broader base of specialist skills that could be accessed with respect to a large
bank’s complex audit. The decision has been vindicated by the subsequent experience of
the Department, which believes that a joint audit clearly results in an audit of improved
quality. Recent announcements of merger negotiations between four of the largest international accounting firms have, however, once again raised the question of whether the joint
auditor requirement is still necessary in the South African context. Reasons for questioning
the requirement are the reduced choice of firms if the proposed mergers take place, the
higher cost of joint audits and the apparent international trend of moving away from joint
auditor requirements.
joint auditor requirement is
being investigated

The joint auditor requirement is currently being investigated by the Department and is also
the subject of debate amongst the large audit firms, SAICA, The Banking Council South
Africa and the Department. Although many compelling arguments exist to support the
retention of the requirement, in view of South Africa’s special circumstances, the cost factor cannot simply be ignored. Possible alternative approaches that may reduce the cost to
banks, whilst retaining some of the benefits of joint audits, include review of the abovementioned threshold of R10 billion and the possibility of requiring only one of the joint firms
to qualify in terms of the above-mentioned objective criteria. Although this would make it
possible for banks to assist emerging firms to obtain experience in bank audits, it would
necessarily mean that the auditing profession would have to resolve issues such as the
manner in which the fee and liability arising from a joint audit would be divided.

Material malfunction in terms of regulation 37(5) of the Regulations
relating to Banks
As explained in some detail in the 1996 Annual Report, regulation 37(5)of the Regulations
relating to Banks requires the directors of a bank to report annually to the Registrar of
Banks on various aspects of the bank’s system of internal controls. Amongst other things,
directors are required to report whether anything has come to their attention to indicate that
any material malfunction has occurred in the functioning of the aforementioned internal controls. In this context, a material malfunction means a malfunction as defined and documented by the board of directors and submitted to the Registrar.

1

During the year under review, the Bank Supervision Department held many discussions
with banks regarding an appropriate definition of material malfunction. The Department
avoided suggesting any definition, since it believed that the process of arriving at a definition that would satisfy the board of a bank would be not only in the interests of, but an
essential part of, the corporate governance communication of a bank. Many different
definitions were received, and although the definitions of some banks’ boards are still outstanding, it is now possible to provide some information on the nature of the definitions
received.
Common elements of the
definitions of a material
malfunction

Common elements of the definitions devised by the boards of banks are that a material
malfunction is a breakdown in, an overriding of, a non-existence or an inadequacy of a control, procedure or system-

A
A
A
matters to be reported
regardless of monetary
materiality

1

which has resulted in, or had the potential to result in, material losses, contingencies
or uncertainties;
where ”material’ means anything that would influence the correctness of the value or
classification of any asset or liability, or the correctness of the annual financial statements or any statutory return, by more than a threshold; and
where the threshold is either a fixed amount specified, or a percentage of some factor
such as net shareholders’ funds or profit after tax.

Some banks’ boards have enhanced the qualitative aspects of their definitions by specifying matters requiring to be reported regardless of monetary materiality, such as:

A

Any fraud or attempt at fraud.

A

Any non-compliance with a statutory requirement.

A

Any event that is likely to alter significantly the directors’ assessment of the risks facing the bank concerned.

Some boards of banks have interpreted the requirement to mean that the definition of
material malfunction to be reported to the Registrar should differ from that of a material
malfunction to be reported to the board. None the less, the Registrar is in general satisfied
that the primary intention of this aspect of regulation 37(5)has been met, in that the various
boards of directors of banks have appliq their minds to defining the types of matter that
they require to be reported to themselves, and that this has been communicated to the
management of banks. The Registrar would therefore like to take this opportunity to thank
the directors and management of banks for their co-operation in this regard.

Personal account trading
Several factors have given rise to concern about personal account (“PA) trading by bank
employees. Firstly, banks have become major participants in all financial markets.
Secondly, the establishment of a number of foreign bank operations in South Africa has
increased the demand for competent traders in financial instruments, resulting in remuneration packages that often include freedom for employees to trade for their personal account.

Thirdly, in view of the international attention being focused on South African financial markets, preservation of confidence in the integrity of these markets has become of paramount
importance. Finally, the reliance of the Bank Supervision Department on the qualitative
aspects of a bank's corporate governance system compels the Department not only to
examine the methods of controlling PA trading, but also to influence the level of control
established.
industry-wide standard for
PA trading

The Department has therefore observed, with great interest, the recent efforts of certain
market players to establish an industry-wide standard for PA trading. The position of the
Department has been to allow financial markets to develop their own guidelines in this
regard, and to avoid, if possible, the imposition on banks of rules that may not be followed
by other participants. The time may, however, have come for regulators to work together
and to take specific actions in order to ensure the establishment of a reasonable standard
for PA trading. Therefore, the Department has entered into discussions with the Financial
Services Board in order to co-ordinate the possible imposition of common rules towards a
standard on PA trading.

LEGAL RISK
Banks are subject to various forms of legal risk. This can include the risk that assets will
turn out to be worthless or that liabilities will turn out to be greater than expected because
of inadequate or incorrect legal advice or documentation. In addition, existing laws may fail
to resolve legal issues involving a bank, a court case involving a particular bank may have
wider implications for the banking sector and may involve costs for the bank concerned
and many or all other banks, and laws affecting banks or other commercial enterprises may
change. Banks are particularly susceptible to legal risks when entering into new types of
transaction and when the legal right of a counterparty to enter into a transaction is not
established.
In order to enhance awareness of the characteristics and pitfalls of the legal risk inherent in
banking business, a workshop on legal risk relating to banks was held at the South African
Reserve Bank on 12 November 1997. Topics that were addressed included the following:

Regulatory framework in South Africa and the legal risk inherent in
banking business
Certain infrastructural fundamentals should be present in order to enable effective bank
supervision. The system of business legislation, including the law of contract, should be
comprehensive and relevant, accounting standards should enjoy wide international acceptance and law enforcement should be effective, consistent and impartial.
lies in maintainingand
adapting banking legislation

The role of the Bank Supervision Department in the management and control of legal risk
lies in the Department maintaining and adapting this country's banking legislation, in order
to ensure that it remains effective, focused, topical and relevant to the needs of the community at large, whilst upholding the principles of free enterprise and effective competition.
Before South Africa can be regarded as a financial centre of international class, the country
has to
Therefore, as reported in Chapter 1 of this Annual Report, an independent evaluation of the
Department's degree of compliance with the 25 core principles issued by the Basle
Committee on Banking Supervision was commissioned. Deficiencies that were identified
will be addressed, and improvements will be implemented once any necessary changes to
the legislation have been effected.

part of
ment of risk appetitie
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Although increased competition encourages innovation, it also enhances legal risk.
Furthermore, the internationalisation of banking activities increases contagion and the risk
of systemic failure. The recognition and management of legal risk should therefore form
part of the ongoing assessment of the risk appetite of individual banks and the manage-

ment thereof. The legal divisions of individual banks should develop policies that are
approved by the board of directors and senior management, in much the same way as for
the other banking risks. There should also be consultation between a bank’s legal division
and its risk managers. The Basle Committee recommends that, as a minimum, guidelines
and processes should exist, in order to ensure the enforceability of counterparty agreements.

Legal implications of financial intermediation and legal risk emanating from related banking contracts

paragraph (f9 provides for
an agent to open an
account in the principalls
name

For purposes of effecting a money-lending transaction between a lender and a bank, the
provisions of paragraph (ff) of the definition of “the business of a bank” in section 1 of the
Banks Act, 1990, allow an agent to perform such a service for and on behalf of the agent’s
principal. The said paragraph (ff) provides for an agent to open an account with a bank in
the principal’s name and to pay into the account an amount of money belonging to the
principal, thereby bringing about a banWclient relationship between the bank and the
agent’s principal.

I

contract of mandatum

A banklclient relationship is a contractual relationship between a creditor and a debtor and
may further be described as a contract of mandatum. Based on the agreement in terms of
which the customer lends money to the bank on a current account, the bank undertakes to
repay such money on demand, by honouring cheques drawn on it, and to perform certain
other services for the customer, such as the collection of cheques and other instruments.
The agent is not a party to the aforementioned bankklient relationship, and the bank will
have a duty towards the principal to act in accordance with the principal’s instructions. The
principal of the agent ostensibly has a duty towards the bank to draw cheques in a manner
that prevents fraud.

provisions of paragraph
(99) all0wacceptance and
depositing of money into an
account maintained by the
mandatary

For purposes of effecting a money-lending transaction with a bank, the provisions of paragraph (gg) of the definition of “the business of a bank” in section 1 of the Banks Act allow a
mandatary to accept money from a mandator and to deposit such money into an account
with a bank maintained by the mandatary. Such money may be deposited together with
other mandators’ money.

I

I

In such a transaction, two separate contracts come into existence. One contract involves
the owner of money (“the mandator”) conferring authority upon another (“the mandatary”)to
invest money in a bank account, on behalf of the mandator. This contract determines the
nature and ambit of the mandate conferred by the mandator upon the mandatary. The
other contract involves the mandatary, in the execution of the mandatary’s duty towards
the mandator, entering into a banklclient relationship with a bank. Consequently, a separate contract of mandatum comes into existence between the mandatary and the bank in
question, resulting in a creditorldebtor relationship between the bank and the mandatary, in
the mandatary’s capacity as the account holder. The mandator is not a party to that contract.
poolof funds acquires a
new legal identity

i

If one mandator’s money is deposited in a bank account maintained by a mandatary
together with the money of other mandators, the money becomes the property of the bank,
and the mandatary has a claim against the bank for the amount. Funds belonging to different owners lose their identity when joined to form a single amount, and such a pool of
funds acquires a new legal identity. The owners of the money acquire a claim against the
pool of funds coincidental to the value of the funds that each has contributed. If a mandatary collected such a pool of funds from mandators for purposes of investing the funds in
a bank account, the claim of the mandators will be against the mandatary.
Authorities in South African law are inconclusive with regard to loss or damage that flows
from a contract of mandate.

Legal enforceability of guarantees and security

terms of majority of deeds
of suretyship are dictated
by largefinancial institutions

It is an economic reality that, today, the terms of the vast majority of deeds of suretyship
are dictated by large financial institutions. These deeds of suretyship are drafted with all
the skilled legal advice available and, inevitably, favour the creditor in almost every respect.
In the light of the inherent potential inequities that may flow from standing surety for someone else’s debt, there have throughout the ages been many attempts to lighten the burden
of surety.
Until some time ago, it could be argued that a defence existed to protect a surety when a
creditor sought to use a contract of suretyship for a purpose never envisaged by the parties when they entered into the contract. In Bank of Lisbon and South Africa Ltd v De
Ornelas & Another, a case reported in 1988, the Appellate Division of the Supreme Court of
South Africa, however, ruled that such a defence does not form part of South African law.
In today’s commercial world, in which prospective debtors are commonly required to provide sureties on terms that creditors dictate, a potential for conflict is created. It is therefore almost certain that litigants will seek other ways in which to resist the enforcement of
unconscionable bargains.
One of the requirements for the validity of a contract is that the agreement must be lawful.
Agreements are prohibited by common law if they are against public policy or are against
good morals. In D Engineering Company (my) Ltd v Motkel and others, the Court considered a deed of suretyship that contained a wide range of clauses designed, inevitably, to
improve the position of the creditor at the expense of the surety. The Court, in a full bench
decision of the Supreme Court of South Africa (Transvaal Provincial Division), held that
such clauses went “beyond the reasonable business requirements of suretyship” and,
accordingly, found the suretyship to be unenforceable. Not surprisingly, the Court’s decision was avidly seized upon by other sureties bereft of any other defence against claims
by banks, financial institutionsand others.
It was suggested that the whole question of public policy and good morals may have been
misconstrued in the context of suretyship and that it was certainly not conducive to legal
certainty if each individual clause in a deed of suretyship would have to pass the test of
public policy and good morals. Both of these concepts not only are extremely difficult to
define, but change constantly.
It appears that, in the course of this century, the concepts of freedom and sanctity of contract have increasingly come under attack as a result of, inter alia, rampant inflation,
monopolistic practices giving rise to unequal bargaining power, and the large-scale use of
standard form contracts. Extreme individualism was short-lived all over the world, and a
transition from freedom of contract to social responsibility is being witnessed.

statutory reform to the
problem of unfair contracts

Current proposals by the South African Law Commission are aimed at introducing statutory reform to the problem of unfair contracts. If adopted as legislation, these proposals will
undoubtedly have a dramatic influence on the enforceability of suretyship and guarantees.

Legal risk relating to banking secrecy and the conduct of directors of
banks
in certain circumstances a
banker may disclose information about a client

The duty of a banker to keep the affairs of a client secret has developed in our common
law. South African law has also adopted the principles of English law. In certain circumstances, however, a banker may disclose information about a client, although the banker
has to be careful not to disclose more information than is necessary for the purpose in
mind. Such circumstances appear to be when disclosure is under compulsion of law,
when there is a duty to the public to disclose, when the interests of the bank require disclosure and when the disclosure is made by the express or implied consent of the client.

legislation that compels a
bank to disclose information

Section 65(2) of the Insolvency Act, 1936 (Act No. 24 of 1936), and certain provisions of the
Proceeds of Crime Act, 1996 (Act No. 76 of 1996), constitute examples of legislation that
compels a bank to disclose information about a client in specified circumstances. Since the
concept of a duty to the public is very wide, the facts of each case will determine whether a
banker has a duty to make a disclosure in the interest of the general public. It would therefore be in the interest of a banker to seek sound legal advice before making such disclosure.
Disclosure is in order when it is in the interest of a bank, for example, when a bank intends
to sue its own client for having breached the banklclient relationship. A bank, however,
may not disclose information in order to enable another company in the same group to gain
a commercial advantage in an unrelated transaction. Disclosure may also be made with a
client’s consent, which may be direct or implied.
A director of a company (including a bank) is a person who performs the functions of a
director, regardless of the title assigned to the position, and stands in a fiduciary relationship to the company. This relationship may be dissected into the elements of a duty of
care in the execution of the director’s office and a fiduciary duty.
The duty of care means no more than the execution of the director’s functions in a careful
manner, always in the interest of the company. The fiduciary duty means that the director’s
conduct towards the company must be honest. In general, it means that a director must
rule out the existence of a conflict of interest with the company, by making full disclosure of
any possible conflicting interest.

Management of legal risk in banks: Recent developments affecting
banking documentation
in duplum rule

The in duplum rule refers to the common law rule that interest exceeding the capital sum
cannot be claimed. A bank contended that its client had waived the benefits of the in
duplum rule, since the bank had agreed to grant a loan on condition that the client
renounced the legal benefits and exceptions of “no valid cause of debt”, “revision of
accounts” and “error in calculation”. In Leech v Absa Bank Limited, the Court ruled that the
purpose of the in duplum rule was to protect borrowers from exploitation by lenders. Since
the protection was given as a matter of public policy, the benefits of the rule could not be
waived and could also not be excluded by a contractual provision.

waiver of benetit clauses
should be looked at more
closely

Consequently, the waiver of benefit clauses ordinarily contained in banking contracts (most
commonly, suretyships, cessions and pledges) should be looked at more closely. Some of
these common-law benefits may have had their common-law origins in protecting the client
as a matter of public policy, which could result in waivers of such benefit clauses being
declared invalid.

floorplan agreements between banks and motor
vehicle dealers

So-called floorplan agreements entered into between banks and motor vehicle dealers, in
order to effect some form of security for a loan, rely on a fictional form of delivery (delivery
without possession), known in our common law as constitutum possessorium, for purposes of transferring ownership of vehicles to the bank. The matter in Nedcor Bank Limited v
Absa Bank Limited dealt with such a floorplan agreement. Despite acknowledging the
commercial need for the recognition of a form of pledge without possession, the Court
ruled that our law currently does not reccgnise the validity of pledge without possession.
The Court further held that it would be improper for a judge of first instance to attempt to
create such a right.
In view of the aforegoing judgement, no security value can be placed on the stock of dealers under such floorplan agreements. Steps should therefore be taken to evaluate the risk
of advances to dealers on the basis of unsecured loans. The Court’s decision may also
have a disastrous effect on banks’ security in terms of other refinancing agreements.

Any bank is entitled to honour cheques drawn by its customer, even though there might
not be a prior agreement between the bank and customer that cheques so honoured
might result in the customer's account being overdrawn. Therefore, many banks provide
on their deposit slips that payment by the bank against uncleared effects shall be at the
bank's discretion, and the bank would be entitled to debit a customer's account with the
amount of dishonoured instruments.
banks should not be
allowed to contract out of
what forms part of their
business

As a matter of policy, banks should not be allowed to contract out of what in essence
forms part of their business. When clients, however, insist on investing in high-risk highreward investments, it may be advisable to provide contractually that such clients should
assess and monitor the risks of such investments themselves. Banks may thereby
exclude, or at least limit, their potential delictual liability towards clients.

CREDIT RISK
As stated in previous issues of this Annual Report, credit risk remains the most important
single risk in banking. Therefore, effective management of all dimensions of credit risk,
such as quality, concentration, maturity, security and type of facility, to name but a few,
remains an essential component of banks' overall risk-management processes and,
indeed, sound banking practice.

Deterioration of asset quality
overdue

During 1996 and 1997, there was an increase in the overdue accounts of many South
African banking institutions, specifically in the instalment-credit area. This was the result of,
inter alia, tightening economic conditions and a severe drop in second-hand car prices.
Many banking institutions in the consumer-credit market were forced to make write-offs in
respect of such loans.

increasing trend in overdue
mortgage loans

Although the increase in doubtful instalment-credit loans flattened during the latter part of
1997, there was a disturbing increasing trend in overdue mortgage loans. This trend
reflected not only the financial strain to which consumers were subjected during 1997 as a
result of the high interest-rate environment, but also, in many cases, the unwillingness of
individuals to tighten their belts accordingly. Since a home loan is typically the first commitment that an individual will service (a factor recognised by the risk weighting of 50 per cent
that is assigned to mortgage loans on urban residential property), the Bank Supervision
Department is obviously concerned about the downward trend in the servicing of mortgage
loans. A continued downward trend might well indicate a permanent change in the attitude
of individuals towards the servicing of such loans, resulting in a concomitant increase in risk
to the banking sector.

increase
accounts

in

Banking institutions are, however, acutely aware of this problem and are making every
effort to limit losses and to assist home owners in finding solutions to their individual problems.

