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SOUNDNESS OF BANKS THROUGH THE EFFECTIVE APPLICATION 
REGULATORY AND SUPERVISORY STANDARDS 

RILOSOPHY 
b 
underlie all activities and decisions, and we strive to project an image of 

integrity, credibility and impartiality at all times. We subscribe to a service- 
ch, which entails accessibility and integrity, and a high premium is placed 

aviour at all levels of activity. A relationship of mutual trust between this 
d all other key players is regarded as essential and is built up through regu- 

NCIPLES TO STRENGTHEN BANKING SYSTEMS 

Because of the risk of problems in one area of the financial sector spilling over to other 
areas, particularly to banks, and even to banks in other countries, there is a worldwide 
need to strengthen banking systems. It may therefore be useful to reiterate some guiding 
principles in this regar 

I' ... there is broad ag 
to strengthen their own banking systems and contribute to the stability of the international 
financial system: (1) the soundness of a bank is first and foremost the responsibility of its 
owners and managers; yet the soundness of a banking system is a public policy concern; 
(2) bank soundness is crucially linked to sound macroeconomic policies; (3) a framework 
for sound banking must include structures to support internal governance and market prin- 
ciples, as well as official regulation and supervision; and (4) international cooperation and 
coordination can play an important role not only in strengthening the global financial system 
but also in improving the soundness of national banking systems." Michel Camdessus, 

7 Managing Director, International Monetary Fund. In: Lindgren, Carl-Johan, et a/: Bank 
soundness and mac 
1996, p. v. 
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CHAPTER 1 

The year under review was characterised by global financial turbulence and banking crises 
in many countries. In general, the South African banking sector showed itself to be 
remarkably resilient in this turmoil. Although interest rates in South Africa rose to record 
levels in 1998, they started declining again towards the end of the year. 

During 1998, the Bank Supervision Department placed particular emphasis on the contin- 
ued implementation of the Core Principles for Effective Banking Supervision, which the 
Basle Committee on Banking Supervision issued in September 1997 and on which I 
reported extensively in the 1997 Annual Report. Other important focus areas included co- 
operation with other regulators and supervisors, further refinement of the Department’s 
approach to consolidated supervision and full implementation of capital-adequacy require- 
ments in respect of banks’ securities trading activities, as discussed in Chapter 2 of this 
report. 

During the year, I had the privilege of participating actively in the work of the Core 
Principles Liaison Group. Much of this work related to assessing the compliance with the 
Core Principles by different countries, as reported below. Other topics reviewed below 
include, amongst others, actions required to strengthen the international financial system, 
the entry criteria and exit process for banks in South Africa, and the recommendations aris- 
ing from an Article IV review of the Department’s supervisory practices by the International 
Monetary Fund. 

BASLE CORE PRINCIPLES FOR EFFECTIVE BANKING SUPERVI- 
SION 

The Basle Committee’s Core Principles for Effective Banking Supervision were endorsed by 
the international community during the annual meeting of the International Monetary Fund 
(IMF) and the World Bank in Hong Kong, in October 1997. During October 1998, the 
International Conference of Banking Supervisors (ICBS) held in Sydney, Australia, also 
endorsed the Core Principles and pledged to contribute actively to their implementation, 
whilst requesting more comprehensive guidance from the Basle Committee. 

The objective of the Core Principles is to provide the international financial community with 
a benchmark against which the effectiveness of bank supervisory requirements can be 
assessed. The Core Principles thus spell out the basic features of an effective bank super- 
visory regime. 

Because of heightened concern about financial-sector stability, banking supervisors around 
the world are under pressure to ensure the effective supervision of banks. In particular, this 
has been reflected in growing international pressure to urge countries to implement the 
Core Principles. 

The need to strengthen the supervision of banks has been stressed as a major priority, 
since it is now widely recognised that, of late, imperfections in the functioning of banking 
systems have often been at the core of financial crises in many countries. Since the cur- 
rent banking crises affect many countries, the monitoring of banking systems has become 
critical and very challenging for supervisors. 

Improvement of banking supervision requires tenacity and continuous effort over a long 
period, in order to meet the high expectations. It is of the utmost importance that ad- 
equate steps are taken in order to: 
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In April 1998, the Basle Committee, the fore, initiated a survey on compliance with the 
Core Principles, with a view to preparin information for consideration by the ICBS, in 
October 1998. The Basle Committee d stributed a questionnaire to 140 countries and 
requested supervisors to undertake a rig ous assessment of their supervisory systems, in 
order to determine the extent to which t ere was compliance with the Core Principles in 
their jurisdictions. 
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financial stability and effective supervi- 
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An assessment should culminate in a rat ng of the degree of compliance with the Core 
Principles. The assessment should be rea hed on a qualitative basis, since a major short- 
coming in any crucial criterion could raise erious doubts about compliance. Furthermore, 
the assessment should include a sum ary of specific areas of non-compliance and 
changes that are being made or contemp ted in order to address specific shortcomings, 
as well as a timetable for effecting such ch i nges. 
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The current dynamic changes in the sphere of banking, resulting from uncertainty and the 
risks that emanate from unexpected market volatility, are nothing new. In 1873, Walter 
Bagehot wrote, “Every great crisis reveals the excessive speculations of many houses 
which no one before suspected”. 

The trend to invest in high-yielding investment banking activities has seen many banks, 
locally and abroad, using guaranteed deposits to support highly speculative activities in the 
securities markets. Banks have allowed themselves to enter into large, poorly managed 
exposures to institutions engaged in highly leveraged securities activities. Unfortunately, 
when “the going gets tough”, the sophisticated mathematical models used by banks often 
cannot cope with the stress. Despite the use of models devised by highly regarded scien- 
tists, some banks have lost billions of dollars. 

The statistical models used by many of the world’s most sophisticated financial institutions 
work on a set of very simple premises. Techniques such as modelling of value at risk (VAR) 
assume that markets behave according to normal probability distributions and that there 
are predictable correlations between market movements. Unfortunately, during abnormal 
times (which are too infrequent to form part of an estimate of probability), these models 
tend to break down. 

Uncertainty has to be regarded as being quite distinct from the notion of risk. It would 
appear that measurable uncertainty differs greatly from an unmeasurable one and that a 
measurable uncertainty is in effect not an uncertainty at all. Banks, however, have tended 
to devote their risk-management effort to the quantification of risks. Consequently, un- 
measurable risks, which do not fit into the existing risk-management paradigm, may have 
been neglected. 

In periods of uncertainty in the financial markets, the statistical models in use have been 
found wanting. The techniques used by banks, such as VAR models, are only as good as 
the assumptions that underpin them. 

It is undoubtedly true that banking has seen a profound cultural change in the past two 
decades. This has been associated with a change from a culture of credit being limited to 
one of credit being in plentiful supply. Consequently, the role of banks has changed from 
being the rationers of credit to being its marketers. This change in credit culture has, how- 
ever, tended to be coupled with neglect of the basic principle that banks are, in the final 
instance, the custodians of other people’s money. 

The current financial volatility serves to remind bankers that they have a fiduciary respons- 
ibility toward depositors. 

INTERNATIONAL FINANCIAL ARCHITECTURE 

In response to the financial crisis in Asia, the finance ministers and central bank governors 
of a number of systemically significant economies met in Washington, DC, in April 1998, in 
order to examine issues related to the stability of the international financial system and the 
effective functioning of global capital markets. In their discussions, the ministers and gov- 
ernors stressed the importance of strengthening the international financial system through 
action in three key areas: enhancement of transparency and accountability, strengthening 
of domestic and international financial systems and management of international financial 
crises. 

Three working groups were formed in order to contribute to the international dialogue on 
how to proceed in these key areas. Each working group consisted of representatives of 
finance mi organisations. Contributions and views 
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Working Group on Transparency and Accountability 

The international financial crisis that began in Asia demonstrated the importance of trans- 
parency and accountability. The lack of transparency and accountability exacerbated finan- 
cial weaknesses at both the institutional and the national level and complicated efforts to 
resolve the ensuing crisis. Transparency and accountability would have helped to prevent 
the build-up of financial and economic imbalances, induced a prompter adjustment in pol- 
icies and limited contagion. In short, transparency and accountability help to improve eco- 
nomic performance. 1 
Transparency refers to the process that makes information about existing conditions, de- 
cisions and actions accessible, visible and understandable. Transparency contributes to 
the efficient allocation of resources by ensuring that market participants have sufficient 
information to identify risks and to distinguish one institution’s or one country’s circum- 
stances from another’s. Moreover, transparency helps to inform the market and to form 
expectations, thereby helping to stabilise markets during periods of uncertainty, whilst also 
contributing to the effectiveness of announced policies. In determining the appropriate 
degree of transparency, one has to balance the benefits against the costs. 

Accountability refers to the need to justify and accept responsibility for decisions taken. 
Since accountability imposes discipline on decision-makers, it helps to improve the quality 
of decisions taken. Transparency helps to promote accountability by obliging decision- 
makers to make known their decisions and the reasoning behind them. 

The elements and objectives of disclosure in the private sector are: 

A Timeliness: Information of materigl importance should be 
and timely basis, using international& accepted accounting st 

Completeness: Financial state levant transactions, both on 
and off balance sheet. 

Consistency: Accounting policies $nd metho 
over time. Any changes should be identified, 

Risk management: The strategies Used to manage risks should be disclosed. 

Audit and control processes: Banks must have effective 
md the financial statements must be reviewed annually by 

1 

A 

A s of internal control, 

The crisis in Asia highlighted the importance of improving data on the international expos- 
ures of banks and institutional investors. High-quality, comprehensive creditor data permit 
assessments of the vulnerability of a domestic financial system to financial crises abroad, 
are useful as early-warning signals of weaknesses in debtor countries, improve the quality 
of debt statistics and balance of payments data, and facilitate efforts to restructure out- 
standing debt when a country is at risk or in default. 

Disclosure standards help to highlight the importance of transparency. Improvements in 
transparency depend on implementation and compliance with recognised standards. The 
benefits inherent in transparency provide the strongest incentive for compliance. This 
incentive can be strengthened through monitoring, for example, by means of an independ- 
ent assessment of a bank’s or country’s observance of recognised disclosure standards. 

Working Group on Strengthening Financial Systems 

The financial crisis clearly demonstrated the importance of robust and efficient domestic 
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financial systems. Weak banking systems and poorly developed capital markets con- 
tributed to the misallocation of resources that led to the crisis. Key to the strengthening of 
domestic financial systems is the implementation of sound supervisory, settlement, 
accounting and disclosure practices. 

Implementation of sound practices requires, firstly, that there are standards on what consti- 
tutes sound practices. In the areas of banking supervision and securities regulation, min- 
imum principles or standards have been established. The Basle Committee on Banking 
Supervision has produced the “Core Principles for Effective Banking Supervision”, whereas 
the International Organisation of Securities Commissions has produced the “Statement of 
Objectives and Principles of Securities Regulation and International Disclosure Standards 
for Cross-border Offerings” and “Initial Listings by Foreign Issuers”. 

The Working Group regarded the development of sets of sound practice in the area of cor- 
porate governance as essential. Individual firms have to formulate and pursue prudent 
business strategies, establish and apply effective systems of internal control, and monitor 
and manage the full range of financial commercial risks to which they are exposed. The 
Working Group attached particular importance to the elements of corporate governance 
and the structure relating to risk management and control - notably, the management of 
liquidity and foreign-exchange risk. The mismatch between the maturity of foreign-curren- 
cy assets and liabilities in national banking systems should not be allowed to become too 
far out of line with the capacity of the domestic authorities to supply foreign-currency liquid- 
ity from official reserves and any contingent financing that may be available. 

Explicit safety-net arrangements help to reduce the risk of indiscriminate extension of pub- 
lic guarantees. The Working Group stressed the importance of identifying criteria for deter- 
mining appropriate limits on the extension of public guarantees. A well-designed frame- 
work for the resolution of future systemic crises is likely to alter the expectations of the 
public and international investors and may help to enhance financial stability. Depositor- 
protection schemes are also part of the financial safety net. The most important goals are 
to increase the stability of the financial system by reducing the risk of bank runs and conta- 
gion and to assist small depositors, who, typically, do not have the capacity to monitor the 

Insolvency regimes are also an important part of an economy-wide safety net. They serve 
to make it easier for all parties involved to quantify the risks and consequences of a failure 
of a corporate entity, whilst decreasing the potential for ad hoc, ex post facto assistance or 
guarantees, which distort incentives. The Working Group, therefore, developed key princi- 
ples and features of effective insolvency regimes for commercial entities. 

Market discipline should be employed to promote the implementation of sound practices. 
Such discipline, however, does not function properly without adequate transparency and 
appropriate incentives. The lack of international consensus on sound practices for loan 
valuation, loan-loss provisioning and credit-risk disclosure seriously impairs the ability of 
analysts and regulators to understand and assess the risks inherent in a bank’s activities. 

Access to major financial markets for emerging-market institutions is an important element 
in the effort to strengthen financial systems. International consensus on concrete criteria to 
be used by national authorities when determining conditions for market access could help 
to ensure equitable conditions for market entry. Official oversight is another way in which 
implementation of standards can be encouraged. The particular types and combinations 
of oversight mechanism (surveillance, peer review, comprehensive technical assistance 
programmes) that will be the most suitable for enhancing financial stability will vary from 
country to country. 

At present, supervision of the global financial system is fragmented, both geographically 
and functionally, whereas global markets are becoming increasingly integrated. 
Geographical and functional fragmentation are, however, being addressed through co- 
operation among different international groupings of functional supervisors and among 

I 
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The larger scale and greater diversity of recent capital flows to emerging markets have been 
of immense benefit to both emerging-market countries and the world as a whole. But 
these capital flows have allowed crises to erupt and spread more quickly and with greater 
force than in the past. These new risks make it more essential than ever for countries to 
pursue sound domestic policies in order to minimise their vulnerability to contagion. The 
number and depth of recent payment crises have also highlighted the critical importance of 
adopting policies to reduce the frequency and to limit their severity of such crises. 

Implicit or explicit access to governmen resources on subsidised terms distorts market 
incentives and may encourage private d btors and creditors to take excessive risks. The 
Working Group, however, recognised th role of government in protecting smaller bank 
depositors and the overall integrity of th payments and financial system. Preservation of 
the stability of the financial and payment ystem does not, however, require that individual 
banks, their managers or their equity own rs are protected from the risk of failure. 

Recent events have highlighted the con nued vulnerability of many emerging markets to 
external shocks and the consequent nee for prudent management of their external liabili- 
ties. Arrangements that could provide m i re flexibility in payments and greater risk sharing 
among debtors and creditors include: 1 

i 
Id allow the debtor to exten 

r which repayments would be reduced in certain precisely and 

ntractual arrangements that would provide assured new 
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In the opinion of the Working Group, t e assistance and support of the International 
Monetary Fund and other international fi ancial institutions in the event of a crisis, in the 
context of a strong programme of policy a justments, remain important. 

ENTRY AND EXIT CRITERIA F R BANKS 

In the interests of transparency and disclosure, the Bank Supervision Department, however, 
deems it necessary to give a brief overview of the various criteria, policies and processes 
for a bank’s entry to, and exit from, the banking sector in South Africa. 

d 
9 

The format of an application for authorisation to establish a bank is prescribed by the Banks 
Act, 1990, and the Regulations thereto. Many details are required in a specified form, and 
a complete and comprehensive application in terms of the Banks Act usually results only 
from a carefully planned and diligently executed project, often involving consultants who 
specialise in this field. The Registrar often requests additional information from an applicant 
in order to assist in the evaluation of such an application. Processing of an application 
entails not only an analysis of the application, including financial projections, but also con- 
sultation with other regulators and authorities. The time required - usually, some three to 
four months - can thus not be condensed, not even when the applicant regards the matter 
as extremely urgent because of business considerations. 

Entry criteria and licensing polic 

Since the banking system plays an important role in the South African economy, there is a 
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need to maintain the stability of the banking system. Consequently, an applicant for au- 
thorisation to establish a bank has to meet the high entry criteria and prudential standards 
set by the Bank Supervision Department. The entry criteria may be summarised as fol- 
lows: 

A Public-interest considerations 

The establishment of a bank should be in the public interest. Applicants are therefore 
expected to make a worthwhile contribution to banking services and competition in South 
Africa, and not merely add to the number of banks. Although applicants do not have to 
offer a full range of banking services, they are expected to maintain a significant presence 
in South Africa and to add some depth to the local banking sector. 

A Ownership and control 

A bank should pay appropriate regard to the interests of its depositors. Therefore, no 
single shareholder (or group) should be in a position to exercise undue influence over the 
policies or operations of a bank. The shareholding structure should not be a source of 
weakness and should minimise the risk of contagion from activities conducted by share- 
holders' other entities. Banking and non-banking activities should be separate, with appro- 
priate divisions between them. 

A Fit and proper management 

Banks should be governed and managed only by directors and management with proved 
ability and integrity to pursue the interests of shareholders without harming the interests of 
depositors. The proposed management and directors should have the relevant banking 
experience and skills to conduct the proposed business. For example, if a bank proposes 
to trade in financial derivatives, the senior management and board should have sufficient 
specific experience in the management of the risks arising from these products. 

A Corporate governance, audit and internal control 

A bank applicant has to demonstrate the ability to maintain appropriate corporate gover- 
nance, management, internal control and risk-management systems, including internal 
audit and a compliance officer, in order to monitor and limit all the risk exposures of the 
bank as from the commencement of business. The operating controls and risk-manage- 
ment procedures have to be consistent with the proposed strategy of the bank. The pro- 
posed bank has to be capable of producing all required statutory and prudential informa- 
tion in an accurate and timely fashion as from the commencement of banking operations. 

The proposed bank's internal structure should be sound in terms of generally accepted 
management principles, and the proposed group structure should not be detrimental to the 
bank or to effective supervision of the bank. Amongst other issues, a foreign bank wishing 
to establish a locally incorporated bank, or branch, should be subject to acceptable super- 
visory arrangements in its country of origin and be in good standing with that supervisor. 

A Capital and financial condition 

A bank should be established with financial strength in terms of adequate capital and sus- 
tainable profitability. An applicant should hold, as a minimum, a threshold amount of capi- 
tal. Initial capital should be from a known and legitimate source, and should not be bor- 
rowed money. Furthermore, a proposed bank has to adhere to capital-adequacy, cash- 
reserve and liquidity ratios, as well as all other prudential requirements. 

Therefore, an applicant has to submit an acceptable business plan, incorporating realistic 
and sustainable projections of the scope, scale and specialisation of operations, cash flows 
and earnings for the first three years of the proposed bank's operations. 
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Exit policy and process for managing distress in banks 

The procedures for handling distress in banks differ significantly in many respects from 
those embodied in ordinary company and insolvency laws. The rationale for this differential 
treatment arises from three broad considerations relating to the nature and functions of 
banks: 
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These considerations have led to the notbn that banks deserve special protection in times 
of crisis. It has to be stressed that the BBnk Supervision Department's policy is not aimed 
at a zero failure of banks. Instead, the objective is to resolve problems in banks effectively 
and to ensure that depositors with failing banks recover as much of their deposits as possi- 
ble, in order to maintain the confidence of investors in the banking system. If a bank has to 
exit from the banking system, this has to occur with the minimum market disruption possi- 
ble. 

In essence, the policy is that a bank with temporary liquidity problems may be assisted pro- 
vided it is solvent. An insolvent bank, hciwever, cannot be allowed to continue as a bank, 
since its problems are very likely to become worse. Such a bank should exit from the sys- 
tem in an orderly, efficient manner, which minimises losses to depositors and which does 
the least harm to confidence in the bankirlg system. 

I 

At the first signs of a bank potentially expleriencing difficulty with complying with any aspect 
of the prescribed prudential requirements, corrective action is taken. The exact type of 
action differs from case to case, and is not prescribed in any detail in the Banks Act. 
Actions may range from discussion of the area of concern at a routine or special prudential 
meeting with senior management to foflmal sanctions and fines, prohibitions on further 
expansion of activities and increases in the capital requirement. The ultimate sanction 
would be withdrawal of the banking licence. 

In order to establish beyond doubt whether a bank has a liquidity or a solvency problem, 
the Department will call for a special invgstigation by an investigating accountant (from an 
accounting firm other than the auditors of the bank) in terms of section 7 of the Banks Act. 
If the bank's liquidity shortage is of a temporary nature and does not affect its solvency, the 
Registrar will advise the South African Reserve Bank (SARB) that the bank has liquidity 
problems, but is solvent. The SARB will then decide, in the interests of the stability of the 
banking system, whether or not to provide temporary liquidity assistance against appropri- 
ate security provided by the bank. A possible next step would be to recommend to the 
Minister of Finance that the bank be plaqed under curatorship. The Minister will appoint a 
curator to a bank only if he deems it desirable in the public interest, after consultation with, 
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and with the written consent of, the chief executive officer or the chairman of the board of 
directors of the bank concerned. The outcome of a bank under curatorship depends on 
the particular circumstances. In all cases of distress in banks in South Africa, during the 
1980s and 1990s, all small depositors have substantially been reimbursed. 

If, however, the bank is insolvent, then the internationally accepted course of action is clear 
- no bank can be allowed to continue operations while it is insolvent. 

STANCE TOWARDS DEPOSIT INSURANCE 

As stated above, in cases of distress in banks in South Africa, small depositors were sub- 
stantially reimbursed. Large depositors may have lost some money, and shareholders 
have certainly lost money. In both cases, however, these parties would have been ad- 
equately compensated by receiving higher returns on their investments. Only rarely were 
depositors’ funds completely frozen, and depositors could always access badly needed 
funds even when a bank was under curatorship. The perception has therefore evolved that 
deposits with banks are in fact guaranteed. Despite South Africa not having a formal 
deposit-insurance scheme, it can be said to have implied deposit insurance. 

Once there is a perception that deposits are guaranteed, there is a danger of adverse 
selection. In other words, risk decisions will be distorted, and depositors will seek the high- 
est interest rates without regard to the soundness of a bank. It should be remembered 
that although one of the objectives of supervision is to protect depositors’ interests, depos- 
itors cannot be safeguarded against all risks. Supervision does not provide any guarantees 
that regulated banks will always be able to meet their commitments - the principle of “let 
the buyer beware” will always remain valid. 

In essence, the function of a deposit-insurance scheme is to provide a safety net for bank 
depositors, thereby increasing public confidence in banks and making the financial system 
more stable. A safety net may also limit the potential effect of problems in one bank on 
other, healthier banks in the same market, thereby reducing the possibility of contagion or 
a chain reaction within the banking system as a whole. Consequently, many countries 
have established deposit-insurance schemes in order to protect small depositors. 

