
86 31

APPLICATION OF INCENTIVE SCHEMES

Incentive schemes have received much public attention lately.  From a regulatory perspect-
ive, there is a growing concern worldwide about the extent and application of incentive
schemes by financial institutions.  Incentive schemes are not in themselves regarded as an
undesirable practice.  International trends in the application of such schemes, however,
have resulted in regulators becoming increasingly concerned about the implications thereof
for the risk profiles of banks.

There is no doubt that incentive schemes have been, and will continue to be, an integral
part of the remuneration systems of most financial institutions operating in the free market.
It has to be recognised, however, that when such a scheme forms part of the remuneration
system of a bank, there is a real danger that the scheme could affect the overall risk profile
of the bank.  It is this aspect that is of concern to regulators.

Although incentive schemes differ widely in their structuring and application, current
research suggests certain basic requirements to which management should attend:

� Financial institutions, banks in particular, critically have to assess the possible effects
of incentive schemes on the actions of employees and the possible risks that could
emanate from such schemes.

� Each institution has to ensure that new employees understand the institution’s
appetite for risk, as well as the overall goals that the institution is trying to achieve
through an incentive scheme.

� Banks should also determine whether their incentive schemes generate a community
of interest between employees and shareholders in that the reward for success is
available to the group as a whole and is not restricted to certain individuals or certain
sections of the group.

� Controls on risk taking and proper measures to ensure the honesty of employees are
essential and should regularly be reviewed.

� Clear policies on the structuring and implementation of incentive schemes are essen-
tial, and such policies should preferably promote relatively long assessment periods
for purposes of calculating performance bonuses.

� The international literature calls for disclosure of the details of incentive schemes to the
shareholders of institutions before such schemes are approved, as well as an extens-
ive range of details on the remuneration received by executives and employees.

The Bank Supervision Department and the Financial Services Board are currently finalising
guidelines on incentive schemes applicable to financial institutions.  These guidelines should
become available during 2002, and the application thereof will be assessed during on-site
visits.

ACCESS TO FINANCE

Broader access to finance and banking services for all remains an important issue in South
Africa.  In its endeavour to enhance such access to finance and to formalise the micro-
finance industry further, the Bank Supervision Department embarked on several initiatives
during the year under review.
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APPENDIX 7

TRENDS IN SOUTH AFRICAN BANKS

The following tables have been selected for publication because they disclose:
- The most important industry trends.
- Industry statistics that facilitate banks' evaluation of their own positions.

Note: Certain of the comparative figures in respect of 1999 and 2000 may differ
from those reported in the 1999 and 2000 Annual Reports owing to
amended returns having been submitted by banks after publication of
those reports.
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the minimum capital-adequacy ratio for a banking group is set at 10 per cent of risk
exposures.  The entities that are subject to consolidated supervision are the bank control-
ling company, its subsidiaries, joint ventures and companies in which the bank controlling
company or its subsidiaries have a participation.

During the year under review, the Department devoted much time to ensuring that the new
quarterly statutory returns were being completed correctly.  The objective was to verify the
integrity of the information, on which the Department bases its analyses, in order to enable
the Department to add value to the supervisory process.  Much effort was also expended
on training the Department’s staff members in the review and analysis of the consolidated
statutory returns. 

The Department, because of its progress in the area of consolidated supervision, including
group capital adequacy, also participated in an international workshop on the consolidated
supervision of financial conglomerates.  This workshop, held in Nassau, the Bahamas, in
January 2001, was jointly organised by the Financial Stability Institute of the Bank of
International Settlements and the Toronto International Leadership Centre for Financial
Sector Supervision.

As mentioned in the 2000 Annual Report, the Bank Supervision Department is of the opin-
ion that consolidated supervision will continue to gain in importance and will remain an
effective supervisory tool.  The supervisory methods used, however, will have to be
responsive to changes in the continuously evolving banking industry and financial environ-
ment.  During 2002, therefore, qualitative consolidated supervision will receive particular
attention.  The objective will be to obtain a better understanding of the risk environment in
which a banking group operates.

ON-SITE SUPERVISION

During the year under review, good progress was made with the process of on-site super-
vision, and more on-site reviews were undertaken.  A start was made with follow-up visits
to banks previously reviewed in order to assess the progress that these banks had made
with addressing the issues that had been identified as requiring attention during a previous
visit.  More follow-up reviews will be undertaken in the future as resources increase, and
the aim will be to decrease the time span between on-site reviews to a period of not more
than 18 months.

The on-site reviews undertaken have enabled the Bank Supervision Department to un-
cover issues that would have remained unknown had the Department relied solely on the
outsourcing of the on-site supervisory function to external auditors.  Consequently, the
Department decided, firstly, to establish a structure (the Auditor-regulator College referred
to earlier in this chapter) for regular interaction with the external auditors of banks, in order
to share information on the lessons learnt from on-site reviews of banks’ risk-management
practices, and, secondly, to hold meetings with the external auditors of individual banks
after each on-site bank visit.

The Department’s on-site supervisory process is subject to ongoing review and evaluation,
with account being taken of lessons learnt and international best-practice standards.  As a
result of this ongoing review and evaluation, the Department decided to expand the scope
of the on-site reviews beyond a review of credit and counterparty exposures, to embrace
banks’ entire risk-management process, on a solo and a consolidated basis.  Because of
the significance of credit and counterparty exposures, the on-site reviews, however, will
continue to focus on banks’ risk-management practices in these areas.
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TABLE 1

COMPOSITION OF BALANCE SHEET - LIABILITIES
Loans

received Acknow-

under ledge- Capital

Interbank Non-bank Foreign repurchase Other ment of and Total

funding funding funding agreements liabilities debt reserves liabilities

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

Average month-end
balance for quarter

1999:01 29 995 459 268 45 363 13 267 53 852 4 481 53 883 660 109

1999:02 33 722 465 610 45 960 16 825 60 329 5 803 57 177 685 426

1999:03 39 396 479 567 43 773 23 547 63 155 6 433 61 055 716 925

1999:04 37 494 488 618 40 471 20 320 59 479 7 702 62 486 716 569

2000:01 40 626 494 108 42 279 26 195 67 656 4 248 64 669 739 781

2000:02 41 822 492 563 44 978 27 783 66 887 4 240 68 371 746 643

2000:03 43 403 505 448 50 413 25 864 74 029 4 960 71 450 775 567

2000:04 41 710 523 890 57 787 24 091 78 161 4 352 75 337 805 326

2001:01 63 024 526 933 61 248 21 896 81 813 3 926 89 310 848 150

2001:02 72 697 537 956 64 743 21 016 93 016 3 069 88 966 881 463

2001:03 81 129 564 451 68 548 22 986 110 801 2 833 87 557 938 305

2001:04 88 397 577 675 84 231 26 586 136 321 3 483 91 602 1 008 295

Month-end balance for year

Dec 1999 36 912 498 995 38 521 16 600 62 460 8 201 63 233 724 922

Dec 2000 42 013 536 438 59 258 25 155 74 589 4 247 77 538 819 238

Dec 2001 87 129 588 925 95 147 29 965 149 219 2 816 92 381 1 045 582

Average for 12 months

1999 35 152 473 266 43 892 18 490 59 204 6 105 58 650 694 757

2000 41 890 504 002 48 864 25 983 71 683 4 450 69 957 766 829

2001 76 312 551 754 69 692 23 121 105 487 3 328 89 359 919 053

Percentage annual growth % % % % % % % %

1999 35,2 8,7 -8,6 11,7 19,7 108,7 22,2 11,3

2000 13,8 7,5 53,8 51,5 19,4 -48,2 22,6 13,0

2001 107,4 9,8 60,6 19,1 100,1 -33,7 19,1 27,6
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banks, knowing, understanding and fulfilling their respective roles and responsibilities in that
process.  Furthermore, until the implementation of on-site supervision in 2000, the bank-
supervisory approach focused mainly on off-site supervision.  Consequently, the Bank
Supervision Department used the auditing profession for a large portion of the on-site com-
ponent of supervision.

From the late 1980s, a number of initiatives were undertaken to strengthen the relationship
between the Department and the external auditors of banks.  For example, a banking inter-
est group forum was established in order to enable representatives of the Department,
banks and their external auditors to discuss and gain an understanding of various super-
visory issues, including the expectation gap between auditors and the Department.

The pace of regulatory development during the past number of years is commonly known.
During that period, both the auditing profession and the Bank Supervision Department
experienced a fairly significant turnover of staff.  It, therefore, became necessary to address
not only the pressures arising from new developments, but also the loss of competence.
During 2001, therefore, the Registrar of Banks, in collaboration with the senior partners of
the large auditing firms in South Africa, decided to establish a structure for regular interac-
tion.

The objective of the Auditor-regulator College that was established is to enhance the under-
standing of both auditors and bank regulators, particularly at lower level, of the importance
of bank audits and the risk-focused approach that should be taken in such audits.  The
focus is on the special nature of banks as the custodians of the public’s funds.
Furthermore, the Registrar, as the bank regulator, had identified a need to sensitise the
auditing profession to the needs of the regulator.

The Auditor-regulator College held its first meeting during in November 2001 and will con-
vene on a quarterly basis.  The meetings will include formal presentations and discussions
on a wide range of issues, agreed in advance by the regulator and the senior partners of the
large auditing firms.  The establishment of the Auditor-regulator College presents new and
exciting opportunities to provide training and share perspectives, amongst others, on the
lessons learnt from on-site reviews of banks’ risk-management practices.  The Department
is confident that the College will contribute to strengthening the bank-supervisory process
in South Africa.

CONSOLIDATED SUPERVISION

New regulations with regard to consolidated supervision were implemented successfully
with effect from 1 January 2001, as part of the amended Regulations relating to Banks.  As
reported in the 2000 Annual Report, the new regulations provide, amongst others, for a
standardised approach to the calculation of a measure of group capital adequacy.

The new consolidated-supervision regulations incorporate the latest international develop-
ments and are regarded as being at the forefront of worldwide banking supervision stand-
ards.  Besides having been received favourably by the industry, the regulations have
achieved the Bank Supervision Department’s objective of complying with the Core
Principles for Effective Banking Supervision.

As regulator, the Bank Supervision Department is now in a position to assess the financial
condition of individual banking groups.  Banking groups will also reap benefits, particularly
when they wish to expand their international operations.  Consolidated supervision is now
applied to all South African banking groups, which have to ensure that they are adequately
capitalised in order to sustain both their banking and non-banking operations.  At present,
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TABLE 2

COMPOSITION OF BALANCE SHEET - ASSETS
Loans

granted Acknow-

under Invest- Non- ledgement

Interbank Non-bank resale ment financial of debt Other Total

Money advances advances agreements portfolio assets outstanding assets assets

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

Average month-end
balance for quarter

1999:01 12 919 22 258 522 267 1 943 58 565 11 511 4 481 26 166 660 109

1999:02 14 792 25 765 534 082 1 866 65 719 11 315 5 803 26 084 685 426

1999:03 14 760 29 453 550 328 2 944 70 834 10 873 6 433 31 301 716 925

1999:04 15 868 31 530 548 680 6 668 68 040 10 819 7 702 27 262 716 569

2000:01 13 936 30 009 571 144 10 297 70 232 10 978 4 248 28 937 739 781

2000:02 14 595 30 688 572 583 9 966 76 340 10 929 4 240 27 302 746 643

2000:03 15 025 30 014 592 796 8 756 87 018 10 841 4 960 26 156 775 567

2000:04 17 696 32 810 605 180 8 731 100 411 11 152 4 352 24 995 805 326

2001:01 15 965 33 963 627 742 11 649 111 222 12 280 3 926 31 392 848 139

2001:02 16 711 42 469 646 644 14 678 103 670 11 518 3 070 42 704 881 463

2001:03 17 709 49 452 686 070 14 337 116 552 11 611 2 834 39 739 938 305

2001:04 21 362 49 632 717 467 16 991 148 502 11 718 3 573 39 050 1 008 295

Month-end balance 
for year

Dec 1999 18 066 30 720 551 737 7 001 69 011 10 856 8 201 29 330 724 922

Dec 2000 19 851 33 326 612 517 8 597 105 526 11 211 4 247 23 964 819 238

Dec 2001 24 046 51 546 732 673 17 932 166 774 11 882 2 817 37 912 1 045 582

Average for 
12 months

1999 14 585 27 252 538 839 3 355 65 790 11 129 6 105 27 703 694 757

2000 15 313 30 881 585 426 9 438 83 500 10 975 4 450 26 848 766 829

2001 17 937 43 879 669 481 14 414 119 986 11 782 3 351 38 222 919 052

Percentage 
annual growth % % % % % % % % %

1999 22,3 44,7 7,3 98,1 23,3 -5,8 108,7 13,4 11,3

2000 9,9 8,5 11,0 22,8 52,9 3,3 -48,2 -18,3 13,0

2001 21,1 54,7 19,6 108,6 58,0 6,0 -33,7 58,2 27,6
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Regulators’ Forum

As reported in the previous Annual Report, recent amendments to the Competition Act,
1998 (Act No. 89 of 1998), introduced concurrent jurisdiction between the Competition
Commission and specific sector regulators, such as the Registrar of Banks.  This develop-
ment highlighted a need for cooperation and coordination amongst the various regulatory
bodies. On 30 May 2001, the Competition Commission hosted a dinner to discuss the
possibility of establishing a Regulators’ Forum. The delegates present, representing the
broad spectrum of statutory regulators in South Africa, unanimously decided in favour of
such an initiative. The Forum will initially operate as a voluntary arrangement, without any
formal legal status. The nature of the Forum and its governance arrangements may, how-
ever, evolve over time.

