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Vision
A sound, well-functioning and internationally competitive banking system.

Mission
To promote the soundness of the banking system and contribute to financial stability.

Business philosophy
Market principles inform all our activities and decisions, and we strive to act with professionalism, 
integrity, credibility and impartiality at all times. We liaise with each individual bank through a 
single point of entry – a relationship manager, assisted by a team with diverse competencies. We 
follow a risk-based supervisory approach and our objective is to add value. We place emphasis 
on empowering our staff to ensure that all interaction and service delivery is characterised by 
professionalism, and a high premium is placed on ethical behaviour at all levels of activity. A 
relationship of mutual trust between the Bank Supervision Department and all other key players 
is regarded as essential and is built up through regular open communication. In our endeavours 
to foster a stable banking sector, we contribute to creating the foundation for sustainable growth 
in the economy.

Purpose of the Annual Report

Legal basis for the Annual Report:

The Annual Report is issued in terms of section 10 of the Banks Act 94 of 1990 which prescribes 
the following:

10. Annual report by Registrar
(1)  The Registrar shall annually submit to the Minister a report on his or her activities in 

terms of this Act during the year under review.
(2)  The Minister shall lay a copy of the report referred to in subsection (1) upon the Tables 

in Parliament within 14 days after receipt of such report, if Parliament is then in ordinary 
session, or, if Parliament is not then in ordinary session, within 14 days after the 
commencement of its next ensuing ordinary session.

© South African Reserve Bank

All rights reserved. No part of this publication may be reproduced, stored in a retrieval system, or transmitted in any form or by 
any means, electronic, mechanical, photocopying, recording or otherwise, without fully acknowledging the Bank Supervision 
Department Annual Report of the South African Reserve Bank as the source. The contents of this publication are intended for 
general information only and are not intended to serve as financial or other advice. While every precaution is taken to ensure the 
accuracy of information, the South African Reserve Bank shall not be liable to any person for inaccurate information or opinions 
contained in this publication.

This issue of the Bank Supervision Department Annual Report focuses mainly on the 12-month period ending 
31 December 2014. However, selected developments up to the time of finalisation were also reported on.

Obtainable from:
Bank Supervision Department
South African Reserve Bank
P O Box 8432, Pretoria, 0001
Tel. 27-12-313 3218 ISSN 1811-4431

Also available on the Internet at: http://www.resbank.co.za



Bank Supervision Department Annual Report 2014

Contents

Chapter 1: Registrar of Banks’ review ............................................................................ 1

1.1 Introduction ............................................................................................................. 1

1.2 Bank Supervision Department’s strategic focus areas ............................................. 2

1.3 Key international developments, recommendations and focus areas ....................... 2

1.4 High-level overview of key banking-sector trends .................................................... 3

1.5 Thematic topics for 2014 ......................................................................................... 6

1.6  Update on the implementation of a Twin Peaks model of financial 
regulation in South Africa ......................................................................................... 8

1.7 Participation in international surveys ........................................................................ 8

1.8 Participation in international regulatory and supervisory forums ............................... 10

1.9 Participation in domestic regulatory and supervisory forums ................................... 17

1.10 Regional cooperation and interaction ...................................................................... 17

1.11 Curatorship of African Bank Limited ........................................................................ 18

1.12 International Monetary Fund’s assessment of the Core Principles ........................... 18

1.13  Basel Committee on Banking Supervision’s Regulatory Consistency 
Assessment Programme ......................................................................................... 20

1.14 Issues to receive particular attention during 2015 .................................................... 20

1.15 Expression of gratitude ............................................................................................ 21

Chapter 2:  Overview of supervisory activities ................................................................ 22

2.1 Introduction ............................................................................................................. 22

2.2 Credit risk ................................................................................................................ 22

2.3 Market risk ............................................................................................................... 25

2.4 Operational risk ....................................................................................................... 26

2.5 Asset and liability management risk ......................................................................... 29

2.6 Capital management ............................................................................................... 29

2.7 Pillar 3: disclosure .................................................................................................... 31