In view of the above, the Bank Supervision Department supports the establishment of a 
limited deposit-insurance scheme in South Africa, whereby, say, 90 per cent of deposits of 
less than, say, R50 000 per bank client would be reimbursed in the case of a bank failure. 
The objective would be, firstly, to safeguard the deposits of ordinary bank customers who 
do not have the ability to monitor the riskiness of the banks with which they place their 
funds, and, secondly, to ensure financial stability. The premium rates for the funding of 
such a scheme should vary in accordance with the risk attached to each insured bank. 
Alternatively, it may be easier to charge banks flat premiums and to allow certain rebates to 
those that exceed certain predetermined prudential ratios. Such a fund should provide 
protection only for deposits with an original term to maturity of five years or shorter made 
with insured banks domiciled in th 

The Bank Supervision Department believes that the benefit of increased confidence in the 
banking system would exceed the direct or indirect cost of a deposit-insurance scheme to 
the banking sector. 

The Bank Supervision Department has always followed a supervisory approach that com- 
bines off-site supervision and on-site supervision, with the emphasis on the former. 
Although this approach has been effective thus far, supervisory developments around the 
world and the Basle Committee on Banking Supervision’s issue of the Core Principles for 
Effective Banking Supervision made the Department aware of a need to reassess its super- 



visory methods. The Department concluded that it would have to extend the current on- 
site component of its supervision. As a start, a newly formed market-risk team visited all 
trading banks during the course of 1998, with a view to benchmarking each trading bank 
against best industry practice. The team will follow up the findings of this survey with each 
of these banks during the course of 1999. 
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Currently, South Africa is one of a few countries in the world that does not verify the quality 
of bank assets by means of on-site supervision. In order to remain at the forefront of inter- 
national supervisory practice, the Department, therefore, has to take steps to expand its 
on-site supervision, particularly in the area of counterparty risk. Although the Department is 
currently considering the actual form and intensity of such on-site work, it envisages that 
reviews of asset quality, as well as of systems and controls, will form an integral part of the 
process. 

ARTICLE IV REVIEW BY THE INTERNATIONAL MONETARY FUND 
I 

During the second quarter of 1998, the International Monetary Fund (IMF) conducted Article 
IV consultation discussions with South Africa. As part of the programme, the IMF held 
extensive discussions with the Bank Supervision Department and the banking sector. 

Overall, the IMF was of the opinion that the Department was conducting its business com- 
petently, proactively and efficiently. The IMF viewed the Department as being capable of 
detecting problems at an early stage and of taking appropriate action to deal therewith. 
The Department’s modern, risk-based supervisory framework, based on and largely com- 
plying with the Basle Committee’s Core Principles for Effective Banking Supervision, was 
viewed as having been instrumental in minimising not only the challenges facing the bank- 
ing system from continued foreign competition, cycles of economic activity and changes 
associated with social and economic reforms, but also the implications for systemic risk 
arising from high levels of concentration in the banking sector. The IMF, however, highlight- 
ed the following areas as requiring action: 

I 

On-site supervision and reliance placed on external auditors 

The IMF was of the opinion that the system of using external auditors instead of on-site 
inspections limited the Department’s supervision. Since an external auditor acts both as a 
bank’s private agent and as the Department’s proxy, a conflict of interest may impair the 
timeliness and quality of information furnished by an external auditor, even though an ex- 
ternal auditor is under a legal obligation to inform the Department of any situation that might 
endanger depositors’ interests. 

The IMF recommended that the Department should consider conducting more active on- 
site inspections, at its own initiative and discretion and using its own resources. Because 
of current limitations on resources and expertise, the IMF recommended a gradual 
approach. The Department was advised, as a first step, to include its staff in the external 
auditors’ teams and, initially, to conduct on-site inspections with a limited focus, targeting 
specific areas. Such an approach would enable the Department gradually to build up the 
expertise and resources necessary to undertake a high level review of asset quality of each 
bank. 

Large exposures 

In the past, lenient regulations with respect to large credit exposures may have been jus- 
tified on the grounds that international sanctions and exchange controls had effectively isol- 
ated the South African economy from the rest of the world. It was therefore unavoidable 
that, firstly, highly concentrated corporate ownership structures would arise and, secondly, 
that these would turn to local banks for their financing needs. This situation is, however, 
changing rapidly: the economy has opened up, and South African banks and corporations 
compete actively in the global marketplace. As explained in Chapter 2 of this Annual 
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Report, this requires banks to abide by internationally agreed prudential limits on expos- 
ures. Therefore, formal guidelines complying with international best practice standards are 
needed in order effectively to constrain large credit exposures of local banks. Although the 
new guidelines should be phased in, the fact that large credit lines are not fully used should 
make implementation easier. 

Loan provisioning 

In South Africa, loan classification and provisioning practices differ from bank to bank and 
are left to the discretion of each bank. In view of this discretion and given some recent 
deterioration in asset quality, the risk of banks relaxing their loan-classification and provi- 
sioning policies when confronted by distress should be minimised. Accordingly, the IMF 
recommended that the Department should implement explicit and mandatory loan classifi- 
cation and provisioning rules that would trigger prompt correct-ive action automatically and 
prevent risky practices. The IMF endorsed the Department’s initiative to review the capital 
risk weightings attached to mortgage financing, reported in Chapter 4 of this report. 

Consolidated supervision 

The IMF recommended that the Department should give high priority to the develop- 
ment of formal framework for consolidated supervision. It was stressed that the focus 
should not be on the required institutional structure for effective consolidated supervision, 
that is, whether the Department and the Financial Services Board (FSB) should continue to 
exist as separate institutions or whether they should be merged. Instead, the IMF deemed 
it important to address the practical arrangements required. These include issues such as 
statistical reporting to the Department and the FSB by financial conglomerates, sharing of 
confidential information, measurement of capital and definition of capital adequacy for insti- 
tutions belonging to a financial conglomerate, harmonisation of licensing and prudential 
requirements, on-site inspections of financial conglomerates, and the prin-ciples that would 
guide joint administration of possible distress cases, including the nom-ination of the lead 
supervisor. As reported in Chapter 2, the memorandum of understanding between the 
Department and the FSB will serve to facilitate implementation of these re-commendations. 

Exit policy 

The IMF recommended that clear and precise rules should be formulated to deal with the 
aspects that are common to all cases of bank failure. Such rules should specify, for ex- 
ample, whether the South African Reserve Bank or the Department of Finance should take 
the lead in cases of bank distress, whether a bank in distress should be restructured or li- 
quidated, who should finance such a restructuring or liquidation and what the limits of the 
South African Reserve Bank’s financial responsibility are. 

As explained elsewhere in this chapter, when a curator is to be appointed to a bank, the 
Registrar will make a recommendation to the Minister of Finance, who may appoint a cur- 
ator provided, amongst other issues, that the bank concerned has given its consent. The 
IMF has recommended that the Registrar should be able to institute curatorship arrange- 
ments at his own initiative in order to prevent a situation of a bank refusing to consent to 
curatorship, at t 

Deposit insurance 

In the IMF’s view, there was a need to operate in an environment with clear rules and to 
protect small and unsophisticated depositors. Since the South African banking system is 
generally sound, the IMF deems it appropriate that a limited, well-designed and adequately 
financed deposit-insurance scheme should be introduced. The institutional structure of 
such a deposit insurance scheme and its relationship with the Bank Supervision 
Department and the lender-of-last-resort function of the South African Reserve Bank would 
have to be established by legislation. Such legislation would clearly have to specify the 
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sources of funding of any potential finanl LI gap between accumulated bank contributions 
and the scheme’s financial obligations. I 
The Department has considered all these recommendations carefully. As indicated else- 
where in this report, the Department is already giving attention to many of the recom- 
mendations, as part of its on-going strategic and operational developments. The 
Department envisages implementing the recommendations in the Banks Act, the 
Regulations thereto and in the Department’s policy, as appropriate, after consultation with 
appropriate and affected parties. 

COMMISSION OF ENQUIRY INTO THE AFFAIRS OF THE MASTER- 
BOND GROUP AND INVESTOR PROTECTION IN SOUTH AFRICA 

In the 1997 Annual Report, it was noted that the Commission of Enquiry into the Affairs of 
the Masterbond Group and Investor Protection in South Africa (generally known as the Ne1 
Commission) had published its first report. During the year under review, the Bank 
Supervision Department devoted considerable resources to addressing some of the criti- 
cisms in the report that were relevant to the supervision of banks. These criticisms related 
primarily to two areas: 

Inadequate regulation and supervision in some respects 
I 

As regards the Ne1 Commission’s comments on certain regulatory and supervisory short- 
comings, it should be noted that the working relationship between the Bank Supervision 
Department and the Financial Services Board has been strengthened considerably in the 
years following the Masterbond incident. In 1998, this working relationship was further 
formalised by the development and signing of a memorandum of understanding (MOU). 
The MOU, which is discussed in more detail elsewhere in this report, addresses, amongst 
other issues, the basis for exchanging information in cases of a financial institution such as 
Masterbond failing. It is believed that the practical measures now in place will ensure that 
an operation such as Masterbond will in future not escape the regulators’ prompt action. 

Shortcomings in auditing procedures and the auditing profession 

The Bank Supervision Department places considerable reliance on the auditors of banks as 
a key player in the supervisory process. This reliance on auditors, which was comprehens- 
ively explained in the 1997 Annual Report and which is also discussed elsewhere in this 
report, is the reason for the Department’s interest in the Ne1 Commission’s comments on 
shortcomings in auditing procedures and the auditing profession. In the Department’s view, 
these shortcomings have become less prevalent in the banking sector, because of the 
Department’s ongoing efforts to enhance corporate governance. For example, the 
Department made compliance with many of the recommendations of the King Commission 
on Corporate Governance mandatory long before this was common in other sectors. 
During 1998, the Department participated in a working group of the South African Institute 
of Chartered Accountants (SAICA), which formulated a comprehensive response to the Ne1 
Commission’s comments on weaknesses in the auditing process. More recently, the Ne1 
Commission also circulated a consultation paper on the role of the auditor and the elimina- 
tion of the expectation gap, to which the Department has responded via SAICA. 

In view of the time that has passed and the developments that have taken place since the 
occurrence of the events that were investigated by the Ne1 Commission, the seemingly dif- 
ferent context from which the findings arose has tended to call into question the signific- 
ance of the Commission’s findings. The Department, however, believes that the Ne1 
Commission’s findings should be viewed in a positive way and that any implied or specific 
recommendations should continue to be addressed as constructively as possible. 

I 
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DIVERSIFICATION OF THE STAFF COMPLEMENT 

The need to transform the environment and staff complement of the Bank Supervision 
Department in order to make better use of diversity has been a strategic issue for the 
Department for, at least, the past three years. The Department’s objectives are to attain a 
staff mix that is at least as representative as that of the supervised banks and to plan suc- 
cession proactively, in order to ensure that competent members from the target groups will 
be available for consideration for key management and specialist positions. 

The unavailability of skills in banking supervision in general, combined with the heavy bur- 
den of training new entrants, whilst still discharging the Department’s responsibilities in 
terms of the Banks Act, 1990, presents a major challenge. The Banks Act is specific about 
the responsibilities of the Office for Banks and activities such as regular prudential meetings 
with each bank. The issues and matters discussed at each meeting dictate that an 
assessment be made of the adequacy of the risk-management functions in each bank. An 
incorrect assessment can have considerable consequences. It may, for example, lead to 
the imminent demise of the quality of a bank’s risk management going undetected, with 
grave potential consequences for depositors of the bank concerned, as well as the banking 
system as a whole. 

Besides having to make judgements on the adequacy of banks’ risk management, the 
Department is faced with a growing number of new entrants to the South African banking 
sector and expansion of South African banks’ offshore operations. This leaves little excess 
capacity for training purposes. It is common wisdom in international banking supervision 
circles that analysts need some six months of on-the-job training before they can begin to 
contribute as team members and an average of two years before they can work independ- 
ently. 

A full-time professional development and training manager in the Department plans and co- 
ordinates all professional development programmes, and gives internal training. All new 
staff members undergo a structured training course, which is also presented annually to 
regional and other banking supervisors. All other staff members annually undergo an aver- 
age of ten working days of professional development interventions suited to their career 
developmental needs. 

Professional development has been integrated with performance management. Whenever 
performance problems are identified, appropriate interventions are made in order to help to 
equip the staff member with the desired attributes. This also aids early identification of 
potential. Considerable success has been achieved with development opportunities to 
help to accelerate the development of target group members with management potential. 

The Department is committed to implementing the transformation policy of the South 
African Reserve Bank. The challenge will be to maintain a healthy balance between trans- 
formation on the one hand and continued fulfilment of the Department’s responsibilities in 
terms of the Banks Act on the other hand. 

ISSUES THAT WILL RECEIVE PARTICULAR ATTENTION DURING 
1999 

During 1999, the Bank Supervision Department will focus on, amongst others, the following 
issues, which are discussed in more detail elsewhere in this report: - -- 

rafting of amendments to the Banks Act, 1990, and p 

levance and currency of the banking legislation. 
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Development of responses to waknesses in financial markets, such as possibl 
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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 Chief Executive of the Financial Services Board and his staff, 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. I wish to 
extend a special word of thanks to my staff who continued to handle their workload with 
dedication. I 
My staff and I look forward to receiving the continued co-operation of everyone involved in 
the banking industry, both in the private and the public sector, locally and abroad, 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 
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URRENT ISSUES IN BANKING SUPERVISION 

This chapter contains an overview of some of the most important regulatory and supervis- 
ory trends and developments, both locally and internationally, during the year under review. 

INTERNATIONAL REGULATORY DEVELOPMENTS 

During 1998, turbulence in global financial markets threatened the banking systems of 
many countries. This has again highlighted the special role that the supervisory community 
plays in the maintenance of financial stability. Some of the initiatives being taken by the 
Basle Committee on Banking Supervision, in concert with other regulators where appropri- 
ate, are of interest. These initiatives include the following: 

Continued elaboration of the Core Principles for Effective Banking 
Supervision 

The Basle Committee has continued to elaborate on the Core Principles by producing 
papers on key topics, thereby augmenting and updating the set of relevant papers - known 
as the Compendium - that the Committee has issued over the years. During the past year, 
for example, the Basle Committee published papers on: 

Discussion documents on credit-risk management, corporate governance, trading and 
derivative-risk disclosure, internal audit and banks’ interactions with highly leveraged insti- 
tutions have been issued. 

Continued research to understand the frontiers of financial develop- 
ments 

The most significant example of the Basle Committee’s continued research to understand 
the frontiers of financial development is its current work on the future of capital-adequacy 
requirements. Although the Committee is well aware of the value that the so-called Basle 
Capital Accord has had in strengthening capital standards throughout the world, the 
Committee has recognised that advances in risk management and financial practice are 
beginning to erode the relevance of the Accord for the most technically sophisticated 
banks. As banks develop new methods of evaluating their own capital adequacy under 
reasonable stress scenarios, and even dynamically allocate capital to different business 
areas in which the risk-return ratio is better, supervisors have to consider whether these 
approaches provide new tools for assessing capital adequacy from a risk perspective. It is 
believed that new thinking on a minimum capital rule and the supervisory evaluation of cap- 
ital adequacy will emerge in due course. 
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Establishment o the Institute on Financial Stability 
I 

The Institute on Financial Stability was established as a joint effort of the Group of Ten cent- 
ral bank governors, the Basle Committee, the International Organisation of Securities 
Commissions (IOSCO) and the International Association of Insurance Supervisors (IAIS). 
The purpose of the Institute is to provide training to senior supervisors in the application of 
basic supervisory principles to their national supervisory systems. The Institute will also act 
as a clearing house for the co-ordination and provision of technical assistance by central 
banks and supervisory bodies. 

Establishment of the Joint Yea 2000 Council 

The Joint Year 2000 Council was established as a joint effort of the Basle Committee, the 
Committee on Payment and Settlement Systems, IOSCO and the IAIS, with the purpose of 
providing year 2000-related information to the world’s financial market authorities. 
Examples of the Council’s activities include various regional meetings of financial market 
regulators, such as the meeting of the African region hosted by the South African Reserve 
Bank, in Pretoria, in January 1999. 

.I I 
I 

I 
INTERNATIONAL AND REGIONAL REGULATORY INVOLVEMENT 

The Bank Supervision Department is committed to compliance with international standards 
and the ongoing refinement of the regulatory and supervisory environment in which banks 
operate. Therefore, the Department is continuously extending its contact and co-operation 
with other regulators at the international, regional and domestic level. 

Representation on the Core Principles Liaison Group 
I 

In the 1997 Annual Report, the Bank S pervision Department reported on its adoption of 
the Basle Committee’s Core Principles r Effective Banking Supervision as a benchmark 
for assessing the ongoing effectiveness the Department’s supervisory processes. During 
the year under review, the Department i ntinued its commitment to the development and 
further refinement of international superv ory standards by, amongst other activities, parti- 
cipating in the work of the Core Princi es Liaison Group. The Registrar, who attended 
three meetings of the Liaison Group in rope, reports on the Liaison Group’s work in his 
review, in Chapter 1 of this report. He i as also committed resources to research certain 
aspects of the detailed implementation a ld  further refinement of the Core Principles. 

I 

International Conference of Ba king Supervisors i I 

The Registrar and Deputy Registrar rea med their commitment to international co-opera- 
tion by attending the tenth lnternation I Conference of Banking Supervisors (ICBS) in 
Sydney, Australia, during October 19 8. The conference, organised by the Basle 
Committee on Banking Supervision and hosted by the Reserve Bank of Australia, in co- 
operation with the Australian Prudential egulation Authority (APRA), was attended by rep- 
resentatives of the banking supervisory uthorities of 120 countries, as well as represent- 
atives of several international organisation . 

The ICBS, which has been held at two-y arly intervals since 1979, is designed to promote 
co-operation among national authorities * the supervision of international banking, and to 
enable senior representatives of supervis ry authorities from a large number of countries to 
exchange views on a range of current iss es of common concern. The two main themes of 
the conference on this occasion were the ore Principles and operational risk. 48 
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the year 2000 problem. These discussions resulted in a number of practical recommenda- 
tions to assist banks to protect themselves against operational risk. As regards the year 
2000 problem, currently the most prominent risk of this type, it was noted that, in most 
countries, the banking sector was making good progress. Supervisors, however, should 
continue to alert banks to the necessity of giving high priority to testing and contingency 
planning in particular. 

Co-operation with other bank supervisors 

During the year under review, the Bank Supervision Department continued its policy of 
active co-operation with other bank supervisors, particularly in the Southern African region. 
Activities included the following: 

A Courses in banking supervision 

hosted two courses The Department successfully hosted two courses in banking supervision. The first course 
was held in Pretoria, from 13 to 24 April 1998, at the request of the National Bank for 
Agriculture and Rural Development (NABARD) in India. Nineteen participants from five 
countries, including 11 participants from India, attended the course. The second course, 
being the fifth annual course for member countries of the East and Southern Africa Banking 
Supervisors Group (ESAF), was presented from 7 to 18 September 1998, also in Pretoria. 
Thirty participants from 15 of the 16 ESAF countries and two participants from NABARD in 
India attended this course. The courses, which consisted of 29 modules and case studies, 
concentrated on the role of the key players in the management of banking risks. 

update on latest trends As in previous years, a one-day seminar, providing an update on the latest trends in bank- 
ing supervision, preceded the ESAF course. The audience of some 170 people included 
representatives of the banking sector, external auditing firms, the financial press and the 
central bank. Speakers from the Bank of International Settlements, the Bank of Israel, the 
Federal Reserve Bank of New York, the Financial Services Authority, the Financial Services 
Board, the International Monetary Fund and the South African Reserve Bank addressed 
topics that are largely mirrored in this Annual Report. The topics included: 
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visory training, the South African Reserve Bank has indicated its willingness to host the 
course again in 1999. 

A 
I 

Projects of the Southern African Development Community (SADC) 

Progress was made with two projects, partly funded by a grant from the World Bank, to 
harmonise the supervisory and accounting standards in the SADC region. The ultimate 
consequence of the project on harmonisation of supervisory standards will be the ability to 
share common systems architectures. The result of the accounting standards project will 
be a comparative study of the de facto bank auditing and accounting standards of each 
member country, and recommendations,for improvement where appropriate. 

The Department also attended a meeting convened by the Financial Services Board, with 
the intention of establishing a regional body of non-bank financial regulators. Most of the 
SADC countries were represented at the meeting, which resolved that the proposed 
regional body would report directly to the Council of Finance Ministers of SADC, and not 
through the Committee of Central Bank Governors in SADC. 

A Projects of the ESAF Becutive 

The Registrar attended three meetings of the ESAF Executive. Projects under the auspices 
of the Executive include: I 

A Other ESAF meetings 

The Third ESAF/IMF/Worldbank Heads of Supervision Workshop was held in 
Swakopmund, Namibia, in June 1998. Special attention was given to the lessons from the 
South-East Asian crisis. In October 1998, the Sixth Annual General Meeting of ESAF was 
held in Sydney, Australia, to coincide with the ICBS. Topics discussed included the ESAF 
Website information, new logo and the above-mentioned World Bank computer program to 
assist with off-site surveillance. 

Domestic regulatory co-opera t ion 
I 

Active liaison and co-operation between the Bank Supervision Department and the 

IS 
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Financial Services Board (FSB), the regulator of financial institutions other than banks in 
South Africa, has become of particular importance because of the increase in universal 
banking activities and the growing emphasis internationally on matters such as consolidat- 
ed supervision. The Department and the FSB formalised the basis for such co-operation 
by signing a memorandum of understanding (MOU) on 8 December 1998. 

In terms of the MOU, the Department and the FSB agreed on mutual assistance and 
exchange of information, and to co-ordinate supervision of financial conglomerates involv- 
ing banks, mutual banks and financial institutions within the jurisdiction of the FSB. The 
salient features of the MOU are: 

A Mutual assistance and exchange of information 

Each party will provide the other with the fullest possible measure of mutual assistance, 
subject to the relevant legislation and its overall policy. This assistance may include one 
party providing access to its information and records to the other party, questioning or tak- 
ing testimony of persons, conducting inspections and obtaining specified information and 
documentation from persons. 

A Provision of unsolicited information 

Should one party come into possession of information that would be likely to assist the 
other in administering or enforcing the laws for which it is responsible, the former will 
endeavour to notify the latter of the existence of that information. 