The formation of the Regulators’ Forum arose from a need to:

� Encourage discussion and promote consistency and cohesion in the broad South
African regulatory framework.

� Enable regulators to identify common interests, as well as overlap and duplication in
functions and activities.

� Facilitate a sharing of resources.

� Promote the coordination of common projects.

� Promote regulatory certainty in the application of regulatory legislation.

The purpose of the Forum includes to:

� Promote and facilitate the exchange and flow of information.

� Provide useful information to the public about the role and functions of regulatory
bodies.

� Foster an understanding of the activities of various regulators operating in different
jurisdictions and industries, as they implement economic reform and engage in the
regulation of their respective industries.

� Ensure consistency in regulation.

� Strengthen the relationship among regulators.

The delegates are currently compiling an information document, containing details of the
legislation in terms of which they derive their authority and the objectives in regulating the
particular industry.  The Bank Supervision Department supports the development of effect-
ive regulation within South Africa, since the need for coherence and integration in the regu-
latory framework has become an increasingly important issue, not only in South Africa, but
also in other developing and developed economies.

Auditor-regulator College

In the South African bank-regulatory environment, the auditor-regulator relationship has
always been regarded as very important.  This is due largely to the supervisory approach
focusing on the need for key players in the supervisory process, including the auditors of
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TABLE 3

COMPOSITION OF SELECTED LIABILITIES
Loans under

Deposits repurchase agreement Foreign funding

Fixed Negotiable

and certificates Non- Non-

Demand Savings notice of deposit Total Banks banks Total Banks banks Total

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

Average month-end
balance for quarter

1999:01 215 553 26 988 133 692 83 035 459 268 8 043 5 224 13 267 34 473 10 889 45 363

1999:02 218 704 27 903 137 589 81 414 465 610 10 289 6 535 16 825 34 486 11 474 45 960

1999:03 235 992 29 903 135 970 77 702 479 567 17 309 6 238 23 547 31 130 12 643 43 773

1999:04 253 856 31 085 133 319 70 358 488 618 12 645 7 674 20 320 28 060 12 412 40 471

2000:01 256 297 30 112 132 820 74 879 494 108 13 791 12 404 26 195 29 096 13 183 42 279

2000:02 253 071 30 372 142 759 66 361 492 563 14 384 13 399 27 783 31 214 13 764 44 978

2000:03 252 642 30 956 152 117 69 734 505 448 13 117 12 747 25 864 35 151 15 262 50 413

2000:04 255 038 32 061 163 723 73 067 523 890 12 960 11 131 24 091 40 474 17 313 57 787

2001:01 260 307 31 395 177 191 58 041 526 933 6 021 6 137 12 158 42 772 18 476 61 248

2001:02 270 744 32 261 180 516 54 436 537 956 5 760 5 461 11 221 45 888 18 855 64 743

2001:03 281 265 33 653 189 510 60 023 564 451 5 480 7 117 12 597 47 939 20 609 68 548

2001:04 270 772 32 436 182 406 57 500 543 113 5 754 6 238 11 992 55 508 28 723 84 231

Month-end
balance for year

Dec 1999 263 209 31 303 132 093 72 390 498 995 8 692 7 908 16 600 26 636 11 886 38 521

Dec 2000 260 554 32 045 165 816 78 023 536 438 13 781 11 375 25 155 41 845 17 413 59 258

Dec 2001 303 390 35 123 187 812 62 600 588 925 9 047 8 443 17 490 59 402 35 744 95 147

Average for 
12 months

1999 231 026 28 970 135 143 78 127 473 266 12 072 6 418 18 490 32 037 11 855 43 892

2000 254 262 30 875 147 855 71 010 504 002 13 563 12 420 25 983 33 984 14 881 48 864

2001 276 310 33 069 183 468 58 906 551 754 6 027 6 737 12 764 48 027 21 665 69 692

Percentage 
annual growth % % % % % % % % % % %

1999 21,3 14,8 -2,0 -9,4 8,7 -9,0 48,6 11,7 -11,7 -0,9 -8,6

2000 -1,0 2,4 25,5 7,8 7,5 58,5 43,8 51,5 57,1 46,5 53,8

2001 16,4 9,6 13,3 -19,8 9,8 -34,4 -25,8 -30,5 42,0 105,3 60,6
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� Heads of Supervision Workshop

The sixth ESAF/IMF/World Bank Heads of Supervision Workshop was held in Maputo,
Mozambique, in June 2001.  The theme of the workshop was the regulation of microfinance
institutions and other topical bank-regulatory issues, such as consolidated supervision,
combating of money laundering and the Financial Sector Assessment Programme of the
International Monetary and World Bank.

� Courses in banking supervision

As reported previously, attendance of training courses in Basel, Switzerland, has significant
cost implications for representatives of countries outside the European Union.  The Financial
Stability Institute of the Bank for International Settlements, therefore, decided to present
regionally focused seminars and workshops in various parts of the world.

The first of two regional seminars for ESAF members during 2001 was held in Cape Town,
South Africa.   This seminar, which covered credit risk, was attended by 20 participants
from nine ESAF countries.  The second regional seminar for ESAF members was held in
Swakopmund, Namibia.  This seminar, which covered the new Capital Accord and prob-
lem-bank resolution, was attended by 26 participants from 13 ESAF countries.

The objectives of the seminars were to:

� Update participants on the current best practices in credit-risk management.

� Provide an overview of the latest developments with the new Capital Accord.

� Provide a forum for the exchange of ideas on common problems, such as problem-
bank resolution and the implementation of best supervisory practices.

� Provide the Financial Stability Institute with useful information on the most important
needs in the ESAF region.

The Bank Supervision Department successfully hosted an intermediate course in banking
supervision, attended by 34 participants from 12 of the 16 ESAF member countries, in
Pretoria, from 27 August to 7 September 2001.  As in previous years, a one-day seminar on
updates and trends in bank supervision preceded the ESAF course.  The some 270 parti-
cipants included representatives of the banking sector, external auditing firms, the financial
press and the central bank.  The speakers from the Federal Deposit Insurance Corporation,
the Financial Services Authority, the Financial Stability Institute, an external auditing firm and
the South African Reserve Bank covered the following topics:

� Risk assessment and evaluation of banks by the Financial Services Authority.

� Latest risk-management techniques for measuring market and credit risk.

� Opportunities, challenges and practicalities of a strong auditor/regulator relationship.

� Global anti-money-laundering efforts of the Financial Action Task Force.

� New Basel Capital Accord.

As part of its ongoing initiative to work with central banks in Southern Africa on technical
bank-supervisory training, the South African Reserve Bank has indicated its willingness to
host further courses in bank supervision in 2002.
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TABLE 4

COMPOSITION OF LOANS AND ADVANCES TO NON-BANKS
Acknow- Redeem- Foreign-

Negotiable ledgement able Overdrafts currency Less:

certificates Instalment Mortgage Credit of debt preference and loans and Specific

of deposit debtors loans cards discounted shares loans advances provisions Total

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

Average month-end
balance for quarter

1999:01 24 218 73 380 190 199 10 782 22 751 12 605 173 382 24 595 9 645 522 267

1999:02 24 419 73 410 190 167 11 028 23 274 13 057 179 309 29 919 10 502 534 082

1999:03 21 320 73 232 191 877 10 882 23 684 13 218 187 467 39 559 10 911 550 328

1999:04 15 160 73 967 194 255 11 313 20 398 12 312 195 860 37 169 11 755 548 680

2000:01 14 309 74 492 197 490 11 627 20 698 12 487 204 865 47 610 12 433 571 144

2000:02 12 441 76 160 201 585 11 792 20 470 11 678 205 439 45 602 12 582 572 583

2000:03 14 416 77 809 209 216 11 882 17 108 11 030 210 238 53 596 12 500 592 796

2000:04 13 883 80 223 216 169 12 129 13 582 10 676 216 630 54 810 12 922 605 180

2001:01 16 780 83 101 228 027 12 279 15 349 11 160 213 412 60 912 13 277 627 742

2001:02 17 016 86 955 234 430 12 367 14 831 11 487 213 167 70 167 13 775 646 644

2001:03 19 453 90 603 241 304 12 747 15 696 12 194 218 426 89 259 13 612 686 070

2001:04 18 196 93 651 249 142 13 233 15 750 13 226 226 911 101 321 13 964 717 467

Month-end balance
for year

Dec 1999 14 692 74 242 195 237 11 582 21 034 12 167 198 684 36 235 12 136 551 737

Dec 2000 15 023 80 994 218 566 12 164 14 157 10 380 218 310 55 915 12 991 612 517

Dec 2001 16 507 94 804 251 948 13 522 15 177 14 136 230 706 109 941 14 069 732 672

Average for 
12 months

1999 21 279 73 497 191 624 11 001 22 527 12 798 184 005 32 811 10 703 538 839

2000 13 762 77 171 206 115 11 858 17 964 11 468 209 293 50 405 12 609 585 426

2001 17 861 88 577 238 226 12 657 15 407 12 017 217 979 80 415 13 657 669 481

Percentage 
annual growth % % % % % % % % % %

1999 -27,3 1,3 3,2 9,8 -11,5 7,2 14,8 61,4 28,2 7,3

2000 2,3 9,1 11,9 5,0 -32,7 -14,7 9,9 54,3 7,0 11,0

2001 9,9 17,1 15,3 11,2 7,2 36,2 5,7 96,6 8,3 19,6
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� Provide business expertise and knowledge.

� Sign off the IT products that are developed.

Since the ESAF countries are at different stages of developing bank-supervisory models, it
is recommended that each individual country should itself decide which products it needs.
The financial support of the central bank governors will facilitate the furtherance of this pro-
ject, and cost sharing of the project will expedite the development of harmonised bank-
supervisory standards in the region.

� On-site supervisory model

ESAF member countries were requested to complete a questionnaire on on-site surveil-
lance, with the objective of determining a minimum standard of on-site supervision.  A
best-practice guideline for on-site surveillance was developed by the Reserve Bank of
Zimbabwe and was distributed to all the ESAF members, for comment.  Comments
received from members will be incorporated into a guideline document, which will serve as
a harmonised standard for on-site surveillance in the ESAF region.

� Deposit-insurance scheme for the region

As mentioned in Chapter 1 of this Annual Report, South Africa is in the process of devel-
oping a deposit-insurance scheme for deposit-taking institutions in South Africa.  The
Executive Committee decided in March 2001 that ESAF should keep the development of a
harmonised standard on deposit insurance in abeyance until South Africa had implement-
ed its proposed scheme.  Member countries should, however, liaise with one another to
exchange information on deposit insurance.

� Standard data-collection standards

At its meeting in March 2001, the Executive Committee decided to adopt the format of the
form DI 900 of the amended South African Regulations relating to Banks to collect data
from ESAF members.  The Secretariat subsequently circulated the form to all Executive
Committee members, for completion.

� Development of harmonised e-banking supervision standards

Electronic banking (e-banking) is becoming an issue of growing importance worldwide,
including in the ESAF region.  In order to ascertain the status of e-banking in the region,
ESAF members were requested to furnish the Secretariat with their countries’ views on e-
banking.  A discussion paper will be prepared for submission to members.

� Role of rating agencies

The new Basel Capital Accord assigns a specific role to rating agencies.  The grades that
a rating agency assigns to a particular bank will determine the risk profile of that bank and,
thereby, also determine the capital-adequacy ratio of the bank.  Rating agencies will there-
fore play an important role in determining the amount of capital that a bank has to hold.

The ESAF Executive Committee deemed it important for the rating process to be market
driven and independent in order for it to be credible.  Although rating agencies would be
subject to an evolutionary process in the region, it was recommended that they abide by a
code of conduct and be self-regulatory in nature.  In some countries, rating agencies are
subject to rules and have to consult with the bank supervisor before a bank is rated or
downgraded.
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TABLE 5

FUNDING MATURITY STRUCTURE
Short-term Medium-term Long-term

% % %

Quarter

1999:01 63,7 22,6 13,7

1999:02 64,3 22,8 12,9

1999:03 67,1 21,4 11,5

1999:04 67,7 21,3 11,0

2000:01 68,7 19,6 11,7

2000:02 69,0 19,4 11,6

2000:03 67,7 19,5 12,8

2000:04 67,0 21,1 11,9

2001:01 66,4 20,9 12,7

2001:02 66,8 19,9 13,4

2001:03 64,3 21,4 14,3

2001:04 64,0 21,6 14,5

Month-end for year

December 1999 68,2 20,6 11,2

December 2000 67,7 20,4 11,9

December 2001 66,1 20,4 13,5

Average 12 months

1999 65,7 22,0 12,3

2000 68,1 19,9 12,0

2001 65,3 21,0 13,7
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practice, and to harmonise bank-supervisory philosophies and practices in the region.

The Bank Supervision Department has been fulfilling the role of the ESAF Secretariat since
1999 and will continue to do so until 2004.  In order to ensure a focused approach to bank-
supervisory training for ESAF member countries and optimal use of available resources, all
such training is organised and coordinated by the ESAF Secretariat.