Capital requirements
increasing the risk weighting assigned to those parOf home loansthat
exceed 80 per cent of the
value

As explained in the 1996 Annual Report, the Bank Supervision Department has for some
time been uneasy about banking institutions' current application of the 50 per cent riskweighting category to the full outstanding balance of a home loan. The Department has
therefore been considering increasing the risk weighting assigned to those portions of
home loans that exceed 80 per cent of the value of the underlying residential property from
50 per cent to 100 per cent.
During on-going discussions in 1997, the banking sector highlighted certain practical difficulties with the implementation of such a change. The Department is, however, confident
that a solution will be found in the near future. The change is deemed important, since
increases in property prices have in the past tended to be due largely to inflation. Since

concerned about negative
equity

inflation is increasingly being brought under control by the authorities, house prices in certain areas have tended to level out and, in some instances, have declined. Consequently,
the Department is concerned that negative equity could become increasingly problematical,
thereby increasing risk to the banking sector. Furthermore, as reported above, there has
been an increase in the extent of overdue mortgage loans on residential property. The
blanket risk weighting of 50 per cent currently applied to home loans is therefore not
regarded as a true reflection of the risk in this market.
It is also intended to increase the risk weighting of loans to local authorities, because it is
reasonably certain that local authorities that find it difficult to repay loans will no longer be
able to rely on the assistance of central or provincial government. Once again, the
Department believes that it is important that the capital a banking institution is required to
hold should reflect, as far as possible, the risk faced by the institution.

SYSTEMIC RISK
The rapidly growing volume of transactions and the expanding array of new and increasingly complex financial products are sources of, and transmission mechanisms for, systemic
shocks. The fact that many new entrants to the financial system have global operations
has resulted in new legal and supervisory concerns about the potential impact of such
operations on the safety and soundness of the financial system.
systemic risk aerined

Systemic risk may be defined as the risk of a sudden, unanticipated event damaging the
financial system to such an extent that activity in the wider economy will suffer. Shocks
causing systemic risk may include the sudden failure of a major participant in the financial
system, a technological breakdown of the payments or settlement process at a critical
stage and a political shock, such as the death of a prominent politician. Such events can
disrupt the normal functioning of financial markets by destroying the trust that lubricates
financial transactions.
When a financial shock occurs, problems in one institution can spread to other institutions,
as evidenced by the current financial crisis in South-East Asia. Contagious transmission of a
shock may be caused by suspected exposures of institutions - market participants are likely to suspect that those institutions least able to withstand a particular shock have been
damaged thereby. Financial institutions will attempt to protect themselves by liquidating
their claims on clients with suspected exposures and by moving their claims into the portfolios of clients perceived to be stronger and better able to withstand the particular shock.
The result is a flight to quality.

A large proportion of serious financial problems, which may lead to systemic risk, arise from
factors that banks ought to be able to control. For example, the failure of Barings and the
trading losses at Daiwa Bank, Morgan Grenfell and Sumitomo Corporation could have been
avoided had fully comprehensive internal control systems and stronger management oversight been in operation there.
Three of the most likely causes of a bank failure are:
likely
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Inadequate management procedures.
Failure of internal controls.
1

The control mechanism that banks must have in place include:
control mechanism
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An effective audit committee.
A properly staffed internal audit function.
Appropriate risk-management procedures.
Knowledgeable compliance functions, including legal, regulatory and ethicai proced
ures.
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The Group of Thirty recommended in a study report that the following be implemented in
order to prevent systemic risk from entering the financial system:

measures to prevent systemic risk from entering the
financial system

The formulation and implementation of measures aimed at reducing the possibility of systemic risk entering the financial system are arduous and complex. The Bank Supervision
Department, however, believes that if the basics are implemented and applied correctly,
the possibility of systemic risk entering the financial system is reduced.

MARKET RISK
As reported in the Bank Supervision Department’s 1996 Annual Report, capital-adequacy
requirements have to calculated in respect of the securities trading activities of banks since
January 1996. Banks conducting such activities were requested to complete the relevant
returns on a pilot-project basis. The capital-adequacy requirements will be formally implemented and promulgated as regulations in 1998, and the Department faces several challenges in this regard.
from a supervisory point of
view, great emphasis will
have to be placed on the
internal control processes
and procedures surrounding the models

The Department will need to satisfy itself that the regulations are correctly interpreted and
applied, so that the correct capital requirements in respect of market risk are calculated.
As regards the use of internal models for the computation of banks’ market-risk capital
requirements, the Department has thus far not received any official requests for the evaluation of such models. It is, however, envisaged that such requests will be forthcoming as
soon as banks have fully implemented internal risk models to calculate value at risk.
Initially, much emphasis was placed worldwide on the internal workings of the models.
Based on several external sources, it would, however, appear that, from a supervisory
point of view, great emphasis will have to be placed on the internal control processes and
procedures surrounding the models, and that a balance will have to be maintained in this
regard.
A further initiative will be to confirm that, in the application of the regulations, there are no
regulatory gaps between participants in different financial markets, and that the standards
set by the Department comply with international standards

LIMIT ON FOREIGN-CURRENCY HOLDINGS
limit on foreign-currency
holdings of banks abolished subject to certain
restrictions

On 15 January 1998, the limit on foreign-currency holdings previously imposed on banks
was abolished with immediate effect, subject to certain restrictions on the purpose and
placements of such funds. This further relaxation of exchange controls requires South
African banks to manage their currency-risk exposures within the parameters set by the
authorities. The foreign-currency holdings of banks are also still subject to the requirements of regulation 31(6) of the Regulations relating to Banks, in terms of which a bank’s
effective net open position at the close of business on any one day may not exceed an
amount equal to 15 per cent of its net qualifying capital and reserves.

INFORMAL AND ALTERNATIVE FINANCIAL AND BANKING SERVICES
The provision of financial and banking services by various informal and alternative means
remained a topical issue in South Africa. During the year under review, particular attention
was given to the feasibility of regulating the micro-lending industry and the possibility of providing banking services to rural communities in South Africa by means of financial service
co-operatives, as well as the provision of banking services through retail agents.

Micro-finance
huge demand for access to
finance

The micro-lending industry, which occupies a niche between informal money lenders and
formal financial institutions, has grown extremely rapidly in South Africa. The emerging
South African economy has generated a huge demand for access to finance by people with
limited collateral. At the same time, various practices that have come to light have revealed
a need for the protection of borrowers against unscrupulous operators.

micro-lending industry currently not regulated

A commonly held public misperception is that the South African Reserve Bank or its Bank
Supervision Department regulates the micro-lending industry. In fact, the industry is currently not regulated. Nevertheless, the Department continues to receive frequent complaints and pleas for help from micro-borrowers. Therefore, with a view to creating a selfregulatory body for the industry, the Registrar of Banks consulted with interested parties in
the micro-finance industry.

Consequently, the Department hosted a workshop on the micro-lending industry in August
1997, in order to examine developments in the industry more fully and to attempt to identify
strategies and solutions. Invited speakers included representatives from Government,
academia, the micro-lending industry and the formal banking sector.
Topics covered during the workshop included the following:
topics covered during
workshop

A
A

A
A
A
A
A

A
I

nomic exploitation in the light of proposals to amend theksury Act, 19u68, and to
repeal the exemption of money-lending transactions of less than R6 0oO and a maturity not exceeding 36 months from the said Act.
Recommendations for, and examples of, successful micro-lending schemes for devetopment purposes, including a proposed model for South Africa.
Characteristics of, and recommendations for, the operation of a “formal” small loans
industry in South Africa.
Reasons for the need to regulate the micro-loan industry.
Methods of collection of micro-loans and the micro-lending industry’s experience with
bad debts.
Provision of micro-loans by the formal banking sector.
Key players in the new National Payment System and the possible role of microlenders therein.
Importance of financing micro-enterprise and recommendations for a strategy in this
regard.
A proposed self-regulatory structure for the: micro-lending industry.
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The primary aim of the proposed self-regulatory structure is the development of the microlending industry, in order to serve legitimate unserved credit needs by means of increased
access to finance and protection of borrower interests. Briefly, the proposals are as follows:

proposed self-regulatory
structure
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Financial service co-operatives
savings mobilisation hamWred by legal restrictions

In its final report dated 18 September 1996, the Commission of Inquiry into the Provision ot
Rural Financial Services (known as the Strauss Commission), whilst acknowledging that
savings were a comerstone of capital retention and many start-up investment initiatives,
pointed out that difficult access to savings institutions inhibited the realisation of savings
potential in South Africa’s rural areas. The Strauss Commission further submitted that savings mobilisation was hampered by the inability of institutions that interacted at grassroots
level, such as non-governmental organisations, to take deposits, owing to legal restrictions.
Consequently, the Strauss Commission recommended that existing regulations should be
reviewed, in order to remove impediments to potential smaller institutions playing a responsible and pro-active part in mobilising national savings.

provision of banking serin rural
by
means of “FSCs”,or “village
financial
co-operatives“

In an endeavour to address the need for the provision of banking services to persons in
South Africa’s remote rural areas, which are currently not serviced by commercial banks
because of cost and other considerations, a pilot project was initiated in the Northwest
Province. This pilot project involved the establishment of a number of financial services cooperatives (“FSCs”, or “village financial service co-operatives”, as they have become
known), with the objective of providing the required banking services. Parties involved in
the project are the National Department of Agriculture, two major commercial banks, US
AID, a firm of attorneys and a self-governing body, styled the Financial Services
Association.
Information presented to the Bank Supervision Department by interested parties has indicated that the FSC project is ostensibly viable and sustainable in terms of providing banking
services to the targeted communities and, therefore, merits further advancement and
expansion to other provinces in South Africa. This Department has therefore been requested to establish the necessary legal framework in terms of the Banks Act, 1990.
The Department has indicated its willingness to assist in providing, in terms of the Banks
Act, a suitable legal framework, in terms of which FSCs would be allowed to conduct “the
business of a bank” lawfully, provided, inter alia, that an adequate framework for the regulation of FSCs be established. In this regard, it is envisaged that the Registrar of Co-operatives could fulfil an important role, since an FSC would be required to register as a cooperative in terms of the co-operative Act, 1981 (Act No. 91 of 1981).

no FSC may be allowed to
refer to itself as a “bank

This Department is, however, not in a position to allow any FSC to use, or refer to itself by,
any name, description or symbol indicating, or calculated to lead anyone to infer, that such
an FSC is a “bank”. Consequently, no FSC may be allowed to refer to itself as a “bank.
For sound reasons, the word “bank” is reserved strictly for use by institutions registered as
banks or mutual banks.

Banking through agency business

using agency business to
provide certain bankingrelated services

The concept of using agency business to provide certain banking-related services to members of the general public is not new in South Africa. This concept was generally used by
mutual building societies before the repeal of the relevant legislation on mutual building
societies and building societies in February 1991. With regard to services that may be
offered by banks to the general public through agents, it may, however, be justified to conclude that the traditional business products offered by banks have undergone change and
that such changes have to be taken into account.
The Banks Act, 1990 (Act No. 94 of 1990), provides for the regulation and supervision of
public companies that take deposits from the public and for matters connected therewith.
In terms of the Banks Act, subject to certain exceptions, only duly registered banks and
mutual banks may conduct “the business of a bank”, as defined in section 1 of the Banks
Act. The said definition may be regarded as being based on the acceptance of deposits
from the general public as a regular feature of the business in question. In addition, no persons may misrepresent themselves as a bank, or use or refer to themselves by any name,
description or symbol indicating, or calculated to lead anyone to infer, that they are a bank
whilst not registered as a bank in terms of the Banks Act.
When an account is opened with a bank in the name of a person, a banWcustomer relationship comes into existence. The relationship is a contractual one, based on the principles of debtor and creditor. Since the bank becomes the owner of monies deposited into
an account, an account holder does not own the cash in the bank, but has a claim against
the bank coincidental to the amount deposited plus any agreed interest.

aim of an agent is to perform a service for and on
behalf of a principal
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In legal terms, the aim of an agent is to perform a service for and on behalf of a principal in
circumstances in which the principal may be unable to perform the service itself, or may
find it impracticable, inconvenient or difficult to do so itself. Exercise of agency power
brings into being, varies or terminates a contractual relationship between a principal and a
third person. The concept of banking through agency business legally entails that an agent
brings about, varies or terminates a bank/client relationship between a bank and a depositor of money.
The Bank Supervision Department has become aware of a perception in the market that
the supermarket group Pick ‘n Pay Stores Limited (“Pick ‘n Pay”) “has launched a new type
of savings account” and that a new division of Pick ‘n Pay, styled Pick ‘n Pay Financial
Services, is offering certain banking services to its customers. It is therefore regarded as
necessary that the so-called financial products allegedly being provided by Pick ‘n Pay be
regarded in the aforegoing legal perspective.
Pick ‘n Pay is not a registered bank in terms of the Banks Act and may therefore neither
conduct the business of a bank nor may it, directly or indirectly, represent itself as a bank.
Therefore, Pick ‘n Pay may not accept deposits from the general public under circumstances in which it may be said, owing to the acceptance of such deposits, that a creditoddebtor relationship exists between Pick ‘n Pay and the depositor.
Boland Bank PKS Limited (“Boland”) is a registered bank in terms of the Banks Act and is
therefore duly authorised to accept deposits from the general public and to conduct the
business of a bank. Through utilisation of the concept of agency business, the banking
services provided by Boland are mere!y being extended, ostensibly to all Pick ‘n Pay supermarket outlets. Pick ‘n Pay, in its capacity as an agent of Boland, is providing a service for
and on behalf of Boland by opening an account with that bank in a customer’s name and,
thereby, establishing a bank/client relationship between Boland and that customer.

CONSOLIDATED SUPERVISION

supervision, within a riskbased framework, of an
overall group, as well as of
the individual entities

Financial groups are becoming increasingly diversified, both geographically and in terms of
the products that they offer, and the distinction between banking and non-banking financial
business is becoming less clear. In addition, the increasing diversification and, sophistication of the financial industry are resulting in new risks, which need to be identified and
addressed. Consequently, supervisory authorities need to ensure that they c’onduct supervision, within a risk-based framework, of an overall group, as well as of the individual entities within such a group.

A directive from the Bank of England to all authorised institutions defines consolidated
supervision as “a qualitative assessment of the overall strength of a group to which an
authorised institution belongs, to evaluate the potential impact of other group companies
on the authorised institution”.
Supervision of a banking group on a consolidated basis has to be aimed at protecting the
interests of the depositors of banks in the group and at ensuring the stability of the financial
system. In order to be effective, supervision on a consolidated basis has to be applied to
all banking groups, including parent undertakings, irrespective of the type of business
being conducted.
contagion risk is one of the
most important issues

Contagion risk is one of the most important issues to be considered in the performance of
consolidated supervision. From a bank supervisor’s perspective, contagion refers to a situation in which a bank is affected by financial problems, such as insolvency or illiquidity, arising in another group member. Contagion is of such concern that it justifies the application
of supervision to all group members.

international standards

In order to be part of the international banking community, South African banks have to
accept the regulatory requirements that are imposed universally. If South Africa does not
conform to internationally agreed standards, South African banks wishing to diversify internationally will be penalised by foreign regulatory authorities. The Bank Supervision
Department, therefore, subscribes to international standards of consolidated supervision
and will ensure that all implemented procedures and policies satisfy international standards.
During the coming year, the Department plans to continue with the implementation of its
manual on consolidated supervision of banking groups and with the assessment of banking groups on a consolidated basis. Attention will also be given to areas in which gaps
have been identified, with reference to international standards such as capital-adequacy
requirements and limits on large exposures and connected lending. International developments will be closely monitored, in order to ensure that the manual continues to reflect the
latest international developments and thinking.
Consolidated supervision is an integral part of banking supervision. Although consolidated
supervision does not replace solo supervision, it enhances the overall ‘supervisory process.