A Referrals 

Should it become apparent to one party that a matter falls within the jurisdiction of the 
other party, or that some joint action is required in dealing with the matter, it should be 
referred to the 

Each party will endeavour to provide relevant information, including confidential information, 
to the other. This information will be used for the purposes for which it was requested. 
Thereafter, all documentation and copies thereof will be returned to the party from which 
the documentation was obtained. 

A Supervision of financial conglomerates 

A co-operative approach to the supervision of financial conglomerates will be followed. In 
particular, the parties will liaise with a view to reaching a common position when a problem 
affecting any entity, whether regulated or not, in a financial conglomerate is considered to 
have the potential to affect adversely other financial institutions in the conglomerate. 

A Day-to-day liaison 

There will be regular liaison at officer level, as well as senior executive level, on operational 
and policy matters of mutual interest, in particular concerning financial c 

In essence, the MOU is aimed at better co-operation between the De 
FSB and more effective consolidated supervision of financial institutions. The MOU will also 
enable the Department to give greater effect to its commitment to participate in the refine- 
ment of the regulatory environment. 

CONSOLIDATED SUPERVISION 

During the year under review, the Bank Supervision Department paid particular attention to 
consolidated supervision and the ongoing refinement thereof in line with international devel- 
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opments and internationally accepted standards. The Department has allocated specific 
resources to this project, and has made progress with developing procedures for assessing 
the overall strength of a banking group. In order to effect compliance with the Baste 
Committee’s Core Principles for Effective Banking Supervision, the Department has been 
paying particular attention to the areas that an independent evaluation had in 1997 identi- 
fied as requiring improvement. 

Consolidated supervision defined 

In terms of principle 20 of the Core Principles, the ability of the supervisors to supervise a 
banking group on a consolidated bask is an essential element of banking supervision. 
Accordingly, supervisors must be able “to review both banking and non-banking activities 
conducted by the banking group, directly or indirectly (through subsidiaries and affiliates), 
and activities conducted at both domestic and foreign offices”. Supervisors thus have to 
bear in mind that a bank’s or group’s non-financial activities may pose risks to the bank. 

Supervision on a consolidated basis may be defined as an overall evaluation - both quant- 
itative and qualitative - of the strength of a group to which a bank belongs, in order to 
assess the potential impact of other group companies on the bank. Consolidated supervi- 
sion will be effective only if it is applied to all banking groups, and if supervisors have the 
necessary legal powers to conduct supervision on a consolidated basis. 

Framework for consolidated supervision 
I 

The Bank Supervision Department is committed to the principle that the supervision of 
authorised institutions should be conducted on a consolidated basis whenever such institu- 
tions are members of a wider group. Solo supervision will, however, remain the main focus 
of the Department. 

The Department has therefore drawn up a framework for the supervision of banking groups 
on a consolidated basis. The main objective is to provide a more consistent and systemat- 
ic approach to the Department’s supervisory process, in order to ensure the effective per- 
formance of consolidated supervision. Implementation of the framework will place the 
Department in a better position to assess the control environment in which a banking group 
operates. 

The entities that will be subject to consolidation, for purposes of consolidated supervision, 
are a bank controlling company and its subsidiaries (including, of course, any banks). 
Consolidated supervision thus extends to all the companies in a banking group - the bank 
controlling company, its subsidiaries, joint ventures and companies in which the bank con- 
trolling company or its subsidiaries have a participation. 

In its consolidated supervision, the Department will address both quantitative issues and 
qualitative issues. Quantitative consolidated supervision is based on a number of sources 
of information, amonast others: 

I 
Consolidated st 

Management accounts. 

Consolidated financial stat 
-_I 

A qualitative assessment of a banking group includes a s p e c t m h  as: 



Collection, review and analysis of information 

statutoly returns for capital 
adequacyl large eXWS”reS 
and intragOupexpOsures 

In terms of principle 18 of the Core Principles, “banking supervisors must have means of 
collecting, reviewing and analysing prudential reports and statistical information from banks 
on a solo and consolidated basis”. The Department is giving high priority to developing 
statutory returns for banks regularly to report their capital adequacy, large exposures and 
intragroup exposures on a consolidated basis. These consolidated returns will allow the 
Department to monitor several aspects of the financial condition of a banking group on a 
quantitative and regular basis. In this regard, all indications are that the Department will be 
in a position to consult with all interested parties during the coming year. 

Consolidated capital requirements 

The Basle Committee recommends that supervisors should apply the minimum capital- 
adequacy ratio of 8 per cent to all internationally operating banks on both a solo and con- 
solidated basis. A key element of consolidated supervision is that it is essential to ensure 
that a banking group is adequately capitalised in order to sustain both the banking and the 
non-banking operations of the group. All South African banks are required to maintain 
adequate capital at all times. The required capital ratio set on a consolidated basis will nor- 
mally be the same as that set on a solo basis. 

Large-exposure lim 

In terms of principle 9 o atisfied that 
banks have management information systems that enable management to identify concen- 
trations within a portfolio and supervisors must set prudential limits to restrict bank expo- 
sures to single borrowers or groups of related borrowers”. Large exposures on a consolid- 
ated basis refer to exposures of a defined group to a single third party or a group of related 
borrowers. In effect, this means that the exposures of all entities in a group to a single 
counterparty or a group of related counterparties will be aggregated in order to obtain the 
group’s exposure to that counterparty or those counterparties. 

subject to Registrar’s 
and a 

consolidated basis 

Certain large exposures will be made subject to the Registrar’s approval on a solo and a 
consolidated basis. Safeguarding against excessive concentration of risk is one of the 
most important components in any system for the supervision of banking groups. 
Concentration of risk cannot be eliminated; concentrations will arise through the specialisa- 
tion of banks for reasons of competitive advantage and expertise. This risk can and must, 
however, be contained by ensuring that a bank’s exposure is diversified. In terms of inter- 
national standards, a banking group may not incur an exposure to an individual borrower 
or a group of closely related borrowers that exceeds 25 per cent of the banking group’s 
qualifying capital and reserves, and the total of all large exposures may not exceed 800 per 
cent of qualifying capital and reserves. 

On a 
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Intragroup exposures 

According to a recent World Bank report, it will become broadly accepted to apply capital- 
adequacy requirements, large-exposure limits and connected-lending limits on a consolid- 
ated basis to all group financial entities. The Bank Supervision Department has added 
intragroup exposures to this list, because intragroup exposures, especially exposures to 
unregulated entities, may also pose a contagion risk to the group as a whole. 

Contact with other regulators ' 

The Bank Supervision Department is co- perating closely with the Financial Services Board 
(FSB) on consolidated supervision. As r ported elsewhere in this chapter, the Department 
and the FSB have signed a memorand m of understanding, which will serve to facilitate 
even better co-operation in this regard. During 1998, very successful visits were also paid 
to the Bank of England, De Nede landsche Bank and the lnstitut Monetaire 
Luxembourgeois, whose assistance is g eatly appreciated. The objective of the visits was 
to learn more about other regulatory au horities' approach to consolidated supervision, in 
order to assist the Department in refin g its methodology for conducting consolidated 

Visits to foreign operations of outh African banks 

In line with the prescriptions of the Ba le Committee on Banking Supervision, the Bank 
Supervision Department, in its capacity a home-country supervisor, has a responsibility for 
the foreign operations of local banks. I order to gain a comprehensive understanding of 
the nature of the business of the foreign stablishments of South African banks and to form 
an opinion on their management of ris and their corporate governance practices, the 
Department visits these establishments a I d their host regulators. 

supervision. I 

stand South African banks in good st 
regards future business plans. 
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Inquiry into the regulation and supervision of financial conglomer- 
ates 

During the latter part of 1997, the Policy Board for Financial Services and Regulation com- 
missioned an inquiry into the regulation and supervision of financial conglomerates. The 
objectives of the appointed Task Group were threefold, namely, to: 

The ultimate focus was that regulation and capital requirements had to address the totality 
of risks within a financial conglomerate. 

According to the Task Group, whose final report was tabled in 1998, the general trend was 
towards international harmonisation of regulation, and for the international regulatory com- 
munity to expect all major countries to conform with internationally agreed approaches to 
the regulation and supervision of financial institutions. The Task Group identified several 
key issues and made detailed recommendations on aspects that needed to be addressed. 
It also re-emphasised the importance of South Africa aligning itself with internationally 
agreed standards on capital adequacy, large exposures and connected lending. 

As part of its consolidated supervision project, the Bank Supervision Department is already 
addressing not only the detailed recommendations of the Task Group, but also the min- 
imum standards set by the Basle Committee on Banking Supervision. 

Demarcation of banking and insurance business 

The complex issue of fairly demarcating the business of banks, life insurers and unit trusts 
remains topical. In the 1996 Annual Report, it was reported that consensus was emerging 
on how such demarcation could be achieved. Subsequently, this consensus has been 
formalised, and legislation to give effect to the recommendations is currently being drafted. 
The complexities causing the delay centre on two issues. The first relates to competition 
and the prudential adequacy of the life-insurance industry’s regulatory system, given that, 
in terms of the proposed solution, life insurers would be permitted to issue short-term 
investment products. The agreed solution: 

Will allow life insurers to issue produ 
trusts, thereby removing the competi 
industry has complained. 

ich the tife-insuran 

able products. 

The second complexity relates to the unique tax system of life insurers. Under the trustee 
principle and “four funds” approach, this system holds several tax-arbitrage opportunities, 
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to the competitive disadvantage of the other industries. The agreed solution involves the 
addition of a fifth fund - the max tax fund - to the four funds currently operated by life insur- 
ers in terms of section 29 of the Income Tax Act, 1962. The fifth fund will accommodate 
investment business of life insurers for terms of less than five years and will be subject not 
only to taxation at the highest rate of personal tax applicable at any given time, but also to 

fifth fund for lie insurers restrictions on the movement of policies between funds. 
I 
I A committee is currently drafting detailed amendments to the Insurance Act and the 

Income Tax Act, and these will be circulated for comment in the ordinary course. It is 
believed that this will achieve a pragmatic and workable demarcation, which will satisfy the 
various parties concerned, as well as the Bank Supervision Department from a prudential 
and systemic point of view. 1 
CROSS-BORDER INSOLVENCIES 

draft Bankruptcy Bill Locally and internationally, insolvency legislation is currently under review. During 1998, the 
South African Law Commission’s work in this regard culminated in the publication for dis- 
cussion of a draft Bankruptcy Bill, which will replace the current Insolvency Act, 1936. 

Following the collapse of Barings Bank in 1995, the Group of Thirty, in co-operation with 
the International Insolvency Practitioners Association (INSOL International), initiated a 
process of examining the possible effects of the insolvency of a multinational financial insti- 
tution. The insolvencies of some major national emerging market financial institutions 
resulting from the recent Asian crisis further underlined the need for wider recognition of the 
possible effects of the insolvency of a globally active financial institution. 

Primarily responsible for dealing with the insolvency of a financial institution is the local 
supervisor, who has to protect the soundness of a financial system and whose approach 
has to be consistent with the relevant national insolvency laws. Different countries’ laws, 
however, differ substantially with regard to protection of creditors, borrowers, employees 
and shareholders. Also, few insolvency laws give attention to the cross-border implications 
of an insolvency and, therefore, offer no mechanism for dealing with matters outside a 
national jurisdiction. Worldwide, insolvency legislation is lagging behind the supervisory co- 
operation that has developed as a result of the internationalisation of financial institutions. 
There is thus a substantial risk that the insolvency of a major financial institution could 
cause significant difficulties for the global financial system. The Asian crisis has focused 
attention on the need for improvement of insolvency legislation worldwide. Should the year 
2000 computer problem, for example, effect the failure of a global financial institution, pre- 
paredness in this regard will be of paramount importance in order to limit the global effect 
thereof. 

I 
insolvency legislation is lag- 
ging behind supervisory ‘O- 
operation 

I 
Model law of the United Nations Commission on International Trade 
Law I 

model legislative provisions 
on judicial co-operation 

In 1997, the United Nations Commission on International Trade Law (UNCITRAL) produced 
model legislative provisions on judicial co-operation, access to courts for foreign insolvency 
administrators and recognition of foreign insolvency proceedings. It is expected that many 
United Nations member countries will adopt these provisions. In the United States of 
America, for example, the House of Representatives has already approved a bankruptcy 
reform bill that contains provisions adopting the UNCITRAL model law. 

In South Africa, a subcommittee of the South African Law Commission has recommended 
either the enactment of the UNCITRAL model law as a separate statute or the incorporation 
of its provisions in a separate chapter of the proposed Bankruptcy Act. The Bank 
Supervision Department supports the incorporation of the UNCITRAL model provisions into 
South Africa’s legislation. 

I 

I .  
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Recommendations of the Group of Thirty and INSOL International 

In 1998, the Group of Thirty, in co-operation with INSOL International, produced a study 
group report containing recommendations for reducing the systemic and contagion risk 
associated with insolvencies of globally active financial institutions. The theme of the re- 
commendations is one of preparedness, in order to ensure a smooth process in the wake 
of an insolvency, and not one of preventing such an event. The recommendations were 
based on five principles that would have to be observed in order to reduce systemic risk, 
namely, immediate action, co-operation, availability of information, curtailment of potential 
losses, and standardisation of policy and practice. 

The recommendations are not limited to banks, but cover, amongst others, regulators, le- 
gislators, the financial sector as a whole insolvency administrators, and are relevant to both 
developed and emerging economies. 

In essence, internationally active financial institutions are encouraged to take into account 
the legal enforceability of financial contracts, close-out netting and the effectiveness of both 
home-country and host-country insolvency laws, as part of their risk-management 
processes. 

Since the recommendations are wide ranging, implementation thereof will require co- 
operation among many market participants. In view of events in the global financial mar- 
kets in recent years, the recommendations are, however, timeous. It will take time for mini- 
mum standards to be developed, agreed and reflected in national supervisory practice. 
Adoption of the recommendations would, however, create an incentive for the improve- 
ment of insolvency regimes. 

The Bank Supervision Department is aware of the need for appropriate mechanisms to 
resolve cross-border insolvencies, both from a regulatory and a corporate governance per- 
spective, and encourages market participants and banks to take note thereof. The 
Department will continue to monitor the work of the Group of Thirty, INSOL International, 
UNCITRAL and others in this regard. The Department will also continue its involvement in 
discussions on new insolvency legislation for South Africa. 

CORPORATE GOVERNANCE 

Corporate governance may be described as a system of business management and dis- 
closure of information to stakeholders, within a paradigm of management accountability. 
Since the Bank Supervision Department regards sound corporate governance in banks as 
crucial, the Department hosted a seminar on corporate governance on 28 August 1998. 
The main theme of the seminar was the critical importance of effective corporate govern- 
ance in banking, especially in turbulent times. 

Responsibilities and desirable characteristics of directors 

It is widely accepted that corporate governance requires board members to act with enter- 
prise and to strive to increase shareholders' value. At the same time, directors of a bank 
have to take into account the interests, demands and expectations of other stakeholders, 
that is, all persons or organisations whose welfare is tied to the bank, including employees, 
depositors and the bank's host community. Current thinking on corporate governance 
highlights the new challenges of ethical behaviour and social responsibility of banks, includ- 
ing quality of employment, the environment and community enhancement, without com- 
promise of commercial autonomy. 

The seminar highlighted the need for board members to have professional qualifications 
and relevant operational experience. In this regard, board committees can be very effect- 
ive. The Banks Act, 1990, and the Regulations thereto require the establishment of certain 
board committees, which would require specialised members. Board members should 
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ernance 

also be able to exercise independent judgement. 

It was suggested that banks in South A I rica should be actively committed to enhancing the 
skills and capabilities of prospective bank directors who are members of the transformation 
process target groups. This would not only prepare future directors for their responsibil- 
ities, but would also sensitise a bank’s board to the needs of the bank’s host community. 

Nowadays, banks rely greatly on technological systems. Therefore, board members should 
clearly understand the operation and management of the risks inherent in technological 
systems, especially in the light of the year 2000 computer problem. 

Reasons for failure of corporate governance and suggestions for 
improvement I 
The seminar highlighted some of the reasons for the failure of corporate governance in 

The documented information 

Some practical suggestions for improving corporate governance in banks included that: 

t serve on to 

for preparation and 

planning, capital allocation, long-te 

and structures designed to em 

r to enable them 
receive broader i 

executive directors. 

ance effectively, board member 
d in financial reports. 

performance evaluations, ning of the board itself. 

chief executive officer’s performance ii 
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Legal liability for corporate governance 

Banks Act and R The seminar also focused on the possible legal liability of directors to ensure sound corpor- 
ate governance in banks. In this regard, the Banks Act, 1990, and the Regulations relating 
to Banks contain certain directives. These include the directives in regulation 37(5), which 
were discussed in the 1996 Annual Report and which, in essence, require directors to sub- 
mit an annual report to the Registrar of Banks. The consequences of non-compliance with 
the banking legislation or the furnishing of inaccurate information could be severe - in terms 
of section 23(1), read with section 24, of the Banks Act, the Registrar could cancel or sus- 
pend a bank’s registration. In terms of section 60(2)(b), read with section 90(l)(b), of the 
Banks Act, a breach of fiduciary duty by a bank’s director could include the sanctions pre- 
scribed in section 90(3) of the Act. Similarly, section 91(2) of the Banks Act criminalises 
certain actions of directors. Directors should therefore not only be aware of the possible 
severe consequences of non-compliance with the above-mentioned provisions, but should 
also familiarise themselves with the requirements of regulation 38 and section 60(3) of the 
Banks Act. 

Onsequences Of 
pliance 

directors’ liability for debts Directors of banks in South Africa should also take note of the recent Supreme Court of 
Appeal decision in the matter of Philotex (PM Limited and others v Snvman and others 
1998(2) SA 138 (SCA), regarding directors’ liability for debts of a company trading reckless- 
ly, in terms of section 424(1) of the Companies Act 1973. The court held that the standard 
of measuring a director’s conduct is an objective one, but that subjective considerations 
such as a particular director’s additional knowledge, experience or qualifications may be 
taken into account. The test is what a reasonable businessman with such additional 
knowledge, or with access thereto, would have done in the same circumstances. 

possibility of legislature 
becoming prescriptive 

The report of the King Committee on Corporate Governance already morally obliges direct- 
ors to comply with good corporate-governance practices. Although self-regulation is seen 
as an acceptable goal, the seminar explored the possibility of the legislature becoming pre- 
scriptive should self-regulation not seriously address all aspects of corporate governance, 
including the interests of stakeholders. Such statutory provisions may embody a single 
corporate governance model for all banks. This may include the common law duties of 
care, skill and diligence, together with a statutory business judgement rule. Such provi- 
sions may bring certainty for banks and directors of banks regarding the extent of their 
duties and could provide creditors with more effective remedies against directors guilty of 
reckless or insolvent trading. 

need to understand local 
and global economy 

Lessons learned from the East Asian financial crisis and the evident failure of corporate 
governance include the need for boards of directors to understand both their local and the 
global economy, as well as the impact thereof on a corporation’s competitiveness. 
Specialist generalised managers should understand the finance, accounting, capital mar- 
ket, governance and regulatory functions. 

regulatob‘ standards should 
incorporate existing best 
practices 

From a corporate-governance perspective, the lessons for regulators were that regulatory 
standards should incorporate existing best practices of corporate governance, and that 



regulation should obviate systemic risk, not merely ensure compliance for the sake of com- 
pliance. Creation of a secure and stable business environment requires quality and speed 
of administration and reform processes, maintenance of a sound ratio of wages, productivi- 
ty and taxation, investment in human rasources, investment in both traditional and techno- 
logical infrastructure, promotion of private and domestic investment, development of inter- 
national export markets and means to attract foreign investment that would add value to 
the economy. 

Because of ongoing changes in both the business environment and legislation, there are 
continuous developments in corporate governance worldwide. Directors of banks will 
therefore have to view their responsibilities in a serious light, and boards of directors will 
have to fulfil their responsibilities in a structured and disciplined way. 

Reliance on auditors 

importance of the relation- 
ship between the Depart- 
ment and the auditors 

The Bank Supervision Department’s policy of placing reliance on the external auditors of 
banks as one of the key players in the supervisory process was comprehensively discussed 
in the 1997 Annual Report. Although the department is planning to extend the on-site 
component of its supervision, there has essentially been no change in the Department’s 
philosophy. The following development$ have again highlighted the importance of the rela- 
tionship between the Department and the auditors: 

ted the need to reaffirm t 

The Department, therefore, held a special meeting with most of the senior personnel 
way forward. Amongst other things, it was 

agreed that: 

. In addition, the worki 

The Department and the auditors 
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e need to make a distinct 

would be stressed within auditi 
to be independent. 

n between consulting and auditing functi 

It was also decided that the meeting would become an annual event. 

Personal account trading 

As part of the process of assessing the adequacy of internal controls over the trading activ- 
ities of banks, the Bank Supervision Department conducted a survey on the extent and 
control of personal account (PA) trading in banks. In general, PA trading poses a problem 
for trading banks, which have a variety of policies. On the one end of the scale, some 
banks have no rules about PA trading, whereas, on the other end, some banks do not 
allow PA trading at all. Most banks, however, have some rules, ranging from prior written 
approval to full transparency. In many banks, management is reluctant to enforce strict 
rules, because of the possibility of losing competent staff to banks that treat PA trading as 
part of the benefits of employees. 

Regulators around the world have definite concerns about allowing employees of financial 
institutions to trade for their own account. Among these concerns are the apparent conflict 
of interest, insider-trading opportunities and division of loyalty. It is, however, recognised 
that the decision whether to allow PA trading and how to control it should be left to each 
individual bank, but that a minimum industry standard should apply. To this end, the 
Department and the Financial Services Board have developed a joint position statement on 
the regulators’ preferred approach to PA trading, including suggested guidelines for min- 
imum industry standards. The regulators hope that the various industry co-ordinating bod- 
ies, such as The Banking Council South Africa and the Johannesburg Stock Exchange, will 
take note of the regulators’ position when issuing minimum standards with which their 
members have to comply. 

BANK-FAILURE PREDICTION MODELS 

The increase in international speculative capital flows has caused banking and currency 
crises in many countries. These crises can be extremely costly for the countries con- 
cerned. Since 1980, there have been more than a dozen banking crises in developing 
countries, and recent studies place the cumulative total of bail-out costs at roughly 
US$250 billion. The dramatic increase in individual banking difficulties and systemic bank- 
ing-sector problems during the 1980s have highlighted the importance of, and the urgent 
need for, a system of early-warning models. Some regulators already use such models to 
aid in the identification of potential problem banks, and to understand the connection 
between banking-sector fragility and the economy. Supervisors could use such informa- 
tion to allocate on-site examination resources to the banks predicted to be vulnerable to 
problems. 