During 2001, members of the Department attended three meetings of the ESAF Executive
Committee.  As indicated in previous Annual Reports, the ESAF Executive Committee initi-
ated a number of projects, which are at various stages of completion.  Among these pro-
jects are the following:

� Compliance with Core Principles for Effective Banking Supervision

ESAF members endorsed the Core Principles for Effective Banking Supervision and
declared their intention to implement them within a reasonable time frame.  During the year
under review, the members undertook two self-assessments of compliance using the Core
Principles Methodology, published by the Basel Committee on Banking Supervision in
October 1999.  The Basel Committee views the formulation of this document as an iterative
process, and refinements will be made as experience is gained.  A draft document, titled
“Conducting a supervisory self-assessment:  practical application” and prepared for the
Core Principles Liaison Group, was distributed to ESAF members to assist them in bench-
marking their own supervisory systems against the Core Principles, with the ultimate goal of
enhancing the effectiveness of bank supervision in the region.

In terms of a decision taken at the 2000 Annual General Meeting (AGM), ESAF members
are required to submit their completed compliance self-assessments as at the end of March
and the end of September of each year.  A summary of the responses was drawn up by the
ESAF Secretariat and distributed at the 2001 AGM.

� Bank supervision harmonisation project: Business-process models and supporting
information systems

The objective of the project on the harmonisation of business-process models and support-
ing information systems is to provide harmonised bank-supervisory legislation, regulations,
procedures and systems at a national and regional level, within the ESAF region.

As part of the second phase of this project, the bank supervisors of the Southern African
Development Community (SADC) met with the SADC Central Banks Information
Technology Forum in February 2001, to discuss information technology (IT) solutions cap-
able of assisting bank supervisors in their harmonisation and other strategic objectives.  The
ESAF Executive Committee subsequently resolved to support the objectives of IT solutions
to be developed by the SADC IT Forum using the business model developed by ESAF.  The
Executive Committee designated bank supervisors from the Bank of Botswana, Bank of
Namibia, Reserve Bank of Zimbabwe and the South African Reserve Bank to form part of
an expert group.  The role of this expert group is to assist the SADC IT Forum and to:

� Act on behalf of ESAF members.

� Confirm that the harmonised specifications can be used for IT-solution development.

� Ensure quality.

� Engage the non-SADC ESAF members.

two self-assessments of
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TABLE 6

ANALYSIS OF CAPITAL AND RESERVES
As percentage of

total risk exposure

Qualifying Total Net

Primary secondary qualifying Less: qualifying Primary Secondary

capital capital capital Impairments capital capital Impairments capital

R million R million R million R million R million % % %

Quarter

1999:01 43 155 16 462 59 617 6 149 53 467 9,1 1,3 3,5

1999:02 42 748 19 135 61 883 6 480 55 403 8,9 1,3 4,0

1999:03 46 894 17 647 64 541 6 013 58 528 9,5 1,2 3,6

1999:04 50 596 17 483 68 079 7 630 60 450 10,0 1,5 3,4

2000:01 52 473 18 850 71 322 8 230 63 092 10,1 1,6 3,6

2000:02 54 074 19 892 73 966 8 714 65 252 10,5 1,7 3,9

2000:03 56 161 20 465 76 626 9 591 67 035 10,5 1,8 3,8

2000:04 61 490 21 960 83 450 11 185 72 265 11,2 2,0 4,0

2001:01 63 961 25 695 89 656 12 334 77 322 10,3 2,0 4,1

2001:02 65 300 22 966 88 266 10 847 77 419 10,8 1,8 3,8

2001:03 64 563 23 705 88 268 12 768 75 500 10,7 2,1 3,9

2001:04 66 986 26 358 93 344 12 411 80 933 10,4 1,9 4,1

Average for year

1999 45 848 17 682 63 530 6 568 56 962 9,4 1,3 3,6

2000 56 049 20 292 76 341 9 430 66 911 10,6 1,8 3,8

2001 65 202 24 681 89 883 12 090 77 793 10,5 2,0 3,8

Percentage
annual growth % % % % %

1999 26,4 17,4 23,9 31,4 23,1

2000 22,2 14,8 20,2 43,6 17,5

2001 16,3 21,6 17,7 28,2 16,3



24 93

Because bank loans and overdrafts are not marked to market, bank management is
expected to evaluate the potential losses incurred in loan portfolios based on available
information.  This process involves a great deal of judgement.  In many instances, it was
found that banks did not set aside funds to provide for doubtful loans, since such action
would decrease their profitability and reduce shareholder dividends.

The lack of internationally recognised definitions and the general nature of accounting
standards have allowed countries to customise their own systems.  The terms “specific
provision” and “general provisions” are common in regulation, but the definition and uses
of these types of provision vary widely across countries.

As the new Capital Accord becomes increasingly accepted, the traditional concept of
regulatory loan classification will become less relevant, because banks will be required to
implement systems to separate loans into categories based on the probability of default.
Much greater homogeneity of classification systems is expected to follow from the adop-
tion of criteria that are less dependent on judgement and which rely more on indisputable
factors that banks will have to assemble and submit for supervisory review.

Ongoing assessment of different countries’ compliance with the Basel Core Principles by
means of the assessment methodology developed by the Core Principles Liaison Group
revealed that:

� Many countries had in place the basic legislative framework to grant supervisors the
statutory authority needed to implement the principles.  The enforcement powers,
however, were not always applied in practice.

� Progress with the implementation of prudential requirements had been slow, and sig-
nificant differences remained between countries.  Significant weaknesses had been
found in the area of management of credit risk.

� Many countries had to strengthen their supervisory capacity in several areas.  In par-
ticular, on-site and off-site resources had to be strengthened, and consolidated
supervision had to implemented in many countries.

International Conference of Banking Supervisors

As reported in the previous Annual Report, the eleventh International Conference of
Banking Supervisors (ICBS) was held in Basel, Switzerland, in September 2000. These
biennial international conferences, held since 1979, are designed to promote cooperation
among national bank-supervisory authorities on the supervision of international banking.
The conferences also enable senior representatives of supervisory authorities from a large
number of countries to exchange views on a range of current issues of common concern.

The Bank Supervision Department was honoured to be tasked with planning and co-
ordinating the twelfth ICBS, which will be held in Cape Town, South Africa, from 16 to
20 September 2002.  Preparations are proceeding well, and South Africa is looking for-
ward to hosting this important occasion.

Cooperation at regional level

At the regional level, the Bank Supervision Department continued to participate in the ini-
tiatives of the East and Southern Africa Banking Supervisors Group (ESAF).  As mentioned
in previous Annual Reports, the objectives of ESAF are to promote the overall standard
and quality of banking supervision in ESAF member countries, in line with best international
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TABLE 7

RISK PROFILE OF ASSETS
Risk-

weighted

assets as

Risk category percentage

Risk- of total

weighted average

0% 10% 20% 50% 100% 1250% Total assets assets

R million R million R million R million R million R million R million R million %

Average month-end
balance for quarter

1999:01 75 171 13 637 56 625 151 329 360 624 2 583 660 109 481 275 72,9

1999:02 88 149 12 200 61 986 151 425 369 157 2 510 685 426 489 861 71,5

1999:03 105 322 11 906 60 399 155 942 380 859 2 497 716 925 503 312 70,2

1999:04 98 359 13 477 58 629 151 029 392 301 2 772 716 569 515 535 71,9

2000:01 97 880 16 180 63 504 157 021 401 533 3 663 739 781 540 153 73,0

2000:02 103 010 16 727 64 071 156 916 401 662 4 256 746 643 547 812 73,4

2000:03 115 211 14 868 69 085 158 673 412 923 4 808 775 567 567 664 73,2

2000:04 119 541 13 728 74 195 162 339 429 304 6 220 805 326 604 431 75,1

2001:01 114 394 17 360 54 011 156 846 433 989 - 776 600 524 950 67,6

2001:02 133 422 11 926 60 606 160 823 446 424 - 813 201 540 149 66,4

2001:03 151 864 11 434 68 261 165 066 458 832 - 855 457 556 161 65,0

2001:04 162 115 15 719 74 406 168 955 481 113 - 902 308 582 043 64,5

Month-end balance
for year

Dec 1999 98 664 14 930 58 506 153 312 396 145 3 365 724 922 528 060 72,8

Dec 2000 126 176 13 700 75 071 162 867 435 004 6 420 819 238 613 069 74,8

Dec 2001 167 017 23 837 74 505 169 820 492 879 - 928 058 595 074 64,1

Average for
12 months

1999 91 750 12 805 59 410 152 431 375 735 2 590 694 757 497 496 71,6

2000 108 910 15 376 67 714 158 737 411 356 4 737 766 829 565 015 73,7

2001 140 449 14 110 64 321 162 922 455 090 - 836 892 550 826 65,8

Percentage
annual growth % % % % % % % %

1999 27,0 16,9 13,4 0,4 12,0 31,2 11,3 11,5

2000 27,9 -8,2 28,3 6,2 9,8 90,8 13,0 16,1

2001 32,4 74,0 -0,8 4,3 13,3 - 13,3 -2,9
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� Insertion of a new subsection 286(3A) into the Companies Act, requiring all financial
statements or reports other than annual financial statements issued by a company to
comply with the financial reporting standards laid down by the FRSC under the FR
Act.

� Amendment of section 300(i) of the Companies Act to require auditors to satisfy
themselves that the annual financial statements of companies comply with section
286(3) of the Companies Act.

� Insertion, in the Companies Act, of a definition of annual financial statements stipulat-
ing that, when applicable, they shall include group annual financial statements.

New standard-setting process

The proposed amendments to the Companies Act require the establishment of a new
standard-setting process, as proposed by SAICA, after consultation with the Accounting
Practices Board.  This process will be effected through the new FR Act.  The FSRC referred
to above will be responsible for the setting and supervision of financial reporting standards,
as well the issuing of directives and guidelines.  The FSRC will also be responsible for the
enforcement of compliance with these standards and for determining the appropriate sanc-
tion for non-compliance.

The Financial Services Board (FSB) is to be responsible for administering the FR Act.  In the
discharge of this duty, the FSB would prescribe, by notice in the Government Gazette, the
classes of entity to which the supervision and enforcement provisions of the FR Act would
apply.

LIAISON WITH OTHER REGULATORY AUTHORITIES AND WITH AUD-
ITORS

During the year under review, the Bank Supervision Department continued to liaise and
cooperate with other regulatory and supervisory authorities, at the international, regional
and domestic level.  The Department also initiated a structure for regular liaison with the
auditors of banking institutions.

Work of Core Principles Liaison Group

The Core Principles for Effective Banking Supervision of the Basel Committee on Banking
Supervision and the work of the Bank Supervision Department in that regard were dis-
cussed comprehensively in the Department’s past four Annual Reports.  As previously
reported, the objective of the Core Principles is to provide a benchmark against which the
effectiveness of bank-supervisory requirements can be assessed.  The work of the Core
Principles Liaison Group, on which South Africa serves, is directed at the successful imple-
mentation of the Core Principles by the supervisory fraternity on a global basis.

During the past year, the Core Principles Liaison Group focused on the new Capital Accord
and the impact thereof on countries’ banking systems.  A survey and assessment of loan-
classification and provisioning practices among member countries highlighted the gaps that
emerge in times of distress.  Loan classification enables banks to monitor the quality of their
loan portfolios and, when necessary, to take remedial action to counter any deterioration
that may affect the solvency of banks.  From an accounting perspective, loans should be
recognised as being impaired when their book value no longer matches the amount of the
expected repayments.

new Act

focused on new Capital

Accord

loan classification

TABLE 8

RISK PROFILE OF OFF-BALANCE-SHEET ITEMS
Risk-

weighted

items as

Risk category percentage

Risk- of total

weighted average

off-balance- off-balance-

0% 5% 10% 20% 50% 100% Total sheet items sheet items

R million R million R million R million R million R million R million R million %

Average month-end
balance for quarter

1999:01 17 105 1 582 789 4 577 43 132 11 802 78 986 34 441 43,6

1999:02 20 592 1 472 907 4 366 44 160 11 892 83 390 35 010 42,0

1999:03 12 813 3 001 1 008 4 885 41 484 12 944 76 135 34 914 45,9

1999:04 11 530 3 073 715 5 432 41 934 17 166 79 851 39 445 49,4

2000:01 12 071 3 330 691 5 360 43 228 15 617 80 296 38 538 48,0

2000:02 12 880 2 654 1 068 5 514 40 987 14 324 77 426 36 160 46,7

2000:03 14 315 2 506 1 370 5 784 48 391 15 805 88 171 41 420 47,0

2000:04 14 845 2 357 2 069 6 525 57 000 14 410 97 205 44 539 45,8

2001:01 20 836 3 461 3 626 5 945 54 374 14 332 102 573 43 244 42,2

2001:02 27 646 4 464 1 926 5 138 49 881 15 625 104 680 42 009 40,1

2001:03 79 646 15 680 2 449 4 511 47 542 17 968 167 796 43 672 26,0

2001:04 390 248 501 2 895 6 973 48 242 16 871 465 728 42 701 9,2

Month-end balance
for year

Dec 1999 11 062 3 440 706 5 310 42 916 17 125 80 559 39 888 49,5

Dec 2000 15 530 2 348 2 812 6 211 61 788 12 780 101 470 45 315 44,7

Dec 2001 615 513 278 3 408 8 514 50 194 18 000 695 906 45 155 6,5

Average for year

1999 15 510 2 282 855 4 815 42 678 13 451 79 590 35 952 45,2

2000 13 528 2 712 1 299 5 796 47 401 15 039 85 775 40 164 46,8

2001 129 594 6 026 2 724 5 642 50 010 16 199 210 195 42 906 20,4

Percentage
annual growth % % % % % % % %

1999 -25,5 134,2 24,9 16,6 4,8 47,9 8,9 20,5

2000 40,4 -31,7 298,4 17,0 44,0 -25,4 26,0 13,6

2001 3863,5 -88,2 21,2 37,1 -18,8 40,8 585,8 -0,4
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banks, guidelines relating to the conduct of directors, a statement relating to the attributes
of serving or prospective directors or executive officers and the introduction of an inde-
pendent compliance function into each bank.  These measures serve as an indication of
the Department’s commitment to the application of good corporate-governance standards
in the banking system in South Africa.