Supervision of financial conglomerates
primary concerns are contagion. transparency and
autonomy

In the supervision of financial conglomerates, the primary concerns are contagion, transparency and autonomy.

individual institutions in a
financial group should not
be allowedto undertake
the undermentioned activities

When liquidity and solvency risks materialise and other problems occur, the likelihood of
contagion of other members of the group is increased. Individual institutions within a financial group should therefore not be allowed to undertake the undermentioned activities:

1,

A

A

A

U I ~ Iltrl ~yV I Iaye txpusures tu L W I I I I ~ L ~ Uparues I r i a are in a position IO innuence me
policies and decisions of the financial group's members.
Conducting of high-risk business by a low-risk institution that does not have the ne- ,
cessary expertise to manage the specialised risk exposures.
i
Double gearing of capital between financial institutions by, for example, the use of a
bank's deposits in order to fund a long-term loan to a group member that is an insurance company, and which, in its turn, subscribes to a rights issue of the bank concerned. Impairment of the double-gearing of a financial group's capital may result in
the net capital of the group being less than the sum of the capital of the individual
members of the financial group. Double gearing thus creates a serious contagion
problem.
Operating on the assumption that surplus capital in one group member may be used
to cover a capital shortage in another member, despite the capital not being mobile.
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The complexity of the group structure
parency. Supervisors, therefore, have t
reporting lines within a group in order
taking place. The organisational
which managers exercise control
financial responsibility for
typically exacerbated by:
opaque structures are
exacerbated by the following

a financial conglomerate often reduces transfurnished with the managerial structure and
that proper reporting to the correct level is
to show clearly which shareholders and
its members and which owners have
future capital. Opaque structures are
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It is essential for the legal and moral du ies of directors and managers of each part of a
financial group to be clear, and for man gement to act in the interests of the group as a
whole. The following arrangements must be avoided at all costs:
following arrangements
must be avoided

harmonised rules for the
definition and supervision of
capital in banks, insurance
companies and securities
traders
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The Bank Supervision Department, in
working toward the supervision of
of a capital requirement that can
supervisors have to work toward
ital in banks, insurance
by banks can offer the
feasible only when
principles and the
holding company

with the Financial Services Board, is
a consolidated basis. In the absence
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Visits to foreign operations of South African banks
As envisaged in the 1996 Annual Report, representatives of the Bank Supervision
Department paid follow-up visits to certain foreign establishments of South African banks
and their host regulators during the second half of 1997. The overall objective was to
enable the Department to gain a comprehensive understanding of these operations and,
thereby, enable it to fulfil its responsibilities as the home-country supervisor of local banks’
foreign operations.
Visits were paid to Switzerland, Germany, Jersey and the United Kingdom in order, firstly,
to conduct full-scale prudential meetings with the management of South African banks’
establishments in those jurisdictions and, secondly, to hold discussions with their host
supervisors on both bank-specific and current topical issues. Visits were also paid to the
head offices of certain foreign banks that have banking operations in South Africa and in
respect of which the Department is the host-country supervisor.
general impressions of the
regulatory and banking
environment

The Department’s representatives gained the following general impressions of the regulatory and banking environment in the four countries visited:

A

Switzerland

Switzerland has a very strict regulatory environment, in which much use is made of the services of external auditors. In addition to the financial reports that are normally required to
be submitted, external auditors have to furnish the regulators annually with detailed reports
on, inter alia, a bank’s risk management, strategic plans and quality of management.

A

Germany

The regulatory environment in Germany appears to be extremely strict. Much importance
is attached to the deposit insurance scheme (“DIS”), which is extremely powerful and plays
a role akin to that of a regulator. All key players place a great deal of reliance on the findings and conclusions of the work conducted by the DIS, based on which membership of
the scheme is approved or declined, and the level of contributions (premiums) is set.

A

Jersey

In the Jersey regulatory environment, the main emphasis is on trust business (an area in
which legal risk is of particular importance), and banking activities are auxiliary thereto. An
important challenge for the Jersey regulators is to ensure that a certain skill level is maintained throughout the industry. This is being hampered by the existing immigration and
work-permit conditions, as well as a shortage of local skills, factors that cause the riskmanagement processes of banks in the Jersey jurisdiction to be more difficult and more
challenging than in many other jurisdictions.

A

UnitedKingdom

It became very apparent that London was an extremely competitive market and that
German and American banks were becoming more dominant. In order to succeed (and to
survive), South African banks will therefore have to focus increasingly on niche markets.
It was pleasing to note that, since the Department’s previous visits, there had been a
marked “maturing” of South African banks in the above-mentioned jurisdictions. All banks
have become acutely aware of the competitive environment in which they are operating,
and the common areas that are receiving attention are internal audit, “year 2000” compliance and focusing on niches. Feedback has subsequently been given to the senior executives of the particular banks in South Africa.

During follow-up meetings conducted with the respective host regulators, the position of
the South African banks operating in a particular jurisdiction was discussed extensively. In
general, the host regulators were comfortable with not only the conduct of South African
banks in their jurisdictions, but also the level and competence of the supervision conducted
by this Department, in its capacity as home-country supervisor.

Foreign banks in South Africa
foreign banks added significantly to the competitive
pressures in the country

During the year under review, foreign banks continued to establish operations in South
Africa. Although these operations added further depth and sophistication to the South
African market, they also added significantly to the competitive pressures prevalent in the
country, particularly in the corporate market. The resultant effect was that lending margins
were placed under greater pressure, and many banks had to refocus themselves on other
areas in the corporate market, often areas with a slightly higher credit-risk profile.

human resources became
a Competitive factor

The area of human resources also became a competitive factor. South Africa has traditionally had good-quality bank management at senior level. The recruitment of necessary skills
by foreign institutions entering the South African market has, however, led to a dilution in
the depth of management across the board in the South African banking sector. Since the
soundness of individual banks and of the banking sector as a whole is a function of the
quality and depth of management, the Bank Supervision Department will be monitoring the
human-resource aspect during the forthcoming year.

MONEY LAUNDERING
lack of visible progress with
the implementation of antimoney-launderingmeasures

During 1997, there was growing concern in South Africa about the lack of visible progress
with the implementation of anti-money-laundering measures. Many of the increasing number of incidents that were brought to the attention of the Bank Supervision Department
indicated that all the ingredients of possible money-laundering schemes were present in
South Africa. The banking sector in particular expressed its concern that, in view of the
increasing number of incidents, money launderers might already be misusing the banking
system on a much larger scale than previously thought.

need for administrative legislation and a central

The need for administrative legislation on money laundering, as well as the appointment of
a central reporting agency, has therefore become critical. Besides expressing concern,
several foreign regulators have indicated that the lack of anti-money-laundering measures in
South Africa might impede the opening of branches and subsidiaries in certain foreign
countries by South African banks. As regulator and supervisor of the South African banking
system, this Department, in pursuit of its mission, will therefore be seeking all possible
means to promote the speedy implementation of such measures in 1998.

SCRIP LENDING AND BORROWING
Since the deregulation of the Johannesburg Stock Exchange (“the JSE”) in 1995, there
have been a number of structural changes in South Africa’s equities market. Foreign securities traders have become active traders in the market, mainly through joint ventures with
local securities traders, and new trading techniques have been introduced. One of these
techniques is the use of arbitrage between price differentials in different markets, through
the purchase of securities or derivatives in the South African market and the sale of similar
instruments in foreign markets, or vice versa. In order to facilitate not only delivery against
the short positions taken by foreign securities traders in the market, but also orderly settlement, the JSE requires sufficient scrip to be delivered to the market, which scrip is often
borrowed for this purpose.
South African banks have
become active facilitators of
scrip borrowing by foreign
securities traders

As a result of the growth in this market, South African banks have become active facilitators
of scrip borrowing by foreign securities traders. By way of example, a bank will approach
institutional investors that hold shares on a long-term basis in order for the scrip to be
released and lent to foreign participants in the market. A borrower of such scrip is charged

a fee, based on the market value of the securities thus borrowed. Furthermore, the borrower has to deposit cash, to the market value of the securities, with the particular bank, as
security for the scrip borrowed. The bank, on the other hand, guarantees the return of the
scrip to the lender (owner)thereof.
Such a scrip-borrowi
nity of
tion affords the owner of the scrip the
enhancing the return on the investment through the fee earned, whilst retaining the full risk
and reward of ownership, in that the owner is fully exposed to market movements in the
securities concerned. Apart from the aforementioned price risk, the owner is exposed to a
counterparty risk, in that the bank might fail to fulfil its guarantee to return the scrip. When
the borrower, however, fails to return the scrip, the bank is required to buy in the securities,
utilising the previously deposited cash security, and to deliver the securities to the lender
(owner). The bank, therefore, has to ensure that the scrip-borrowing contract is legally
enforceable.
Department intends to regularise these activities

The Bank Supervision Department intends to regularise these activities by including scrip
lending in the definition of repurchase agreements during the coming year. The
Department will also hold discussions with the Financial Services Board, in order to ensure
that institutional investors that enter into scrip-lending transactions disclose the extent of
such activities in their financial reports, in
Proper disclosure will ensure that all p
risks inherent therein and that procedures for the proper management of these risks are
implemented.

CONTRIBUTION TO SOCIAL UPLIFTMENT BY THE BANKING SECTOR
“Development-sensitive”
lending

“Development-sensitive” lending has become an accepted practice in the United States of
America, where legislation specifies that:

possible introduction of
some form Of
sion disclosure requirement

The possible introduction of some form of credit-extension disclosure requirement in South
Africa has been raised in a discussion paper, which was prepared, in June 1997, by the
Standing Committee on Housing and Land Affairs of the Gauteng Legislature, with inputs
from the banking sector. The loans under consideration include financing for housing, consumer spending and small and medium-sized enterprises. It is, however, generally agreed
that further research on the following aspects would be necessary before any policy can be
implemented in South Africa:

further research
on the following
aspects would be
n-ry
I

The discussion paper argues that the introduction of social responsibility and disclosure
legislation in South Africa would not be completely without precedent, in that such measures are already being mooted or implemented with regard to employment policies and
contract allocations.
A three-tiered banking disclosure model, comprising the following sectors, is envisaged in
the discussion paper:
three-tiered banking disclosure model

The discussion paper suggests three p dies that could evaluate the social responsibility
performance of banks and lending

Issues that have been raised by the banking sector include the following:
issues raised by the Daming sector
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be established in order to advance the

The Bank Supervision Department is well aware of the hardships experienced by citizens in
the “subsidised” and “unbanked” sectors. As reported in this issue and previous issues of
this Annual Report, the Department has already taken a number of steps in order to
address these sectors’ need for access to loans:
steps taken by Department

Care will have to be taken that the proposed social responsibility and disclosure legislation
does not result in banks in South Africa being forced to deviate from sound lending practices.

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.

East and Southern Africa Banking Supervisors Group
fourth course in banking
supervision for ESAF

From 8 to 19 September 1997, the Bank Supervision Department successfully hosted the
fourth course in banking supervision for member countries of the East and Southern Africa
Banking Supervisors Group (“ESAF”). An important objective was the promotion of cooperation between supervisors, as well as harmonisation of supervision in the region, by
arranging opportunities for the participants to interact, exchange views and become better
acquainted.
Thirty-nine participants from 20 countries attended the course: 30 from 15 of the 16 ESAF
member countries; two from Angola; five from the Ivory Coast, Ghana and Nigeria, representing the West African Monetary Union; and two from the National Bank of Agricultural
and Rural Development in India.
The first part of the course was in the form of a one-day seminar, which, as in previous
years, provided an update on the latest trends in banking supervision. The audience of
some 180 people, including representatives of the banking sector, external auditors, the
financial press and the central bank, was addressed by speakers from the Bank for
International Settlements, the Federal Reserve Bank of New York, the Financial Services
Board, the International Monetary Fund, the South African Reserve Bank and the World
Bank.
The second part of the course, which concentrated on the key players and banking risks,
consisted of 29 modules, as well as case studies. Visits were also undertaken to the SA
Bank Note Company, the SA Mint Company and Sun City.
The South African Reserve Bank has indicated its willingness to host the course again in
1998, as part of its initiative to assist central banks in Africa with technical bank supervisory
training.

Technical assistance to the Bank of Mozambique and the Bank of
Namibia
During 1997, the Bank Supervision Department continued providing technical assistance, in
the form of on-site training, to the Bank of Mozambique.
technical assistance, in the
form of on-site training
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Following discussions, the Department agreed to provide technical assistance and training
to the bank supervisors of the Bank of Namibia, on the basis of providing time and training
material by means of an initial three-day technical training course. The course, which was
attended by 12 persons, was held in Windhoek, Namibia, from 18 to 20 November 1997
and consisted of 11 modules, discussion periods and case studies. One of the case studies was modelled on the reports and graphs produced by the Department for presentation
to South African banks’ management and directors.

INVESTOR AWARENESS
first investor-awareness
programme was launched

During the latter part of 1997, the first investor-awareness programme was launched by
means of a booklet titled “Money”, which was distributed widely. The booklet, which was
made available in all 11 official languages of South Africa, contains basic financial information on a number of topics pertaining to individual money matters. Specific emphasis is
placed not only on the care that has to be taken before monies are entrusted to persons
and institutions, but also on the dangers of investing in pyramid or “get-rich-quick”
schemes. Other matters addressed in the booklet include inflation and the importance of
saving.

I

Reports received after the launch indicated that the booklet was very well received by the
public. This is borne out by the Bank Supervision Department subsequently receiving
numerous requests for additional copies.
Investor awareness will continue to be a matter of importance, since investors are constantly exposed to the risk of losing their hard-earned money. In this regard, the Department
has taken note of other authorities’ special endeavours to address this problem by means
of specific legislation.

INFORMATION TECHNOLOGY
Ongoing developments and innovations in the use of information technology by the banking
industry continue to present both challenges and risks.

Developments with regard to the South African National Payment
System
As reported in previous issues of this Annual Report, the need to contain systemic risk and
to address other shortcomings in the South African National Payment System (“NPS”)
resulted in the NPS reform project, a collaborative effort between the South African Reserve
Bank (“the SARB”) and the banking industry. During 1996 and 1997, various banking
industry projects were initiated for the successful implementation of the NPS reform strategy that was accepted by the SARB and the banking industry in November 1995 and,
more specifically, the new online interbank settlement system that is to be implemented
during 1998.
twenty-two banking institutions will participate in the
South African Multiple
Option Settlement system

Twenty-two banking institutions, comprising banks and branches of foreign banks, have
indicated that they will participate in the South African Multiple Option Settlement
(“SAMOS”) system implemented on 9 March 1998. These banking institutions will have
access to not only the interbank settlement facilities offered by the SARB, but also the intraday and end-of-day accommodation facilities that are available for settlement purposes.

Participating banking institutions will have to familiarise themselves with the connectivity to
the SAMOS system and, more specifically, will have to ensure the system’s integration with
their in-house applications and business processes. A practical training course conducted
during 1997 provided delegates with the opportunity to experiment with the SAMOS system and to familiarise themselves with technical concepts, such as the system’s security
architecture and arrangements.
In order to provide a secure transaction environment for high-value interbank fund transfers, the SARB has established a SAMOS certification authority (“CA). For purposes of
unique and secure identification, the SAMOS CA will provide digital certificates, which will
ensure complete confidentiality and security of interbank fund transfers through the
SAMOS system.
three options by which to
participate

Banking institutions will initially have three options by which to participate in SAMOS: personal computer-based SAMOS front-end external application software (“SAMEX”), which
has been developed by the SARB; their own SWIFT-based application; or an in-house
interface utilising the MQ series protocol. SAMEX will provide banking institutions with settlement and collateral-position monitoring facilities in order to optimise liquidity needs.
Furthermore, SAMM will allow banking institutions to view statements and to download
information to their in-house systems for processing and auditing purposes. SWIFT-formatted account statements will also be provided to SWIFT users.

changes to current
end-of-day settlement

The new settlement system will result in changes to the current end-of-day settlement
practice. All South African registered banking institutions will be eligible to open settlement
and loan accounts at the SARB, which accounts will enable the institutions to participate
directly in the interbank settlement process. Funds will be obtainable through interbank
transfers or via intraday or end-of-day SARB loans under the planned repurchase-agreement tender and marginal lending facilities. A banking institution wishing to obtain an intraday or overnight loan will have to have the required collateral available in the central depository or the financial instrument register at the SARB’s Johannesburg branch.

introductionof an averaging
principle

The introduction of an averaging principle means that each bank will have to ensure that
the average daily balance in its cash-reserve account over the month, that is, from the fifteenth business day of the reference month to the fourteenth business day of the following
month, complies with the cash-reserve requirements. This will allow banks to use their
reserve balances for intraday-settlement purposes and clearing transactions. Banks will
thus be allowed to use these cash-reserve holdings as working balances, and these holdings will become the operational accounts in the SAMOS system.

phased approach to implementation

In order to ensure the smooth implementation of the new settlement arrangements, a
phased approach will be followed. In the initial phase, from March 1998 to September
1998, the dynamic collateral-management system will be utilised to ascertain the intraday
collateral requirements and to secure overnight loan positions. As from 9 March 1998, the
current manual end-of-day interbank settlement and accommodation process will be
replaced by the automated SAMOS system. Although, initially, final and irrevocable settlement will still be effected the following morning, banking institutions will have the opportunity to assess the impact of the new settlement system on their payment practices and liquidity and collateral needs. As from 9 March 1998, the SAMOS system will, however, be
the only mechanism used by the SARB to make transfers to banking institutions, and for
banking institutions to make transfers to the SARB in respect of the settlement of specified
money-market transactions when the SARB and private banking institutions act on their
own behalf. In October 1998, final and irrevocable intraday settlement will be implemented, and it is planned to introduce same-day settlement for retail payments during
September 1999. From October 1998, banking institutions will be able to achieve final and
irrevocable settlement on a continuous basis, thereby complying with international standards for real-time gross settlement of large-value payments.

stringent operational requirements

overall reduction of
temic risk

SYS-

During 1998, banking institutions will have to focus on the SAMOS system’s integration
with their business processes and on the enhancement of intraday liquidity and collateral
management. Participation in the settlement system will bring with it stringent operationat
requirements, and banking institutions have to ensure that they can make and receive payments timeously. It is envisaged that an NPS Act will be promulgated during 1998. The
main aim of the Act will be to provide for the management, administration, operation, regulation and supervision of payment, clearing and settlement systems in the Republic of
South Africa and, specifically, to ensure finality and irrevocability of interbank settlement.
The intraday liquidity and collateral monitoring facilities of the SAMOS system will enable
banking institutions to manage settlement risk more efficiently and, coupled with a formal
legal framework and management structures, will culminate in the overall reduction of systemic risk in the payment system. These factors will reduce the probability of contagion in
the South African financial system and, thereby, enhance the country’s standing in the
international financial and banking arena.

Electronic transfer of statutory information
electronic system to enhance the efficiency of data
transfer

As mentioned in the 1996 Annual Report, the Bank Supervision Department is implementing an electronic system in order to enhance the efficiency of data transfer between banking institutions and the Department.

I

During April 1997, six banking institutions were requested to take part in a pilot project, in
order to enable the Department to resolve any system problems prior to full implementation
of the electronic submission of statutory DI returns by banking institutions. The institutions
that participated in the pilot project, and whose co-operation is gratefully acknowledged,
are, in alphabetical order:

1

1

ABSA Bank Limited.
First National Bank of Southern Africa Limited.
lnvestec Bank Limited.
I
Nedcor Bank Limited.
Societe Generale.
The Standard Bank of South Africa Limited.