2.8 Consolidated supervision ........................................................................................ 32

2.9 Anti-money laundering and countering the financing of terrorism ............................ 32

2.10 Recovery planning ................................................................................................... 34

2.11 Cooperative banks................................................................................................... 35

Chapter 3:  Developments relating to banking legislation ............................................... 36

3.1 Introduction ............................................................................................................. 36

3.2 The Banks Act 94 of 1990 ....................................................................................... 36

3.3 Update regarding amendments to the Regulations relating to Banks ....................... 36

3.4 Illegal deposit-taking ................................................................................................ 37

3.5 Developments regarding Postbank .......................................................................... 38



Bank Supervision Department Annual Report 2014

Appendices

1. Organisational structure of the Bank Supervision Department ..............................  40

2.  Registered banks, mutual banks and local branches of foreign 
banks as at 31 December 2014 ............................................................................  42

3.  Name changes and cancellation of registration of banks and branches of 
foreign banks during the period 1 January 2014 to 31 December 2014 ................  44

4. Registered controlling companies as at 31 December 2014 ..................................  45

5. Foreign banks with approved local representative offices .....................................  46

6. Banks Act Circulars, Directives and Guidance Notes issued in 2014 .....................  48

7. Exemptions and exclusions from the application of the Banks Act 94 of 1990 ......  49

8.  Approval of applications in terms of section 52 of the Banks Act 94 of 1990  
for local banking groups to acquire or establish foreign interests for the period 
1 January 2014 to 31 December 2014 ..................................................................  50

9.  Memorandums of understanding concluded between the Bank Supervision 
Department of the South African Reserve Bank and foreign supervisors 
as at 31 December 2014 .......................................................................................  52

10.  Summary of key matters communicated by the Basel Committee on 
Banking Supervision .............................................................................................  54

Figures

1.1   Shareholding structure of the South African Banking sector 
(nominal value of shares) (per cent) .......................................................................  4

1.2 Structure of the Basel Committee on Banking Supervision (2014) .........................  10

2.1 Composition of risk-weighted exposure ................................................................  22

2.2 Credit risk reporting methods applied by banks as at 31 December 2014 ............  23

2.3 Operational risk reporting methods applied by banks as at 31 December 2014 ....  27

3.1 Inspections relating to illegal deposit-taking schemes ...........................................  38

Tables

1.1 South African banking sector: number of entities registered or licensed ...............  3
1.2  South African banking sector: number of approvals for local and international 

expansions granted in terms of section 52 of the Banks Act, 1990 .......................  4
1.3 Selected indicators for the South African banking sector ......................................  5
2.1 Penalties imposed on banks in 2014 .....................................................................  33
2.2 On-site inspections ...............................................................................................  34
3.1 Inspections relating to illegal deposit-taking schemes ...........................................  38

References ...................................................................................................................  59

Abbreviations ...............................................................................................................  59



1Bank Supervision Department Annual Report 2014

Chapter 1: Registrar of Banks’ review

1.1 Introduction
Supported by accommodative monetary policy, the global economic recovery strengthened 
modestly during 2014. Globally, however, monetary policy faces the challenge of balancing 
economic benefits and financial stability risks. While economic benefits are becoming more 
evident in certain countries, market and liquidity risks have increased and could impact 
adversely on financial stability. Global economic growth is therefore not yet sufficiently robust 
to quell lingering fears about the sustainability of the global economic recovery. Accordingly, 
the soundness of the global banking system is an essential precondition for the achievement of 
sustainable economic growth. 

A robust regulatory and supervisory framework for banks creates not only an environment 
that promotes the safety and soundness of individual banks and the banking system as a 
whole, but also an environment conducive to sustainable investment. Since the recent global 
financial crisis, banks have introduced stabilising measures and adapted largely to new regulatory 
realities by maintaining higher levels of capital and introducing balance-sheet optimisation. 
Banks are currently also introducing more fundamental changes to their business models, 
including the restructuring of their businesses, the repricing of products and the reallocation of 
capital across activities.