A number of changes to the Banks Act are also contemplated to incorporate the applica-
tion of good corporate governance into the Act.  The proposed changes are further intend-
ed to provide clarity regarding the principles of good corporate governance set out in the
King 2 report.  The Bank Supervision Department hopes that the amended legal framework
will not only promote proper corporate-governance behaviour in the directors and manage-
ment of banks, but will also enable the Department to enforce such behaviour when appro-
priate and necessary.

LEGAL BACKING FOR ACCOUNTING STANDARDS

The report of the King Committee on Corporate Governance, issued in November 1994,
recommended that there should be legal backing for accounting standards, from which
there should be departure only in the interests of fair presentation.  This recommendation
was repeated in the draft second report of the King Committee, discussed above.  The
revised Listing Requirements of the JSE Securities Exchange South Africa, which became
effective on 2 October 2000, also require listed companies to prepare annual financial
statements and group annual financial statements in accordance with the South African
Statements of Generally Accepted Accounting Practice (Statements of GAAP), or
International Accounting Standards, approved by the International Accounting Standards
Committee.  Furthermore, local and foreign users of annual financial statements, including
rating agencies, require assurance that there is compliance with accounting standards and
that the force of law requires such compliance.

Legal opinions that the South African Institute of Chartered Accountants (SAICA) obtained
in 1977 and 1987 confirmed that Statements of GAAP constituted generally accepted
accounting practice.  In both opinions, however, senior counsel stated that other practices
not codified in Statements of GAAP might also constitute generally accepted accounting
practice, since the concept of GAAP allowed for such flexibility.  This dichotomy could
result in unsound practices being sanctioned purely because they have been adopted by
several enterprises.

The Standing Advisory Committee on Company Law, therefore, embarked on the task of
providing legal backing for accounting standards and of facilitating the monitoring of institu-
tions’ compliance with the standards set out in the Statements of GAAP.

Proposed amendments to Companies Act, 1973

The steps envisaged in order to achieve legal backing for accounting standards include,
amongst others, amendments to the Companies Act, 1973.  Among the most important of
these amendments are the following:

� Amendment of sections 286(2) and 286(3) of the Companies Act to require, amongst
others, that annual financial statements consist of the components required by and
comply with the financial reporting standards laid down by a new body, the Financial
Standards Reporting Council (FSRC), under a new Act, the Financial Reporting Act
(FR Act), and include a director’s report and an auditor’s report complying with the
requirements of the Companies Act.
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TABLE 9(a)

RISK PROFILE OF LOANS AND ADVANCES
Risk-

weighted
loans and

advances as
Risk- percentage

weighted of total 
loans and loans and

5% 10% 20% 50% 100% 1250% Total advances advances
R million R million R million R million R million R million R million R million %

Month-end balance 
for year 1999

Loans and advances  
Interbank advances 
Negotiable certificates of deposit 
Instalment debtors 
Mortgage loans 
Credit cards  
Acknowledgements of debt 
discounted 
Redeemable preference shares 
Overdrafts and loans 
Foreign-currency loans and 
advances  
Loans granted under resale 
agreements  

Banks 
Non-banks 

Total loans and advances  
Less: Specific provisions 

TABLE 9(b)

RISK PROFILE OF LOANS AND ADVANCES
Risk-

weighted
loans and

advances as
Risk- percentage

weighted of total 
loans and loans and

5% 10% 20% 50% 100% 1250% Total advances advances
R million R million R million R million R million R million R million R million %

Month-end balance 
for year 2000

Loans and advances 
Interbank advances
Negotiable certificates of deposit 
Instalment debtors 
Mortgage loans 
Credit cards  
Acknowledgements of debt 
discounted 
Redeemable preference shares  
Overdrafts and loans 
Foreign-currency loans and 
advances  
Loans granted under resale 
agreements  

Banks 
Non-banks 

Total loans and advances  
Less: Specific provisions 

0 11 773 53 718 148 574 336 706 -2 550 769 422 889 76,8
0 0 21 894 20 32 0 21 947 4 421 20,1
0 106 14 517 0 0 0 14 624 2 914 19,9
0 271 6 0 73 910 0 74 187 73 938 99,7
0 128 1 148 453 46 612 0 195 194 120 852 61,9
0 0 0 0 11 581 0 11 581 11 581 100,0

0 3 378 297 0 3 903 0 7 578 4 300 56,7
0 162 101 0 11 903 0 12 167 11 940 98,1
0 6 745 389 235 188 548 0 195 918 189 423 96,7

0 926 12 298 0 10 093 0 23 318 12 645 54,2

0 57 4 234 0 2 100 0 6 391 2 953 46,2
0 0 4 202 0 0 0 4 202 840 20,0
0 57 33 0 2 100 0 2 190 2 112 96,5
0 11 773 53 738 148 709 348 684 0 562 905 434 968 77,3
0 0 20 135 11 978 2 12 136 12 079 99,5

0 9 030 64 116 161 257 368 753 335 603 490 467 292 77,4
0 0 24 938 12 139 0 25 088 5 132 20,5
0 0 14 554 0 27 0 14 581 2 938 20,1
0 260 7 0 80 709 0 80 976 80 736 99,7
0 31 0 161 077 57 259 0 218 367 137 801 63,1
0 0 0 0 12 164 0 12 164 12 164 100,0

0 981 443 0 4 938 0 6 361 5 124 80,6
0 164 132 451 9 633 0 10 380 9 906 95,4
0 6 916 811 2 205 671 334 213 734 210 705 98,6

0 658 18 973 0 9 184 0 28 816 13 045 45,3

0 20 4 312 0 1 681 0 6 013 2 545 42,3
0 0 4 232 0 0 0 4 232 846 20,0
0 20 80 0 1 681 0 1 781 1 699 95,4
0 9 030 64 170 161 542 381 403 335 616 480 480 096 77,9
0 0 54 285 12 650 0 12 990 12 804 98,6
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IMPORTANCE OF GOOD CORPORATE GOVERNANCE

The importance of and focus on good corporate-governance practices have continued to
increase globally during the past decade.  The social responsibility of companies has also
become a central issue worldwide and is increasing in significance as institutions grow larg-
er, thereby affecting greater portions of society.  Institutions should therefore be not man-
aged purely to satisfy the needs of their shareholders, but with due regard of the interests of
all stakeholders.  Currently, however, the provisions of the Companies Act, 1973, in South
Africa do not adequately provide for the management of a company’s affairs in a manner
that strikes a balance between the interests of stakeholders other than the company’s
shareholders.  In the case of banks, in particular, it is generally held, however, that the inter-
ests of depositors should be paramount.

As the custodians of the public’s funds, banks have a particular responsibility to safeguard
their integrity and credibility.  The confidence of the public in the safety of their deposits and
in the integrity and professional conduct of their bankers is essential to the business of all
banks.  This public trust means that the managers of banks bear a great responsibility
towards depositors and have to ensure that their institutions are professionally managed
and soundly based.  The directors and management of a bank, therefore, must conduct
their business with the highest level of care and skill.

In order not only to address the above-mentioned developments, but to provide clarification
of how directors and management should conduct business, a number of reports on cor-
porate governance were released worldwide.  In South Africa, the King Committee on
Corporate Governance produced a report (King 1 report) and a draft second report (King 2
report) in 1994 and 2001, respectively.  The King 1 report represented a response to a
worldwide demand for greater accountability and transparency by companies.  The object-
ive of the report was to promote high standards of corporate governance in South Africa.
The draft King 2 report, issued for comment in July 2001, maintains this philosophy.  The
report, however, also takes account of developments since the release of the first report,
such as socio-political transformation, legislation and the role of information technology in
decision making.  The King 2 report places a particular focus on risk management and the
crucial responsibilities of directors in this process as a whole, including the system of in-
ternal control.  Specific guidelines on risk and non-financial management are also intro-
duced.  In practising good corporate governance, companies are expected to focus not
only on financial issues, but also on societal and environmental issues.

The draft King 2 report highlights seven primary characteristics of good corporate govern-
ance, namely, corporate discipline, transparency, independence, accountability, responsibil-
ity, fairness and social responsibility.  These primary characteristics of good corporate gov-
ernance have far reaching implications for the manner in which the boards of directors and
management of companies should conduct their business.  Furthermore, the increasing
emphasis that international investors are placing on good corporate governance and should
not be underestimated by any country or regulatory authority.  Poor corporate governance
within a financial system is often given as an important reason for investors’ withdrawal of
their funds from a country.

In the light of the crucial role of good corporate governance in the soundness of the banking
and financial systems, the Bank Supervision Department has committed itself to enhancing
corporate governance in the South African banking system, in line with local and interna-
tional developments.  As mentioned in the previous Annual Report and elsewhere in this
Report, amended Regulations relating to Banks were implemented on 1 January 2001.
These amended Regulations include a chapter dealing specifically with corporate govern-
ance.  Among the issues addressed are the maintenance of effective risk management by
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TABLE 9(c)

RISK PROFILE OF LOANS AND ADVANCES
Risk-

weighted
loans and

advances as
Risk- percentage

weighted of total 
loans and loans and

Month-end balance 0% 10% 20% 50% 100% Total advances advances
for year 2001 R million R million R million R million R million R million R million %

Intragroup bank advances 

Interbank advances 

Negotiable certificates of deposits 

Instalment debtors 

Mortgage loans 

Credit-card debtors 

Acknowledgements of debt 
discounted  

Redeemable preference shares  

Overdrafts and loans 

Foreign-currency loans and 
advances 

Loans granted under resale 
agreements  

S A Reserve Bank and 
Corporation for Public Deposits 

Banks 

Non-banks 

Total loans and advances 

Less: Specific provisions 

22 882 0 61 0 0 22 943 12 0,1

20 2 255 21 938 7 0 24 219 4 616 19,1

493 0 10 496 0 287 11 277 2 386 21,2

24 80 19 0 93 210 93 333 93 222 99,9

6 26 32 167 032 83 363 250 459 166 888 66,6

0 0 0 0 13 293 13 293 13 293 100,0

6 043 917 1 589 1 6 758 15 308 7 168 46,8

1 000 0 591 424 11 768 13 782 12 098 87,8

3 740 7 029 407 0 210 793 221 969 211 578 95,3

50 268 535 34 043 0 18 178 103 023 25 040 24,3

2 309 0 1 455 0 52 3 816 343 9,0

68 0 0 0 0 68 0 0,0

2 241 0 1 455 0 0 3 696 291 7,9

0 0 0 0 52 52 52 100,0

86 785 10 842 70 631 167 463 437 703 773 423 536 645 69,4

12 0 0 128 13 739 13 879 13 803 99,5
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the Basel Committee considered various modifications to the new Accord.  The modifica-
tions were presented in the form of several working papers, which were released for com-
ment by interested parties.  These working papers included the following, amongst others:

� IRB treatment of expected and future margin income (30 July 2001).

� Risk sensitivities approaches for equity exposures in the banking book for IRB banks
(7 August 2001).

� Pillar 3 – market discipline (28 September 2001).

� Regulatory treatment of operational risk (28 September 2001).

� Internal ratings-based approach to specialised lending exposures (5 October 2001).

� Treatment of asset securitisation (12 October 2001).

In line with its revised approach to finalising the new Accord, the Basel Committee plans to
undertake an additional review, aimed at assessing the overall impact of a new Accord on
banks and the banking system, before releasing the next consultative paper (CP3).  During
this review, the Committee’s work will focus on three issues:

� Balancing the need for a risk-sensitive Accord with its being sufficiently clear and
flexible to enable banks to use it effectively.

� Ensuring that the Accord leads to appropriate treatment of credit to SMEs, which are
important for economic growth and job creation.

� Finalising the calibration of the minimum capital requirements to bring about a level of
capital that, on average, is approximately equal to the requirements of the present
Basel Accord, whilst providing some incentives to those banks using the more risk-
sensitive IRB system.

A further comprehensive QIS is also planned.  The qualitative review and the QIS will form
the basis upon which modifications to the new Accord will be effected.  After incorporating
the results, the Basel Committee will release the draft proposal (CP3) for a consultative
period.  The Committee, however, does not believe that its additional review process will
be lengthy, and the final Accord is still expected to be released during 2002, for imple-
mentation in 2005.

The Bank Supervision Department is of the view that the general framework of the new
Accord will not change materially subsequent to modifications emanating from the Basel
Committee’s QIS and qualitative review.  Accordingly, the Department has dedicated a
staff member to the task of assessing and implementing the new Capital Accord and pro-
viding guidelines to the banking industry.  Current plans are to conduct a detailed study of
the new Accord and to determine the changes required to the current bank-supervisory
process.  It is anticipated that a comprehensive project plan will be in place when the final
Accord is released.