Once the Department was satisfied that it could successfully receive and decrypt encrypted
statutory DI returns, a circular, requiring all banking institutions to implement systems
enabling them to submit DI returns in an electronic format, was issued in August 1997.
As individual banking institutions complete the development of their systems and successfully submit encrypted DI returns to the development environment of the South African
Reserve Bank (“SARB”), such institutions will be furnished with the SARB’s production environment address, to which DI returns will then have to be submitted electronically.
lrrlplementation in
March 1998
lull

The latest date for full implementation of the electronic data-transfer system was the fifteenth working day of March 1998, when the information for the period ended 28 February
1998 had to be submitted.
To date, all banking institutions, except one, have decided to use the Internet and PSMP
encryption, which complies with the PGP standard, for the submission of their statutory DI
returns.
The Department believes that the new data-transfer system will enable it both to receive
and to release more timely and accurate banking sector information.

i

“Year 2000” compliance
In the 1996 Annual Report, the steps taken by the Bank Supervision Department in order
to ensure timeous “year 2000” compliance by banking institutions were discussed.
During 1997, the progress made with the implementation of “year 2000 compliance projects was discussed with individual institutions during the regular prudential meetings that
are held as part of the Department’s supervisory programme. In addition, a circular,
requesting each banking institution to complete a questionnaire regarding the institution’s
“year 2000” preparedness, was issued in September 1997. The questionnaire had to be
completed in respect of not only the local operations, but also the foreign operations, of an
institution.
special prudential meetings
on “year 2000 compliance

The Department is currently analysing the responses received from banking institutions, in
preparation for special prudential meetings on “year 2000” compliance, to be held with
each banking institution during the first quarter of 1998.

Virtual banking
The banking industry was an early user of information technology for purposes of electronic
commerce, as evidenced by banks’ introduction of the automated teller machine as a costcutting and convenience service to customers.

As a result of the Internet revolution, technology is being used to add further dimensions to
customer service, through, for example, online banking, one-stop shopping, smart cards
and electronic data-interchange devices. Online banking does not constrain banks to geographical boundaries and enables them to offer the convenience of home banking to customers. Not only are such services being offered by an ever increasing number of banks,
but a new breed of bank, termed a virtual bank, which exists only on the Internet, is making
its appearance. The increasing availability of smart cards and smart-card readers that are
connected to home computers, together with their growing acceptance by vendors worldwide, will no doubt contribute to the predicted boom in electronic commerce.
provision of banking services on the Internet

When embarking on Internet-based electronic commerce, a user has to consider not only
the technological aspects, but also the impact on the business as a whole. In the case of
the provision of banking services on the Internet, it is of crucial importance for a bank to:

important issues still need
to be resolved worldwide

Because of the borderless nature of electronic commerce on the Internet, a number of
important issues still need to be resolved worldwide. These issues relate to, inter alia, the
collection of taxes on Internet-traded goods and services by governments, the enforcement of exchange-control regulations, the accounting treatment of fund transfers via the
Internet and the potential for contravention of banking legislation by virtual banks.
The single most important concern for both banks and users of virtual banking systems,
however, relates to security - security of data transmission and payment mechanisms, as
well as authentication of the identity of transacting parties. The encryption system used for
financial transactions on the Internet, therefore, has to provide the means to offer confidentiality, non-repudiation and data integrity.

A technique worth noting in this regard is key encryption, which uses a pair of keys, instead
of a single key, for the encryption of messages to be transmitted. The keys, called the pubWprivate key pair, are a matched set that is assigned to each individual user - what one
key encrypts, only the other can decrypt. A digital signature, using key encryption, may be
regarded as being superior to a conventional signature, since the former encrypts both the
content of a message and the identity of the sender.
The Bank Supervision Department will continue to monitor developments in Internet banking services, in order to ascertain the need for amendments to existing banking legislation,
particularly the need for regulations in this regard.

Internet homepage
homepage at
http://w~resbank.co.za

The homepage of the South African Reserve Bank (“SARB”) on the Internet, at address
http://www,resbank.co.za, greatly assists in the wide dissemination of timely information.
The Website, for which a search facility is available, is visited frequently - on average,
26 500 pages of information are requested per month.
Useful information on the SARB’s homepage includes the following:

CHAPTER 3

The purpose of this chapter is to reflect the more important trends and industry statistics
that are apparent from the information received from registered banks.
compar
differ from those reported in
the 1996 Annual Report

Aggregated information of individual banks is contained in the reports and graphs in sections 3.1 to 3.8 below. Certain of the comparative figures in respect of December 1996
may differ from those reported in the 1996 Annual Report owing to amended returns having been submitted by banking institutions after publication of that report. Since the “big
four” banks constituted 75 per cent of the banking sector in December 1997 (78 per cent
in December 1996), their position largely affects the reports and graphs that follow. The six
largest banks constituted 85 per cent of the banking sector as at the end of December
1997.

3.1 BALANCE-SHEET STRUCTURE
type and spread of a
bank‘s business activities

The balance-sheet structure is analysed to determine the type and spread of a bank’s
business activities, as well as to consider the impact of any changes thereto on the risk
profile of the banking sector. The aggregated balance sheet of the banking sector in South
Africa, as at 31 December 1997, equalled R549,4 billion (as opposed to R471,3 billion as
at 31 December 1996). This represents a growth rate of 16,6 per cent for the year (1995:
18 per cent and 1996: 183 per cent), which is close to two percentage points lower than
the growth for the period ending 31 December 1996. The composition of the balancesheet structure as at 31 December 1997 is shown graphically in Figure 1.

FIGURE 1: BALANCE-SHEET STRUCTURE
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As can be seen from the graphs as at 31 December 1997, domestic deposits from the
public constituted the main source of funding for the banking sector, namely, R396,4 billion, which represented 72 per cent of total funding (December 1996: 71 per cent).
With respect to assets, loans and advances to the public, which amounted to R439,7 billion
on 31 December 1997 (representing 80 per cent of total assets, as opposed to 79 per cent
in December 1996), were the main asset to which the funding available to the banking sector was applied. The overall composition of the balance-sheet structure remained fairly
constant during the year under review.
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Liabilities
only minor changes

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 capital and reserves, in the composition of liabilities.

FIGURE 2: LIABILITIES - YEAR-ON-YEAR COMPARISON
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Composition of deposits
Deposits from the public, as at 31 December 1997, amounted to R396,4 billion (December
1996: R336,5 billion). This represents 72 per cent (December 1996: 71 per cent) of the
total funding available to the banking sector as at 31 December 1997. The growth rate for
the year was 17,8 per cent (1996: 14,4 per cent). Foreign funding decreased from 8 per
cent as at 31 December 1996 (R36,8 billion) to 6 per cent as at 31 December 1997
(R35,6 billion).

I

decreasing liquidityrisk

Figure 3 reflects the year-on-year comparison of the composition of deposits. As can be
seen from Figure 3, the composition remaining fairly static, showing only a minor increase in
negotiable certificates of deposit of 1 per cent and minor decreases of 1 per cent each in
demand and savings deposits. The decrease in the proportion of total deposits represented by short-term investments resulted in a lower percentage of the banking sector's assets
(consisting mainly of non-bank loans and advances) being financed by short-term funding,
thereby decreasing the liquidity risk to which banks are exposed.

I

FIGURE 3: COMPOSITION OF DEPOSITS
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Other major liabilities of the banking sector, as at 31 December 1997, included foreign
funding of R35,6 billion (which decreased by 3,2 per cent when compared to the
December 1996 level of R36,8 billion), capital and reserves of R41,8 billion (which
increased by 24 per cent when compared to the December 1996 level of R33,7 billion),
other liabilities of R38,9 billion (which represents a growth rate of 22,l per cent when compared to the December 1996 level of R31,8 billion) and interbank funding of R22,8 billion
(representing a growth rate of 31,8per cent when compared to the amount of R17,3 billion
at the end of December 1996). Other liabilities included amounts owing to the South
African Reserve Bank, trade creditors, deferred income, deferred tax balances, impairments and other funding liabilities.

Assets
assets increased by
R78,l billion

Figure 4 graphically reflects the,year-on-year comparison of the composition of assets as
at 31 December 1997 to that as at 31 December 1996. The banking sector’s assets
increased by R78,l billion (which represents a growth rate of 16,6 per cent) during the
year, to a total of R549,4 billion at the end of December 1997. The main factors contributing to this growth were the following:

FIGURE 4: ASSETS - YEAR-ON-YEAR COMPARISON
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FIGURE 5: COMPOSITION OF LOANS AND ADVANCES
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Composition of loans and advances
non-bank loans and
advances represented
focus for the management
of on-balance-sheetcredit

The composition of loans and advances is shown graphically in Figure 5. As at the end of
December 1997, non-bank loans and advances constituted 80 per cent (December 1996:
79 per cent) of the banking sector's assets and, thus, represented the main area of focus
for the management of on-balance-sheet credit risk. The growth of R65,6 billion (1996:
R58,O billion), which, in percentage terms, represents a growth rate of 1 7 3 per cent (1996:
18,3 per cent), achieved in respect of non-bank advances during the year can be attributed
mainly to the following areas:

A
A
A

A
A

Mortgage loans increased by R20,3 billion (13,4 per cenr, as opposea IO ID,Uper
cent in 1996),from R152,O billion to R172,3 billion.
Overdrafts and loans increased by R27,9 billion (263 per cent, as opposed to 14,8 ,
per cent in 1996),from R105,6 billion to R133,5 billion.
lnstalments debtors increased by R3,5 billion ( 5 1 per cent, as opposed to 20,3 per
cent in 1996),from R68,l billion to R71,6 billion.
Acknowledgements of debt discounted increased by R5,2 billion (30,l per cent, as
opposed to 38,4 per cent in 1996),from R17,3 billion to R223 billion.
Negotiable certificates of deposit (‘“CDs”) grew, albeit from a fairly low base of R6,5
billion as at 31 December 1996, by 88,l per cent, to R12,3 billion as at 31 December

-

1997.

A
i

Redeemable preference shares increased by R1,7 billion (29 per cent), from R5,7 billion to R7,4 billion.
...

several changes in the
growth rates of different
assets

As can be observed from the above, there have been several changes in the growth rates
of different assets, as is evidenced by the decrease in the growth of mortgage loans, the
large increases in overdrafts and loans, as well as in NCDs, and the marginal increase of
5,l per cent in instalment debtors during the year under review.

FIGURE 6: GROWTH IN SELECTED LOANS AND ADVANCES
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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, 87 per cent of loans and advances)
granted by the banking sector. In comparison to the growth rates of 13,4 per cent (1996:
16,8 per cent) and 5,l per cent (1996: 20,3 per cent) achieved in respect of mortgages
and instalment-sale debtors, respectively, during the year, overdues pertaining to the same
categories of loans and advances grew by 245 per cent (from R5,I billion to R 6 , 3 billion)
and 28,7 per cent (from R1,7 billion to R2,2 billion), respectively. For all other loans and
advances, the major portion being overdrafts, loans and credit cards, overdues grew by
4,7 per cent (from R5,9 billion to R6,3 billion). Specific provisions as percentages of the
above-mentioned overdues were as follows:

The continued growth in overdues in reGect of mortgages and instalment debtors remains
a cause for concern to the Bank Supervision Department.

3.2 CAPITAL ADEQUACY
Capital provides a safety net to deposit
es 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.
/

total capital and reserves
amounted to R41,8 billion

The total capital and reserves held by the banking sector at the end of December 1997
amounted to R41,8 billion (R33,7 billion in December 1996),R38,9 billion (1996: R32,7 bil-.
lion) of which constituted qualifying capital and reserves for purposes of assessing capital
adequacy. The capital-adequacy ratio at the end of December 1997 was 9,9 per cent
(1996: 9,7 per cent).

I

growth in qualifying capital
and reserves exceeded the
growth in the total balance
sheet

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 exposures) and actual qualifying
capital. At the end of December 1997, primary capital and reserves constituted 71 per cent
(1996: 71 per cent) of qualifying capital and reserves before deduction of impairments
amounting to R1,973 billion (1996: R1,416 billion). Primary capital and reserves grew b
20,l per cent (1996: 22,4 per cent) during the year, to R28,9 billion at the end of Decemb
1997. Secondary capital and reserves, on the other hand, grew by 19,7 per cent during the
year (1996: 9,2 per cent), to R12,O billion at the end of December 1997. It is encouraging
to note that the growth in qualifying capital and reserves of 19,Oper cent (from R32,7 billio
to R38,9 billion) exceeded the growth in the total balance sheet of 16,6 per cent. In
trast, for the year ended 31 December 1996, the growth in qualifying capital and res
equalled 17,3 per cent, whereas the growth in the total balance sheet equalled 18,5 per
cent.

FIGURE 7 : CAPITAL ADEQUACY
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An analysis of the
istribution of banks in terms of capital adequacy at t
of December 1997 (see Figure 8) reveals that 4 per cent (1996: 2 per cent) of tt
number of banking institutions (which had received special dispensation fro
Department) did not meet the minimum capital-adequacy ratio of 8 per cent, wher
per cent of banking institutions (1996: 44 per cent) had capital-adequacy ratic
exceeded 15 per cent.

FIGURE 8: DISTRIBUTION OF BANKS IN TERMS OF CAF
ADEQUACY
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Risk profile of on- and-off-balance-sheet items
For the year ended 31 December 1997, total assets and off-balance-sheet items g
15,4 per cent (1996: 20,l per cent), and total risk-weighted assets and off-balanct
items grew by 16,3 per cent (1996: 19,7 per cent).
average combined risk
weighting of 66.9 per cent

The composition of off-balance-sheet-items had the effect of lowering the avera
weighting of total assets, which, for December 1997, amounted to 68,9 per cent
6 9 3 per cent), to an average combined risk weighting of 66,9 per cent (1996: 6(
cent) for assets and off-balance-sheet items. Off -balance-sheet items accoun
approximately 9,9 per cent (December 1996: 10,8 per cent) of the combined total of
and off-balance-sheet items at the end of December 1997. The risk-weighted perce
of assets and off-balance-sheet items and of the combined total of assets and Off-bi
sheet items are graphically illustrated in Figure 9. The increase in the level of risk-wc
off-balance-sheet items between May 1997 and July 1997 was caused mainly by
stantial increase in reported indemnities and guarantees.

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

A

Quality of earnings (riskiness of earnings).

A

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

A

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

A

Integrity of the information (whether the income statement is consistent with the balance sheet).

A

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

A

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

A

Structural changes in profitability during the year.

I
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0: COMPOSITION OF THE INCOME STATEMENT
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FIGURE 1 1 : INCOME AND EXPENDITURE A S A PERCENTAGE OF
TOTAL ASSETS
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As can be seen in Figures 10 and 11, the intermediation function, which consists of interest
margin (an average of 3,O per cent of total assets for the year, as opposed to 3,l per cent
in 1996) and transaction-based fee income (an average of 1,7 per cent of total assets for
intermediation function
constitutes the main source
of income

generation of additional
income remains critical

the year, as opposed to 1,6 per cent in 1996), constitutes the main source of income for
banks. As can be observed from Figures 10 and 11, the income derived from the intermediation function (R291,5 million) was generally not sufficient to cover the sum of operating
expenses and provisions (R303,5 million), which, for the year, amounted to 4,9 per cent of
total assets. It is thus clear that, as stated in the 1996 Annual Report, 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) remains critical for purposes of ensuring the continued profitability of
banks.

interest derived from mortgage bonds continued to
be the largest component
of total interest income

Knowledge-basedfee income and investment income earned during the year were equivalent to 0,8 per cent and 0,9 per cent, respectively, of total assets (as opposed to the percentages of 0,7 per cent and 0,8 per cent, respectively, during 1996). Interest income
increased by 18,7 per cent (1996: 29 per cent) during the year, whereas interest expense
increased by 19,4 per cent (1996: 33 per cent). The net result thereof was that the interest
margin grew by 16,3 per cent (1996: 14,5 per cent), which is close to two percentage
points better than the previous year's growth in the interest margin. Interest derived from
mortgage bonds, constituting 38,8 per cent (1996: 39,6 per cent) of total interest 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 (38,6 per cent in December 1997 and 39,2 per cent in December 1996).
The proportionate decrease in mortgage loans, as a percentage of non-bank loans,
appears to have shifted to overdrafts and loans, which increased from 27,7 per cent in

main components of interest expense were the interest expense relating to
demand deposits and fixed
and noticedeposits

specific and general provisions relating to loans and
advances and operating
expenses increased

1996 to 29,9 per cent of total non-bank loans and advances. The main components of
interest expense during the year were the interest expense relating to demand deposits and
fixed and notice deposits. Interest paid in respect of demand deposits constituted 31,9 per
cent (1996: 313 per cent) of the total interest expense, whereas interest paid on fixed and
notice deposits constituted 31 ,I per cent (1996: 33,l per cent) of the total interest expense
for the year.
Specific and general provisions relating to loans and advances increased by 11,6 per cent
and 12,l per cent, respectively (as opposed to the previous year's growth rates of 72 per
cent and 4 cent, respectively), whereas operating expenses increased by 14,6 per cent
(1996: 14,6 per cent). Specific provisions for loans and advances charged to the income
statement amounted to R3,2 billion (1996: R2,l billion), and amounts of approximately
R1,7 billion (1996: R1,2 billion) were written off against specific provisions during the year.
The increase in specific provisions of approximately R725 million was necessary in view of
the increase in overdues depicted in Figure 22.

before-tax return equivalent
to approximately 1 3 per
cent of total assets

The banking sector achieved a before-tax return equivalent to approximately 1,5 per cent of
total assets (1996: 1,3 per cent) and an after-tax return equivalent to approximately 1,2 per
cent of total assets (1996: 0,9 per cent). The average after-tax return on equity for the year
was 14,3 per cent (1996: 12,6 per cent). (See Figure 12.)
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3.4 LIQUIDITY RISK
An evaluation of liquidity-risk management involves an assessment of the level of compliance
with the statutory 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 consideration of the volatility of funding
sources available. The relationship between interest-rate risk management and liquidity-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.