Regulators in some countries have constructed sets of indicators to provide an early warn- 
ing that a particular bank is likely to experience difficulties. These indicators consist prin- 
cipally of bank-specific information derived from the reports that banks make to the super- 
visory authority. Supervisors often use such data in conjunction with complementary sta- 
tistics from other sources and qualitative indicators, many of which are based on supervi- 
sory inspections. Some regulators have constructed more complex econometric models in 
order to identify where severe problems are likely to develop. These empirical models 
identify factors that raise or reduce the probability of a bank failure in any period. The relev- 
ant characteristics are mostly bank specific, but may also incorporate sectoral and macro- 
economic information. 

Early-warning models have many uses and could be of great value to regulators. The 
accuracy of early-warning models, however, varies over time, and an appropriate set of 
early-warning signals will also vary S e to take into 
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account th limitations of applying a single bank-failure prediction model. The exposures of 
banks are very wide, and no single model can possibly make provision for the evaluation of 
all these exposures. A possible solution to this inherent weakness is to use a combination 
of indicators in different models covering different areas of exposure of banks. The model 
or combination of models used also has to capture changing bank-market conditions. 
Because of developments in international markets - such as globalisation, the rapid pace of 
deregulation of financial markets and institutions, increased international capital flows, and 
the growing number of market and instrument innovations - an early-warning system must 
have adaptive properties. 

The Bank Supervision Department is researching the possible implementation of a bank- 
failure prediction model for South Africa. 

I 

DEVELOPMENT-SENSITIVE LENDING 

The Minister of Housing in South Africa has recently indicated Government’s intention to 
pass legislation with a similar intent to the Community Re-investment Act (CRA) of 1977 of 
the United States of America. I 
The CRA, which is aimed at the promotion of private investment in disadvantaged com- 
munities, formed part of a package of legislation that was passed in the United States, in 
the 1960s and 1970s, as part of the civil rights movement aimed at preventing discrimina- 
tory practices. The package of legislation included the Fair Housing Act of 1969, the Equal 
Credit Opportunity Act of 1974 and the Home Mortgage Disclosure Act of 1975. 

A South African delegation undertook a study tour to Washington, DC, under the auspices 
of the United States Agency for International Development, from 9 to 17 May 1998. The 
objective was to investigate CRA-type legislation and to explore the applicability of the 
experience in the United States to the current investment environment in South Africa. 

The Department of Finance has evidently accepted responsibility for the realisation of the 
study tour’s findings, and the possible enactment of CRA-type legislation in South Africa. 
The Bank Supervision Department will be monitoring developments, since it will have to 
play a role should such legislation be enacted in South Africa. Care should be exercised 
not to allow directed lending. 

I 

I 
MICRO FINANCE 

In recent years, South Africa has seen much growth in the micro-lending industry. Most 
players in that market, however, appear to provide much needed services to a portion of 
the market that has no access to formal banking services. 

The client profile that gave rise to the informal finance sector typically includes those clients 
that are not engaged in the formal sector, that cannot offer any collateral for loans and that 
have an erratic income stream. Therefore, the formal financial sector, which has a respons- 
ibility to protect depositors’ funds, tends to perceive the default risk of micro enterprises as 
being too high for the formal sector to service. Without access to finance, however, micro 
enterprises cannot sustain their activities. The existence of the informal financing operator 
is therefore due largely to the formal sector not meeting these financing needs. 

Since the object of the Banks Act, 1990, is to regulate deposit taking and since micro- 
lenders ostensibly do not take deposits, neither the South African Reserve Bank nor the 
Bank Supervision Department regulates the micro-lending industry. Furthermore, since 
micro-lending transactions normally do not exceed R6 000, they are also not subject to the 
provisions of the Usury Act, 1968, and the industry is thus not regulated at all. 

I 

Concerns were raised about the funding of such micro-lenders and the high interest rates 
imposed on borrowers. It became imperative to introduce a suitable framework for the re- 
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o increase access to finance. 

In an effort to create a suitable regulatory framework, discussions were held with interested 
parties. It became clear that the most suitable framework for the regulation of micro- 
lenders would be one based on the principles of self-regulation. The framework identified 
by the parties concerned entails, amongst others: 

A nn assoclarion nor Tor 
incorporated in terms 

In a related development, the Minister of Trade and Industry intends to raise the loan ceiling 
for registered moneylenders that comply with laid-down conditions from R6 000 to 
R50 000, by exempting money-lending transactions that do not exceed R50 000 from the 
ambit of the Usury Act. In addition, the intention is to eradicate certain harmful practices. 
A proposed exemption notice in terms of section 15A of the Usury Act was published in 
Government Gazette No. 19457 on 13 November 1998, inviting comment and representa- 
tions. This will not only enable the micro-lending industry to increase its lending activity, 
but also help to put a stop to some of the harmful practices of the industry. 

CREDIT RISK 

The events of the past year have again emphasised that credit risk remains the single most 
important risk that banks face. It is therefore vital that banks continue to exercise prudent 
credit-risk management, especially in an increasingly competitive environment. 

Asset quality 

In the 1997 Annual Report, the Bank Supervision Department expressed its concern about 
the increase in overdue accounts of many South African banks, especially in the instal- 
ment-credit area. During 1998, overdue accounts continued to increase at a rate that was 
of concern to the Department. The area that is most affected is the "other loans and 
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advances” area, that is all loans and advances, except for instalment and mortgage loans. 
Therefore, and because of the effects of the East Asian crisis and the sharp increase in 
interest rates to record levels in the middle of 1998, the Department placed particular 
emphasis on the quality of assets during the latter half of 1998 and will continue to do so 
during 1999. 
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The individual components of the ROE calculation were then reviewed in more detail, in 
order to identify the factors contributing to the current profit levels. Because the compon- 
ents of ROE are interrelated, one cannot focus on an individual component and ignore the 
others. One has to review the size of interest margins in the context of, firstly, the levels of 
credit losses influenced by the high interest-rate environment and significant levels of 
unemployment and, secondly, high operating costs. The high cost structures of South 
African banks are due in large part to the high crime rate - cash heists, robberies and 
white-collar crime are costing banks over R1 billion per annum. In addition, South African 
banks maintain large infrastructures in the form of extended and geographically spread 
branch networks, which are costly to establish and maintain. 

It became clear that the four major banks in South Africa were achieving returns close to 
the minimum retums required by the CAPM (capital asset pricing model). If banks were to 
decrease their interest margins, these minimum returns would not be achieved unless 
banks’ non-interest income increased, their operating costs decreased or their bad-debt 
write-offs decreased. 

These results are consistent with the findings of an international empirical study on the 
determinants of bank interest margins and profitability conducted by the Development 
Research Group of the World Bank. The margins of South African banks also remain fairly 
stable under varying interest-rate scenarios. This indicates that it is not the interest-rate 
environment, but rather the return required to service the providers of capital, that drives 
the size of the interest margin. It follows that the traditional intermediation function of banks 
is not profitable, mainly because the net interest margins of banks are not sufficient to 
cover operating expenses. 

As regards interest margins in other countries, it should be borne in mind that it is not 
appropriate to compare the margins of South African banks to those of certain large banks 
in the United States of America and Europe. Bank margins reflect the risks to which banks 
are exposed. The South African banking sector operates in an emerging market and is 
exposed to higher inherent risks, leading to a risk premium. This, in tum, results in wider 
margins than those in stronger, more stable economies. The margins of South African 
banks, however, compare favourably with those in comparative countries. When one com- 
pares interest margins in South Africa with those in other emerging markets - for example, 
Argentina (50 per cent), India (33 per cent) and Mexico (4,4 per cent) - South Africa is at 
the lower end of the scale, with margins averaging below 4 per cent. 

SCRIP LENDING AND BORROWING 

Scrip lending and borrowing are an essential element in every liquid stock exchange. In 
fact, without scrip lending and borrowing, stock exchanges would find it very difficult to 
maintain smooth flows of trading activity. In recent years, a number of South African finan- 
cial institutions have entered the business of acting as agents in facilitating scrip-borrowing 
transactions. Although there has been a considerable amount of research on scrip lending 
in South Africa, it is not yet possible to obtain full details of the extent thereof. The con- 
sensus, however, is that scrip lending and borrowing might on average amount to between 
R5 billion and R15 billion. The majority of these transactions involve stockbrokers borrow- 

tity in order to manage their cash flow. 

ing or lending on the Johannesburg Stock Exchange 
(JSE) prescribe only the circumstances under which a member of the JSE can use clients’ 
scrip in a borrowing transaction. These rules are currently being reviewed, and the pro- 
posed revised rules would provide for: 
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In a scrip-borrowing transaction, lenders retain the full risk and rewards of ownership in that 
they fully participate in the market movement of their investment and are compbsated for 
any dividend payments. Lenders do, however, run the risk that their scrip will not be 
returned to them on conclusion of a transaction or when they call for the return of their scrip. 
Such situations would arise if intermediaries fail to perform under their guarantee and if bor- 
rowers fail to return the scrip. If borrowers fail to perform, the intermediaries are required to 
buy in the securities, from the collateral security (including margin) that they are holding, and 
to deliver to the lenders. Lenders, therefore, have to satisfy themselves as to the creditwor- 
thiness of an intermediary or borrower or, preferably, both. In addition, lenders have to 
ensure that a scrip-borrowing contract is legally enforceable. It is suggested that scrip bor- 
rowing by institutions is an acceptable business practice on condition that such institutions 
properly manage the consequential risks. 

disclosure of scrip-lending 
positions 

As regards disclosure of scrip-lending positions, there is general agreement that institutions 
should disclose these positions in their financial reports. Opinions on the form and extent of 
such disclosure, however, differ. Since this matter needs to be resolved, it may be neces- 
sary for the accounting profession to issue guidance in this regard. The South African 
Institute of Chartered Accountants has undertaken to issue guidelines on such disclosure 
shortly. 
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cies in the trading-bank industry and to take corrective action in order to eliminate systemic 
risk. 

The Department will also place more emphasis on on-site supervision, as well as ongoing 
surveillance, of banks’ market risk. In this regard, the Department envisages introducing a 
procedure of surveillance that would require banks to report their trading positions to the 
Department on a daily basis. 

The Department will continue to ensure that there are no regulatory gaps between the dif- 
ferent regulators, and that the standards set by the Department comply with international 
standards at all times. 

OPERATIONAL RISK 

The Bank Supervision Department’s risk-management approach to supervising banks 
involves unbundling the risks of a bank into various categories and analysing each category 
in order to assess the risk to the system. One of the risk categories is operational risk, 
which was the topic of the annual trilateral discussions between the Department, each indi- 
vidual bank and its external auditors in respect of the 1994 calendar year. At the time, 
operational risk was defined very widely to mean all risks, except liquidity risk, interest-rate 
risk, market (price) risk, credit risk (including counterparty risk) and currency risk. In terms 
of that definition, operational risk would have a mainly indirect financial impact on an institu- 
tion. The Department did not expect a bank to identify more than five components of 
operational risk or to include detailed issues. The process, however, enabled the 
Department to gain a better understanding of the operational risk to which banks are 
exposed and how these risks are managed. 

Operational risk remains an important topic in the overall management of banks’ risks. 
Since management of operational risk is becoming an important feature of sound risk-man- 
agement practice in modern financial markets, the Basle Committee on Banking 
Supervision initiated research in that regard. The Basle Committee identified the most 
important types of operational risk to include breakdowns in internal controls and corporate 
governance. Such breakdowns can lead to financial losses through error, fraud, or failures 
to perform in a timely manner, or cause the interests of the bank to be compromised in 
some other way. Other aspects of operational risk include major failure of information tech- 
nology systems - one need think only 
as major fires or other disasters. 

In September 1998, a working group of the Basle Committee published a report on opera- 
tional-risk management. The working group interviewed approximately thirty major banks 
from different member countries about the management of operational risk. Several com- 
mon themes emerged during these discussions: 
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The working group also looked into management oversight, risk measurement, monitoring 
and management information systems, policies and procedures, internal controls and the 
possible role of supervisors. The Bank Supervision Department will continue to monitor 
developments. I 
The Department regards operational risk as an important factor in the overall risk-manage- 
ment process of a bank. Ongoing emphasis will be placed on the measurement and moni- 
toring of operational risk in the coming year, in order to raise and sustain the level of aware- 
ness thereof, particularly with regard to the year 2000 problem, discussed below. 

YEAR 2000 COMPLIANCE 

The Bank Supervision Department’s risk-management approach to supervision, discussed 
above, explains the Department’s relatively early involvement in the year 2000 (Y2K) pre- 
paredness of banks. The risks inherent in a bank not being Y2K compliant may be seen as 
a subcategory of operational risk, namely, business continulty risk. 

Efforts to ensure the Y2K compliance of banking institutions 

The activities of the Department in ensuring the Y2K compliance of banks have to date 
been primarily of three types: enhancing awareness of the problem and its possible implica- 
tions, providing guidelines on how the problem might be managed, and monitoring the 
progress of banks in ensuring their readiness for the date change. The Department issued 
the first circular on Y2K compliance, Banks Act Circular 12/96, in September 1996. The 
objective was to ensure that all banking institutions were aware of the problems posed by 
the year 2000 date change, and to require banks to implement the necessary measures to 
manage the technological risk. Generally, banks were already aware of the Y2K problem. 
In the few cases of banks not yet having taken action, the circular served as a catalyst to 
escalate the priority given to the issue and to initiate proper change-management projects. 

I 

The second Y2K circular, Banks Act Circular 8/97, was issued in September 1997. It 
required banking institutions to complete a questionnaire on their Y2K preparedness. The 
analysis of the results of this survey, together with the special Y2K prudential meetings held 
with the management of each banking institutions throughout the first quarter of 1998, 
showed that most banking institutions, in isolation, were likely to be in a position to con- 
tinue with business as usual after 1 January 2000, provided that critical utility services were 
available. This still left the question of the external interfaces of banks’ systems. 

During September 1998, the third Y2K circular, Banks Act Circular 9/98, was issued. In 
this circular, the Department gave guidance on, amongst other issues, testing and contin- 
gency planning, and required the boards of directors to furnish a number of reports. The 
circular also explained the Department’s internal system to rate the preparedness of bank- 
ing institutions, and mentioned some possible outcomes and enforcement measures to be 
considered by the Department in cases of a banking institution being rated as less than sat- 
isfactory and not making sufficient progress towards correcting the situation. 

I 

During 1999, the Department will continue, and even intensify, the above-mentioned micro- 
level activities. The Registrar has reaffirmed his commitment to protecting the system from 
being adversely affected by any bank that is not prepared, and he will not hesitate to take 
whatever action is necessary to remove an errant bank from the system before the risk 
materialises. 

The Department will broaden its 
issues such as: 

d activities to include macro-level involvement in 
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wishes to monitor In the above regard, the Department wishes to stress that it will not take over the respons- 
ibility of any national or other Y2K initiative. The Department merely wishes to monitor 
progress and, in the interest of the system, apply its resources as a catalyst to get the 
process started in those cases in which it seems to be stalled. 

Bank Supervision Department's own Y2K preparedness 

In the interest of open voluntary disclosure, the Department is pleased to report that, by the 
end of November 1998, all its mission-critical systems had been identified, remedied, and 
tested and found to be Y2K compliant in terms of the internationally accepted definition of 
Y2K complia 

External testing of the electronic data-interchange system for the exchange of statutory 
supervisory data with banking institutions will commence in January 1999. Like all other 
users of technology, the Bank Supervision Department is dependent on internal and exter- 
nal service providers. The Department is satisfied that the South African Reserve Bank's 
internal service providers are meeting their targets and are likely to deliver a full service 
throughout the critical period. As regards dependencies on external service providers, 
negotiations are still ongoing. The Department is, however, in the fortunate position of hav- 
ing the necessary contingency plans to enable it to continue for an extended period using 
alternate means of processing data in support of its key functions. 

all mission-critical systems 
found to be Y2K mmpliant 

external testing of the dec- 
tronic data-interchange 
system 

Other functions of the South African Reserve Bank 

availability of currency This report is not the appropriate forum to address the Y2K preparedness of the South 
African Reserve Bank as a whole or its ability to continue with its functions throughout the 
changeover period. The function of providing legal tender is, however, such an emotive 
issue amongst the general public that the Department would like to take this opportunity to 
allay some fears about the availability of currency in the build-up to the year 2000. The 
bank-note print orders have already been placed, and make ample provision for the worst- 
case scenario of significant flight to cash. As an additional measure, the Reserve Bank 
also has the option of modifying note-sorting quality parameters - that is, the point at 
which a note is replaced by a new one. This alone can ensure that the notes that are held 
ready for reissue will be sufficient for any eventuality. 

MODERNISATION OF PAYMENT SYSTEM 

During 1998, the South African banking industry implemented further aspects ot tne broad 
National Payment System (NPS) strategy, which was accepted in 1995. In order to 
enhance the national payment system and to address the risk of contagion, various pay- 
ment-system practices and organisational arrangements, such as the introduction of settle- 
ment-risk-reduction measures, the adoption of a legal framework and the enhancement of 



SAMOS system 

immediate intraday finality 
of payment 

the functioning of the monetary-policy process, were addressed. The Payments 
Association of South Africa also implemented further self-regulatory structures, as well as 
arrangements and agreements, which enable it to manage and control payment-related 

I aspects. 

funding options 

One of the major components of the payment-system modernisation initiative was the intro- 
duction of the South African Multiple Option Settlement (SAMOS) system on 9 March 1998. 
The SAMOS system is an electronic real-time interbank settlement system, providing for 
immediate gross settlement options. The gross settlement option, called the real-time line, 
provides for immediate finality and irrevocability of payment once interbank transactions are 
settled. As from 5 October 1998, immediate intraday finality of payment between banks 
has been ensured through the “immediate finality window”. For this purpose, the banks’ 
settlement accounts have to be prefunded, that is, before a bank transmits a settlement 
instruction to the SAMOS system, funds have to be available in the settlement account of 
such a bank. A bank has a number of funding options available for its settlement account. 
A bank can: 

I 

require amendments to the 
Banks Act 

National Payment System 
Act, 1998 

strategic framework for the 
financial markets’ infra- 
structure 

same-day settlement in 
1999 

These funding options require amendments to the Banks Act, 1990, regarding, for ex- 
ample, the instruments that qualify as liquid assets of a bank and arrangements for the 
pledging of instruments that qualify as liquid assets in order to obtain funding, as discussed 
in Chapter 4 of this report. 

The National Payment System Act, 1998 (Act No. 78 of 1998), was promulgated on 28 
October 1998, after it had been tabled in Parliament earlier in the year and had been con- 
sidered by the Portfolio Committee on Finance, as well as the Select Committee on Finance 
of the National Council of Provinces. The NPS Act ensures finality and irrevocability of set- 
tlement and provides the SARB with, amongst other matters, the statutory powers to over- 
see the safety and soundness of the payment system. 

I 

During the year under review, officials of the SARB, securities markets and banking industry 
started drafting a strategic framework for the financial markets’ infrastructure, along the 
lines of the NPS strategy. The infrastructure strategy will enable the trading and settlement 
of financial instruments in South Africa in accordance with best practices in leading interna- 
tional financial markets. An important aim is to achieve delivery versus payment in the 
securities markets and, thereby, reduce market-settlement risk. 

One of the remaining obstacles to full payment-system modernisation in South Africa is the 
practice of “next-day settlement”. Currently, final end-of-day settlement takes place only 
on the morning following the overnight clearing process. The intention is to implement 
same-day settlement in 1999. Same-day settlement refers to the settlement of high-value 
interbank settlement obligations on the same calendar date. 

The payment-system modernisation initiatives will not only enhance South Africa’s standing 
in the global economy, but will also bring the financial system infrastructure in line with inter- 
national standards. At the same time, these initiatives will also enhance the management 
and containment of systemic risk. 

I -  



ELECTRONIC SETTLEMENT OF SHARE TRANSACTIONS 

physical handling 

Currently, both the transfer of shares and the settlement of share transactions in South 
Africa are paper based. The physical handling of share certificates and transfer deeds, 
therefore, plays an important role. Broadly speaking, attempts in international jurisdictions 
to reduce the physical movement of paper involve immobilisation or dematerialisation of 
share certificates and the electronic acquisition of membership and transfer of ownership of 
securities. 

implementation of STRATE 
system 

A significant development during the coming year will be the implementation of the 
STRATE (Share Transactions Totally Electronic) system of the Johannesburg Stock 
Exchange. The STRATE system will provide a secure electronic settlement environment for 
share transactions. There will thus be no need for share certificates, ownership transfer 
deeds and cheque payments, thereby eliminating a significant source of fraud. In terms of 
the proposed section 91 a to be inserted in the Companies Act, 1973, certificates that have 
been deposited in the Central Securities Depository (CSD) would be cancelled. Instead, 
book entries in the accounts maintained by the participants that act for the relevant depos- 
itors would represent shareholdings. 

book entries Would rep*=- 
ent shareholdings 

The accounts maintained by participants would be statutorily recognised as subregisters 
and would form part of the main register of the company in which shares are held. In this 
manner: 

banks are primary partiiip 
ants and banks will benefit 

1- The STRATE system will have an impact on banks, because they are the primary particip- 
ants in the system. Banks will benefit directly because of efficiencies, fraud-risk reduction, 
and cost reduction, and indirectly because of increased volumes as the secure settlement 
environment of the securities market becomes a regional phenomenon. 

operational risk and the risk 
of tainted scrip 

Banks will be affected negatively if they do not manage the risks appropriately. The primary 
risks are operational risk and the risk of tainted scrip being introduced into the system. In 
the first case, banks will have to satisfy themselves that the necessary contingency meas- 
ures are in place in the event of the system not functioning. As regards the second risk, 
both banks and their regulators will have to ensure that sufficient capital is allocated to 
banks’ securities activities to cover any potential losses that may result from tainted scrip 
being introduced into the system. 