The Bank Supervision Department is also endeavouring to engage the banking industry
through quarterly seminars and by the formation of an interest group/steering committee,
at which implementation issues will be discussed freely and constructively with banks.  It is
envisaged that this forum will be coordinated through The Banking Council South Africa.
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TABLE 10

CAPITAL ADEQUACY
Risk-weighted

assets and off-

balance-sheet Counterparty- Total risk Required Net qualifying capital

items risk exposure exposure capital

R million R million R million R million R million Percentage

Quarter

1999:01 467 312 6 835 474 147 37 975 53 467 11,2

1999:02 473 376 6 701 480 077 38 406 55 403 11,5

1999:03 486 798 6 295 493 092 39 517 58 528 11,9

1999:04 501 427 5 354 506 782 40 604 60 450 11,9

2000:01 512 705 4 905 517 610 41 462 63 092 12,2

2000:02 509 954 5 815 515 769 41 312 65 252 12,7

2000:03 527 774 6 219 533 993 42 759 67 035 12,5

2000:04 541 738 5 255 546 992 43 814 72 265 13,2

2001:01 615 560 7 113 622 672 49 484 68 977 11,1

2001:02 598 795 6 985 605 780 48 153 72 986 12,1

2001:03 596 321 6 668 602 990 48 817 70 731 11,7

2001:04 625 853 15 633 641 486 67 840 74 208 11,6

Average for year

1999 482 228 6 296 488 524 39 125 56 962 11,6

2000 523 043 5 548 528 591 42 337 66 911 12,7

2001 609 132 9 100 618 232 53 574 71 725 11,6

Percentage 

annual growth % % % % %

1999 11,6 -23,1 11,1 11,1 22,1

2000 8,5 -11,9 8,2 8,2 17,5

2001 16,5 64,0 17,0 26,5 7,2
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� A significant number of institutions expressed strong concern about the application of
the “w” factor for collateralised transactions.  They indicated that risks addressed by
“w” appeared to be captured within the capital requirements for operational risk,
thereby, in effect, double counting these charges.  The “w” factor was intended to
capture residual risk in collateralised transactions.  The residual risks relate to, firstly,
the type of collateral and, secondly, the process on which the collateralised transac-
tion is based.  In both cases, however, there is a risk that the collateral may turn out to
be worthless, since it may be of a type that is impossible to liquidate, or the process
for realising the collateral may be subject to uncertainty.  Consequently, an exposure
that appears to be secured may turn out to unsecured.

� The responding institutions welcomed the recognition of a spectrum of approaches to
operational risk, since this would provide banks with incentives to adopt more sophist-
icated risk-management practices.

� A number of institutions recognised that the absence of sufficient loss data made it
difficult to calibrate each option.

� An operational-risk charge calibrated at 20 per cent of total capital would increase the
overall capital requirement relative to the 1988 Accord for the average bank.

� The responding institutions generally advocated the introduction of adjustments to
reflect the qualitative factors influencing operational risk, in particular a bank’s internal
control environment.

� The principles embodied in pillar 2, relating to a process of supervisory review, were
generally welcomed.

� With respect to pillar 3, the responding institutions strongly supported more transpar-
ent bank disclosure as an essential ingredient in promoting a sound regulatory frame-
work.  A significant number, however, were of the opinion that the level of information
required exceeded the amount needed to promote market discipline.  They were also
concerned that the disclosure requirements were likely to impose significant costs on
banks.

Besides generally supporting some of the comments on the new Accord outlined above,
the comments of the Bank Supervision Department included, amongst others, that:

� The Department welcomed and strongly supported the introduction of three mutually
reinforcing pillars.

� The complexity of the new Accord might prove to be problematical within the context
of an emerging-market environment.

� The level of skills and the resource requirements that the new Accord imposed on the
Bank Supervision Department and banks, especially within the context of a skill short-
age in South Africa, were of concern.

� Insufficient data relating to credit and operational risk were available.

Taking cognisance of the myriad of comments, the Basel Committee embarked on several
quantitative impact studies (QIS), the objective being to gather the data necessary to allow
the Committee to gauge the impact of the proposal for capital requirements set out in CP2.
Taking the comments into consideration, together with an analysis of the results of the QIS,

comments of Bank

Supervision Department

quantitive impact studies

various modifications

TABLE 11(a)

COMPOSITION OF INCOME STATEMENT
Average monthly balance for quarter Average monthly balance for quarter

1999 2000

March June September December March June September December

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

Interest income 8 667 7 933 7 237 6 955 6 511 6 689 6 873 7 175

Interest expense 6 945 6 208 5 606 5 198 4 787 4 836 5 047 5 211

Interest margin 1 722 1 726 1 631 1 757 1 723 1 853 1 827 1 964

Less: Specific provisions on loans 
and advances 493 578 601 850 546 572 412 587

Less: General debt provisions 30 -63 -55 14 162 17 11 35

Other 38 -7 14 22 25 31 38 24

Adjusted interest margin 1 161 1 218 1 071 871 990 1 233 1 366 1 318

Add: Transaction-based fee income 946 997 1 096 1 098 1 156 1 125 1 243 1 335

Income from management of funds 2 108 2 215 2 167 1 969 2 146 2 358 2 609 2 653

Less: Operational expenses 2 230 2 472 2 388 2 496 2 584 2 551 2 595 2 836

Net income from management of 
funds -123 -256 -221 -528 -439 -193 14 -183

Add: Investment and trading income 1 107 836 779 881 1213 840 1071 856

Less: Specific provisions - investments 3 0 3 3 3 2 0 0

Add: Knowledge-based fee income 184 161 168 190 145 187 175 188

Net income before tax 1 166 740 722 541 916 831 1259 861

Taxation 284 178 183 189 274 210 302 248

Net income after tax 881 562 539 352 641 621 958 613

TABLE 11(b)

COMPOSITION OF INCOME STATEMENT
Average monthly balance for  

quarter 2001 Results for 12 months Average for year

March June September December 1999 2000 2001 1999 2000 2001

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

Interest income 7 438 7 722 7 752 7 728 92 376 81 744 91 921 7 698 6 812 7 660

Interest expense 4 711 4 972 5 437 5 395 71 871 59 643 61 545 5 989 4 970 5 129

Interest margin 2 727 2 750 2 315 2 333 20 505 22 101 30 375 1 709 1 842 2 531

Less: Specific provisions on loans 
and advances 469 773 831 703 7 565 6 351 8 328 630 529 694

Less: General debt provisions 84 95 69 119 -224 675 1 100 -19 56 92

Other 21 4 22 72 200 354 356 17 30 30

Adjusted interest margin 2 153 1 878 1 393 1 439 12 963 14 721 20 591 1 080 1 227 1 716

Add: Transaction-based fee income 1 345 1 112 1 424 1 558 12 413 14 577 16 319 1 034 1 215 1 360

Income from management of funds 3 498 2 991 2 817 2 998 25 376 29 298 36 910 2 115 2 442 3 076

Less: Operational expenses 2 879 3 037 3 016 3 227 28 759 31 698 36 478 2 397 2 642 3 040

Net income from management of 
funds 620 -47 -199 -230 -3 383 -2 403 432 -282 -200 36

Add: Investment and trading income 880 251 933 1 150 10 806 11 940 9 642 900 995 803

Less: Specific provisions - investments 70 -54 0 15 27 15 89 2 1 7

Add: Knowledge-based fee income 183 217 413 274 2 109 2 085 3 261 176 174 272

Net income before tax 1 332 5 733 1 481 9 505 11 601 10 652 792 967 888

Taxation 225 243 253 323 2 503 3 102 3 131 209 259 261

Net income after tax 1 107 -238 479 1 159 7 002 8 499 7 521 583 708 627
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CHAPTER 2

CURRENT ISSUES IN BANKING SUPERVISION

As in previous years, this chapter presents an overview of some of the most important re-
gulatory and supervisory trends and developments, at international and local level, during
the year under review.  Among the issues that remained particularly important were the
proposed new Capital Accord, compliance with international and local standards, liaison
with other regulatory and supervisory authorities, locally and elsewhere, and access to
finance for all in South Africa.

FURTHER DEVELOPMENTS WITH NEW CAPITAL ACCORD

The previous two Annual Reports addressed the need for a new capital requirement and
comprehensively explained the three pillars comprising the new Basel Capital Accord.
Since then, the Basel Committee on Banking Supervision has made further developments
towards the finalisation of the new Capital Accord.

In January 2001, the Basel Committee released a second consultative (CP2) document for
comment, by 31 May 2001.  The Basel Committee received comments from approximately
270 sources, including financial institutions, banking and financial-industry associations,
supervisory authorities, central banks, rating agencies and multilateral development banks.
Among the main comments made by these institutions (other than the Bank Supervision
Department, the comments of which are detailed separately below) were the following:

� In general, responding institutions supported the Basel Committee’s goal of, firstly,
maintaining an amount of regulatory capital (inclusive of operational risk) equivalent to
the 1988 Accord for banks using the standardised approach and, secondly, providing
a capital incentive for banks to move along the spectrum of approaches.  Many insti-
tutions, however, strongly argued that, based on preliminary results, the current pro-
posal did not appear to satisfy these goals.  In particular, capital charges under the
standardised approach would appear to exceed those obtained under the 1988
Accord.  Capital requirements under the foundation internal ratings-based (IRB)
approach were likely to exceed, by a large amount, those produced under the revised
standardised approach.  Therefore, there did not appear to be any incentive to move
beyond the standardised approach.

� A significant number of institutions broadly welcomed the IRB approach as a critical
step in more closely aligning the capital requirement and credit risk.  The framework
was also regarded as being consistent with the economic capital models used by
sophisticated banks.

� A number of institutions expressed concern that the new Accord might inadvertently
increase capital requirements on exposures to small and medium-sized enterprises
(SMEs).  An overall increase in funding costs for SMEs might be inevitable and threat-
en their fundamental role in many economic markets.

� In general, the institutions were positive about the standardised approach.  Some,
however, were of the opinion that the proposals remained overly complex for smaller,
emerging-market banks to implement.

second consultative (CP2)

document

main documents on CP2

TABLE 12

PROFITABILITY:  OPERATING RATIOS
Interest income Interest Provisions

to loans and expense to Interest to loans and

advances funding margin advances

% % % %

Average monthly balance 
for quarter

1999:01 19,0 14,5 4,6 0,3

1999:02 17,0 12,5 4,4 0,4

1999:03 14,9 10,8 4,1 0,4

1999:04 14,2 10,0 4,2 0,5

2000:01 12,8 8,9 3,9 0,3

2000:02 13,1 8,9 4,2 0,3

2000:03 13,1 9,0 4,1 0,2

2000:04 13,3 9,0 4,3 0,3

2001:01 12,6 8,0 4,5 1,0

2001:02 12,7 8,5 4,2 0,9

2001:03 11,4 8,5 2,9 1,1

2001:04 11,3 8,0 3,3 1,2

Results for the 12 months ended

December 1999 15,7 11,5 4,2 1,6

December 2000 12,5 8,4 4,1 1,2

December 2001 10,9 7,4 3,5 1,1
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whom we had contact during the past year.  In this regard, I wish to make particular men-
tion of the Chief Executive of the Financial Services Board and his staff, the senior execut-
ives of banking institutions, The Banking Council South Africa, the Standing Committee for
the Revision of the Banks Act, 1990, the staff of the South African Reserve Bank and other
supervisory and regulatory authorities worldwide.

A special word of thanks goes to Mr André Bezuidenhout, who was Deputy Registrar of
Banks from 1 November 1995 until the end of June 2001 and who now heads the new
Financial Stability Department.  Besides all the other tasks and responsibilities that he
shouldered with enthusiasm and dedication, we owe him particular gratitude for the import-
ant role that he played in ensuring that the computerised systems of banking institutions in
South Africa were year 2000 compliant and in formalising a methodology for the considera-
tion of the wide range of factors relevant in proposed banking mergers.  We wish him well
with his new responsibilities and challenges.

It gives my great pleasure to welcome Mr Errol Kruger as the new Deputy Registrar of
Banks.  He was appointed to the position on 1 September 2001, and we look forward to a
long and fruitful association with him.

Finally, I wish to thank my staff for continuing to handle the diverse challenges with which
they are faced and their ever increasing workload with the professionalism, dedication and
enthusiasm to which I have become accustomed.