FIGURE 13: STATUTORY LIQUID ASSETS - ACTUAL VERSUS
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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 statutory liquid-asset requirement. Approximately 62 per cent (1996:
72 per cent) of the average daily amount of liquid assets held during December 1997 consisted of stocks held in terms of section 19 of the Exchequer Act, whereas 32 per cent
(1996: 22 per cent) consisted of Treasury bills of the Republic and 4 per cent (1996: 5 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 1997, represented approximately 10 per cent (1996: 10 per cent) and 8 per cent (1996: 9 per cent),
respectively, of adjusted liabilities. This means that the adjusted liabilities, which are used
for purposes of computing the liquid-asset and reserve-balance requirements, were
reduced by 18 per cent (1996: 19 per cent), or R93,2 billion (1996: R83,l 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 experienced
in the short term, since an increase in the mismatch could be a signal of the existence of a
potential funding problem.

FIGURE 14: SHORT-TERM LIQUIDITY MISJWTCH
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The short-term theoretical mismatch (see Figure 14)showed a steady downward trend, and
average monthly balances, computed on a quarterly basis, amounting to R105,9 billion,
R100,O billion, R94,l billion and R95,l billion were reported in respect of the quarters
ended March 1997, June 1997, September 1997 and December 1997, respectively.

For the month of December 1997, the short-term theoretical mismatch for the banking
sector stood at R98,7 billion (1996: R105,7 billion), representing 17,9 per cent (1996: 22,4
per cent) of total liabilities.
The anticipated short-term mismatch, as derived from the asset-and-liability committee
(“ALCO”) models of banks for December 1997, amounted to R68,l billion (1996:
R61,2 billion), which is R7,O billion (1996: R44,l billion) less than the level of the theoretical
mismatch at that time.

Volatility of funding
reliance on wholesale
deposits for funding remained constant

As at 31 December 1997, wholesale deposits (greater than R100 000) constituted 71 per
cent (1996: 71 per cent) of total wholesale and retail deposits. This means that the banking sector’s reliance on wholesale deposits for funding remained constant during 1997.
Wholesale deposits, as a percentage of the total on-balance-sheet funding for December
1997, represented 58 per cent, as opposed to 56 per cent for December 1996. Albeit a
marginal increase in percentage, this indicates a fairly constant application of wholesale
deposits for funding purposes by banks as a whole (see Figure 15).
The aggregate amount of the 10 largest depositors of individual banks averaged R56,l billion (1996: R46,3 billion) during the year under review. Expressed as a percentage of the
aggregate amount of total funding liabilities to the public, large depositors equalled
13,3per cent (1996: 12,7 per cent), at the end of December 1997. Figure 15 reflects the
trend in wholesale deposits and large depositors, expressed as a percentage of total
deposits.

FIGURE 15: WHOLESALE DEPOSITS AND LARGE DEPOSITORS
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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 discount window of the South African
Reserve Bank, bank deposits, irrevocable undrawn call facilities and other readily marketable securities.

3.5 INTEREST-RATE RISK
The statutory return uses dynamic sensitivity analysis to measure the impact, on the income
statement, of yield-curve changes in the event of the Bank rate increasing or decreasing by
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.
An interest-rate forecast is constructed from the forecast movements in the prime and 12month NCD rates. This is shown graphically in Figure 16.

FIGURE 16: INTEREST-RATE FORECAST
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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 banks themselves determine the
size of an interest-rate change, which each individual bank considers to be a shock.

FIGURE 17: POTENTIAL EFFECT ON CAPITAL A S A RESULT OF A
CHANGE IN BANK RATE
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3.6 MARKET RISK

.

value at risk remained
below 1 per cent

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. As can be seen from the graph in Figure 18, the value at risk, as a percentage of capital, remained below 1 per cent for most of the year under review, ending at
0,45 per cent for December 1997.

FIGURE 18: VALUE AT RISK AND PERCENTAGE OF CAPITAL AT
RISK
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Turnover in derivatives
Turnover in derivatives fluctuated widely during the year, from approximately R55,5 billion in
December 1996 to approximately R129,6 billion in December 1997. The latter amount is
equivalent to 24 per cent of total assets, as opposed to 12 per cent in December 1996
(see Figure 19).

FIGURE 19: TURNOVER IN DERIVATIVE CONTRACTS
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Unexpired derivatives contracts
unexpired derivative contracts increased

Unexpired exchange-traded derivative contracts amounted to R177,7 billion in December
1997 (December 1996: R96,7 billion), representing 32 per cent of the banking sector's total
assets (December 1996: 20 per cent). Unexpired derivative contracts increased throughout
the year, as depicted in Figure 20. Average quarterly balances showed a marked increase
from the levels of the previous year. Average monthly balances, computed on a quarterly
basis, were reported as R357,2 billion, R428,O billion, R624,9 billion and R749,4 billion for
the quarters ended March 1997, June 1997, September 1997 and December 1997,
respectively. As at 31 December 1997, the total value of unexpired derivative contracts
was I77613 billion (December 1996: R371, I billion), representing 138,6 per cent of total
assets on that date (December 1996: 78,7 per cent of total assets). As at 31 December
1997, over-the-counter traded derivatives accounted for 77 per cent (1996: 80 per cent) of
all unexpired derivatives contracts.

FIGURE 20: UNEXPIRED DERIVATIVES CONTRACTS
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3.7 CREDIT RISK

Analysis of overdue amounts
in respect Of
categories increased
Overdues

The gross amount of overdues in respect of loans and advances grew by 17,3 per cent
(R2,3 billion) during the year, from R13,2 billion in December 1996 to R15,6 billion in
December 1997. Expressed as a percentage of total loans and advances, gross amounts
overdue amounted to 3,3 per cent in December 1997 (December 1996: 3,2 per cent).
The gross amount of overdues pertaining to mortgage loans increased by 27,l per cent
(R1,43billion) during the year, from R5,28 billion in December 1996, representing 3 3 per
cent of total mortgage loans, to R6,70 billion in December 1997, which represents 3,9 per
cent of total mortgage loans. Specific provisions as a percentage of overdues grew from
21,6 per cent in December 1996 to 23,8 per cent in December 1997. The sum of specific
provisions and security held, expressed as a percentage of overdues, increased from
88,l per cent in December 1996 to 113,9 per cent in December 1997.
The gross amount of overdues pertaining to instalment-sale agreements grew by 9,2 per
cent (R178 million) during the year, from R1,94 billion in December 1996 to R2,l billion in
December 1997. As a percentage of total instalment sales, gross amounts overdue
increased from 2,8 per cent in December 1996 to 3 , O per cent in December 1997.
Specific provisions were increased by 6,5 per cent, from R1,l million in December 1996 to
R1,2 billion in December 1997. Specific provisions as a percentage of overdues decreased
from 56,6 per cent in December 1996 to 5 5 3 per cent in December 1997.
Overdues on other loans and advances, of which overdrafts and loans constituted
approximately 58 per cent, increased by 11,4 per cent (R692 million) during the year, from
R6,l billion in December 1996 to R6,8 billion in December 1997. Overdues as a percentage of other loans and advances, however, decreased from 3,3 per cent in December
1996 to 2,9 per cent in December 1997. Specific provisions increased by 5,O per cent
during the year, from R3,9 billion, representing 66,6 per cent of overdues, in December
1996 to R4,2 billion, representing 62,O per cent of overdues, in December 1997.
An analysis of overdues in respect of mortgage loans, instalment sales and other loans and
advances is illustrated graphically in Figure 21.

FIGURE 21: ANALYSIS OF OVERDUE ACCOUNTS
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Provisioning policy for bad and doubtful loans and advances
Although overdues on total loans and advances grew by 17,3 per. cent during the year,
specific provisions made in respect of such overdues increased by only 11,6 per cent, from
R6,2 billion in December 1996 to R6,9 billion in December 1997. Specific provisions,
expressed as a percentage of overdues, decreased from 46,9 per cent in December 1996
to 44,6 per cent in December 1997. Thus, 554 per cent (R8,6 billion) of the overdue loans
and advances at the end of December 1997 had not been specifically provided for (as
opposed to 52,l per cent, or R6,8 billion, in December 1996).
Specific provisions made at the end of December 1997, by loan type and expressed as a
percentage of overdue amounts, were as follows:

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

FIGURE 22: PROVISIONS A S PERCENTAGE OF TOTAL OVERDUES
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Large exposures
large exposures granted
*reased by 698 per cent

large exposures utilised
decreased by 9,3 per cent

-.

The position regarding large exposures granted and utilised over the period from March
1996 to December 1997 is illustrated graphically in Figure 23. Large exposures granted
decreased by 6,8 per cent during the year, from R418,8 billion, representing 1 316 per cent
of net qualifying capital and reserves, as at 31 December 1996, to R390,2 billion, representing 1 022 per cent of net qualifying capital and reserves, as at 31 December 1997.
Large exposures utilised decreased by 9,3 per cent during the year, from R144,7 billion,
representing 455 per cent of net quafifying capital and reserves, as at 31 December 1996,
to R131,4 billion, representing 344 per cent of net qualifying capital and reserves, as at 31
December 1997.

The guidelines of the European Economic Community recommended that those large
exposures granted that exceed 15 per cent of capital and reserves should not exceed, in
total, 800 per cent of capital and reserves, and that no single exposure should exceed
25 per cent of an institution'scapital base.
decreased by
25,8per cent
Overdues

Overdues in respect of large exposures decreased by 25,8 per cent during the year, from
R11 million in December 1996 to R8 million in December 1997.

FIGURE 23: LARGE EXPOSURES GRANTED AND UTILISED A S A
PERCENTAGE OF CAPITAL
1500

Percentage

Percentage

50

1200

40

900

30

600

20

300

10

0

0
I
Dec
Mar
Jun
Sep
1996
Quarters
Utilised as a percentage
of loans and advances
Overdue amounts as a percentage
of total amount utilised

--

Jun

81

Sep

Dec
1997
Granted as a percentageof
capital -Y1
Utilised as a percentageof
capital -Y1

Quality of assets
eighty per cent earned a
reasonablemargin

Eighty per cent (December 1996: 79 per cent) of the banking sector's assets earned a
reasonable margin, 7 per cent (December 1996: 7 per cent) eamed a small margin, and the
remaining 13 per cent (December 1996: 14 per cent), which includes infrastructure, earned
no margin (see Figure 24).

FIGURE 24: ASSET PERFORMANCE
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3.8 CURRENCY RISK

aggregated net effective
position amounted to
minus 0,4 per cent

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 percentage of net qualifying
capital and reserves, amounted to minus 0,4 per cent for December 1997 (December
1996: ,8 per cent).
The position in foreign-currency instruments and the liquidity maturity structure of US dollar
positions are shown in Figures 25 and 26, respectively.

FIGURE 25: POSITION IN FOREIGN-CURRENCY INSTRUMENTS
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FIGURE 26: LIQUIDITY lvlATURITY STRUCTURE : US DOLLARS
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CHAPTER 4

The purpose of this chapter is to provide a brief overview of the most important developments regarding banking legislation in South Africa during 1997.

AMENDMENTS TO THE BANKS ACT. 1990
no amendments during
1997

not propose amendments to the Banks Act during 1997.
The regulatory framework, however, needs to be updated and amended in order to keep
pace with international and local developments in the financial sector and supervisory practice. Some issues that may necessitate certain amendments to relevant provisions of the
Banks Act are, inter alia:

Monetary-policy operational procedures
As reported in Chapter 2 of this Annual Report, the Governor of the South African Reserve
Bank (“the SARB”) indicated, in his address at the seventy-seventh Ordinary General
Meeting of Shareholders, held on 26 August 1997, that the SARB intended revising its
monetary-policy operational procedures in the money and capital markets. In the revision
of these operational procedures, repurchase transactions between the SARB and banks
are designated to become the main refinancing instrument in the management of the banking sector’s liquidity. Under the old system, the underlying paper accepted for overnight
loans at the discount window at Bank rate is restricted to such financial instruments, with
an outstanding maturity of less than 91 days, as are listed under the definition of “liquid
assets” in section 1 of the Banks Act.
definition of “liquid assets”
may need to be amended

In the event of acceptable collateral for repurchase agreements between the SARB and
banks being based on the above-mentioned definition of “liquid assets”, that definition may
need to be amended, on the one hand, to exclude certain financial instruments, and, on
the other hand, to extend the definition to include all Government securities, irrespective of
the outstanding maturity thereof.

National Payment System
The growth in values transferred through payment systems, as well as the systemic risk
inherent in the clearing and settlement of payments, has compelled central banks worldwide to introduce risk-reduction measures in their respective domestic payment systems.
Consequently, in line with international developments, the SARB identified the need to
reform the payment system in the Republic of South Africa.
As a result, a draft National Payment System Bill was prepared and finalised with the objective of providing a sound legal foundation in respect of the South African payment system. It is envisaged that the National Payment System Bill will be tabled in Parliament during the 1998 parliamentary session.
certain provisions of the

The main legal issues addressed in the proposed legislation are those of finality and irrevocability of settlement, netting arrangements, clearing provisions and the oversight role
of the SARB with regard to the payment system. Certain provisions of the Banks Act may
need to be amended, in order to provide adequately for the implementation of the new
national payment system.

I

Demarcation between banking business and insurance business
As was reported in the 1996 Annual Report, the Department participated in the activities of
the committee that was formed to consider the demarcation between the business of
banks, life insurers and the unit trust-industry. Despite the complexity of the issue, much
progress has been made, and the committee is now preparing its second report. Elements
of the emerging consensus appear to include the following:

B

elements of the emerging
consensus

9

definition of “the business
of a bank“ may need to be
amended

Issues that remain to be resolved concern, in essence, details of the manner in which tax
neutrality will be achieved. From the point of view of the Department and banks, it appears
safe to assume that section 59D of the Insurance Act will be amended, and that the definition of “the business of a bank” in section 1 of the Banks Act may need to be amended, in
order to preclude insurers from guaranteeing the repayment of an investment in the manner
in which banks do.

Electronic money
The rapid development of information technology has resulted in a need to examine the
possible problematic implications that the use of digital cash (“cyber money”) to effect payments may have on the monetary policy of a country. Since the use of cyber money ostensibly takes payments off a bank’s books, demand for central-bank money, a crucial factor in monetary policy, is reduced. If the role of cash declines and lending relating to
Internet transactions is not constrained by minimum reserve requirements, credit creation
might be expanded.

B

h

solution may be to define
fund transfers involving digital money as “the business
of a bank“

The view is held that cyber money should be integrated, as far as possible, into the existing
accounting system. A possible solution may be to define fund transfers involving digital
money explicitly as “the business of a bank”.

Appeal procedure
Section 9 of the Banks Act provides for the establishment of a board of appeal for the purpose of hearing an appeal by any person aggrieved by a decision taken by the Registrar of
Banks under any provision of the Banks Act.
certain shortcomings need
to be addressed

During 1997, an appeal, in terms of the provisions of section 9, was lodged for the first
time. As a result of the appeal, certain shortcomings in the provisions of the section, which
need to be addressed, have been identified.

Minimum international standards of banking supervision
The Bank Supervision Department, in its capacity as the official supervisory authority of
banks in South Africa, endorses the minimum international standards of banking supervision (generally known as the Basle Core Principles) set by the Bade committee on Banking
Supervision of the Bank for International Settlements, and has endeavoured to comply with
the Basle Committee’s pronouncements since the implementation of the Banks Act on 1
February 1991. Recognition is given to the fact that all Basle Core Principles need to be
implemented in order for the Department to meet minimum standards of international
banking supervision.

L

The achievement of consistency with the Basle Core Principles by every country is regarded as a significant step in the process of improving financial stability, both domestically and
internationally. The Basle Committee deems it essential for each supervisory authority to
ensure that its legislative framework provides adequate statutory authority for the imple
mentation of the Basle Core Principles in all material respects. In terms of the Basle Core
Principles, a suitable legal framework is a precondition for effective banking supervision.
Such a legal framework should provide for, inter alia:
legal framework should
provide for following

Accordingly, the following components have to be in place:
following components have
to be in place

t

c

In addition, the licensing authority has to have the right to set criteria for the establishment
of banking institutions and to reject applications that do not meet the standards set. The
licensing process, as a minimum, should consist of an assessment of a banking institution’s ownership structure, directors and senior management, its operational plan and
internal controls and its projected financial condition. The bank supervisory authority
should also have the authority to review and reject any proposals to transfer significant
ownership of, or controlling interests in, existing banks to other parties.

Consolidated supervision
Consolidated supervision may be described as the qualitative assessment of the overall
strength of a group to which a duly authorised bank belongs, in order to evaluate the
potential impact of the other institutions in the group on the bank. As such, consolidated
supervision has been a component of banking supervision for a number of years.
Minimum international requirements for consolidated supervision are included in the Basle
Committee’s guidelines “Minimum standards for the supervision of international banking
groups and their cross border establishments”, issued in July 1992. More recently, during
October 1996, the Basle Committee released a report entitled “The supervision of crossborder banking”. This report contains twenty-nine recommendations aimed at improving
and facilitating prudential supervision of banking risks, with a view to ensuring the soundness of individual credit institutions and the financial system as a whole.
supervisory authorities
need to ensure that they
are able to conduct adequate supewision

Since financial groups are continuing to diversify, both geographically and in terms of the
products that they offer, such groups are exposed to new types of risk that need to be
identified and guarded against. Consequently, supervisory authorities need to ensure, on a
continuous basis, that they are able to conduct adequate supervision, within a risk-based
framework, of a group as a whole, as well as of individual entities in the group.

Auditors
As reported in Chapter 2, section 61 of the Banks Act requires a bank with total assets
exceeding R10 billion to appoint not less than two auditors who are independent of each
other. The effect of mergers between prominent auditing firms may force the Bank
Supervision Department to reconsider the provisions of the said section.
reconsideration of certain
provisionsOf the Banks Act

Likewise, the formulation of objective criteria in respect of auditors may lead to a reconsideration of certain provisions of the Banks Act relating to auditors.