Banks Act exclusion In terms of section 78(l)(d)(iii) of the Banks Act, 1990, “a bank shall hold all its assets in its 
own name, excluding any asset falling within a category of assets designated by the 
Registrar by notice in the Gazette as a category of assets which may be held in the name 
of another person”. In order to prevent the possible contravention of the aforementioned 
section by banks, the Registrar of Banks issued Government Notice No. 631, published in 
Government Gazette No. 17949 on 3 May 1997. In terms of the exclusion provided for in 
paragraph 2(b) of the notice, a bank may now deposit its own securities with the CSD and 
may register such securities in the name of that CSD or a wholly owned subsidiary thereof 
that has been approved by the Registrar of Financial Markets. A bank may also deposit its 
own securities with a depository institution or a participant for safe custody. Such Secur- 



ities may be registered in the name f a  wholly owned subsidiary of such institution or par- 
ticipant, provided the Registrar of Banks has approved the subsidiary in writing. If, how- 
ever, a bank holds securities on behalf of its clients, the approval of the Registrar of Banks 
is not necessary, since the bank holds such securities in the normal course and scope of its 
business. 



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. 

1 comparative figures may 
differ from those in lgg7 
Annual Report 

Aggregated information of individual banks is contained in the reports and graphs in sec- 
tions 3.1 to 3.8 below. Certain of the comparative figures in respect of December 1997 
may differ from those reported in the 1997 Annual Report because banking institutions 
submitted amended returns after publication of that report. Since the "big four" banks 
constituted 69,l per cent of the banking sector in December 1998 (74,7 per cent in 
December 1997), their position largely affects the reports and graphs that follow. The six 
largest banks constituted 86,9 per cent of the banking sector as at the end of December 
1998. 

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 1998, equalled R654,3 billion (as opposed to R549,4 billion as 
at 31 December 1997). This represents a growth rate of 19,l per cent for the year (1 997: 
16,9 per cent), which is more than two percentage points higher than the growth for the 
period ending 31 December 1997. The composition of the balance-sheet structure as at 
31 December 1998 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 1998, domestic deposits from the 
public constituted the main source of funding for the banking sector, namely, R460,3 bil- 
lion. This represented 70,4 per cent of total funding (December 1997: 72, l per cent). With 
respect to assets, loans and advances to the public, which amounted to R515,8 billion on 
31 December 1998, represented 78,8 per cent of total assets (80 per cent in December 
1997) and were the main asset to which the funding available to the banking sector was 
applied. 

Liabilities 

Figure 2 reflects the year-on-year comparison of the compositions of liabilities. With 
respect to the percentages represented by deposits, foreign loans and capital and 
reserves, there were only minor changes 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 1998, amounted to R460,3 billion (December 
1997: R396,3 billion). This represents 70,4 per cent (December 1997: 72,l per cent) of the 
total funding available to the banking sector as at 31 December 1998. The growth rate for 
the year was 16,l per cent (1 997: 18 per cent). 

As can be seen from the year-on-year comparison in Figure 3, the composition of deposits 
remained fairly static. Negotiable certificates of deposit increased by only one percentage 
point, whereas savings deposits decreased by 1 percentage point. Demand deposits, 
however, increased by 5 percentage points, whereas fixed and notice deposits decreased 
by 5 percentage points. There was thus an increase in the proportion of total deposits rep- 
resented by short-term investments. As a result, a higher percentage of the banking sec- 
tor's assets (consisting mainly of non-bank loans and advances) was financed by short- 
term funding, thereby increasing the liquidity risk to which banks are exposed. 



FIGURE 3: COMPOSITION OF DEPOSITS 
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Other major liabilities of the banking sector, as at 31 December 1998, included foreign 
funding of R42,2 billion (which increased by 18,3 per cent when compared to the 
December 1997 level of R35,6 billion), capital and reserves of R52,5 billion (which 
increased by 258 per cent when compared to the December 1997 level of R41,8 billion), 
other liabilities of R52,5 billion (which represents a growth rate of 34,8 per cent when com- 
pared to the December 1997 level of R39 billion) and interbank funding of R28,5 billion 
(representing a growth rate of 25,l per cent when compared to the amount of R22,8 billion 
at the end of December 1997). Other liabilities include amounts owing to the South African 
Reserve Bank, trade creditors, deferred income, deferred tax balances, impairments and 
other funding liabilities. 

other major liabilities 

Assets 

Figure 4 graphically reflects the year-on-year comparison of the composition of assets as 
at 31 December 1998 to that as at 31 December 1997. During the year under review, the 
banking sector's assets increased by R104,9 billion (which represents a growth rate of 
19,l per cent), to a total of R654,3 billion at the end of December 1998. The main factors 
contributing to this growth were the following: 

assets increased by 
R104,9 billion 

R13,6 billion as at 31 December 1997 to 
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non-bank loans and 
advances represented main 
focus for the management 
of on-balance-sheet credit 
risk 

several changes in growth 
rates of different assets 

Composition of loans and advances 
The composition of loans and advances is shown graphically in Figure 5. As at the end of 
December 1998, non-bank loans and advances constituted 78,8 per cent (December 
1997: 80 per cent) of the banking sector's assets. Non-bank loans and advances repre- 
sented the main area of focus for the management of on-balance-sheet credit risk. The 
increase of R76 billion (1 997: R66,6 billion), which represents a growth rate of 17,3 per 
cent (1 997: 17,8 per cent), can be attributed mainly to the following areas: 

Mortgage loans increased by R17 billion (9,9 
1997), from R172,4 billion to R189,4 billion. 

Overdrafts and loans increased by R40,7 billion (30,5 per cent, as opposed 
293 per cent in 1997), from R133,5 billion to R174,2 billion. 

lnstalment debtors increased by R2 billion (2'8 per cent, as opposed to 5,8 
in 1997), from R71,6 billion to R73,6 billion. 

Acknowledgements of debt discounted increased by R1,4 billion (6,3 per cent, i 
opposed to 30,l per cent in 1997), from R22,5 billion to R23,9 billion. 

Negotiable certificates of depo 
31 December 1997 to R20,2 billion 

s) grew from R12,4 billion a 
ent) as at 31 December 1998 (1 

ares inc ,z per cent), from R7,4 b 
lion to R11,4 billion. 

Foreign-currency loans and advances increased by R4,7 billion (26,8 per cer 
mposed to 8,8 per cent in 1997), from R17,6 billion to R22,4 billion 

_ -  . .  

As can be observed from the above, there have been several changes in the growth rates 
of the different assets during the year under review. This is evidenced by the decrease in 
the growth of mortgage loans, acknowledgements of debt discounted and NCDs, the large 
increases in overdrafts and loans, as well as in foreign-currency loans and advances and 
redeemable preference shares, and the minimal increase of 2,8 per cent in instalment 
debtors during the year under review. 

FIGURE 6: GROWTH IN MAJOR CATEGORIES OF LOANS AND 
ADVANCES 
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specific provisions as per- 
centages of overdues 

total capital and reserves 
amounted to R52,5 billion 

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, 85,2 per cent of loans and 
advances) granted by the banking sector. In comparison to the growth rates of 9,9 per 
cent (1 997: 1 1,9 per cent) and 2,8 per cent (1997: 5,8 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 30,l per cent (from R7,l billion to 
R9,2 billion) and 63 per cent (from R2 billion to R3,3 billion), respectively. For all other loans 
and advances, the major portion being overdrafts, loans and credit cards, overdues grew 
by 36,9 per cent (from R6,5 billion to R8,9 billion). Specific provisions as percentages of the 
above-mentioned overdues were as follows: 

The continued growth in overdues remains a cause for concern to the Bank Supervision 
Department. 

3.2 CAPITAL ADEQUACY 

Capital provides a safety net to depositors and other providers of loan finance against loss- 
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. 

The total capital and reserves held by the banking sector at the end of December 1998 
amounted to R52,5 billion (R41,8 billion in December 1997). For purposes of assessing 
capital adequacy, R49,7 billion (1 997: R39,8 billion) thereof constituted qualifying capital 
and reserves. The capital-adequacy ratio at the end of December 1998 was 10,7 per cent 
(1 997: 9,7 per cent). 

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

t Figure 7 reflects the split 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 1998, primary capital and reserves constituted 72,8 per cent (1 997: 
69,2 per cent) of qualifying capital and reserves before deduction of impairments amounting 
to R5,716 billion (1997: R1,973 billion). During the year, primary capital and reserves grew 
by 39,6 per cent (1 997: 20,7 per cent) to R40,4 billion. Secondary capital and reserves, on 
the other hand, grew by 17,3 per cent (1997: 20,2 per cent) to R15,l billion during the 
year. It is encouraging to note that the growth in qualifying capital and reserves of 24,9 per 
cent (from R39,8 billion to R49,7 billion) exceeded the growth in the total balance sheet of 
19,l per cent. 

An analysis of the percentage distribution of banks in terms of capital adequacy at the end 
of December 1998 (see Figure 8) reveals that 3 per cent (1 997: 8 per cent) of the total num- 
ber of banking institutions (which had received special dispensation from this Department) 
did not meet the minimum capital-adequacy ratio of 8 per cent. Fifty-five per cent of bank- 
ing institutions (1 997: 38 per cent) had capital-adequacy ratios that exceeded 15 per cent. 



FIGURE 7: CAPITAL ADEQUACY - PERCENTAGES AND RAND 
VALUES 
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FIGURE 8: DISTRIBUTION OF BANKS IN TERMS OF CAPITAL 
ADEQUACY 
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For the year ended 31 December 1998, total assets and off-balance-sheet items grew by 
19,3 per cent (1 997: 157 per cent), and total ris 
items grew by 24 per cent (1 997: 16,6 per cent). 



average combined risk 
weighting of 73,2 per cent 

intermediation function 
constitutes the main source 
of income 

generation of additional 
income remains critical 

The composition of off-balance-sheet items had the effect of lowering the average risk 
weighting of total assets, which amounted to 75,8 per cent for December 1998 (1 997: 
74 per cent), to an average combined risk weighting of 73,2 per cent (1 997: 71,3 per cent) 
for assets and off-balance-sheet items. The latter accounted for approximately 10,l per 
cent (December 1997: 9,9 per cent) of the combined total of assets and off-balance-sheet 
items at the end of December 1998. Figure 9 graphically illustrates the risk-weighted per- 

heet items and of the combined total of assets and 
off-balance-sheet items. 
centages of assets and 
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3.3 PROFITABILITY 

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. 

As can be seen in Figures 10 and 1 1, the intermediation function constitutes the main 
source of income for banks. This income 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 1997) and transaction-based 
fee income (an average of 1,6 per cent of total assets for the year, as opposed to 1,7 per 
cent in 1997). As can be observed from Figures 10 and 1 1 ,  the income derived from the 
intermediation function (R28,3 billion) wqs generally not sufficient to cover the sum of oper- 
ating expenses and provisions (R30,2 billion). As stated in previous Annual Reports, the 
generation of additional income (that is, from investments in Government stock and 
Treasury bonds, as well as knowledgebased fee income derived from trading activities, 
and agency type and advisory activities) remains critical in order to ensure the continued 
profitability of banks. 

Knowledge-based fee income and investment income earned during the year were equi- 
valent to 1,9 per cent and 0,8 per cent, respectively, of total assets (as opposed to 1,9 per 
cent and 0,9 per cent, respectively, during 1997). Interest income increased by 22,5 per 
cent (1997: 19 per cent) during the year, whereas interest expense increased by 24,l per 
cent (1997: 19,4 per cent). The net result thereof was that growth of 16 per cent (1997: 



FIGURE 10: COMPOSITION OF THE INCOME STATEMENT 
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FIGURE 11: INCOME AND EXPENDITURE AS A PERCENTAGE OF 
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17,5 per cent) in the interest margin was 1,5 percentage points lower than in the previous 
year. Interest derived from mortgage bonds, constituting 36,9 per cent (1997: 39,3 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 (36 per cent in December 1998 and 
38,6 per cent in December 1997). The proportionate decrease in mortgage loans, as a per- 
centage of non-bank loans, appears to have been accompanied by a shift to overdrafts and 
loans, which increased from 29,9 per cent in 1997 to 33,l per cent in 1998. 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 37,3 per cent (1 997: 32 per cent) of the total interest expense, where- 
as interest paid on fixed and notice deposits constituted 27,2 per cent (1997: 31,2 per cent) 
of the total interest expense for the year. 

mofigage-loan advances 
continued to be largest 
component Of 
loans and advances 

Specific and general provisions relating to loans and advances increased by 31,2 per cent 
and 62,3 per cent, respectively (as opposed to the previous year's growth rates of 16 per 
cent and 11,8 per cent, respectively), whereas operating expenses increased by 18,3 per 
cent (1997: 14,6 per cent). Specific provisions for loans and advances charged to the 
income statement amounted to R4,3 billion (1997: R3,2 billion). 

The banking sector achieved a before-tax return equivalent to approximately 1 3  per cent of 
total assets (1997: 1,5 per cent) and an after-tax return equivalent to approximately 0,8 per 
cent of total assets (1 997: 1,3 per cent). The average after-tax return on equity for the year 
was 10,2 per cent (1997: 18,3 per cent). The after-tax return on equity and the after-tax 
return on total assets for the period from December 1997 to December 1998, calculated on 
the basis of a 12-month moving average, are depicted in Figure 12. 

AGE 

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

FIGURE 12: PROFITABILITY RATIOS - 12-MONTH MOVING AVER- 
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3.4 LIQUIDITY RISK 

An evaluation of liquidity-risk management involves an assessment of the level of compli- 
ance with the statutory liquid-asset requirements, an analysis of the short-term liquidity mis- 
match 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 manage- 
ment and liquidity-risk management also has to be borne in mind, since mismatches may 
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average daily amount of li- 
quid assets held exceeded 
statutory liquid-asset re- 
quirement 

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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Statutory liquidity 

The liquid-asset requirement is calculated at 5 per cent of total liabilities less capital and 
reserves (later in this chapter referred to as adjusted liabilities). As can be seen from Figure 
13, the average daily amount of liquid assets held by the banking sector exceeded the 
statutory liquid-asset requirement throughout the year. Approximately 37,l per cent (1 997: 
62 per cent) of the average daily amount of liquid assets held during December 1998 con- 
sisted of stocks held in terms of section 19 of the Exchequer Act, whereas 52 per cent 
(1997: 32,3 per cent) consisted of Treasury bills of the Republic and 8,3 per cent (1997: 
3,8 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) increased by about 36,8 per cent and 16,9 per cent (measured over 12 months), 
respectively, as at the end of December 1998, and represented approximately 11,8 per 
cent (1997: 10,2 per cent) and 8,l per cent (1997: 8,2 per cent), respectively, of adjusted 
liabilities. This means that the adjusted liabilities, which are used for purposes of comput- 
ing the liquid-asset and reserve-balance requirements, were reduced by 19,8 per cent 
(1997: 18,4 per cent), or R119,3 billion (1 997: R93,3 billion). 

Short-term liquidity mismatch 

Because an increase in the mismatch could indicate a potential funding problem in the 
short term, the Bank Supervision Department assesses both short-term liquidity mismatch 
trends and the size thereof over a period of time. 



FIGURE 14: SHORT-TERM LIQUIDITY MISMATCH 
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The short-term theoretical mismatch is determined by the difference between short-term 
assets and short-term liabilities. The inverse of the short-term theoretical mismatch, as 
depicted in Figure 14, showed a steady upward trend during the year under review. 
Average monthly balances, computed on a quarterly basis, amounting to R96,8 billion, 
R99,6 billion, R117,6 billion and R113,5 billion were reported in respect of the quarters 
ended March 1998, June 1998, September 1998 and December 1998, respectively. 

For the month of December 1998, the short-term theoretical mismatch for the banking sec- 
tor stood at R116,5 billion (1 997: R98,6 billion), representing 17,8 per cent (1 997: 17,9 per 
cent) of total liabilities. 

The anticipated short-term mismatch, as derived from the asset-and-liability committee 
(ALCO) models of banks for Decembel 1998, amounted to R593 billion (1997: R713 bil- 
lion). This was R57 billion (1 997: R27 billion) less than the level of the theoretical mismatch 
as at 31 December 1998. I 
Volatility of funding 

reliance on wholesale de- 
posits for funding increased 

AS at 31 December 1998, wholesale deposits (greater than R l O O  000) constituted 78,3 per 
cent (1 997: 70,9 per cent) of total deposits. This means that the banking sector's reliance 
on wholesale deposits for funding increased during 1998. Wholesale deposits represented 
63,6 per cent of the total on-balance-sheet funding for December 1998, as opposed to 
583 per cent for December 1997. This marginal increase indicates a fairly constant appli- 
cation of wholesale deposits for funding purposes by the banking sector (see Figure 15). 

During the year under review, the aggregate amount of the 10 largest depositors of indi- 
vidual banks averaged R71,5 billion (1997: R56,4 billion). Expressed as a percentage of the 
aggregate amount of total funding liabilities to the public, large depositors equalled 13,2 per 
cent (1997: 12,2 per cent), at the end of December 1998. 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 short- 
falls have continued to consist of funding through the repurchase mechanism 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 12- 
month 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 down- 
ward 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. 

I 
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 increased 
markedly before declining 
slightly 

again fluctuated widely 

unexpired exchange-traded 
derivative contracts increased 

The form DI 420 requires a bank to report its net effective open 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 per- 
centage of capital, which remained below 1 per cent for most of 1997, increased markedly 
during 1998 before declining slightly, to 0,9 per cent, in December 1998. 

FIGURE 18: VALUE AT RISK AND PERCENTAGE OF CAPITAL AT 
RISK 
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Turnover in derivatives 

During the year under review, turnover in derivatives again fluctuated widely (see Figure 19). 
The turnover in derivatives displayed a continuous upward trend until August 1998, when it 
peaked at R456,6 billion. Sharp decreases were recorded for September, October and 
December 1998. Despite these wide fluctuations, the total turnover in derivatives as at the 
end of December 1998 (R132,l ember 
1997 (R133,l billion). 

Unexpired derivatives contracts 

Unexpired exchange-traded derivative contracts amounted to R366 billion in December 
1998 (December 1997: R177,7 billion). This represented 559 per cent of the banking sec- 
tor's total assets (December 1997: 32,4 per cent). With the exception of September and 
December 1998, unexpired exchange-traded 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 R192,4 billion, R207,6 billion, R391,3 billion and R370,2 billion for the 
quarters ended March 1998, June 1998, September 1998 and December 1998, respect- 
ively . l 
As at 31 December 1998, the total value of unexpired derivative contracts was 
R1 509,4 billion (December 1997: R762,9 billion), representing 230,7 per cent of total 
assets on that date (December 1997: 138,9 per cent of total assets). Over-the-counter 
traded derivatives accounted for 757 per cent (1997: 76,7 per cent) of all unexpired deriv- 
atives contracts. 

FIGURE 19: TURNOVER IN DERlVATlVE CONTRACTS 
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FIGURE 20: UNEXPIRED DERIVATIVES CONTRACTS 
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3.7 CREDIT RISK 

Analysis of o 

overdues in repsect of all 
catego 

overdues pertaining to rnort- 
gage loans increased 

over es pertaining to instal- 
ment-sale agreements grew 

overdues on other loans and 
advances increased 

The gross amount of overdues in respect of loans and advances grew by 37,2 per cent 
(R5,8 billion) during the year, from R15,6 billion in December 1997 to R21,4 billion in 
December 1998. Expressed as a percentage of total loans and advances, gross amounts 
overdue amounted to 3,9 per cent in December 1998 (December 1997: 3’3 per cent). 

The gross amount of overdues pertaining to mortgage loans increased by 30,l per cent 
(R2,l billion) during the year, from R7,l billion in December 1997 (representing 4,l per cent 
of total mortgage loans) to R9,2 billion in December 1998 (representing 4,9 per cent of total 
mortgage loans). Specific provisions as a percentage of overdues declined from 22,9 per 
cent in December 1997 to 19,9 per cent in December 1998. The sum of specific provi- 
sions and security held, expressed as a percentage of overdues, increased from 109,l per 
cent in December 1997 to 115,7 per cent in December 1998. 

The gross amount of overdues pertaining to instalment-sale agreements grew by 63 per 
cent (R1,3 billion) during the year, from R2 billion in December 1997 to R3,3 billion in 
December 1998. As a percentage of total instalment sales, gross amounts overdue 
increased from 2,9 per cent in December 1997 to 4 3  per cent in December 1998. 
Specific provisions increased by 9,4 per cent, from R1,2 billion in December 1997 to 
R1,3 billion in December 1998. Expressed as a percentage of overdues, however, specific 
provisions decreased from 59,7 per cent in December 1997 to 40,l per cent in December 
1998. 

Overdues on other loans and-advances increased by 36,9 per cent (R2,4 billion) during the 
year, from R6,5 billion in December 1997 to R8,9 billion in December 1998. Overdues as a 
percentage of other loans and advances, however, increased from 2,8 per cent in 
December 1997 to 3,l per cent in December 1998. Specific provisions increased by 
44,8 per cent during the year, from R4,2 billion (representing 64,2 per cent of overdues) in 
December 1997, to R6 billion (representing 67,9 per cent of overdues), in December 1998. 

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 AMOUNTS 
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Provisioning policy for bad a A  doubtful loans and advances 

As a result of the increase in overdues on total loans and advances (37,2 per cent during 
the year), specific provisions made in respect of such overdues increased by 31,2 per cent, 
from R7 billion in December 1997 to R9,2 billion in December 1998. Specific provisions, 
expressed as a percentage of overdues, decreased from 44,9 per cent in December 1997 
to 42,9 per cent in December 1998. Thus, 57,l per cent (R12,2 billion) of the overdue 
loans and advances at the end of December 1998 had not been specifically provided for, 
as opposed to 55,l per cent, or R8,6 billion, in December 1997. 

I 

Specific provisions made at the end of December 1998, by loan type and expressed as a 
percentage of overdue amounts, were as follows: 

specific provisions by loan 
type 

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

FIGURE 22: PROVISIONS AS PERCENTAGE OF TOTAL OVER- 
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I 
Large exposures 

large exposures granted 
and utilised increased 

The position of large exposures granted and utilised over the period from March 1997 to 
December 1998 is illustrated graphically in Figure 23. Large exposures granted increased 
by 9,3 per cent during the year, from R413,5 billion (representing 1 039,2 per cent of net 
quallfying capital and reserves) as at 31 December 1997, to R451,8 billion (representing 
908,2 per cent of net qualifying capital and reserves) as at 31 December 1998. Large 
exposures utilised increased by 345 per cent during the year, from R134,2 billion (repres- 
enting 337,2 per cent of net qualifying capital and reserves) as at 31 December 1997 to 
R180,5 billion (representing 363,l per cent of net qualifying capital and reserves) as at 
31 December 1998. 



overdues in respect of large 
exposures decreased 

eighty per cent earned a reas- 
onablemargin 

aggregated net effective posi- 
tion amounted to 0.8 per cent 

Overdues in respect of large exposures decreased by 62,5 per cent during the year, from 
R8 million in December 1997 to R3 million in December 1998. 