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

TABLE 13 

PROFITABILITY RATIOS
Stated as percentage of total assets

Net income Investment

Net income after tax to and

after tax to owners Interest Interest Interest Operating Fee trading

total assets equity income expense margin expenses Income income

% % % % % % % %

Average month-end 
balance for quarter

1999:01 1,6 20,8 15,8 12,6 3,1 4,1 2,1 2,0

1999:02 1,0 12,6 13,9 10,9 3,0 4,3 2,0 1,5

1999:03 0,9 11,5 12,1 9,4 2,7 4,0 2,1 1,3

1999:04 0,6 7,2 11,6 8,7 2,9 4,2 2,2 1,5

2000:01 1,0 12,6 10,6 7,8 2,8 4,2 2,1 2,0

2000:02 1,0 11,7 10,8 7,8 3,0 4,1 2,1 1,3

2000:03 1,5 17,5 10,6 7,8 2,8 4,0 2,2 1,7

2000:04 0,9 10,6 10,7 7,8 2,9 4,2 2,3 1,3

2001:01 1,6 18,1 10,5 6,7 3,9 4,1 2,2 1,2

2001:02 -0,3 -3,7 10,5 6,8 3,7 4,1 1,8 0,3

2001:03 0,6 7,61 9,9 7,0 3,0 3,9 2,3 1,2

2001:04 1,4 17,09 9,2 6,4 2,8 3,8 2,2 1,4

Results for the 
12 months ended

December 1999 1,0 13,0 13,3 10,3 3,0 4,1 2,1 1,3

December 2000 1,1 13,1 10,7 7,8 2,9 4,1 2,2 1,5

December 2001 0,7 9,2 8,8 5,9 2,9 3,5 1,9 0,9 
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� Continued participation in the work of the Core Principles Liaison Group, particularly
as regards countries’ compliance with the Core Principles for Effective Banking
Supervision.

� Ongoing review of banking legislation to ensure that it keeps pace with local and
international developments and standards, including particular emphasis on corpor-
ate-governance issues.

� Ongoing refinement of the procedures for the consolidated supervision of banking
groups, focusing particularly on qualitative aspects. 

� On-site reviews of banks’ risk-management practices, with particular emphasis on
credit and counterparty exposures.

� Finalisation, in collaboration with the Financial Services Board, of guidelines on
incentive schemes applicable to financial institutions.

� Further participation in forums to facilitate the provision of finance to all, as well as
research on a relevant regulatory framework and environment in that regard.

� Ongoing investigation and combating of illegal deposit-taking schemes.

� Continued monitoring of local developments with anti-money-laundering measures
and the implications thereof for the banking regulatory framework.

� Continued monitoring of banks’ liquidity profiles, as well as surveillance of banks’
trading activities and positions.

� Monitoring of the implications of electronic commerce for the banking regulatory
framework and the banking sector.

� Implementation of the Regulations relating to Representative Offices.

� Analysis of existing preference-share investment structures, with a view to finalising
the regulatory requirements in that regard.

� Research on credit-derivative instruments to provide for the regulation thereof.

� Coordination of the twelfth biennial International Conference of Banking Supervisors,
which will be hosted in Cape Town, during September 2002.

� Continued participation in the activities of the East and Southern Africa Banking
Supervisors Group (ESAF), including hosting and presentation of courses in banking
supervision for ESAF members and other supervisors.

A WORD OF THANKS

Once again, I wish to express my sincere appreciation to the Minister and Deputy Minister
of Finance for their valued inputs to requests in terms of statutory requirements.  My par-
ticular thanks for their support and guidance go to the Chairperson of the Policy Board for
Financial Services and Regulation and the Governor and Deputy Governors of the South
African Reserve Bank.  My staff and I also wish to record our gratitude for the cooperation
that we received from the many organisations and individuals, locally and abroad, with

focus areas TABLE 14

PERCENTAGE COMPOSITION OF INTEREST INCOME
Acknow- Foreign- Loans Negoti- Interest

ledge- Redeem- Over- currency under able certi- income

Instal- ment of able pref- drafts loans resale ficates from

Interbank ment Mortgage Credit debt dis- erence and and agree- of invest-

loans debtors loans cards counted shares loans advances ments deposit ments

% % % % % % % % % % %

Average month-end 
balance for quarter

1999:01 8,5 14,4 36,7 2,2 4,3 1,8 29,9 1,5 0,7 - -

1999:02 8,9 14,5 35,3 2,4 4,1 2,0 30,8 1,4 0,7 - -

1999:03 8,2 14,5 35,9 2,4 4,1 2,1 29,5 2,5 0,8 - -

1999:04 8,7 14,1 34,5 2,3 3,2 2,2 31,0 2,7 1,2 - -

- -

2000:01 7,2 14,1 35,3 2,4 3,3 1,5 32,1 2,8 1,3 - -

2000:02 7,3 14,1 35,3 2,4 3,1 1,8 31,1 3,8 1,1 - -

2000:03 6,2 13,8 35,0 2,3 2,7 1,6 32,9 4,5 1,0 - -

2000:04 6,5 13,9 34,4 2,2 2,2 1,6 33,8 4,6 0,8 - -

2001:01 7,2 13,3 34,3 2,2 2,4 1,6 28,7 3,9 0,5 1,7 4,2

2001:02 8,0 13,2 34,0 2,2 1,8 1,6 28,5 3,8 0,8 1,7 4,5

2001:03 3,8 12,9 32,8 2,2 2,0 1,5 31,2 4,6 0,6 1,9 6,5

2001:04 5,1 13,1 31,5 2,2 2,9 1,3 32,0 4,1 0,9 1,7 5,1

Results for the 
12 months ended

December 1999 8,6 14,4 35,6 2,3 3,9 2,0 30,3 2,0 0,8 - -

December 2000 6,8 14,0 35,0 2,3 2,8 1,6 32,5 3,9 1,0 - -

December 2001 6,0 13,1 33,2 2,2 2,3 1,5 30,1 4,1 0,7 1,8 5,1
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issues relating to deposit insurance to the relevant interest groups.  The comments received
will be incorporated into a final proposal, which the Policy Board for Financial Services and
Regulation will submit to the Minister of Finance, for consideration, during 2002.

PROGRESS WITH IMPLEMENTATION OF 2005 HUMAN-RESOURCE
PLAN

As reported in the previous two Annual Reports, the Bank Supervision Department is shap-
ing its employment plan to accord with the philosophy of promoting equity through diversi-
ty, in line with the 2005 human-resource (HR) plan of the South African Reserve Bank
(SARB).  This plan may briefly be stated as contemplating, by the year 2005, a staff comple-
ment at all levels of, at least, an equal ratio of black staff (that is, Africans, Coloureds and
Asians) and white staff, as well as one-third female staff.

The main aims of the 2005 HR plan are to promote employment equity in the SARB and to
ensure a competent and motivated workforce.  In the case of the Bank Supervision
Department, this implies a workforce that is capable of performing the required regulatory
and supervisory tasks, in the interests of the larger South and Southern African enterprise.
The Department, therefore, regards its efforts to train not only its own staff, but also bank
supervisors from, amongst others, the member countries of the East and Southern Africa
Banking Supervisors Group as according with the spirit of the 2005 HR plan of the SARB.
The policy implemented includes accelerated development and promotion, in a constructive
manner, of employees with potential from the designated group (that is, blacks, females
and disabled persons).

The Department is making good progress towards bringing the profile of its workforce in
line with the requirements of the 2005 HR plan.  At the end of 2001, 49 per cent of the
Department’s workforce was black.  In terms of gender, males and females constituted 53
per cent and 47 per cent, respectively, of the workforce.  The relatively high staff-turnover
rate of 10,2 per cent in 2001, however, is a cause for concern.  In order to address the
resulting loss of competence, as well as the pressures arising from new developments in
banking supervision, the Department will continue with initiatives such as the following:

� Head hunting to recruit senior managers should no successful candidates be identi-
fied in the normal process of recruitment.

� Fast tracking of deserving current employees from the designated group and continued
intake of cadets.  During the year under review, the Department appointed ten cadets
(eight from the designated group) as staff members, and three new cadets (two from
the designated group) are currently participating in the cadet-training programme. 

In order to help to increase capacity, an organisational restructuring of the Department was
approved and is currently being implemented.  As part of this process and to fill the vacan-
cies arising from four senior staff members joining the new Financial Stability Department,
additional positions were created, particularly at the managerial levels.  The Department
envisages filling these positions during 2002, in line with the SARB’s 2005 HR plan.

ISSUES THAT WILL RECEIVE PARTICULAR ATTENTION DURING 2002

During 2002, the Bank Supervision Department will focus on, amongst others, the following
issues, which are discussed elsewhere in this report:

� Detailed study of the proposed new Capital Accord to determine the changes
required to the regulatory framework and supervisory procedures, as well as participa-
tion in a forum to discuss implementation issues.

aims to promote employ-

ment equity and to ensure

competent workforce

good progress

initiatives

increase capacity

focus areas

TABLE 15

PERCENTAGE COMPOSITION OF INTEREST EXPENSE
Nego- Loans

Fixed tiable under re- Transfer

Intra- and certifi- purchase cost of Debt

group Interbank Demand Savings notice cates of agree- Other Foreign trading instru-

funding funding deposits deposits deposits deposit ments funding funding activities ments

% % % % % % % % % % %

Average month-end 
balance for quarter

1999:01 3,0 3,4 37,4 2,9 26,7 16,0 1,3 3,7 3,7 - 1,9

1999:02 3,7 3,3 36,0 2,6 25,6 16,5 1,6 4,2 4,3 - 2,3

1999:03 3,4 3,3 35,4 2,5 25,6 13,7 2,1 6,2 4,7 - 3,1

1999:04 3,1 3,6 37,9 2,5 25,6 11,6 1,5 6,3 4,6 - 3,3

-

2000:01 3,2 4,0 38,3 2,4 24,1 12,7 1,8 5,9 3,9 - 3,7

2000:02 2,7 3,7 37,5 2,3 25,3 10,7 2,2 6,7 5,2 - 3,7

2000:03 3,0 3,4 35,1 2,3 26,7 10,7 2,1 6,8 6,0 - 4,0

2000:04 4,0 3,6 33,5 2,3 26,7 10,8 1,9 6,4 6,6 - 4,2

2001:01 2,0 7,0 36,8 2,4 30,5 9,8 2,2 -1,5 6,5 -0,8 4,9

2001:02 3,0 8,2 37,1 2,4 30,7 8,4 1,9 -1,7 5,8 -0,6 4,9

2001:03 3,7 7,8 31,9 2,1 27,8 8,5 1,6 7,8 5,5 -1,1 4,6

2001:04 4,4 8,2 30,4 2,0 26,7 9,8 1,8 9,6 4,6 -2,8 5,4

Results for the  
12 months ended

December 1999 3,3 3,4 36,7 2,6 25,9 14,4 1,6 5,1 4,3 - 2,7

December 2000 3,2 3,7 36,1 2,3 25,7 11,2 2,0 6,5 5,4 - 3,9

December 2001 3,3 7,8 33,9 2,2 28,9 9,1 1,8 3,8 5,6 -1,4 4,9
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Annual Report.  The names of Messrs Levenstein and Jack Lurie, the former
Chairman of Regal Bank, should be placed in such a register as persons disqualified
from acting as directors under the Companies Act, 1973 (Act No. 61 of 1973).

� Criminal prosecutions should be instituted as soon as possible against some direct-
ors and officers of Regal Bank and of the bank’s controlling company, Regal
Treasury Bank Holdings Limited, on several counts of fraud and contraventions of the
Companies Act and the Banks Act.

The report also found that the timing of decisive action was critical in addressing the prob-
lems faced by Regal Bank.  The Bank Supervision Department will therefore ensure that
greater focus is placed on this issue in the future.

FINANCIAL ASSISTANCE PACKAGE TO BANKORP LIMITED

In an effort to lay to rest ongoing speculation about the role of the South African Reserve
Bank (SARB) in providing financial assistance to Bankorp Limited (Bankorp) during the
mid-1980s and the mid-1990s, the Governor of the SARB appointed a panel of experts on
15 June 2000.  This panel was chaired by the Honourable Mr Justice D M Davis and is
generally known as the Davis Panel.  In the interests of transparency, the Bank Supervision
Department deems it important to highlight the most important findings of the Davis Panel.

After a thorough investigation, the Davis Panel submitted its findings and recommenda-
tions to the Governor of the SARB during October 2001.  The Davis Panel expressed the
opinion that it was a legitimate part of the function of a central bank to assist a bank ex-
periencing problems in order to avert a general crisis in the banking system.  Such assist-
ance should therefore always be within the legal powers of a central bank and should be
consistent with its responsibility for the soundness of the banking system.

The practices and procedures employed in extending such assistance should be in line
with best international practice.  In this regard, the Davis Panel supported the regime of
supervisory principles and practices currently used by the SARB and the Bank Supervision
Department.  The current principles and practices were found to be in line with internation-
al trends and in accordance with the Core Principles for Effective Banking Supervision
issued by the Basel Committee on Banking Supervision, as well as related documents
issued by the Bank for International Settlements.  The Davis Panel highlighted an important
element in the application of the Basel Core Principles as being the supervision of man-
agement’s ability to exercise best practice in the management of risk.  Another element of
importance that the Panel identified was the requirement for early supervisory intervention
in banks with deteriorating positions, an issue also addressed earlier in this chapter.

The Davis Panel concluded that, in the final analysis, ABSA Bank Limited (ABSA), which
bought Bankorp in 1992, could not be regarded as a beneficiary of the assistance pack-
age, since ABSA was the party responsible for providing continued assistance to Bankorp.
In expressing its opinion, the Panel concluded that although the calculated net asset value
of Bankorp and the value of the SARB's assistance package were equivalent, this was
coincidental and that ABSA had paid fair value for Bankorp.  The Davis Panel, however,
criticised the shareholding structures in banks and, in particular, expressed reservations
about the position of the shareholders of Bankorp.