REGULATION OF REPRESENTATIVE OFFICES
As reported in the 1996 issue of the Annual Report, the Registrar of Banks intended issuing
regulations pertaining to the furnishing of prescribed information by representative offices of
foreign banks. After having circulated copies of the pro forma regulations to existing
authorised representative offices in South Africa and after having considered comments
and information received from, and in respect of, such offices, the Bank Supervision
Department decided against the implementation of those regulations.
necessary to identify and to
define the nature Of the
business being conducted
by representative offices

Although it remains clear that representative offices should be subject to some form of regulation, available information indicates that some representative offices conduct virtually no
business, whereas others conduct business on a scale ostensibly not reconcilable with the
concept of a representative office. In order to guard against placing too onerous a regulatory burden on representative offices that conduct virtually no business in the Republic of
South Africa, it appears necessary, for purposes of differentiation, clearly to identify and to
define the nature of the business being conducted by representative offices that actively
conduct business.
Once such business has been identified and defined, it may be possible to implement adequate regulatory measures in respect of representative offices commensurable with the
nature of the business conducted by them. With regard to any business conducted by a
representative office, note should be taken of the provisions of sections 322 and 323, read
with section 1, of the Companies Act, 1973 (Act No.61 of 1973).

CONFORMITY BETWEEN THE BANKS ACT AND THE MUTUAL
BANKS ACT

to the Mutua'
Banks Act during 1998

In order to bring about conformity, wherever possible, between consonant provisions of the
Mutual Banks Act, 1993 (Act No. 124 of 1993), and the Banks Act, pro forma amendments
to the Mutual Banks Act have been drafted and have been considered and approved by
the Standing Committee for the Revision of the Banks Act, 1990. It is envisaged that the
proposed amendments to the Mutual Banks Act will be tabled in Parliament during the
1998 parliamentary session.

a

APPENDIX 1

ORGANISATIONAL STRUCTURE OF T
BANK SUPERVISION DEPARTMENT

,

1
General Manager
(Registrar)
C F Wiese

Individual Banks

Operations, Information
Systems and Research
(Deputy Registrar)

Administration

E M Kruger
J A Martin

Functions

Functions

1. Consolidated supervision of
banking groups
2. Discussions focusing on
strategic issues with various
levels of banks’ management
3. Assessment of risk-management systems and controls
4. Promotion of sound
risk-management practices
5. Holding of annual trilateral
discussions and giving
presentations to boards of
directors
6. Monitoring of compliance
with prudential requirements
7. Analysis of risk-based
supervisory information submitted by banks
8. Analysis of and research on
issues of concern and discussion thereof with banks

Operations

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 in terms of the Act
5. Preparation and monitoring
of departmental budget

I

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

Policy and Research

Information Systems

I
I
Functions

Functions

1. Analytical review of aggregated
information submitted by all the
institutions making up the banking sector
2. Compilation of a macro report
on the banking sector
3. Updating and administration of
training material and training
database
4. Presentation of lectures for
training purposes
5. Research on latest developments in the field of bank supervision
6. Developmentof policy responses
in respect of emerging issues
7. Consolidated supervision
research and development
8. Capital-adequacy requirements
for market risk

1. Collection of statutory returns
and capturing of information on
electronic database
2. Preparation of data for analytical
review by analysts
3. Data processing and production
of risk-based reports
4. Preparation of graphs to reflect
trends
5. Maintenance of information on
database
6. Research on latest technology to ensure that the
technology used in Department
is at the cutting edge of development

APPENDIX 2

REGISTERED BANKS
Address

Institution

P 0 Box 7735,
Johannesburg, 2000

1. ABSA Bank Limited

2.
3.

Albaraka Bank Limited
Bank of Taiwan (South Africa) Limited

I
4.

Barclays Bank of South Africa Limited
I

5.

BOE Natwest Limited

6.

BOE Private Bank & Trust Company Limited

i

1
I

7.
8.

Cape of Good Hope Bank Limited

1
~

9.

Capital Alliance Bank Limited

P 0 Box 1999,
Parklands, 2121

349

P 0 Box 1542,
Saxonwold, 2132
P 0 Box 785442,

1 379

Sandton, 2146

3 138

P 0 Box 86,
Cape Town, 8000

2 592

P 0 Box 2125,
Cape Town, 8000

34 181
2 959
1 331

I

i

Cape Town, 8000

1139

1

P 0 Box 786833,
Sandton, 2146

11. DW African Merchant Bank Limited

12. Fidelity Bank Limited

320

P 0 Box 785889,
Sandton, 2146
P 0 Box 1894,

!
I

10. District Securities Bank Limited

133 011

P 0 Box 4395,
Durban, 4000

P 0 Box 4,
Paarl, 7622

Boland Bank PKS Limited

Total assets
Rmillion

I
I

I

13. First National Bank of Southern Africa Limited

i

14. FirstCorp Merchant Bank Lfmited

761

P 0 Box 32,
Port Elizabeth, 6000

3 084

P 0 Box 1153,
Johannesburg, 2000

89 778

P 0 Box 9773,
Johannesburg, 2000

823

1

15. FutureBank Corporation Limited

,
I

16. Habib Overseas Bank Limited
17. HBZ Bank Limited
18. Imperial Bank Limited

I

I
I

19. International Bank of Southern Africa Limited
I

20. lnvestec Bank Limited

j

P 0 Box 1789,
Joubert Park, 2044

1610

P 0 Box 62369,
Marshalltown,2107

93

P 0 Box 48449,
Durban, 4000

192

P 0 Box 3567,
Edenvale, 1610

1 553

P 0 Box 8771,
Johannesburg, 2000
P 0 Box 785700,
Sandton, 2146

21. lnvestec Merchant Bank Limited

P 0 Box 785700,
Sandton, 2146

22. Marriott Merchant Bank Limited

P 0 Box 3211,
Durban, 4000

23. McCarthy Bank Limited

751

P 0 Box 794,
Durban, 4000

20 007

303

APPENDIX 2

{EGISTERED BANKS AND
\S AT 31 DECEMBER 1997
REGISTERED BANKS (continued)
Institution
24. Mercantile Bank Limited
25. MLS Bank Limited
26. Nedcor Bank Limited
27. New Republic Bank Limited

Address

Total assets
Rmillion

P 0 Box 782699,
Sandton, 2146

2 722

P 0 Box 87175,
Houghton, 2041

2 608

POBox1144,
Johannesburg, 2000
P 0 Box 4928
Durban, 4000

74 932
1519
~

28. Ons Eerste Volksbank (Association not for gain
incorporated in terms of section 21 of the
Companies Act, 1973)

P 0 Box 4,
Pretoria, 0001

29. Rand Merchant Bank Limited

P 0 Box 786273,
Sandton, 2146

30. Regal Treasury Private Bank Limited
31. Saambou Bank Limited
32. Securities Investment Bank Limited

P 0 Box 3215,
Rivonia, 2128

P 0 Box 1499,
Saxonwold, 2132

1319

34. Syfrets Bank Limited

P 0 Box 206,
Cape Town, 8000

37. The South African Bank of Athens Limited
38. The Standard Bank of South Africa Limited
39. UAL Merchant Bank Limited
40. Unibank Limited

234
8 608

P 0 Box 2533,
Saxonwold, 2132

36. The African Bank Limited

9 890

P 0 Box 20161,
Alkantrant, 0005

33. Southern Bank of Africa Limited

35. TA Bank of South Africa Limited

28

6 095

P 0 Box 2938,
Parklands, 2121

343

P 0 Box 61352,
Marshalltown, 2107

632

P 0 Box 7781,
Johannesburg, 2000

498

P 0 Box 7725,
Johannesburg, 2000

112 747

P 0 Box 582,
Johannesburg, 2000

5 181

P 0 Box 5490,
Rivonia, 2128

2 047

APPENDIX 2

iEGISTERED BANKS AN MUTUAL B
'S AT 31 DECEMBER 19 (continued
I
I

REGISTERED MUTUAL BANKS
Institution
1. Credit and Savings Help Bank
2.

3.
4.

GBS Mutual Bank
TNBS Mutual Bank
VBS Mutual Bank

I

Typeof
registration
Final
Final

I
I

Provisional

Address

Total assets
Rmillion

P 0 Box 8331,
Roggebaai, 8012

311

POBox114,
Grahamstown, 6140

217

POBoxl86,
Umtata, 5100

292

P 0 Box 3618,
Louis Trichardt, 0920

Provisional

94

BANK IN TERMS OF THE SUPERVISION OF FINANCIAL INSTITUTIONS RATIONALISATlON ACT, 1996
In terms of the provisions of the Supervision of Financial Institutions RationalisationAct, 1996 (Act No. 32 of 1996), the
following is regarded as a bank, with effect from 1 July 1996
I

Institution
1. Bank of Transkei Limited

Addres$

Total assets
Rmillion

P 0 Box 332,
Umtata, 5100

247

I

BANK IN LIQUIDATION
Institution
1. Islamic Bank Limited

Liquidator

Date of order

Mr A Wilkens of Deloitte 8 Touche

Provisional liquidation:
21 November 1997
Final liquidation:
13 January 1998

MUTUAL BANK UNDER CURATORSHIP
Institution
1. Community Bank

Curator

Date of order

Mr S Patterson of Price Waterhouse

13 May 1996

APPENDIX 3

,OCAL BANK BRANCHES OF FOREIGN BANKE
\S AT 31 DECEMBER 1997
Institution

Address

1. ABN AMRO Bank N.V.

P 0 Box 78769, Sandton, 2146

2.

911121 Cowey Road, Cowey Park, Berea,
Durban, 4001

Bank of Baroda

3. Citibank N.A.

P 0 Box 1800, Saxonwold, 2132

4.

Commetzbank Aktiengesellschaft

Box 99-308, Carlton Centre, Johannesburg, 2001

5.

Credit Agricole lndosuez

P 0 Box 61523, Marshalltown, 2107

6.

ING Bank N.V. South Africa Branch

P 0 Box 781113, Sandton, 2146

7.

Morgan Guaranty Trust Company
of New York

Private Bag X9936, Sandton, 2146

8.

Societe Generale

P 0 Box 6872, Johannesburg, 2000

9.

State Bank of India

P 0 Box 2538, Saxonwold, 2132

APPENDIX 4

'ION OF BANKS, MUTUAL BANKS AND LOCAL BANK
$RANCHES OF FOREIGN BANKS DURING THE PERIOD
;ROM 1 JANUARY 1997 TO 31 DECEMBER 1997
Previous name
1. Banque lndosuez
2.

Citizen Bank Limited

3. ING Bank N.V.

New name

Date of change

Credii Agricole lndosuez

30 July 1997

FutureBank Corporation Limited

27 March 1997

ING Bank N.V. South Africa Branch

23 October 1997

4.

- S.F.O.M.

InternationalBank of Southern Africa International Bank of Southern
Limited
Africa Limited

17 February 1997

5.

NDH Bank Limited

Capital Alliance Bank Limited

10 February 1997

6.

NRBankLimited

New Republic Bank Limited

14April1997

NRB Holdings Limited
(change of status from bank to
controllingcompany)

14 April 1997

7. The New Republic Bank Limited

WITHDRAWALS OF REGISTRATION
Institution
1. Bophuthatswana Building Society

2.

FutureBank Limited

Date of
withdrawal
14 February 1997
14 Februaw 1997

3. NBS Bank Limited

1 October 1997

4.

20 October 1997

Secfin Bank Limited

APPENDIX 5

REGISTERED CONTROLLING COMPANIES"'
AS AT 31 DECEMBER 1997
Institution

Address

1. ABSA Group Limited

P 0 Box 260595, Excom, 2023

2.

P 0 Box 786833, Sandton, 2146

AMB Holdings Limited

3. Barclays Bank Holdings (South Africa) Limited

P 0 Box 1542, Saxonwold, 2132

4.

P 0 Box 785442, Sandton, 2146

BOE Natwest Holdings Limited

1

5.

Boland Bank Holdinas Limited

P 0 Box 4. Paarl. 7622

6.

CaDital Alliance Holdinas Limited

P 0 Box 260362. Excom, 2023

7.

FBC Holdinas Limited

P 0 Box 1789, Joubert Park, 2044

8.

Fidelity Bank Holdings Limited

P 0 Box 32, Port Elizabeth, 6000

9.

First National Bank Holdings Limited

P 0 Box 1153, Johannesburg, 2000

10. FirstCorp Merchant Bank Holdings Limited

P 0 Box 9773, Johannesburg, 2000

11. Imperial Bank Holdings Limited

P 0 Box 3567, Edenvale, 1610
P 0 Box 785700, Sandton, 2146

2. lnvestec Holdinas Limited
13. lnvestec Limited

P 0 Box 785700, Sandton, 2146

14. Marriott Holdings Limited

P 0 Box 207, Durban, 4000

15. McCarthy Bank Holdings Limited

P 0 Box 782699, Sandton, 2146

16. Mercantile Lisbon Bank Holdings Limited

P 0 Box 782699, Sandton, 2146

17. Momentum Life Assurers Limited

P 0 Box 7400, Hennopsmeer, 0046

18. NBS Boland Limited

I

P 0 Box 1744, Durban, 4000

19. NRB Holdings Limited

P 0 Box 4928, Durban, 4000

20. Nedcor Limited

P 0 Box 1144, Johannesburg, 2000

21. Saambou Holdings Limited

P 0 Box 20161, Alkantrant, 0005

22. Southern Bank of Africa Investment Holdings Limited

P 0 Box 2533, Saxonwold, 2132

23. Standard Bank Investment Corporation Limited

P 0 Box 7725, Johannesburg, 2000

24. TA Investment Holdinas South Africa Limited

P 0 Box 2938. Parklands, 2121

25. The Board of Executors Limited

P 0 Box 86, Cape Town, 8000

26. Unibank Group Limited

c

1

I

27. Unibank Investment Holdings Limited

P 0 Box 5490, Rivonia, 2128
P 0 Box 5490, Rivonia, 2128

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

Institution
1. Albaraka Investment and Development Company

Address
P 0 Box 6854, Jeddah, 21452,
Saudi Arabia

2.

Bank of Taiwan

P 0 Box 5, Taipei, Taiwan

3.

National Bank of Greece

86 Eolou Street, Athens lT 121, Greece

4.

Pitcaims Finance

121, Avenue de la Faiencerie, L-1511
Luxemburg, RCS Luxemburg, B nr 33-106

5.