In its annual reports of the past few years, the Bank Supervision Department (the Department) 
of the South African Reserve Bank (the Bank) focused on, among other things, the aftermath of 
the global financial crisis and the comprehensive regulatory reforms announced to address the 
causes thereof. In accordance with the agreed post-financial crisis reform agenda of international 
standard-setting bodies such as the Group of Twenty (G-20), the Financial Stability Board 
(FSB) and the Basel Committee on Banking Supervision (Basel Committee), the process of 
strengthening the South African regulatory and supervisory framework to promote and enhance 
financial stability, and the safety and soundness of banks and banking groups continued during 
2014.

The year under review also saw two significant international reviews of the Department’s policies 
and procedures in terms of international benchmarking exercises, namely the assessment by 
the International Monetary Fund (IMF) of the Basel Committee’s Core Principles for Effective 
Banking Supervision (Core Principles) and the initiation of the Basel Committee’s Regulatory 
Consistency Assessment Programme (RCAP). Both these reviews were performed by teams 
of experienced international banking supervisory peers. These reviews provide valuable insight 
into the Department’s policies and processes, confirm areas of strength and identify areas that 
require further development or refinement. 

Another significant event during 2014 was African Bank Limited (African Bank) being placed 
under curatorship on 10 August 2014 despite the Department intensifying its active engagement 
with the management and Board of Directors (Board) of African Bank since the end of 2012. In 
this regard, the Department expressed concerns particularly around African Bank’s impairment 
and provisioning policy, its rapid credit growth and the need to reconsider its business model. 
Throughout 2013 and 2014, the Department continued to encourage African Bank to address the 
concerns raised, and in September 2014 the Bank instituted a formal independent investigation 
of the circumstances that gave rise to African Bank being placed under curatorship. A written 
report was submitted to the Registrar of Banks in the first quarter of 2015. On the whole, 
however, South Africa’s banking sector remains healthy and robust.1

1. South African 
Reserve Bank media 
release titled ‘South 
African Reserve Bank 
investigation into 
African Bank’, issued on 
2 September 2014 and 
address by the Governor 
at a press conference 
on 10 August 2014, 
available at http://
www.resbank.co.za/.
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The remainder of this chapter considers the Department’s strategic focus areas, provides an 
overview of key international regulatory developments in the year under review, elaborates 
further on the two aforementioned international reviews and considers the 2014 thematic (or 
flavour-of-the-year) topics.

1.2 Bank Supervision Department’s 
strategic focus areas

The strategic focus areas (SFAs) guide the activities of the Department to focus resources 
where the need is most pronounced. Each year the Department reviews its SFAs, taking 
into consideration the changing external environment, changes emanating from international 
regulatory developments, and emerging and actual trends in the South African banking sector. 
Good progress was made towards achieving the objectives relating to the SFAs, which included, 
among others, influencing international regulatory standards in the interest of both South Africa 
specifically and the African continent in general, participating in the design and implementation 
of the Twin Peaks regulatory framework, assessing risks arising from the continued expansion 
of South African banking groups into the African continent, embedding the principles of a 
forward-looking approach into the supervisory framework, and building and strengthening the 
Department’s human resources capacity. The Department’s strategy in 2015/16 will be guided 
by the establishment of the Bank as the Prudential Authority and any related provisions in the 
enacting legislation relating to the Twin Peaks model of financial regulation.

1.3  Key international developments, 
recommendations and focus areas

1.3.1 Introduction
As a member of the Basel Committee, and in order to ensure a level playing field between South 
African banks and other internationally active banks, the Department regards the full, timely and 
consistent implementation of internationally agreed frameworks, requirements and standards 
as critical. 