Furthermore, the Davis Panel advised that an effective and well-designed deposit-insur-
ance scheme should be implemented urgently in South Africa.  In this regard, it should be
noted that the Work Group on the development of a limited, explicit, mandatory deposit-
insurance scheme for South Africa continued its work during 2001.  The Work Group has
developed a consultative paper and will host a workshop in early 2002 to introduce the
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TABLE 16(a)

CALCULATION OF LIQUID-ASSET REQUIREMENT
Average month-end balance for quarter Average month-end balance for quarter

1999 2000

March June September December March June September December

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

Liabilities, including capital and reserves 660 109 685 426 716 925 716 569 739 781 746 643 775 567 805 326
Less: Capital and reserves 53 883 57 177 61 055 62 486 64 669 68 371 71 450 75 337
- average daily amount of funding 
from head office or branches - - - - - - - -

- average daily amount owing by 
banks, branches and mutual banks - - - - - - - -

Liabilities as adjusted 606 226 628 249 655 870 654 083 675 112 678 272 704 117 729 990
Liquid-asset requirement 30 311 31 412 32 794 32 704 33 756 33 914 35 206 36 500
Liquid assets held 37 136 36 450 37 157 40 515 38 535 37 128 38 379 39 001
SARB notes and coins 8 3 1 1 8 9 70 63
Gold coin and bullion 1 0 1 0 0 0 0 0
Clearing-account balances 40 39 53 41 24 26 22 62
Treasury bills of the Republic 15 540 16 370 14 116 15 500 16 090 13 865 13 809 15 545
Stock issued - Exchequer Act, 1975 18 030 16 497 18 140 20 964 18 792 19 912 21 480 20 280
Securities issued - Public Finance 
Management Act, 1999 - - - - - - - -
Securities of the SARB 833 1 405 2 393 1 267 881 860 711 941
Land Bank bills 2 685 2 062 2 315 2 590 2 585 2 457 2 288 2 110
Memorandum items
Cash-management schemes 75 208 94 993 89 609 53 197 38 961 38 490 39 046 38 925
Set-off 46 964 53 135 64 229 51 674 54 138 62 586 65 011 68 204
Ratios % % % % % % % %
Liquid assets held to liquid assets 
required 122,5 116,0 113,3 123,9 114,2 109,5 109,0 106,9

TABLE 16(b)

CALCULATION OF LIQUID-ASSET REQUIREMENT
Average month-end balance for 

quarter 2001 Month-end for year Percentage annual growth

March June September December 1999 2000 2001 1999 2000 2001

R million R million R million R million R million R million R million % % %

Liabilities, including capital and reserves 835 389 872 259 919 561 976 089 724 922 819 238 1 006 052 11,3 13,0 22,80
Less: Capital and reserves 88 402 89 001 87 668 91 885 63 223 77 538 94 438 22,2 22,6 21,80
- average daily amount of funding 
from head office or branches 7 408 7 918 10 645 15 672 - - 16 982 - - -

- average daily amount owing by 
banks  branches and mutual banks 62 685 73 571 90 042 86 359 - - 90 775 - - -

Liabilities as adjusted 676 894 701 769 731 205 782 173 661 689 741 700 803 857 10,4 12,1 8,38
Liquid asset requirement 33 845 35 088 36 560 39 109 33 084 37 085 40 193 10,4 12,1 8,38
Liquid-assets held 39 052 39 090 42 471 42 989 40 034 38 486 44 341 17,7 -3,9 15,21
SARB notes and coins 90 95 873 1 841 1 61 1 969 - - -
Gold coin and bullion 5 6 5 6 11 -7,5 -13,5
Clearing-account balances 1 22 4 6 26 27 7 -6,7 3,2 -73,95
Treasury bills of the Republic 16 086 13 868 14 373 12 021 17 279 16 716 10 962 -2,2 -3,3 -34,42
Stock issued - Exchequer Act, 1975 - - - - 18 943 18 820 - 49,9 -0,7 -
Securities issued - Public Finance 
Management Act, 1999 20 256 22 168 24 245 27 224 - - 29 292 - - -
Securities of the SARB 630 967 1 071 761 984 844 1 033 15,7 -14,2 22,39
Land Bank bills 1 984 1 965 1 899 1 131 2 656 2 018 1 067 -6,1 -24,0 -47,14

Memorandum items
Cash-management schemes 39 883 41 150 41 713 42 679 37 207 37 507 45 205 -47,4 0,8 20,53
Set-off 79 198 83 014 67 867 76 240 49 517 72 489 79 531 2,2 46,4 9,71
Ratios % % % % % % %
Liquid assets held to liquid assets 
required 115,4 111,4 116,2 109,9 121,0 103,8 110,3
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On 13 July 2001, the Registrar of Banks appointed Advocate J F Myburgh SC as commis-
sioner in terms of section 69A of the Banks Act, 1990 (Act No. 94 of 1990), to investigate
the affairs of Regal Bank, its dealings, business and assets and liabilities, as well as corpo-
rate-governance issues and the roles of the bank’s Chief Executive Officer, directors and
external auditors.  Section 69A was introduced into the Banks Act in 1994 to address the
problem of delays previously experienced with the investigation of possible improper con-
duct by the directors, executive management and other employees of a bank placed under
curatorship.  In essence, section 69A of the Banks Act provides for the appointment of a
commissioner to investigate the business of a bank under curatorship, and prescribes a
period of five months from the date of appointment of the commissioner for the investiga-
tion to be completed. Section 69A also provides for such a commissioner to submit a writ-
ten report within 30 days of the completion of an investigation.

Key to the Commissioner’s investigation were the hearings conducted between 20 August
and 17 October 2001, at which 53 witnesses gave evidence.  Some of the preliminary issues
covered during the hearings included a ruling by the Commissioner that the hearings were
open to the public unless there were justifiable grounds for a witness’s evidence, in whole or
in part, to be heard in camera. During the hearings, 3 516 pages of oral evidence were heard
and transcribed, and some 16 000 pages of documents were handed in as exhibits.

The investigation was completed on 15 November 2001, upon completion of a 645-page
written report, which was submitted to the Registrar of Banks and the Minister of Finance.
The Commissioner also handed a 90-page list of criminal charges, including 18 counts of
fraud, to the Directorate of Public Prosecutions, which, at the time of this Annual Report,
had not yet made a final decision on the action to be taken.

The Commissioner’s report consists of three parts.  Part 1 contains an executive summary
and a detailed indictment against the perpetrators.  Part 2 covers events pertaining to Regal
Bank from 1991, when Mr Jeff Levenstein, the bank’s former Chief Executive Officer, first
made application to establish a bank, to the events leading to the bank’s curatorship in
2001.  Part 3 is an analysis, per subject matter or issue, of the evidence and documents
presented to the Commissioner.  The full report is available on the South African Reserve
Bank’s Internet Website.

Some of the recommendations made in the report included the following:

� Regal Bank should continue to be remain under curatorship pending the outcome of
negotiations with another bank to conclude, in the interests of the depositors, a
scheme of arrangement, rather than the bank being placed into liquidation.

� The Registrar of Banks should refer the Commissioner’s report to the Public
Accountants’ and Auditors’ Board (PAAB), with the request that the PAAB, firstly, hold
an enquiry in terms of section 20(8) of the Public Accountants’ and Auditors’ Act,
1991 (Act No. 80 of 1991), against the responsible auditors of the bank who had
failed to perform their duties with care and skill, or who had performed negligently
and, secondly, conduct a disciplinary hearing into the conduct of those auditors.

� The Banks Act should be amended to increase the powers of the Registrar of Banks
in order to enable the Registrar to take action, such as removing a director from office,
when standards of corporate governance in a bank had been found wanting, before a
stage of curatorship being necessary was reached.

� The Registrar of Companies should open a register of delinquent directors in accord-
ance with the recommendations of the draft report of the second King Commission on
Corporate Governance, on which report more detail is given in Chapter 2 of this
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TABLE 17

ANALYSIS OF OVERDUE ACCOUNTS
Market value

Mortgage Instalment Other Specific of security

loans finance loans Total provisions held

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

Quarter

1999:01 12 137 3 599 9 566 25 302 9 334 15 046

1999:02 12 937 3 993 10 901 27 831 10 406 16 546

1999:03 12 973 3 564 12 021 28 558 11 007 16 510

1999:04 12 664 3 223 13 597 29 484 12 236 16 096

2000:01 12 615 3 126 13 441 29 182 12 530 16 302

2000:02 12 354 3 034 13 944 29 332 12 492 15 604

2000:03 11 953 3 001 14 469 29 424 12 758 15 738

2000:04 11 189 2 999 14 578 28 767 13 242 15 443

2001:01 9 168 3 048 13 975 26 191 11 498 13 160

2001:02 9 279 2 859 13 617 25 755 11 796 12 441

2001:03 9 229 2 965 13 720 25 914 11 483 12 620

2001:04 8 782 2 866 14 546 26 194 12 047 11 985

Average for year

1999 12 678 3 595 11 521 27 794 10 746 16 050

2000 12 028 3 040 14 108 29 176 12 756 15 772

2001 9 115 2 935 13 965 26 014 11 706 12 552

Percentage annual growth % % % % % %

1999 20,1 2,0 52,5 30,3 31,7 19,0

2000 -11,6 -6,9 7,2 -2,4 8,2 -4,1

2001 - - - - - -

Note:  In the new Regulations relating to Banks, which came into effect on 1 January 2001, the definition and classification of overdue
accounts were amended to comply with international best practice.  As a result, data on overdue accounts changed markedly, and
comparisons over time should be made with caution.
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promising secured and thus purportedly safe investments. After the collapse of the
Masterbond group, many small investors lost their entire life savings, resulting in financial
disaster for many of the victims.  The above-mentioned Annual Reports made mention of
the findings of the Nel Commission’s report of November 1997.

In another report released during October 2001, Judge Nel made a number of recom-
mendations aimed, amongst others, at protecting the interests of investors.  Among the
issues addressed were greater controls on the auditing and accounting professions and
the establishment of a single financial regulator.

In addressing the role of the auditing profession, the report noted that, during the 20th cen-
tury, public confidence in the auditing profession and the veracity of audited financial state-
ments had started to decline.  It was further noted that this decline had led to the creation
of an independent oversight body for the profession in the United Kingdom and that similar
steps had been recommended in the Republic of Ireland.  It was recommended that a local
independent public oversight body be created for the auditing and accounting professions.
This body should have all such powers as would be necessary to regulate and oversee the
respective activities of auditors and accountants.  The creation of such a body would be
likely to increase the level of, amongst others, accountability within these professions.  The
Bank Supervision Department would welcome the establishment of, and maintain an active
relationship with, such a body.  This is all the more necessary in view of the reliance placed
on the work and integrity of external auditors in the methodology followed in the supervi-
sion and regulation of banks.

A need for more holistic regulation of the financial industry was also identified.  The report
stated that a fragmented system of financial regulators could not deliver the standards of
investor protection and supervision to which both the industry and the public were entitled.
Accordingly, the report recommended the establishment of a single autonomous regulatory
authority, which should incorporate the various fragmented functions of a variety of financial
regulators.  The recommendation was that such a single regulatory authority should have
wide-ranging powers to make rules, in support of the following objectives, amongst others:

� Investor protection.

� Maintenance of fair, efficient, transparent and orderly investment markets.

� Maintenance of public confidence in financial markets.

� Minimisation of financial crime and misconduct.

� Reduction of systemic risk, that is, the risk of a collapse of markets.

� Assistance to the Government in maintaining the stability of monetary and financial
systems.

CURATORSHIP OF REGAL TREASURY PRIVATE BANK LIMITED

During the second quarter of 2001, Regal Treasury Private Bank Limited (Regal Bank), one
of South Africa’s small banks, was subject to unusually large-scale withdrawals by its
depositors.  This run on Regal Bank is believed to have been caused by the external aud-
itors of the bank’s controlling company rescinding their approval of the company’s 2001
financial statements.  The concomitant outflow of funds led to Regal Bank finding it
extremely difficult to maintain the required levels of liquidity.  Consequently, the bank had to
be placed under curatorship on 26 June 2001.
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TABLE 18

ANALYSIS OF OVERDUE ACCOUNTS:  SELECTED RATIOS
Specific Net overdues1

Specific provisions and Specific as percentage

provisions as a securities held Overdues as provisions as a of net qualifying

percentage of as percentage of percentage of percentage of capital and

total overdues total overdues advances advances reserves

% % % % %

End of quarter

1999:01 36,9 96,4 4,5 1,7 21,2

1999:02 37,4 96,8 4,7 1,8 25,1

1999:03 38,5 96,4 4,8 1,9 24,7

1999:04 41,5 96,1 4,9 2,0 22,1

2000:01 42,9 98,8 4,6 2,0 19,5

2000:02 42,6 95,8 4,7 2,0 19,2

2000:03 43,4 96,9 4,5 2,0 18,5

2000:04 46,0 99,7 4,3 2,0 15,3

2001:01 43,9 94,1 3,7 1,6 19,2

2001:02 45,8 94,1 3,5 1,6 18,8

2001:03 44,3 93,0 3,4 1,5 18,7

2001:04 46,0 91,7 3,2 1,5 17,3

Average for year

1999 38,6 96,4 4,7 1,8 23,3 

2000 43,7 97,8 4,5 2,0 18,0 

2001 45,0 93,3 3,5 1,6 18,5 

1.  Net overdues = gross overdues less specific provisions.
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before they become acute.  The relevant sources of information have to be identified, and
the tools required to obtain and to handle the data have to be available or be developed.