Societe Financiere pour les Pays d'Outre-mer

69, Rue la Boetie, 75008, Paris, France

~~~

APPENDIX 6

:OREIGN BANKS WITH AP
IEPRESENTATIVE.Q
Institution

Address

1. American Express Bank

G-2 Floor, Forum V, Braampark, Braamfontein, 2001

2. Banca di Roma

P 0 Box 787018, Sandton, 2146

3. Banco Borges & lmao

Box 99-292, Carlton Centre, Johannesburg, 2000

4.

Banco Comercial Portuguds

Suite 254, Postnet X9, Rosettenville, 2130

5.

Banco de Com6rcio e Industria

P 0 Box 752146, Garden View, 2047

6.

Banco Espirito Santo e Comercial de Lisboa

P 0 Box 749, Bruma, 2026

7.

Banco Portuguds do Atllntico

P 0 Box 3273, Johannesburg, 2000

8.

Banco Santander

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

9.

Banco Totta & Apores

P 0 Box 309, Bruma, 2026

10. Bank Leumi Le-Israel B M

P 0 Box 8214, Johannesburg, 2000

11. Bank of America National Trust
& Savings Association

P 0 Box 653144, Benmore, 2010

12. Bank of Cyprus Group

P 0 Box 652176, Benmore. 2010

13. Bankers Trust Company

Suite 144, Postnet X9924, Sandton, 2146

14. Banque Belge (Guernsey)

P 0 Box 650142, Benmore, 2010

15. Banque Bruxelles Lambert

P 0 Box 650660, Benmore, 2010

16. Banque Commerciale Zairoise

P 0 Box 652065, Benmore, 2010

17. Banque Franpaise du Commerce Exterieur

P 0 Box 5455, Rivonia, 2128

18. Banque Nationale de Paris

P 0 Box 653002, Benmore, 2010

19. Banque Paribas

P 0 Box 1779, Saxonwold, 2132

20. Bayerische Landesbank Girozentrale

P 0 Box 47337, Parklands, 2121

21. Bayerische Vereinsbank

P 0 Box 1483, Parklands, 2121

22. Belgolaise Bank

P 0 Box 652065, Benmore, 2010

23. Berliner Handels- und Frankfurter Bank

P 0 Box 1933, Saxonwold, 2132

24. Chemical Bank

P 0 Box 78012, Sandton, 2146

25. Commerzbank

Box 99-308, Carlton Centre, Johannesburg, 2001

26. Compagnie Financierede CIC et de I'Union
Europhnne

P 0 Box 63, Morningside, 2057

27. CoBperatieve Centrale RaiffeisenBoerenleenbank
(Rabobank Nederland)

P 0 Box 1396, Parklands, 2121

28. Corestates Bank N.A.

Appolonia House, 40A Bath Avenue, 2196

29. Creditanstalt-Bankverein

P 0 Box 2127, Randburg, 2125

30. Credit Commercial de France

P 0 Box 2200, Randburg, 2125

31. Credit Lyonnais

P 0 Box 78728, Sandton, 2146

32. Credit Suisse First Boston

Private Bag X9911, Sandton, 2146

33. DG Bank Deutsche Genossenschaftsbank

P 0 Box 1541, Parklands, 2121

34. Deutsche Bank

P 0 Box 781948, Sandton, 2146

APPENDIX 6

FOREIGN BANKS WITH APPROVED LOCAL
REPRESENTATIVE OFFICES AS AT 31 DECEMBER 1997
(continued)
Institution

Address

35. Dresdner Bank

P 0 Box 9722, Johannesburg, 2000

36. Elbim Bank

P 0 Box 39227, Garsfontein. 0060

37. Export-Import Bank of India

P 0 Box 2018, Saxonwold. 2132

38. First Union National Bank of Carolina

P 0 Box 3009, Parklands, 2121

39. HambrosBank

P 0 Box 652275, Benmore, 2010

40. Hellennic Bank

P 0 Box 783392, Sandton, 2146

41. HSBC Equator Bank

P 0 Box 3248, Parklands, 2121

42. Kleinwort Benson

P 0 Box 651414, Benmore, 2010

43. Korea Exchange Bank

P 0 Box 782362, Sandton, 2146

44. Kredietbank NV Brussels

P 0 Box 11241, Hatfield, 0028

45. Kredietbank SA Luxembourgeoise

P 0 Box 11241, Hatfield, 0028

46. National Bank of Egypt

P 0 Box 55402, Northlands, 2116

47. Morgan Guaranty Trust Company of New Yolk P 0 Box 78553, Sandton, 2146

52. Swiss Bank Corporation

P 0 Box 652863, Benmore, 2010

53. The Bank of Tokyo-Mitsubishi

P 0 Box 78519, Sandton, 2146

54. The Chase Manhattan Bank,
National Association

P 0 Box 651996, Benmore, 2010

55. The Cyprus Popular Bank

P 0 Box 1621,,W
B
N
I

~~

2026

56. The Sumitomo Bank

Private Basl X9932, Sandton, 2146

57. Union Bank of Nigeria

P 0 Box 653125, Benmore, 2010

58. UBS RepresentativeOffice representing
Union Bank of Switzerland

P 0 Box 785263, Sandton, 2146

59. Vereins- und Westbank

P 0 Box 1483, Parklands, 2121

60. West Merchant Bank

P 0 Box 786126,Sandton, 2146

APPENDIX 7

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 1996 may differ
from those reported in the 1996 Annual Report owing to amended returns
having been submitted by banks after publication of that report.
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TABLE 1

Average month-end balancefor quarter
Month-end Prior-year
Quarter 1 Quarter 2

Quqrter 3

Quarter 4

balance comparative

March

June

S e h m b e r December December December

Average

Annual

1997

1997

le97

1997

1997

1996

R million

R million

R njillion

R million

R million

R million

Interbank funding

19199

18020

19164

21455

22787

17367

19460

31,2

Non-bank funding

348728

366083

381 318

393367

396367

336506

372374

17,8

37708

36529

35067

36029

35629

36796

36333

(3,2)

7 077

5 615

5 991

6483

7734

8364

6291

(7,5)

32785

31 208

33822

40779

38956

31 895

34648

22,l

6 574

5 458

5 630

5786

6137

6 691

5 862

(8,3)

36705

37900

39121

41 114

41756

33670

38710

24,O

12months growth

R million percentage
-

Liabilities

Foreign funding
Loans received under
repurchase agreements
Other liabilities
Acknowledgement of debt
Capital and reserves

~

TOTAL

488776

500813

520113

545013

549366

471 289

513678

16.6

9 873

11 257

11 282

12089

13637

11 803

11 125

15.5

Interbank advances

16 668

14 083

15 455

18917

21 949

16 215

16 281

35.4

Non-bank advances

388 635

404 266

421 338

437 200

439 680

374 118

412 860

17,5

Loans granted under resale
agreements

5 538

3 378

2 845

5130

5678

5 485

4 223

3,5

Trading portfolio

9 259

8 982

9 305

8786

8345

8 248

9 083

192

Investment portfolio

25 486

26 300

26 391

27748

27304

23 168

26 481

17.8

Fixed assets

10 084

10 174

10 308

10565

10726

10 084

10 283

6.4

6 574

5 458

5 630

5786

6137

6 691

5 862

(8.3)

16 659

16 915

17 559

18792

15910

15 477

17 480

2.8

488776

500813

520113

545013

549366

471289

513678

16,6

Assets
Money

Acknowledgement of debt
outsanding
Other assets
TOTAL

Average month-end balance for quarter
Month-end Prior-year
Quarter 1

Quarter 2

March

June

Quarter 3

1997

1997

1997

1997

1997

1996

R million

R million

R million

R million

R million

R million

R million Percentage

Demand

147366

147274

160152

170666

171 045

147940

156364

15,6

Savings

24800

25414

25561

26245

26372

25486

25505

395

118510

127281

127338

132463

134450

112901

126398

19,l

58052

66 114

68267

63993

64500

50 179

64107

28,5

348728

366083

381 318

393367

396367

336506

372374

17,8

Banks

2078

1041

1294

2491

3899

2 831

1 726

37,7

Non-banks

4 999

4 574

4 697

3992

3835

5533

4565

(30,7)

TOTAL

7077

5615

5 991

6483

7734

8364

6291

(7,5)

33725

32261

30028

30765

30877

32 972

31 695

(6,4)

3 983

4 268

5 039

5264

4752

3824

4638

24,3

37708

36529

35067

36029

35629

36 796

36333

(3,2)

Quarter 4

balance comparative

September December December December

Average

Annual

12months growth

Deposits

Fixed and notice
Negotiable certificates of
desposit

c

~

TOTAL

Loans under repurchase
agreements

Foreign funding
Banks
Non-banks
TOTAL

1

TABLE 3

Average month-end balance for quarter
Month-end Prior-year
Quarter 1

Quarter 2

March

June

1997

1997

1997

1997

1997

1996

R million

R million

R million

R million

R million

R million

8 178

12389

14155

1 1 957

12294

6536

11 670

88,l

68 800

70007

70187

71 560

71 569

68084

70139

5.1

155522

160173

163891

171018

172341

152031

162651

13,4

9 066

9 102

9 390

9 655

8935

9101

8,1

18 557

19636

21 529

22950

22493

17291

20668

30,l

5 805

5 880

6 664

7 134

7 429

5 761

6370

28.9

112982

121 013

128283

131 281

133549

105620

123390

26,4

16 158

12948

14855

19056

17642

16208

15754

83

395068

411 148

428410

444346

446972

380466

419743

17,5

6 433

6 882

7 072

7 146

7 292

6348

6883

14,9

1,63

1,67

i 1,65

1,61

1,63

1,67

1164

Negotiable
certificates of deposit
lnstalment debtors
Mortgage loans
Credit cards
Acknowledgement of
debt discounted
Redeemable preference shares
Overdrafts and loans
Foreign-currency loans and
advances
Subtotal
Less:
Specific provisions

Quarter 3

Quarter 4

balance comparative

September December December December

Average

12months growth
R million Percentage

I

Ratios
Specific provisions:
Gross loans and advances (YO)

Annual

CAPITAL ADEQUACY
Prior-year
comparative

Risk-weighted assets and
off-balance-sheet items
Counterparty risk exposure
Total risk exposure

Quarter 1

Quarter 2

March

June

Quarter 3 Quarter 4

Quarter 4 Average

September December December

1996

last4

Annual

quarters

growth

1997

1997

1997

1997

R million

R million

R million

R million

R million R million Percentage

351 134

358 951

371 588

388 250

333 513

367 481

16,4

6 782

5518

4607

4 397

4329

5326

1,57

357916

364469

376195

392647

337842

372807

16,2

28633

29157

30096

31 412

27027

29825

16,2

32529

35860

36398

38965

32632

35938

19,4

9,09

9984

9,68

9,92

9,66

9,64

2,7

Required capital

-

8percent

Net qualifying capital

-

Rand
Percentage

TABLE 5

I

Prior-year
comparative
Quarter 1

Quarter 2

March

June

1997

1997

1997

1997

R million

R million

R million

R million

Primary capital

25 033

25834

26959

28920

24078

26687

20,l

Qualifying secondary capital

11 538

1 1 859

11 451

12018

10038

11 716

19,7

Total qualifying capital

36 571

37693

38410

40938

34 116

38403

20,O

4 042

1 833

2 012

1 973

1486

2465

32,8

32 529

35860

36398

38965

32630

35938

19,4

Primary capital:
Total risk exposure

6,99

7,09

7,17

7,37

7,13

7,16

394

Impairments:
Total risk exposure

1,13

0,50

0,53

0,50

O M

0,66

13,6

3,22

3,25

3,04

2,97

3.14

3,03

Less: Impairments
Net qualifying capital

Quarter 3 Quarter 4

Quarter 4 Average

September December December

1996

last 4

Annual

quarters

growth

R million R million Percentage

Secondary capital:
Total risk exposure

TABLE 6

Average month-end balance for quarter
Month-end Prior-year

Risk category

0%

Quarter 1

Quarter 2

March

June

1997

1997

1997

1997

1997

1996

R million

R million

R million

R million

R million

R million

53056

52796

55554

61 400

65371

51 429

5%

Quarter 3

Quarter 4

balance comparative

September December December December

164

Average

Annual

12months growth

R million Percentage

-

55700

27,l

41

10%

12049

11895

13274

12648

11 512

13291

12466

(13,4)

20%

29 100

31 166

36392

40497

41 005

26517

34289

54,6

50%

134729

137303

138980

145154

142915

132068

139042

8,21

100%

259242

266578

274815

284451

287724

247390

271 272

16,3

1250%

600

91 1

1 098

863

839

594

868

41,3

TOTAL

480776

500813

520113

545013

549366

471 289

513678

16,6

Risk-weighted assets

341 128

354048

366640

377180

379019

327477

749

15,7

70

71

70

69

69

69

70

-

Risk-weighted assets:
Total average assets (YO)

TABLE 7

Average month-end balance for quarter
Month-end Prior-year
Quarter 1

Quarter 2

March

June

1997

1997

1997

1997

1997

1996

R million

R million

R million

R million

R million

R million

0Yo

12 876

2 486

12 722

13040

12945

13339

12781

(3,O)

5%

1 605

1 697

856

1343

1360

2 085

1375

(34,8)

10%

1 296

1 338

1 672

947

557

1 379

1 313

(59,6)
(22,8)

Risk category

Quarter 3

Quarter 4

balance comparative

September December December December

Average

Annual

12months growth

R million Percentage

20%

5 857

5 719

5 437

4759

4812

6 235

5 443

50%

23752

23832

24645

25234

26654

24469

24366

8,9

100%

10 576

9395

13879

14486

14268

e681

12084

47,4

16

13

38

Impairments
TOTAL
Risk-weighted off-balancesheet items
Risk-weighted items:
Total average off-balancesheet items (YO)

7

55962

54467

59227

59822

60634

57188

57369

6,O

23833

22673

27702

28376

29159

23404

25646

24,6

43

42

47

47

48

45

TABLE 8

RISK PROFILE OF LOAF AND t
Average month-end balancefor quarter
Month-end Prior-year
Quarter 1 Quarter 2
March

June

1997

1997

R million R million

Quarter 3

Quarter 4

balance comparative

September December December December

1997

R million

1997

1997

R million R million

1996

Average
12months

R million Percentage

Interbank advances

12,54

14,09

14,32

15,15

15,46

11,79

14,03

Negotiable certificates
of deposit

19,92

20,29

20,45

20,04

19,82

20,64

20,18

lnstalment debtors

99,60

99,58

99,59

99,60

99,60

108,55

99,60

Mortgage loans

57,95

58,26

58,51

58,79

59,38

57,82

58,38

100,oo

99,97

99,w

100,00

100,oo

100,oo

99,97

21,29

20,23

19,84

19,76

19,96

25,25

20,28

123,14

115,84

120,15

120,40

11 9,54

126,32

11 9,88

Overdrafts and loans

96,59

95,73

95,64

94,52

94,08

107.43

95,62

Foreign currency loans and advances

47,38

50,31

44,88

38,86

42,45

47,37

45,36

Loans granted under resale
agreements

44,93

35,24

40,95

36,29

1738

36,78

39,35

-

Banks

18,63

19,71

19,25

14,33

7,04

15,25

17,98

Non-banks

52,63

37,70

49,44

46,44

23,33

42,28

46,55

Total loans and advances

72,32

72,58

72,24

71,07

70,92

76,79

72,05

Specific provisions

99,81

99,16

99,60

99,87

99,87

117,49

99,61

Deposits, loans and
advances after provisions

71,89

72,15

71,80

70,62

70,47

76,13

71,61

Credit cards
Acknowledgement
of debt discounted
Redeemable preference shares

~

-

TABLE 9

COMPOSITlON OF INCOME STATEMENT

%

Average monthly balance for quarter
I

Quarter 1 Quarter 2
March

June

Quarter 3

Quarter 4

September

December

1997

1997

1997

1997

R million

R million

R million

R million

Average

Results for the

Results for

12 months ended

12 months el

12 months 31 December 1997 31 December

R million

R million

Percentas

j
I

Interest income

6 184

6469

6735

6748

6534

78 408

66 02

Interest expense

5033

5211

5355

5344

5236

62 831

52 631

Interest margin

1151

1258

1380

1404

1298

15 577

13 39

219

294

279

286

269

3 233

2 09

25

25

26

310

20

Less:

Less:

Specific provisions
- loans and advances
General debt
provisions

42

Other provisions

25

24

33

31

28

338

321

Adjusted interest margin

865

929

1043

1062

975

11 696

10 76

Transaction-based
fee income

644

694

777

789

726

8712

708

Income from management
of funds

1509

1623

{ 820

1851

1701

20 408

17 85

Less:

1653

1771

1849

1862

1784

21 404

18 68

Less:

Add

Operational expenses

I
i

Net income from
management of funds

Add:

Investment income

Less:

Specific provisions
- investments

Add:

Trading income

Add

Knowledge-basedfee
income

(827
329

381

464

388

391

4 687

3 71

2
234

244

282

157

229

2 750

203

78

93

123

108

100

1 206

100

497

570

840

642

637

7 645

5 92

(2)

25

~~

Net income before tax
~~

~

Financial services levy
Taxation
~~~

133

181

210

175

175

2 101

1 73

364

389

630

467

462

5 546

3 93

~

Net income after tax

TABLE 10

PROFITABILITY RATIOS (ALL PERCENTAGES ANNUALISED
Average monthly balance for quarter

Quarter 1

Quarter 2

Quarter 3

March

June

September

1997

1997

1997

Quarter 4

Results for the

Results for the

December 12 months ended 12 months ended

1997

Percentage Percentage Percentage Percentage

31 December 1997 31 December 1996
Percentage

Percentage

Operating ratios
Interest income: Loans
andadvances

18,7

18,8

19,o

18,2

18,7

17,9

Interest expense:
Funding

14,9

15,O

14,9

14,3

14,8

13,3

Interest margin:
Loansandadvances

355

3,7

399

33

397

Interest margin:
Gross interest income

17,8

18,6

19,6

20,o

19,o

20,3

Investment income:
Investments

16,8

19,5

21,7

16,9

18,7

15,7

109,5

109,l

101,6

100,6

104,9

104,6

11,9

12,3

19,3

13,6

14,3

12,6

Interest income

16,9

17,l

17,2

16.5

16,9

15.1

Interest expense

13,8

13,8

13,7

13,l

13,6

12,o

391

3,3

395

394

394

3,1

Provisions:

Income from management
of funds
Profitability ratios
Net income after tax:
Total assets
Net income after tax:
Owners equity
Stated as a percentage of
total assets

Interest margin
Operating expenses

493

TABLE 11

?ERCENTA(

'OS11

lNTF

Average monthly balance for quarter

Quarter 1

Quarter 2

Quarter 3

March

June

September

1997

1997

1997

Quarter 4

Resultsfor the

Results for the

December 12 months ended 12 months ended

1997

Percentage Percentage Percentage Percentage

31 December 1997 31 December 1996
Percentage

Percentage

599

64

61

6,6

67

lnstalment debtors

19,6

19,l

18,5

17,6

17,3

19,3

Mortgage loans

39,O

39,O

38,5

38,6

37,9

39,6

Credit cards

2,6

2,6

2,4

2,3

23

2,6

Acknowledgement of debt
discounted

4,5

4,6

4,6

4,6

46

4,1

Redeemablepreference shares

190

190

192

131

12

191

24,6

25,l

26,7

26,8

27,O

24,8

Interbank loans

Overdrafts and loans

56

Foreign-currency loans and
advances

1 3

1 9 1

1 9 1

13

13

1,6

Loans under resale agreements

1,5

1 9 1

03

1 9 1

1,7

13

100,o

100,o

TOTAL

100,o

100.0

100,o

100,o

TABLE 12

'ERCENT

COMPOSITION OF TEREST EXPEN
Average monthly balance for quarter
Quarter 1

Quarter 2

Quarter 3

March

June

September

1997

1997

1997

Quarter 4

Results for the

Results for the

December 12 months ended 12 months ended

1997

Percentage Percentage Percentage Percentage

31 December 1997 31 December 1996
Percentage

Percentage

Intragroup bank funding

3,8

4.1

4.1

1,6

Interbank funding

23

399

4,7

2.8

Demand deposits

31,6

32,l

31,9

31,5

Savings deposits
Fixed and notice deposits

30,4

Negotiable certificates of deposit

14,4

Foreign funding

4,6

Loans under,repurchase
agreements

1-6

Interest expense in respect of
debt instruments

2,o

Other

43

TOTAL

100,o

I0,l
A C

-.
100,o

393

3,1

3,o

3,8

31,3

30,8

30,5

33,l

16,5

14.7

13.8

14,8

493

493

42

397

1,5

1,3

1,4

13

290

23

2,3

291

32

334

4,1

497

100,o

100,o

100,o

100,o

LIUUIDIlY SI'KUCTURE ASAT 3 1 DECEMBER '1997

On-balance-sheet mismatch

Short term

32-60
days

61-91
days

92-181
days

(127 765)

(37 227)

(14 168)

(18 558)

98 881

33 072

28 853

69 136

Anticipated future cash flows

-

Inward

-

Outward

69 793

34 068

31 202

76 239

Mismatch for month

(98 677)

(38 223)