FIGURE 23: LARGE EXPOSURES GRANTED AND UTILISED A S  A 
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Quality of assets 

About eighty per cent (79,9 per cent) of the banking sector's assets (December 1997: 
80,4 per cent) earned a reasonable margin, 6,6 per cent (December 1997: 7,3 per cent) 
earned a small margin, and the remaining 133 per cent (December 1997: 12,3 per cent), 
which includes infrastructure, earned no margin (see Figure 24). 

3.8 CURRENCY RISK 

For the period under review, the net effective open position in foreign currency after hedg- 
ing 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 0,8 per cent for December 1998 (December 
1997: 0,4 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. 
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FIGURE 24: A S S E T  PERFORMANCE 
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FIGURE 25: POSITION IN FOREIGN-CURRENCY INSTRUMENTS 
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FIGURE 26: LIQUIDITY MATURITY STRUCTURE : US DOLLARS 
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CHAPTER 4 

I DEVELOPMENTS RELATED TO BANKING LEGISLATIO 
I 

i 
One of the main functions of the Bank Supervision Department is to ensure that the legal 
framework in terms of which banking institutions and banking groups are regulated and 
supervised remains relevant and current. In order to ensure that the Banks Act, 1990, and 
the Regulations thereto remain in line with the latest national and international develop- 
ments and standards, the Department has to review and amend the legislation regularly. 
This chapter provides a brief overview of the most important envisaged amendments to the 
banking legislation. An overview of the reform of the Bills of Exchange Act, 1964, is also 
given. 

ENVISAGED AMENDMENTS TO THE BANKS ACT, 1990 
I 

The most important envisaged amendments to the Banks Act are the following: 

Definition of “liquid asset” 

The South African Reserve Bank (SARB) is currently accepting a wider range of instruments 
as security against accommodation through the “discount window” than the instruments 
included in the definition of liquid assets in section 1 of the Banks Act. For example, the 
SARB now accepts Government stock of all maturities as security against accommodation, 
whereas only Government stock with a maturity of up to three years qualifies as liquid 
assets in terms of the Banks Act. As envisaged in the 1997 Annual Report, it has therefore 
become necessary to amend the current definition of liquid assets. 

Liquid assets a s  security for intraday loans 

As explained in Chapter 2 of this report, the new settlement system allows a bank to use a 
number of funding options for its settlement account. The Bank Supervision Department, 
therefore, proposes that the Banks Act provide for the pledging of instruments that qualify 
as liquid assets in terms of the Act as security against intraday accommodation. The prin- 
ciple that only instruments not pledged or otherwise encumbered qualify as liquid assets 
will, however, be retained in respect of the close of business on any business day. 

I 
Appeal procedure 

As previously reported, certain shortcomings in the current appeal procedure in terms of 
section 9 of the Banks Act have to be addressed. It may also be necessary to review the 
composition of the appeal board, as well as the prescribed time intervals during appeal 
hearings. 

Directors of banks and controlling companies 

The Department is continuously monitoring developments in the field of corporate govern- 
ance relating to the roles and responsibilities of directors. The objective is to ensure that 
the provisions of the Banks Act pertaining to directors are reviewed and amended in ac- 
cordance with international standards and practice. 

Capital 

The implementation of capital requirements in respect of banks’ trading activities, reported 
in Chapter 2 of this report, and the simultaneous introduction of tertiary capital require 
amendments to section 70 of the Banks Act. 



Impairments against capital 

The Department intends to delete impairments from the Banks Act and to incorporate 
them into the Regulations. Currently, both the Act and the Regulations contain separate 
impairment items, a situation that leads to confusion. 

delete impairments from 
the Banks Act Consolidated capital adequacy 

As indicated in Chapter 2, consolidated supervision is becoming of increasing importance 
for bank regulators. In many cases, the Bank Supervision Department will in future be 
required to act as the lead regulator for certain financial conglomerates. In order for the 
Department to exercise its responsibilities in this regard effectively, section 70 of the Banks 
Act should as a minimum make provision for the Registrar to direct a bank, a controlling 
company or entities in a banking group to maintain: 

section 70 should make 
provision for 

PROPOSED AMENDMENTS TO THE REGULATIONS RELATING TO 
BANKS 

During the year under review, the Bank Supervision Department invited banking institu- 
tions, banking groups and other interested key players to submit proposed changes to and 
comments on the current Regulations. Based on the proposals and comments received, 
the Department has drafted amendments to the Regulations, which will be discussed with 
the parties concerned early in 1999, before being implemented. 

Banks’ trading activities 

Following a comprehensive process of discussion and consultation between the Bank 
Supervision Department and banks since January 1996, the Department published the 
Regulations relating to Capital-adequacy Requirements (“CAR”) for Banks’ Trading 
Activities in Financial Instruments, as well as relevant amendments to the Regulations relat- 
ing to Banks, on 21 August 1998. As reported in Chapter 2, these regulations became 
effective on 1 October 1998. It has now become necessary to incorporate the provisions 
of the CAR Regulations into the risk returns submitted to the Department by banks. 

incorporate provisions of 
CAR Regulations into risk 
returns 

Risk weighting of mortgage loans 

As reported in both the 1996 and the 1997 Annual Report, the Bank Supervision 
Department has for some time been uneasy about the significant growth in mortgage-relat- 
ed lending by banking institutions during the past number of years. A particular concern 
related to the fact that banking institutions were granting new mortgage bonds to a higher 
percentage of a residential property’s valuation than was previously the case. 
Consequently, South Africa no longer adhered to the internationally accepted principles for 
applying the concessionary risk weighting of 50 per cent to certain mortgage loans. 

amended risk wigmings in 
respect of mOttgage loans 

In order to ensure compliance with internationally accepted principles, the Department pro- 
posed amendments to the relevant regulations. Initially, the banking sector highlighted cer- 
tain practical difficulties with the implementation thereof. Once these difficulties had been 
resolved, the amended risk weightings became effective on 1 October 1998 in respect of 
all new and further mortgage loans granted by banks. Mortgage advances granted before 
1 October 1998 will have to comply with the amended risk weightings as from 1 October 
2003. 



Compliance officers in banks 

full-time compliance officer 

researching inclusion of 
certain recommendations 

reporting requirements 

reporting of certain activ- 
ities 

standards and procedures 

Registrar’s approval 

Various international and national regulatory authorities have recently made it a statutory 
requirement for institutions falling under their regulatory jurisdiction to assign responsibility 
for ensuring compliance with legislation to a full-time officer. In order to ensure a level play- 
ing-field between participants in the South African financial markets, the Department pro- 
poses that certain minimum requirements relating to compliance officers of banks be in- 
corporated into the Regulations. 

Public disclosure 

In September 1998, the Basle Committee on Banking Supervision published a report titled 
“Enhancing bank transparency”. The Bank Supervision Department subscribes to the prin- 
ciple of increased transparency and is researching the inclusion of certain recommenda- 
tions in the report into the Regulations. 

Netting 
I 

Section 69 of the Banks Act was previously amended in order to ensure that sections 35A, 
358 and 46 of the Insolvency Act, 1936, are also binding on the curator of a bank that has 
been placed under curatorship. The Bank Supervision Department proposes that the 
requirements of the Banks Act and the Insolvency Act be incorporated into the reporting 
requirements in terms of the Regulations. 

Reportable offences 

The Department has previously indicated that banks should be obliged to report certain 
occurrences or events timeously to the Registrar, in order to ensure a safer and more 
stable financial sector. Internationally, it has become evident during the past number of 
years that certain occurrences or events that are not brought to the attention of regulatory 
authorities may have serious consequences for a particular bank or for an economy as a 
whole. The Regulations will be amended to incorporate reporting of certain activities, to be 
specified in a Government notice, to the Registrar. 

Money laundering 

The Bank Supervision Department is not primarily responsible for legislation on money laun- 
dering. Nevertheless, the Department proposes that the Regulations should provide stand- 
ards and procedures to which banks will have to adhere in order to facilitate the effective 
implementation of anti-money-laundering legislation. Legislation such as the Proceeds of 
Crime Act, 1996, and the Drugs and Drug Trafficking Act, 1992, will play an important role 
in the formulation of any proposed regulation. It should be noted that the mentioned legis- 
lation will be replaced wholly or in part by the Prevention of Organised Crime Act, 1998. 

Large exposures 

As reported in Chapter 2, South Africa does not yet comply fully with principle 9 of the Core 
Principles for Effective Banking Supervision relating to large exposures. Certain large ex- 
posures will require the Registrar’s approval. 

Provisioning matrix in respect of credit risk 

Various players, including international bodies such as the Basle Committee on Banking 
Supervision, have called for more stringent disclosure requirements in respect of, amongst 
other issues, banks’ lending business and related credit risk. In order to ensure that banks 
raise adequate and timeous provisions against potential loan losses and reductions in the 
value of assets, various regulatory authorities have issued a provisioning matrix in terms of 
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nature of business con- 
ducted 
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ExchangeAct, 1964 

overview of re fm process 

which banks have to raise provisions against pc mtial losses. 

South Africa has come under increased criticism because the banking legislation does not 
provide for a provisioning matrix. The Bank Supervision Department, therefore, recom- 
mends inclusion of such a matrix in the Regulations. 

Consolidated supervision 

As reported in Chapter 2, the final report of an inquiry into the regulation and supervision of 
financial conglomerates contained various recommendations on aspects that need to be 
addressed. Accordingly, the Bank Supervision is currently researching reporting require- 
ments in respect of consolidated capital adequacy, intragroup exposures, large exposures 
and connected lending, with a view to incorporating such requirements into the 
Regulations. 

Branches of foreign banks 

As reported in Chapter 2, the Group of Thirty in 1998 issued a study group report on inter- 
national insolvencies in the financial sector. Among the recommendations are that: 

Regulators should take the insolvency regi 
licensing the operations of foreign financial 

Industry standards should be developed. 

Legislators should enact laws in order to 
financial insolvencies. 

The Bank Supervision Department is currently researching these recommendations and 
proposes that they be incorporated into the regulations relating to branches of foreign 
banks, that is, the Conditions for the Conduct of the Business of a Bank by a Foreign 
Institution by means of a Branch in the Republic. 

Representative offices 

The Bank Supervision Department is still in the process of identifying and defining the 
nature of the business being conducted by representative offices of foreign banks that 
actively conduct business in South Africa. Once the Department has fully identified and 
defined such business, the Department will propose regulations pertaining to the furnishing 
of prescribed information by such representative offices. 

REFORM OF THE BILLS OF EXCHANGE ACT, 1964 

During the year under review, the Bank Supervision Department accepted responsibility for 
the administration of the Bills of Exchange Act, 1964 (Act No. 34 of 1964), as part of the 
process of reforming that Act. In view of the possible passage of the Bills of Exchange 
Amendment Bill, 1998, through Parliament, the Department deems it necessary to provide 
a brief chronological overview of the reform process: 

A During 1983, the South African Law Commission was instructed by the Department 
of Justice to propose reforms to the Bills of Exchange Act. 

A In February 1994, the then Supreme Court, in the case of Kwamashu Bakerv Limited 
v Standard Ran k of South Afnca I imlted (case no. 28W9 2!439 4) DCLD) , ruled that 
collecting banks were under a duty of care to ensure that a drawer’s cheques were 
collected without negligence. 

. . .  

A In June 1994, the Appellate Division of the then Supreme Court, in the case of 



A 

A 

A 

A 

A 

A 

A 

Navidas v Esso~: Metha v Esso~ 1994 4 SA 141 (A), held that the electronic commu- 
nication of cheque details to the processing office did not constitute presentment for 
purposes of the Bills of Exchange Act. This method of presentment is, however, cur- 
rently the standard practice. 

In August 1995, the Law Commission published its Report on the Investigation into 
the Payment System in South Afrlca. 

l 

In November 1995, The Banking Council South Africa commissioned Prof F R Malan 
to draft amendments to the Bills of Exchange Act. These amendments incorporated 
the most important aspects of the Law Commission's report and additional reforms, 
which where necessitated by, amongst others, the above-mentioned court decisions. 

In May 1996, the Policy Board for Financial Services and Regulation approved the 
proposed amendments. 

In November 1996, the Deputy Minister of Finance and the Director General of the 
Department of Finance also approved the proposed amendments, except for two 
specific sections affecting consumer interests. The Bank Supervision Department 
was given the mandate to facilitate further discussions with consumer bodies and to 
facilitate the procession of the proposed amendments through Parliament. 

During meetings of the discussion group that was convened, consensus through 
compromise was reached on consumer concerns. Consensus was also reached on 
certain aspects, such as extensive consumer-education programmes, outside the 
purview of the Bills of Exchange Amendment Bill. Banks will initiate such pro- 
grammes before the Bill is enacted. 

On 21 July 1998, the Amendment Bill was published for comment in Government 
Gazette No. 19075. After careful consideration of the comments that were submitted, 
certain further alterations were made to the Bill. 

Thereafter, the Bank Supervision Department submitted the Bill to the Minster of 
Finance for consideration and possible submission to Parliament. 

In essence, the proposed amendments to the Bills of Exchange Act fall into four broad cat- 
egories. The amendments are required in order to: 

propos ents 



APPENDIX 1 

General Manager 
(Registrar) 

C F Wiese 

I I 

Supervision of 
Individual Banks 

E M Kruger 
J A Martin I Functions 

1. Consolidated supervision of 
banking groups 

2. Discussions focusing on 
strategic issues with various 
levels of banks’ manage- 
ment 

3. Assessment of risk-manage- 
ment 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 sub- 
mitted by banks 

8. Analysis of and research on 
issues of concern and dis- 
cussion thereof with banks 

Operations, Information 
Systems and Policy 
(Deputy Registrar) r A Bezuidenhout 

I I 

Operations 

Functions 

1. Representation of 
Department on outside com- 
mittees on emerging issues 
and new developments 

2. Correspondence with banks 
3. Handling of administrative 

matters in terms of the Act 
4. Preparation and monitoring 

of departmental budget 

I 

Legal and Regulatory 
Administration 

M S Blackbeard 

Functions 
1. Drafting of proposed 

amendments to the Act 
2. Review of Regulations and 

risk-based returns and 
drafting of proposed 
amendments 

3. Drafting of proposed 
circulars to banks 

4. Dealing with all litigation 
regarding banks placed 
under curatorship or 
liquidated 

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

6. Contraventions of the Act 
7. Mergers and acquisitions of 

banks 

Information Systems 

K D Venter 

I 

Functions 
1. Analytical review of aggregated 

information submitted by all the 
institutions making up the bank- 
ing 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. Analysis of and policy on latest 
develoDments in the field of 

I Functions 
1. Collection of statutory returns 

and capturing of information on 
electronic database 

2. Preparation of data for analytical 
review by analysts 

3. Data processing and production 

4. Preparation of graphs to reflect 
trends 

5. Maintenance of information on 
database 

6. Analysis of latest technology to 
ensure that the technology used 
in Department is at the cutting 
edge of development 

of risk-based reports 

bank shpervision 
6. Development of policy responses 

in respect of emerging issues 
7. Consolidated supervision 

research and development 
8. Capital-adequacy requirements 

for market risk 
I I  I 



APPENDIX 2 

i REGISTERED BANKS AND MUTUAL BANKS 
A S  AT 3 1  DECEMBER 1 9 9 8  

REGISTERED BANKS 

Institution Address Total assets 
Rmillion 

1. ABSA Bank Limited P 0 Box 7735, 
Johannesburg, 2000 148 507 

2. African Merchant Bank Limited P 0 Box 786833, 
Sandton, 2146 2 828 

3. Albaraka Bank Limited P 0 Box 4395, 
Durban, 4000 353 

4. Bank of Taiwan (South Africa) Limited P 0 Box 1999, 
Parklands, 21 21 420 

5. BOE Bank Limited P 0 Box 86, 
Cape Town, 8000 46 313 

6. Brait Merchant Bank Limited P 0 Box 785889, I Sandton, 21 46 2 485 

7. Cape of Good Hope Bank Limited P 0 Box 21 25, 
Cape Town, 8000 3 536 

Claremont, 7735 91 5 
8. District Securities Bank Limited P 0 Box 44547, 

9. FBC Fidelity Bank Limited P 0 Box 32, 
Port Elizabeth, 6000 6 955 

10. First National Bank of Southern Africa Limited P 0 Box 1153, 
Johannesburg, 2000 93 209 

11. FirstCorp Merchant Bank Limited P 0 Box 9773, 
Johannesbura, 2000 1 035 

12. Fulcrum Science and Technology Bank'Limited 

13. Gensec Bank Limited 

P 0 Box 91656, 
Auckland Park, 2006 950 

P 0 Box 41 1420, 
Craiahall, 2024 1 959 

14. Habib Overseas Bank Limited P 0 Box 62369, 
Marshalltown, 21 07 115 

15. HBZ Bank Limited P 0 Box 48449, 
Qualberl, 4078 185 

16. Imperial Bank Limited / P 0 Box 3567, 
Edenvale, 161 0 2 529 

17. International Bank of Southern Africa Limited P 0 Box 8771, 
Johannesburg, 2000 1 492 

P 0 Box 785700, 
Sandton, 2146 32 541 

18. lnvestec Bank Limited 

19. Marriott Merchant Bank Limited P 0 Box 3211, 
Durban, 4000 457 

20. McCarthy Bank Limited 

21. Mercantile Bank Llmited 

P 0 Box 1286, 
Umhlanga Rocks, 4320 309 

P 0 Box 782699, 
I 

I Sandton, 2146 4 280 

22. MLS Bank Limited 

23. Nedcor Bank Limited 

P 0 Box 871 75, 
Houghton, 2041 2 924 

P 0 Box 1144, 
Johannesbura. 2000 82 539 



APPENDIX 2 

REGISTERED BANKS AND MUTUAL BANKS 
AS AT 31 DECEMBER 1998  (continued) - 
REGISTERED BANKS (continued) 

Institution Address 
Total assets 

Rmillion 

24. Nedcor Investment Bank Limited P 0 Box 582, 
Johannesburg, 2000 16 623 

P 0 Box 4928, 
Durban, 4000 1666 

25. New Republic Bank Limited 

26. Ons Eerste Volksbank (Association not for gain 
incorporated in terms of section 21 of the 

P 0 Box 1241 9, 
Queenswood, 01 21 

Companies Act, 1973) 43 

27. PSG Investment Bank Limited P 0 Box 24024, 
Claremont, 7735 1 024 

P 0 Box 786273, 
Sandton, 21 46 20 779 

P 0 Box 1387, 
Sandton. 21 46 1104 

28. Rand Merchant Bank Limited 

29. Real Africa Durolink Investment Bank Limited 

30. Regal Treasury Private Bank Limited P 0 Box 321 5, 
Rivonia, 21 28 697 

31. Saambou Bank Limited P 0 Box 741 27, 
Lynnwood Ridge, 0040 10 592 

P 0 Box 1499, 
Saxonwold, 21 32 1040 

P 0 Box 2533, 
Saxonwold, 21 32 106 

32. Securities Investment Bank Limited 

33. Southern Bank of Africa Limited 

34. TA Bank of South Africa Limited P 0 Box 2938, 
Parklands, 21 21 626 

35. The African Bank Limited P 0 Box 61 352, 
Matshalltown, 2107 982 

36. The Business Bank Limited P 0 Box 786306, 
Sandton, 2146 607 

37. The South African Bank of Athens Limited P 0 Box 7781, 
Johannesburg, 2000 431 

P 0 Box 7725, 
Johannesburg, 2000 127 818 

P 0 Box 5490, 

38. The Standard Bank of South Africa Limited 

39. Unibank Limited 
Rivonia, 21 28 2888 



I 
I REGISTERED MUTUAL BANKS 

Institution I Address registration 
Total assets 

Rmillion 

1. Credit and Savings Help Bank Final P 0 Box 8331, 
I Roggebaai, 801 2 393 

2. GBS Mutual Bank Final POBox114, 
Grahamstown, 6140 269 

3. TNBS Mutual Bank Provisional 1 P 0 Box 186, 
Umtata, 51 00 272 

4. VBS Mutual Bank Provisional P 0 Box 361 8, 
Louis Trichardt, 0920 116 

I 
TlON ACT, 1996 I 
BANK IN TERMS OF THE SUPERVISION OF FINANCIAL INSTITUTIONS RATIONALISA- 

I 

In terms of the provisions of the Supervision of Financial Institutions Rationalisation Act, 1996 (Act No. 32 of 1996), the 
following is regarded as a bank, with effect from 1 July 1996: 

Institution Address 
Total assets 

Rmillion 

1. Bank of Transkei Limited P 0 Box 382, 
Umtata, 5100 363 

BANK IN FINAL LIQUIDATION 

Institution LiquiL,,or Date of order 
1. Islamic Bank Limited Mr A D Wilkins of Deloitte & Touche 13 January 1998 

APPENDIX 3 

Institution Address 
1. ABN AMRO Bank N.V. P 0 Box 78769, aandton, 21 40 

2. BankofBaroda 911121 Cowey Road, Cowey Park, Berea, 
Durban, 4001 

3. Barclays Bank PIC, South Africa Branch P 0 Box 1542, Saxonwold, 21 32 

4. CibankNA P 0 Box 1800, Saxonwold, 21 32 

5. Commerzbank Aktiengesellschaft P 0 Box 860, Parklands, 21 21 

- 

6. CrMi  Agricole lndosuez P 0 Box 61 523, Marshalltown, 21 07 

7. DeutscheBankAG Private Bag X9933, Sandton, 21 46 

8. ING Bank N.V. South Africa Branch 

9. Menill Lynch Capital Markets Bank 
Limited 

10. Morgan Guaranty Trust Company 
of New York 

11. Soci6te Generale 

12. State Bank of India 

P 0 Box 782080, Sandton, 21 46 

P 0 Box 61, Johannesburg, 2000 

Private Bag X9936, Sandton, 21 46 

P 0 Box 6872, Johannesburg 2000 

P 0 B x 2538, Saxonwold, 21 32 

I 



APPENDIX 4 

NAME CHANGES AND CANCELLATION OF REGISTRATION 0 
BANKS AND MUTUAL BANKS DURING THE PERIOD FROM 
1 1 

NAME CHANGES 

Previous name New name Date of change 

1. BOE Natwest Limited BOE Investment Bank Limited 9 March 1998 

2. Boland Bank PKS Limited NBS Boland Bank Limited 12 February 1998 

3. Capital Alliance Bank Limited Brait Merchant Bank Limited 21 September 1998 

4. Community Bank Unibank Savings and Loans Limited 14 August 1998 
(conversion of mutual bank to bank) 

5. DW African Merchant Bank Limited African Merchant Bank Limited 27 January 1998 

6. Genbel Securities Bank Limited Gensec Bank Limited 8 December 1998 

7. lnvestec Merchant Bank Limited lnvestec Bank Limited 1 April 1997' 