Although the supervisor has available a range of corrective tools to resolve a weak bank,
the primary responsibility rests with the bank’s board of directors and, through the direct-
ors, the management of the bank.  Not only should the supervisory measures be propor-
tionate to the problem, but the corrective actions should also fit the scale of the problem
and be set within a clear time frame.  A balance has to be struck between rigid, prompt
corrective actions and general, less binding frameworks.  An ideal approach would include
rules for pre-agreed acceptable supervisory actions, whilst allowing flexibility in particular
circumstances.  A balance also has to be struck between informal methods, normally when
a bank’s problems are less serious and its management is cooperative, and more formal
actions, which are binding on the bank and which include penalties for non-compliance.
Revocation of a bank’s registration and licence remains the ultimate sanction.

The action plans for the resolution of a weak bank have to be detailed and specific.  Such
plans also need to show how the bank’s financial position will be restored.  Furthermore,
the supervisor has to be able to assess continually whether there has been satisfactory
progress, or whether additional action is necessary.

The supervisor should have in place agreed mechanisms to consult and inform the govern-
ment of the action plans required to resolve distress in a bank.  Other supervisory agencies,
both domestic and foreign, should also be informed.  When disclosure is considered, the
overriding consideration has to be whether such disclosure will contribute to the supervi-
sor’s objective of resolving the weak bank.

If the prospect of a bank’s insolvency remains, the supervisor has to consider private-sector
solutions.  These include a merger with a healthy bank, recapitalisation and a change of
management, or ring fencing of the bad debts into a separate legal entity, funded by long-
term debentures or preference shares.  If no investor is willing to step in, or if reimburse-
ment of a weak bank’s depositors is less costly than other options, repayment of depositors
through a curatorship and, eventually, liquidation become unavoidable.

In certain circumstances, public funds could be used to provide liquidity support to a weak
bank, as discussed comprehensively in the 1999 Annual Report of the Bank Supervision
Department.  The central bank may consider the discretionary provision of emergency
liquidity assistance, in addition to the normal accommodation facilities, to an illiquid but
solvent bank.  Since such assistance will involve the use of taxpayers’ money, the decision
should be made and funded by government and not the central bank.  Such support
should be linked to other, more permanent measures, such as a change in the ownership
structure of the bank concerned at a future date.

In some cases, for example, when a weak bank is part of a larger group or is a foreign-con-
trolled bank, the supervisor has to take into account particular factors of relevance.
Possible options, such as ring fencing of the bank, also have to be considered.

INVESTOR PROTECTION

As reported in the 1997 and 1998 Annual Reports, the Commission of Inquiry into the
Affairs of the Masterbond Group and Investor Protection in South Africa, chaired by the
Honourable Mr Justice H C Nel and generally known as the Nel Commission, was appoint-
ed by the then State President in 1992.  This appointment followed a public outcry in the
wake of the failure of the Masterbond group of companies during the early 1990s. Over a
number of years, these companies had attracted approximately R1 billion in investments by
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TABLE 19

LARGE CREDIT EXPOSURES
Utilised Granted 

as a percentage as a percentage

Utilised as a of net qualifying of net qualifying

percentage of capital and capital and

Granted Utilised advances reserves reserves

R million R million % % %

Quarter

1999:01 500 944 170 878 30,4 324,0 949,9

1999:02 521 448 164 939 28,0 299,3 946,3

1999:03 493 451 156 842 26,4 271,1 852,9

1999:04 498 890 152 298 25,3 256,3 839,6

2000:01 572 012 155 988 24,8 250,6 919,0

2000:02 595 509 167 290 26,7 259,8 924,8

2000:03 679 507 173 978 26,7 264,5 1 033,0

2000:04 689 984 194 041 29,1 270,8 962,8

2001:01 1 287 424 124 516 17,8 164,0 1 695,6 

2001:02 1 396 682 139 118 19,0 185,7 1 864,8 

2001:03 1 395 267 160 015 20,8 208,6 1 818,7 

2001:04 1 425 698 179 447 20,8 218,8 1 738,1 

Average for year

1999 503 683 161 239 27,5 287,7 897,2

2000 634 253 172 824 26,8 261,4 959,9

2001 1 376 268 150 774 19,6 194,3 1 779,3 

Percentage annual growth % %

1999 2,7 -5,5

2000 38,3 27,4

2001 - -
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that any financial institution can be viewed in terms of the extent to which it retains the fol-
lowing core risk types:

� Credit risk - the risk that creditors will default on their obligations.

� Market risk - the risk of loss arising from fluctuations in the market value of assets,
together with the risk of liabilities arising from movements in market prices.

� Insurance risk - the risk of loss from underwriting and reinsurance.

� Governance risk - the risk of loss arising from inadequate internal controls, lack of
accountability within an institution, operational failure and poor management.

Although the extent of these risks may vary between banking, insurance and markets, a
case can be made for the regulator to treat similar risks in a similar manner.  No single
regulator, however, can provide the assurance of a financial system with a complete
absence of failures and, in particular, no regulator has the capacity to eliminate fraud.

The most important factor governing a single regulator’s effectiveness is the prudential
framework of laws, standards and operational procedures covering inspection and ana-
lysis.  Globally, the necessary legislative reforms in associated industry laws and regulatory
powers have lagged well behind institutional reforms.

In South Africa, we would be well advised to learn from the single regulatory agencies
around the globe.  South Africa should therefore first put into place the legal structure and
powers necessary to ensure that scarce resources are retained in order to develop policies
that are appropriate to the rapidly evolving financial scene.  All stakeholders should be
invited to participate in the development of a strategic framework with a view to ensuring
an efficient and orderly process of integration.  In order to achieve the sustainability of such
a regulatory agency, there should be extensive public debate on both the funding of the
integration process and the agency’s future funding.

Ultimately, however, the success of a single regulator will depend on the cooperative
arrangements between the regulator, the Minister of Finance/National Treasury and the
SARB.  All three pillars of economic management need to be assured of a flow of informa-
tion that will enable each one to operate effectively, especially in times of stress.

RESOLUTION OF WEAK BANKS

Weak banks are a worldwide phenomenon.  The task of the banking supervisor is to iden-
tify the problem at an early stage, agree on a plan for corrective action with the directors of
the bank concerned, devise resolution techniques if the corrective action proves not to be
working or to be too late and have ready an exit strategy if all fails.

A weak bank can be defined as a bank whose solvency will be threatened unless the bank
can achieve a major improvement in its financial resources, strategic business direction
and/or quality of its management in the near future.  Given the need to maintain confid-
ence in the financial system, the supervisor must try to preserve the value of a weak
bank’s assets with minimal disruption to its operations.  At the same time, the resolution
costs should be minimised.  The result may well be that such a weak bank ceases to exist
as a legal entity.

The supervisor has to distinguish clearly between the symptoms and the causes of a
bank’s problems.  These problems have to be identified and addressed at an early stage,
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TABLE 20

PROFITABILITY OF ASSETS
Advances Investments

Reasonable Small No Not Infra-

Money margin margin yield Profitable profitable structure Total

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

Quarter

1999:01 14 912 535 625 42 402 13 693 16 535 4 073 43 941 671 180

1999:02 14 568 554 699 44 975 16 344 19 511 3 166 43 403 696 665

1999:03 15 438 577 516 43 734 11 905 20 239 4 216 48 210 721 258

1999:04 18 029 579 059 41 384 12 506 20 359 3 158 47 923 722 418

2000:01 14 528 609 549 36 208 13 964 24 233 4 106 42 406 744 994

2000:02 14 251 606 628 43 099 14 635 24 467 5 100 42 019 750 199

2000:03 15 080 649 909 35 805 15 721 24 681 7 079 39 963 788 238

2000:04 19 843 662 541 43 253 15 614 28 188 9 911 39 171 818 522

2001:01 16 092 657 933 54 373 20 903 37 936 11 324 54 180 852 677

2001:02 16 450 686 296 69 850 20 237 34 575 8 517 57 303 893 229

2001:03 17 879 717 522 66 542 22 017 36 245 11 371 52 571 924 146

2001:04 24 526 797 414 60 023 20 858 83 892 4 381 52 519 1 043 614

Average for year

1999 15 737 561 725 43 123 13 612 19 161 3 653 45 869 702 880

2000 15 926 632 157 39 591 14 983 25 392 6 549 40 890 775 488

2001 18 737 714 791 62 697 21 004 48 162 8 898 54 143 928 417

Percentage annual growth % % % % % % % %

1999 22,0 9,9 14,9 2,1 31,8 -8,9 15,6 11,2

2000 10,1 14,4 4,5 24,9 38,5 213,8 -10,9 13,3

2001 23,6 20,4 38,8 33,6 197,6 -55,8 34,1 27,5
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� Market misconduct - The second source gives rise to regulation that is directed at
disclosure of information and the prevention of fraud, market manipulation and other
forms of false and misleading behaviour.

� Asymmetry of information - The third source arises when buyers and sellers of finan-
cial products are unlikely to be on an equal footing, regardless of the amount of infor-
mation that is disclosed.  When the disparity between buyers and sellers and the
potential damage that may arise from the failure of a financial institution are sufficiently
great, this source of market failure warrants prudential regulations that are aimed at
reducing the probability of failure to an acceptable level.

� Systemic instability - The final source of market failure, systemic instability, is peculiar
to financial markets.  These markets often function efficiently only to the extent that
participants have confidence in the ability of markets to do so.  A sudden loss of con-
fidence in some institutions can be sufficiently damaging as to cause otherwise
unrelated and sound institutions to fail and, in special circumstances, may even threat-
en the stability of the entire financial system.  The risk of this type of contagion is great-
est in the payment system, but may well extend beyond payments in times of crisis.

In the single-regulator model, the regulator would be given responsibility for correcting each
of the four sources of market failure and for supervisory oversight of all institutions that are
subject to such failure.  A single regulator as defined here can, however, not be found any-
where.  The most common structure is that in which prudential regulation is allocated to
separate regulatory agencies according to institutional groupings.  Integrated regulators
around the world have in common that they bring together, under one roof, all major forms
of prudential regulation.

Most integrated regulators can be classified as versions of the functional approach to regu-
lation in that a regulator is assigned to each source of market failure.  The global trend
toward integrated regulation can thus be viewed as a restructuring of regulatory agencies
along functional lines.

A single financial regulator will generally have a wide range of responsibilities, powers and
organisational structures.  The power to make regulatory policy and responsibility for super-
visory oversight should vest in the same agency.  The regulatory powers should include
authorisation and licensing, the power to inspect and to request information and enforce-
ment powers, such as the authority to give directions, to suspend operations and to
appoint a curator to a regulated institution.

A single regulator is not, in and of itself, a solution to regulatory failure.  Correction of regula-
tory failure requires better regulation.  This, in turn, requires the setting of more appropriate
prudential and market-conduct standards, improved surveillance and strengthening of
enforcement.  A single regulator may help to facilitate this process, but does not, by itself,
cause these changes to occur.

The most obvious advantage of a single regulator is that it brings the various regulated
components of financial conglomerates under one agency.  Common standards across
industry groupings for large exposures, intragroup exposure and capital adequacy help to
promote the stability of the financial sector.

The primary long-term objective of a single regulator is the development of an approach to
regulation that looks through the institutional structure of financial entities and imposes
regulatory requirements on the basis of risk.  The linking of regulatory responses to risk is
fundamental to the risk-based approach to prudential regulation.  This approach assumes
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TABLE 21

OPEN POSITION IN FOREIGN CURRENCY
Commit- Commit-

Total Total ments to ments Mismatched

foreign- foreign- purchase to sell forward

exchange exchange Net spot foreign foreign commit- Foreign

assets liabilities position currency currency ments branches

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

Average month-end 
balance for quarter

1999:01 4 132 6 962 -2 830 163 535 160 701 2 834 -59

1999:02 5 136 7 269 -2 134 155 278 153 188 2 090 -41

1999:03 6 699 6 997 -297 148 133 148 010 122 -39

1999:04 6 252 6 312 -61 139 678 139 817 -139 -7

2000:01 7 629 6 379 1 250 133 251 134 579 -1 328 11

2000:02 6 652 6 267 385 141 198 141 685 -487 30

2000:03 7 567 6 705 862 135 461 136 488 -1 028 31

2000:04 7 119 7 126 -7 137 972 138 193 -221 32

2001:01 7 640 7 343 297 148 044 148 230 -186 44

2001:02 8 609 7 745 864 152 035 152 743 -708 36

2001:03 10 410 7 843 2 567 171 453 173 867 -2 415 30

2001:04 9 518 7 937 1 581 161 092 162 531 -1 439 40

Month-end balance for year

Dec 1999 6 068 5 923 145 123 126 123 617 -491 6

Dec 2000 7 299 7 370 -72 138 337 138 559 -221 36

Dec 2001 9 035 7 903 1 131 151 083 152 090 -1 007 42

Average for year

1999 5 555 6 885 -1 330 151 656 150 429 1 227 -36

2000 7 242 6 619 623 136 971 137 736 -766 26

2001 9 044 7 717 1 327 158 156 159 343 -1 187 38

Percentage annual growth % % % % % % %

1999 47,8 -13,3 105,3 -19,0 -17,1 -116,2 108,4

2000 20,3 24,4 -149,3 12,4 12,1 54,9 557,1

2001 23,8 7,2 1 682,4 9,2 9,8 -355,0 17,8