During 2014 the Basel Committee issued various documents and further requirements2 that 
will, over the next few years, materially impact on the regulation and supervision of banks and 
banking groups on matters such as:

• a leverage ratio framework and disclosure requirements, issued on 12 January 2014;

• guidance for supervisors on market-based indicators of liquidity, issued on 12 January 2014;

• disclosures related to the liquidity coverage ratio (LCR), issued on 12 January 2014;

• restricted version of committed liquidity facilities (CLFs), issued on 12 January 2014;

•  risk management guidelines related to anti-money laundering and terrorist financing, issued 
on 15 January 2014;

• fundamental elements of banks’ capital planning process, issued on 23 January 2014;

•  the standardised approach for measuring counterparty credit risk exposures, issued on 
31 March 2014;

• external audits of banks, issued on 31 March 2014;

• exposures to central counterparties, issued on 10 April 2014;

• measuring and controlling large exposures, issued on 15 April 2014;

• frequently asked questions on the Basel III framework’s LCR, issued on 16 April 2014;

• principles for effective supervisory colleges, issued on 26 June 2014;

• principles for the sound management of operational risk, issued on 6 October 2014;

2. The key matters 
communicated by 
the Basel Committee 
in respect of these 
documents and 
requirements are 
summarised in 
Appendix 10.
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•  frequently asked questions on the Basel III leverage ratio framework, issued on 7 October 
2014;

• the net stable funding ratio (NSFR), issued on 31 October 2014; and

• revisions to the securitisation framework, issued on 11 December 2014.

1.3.2 Ongoing development of regulatory reforms
As a member of the Basel Committee, South Africa, through the Bank and the Department 
in particular, contributes to the initiatives, strategies and the development of new or amended 
requirements and standards to comprehensively address the fundamental weaknesses revealed 
by the global financial crisis. The Department is also actively involved in developing regulatory 
reforms that promote the safety and soundness of the banking system, and that continue to 
support long-term economic growth.

1.4 High-level overview of key 
banking-sector trends

1.4.1 Banking entities registered in South Africa
The number of entities that have been registered or licensed with the Department since 2005 
is presented in Table 1.1. As at the end of December 2014, the number of banking institutions 
reporting data to the Department remained unchanged at 31 (excluding three mutual banks, but 
including one institution conducting banking business in terms of an exemption from the provisions 
of the Banks Act 94 of 1990 (Banks Act), namely Ithala Limited). The number of international 
banks with authorised representative offices in South Africa declined from 43 in December 2013 
to 40 in December 2014. As at the end of December 2014, one bank namely African Bank was 
under curatorship. Detailed commentary regarding the entities registered or licensed with the 
Department at the end of 2014 can be obtained from appendices 2, 3, 4, 5 and 7.

1.4.2  Shareholding structure
The shareholding structure of South African banks  is depicted in Figure 1.1. Foreign shareholders 
held 50,0 per cent of the nominal value of the total South African banking sector’s shares in 
issue at the end of December 2014. The foreign shareholding of 63,5 per cent in Absa Bank 
Limited contributed significantly to the high percentage of banking-sector shares held by foreign 
shareholders. Domestic shareholders accounted for 24,3 per cent and shareholders with less 

Table 1.1 South African banking sector: number of entities registered or licensed

2005 2006 2007 2008 2009 2010 2011 2012 2013 2014

Banks* ................................. 19 19 19 19 18 17 17 17 17 17

Mutual banks ....................... 2 2 2 2 2 2 2 3 3 3

Branches of international 
banks in the Republic of 
South Africa......................... 15 14 14 14 13 13 12 14 14 14

Representative offices.......... 47 43 46 43 42 41 43 41 43 40

Controlling companies ......... 15 15 15 15 15 15 15 15 15 15

Banks under curatorship ..... 0 0 0 0 0 0 0 0 0 1

Banks in receivership ........... 0 0 0 0 0 0 0 0 0 0

Banks in final liquidation ...... 2 2 2 2 2 2 2 2 2 2

*  Includes active banks and banks exempted by the Registrar of Banks (with effect from 1 July 1996) in terms of the Supervision 
of Financial Institutions Rationalisation Act 32 of 1996 and section 1(cc) of the Banks Act, 1990
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than 1 per cent shareholding comprised 25,8 per cent of the nominal value of banking-sector 
shares in issue at the end of December 2014.