8. NBS Boland Bank Limited BOE Bank Limited 26 October 1998 

9. UAL Merchant Bank Limited Nedcor Investment Limited 1 October 1997 

Changed in 1998, with retrospective effect; too late for publication in 1997 Annual Report 

CANCELLATION OF REGISTRATION 

Institution Date of 
cancellation 

1. Barclays Bank of South Africa Limited 26 March 1998 

2. BOE Investment Bank Limited (following transfer of assets and liabilities 
to NBS Boland Bank Limited) 

1 October 1998 

3. BOE Private Bank &Trust Company Limited (following transfer of assets 
and liabilities to NBS Boland Bank Limited) 

4. lnvestec Bank Limited (following transfer of assets and liabilities to 
lnvestec Merchant Bank Limited) 

5. NBS Bank Limited (following transfer of assets and liabilities to Boland Bank 1 October 1997 
PKS Limited) 

1 October 1998 

31 March 1997 

6. Syfrets Bank Limited (following transfer of assets and liabilities to UAL 
Merchant Bank Limited) 

1 October 1997* 

7. Unibank Savings and Loans Limited 14 August 1998 

Cancelled in 1998, with retrospective effect; too late for publication in 1997 Annual Report 



APPENDIX 5 

COMPA ,NIES EGISTERED CONTROLLING 
S AT 31 BE 98 

Inssitution I I Addrl 

1. ABSA Group Limited I P 0 Box 260595, Excom, 2023 

2. AMB Holdings Limited 

3. BOE Investment Bank Holdings Limited 

4. Brait South Africa Limited 

P 0 Box 786833, Sandton, 21 46 

P 0 Box 86, Cape Town, 8000 

P 0 Box 2345, Saxonwold, 2138 

5. FBC Fidelity Holdings Limited P 0 Box 32, Port Elizabeth, 6000 
P 0 Box 1789. Joubert Park, 2044 

6. First National Bank Holdings Limited 

7. FirstCorp Merchant Bank Holdings Limited 

P 0 Box 11 53, Johannesburg, 2000 

P 0 Box 9773, Johannesburg, 2000 

8. Fulcrum Science and Technology Bank Controlling P 0 Box 91656, Auckland Park, 2006 
Company Limited I 

9. Genbel Securities Limited I P 0 Box 41 1420, Craighall, 2006 

10. Imperial Bank Holdings Limited 

11. lnvestec Holdings Limited 

P 0 Box 3567, Edenvale, 161 0 

P 0 Box 785700, Sandton, 2146 

12. lnvestec Limited I P 0 Box 785700, Sandton, 2146 

13. Marriott Holdings Limited P 0 Box 207, Durban, 4000 

14. McCarthy Bank Holdings Limited I P 0 Box 1286, Umhlanga Rocks, 4320 

15. Mercantile Lisbon Bank Holdings Limited 

16. Momentum Life Assurers Limited 

P 0 Box 782699, Sandton, 2146 

P 0 Box 7400, Hennopsmeer, 0046 

17. Nedcor Investment Bank Holdings Limited 

18. Nedcor Limited 

P 0 Box 582, Johannesburg, 2000 

P 0 Box 11 44, Johannesburg, 2000 

19. NRB Holdings Limited I P 0 Box 4928, Durban, 4000 

20. PSG Investment Bank Holdings Limited 

21. Real Africa Durolink Holdings Limited 

P 0 Box 24024, Claremont, 7735 

P 0 Box 1387, Rivonia, 21 28 

22. Saambou Holdings Limited 

23. Saflife Limited 

P 0 Box 741 27, Lynnwood Ridge, 0040 

P 0 Box 260362, Excom, 2023 

24. Southern Bank of Africa Investment Holdings Limited 

25. Standard Bank Investment Corporation Limited 

26. TA Investment Holdings South Africa Limited 

P 0 Box 2533, Saxonwold, 2132 

P 0 Box 7725, Johannesburg, 2000 

P 0 Box 2938, Parklands, 21 21 

27. Theta Group Limited 

28. Unibank Group Limited 
I P 0 Box 646, Parklands, 21 21 

P 0 Box 5490, Rivonia, 21 28 

29. Unibank Investment Holdings Limited ' P 0 Box 5490, Rivonia, 21 28 

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

Institution Address 

P 0 Box 6854, Jeddah, 21 452, 
Saudi Arabia 

I 
1. Albaraka Investment and Development Company 

2. Bank of Taiwan I P 0 Box 5, Taipei, Taiwan 

3. National Bank of Greece I 86 Eolou Street, Athens TT 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'0ut;e-mer 69, Rue la Boetie, 75008, Paris, France 

! 



FOREIGN BANKS WITH APPROVED LOCAL 
REPRESENTATIVE OFFICES A S  AT 31 DECEMBER 19 

Institution Address 

1. American Express Bank Limited P 0 Box 31 079, Braamfontein, 201 7 

2. BancadiRoma P 0 Box 787018, Sandton, 2146 

3. BancoBPI, SA Box 99-292, Carlton Centre, Johannesburg, 2001 

4. Banco Comercial Portugu6s Suite 254, Postnet X9, Rosettenville, 21 30 

5. Banco EsDirito Santo e Comercial de Lisboa P 0 Box 749, Bruma, 2026 

6. Banco Portuau6s do Atl&ntico SA P 0 Box 273, Bruma, 2026 

7. BancoSantander 3rd Floor Hamlet Building (West Wing), 

8. Banco Santander Portugal, SA 

27 Ridge Road, Patictown, 2193 

P 0 Box 7521 46, Garden View, 2047 

9. Banco Totta & A~ores SA P 0 Box 309, Bruma, 2026 

10. Bank Austria Credi istak International AG P 0 Box 4918, Randburg, 21 94 

11. Bank Leumi Le-Israel BM P 0 Box 821 4, Johannesburg, 2000 

12. Bank of America National Trust 
& Savings Association P 0 Box 6531 44, Benmore, 201 0 

13. Bank of Cyprus Group P 0 Box 6521 76, Benmore, 201 0 

14. Bankers Trust Company 

15. Banque Belge (Guernsey) Limited 

16. Banque Bruxelles Lambert S.A. 

Suite 144, Postnet X9924, Sandton, 21 46 

P 0 Box 6501 42, Benmore, 201 0 

P 0 Box 650660, Benmore, 201 0 

17. Banque Commerciale Zairoise P 0 Box 652065, Benmore, 201 0 

18. Banque de Gestion Edmond de Rothschild 
Luxembourg P 0 Box 1027, Saxonwold. 21 32 

19. Banaue Nationale de Paris P 0 Box 653002. Benmore. 201 0 

20. BanaueParibas P 0 Box 1779, Saxonwold, 21 32 
~ ~~ 

21. Bayerische Landesbank Girozentrale 

22. Bayerische Vereinsbank AG 

23. Belgolaise Bank 

P 0 Box 47337, Parklands. 21 21 

P 0 Box 1483, Parklands, 21 21 

P 0 Box 652065, Benmore, 201 0 

24. Bediner Handels- und Frankfurter Bank 

25. Commerzbank AG 

P 0 Box 1933, Saxonwold, 21 32 

Box 99-308, Carlton Centre, Johannesburg, 2001 

26. Compagnie Financibre de CIC et de I'Union 

27. CGperatieve Centrale Raiffeisen- 

28. Credit Commercial de France 

29. Crkiit Lyonnais 

30. Credit Suisse First Boston 

31. Deutsche Bank AG 

Europeenne 

Boerenleenbank B.A. (Rabobank Nederland) 

302 Portofino, 30 9th Street, Killamey, 21 93 

P 0 Box 1396, Parklands, 21 21 

P 0 Box 2200, Randburg, 21 25 

P 0 Box 78728, Sandton. 21 46 

Private Bag X9911, Sandton, 21 46 

P 0 Box 781 948. Sandton, 21 46 

32. DG Bank Deutsche Genossenschaftsbank P 0 Box 1541, Parklands, 21 21 

33. Dresdner Bank AG P 0 Box 9722. Johannesburg, 2000 

34. Export-Import Bank of India P 0 Box 201 8, Saxonwold, 21 32 



APPENDIX 6 

Institution Address 

35. First Union National Bank of Carolina 

36. Hambros Bank Limited 

37. Hellennic Bank Limited 

38. HSBC Equator Bank PIC 

39. Kleinwort Benson Ltd 

40. KBC Bank NV 

41. Kredietbank SA Luxembourgeoise 

42. MeesPierson NV 

43. Menta Bank PIC 

44. Natexis Banque 

45. National Bank of Egypt 

46. National Bank of Malawi 

47. Nordbanken AB 

48. Royal Bank of Canada 

49. Societe Generale - South Africa 

50. Standard Chartered Bank 

51. The Bank of Tokyo-Mitsubishi, Ltd 

52. The Chase Manhattan Bank, 
National Association 

53. The Cyprus Popular Bank 

54. The Sumitomo Bank Limited 

55. Union Bank of Nigeria PIC 

56. UBSAG 

57 Vereins- und Westbank AG 

58. West Merchant Bank Limited 

P 0 Box 3091, Saxonwold, 21 32 

P 0 Box 652275, Benmore, 201 0 

P 0 Box 783392, Sandton, 21 46 

P 0 Box 3248, Parklands, 21 21 

P 0 Box 651 41 4, Benmore, 201 0 

P 0 Box 11 241, Hatfield, 0028 

P 0 Box 11 241, Hatfield, 0028 

P 0 Box 331 0, Parklands, 21 21 

P 0 Box 11 241, Hatfield, 0028 

P 0 Box 61 689, Marshalltown, 21 07 

P 0 Box 55402, Northlands, 21 16 

P 0 Box 412723, Craighall, 2024 

P 0 Box 11 241, Hatfield, 0028 

P 0 Box 652260, Benmore, 201 0 

P 0 Box 6872, Johannesburg, 2000 

P 0 Box 2047, Houghton, 2041 

P 0 Box 7851 9, Sandton, 21 46 

P 0 Box 651 996, Benmore, 201 0 

P 0 Box 1621, Bruma, 2026 

Private Bag X9932, Sandton, 2146 

P 0 Box 6531 25, Benmore, 201 0 

P 0 Box 652863, Benmore, 201 0 

P 0 Box 1483, Parklands, 21 21 

P 0 Box 7861 26, Sandton. 21 46 

I 



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 1997 may differ 
from those reported in the 1997 Annual Report owing to amended returns 
having been submitted by banks after publication of that report. 

TABLE PAGE 

1. Composition of balance sheet 

2. Composition of selected liabilities 80 

3. Composition of loans and advances to non-banks 81 

4. Capital adequacy 82 

5. Analysis of capital and reserves 82 

6. Risk profile of assets 83 

7. Risk profile of off-balance-sheet items 83 

8. Risk profile of loans and advances 84 

9. Composition of income statement 85 

10. Profitability ratios (all percentages annualised) 86 

11. Percentage composition of interest income 87 

12. Percentage composition of interest expense 87 

13. Liquidity structure as at 31 December 1998 88 

14. Liquidity structure as at 31 December 1997 88 

15. Percentage analysis of deposit-maturity structure 88 

16. Calculation of liquid-asset requirement 89 

17. Interest-rate risk Sensitivity analysis 

18. Market risk Net effective open position and value at risk 91 

92 19. Credit risk Analysis of overdue accounts 

20. Large credit exposures 93 

21. Profitability of assets 93 

22. Open position in foreign currency 94 
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TABLE 1 

Average month-end balance for quarter 

Month-end Prior-year 

Quarter 1 Quarter 2 Quarter 3 Quarter 4 balance comparative 

March June September December December December Average Annual 

1998 1998 1998 1998 1998 1997 12months growth 

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

Liabilities 

Interbank funding 

Non-bank funding 

Foreign funding 

Loans received under 
repurchase agreements 

Other liabilities 

20602 26836 33522 29048 28544 22809 27502 

409 450 422 683 435 350 454 847 460 31 1 396 349 430 582 

35658 40237 52127 44058 42156 35628 43020 

25,l 

16,l 

18,3 

8779 15976 16150 14417 14296 7734 13830 84,8 

38085 47970 46567 48223 52507 38958 45211 

Acknowledgement of dc- t 5 937 4 699 4 175 4059 3929 6 137 4 718 (36,O) 

Capital and reserves 43707 47097 50 166 51 951 52533 41 754 48230 25,8 

TOTAL 562217 605498 6T058 646602 654276 549369 613094 19,l 

Assets 

Money 

Interbank advances 

Non-bank advances 

Loans granted under resale 
agreements 

Trading portfolio 

Investment portfolio 

Fixed assets 

Acknowledgement of debt 
outstanding 

11 335 

17 245 

455 299 

11832 12969 13392 14809 

20808 24360 21 415 22081 

481 435 500384 509782 515784 

13630 12382 

21 957 20957 

439 767 486 725 

6 034 10 334 7 325 3494 3531 5678 6 797 (37,8) 

9 116 

28 330 

10626 13073 18798 19537 

31 591 36758 38304 36903 

10 881 11 052 11 132 11 539 11 535 

5 937 4 699 4 187 4059 3929 

Other assets 18040 23117 27869 25820 26167 

8 262 

27 305 

10 725 

12903 136,5 

33746 35,2 

11 151 7,6 

6 137 4 721 (36,O) 

15909 23712 64.5 

TOTAL 562217 605498 638058 646602 654276 549369 613094 19,l 



TABLE 2 

COMPOSITION OF  ELECTED LIABTIES 
Average month-end balance for quarter 

Month-end Prior-year 

Quarter 1 Quarter 2 Quarter 3 Quarter 4 balance comparative 

March June September December December December Average Annual 

1998 1998 1998 1998 1998 1997 12months growth 

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

Deposits 

Demand 177 476 

Savings 26 298 

Fixed and notice 135 673 

Negotiable certificates of 
desposit 70 002 

191 329 

26 710 

139 037 

65 607 

21 5 257 

26 443 

132 252 

61 399 

21 5 760 

26 782 

135 349 

76 956 

217 347 171 003 

27 266 26 372 

135699 134474 

79 999 64 500 

199955 27,l 

26 558 3,4 

135 578 0,9 

68 491 24,O 

TOTAL 409450 422683 435350 454847 460311 396349 430582 16,l 

Loans under repurchase 
agreements 

Banks 3358 9884 10836 10113 9946 3899 8548 155,l 

6 092 5 314 4304 4350 3835 5283 13,4 Non-banks 5 421 

TOTAL 8779 15976 16150 14417 14296 7734 13830 84,8 

Foreign funding 

Banks 30070 33749 39737 30508 30164 30 877 33 516 (2,3) 

Non-ban ks 5588 6489 12391 13550 11992 4 751 9 504 152.4 

TOTAL 35658 40237 52127 44058 42156 35628 43020 18,3 



Average month-end balance for quarter 

Month-end Prior-year 

Quarter 1 Quarter 2 Quarter 3 Quarter 4 balance comparative 

March June September December December December Average Annual 

1998 1998 1998 1998 1998 1997 12months growth 

R million R million R million R million R million R million R million Percentage 
I 

Negotiable 
certificates of deposit 14 513 12160 13383 20088 20183 12380 15036 63,O 

lnstalment debtors 71 863 73243 73513 73713 73552 71 569 73083 23  

Mortgage loans 

Credii cards 

176338 180875 185516 188897 189401 172369 182906 999 

9 837 10 107 9952 10290 10545 9655 10046 9 2  

Acknowledgement of 
debt discounted 21 782 21 243 23474 24245 23903 22493 22686 6,3 

Redeemable preference shares 8 059 9278 10136 11 509 11 380 7429 9745 53,2 

140755 150036 158790 168360 174193 133522 154485 30,5 

- advances 19 667 32399 33900 22208 22367 17640 27044 26,8 

Subtotal 462814 489340 508665 519310 525524 447058 495032 17,b 

Less: 
Specific provisions 7 515 7 905 8 281 9527 9739 7 291 8307 33,6 

455299 481 435 500384 509782 515784 439767 486725 17,3 

Specific provisions: 
Gross loans and advances (%) 1,62 1,62 53 



TABLE 4 

CAPITAL ADEQUACY 
Prior-year 

comparative 

Quarter 1 Quarter 2 Quarter 3 Quarter 4 Quarter 4 Average 

March June September December December last4 Annual 

1998 1998 1998 1998 1997 quarters growth 

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

Risk-weighted assets and 
off-balance-sheet items 401 555 426498 453554 451 938 388139 433386 16,4 

Counterparty risk exposure 4 312 7739 12195 8 555 4404 8200 94,3 

Total risk exposure 405867 434237 465749 460493 392543 441 586 17,3 

Required capital 

32469 34739 37260 36839 31 403 35 327 17,3 
~~ 

Net qualifying capital 

- Rand 

- Percentage 

42470 46046 49898 49711 39794 47031 24,9 

10,l 10,l 10,o 10,7 997 10,2 

TABLE 5 

Prior-year 

comparative 

Quarter 1 Quarter 2 Quarter 3 Quarter 4 Quarter 4 Average 

March June September December December last 4 Annual 

1998 1998 1998 1998 1997 quarters growth 

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

Primary capital 30 730 34040 39448 40360 28920 36145 39,6 

Qualifying secondary capital 14 671 15483 15317 15067 12848 15135 17,3 

Total qualifying capital 45 401 49523 54765 55427 41 768 51 279 32,7 

Less: Impairments 2 931 3 477 4 867 5 716 1973 4248 189,7 

Net aualifvina ca~ital 42470 46046 49898 49711 39794 47031 24.9 
~~ 

Primary capital: 
Total risk exposure 

Impairments: 
Total risk exposure 

Secondary capital: 

Total risk exposure 3,6 3,6 3,3 393 393 3,4 



RISK PROFILE OF ASSETS 

13 592 

3 

69 111 

31 828 

46,l 

(1 935) 

(9714) 

21,l 

13,l 



TABLE 8 

I RISK PROFILE OF LOANS AND ADVANCES 
Average month-end balance for quarter 

Month-end Prior-year 

Quarter 1 Quarter 2 Quarter 3 Quarter 4 balance comparative 

March June September December December December Average 

1998 1998 1998 19% 1998 1997 12months 

Percentage Percentage Percentage Percentage Percentage Percentage Percentage 

Interbank advances 

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 

Loans granted under resale 
agreements 

- Banks 

- Non-banks 

14,12 14,lO 

19,85 19,75 

99,60 99,62 

59,24 59,68 

100,oo 1 oo,oo 

21,23 23,04 

11 7,02 11 4,42 

94,20 95,50 

38.1 0 32,24 

3 5 9 0 0  31,27 

19,91 13,97 

53,04 61,54 

15,14 

19,oo 

99,67 

59,95 

1 oo,oo 

21,35 

98,73 

96,07 

34,81 

40,19 

17,ll 

80,13 

14,68 

19,22 

99,73 

60,83 

100,oo 

18,40 

98,13 

95,27 

46,73 

19,62 

1 5 4  

31,84 

15,62 

19,20 

99,73 

61,12 

loo,oo 

1 8 , s  

97,97 

95,03 

48,50 

15,77 

15,08 

19,89 

15.47 

19,68 

99,60 

5938 

100,oo 

19,96 

11 9,54 

9 4 8 0 8  

42,45 

17,38 

784 

23.33 

14,51 

19,45 

99,66 

59,92 

100,oo 

21 ,oo 
107,07 

95,26 

37,97 

31,52 

16.61 

56,64 

Total loans and advances 71,46 70,87 70,84 72,19 72,49 70.90 71,M 

99,87 104,43 Specific provisions 101,31 106,02 105,61 104,79 104,70 

Deposits, loans and 
advances - after provisions 70,99 7 0 , s  70.30 71.61 71,91 70,45 70.81 



1 774 

2 223 

474 

2095 1910 22 921 20 519 

2153 2110 25 316 21 395 

0 0 

280 378 

1 

577 

I 

0 

392 

(200) (2 395) (876) 