(16 517)

(25 661)

Cumulative mismatch

(98 677)

(136 900)

(153 418)

(179 079)

(17,961

(6,961

(3,011

(4m

32-60

61-91

92-181

days

days

days

Monthly mismatch
Total liabilities (YO)

Short term

On-balance-sheet mismatch

(127 001)

(35 436)

(12 207)

(14 498)

Anticipated future cash flows

-

Inward

77 383

17 728

16 914

45 800

Outward

56 077

21 411

17 924

35 506

Mismatch for month

(105 695)

(39 119)

(13 217)

Cumulative mismatch

(105 695)

(144 814)

(158 031

(162 235)

Monthly mismatch:
Total liabilities (YO)

TABLE 15

Average month-end balance for quarter
Quarter 1

Quarter 2

March

June

1997

1997

Quarter 3

Quarter 4

September December
1997

1997

Month-end

Prior-year

balance

comparative

December

December

Average

1997

1996

12months

Percentage Percentage Percentage Percentage Percentage Percentage Percentage
Short term

63

61

Medium term

25

26

Long term

12

13

100

100

100

TOTAL

61

62

64

64

62

26

26

25

24

26

13

12

11

12

12

100

100

100

100

TABLE 16

Average month-end balancefor quarter
Month-end Prior-year
Quarter 1

Quarter 2

March

June

1997

1997

1997

1997

1997

1996

R million

R million

R million

R million

R million

R million

488776

500813

520112

545013

549366

471 289

513679

16,6

36 705

37 900

39 121

41 114

41 756

33 670

38 710

24

417801

428834

441 146

459129

459954

437615

436728

13,2

Liquid-asset requirement

22606

23146

24049

25195

25380

21 881

23749

16,0

Liquid assets held

25038

26884

26904

28172

28855

23694

26750

21,8

SARB notes and coin

38

13

14

50

15

14

29

7,l

Gold coin and bullion

2

1

1

13

1

(100,O)

17

79

12

4

3

12

28

(75,O)

6340

8149

10713

9 704

9 298

5 185

8 727

79,3

17002

16648

14184'

16756

17907

17171

16147

4,3

21 5

138

154

41 0

536

142

229

277,5

1 424

1 856

1 826

1 248

1 096

1157

1 589

(5,2)

11 0,8

11 6,2

111,9

111,8

11 3,7

108,3

11 2,6

Cash-management schemes

41 537

42 449

44 321

49 998

51 759

42 997

44 576

20,4

Set-off

43265

41 633

38750

41 878

41 511

40136

41 382

3,4

Liabilities, including
capital and reserves
Less:

Capital and reserves

Liabilities as reduced

Clearing account balances
Treasury bills of the Republic
Stock issuedExchequer Act, 1975
3curities of the SARB
Land Bank Bills

Quarter 3

Quarter 4

balance comparative

September December December December

Average

Annual

12months growth

R million Percentage

Ratios
Liquid assets held:
Liquid-asset requirement (YO)
Memorandum items:

INTEREST-R ATE RISK SFNSITIVITY ANA1 YSIS
Average month-end balance for quarter
Month-end Prior-year
Quarter 1 Quarter 2
March

June

Quarter 3

Quarter 4

balance comparative

September December December December

1997

1997

1997

1997

1997

1996

R million

R million

R million

R million

R million

R million

Average

Annual

12months growth
R million Percentage

Sensitivity analysis
Effect on income:
1% increase in the
Bank rate (see note)

241

670

963

123

171

692

499

(753)

(1911

165

222

(449)

(409)

(672)

(63)

(39,1)

1YOdecrease in the
Bank rate (see note)

Effect on income as a
percentage of net qualifying
capital and reserves:

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.

TABLE 18

MARKET RISK: NET EFFECTIVE OPEN POSITION AND VALUE AT
RISK
Average month-end balancefor quarter
Month-end Prior-year
Quarter 1

Quarter 2

March

June

Quarter 3

1997

1997

1997

1997

1997

1996

R million

R million

R million

R million

R million

R million

Money market

12530

11244

14397

11608

9163

16924

12445

(45,9)

Capital market

5 434

4 895

5 713

5646

4985

10401

5422

(52,l)

Aggregate net foreigncurrency position

(1 77)

117

765

(325)

(1 086)

24

95

(4 625)

Equities

442

699

743

1 277

654

121

790

440,5

Commodities

81 8

672

252

288

175

44

508

297,7

Other

198

203

226

384

553

57

253

-870

Investments

21 581

22308

22328

20931

20968

15341

21 787

36,7

Net effective open position

40826

40138

44424

39809

35412

42912

41 300

(173)

83

793

45,6

56,3

Quarter 4

balance comparative

September December December December

Average

Annual

12months growth

R million Percentage

Net effective open
position after transactions
in derivatives

~

Net effective open
ion as percentage of:
Total assets
Total capital and

111,2

105,9

11 3,6

96,8

84,8

475

10,l

15,l

24,6

0,6

Money market

99,7

13,2

20,5

25,3

21

49

39,6

(57,l)

Capital market

25,9

34,5

36,4

25,4

27,7

42

30.6

(34,l)

Commodities

48,7

39,7

12,4

14,9

930

50

28,9

(82,O)

2,4

22,o

16,8

19,6

18,5

23

15,2

(19,6)

(1 38)

58,4

79,l

49,2

42,8

(79)

43,2

154,2

12,3

11,9

20,7

25,7

39,6

7

17,7

465,7

179,7

189,8

201

184,7

159,2

92

188,8

73,O

03

03

0,s

0,5

0,4

0.3

03

reserves
Value at risk
Equities

Foreign currency
Investments
Other
Total value at risk
Value at risk as a percentage
of total capital and reserves

13,6

TABLE 19

Prior-year
comparative
Quarter 1

Quarter 2

March

June

1997

1997

1 997

1997

R million

R million

R million

R million

Quarter 3 Quarter 4

Quarter 4

September December December Average

Annual

foryear

growth

1996

R million R million Percentage

Overdue accounts
Mortgage loans

5 763

5 824

6150

6317

5064

6014

24,7

lnstalrnent finance

1 922

2 047

2 192

2 190

1909

2088

14,7

Other loans

6 027

6 012

6143

6278

6062

6115

394

13712

13883

14485

14785

13035

14217

13,4

Specific provisions

6 003

6 420

6 612

6 955

6 240

6 497

11,5

Market value of security held

7 281

7 401

6 809

7 998

4 912

7 372

62,8

43,8

46,2

45,7

47,O

47,9

45.7

96,9

99,6

92,7

97,6

Overdues: Advances (YO)

393

393

32

393

Specific provisions: Advances (%)

1,4

1.5

1 4

13

Interest suspended

900

1 022

1 066

1 563

994

1138

57,2

Interest not suspended

624

621

173

184

207

401

(11,l)

1524

1643

1239

1 747

1201

1539

TOTAL

Ratios
Specific provisions: Overdues (YO)
Specific provision and securities held:
Overdues (YO)

Overdues where no provision
has been raised

TOTAL

4595

TABLE 20

Prior-year
comparative
Quarter 1

Quarter 2

March

June

1997

1997

1997

1997

R million

R million

R million

R million

Granted

446712

478301

498 967

390 202

416 436

453 546

63)

Utilised

155745

159253

172496

131 360

140160

154714

63)

36,7

36,7

37,6

27,7

34,9

34,7

(20,6)

447,3

455,O

484,9

344,l

440,3

432,8

(21,9)

1 282,9

1 366,5

1 402,5

1 022,O

1 308,l

1 268,5

(21,9)

Utilised: Advances (YO)
Utilised: Net qualifying capital
and reserves (YO)
Granted: Net qualifying capital
and reserves (YO)

Quarter 3 Quarter 4

Quarter 4

September December December Average

Annual

foryear

growth

1996

R million R million Percentage

TABLE 21

Prior-year
comparative
Quarter 1
March

1997
R million

Quarter 2 Quarter 3 Quarter 4 Quarter 4
Annual
June
September December December Average
growth
1997
1997
1997
1996
foryear
R million
R million R million R million R million Percentage

Advances

392 530

399 41 1

426 997

436 917

373 106

413 964

17,l

Small margin

34744

37648

37415

40226

32470

37508

23,9

No yield

10710

10384

8 093

8 208

9 204

9 349

(10.8)

Profitable

9 690

10 626

9 080

8 851

8846

9561

091

Not profitable

1 689

1543

3 002

3 503

1828

2334

91,6

Infrastructure

35 638

34108

34877

33343

43985

34491

(24,2)

485001

493720

519464

531048

469439

507207

13,l

Reasonablemargin

Investments

TOTAL

Note: It is apparent from the fluctuations in this table that the information supplied is based on broad estimates.

TABLE 22

Average month-end balancelor quarter
Month-end Prior-year
Quarter 1 Quarter 2

Quarter 3

Quarter 4

balance comparative

March

June

1997

1997

1997

1997

1997

1996

USA$

USA$

USA$

USA$

USA$

USA$

USA$

million

million

million

million

million

million

million Percentage

Total foreign-exchange
assets

3618

2936

3149

4188

3880

3 485

3 473

11,3

Total foreign-exchange
liabilities

8 101

7 938

7 227

7331

7 151

7 657

7 649

(6,6)

(4 483)

(5 002)

(4 078)

(3 143)

(3 271)

(4 172)

(4 177)

21,6

5868

6212

4695

3746

4021

6 318

5 130

(36,4)

(1 492)

(1 264)

(622)

(542)

(648)

(2 035)

(980)

68.1

5

15

(85)

(135)

(136)

13

(50)

(1 162,5)

(102)

(39)

(90)

(73)

124

(76)

(114,7)

Net spot position
Mismatched forward
commitments
Net position in derivatives
Foreign branches
Total net open position
after hedging

September December December December

(34)

Average
12months Annual
growth

APPENDIX 8

Banks Act Circular 1/97

Annual withdrawal and retention of circulars

Banks Act Circular 2/97

Amendment t o Banks Act Circular 16/96:
Guidance notes to directors on regulation 37(5)
of the Regulations relating to Banks

Banks Act Circular 3/97

Outstanding debts of local governments

Banks Act Circular 4/97

Institutional and maturity breakdown of liabilities and assets (form DI 900) for each individual
banking institution and aggregated figures for
the banking sector to be made available on the
Internet

Banks Act Circular 5/97

Amendments to the form DI 900

Banks Act Circular 6/97

Warning against syndicate-perpetrated fraud

Banks Act Circular 7/97

Electronic submission of statutory returns to
this Office by banks and branches of foreign
banks

Banks Act Circular 8/97

Information technology
ance

Banks Act Circular 9/97

Warning against advance fee fraud

Mutual Banks Act Circular 1/97

Electronic submission of statutory returns to
this Office by mutual banks

- “year

2000” compli-

APPENDIX 9

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

TOPIC

EXPIRY

Date

Number

1994112/14

16167

Mining houses

Indefinite

1992lOl I03

13723

Securitisation schemes

Indefinite

1994112/14

16167

Commercial paper

Indefinite

1994112/14

16167

Trade in securities and financial instruments

Indefinite

1994112/14

16167

A group of persons between which a common
bond exists

Indefinite

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

TOPIC

SUBPARAGRAPH

EXPIRY

Number

__

1991101/31

13003

Participation bond schemes

(dd)(ii)

Indefinite

1991I01131

13003

Unit trust schemes

(dd)(ii)

Indefinite

SECTION P(vii): EXCLUSIONS BY THE MINISTER OF FINANCE
GOVERNMENT GAZETTE
Date

TOPIC

EXPIRY

Number

1992/01I24

13744

Post Office Savings Bank

Indefinite

1994112/14

16167

Industrial Development Corporation of SA Limited

Indefinite

APPENDIX 10

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
2.

Mutual Banks Act, 1993

3.

FinancialServices Board Act, 1990

i
I

No. 94 of 1990

!

No. 124 of 1993

I

No. 97 of 1990

j

No. 55 of 1981

4.

Participation Bonds Act, 1981

5.

Financial Institutions (Investment of Funds) Act, 1984

6.

Pension Funds Act, 1956

I

I

!

Friendly Societies Act, 1956

No. 39 of 1984
No. 24 of 1956

(B)

~~

I

7.

(B)

1

No. 25 of 1956

(6)

No. 54 of 1981

(B)

No. 27 of 1943

(B)

1

8. Unit Trusts Control Act, 1981
9.

I

InsuranceAct, 1943

No. 38 of 1984

10. Inspection of Financial Institutions Act, 1984
!

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

14. FinancialSupervisionof the Multilateral Motor Vehicle
Accidents Fund Act, 1993
i

No. 8 of 1993

(B)

I

No. 46 of 1926

(C)

1

No. 27 of 1960

(C)

11. Stock Exchanges Control Act, 1985

I

!

15. Companies Act, 1926 (Partially)
16. BusinessNames Act, 1960

i

89

APPENDIX 1 1

Name of bank/
controlling company

Date of
approval

Name of interest
(and type of interest)

Country

ABSA Group Limited

1997-06-24

-

Jersey

-

-

-

ABSA Financial Services
Jersey Limited (subsidiary)
Stonehage Holdings Limited
(subsidiary)
ABSA Offshore Limited
Limited (subsidiary)
ABSA Offshore Select Fund
Limited (subsidiary)
ABSA Fund Managers
Limited (subsidiary)
ABSA Private Bank Limited
(subsidiary)

interest of 50 per cent in African
Alliance Limited

British Virgin Islands
Jersey
Jersey
Jersey
Jersey

Capital Alliance Holdings
Limited

1997-12-03

First National Bank of
Southern Africa Limited

1997-10-22

First Trade Solutions Limited
(subsidiary)
First Finance & Freight Limited
(subsidiary)
Various offshore market-based
offices

British Virgin Islands,
Guernsey or Eire
British Virgin Islands,
Guernsey or Eire
Various countries

First National Bank of
Southern Africa Limited

1997-12-24

Hanson Bank Limited (subsidiary)

Guernsey

First National Bank Holdings
Limited

1997-12-1 0

PCS Asia Limited (to be renamed
Hong Kong
Ansbacher (Asia) Limited) (subsidiary)

lnvestec Bank Limited

1997-03-07

Nesa Ventures Incorporated
(subsidiary)

BritishVirgin Islands

lnvestec Bank Limited

1997-02-19

Minority interest of 7 3 per cent in
Sportent Limited

Kenya

lnvestec Bank Limited

1997-01-30

Representative office

Zimbabwe

lnvestec Bank Limited

1997-04-01

Clive Derivatives Limited (subsidiary) United Kingdom

lnvestec Bank Limited

1997-04-02

-

-

-

Isle of Man

lnvestec Holdings Australia Limited Australia
(subsidiary)
lhvestec Australia Limited
(subsidiary)
lnvestec Australia Funds
Management Limited (subsidiary)
Reichmans Australia Limited
(subsidiary)

lnvestec Bank Limited

1997-05-08

Representative office in Hong Kong

Hong Kong

lnvestec Bank Limited

1997-05-08

Representative office in London

United Kingdom

lnvestec Bank Limited

1997-06-05

-

lnvestec Bank Limited

1997-08-05

-

lnvestec (Israel) BV (subsidiary)
Marvel Resources Limited
(subsidiary)

lnvestec Bank (Mauritius) Limited
(subsidiary)

The Netherlands
British Virgin Islands
Mauritius

APPENDIX 1 1

Name of bank/
controlling company

Date of
approval

Name of interest
(and type of interest)

Country

lnvestec Bank Limited

1997-08-05

lnvestec Trust Limited (subsidiary)
IBJ Nominees Limited (subsidiary)

Jersey
Jersey

lnvestec Bank Limited

1997-10-20

Minority interests in various clients

Various countries

lnvestec Bank Limited

1997-11-20

-

Jersey

-

lnvestec International Money
Market Fund Limited (subsidiary)
lnvestec Management Company
(Jersey) Limited (subsidiary)

Jersey

lnvestec Bank Limited

1997-12-19

lnvestec Securities (Botswana) (Pty)
Limited (subsidiary)

Botswana

lnvestec Group Limited

1997-12-11

Ernst & Company (subsidiary)

United States of
America

Marriott Holdings Limited

1997-06-13

Isle of Man
Interest of 50 per cent in Marriott
Singer Limited (joint venture company)

Nedbank Investment Bank,
A division of Nedcor Bank
Limited

1997-07-01

Minority interest of 5 per cent in
European Healthcare Group plc

Nedbank Investment Bank,
A division of Nedcor Bank
Limited

1997-09-25

Minority interest of 6 per cent in
Beitbridge Bulawayo (Mauritius)

Mauritius

Nedcor Bank Limited

1997-03-11

Nedcor Asia Nominees Limited
(subsidiary)

Hong Kong

Nedcor Bank Limited

1997-08-28

Malta
Interest of 25,l per cent in
Dimension Data International Limited

Nedcor Bank Limited

1997-09-25

Interest of 20,l per cent in State
Bank of Mauritius Limited

Mauritius

Nedcor Bank Limited

1997-11-1 9

Nedbank Africa Investments
Limited (subsidiary)

Mauritius

Rand Merchant Bank
Limited

1997-02-18

Minority interest of 18,2per cent in
Plessey Australia Pacific Limited

Australia

Standard Bank Investment
Corporation Limited

1997-05-06

Standard Commodities (Asia) Limited Hong Kong
(subsidiaty)

Standard Bank Investment
Corporation Limited

1997-06-09

Minority interest of 49 per cent in
Thomas Cook Travellers Cheque
Rand Limited

United Kingdom

Standard Bank Investment
Corporation Limited

1997-08-13

Reactivation of Tor0 Limited
(subsidiary)

Liberia

Standard Bank Investment
Corporation Limited

1997-11-1 0

Standard Bank London Limited Representative office in Dubai

United Arab Emirates

Standard Bank Investment
Corporation Limited

1997-11-1 1

Standard Bank London Limited
Moscow Representative Office

I

United Kingdom

I

I

-

Russia