426 5 113 4 682 

0 4 2 

407 4 880 2 751 



TABLE 10 

~~~~~ - 

PROFITABILITY RATIOS - (ALL PERCENTAG~NNUALISED)-  ~ _ _  __ ~ 

Average monthly balance for quarter 

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

March June September December 12 months ended 12 months ended 

1998 1998 1998 1998 31 December 1998 31 December 1997 
Percentage Percentage Percentage Percentage Percentage Percentage 

operating ratios 

Interest income: Loans 
and advances 17,3 

13,O 

16,4 20,o 203 

12,8 16,l 16,3 

393 32 398 

18,7 

14,6 

395 

18,l 

13,9 

3,6 

Interest expense: 
Funding 

Interest margin: 
Loans and advances 399 

Interest margin: 
Gross interest income 22,5 19,9 16,O 18,4 19,o 

Investment income: 
Investments 153 14,6 13,5 17,O 15,l 17.7 

Provisions: 
Loans and advances 0,9 

Operating expenses: 
Income from management 
of funds 1033 112,l 125,3 102,8 1 10.4 104,3 

Profitability ratios 

Net income after tax: 
Total assets 

Net income after tax: 
Owners equity 12,8 9,3 3,1 15.6 10,2 18,3 

Stated as a percentage of 
total assets 

15,3 Interest income 

Interest expense 

Interest margin 

14,7 13,9 16,6 17.2 

11,4 11,l 14,O 14,O 

3.3 298 2,7 32 

15.7 

12,7 

3,O 

12,2 

3.1 

Operating expenses 493 4 1  4 2  48 4.1 42 

Fees and commissions 119 1 ,Q 2,o 1,9 23 119 



Average monthly balance for quarter 

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

March June September December 12 months ended 12 months ended 

1998 1998 1998 1998 31 December 1998 31 December 1997 

Interbank loans 

lnstalment debtors 

Acknowledgement of debt 

Redeemable preference shares 

Overdrafts and loans 

Foreign-currency loans and 

CENTAGE COMPOSITION OF INTEREST EXPENSE 
Average monthly balance for quarter 

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

March June September December 12 months ended 12 months ended 

1998 1998 1998 1998 31 December 1998 31 December 1997 

Percentage Percentage Percentage Percentage Percentage Percentage 

I 

Intragroup bank funding 38 397 3,6 394 3,6 395 

Interbank funding 394 397 42 393 397 3,o 

Savings deposits 23 23 23 3,o 23 393 
Demand deposits 32,2 35,l 42,4 39,6 37,3 32,O 

27,2 

13,l 

4.1 

31,2 

15,4 

494 

Fixed and notice deposits 30,3 27,2 25,2 26,3 

Negotiable certificates of deposit 15,l 13,5 10,o 13,9 

Foreign funding 4,1 495 42 3,6 
Loans under repurchase 

Interest expense in respect of 
290 2,7 199 1 2  290 1 4  

debt instruments 20 



TABLE 13 

~ 

LIQUIDITY STRUCTURE AS AT 3 1 DECEMBER 1 9 9 8  

Short term 
32-60 
days 

61 -91 
days 

92-181 
days 

On-balance-sheet mismatch 

Anticipated future cash flows 

- Inward 

(1 57 458) (35 107) (6 091) (23 604\ 

80 580 28 668 29 109 68 941 

- Outward 39 622 24 520 24 395 62 415 

Mismatch for month (1 16 500) (30 959) (1 377) (1 7 078) 

Cumulative mismatch (1 16 500) (1 47 459) (1 48 836) (1 65 91 4) 

I 
TABLE 14 

ITY STRUCTURE A S  AT 3 1 DECEMBER 1997 
32-60 61 -91 92-181 

dars days days Short term 

On-balance-sheet mismatch 

Anticipated future cash flows 

- inward 

(1 26 063) (37 006) (1 4 454) (18717) 

97 291 33 071 28 852 69 136 

- outward 69 793 34 068 31 202 76 239 

Mismatch for month (98 565) (38 003) (1 6 804) (25 820) 

Cumulative mismatch (98 565) (1 36 568) (1 53 372) (1 79 192) 

TABLE 15 

- -  
I PERCENTAGE ANALYSIS -~ OF DEPOSIT-MATURITY - STRUCTURI 

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

Quarter 1 Quarter 2 Quarter 3 Quarter 4 balance comparative 
March June September December December December Average 
1998 1998 1998 1998 1998 1997 12months 

Percentage Percentage Percentage Percentage Percentage Percentage Percentage 

Short term 

Medium term 

62,8 

24,9 

64,5 

22,8 

66,9 

20,5 

62,8 64,2 64,4 

23,3 22,7 24,5 

64,3 

22.9 

Long term 12,3 12,7 12,6 13,9 13,l 11,l 12,8 

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



TABLE 16 

Average month-end balance for quarter 

Month-end Prior-year 

Quarter 1 Quarter 2 Quarter 3 Quarter 4 balance comparative 

March June September December December December Average Annual 

1998 1998 1998 1998 1998 1997 12months growth 

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

Liabilities, including 
capital and reserves 562217 605498 638058 646602 654276 549369 613094 19,l 

Less: Capital and reserves 43 707 47 097 50 166 51 951 52 533 41 754 48 230 25,8 

Liabilities as adiusted 518510 5513401 5137 892 594651 601 743 507 615 564864 18.5 

Liquid-asset requirement 

Liquid assets held 

SARB notes and coin 

Gold coin and bullion 

Clearing account balances 

0 2 C 

19 (20,O) 

1 

19 12 21 32 28 3 21 8333 

Treasury bills of the Republic 11 694 12 871 15452 16905 17749 9328 14231 90,3 

Stock issued- 
Exchequer Act, 1975 

Securities of the SARB 

Land Bank Bills 

15132 13603 15592 14518 12637 17913 14711 (29,5) 

520 354 39 1176 850 536 522 58,6 

1 972 2 543 3 055 2 894 2 828 1 097 2616 157,8 

Ratios 

Liquid assets held: 

Liquid-asset requirement (%) 11 3,6 105,7 11 6,6 119,6 11 3,4 113,8 114,O 
I 

Memorandum items: i 

Cash-management schemes 52 009 59 903 61 860 65 739 70 800 51 759 59 878 36,8 

Set-off 43663 49175 50295 49783 48528 41 511 48229 i6,g 



TABLE 17 

Average month-end balance for quarkH 

Month-end Prior-year 

Quarter 1 Quarter 2 Quarter 3 Quarter 4 balance comparative 

March June September December December December Average Annual 

1998 1998 1998 1998 1998 1997 12months growth 

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

Sensitivity analysis 

Effect on income: 

- 1 % increase in the 
Bank rate (see note) 

1 YO decrease in the 
Bank rate (see note) 

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

- 1 YO increase in the 
Bank rate (see note) 

1 % decrease in the 
Bank rate (see note) 

110 

(368) 

21 0 200 221 549 224,9 

21,l 

175,O 

38.5 

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 HI 

Average month-end balance for quarter 

Month-end Prior-year 

Quarter 1 Quarter 2 Quarter 3 Quarter 4 balance comparative 

March June September December December December Average Annual 

1998 1998 1998 1998 1998 1997 12months growth 

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

Net effective open 
position after transactions 
in derivatives 

Money market 

Capital market 

Aggregate net foreign- 
currency position 

Equities 

Commodities 

Other 

Investments 

14835 12218 19345 26210 29659 9236 18152 221,l 

5 182 7 046 4 020 3309 7253 4 987 4 889 45,4 

(1 248) (629) 1 624 1497 1376 (1 069) 311 228,7 

790 795 729 395 368 672 677 (45,2) 

237 568 308 292 304 175 351 73,7 

1 572 1 968 3 208 2085 1828 553 2208 230,6 

21 174 23006 28700 23298 22461 20975 24045 7.1 

Net effective open position 42541 44973 57934 57085 63250 35528 50633 78,O 

Net effective open 
position as percentage of: 

- Total assets 794 

- Total capital and 

reserves 97,3 95,5 15,5 109,9 120,4 85,l 105,O 
! 

Value at risk 

Equities 10 14 

Money market 34 183 

Capital market 

Commodities 

(26) 

10 

Foreign currency 9 

Investments 54 62 

28 

133 

41 

11 

66 

301 

49 

10 

35 1 29 3400,O 

144 22 178 554,5 

54 

10 9 13 11,l 

9 15 

171 21 6 158 43 126 267,4 

Other 29 44 32 15 16 40 30 (60,O) 

Total value at risk 1 80 201 666 41 6 156 368 166.7 

Value at risk as a percentage 
of total capital and reserves 0,5 0,5 , 03 1,4 0.9 0,4 0,8 

I 



TABLE 19 

[CREDIT _ _ ~  ~ RISKANALYSIS OF OVERDUE ACCOUNTS 
Prior-year 

comparative 

Quarter 1 Quarter 2 Quarter 3 Quarter 4 Quarter 4 

March June September December December Average Annual 

1998 1998 1998 1998 1997 foryear growth 

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

Overdue accounts 

Mortgage loans 

lnstalment finance 

Other loans 

7 673 8 019 7903 9192 7068 8197 30,l 

2 173 2 710 2724 3326 2041 2733 63,O 

7 086 8 449 8 994 8 875 6485 8351 36,9 

TOTAL 16932 19179 19164 21393 15594 19167 37,2 

Specific provisions 

Market value of security held 

7 383 

8 458 

31,2 

61,9 

8 019 

9 933 

8 398 

10 008 

9 185 

13 179 

7 002 

8 141 

8 246 

10 395 

43.0 

Ratios 

Specific provisions: Overdues (YO) 43,6 

Specific provision and securities held: 

Overdues (YO) 93,6 

Overdues: Advances (%) 394 

Specific provisions: Advances (%) 1 3  

41,8 43,8 42,9 44,9 

93,6 

3,6 

1.5 

104,5 

3,9 

1,7 

97,l 

393 

195 

Overdues where no provision 
has been raised 

1 624 

269 

1600 

21 2 

1616 

253 

1696 

206 

1563 

222 

1634 

235 

interest suspended 

Interest not suspended 

TOTAL 1893 1812 1869 1902 1785 1869 696 

. 



TABLE 20 

ARGE CREDIT EXPOSURE! 
PriC 

corn 

Quarter 1 Quarter 2 Quarter 3 Quarter 4 Qu 

March June September December Dec 

1998 1998 1998 1998 

R million R million R million R million R I 

Granted 

Utilised 

447984 446838 502429 451 848 41 

134419 146820 158600 180515 1: 

Utilised: Advances (YO) 

Utilised. Net qualifying capital 
and reserves (%) 

26,9 27,8 29,6 32,8 

330,7 335,2 341,4 367,8 

Granted: Net qualifying capital 
and reserves (YO) 1 102,3 1 020,2 1 081,5 920,7 1 

I 
TABLE 21 

I C  4 PROFITABILITY OF ASSETS 
PriC 

coml 

Quarter 1 Quarter 2 Quarter 3 Quarter 4 Qu 
March June September December Dec 
1998 1998 1998 1998 1 

R million R million R million R million R I 

I 

I Advances 

Reasonable margin 450904 481 405 503182 520880 44 

Small margin 39165 43888 43658 42729 4 

No yield 

Investments 

Profitable 

10024 11 505 12467 12788 

11851 12505 15268 15116 

Not profitable 2 318 2 625 2 400 3 819 

Infrastructure 35011 42694 40334 41 525 3 

TOTAL 549273 594622 617309 636857 53 
i 

Note: It is apparent from the fluctuations in this table that the ,information supplied is based on bi 



TABLE 22 

OPEN P N IN FOREIGN CURRENCY 
Average month-end balance for quarter 

Month-end Prior-year 

Quarter 1 Quarter 2 Quarter 3 Quarter 4 balance comparative 

March June September December December December Average 

1998 1998 1998 1998 1998 1997 12months Annual 

USA$ USA$ USA$ USA$ USA$ USA$ USA$ growth 

million million million million million million million Percentage 

Total foreign-exchange 
assets 4357 6356 5788 4214 4109 3 880 5 179 5-9 

Total foreign-exchange 
liabilities 8138 7146 6813 7 144 7 570 

~ 

Net spot position 

Mismatched forward 
commitments 

Net position in derivatives 

(2779) (1 504) (2351) (2 932) (2704) (3 264) (2 391) 17,2 

2997 2028 3117 3365 3013 

(1 37) (370) (541 1 (251) (180) 

4 014 2 877 (24,9) 

Total net open position 
after hedging 152 1 36 220 119 64 157 288,2 

. 



APPENDIX 8 

CIRCULAR 
I1998 

Banks Act Circular 1 /98 

Banks Act Circular 2/98 

Banks Act Circular 3/98 

Banks Act Circular 4/98 

Banks Act Circular 5/98 

Banks Act Circular 6/98 

Banks Act Circular 7/98 

Banks Act Circular 8/98 

Banks Act Circular 9/98 

Banks Act Circular 10/98 

Banks Act Circular 11/98 

I 

Annual withdrawal and retention of circulars 

Amendments to the form DI 310 and DI 900 returns 
of the Regulations relating to Banks 

Objective criteria for the assessment of the accept- 
ability of an auditing firm as auditor of a regulated 
institution 

Risk weighting of mortgage loans in terms of regula- 
tion 23(6) of the Regulations relating to Banks and of 
the Regulations relating to Mutual Banks 

Regulation and supervision of banks’ securities trad- 
ing activities 

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

Risk weighting of mortgage loans as from 1 October 
1998 

Amendments to the Regulations relating to Banks 
and the Regulations relating to Mutual Banks 

I 
Information technology - “year 2000” compliance 

Pledge of assets held in compliance with liquid- 
asset requirement as security for accommodation 
purposes 

Insurance policies pledged as security for debt 

I -  



WPENDIX 9 

I E X E M P T I O N S ~  EXCLUSIONS FROM THE 
CI\PPLICATION OF - THE BANKS ACT, 1990 

SECTION ~ ( c c ) :  EXEMPTIONS BY THE REGISTRAR OF BANKS 

GOVERNMENT GAZETTE TOPIC EXPIRY 

Date Number 

199411 2/14 161 67 Mining houses Indefinite 

1992/01103 13723 Securitisation schemes Indefinite 

199411 2/14 161 67 Commercial paper Indefinite 

199411 2/14 161 67 Trade in securities and financial instruments Indefinite 

199411 2/14 161 67 A group of persons between which a common 
bond exists Indefinite 

1998/09/22 19283 Members of the Johannesburg Stock Exchange Indefinite 

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

GOVERNMENT GAZElTE TOPIC SUBPARAGRAPH EXPIRY 

Date Number 

l998lO3llO 18741 Village financial service co-operatives (dd)(i) Indefinite 

1 991 101 I31 1 3003 Participation bond schemes (dd)(ii) Indefinite 

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

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

GOVERNMENT GAZETTE TOPIC EXPIRY 

Date Number 

1 992/01 I24 1 3744 Post Office Savings Bank Indefinite 

199411 2/14 1 61 67 Industrial Development Corporation of SA Limited Indefinite 

OVERNMENT GAZETTE TOPIC EXPIRY 

Date Number 

1997/05/02 1 7949 Category of assets of a bank held in the name of a 
person other than the bank concerned Indefinite 



APPENDIX 10 
- 

GISMTION REGARDING R E G ~ E A T I O ~  vr 
FINANCIAL SERVICE9 

The following Acts fall within the ambit of the current regulatory structure in respect 
of which the Policy Board for Financial Services and Regulation, established in terms 
of the Policy Board for Financial Services and Regulation Act, 1994 (Act No. 141 of 
1994), advises the Minister of Finance, with a view to co-ordinating the financial reg- 
ulation policy in respect of the entire financial services sector. 

1. Banks Act, 1990 No. 94 of 1990 

I 2. Mutual Banks Act, 1993 No. 124 of 1993 

3. Bills of Exchange Act, 1964 No. 34 of 1964 ( 4  

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

5. Participation Bonds Act, 1981 No. 55 of 1981 (B) 

6. Financial Institutions (Investment of Funds) Act, 1984 No. 39 of 1984 (8) 

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

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

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

10. Long-term Insurance Act, 1998 No. 52 of 1998 (B) 

11. Short-term Insurance Act, 1998 No. 53 of 1998 (B) 

12. Insider Trading Act, 1998 No. 135 of 1998 (B) 

13. Inspection of Financial Institutions Act, 1998 No. 88 of 1998 (B) 

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

15. Financial Markets Control Act, 1989 No. 55 of 1989 (e) 

16. Safe Deposit of Securities Act, 1992 No. 85 of 1992 ( 4  

17. Financial Supervision of the Multilateral Motor Vehicle No. 8 of 1993 (B) 

18. Companies Act, 1926 (Partially) No. 46 of 1926 (C) 

19. Business Names Act, 1960 No. 27 of 1960 (C) 

20. Companies Act, 1973 No. 61 of 1973 (C) 

Accidents Fund Act, 1993 

21. Share Blocks Control Act, 1980 No. 59 of 1980 (C) 

22. Close Corporations Act, 1984 No. 69 of 1984 (C) 

(A) Supervised by the Bank Supervision Department, South African Reserve Bank. 

(B) Supervised by the Financial Services Board. 

(C) Administered by the Registrar of Companies. 



APPENDIX 11 

I APPROVAL OF ACQUISITION OF FOREIGN BANKING INTERESTS IN 

ARY 1998  TO 31  DECEMBER 1 9 9 8  
TERMS OF SECTION 52 OF THE BANKS ACT, 1990,  FROM 1 JANU- 

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

ABSA Bank Limited 1998-1 2-1 8 ABSA Dublin Finance Company PIC Ireland 
(subsidiary) 

ABSA Group Limited 1998-07-27 Interest of 26 per cent in 

ABSA Group Limited 1998-09-01 Nexus Management International Israel 

Commercial Bank of Zimbabwe Zimbabwe 

(1 997) Limited (subsidiary) 

ABSA Group Limited 1998-1 0-07 SC Offshore Holdings Limited, British Virgin Islands 
together with its subsidiaries 
(subsidiaries) 

~~~ 

BOE Bank Limited 
~ ~ ~ ~ 

1998-09-03 SMK International Limited (subsidiary) Guernsey 

Brait Merchant Bank Limited 1998-05-04 African Trade Mana ement Ireland 

Genbel Securities Limited 1998-08-04 - Sanlam Asset Management Ireland 

Services Limited (su%sidiary) 

(Dublin) Limited (subsidiary) 

(Gibraltar) Limited (subsidiary) 
- Sanlam Asset Management Gibraltar 

Genbel Securities Limited 1998-1 2-21 Gensec Ireland Limited (subsidiary) Ireland 

lnvestec Bank Limited 1998-03-1 0 - lnvestec Financial Services United States 

United States 
Corporation (subsidiary) of America 

Corporation (subsidiary) of America 
- lnvestec US Holdings 

lnvestec Bank Limited 1998-05-1 1 Guinness Mahon Holdings PIC United Kingdom 
(subsidiary) 

lnvestec Bank Limited 1998-06-03 Interest of 11.5 per cent in Kenya 

lnvestec Bank Limited 1998-06-04 I BJ Secretaries Limited (subsidiary) Jersey 

Castle Brewing Kenya Limited 

Invested Bank Limited 1998-06-1 0 - lnvestec Holdings (Botswana) (Pty) Botswana 

Botswana 
Limited (subsidiary) 

(subsidiary) 
- lnvestec Bank (Botswana) (Limited) 

lnvestec Bank Limited 1998-08-04 - John Hatton 8 Company Limited United Kingdom 

United Kingdom 

United Kingdom 

United Kingdom 

(subsidiary) - John Hatton Insurance Brokers 
Limited (subsidiary) - Hart 8 Co Insurance Brokers 
Limited (subsidiary) - Supercover Direct Limited 
(subsidiary) 

lnvestec Bank Limited 1998-08-27 Acsis Capital (Pty) Limited (subsidiary) Australia 

lnvestec Bank Limited 1998-09-02 lnvestec Finance Service Mauritius 

lnvestec Bank Limited 1998-1 0-1 9 Increase in shareholding in lntegro United Kingdom 

(Indian Ocean) Limited (subsidiary) 

Insurance Services Limited from 
50 per cent to 100 per cent 

lnvestec Bank Limited 1998-1 1-1 1 - CS Trustee Services Limited United Kingdom 

United Kingdom 

United Kingdom 

(subsidiary) 

Administration Limited (subsidiary) 

(subsidiary) 

- Individual Savings Accounts 

- ISA Administration Limited 

lnvestec Holdings Limited 1998-07-01 lnvestec 1 Limited (formerly Hambros United Kingdom 
PIC Group) (subsidiary) 

lnvestec Holdings Limited 1998-1 0-07 - Sub 1 (subsidiary) Mozambique - Sub 2 (subsidiary) Mozambique 

(Ireland) Limited (subsidiary) 
lnvestec Holdings Limited 1998-1 0-07 lnvestec Private Equity Management Ireland 



APPENDIX 1 1  

APPRO F ACQUISITION OF FOREIGN BANKING INTERESTS iK 
TERMS OF SECTION 52 OF THE BANKS ACT, 1990 ,  FROM 1 JANU- 
ARY 1998 TO 31 DECEMBER 1998 (continued) 
Name of banW Date of Name of interest 
controlling company approval (and type of interest) Country 

lnvestec Holdings Limited 1998-1 1-04 Stuart Coleman & Company United States 

Nedcor Bank Limited 

(subsidiary) of America 

Zimbabwe Interest of 22,92 per cent in MBCA 
Holdings Limited 

1998-02-09 

Nedcor Bank Limited 1998-03-1 1 Interest of 30 per cent in Banque SBM Madagascar 
Madagascar 

Nedcor Bank Limited 1998-05-06 Singapore Representative Office Singapore 
(representative office) 

Nedcor Bank Limited 1998-06-26 Interest of 50 per cent in SBM-Nedbank Mauritius 
International Limited 

Nedcor Bank Limited 1998-1 1-29 Increase in shareholding in Equator United Kingdom 
Holdings Limited from 20 per cent to 
40 per cent 

Neacor Bank Limited 1998-12-15 Interest of 74,9 per cent in Newco Mauritius 

Nedcor Investment Bank 1998-02-04 UAL International Funds PIC (subsidiary) Ireland 
Limited 

Nedcor Investment Bank 1998-07-27 Increase in shareholding in New Limpopo Mauritius 
Limited Bridge Investments (FW) Limited from 

6 per cent to 8,35 per cent 

New Republic Bank Limited 1998-03-1 3 Interest of 26 per cent in Mitrajaya Malaysia 
Holdings Berhad 

PSG Investment Bank 1998-1 2-1 5 - PSG Investment Bank International Mauritius 
Holdings Limited Holdings Limited (subsidiary) 

Mauritius - PSG Risk Management International 
Limited (subsidiary) 

Rand Merchant Bank 1998-03-27 RMB International (Dublin) Limited Ireland 
Limited (Subsidiary) 

Rand Merchant Bank . 1998-04-08 Interest of up to 51 per cent in RMB New Zealand 
Limited Energy Group NZ Limited 

Rand Merchant Bank 1998-04-08 RMB Australia (VIC) (Pty) Limited Australia 
Limited (subsidiary) 

Rand Merchant Bank 1998-07-02 Interest of up to 36 per cent in Jersey Channel Islands 
Limited 

Real Africa Durolink Holdings 1998-08-05 RAD London Limited (subsidiary) United Kingdom 
Limited 

General Group Holdings Limited 
. _ ~ ~ _  ~ 

Saflife Limited 1998-12-28 Stenham Gestinor Limited, together with United Kingdom 
its subsidiaries (subsidiaries) 

Standard Bank Investment 
Corporation Limited - Standard Bank London Limited - New Zealand 

United States 

1998-03-30 - Standard Resources Limited (subsidiary) United Kingdom 

New Zealand Representative Office 
(representative office) 

Chicago Representative Office of America 
(representative office) 

- Standard New Yolk Incorporated - 

Standard Bank Investment 1998-1 0-1 2 Interest of up to 27,98 per cent in Kenya 
Corporation Limited Kingfisher Properties Limited 

Standard Bank Investment 1998-10-22 Standard Finance (IOM) Limited Isle of Man 
Corporation Limited (subsidiary) 

Standard Bank Investment 1998-1 0-22 Standard Bank Trust Company Mauritius 
Corporation Limited (Mauritius) Limited (subsidiary) 

~~ 

The Business Bank Limited 1998-09-15 - FU Venture AG (subsidiary) Switzerland 
Switzerland - Axial Computer Vermietungs AG 

(subsidiary) - Axial Hungary (subsidiary) Hungary 



i 