 
December 2013

47,7

24,3

28 50,0
24,3

25,7

Less than 1 per cent shareholding

Domestic shareholding

Foreign shareholding

 
December 2014

Figure 1.1 Shareholding structure of the South African banking sector 
 (nominal value of shares) (per cent)3

1.4.3 Approval of local and foreign expansions 
by South African banking groups

Table 1.2 presents the number of applications the Department has approved in terms of section 
52 of the Banks Act since 2005. The majority of the applications received in 2014 were submitted 
by the five largest banking groups.4 

1.4.4 Key banking-sector trends
Total banking-sector assets increased by 8,8 per cent5 to R4 179 billion at the end of December 
2014 (December 2013: R3 842 billion) mainly due to a 9 per cent increase in gross loans 
and advances, and a 22,3 per cent increase in investment and trading securities (refer to 
Table 1.3). All categories of gross loans and advances grew, with the exception of loans granted 
and deposits placed under resale agreements. The largest measured growth in rand was in term 
loans (R108 billion), commercial mortgages (almost R33 billion), lease and instalment debtors 
(R22 billion) and overdrafts (R19 billion). Investment and trading securities increased largely due 
to increases of R25 billion in both government and government-guaranteed securities, and other 
dated securities. The gap in the banking sector’s growth of assets compared to the growth in 
gross loans and advances widened to almost 300 basis points in June 2014 before reducing to 
23 basis points in December 2014. Although the category gross loans and advances was the 
main driver of growth in the banking sector’s balance sheet, growth in assets other than loans 
and advances was offset by contractions in pledged assets in the first quarter of 2014, and in 
derivative financial assets and other assets in the second quarter.

3. The data 
used to construct 
Figure 1.1 as at the 
end of December 2014 
exclude African Bank 
Investments Limited.

Table 1.2  South African banking sector: number of approvals for local and international 
expansions granted in terms of section 52 of the Banks Act, 1990

2005 2006 2007 2008 2009 2010 2011 2012 2013 2014

Local ................................... 29 16 12 15 10 16 19 12 19 13

Foreign* ............................... 17 8 25 19 26 22 27 14 21 25

Total .................................... 46 24 37 34 36 38 46 26 40 38

* Excludes transactions undertaken by Investec plc

4. Refer to Appendix 8 
for more information.

5. All percentage 
movements are 
year on year, unless 
stated otherwise.
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Gross loans and advances constituted 75,54 per cent (December 2013: 75,43 per cent) of the 
sector’s assets as at 31 December 2014. Other significant asset classes included investment 
and trading securities, short-term negotiable securities, and derivative financial instruments 
constituting 7,43 per cent, 5,61 per cent and 4,96 per cent respectively of total assets as at 
31 December 2014. Derivative financial instruments, as a percentage of total assets, declined 
compared to December 2013, whereas investment and trading securities, as a percentage 
of total assets, increased during the period under review. Home loans, term loans, and lease 
and instalment debtors comprised the most significant portion of gross loans and advances, 
although both home loans and lease and instalment debtors declined as a percentage of 
total gross loans and advances during the period under review. Assets were largely funded 
by deposits, current accounts and other creditors (88,13 per cent of total liabilities as at 
31 December 2014), derivative financial instruments (6,22 per cent of total liabilities) and term 
debt (3,61 per cent of total liabilities). Fixed and notice deposits constituted 28,73 per cent of 
total deposits as at 31 December 2014, with current accounts and call deposits comprising 
the next largest portion at 20,01 per cent and 17,88 per cent respectively at the end of 

Table 1.3 Selected indicators for the South African banking sector 

Dec 
2013

Mar  
2014

Jun  
2014

Sep 
2014

Dec 
2014

Balance sheet

 Total assets (R billions) ....................................................... 3 842  3 961  4 025  4 127  4 179 

 Total assets: year-on-year growth (per cent) ...................... 5,18 7,03 6,28 9,55 8,77

 Gross loans and advances (R billions) ................................ 2 967  3 084  3 159  3 207  3 234 

 Gross loans and advances: year-on-year growth (per cent) 7,76 8,94 9,18 10,04 9,00

 Total equity (R billions) ....................................................... 306 304 311 313 318

Profitability

 Cost-to-income (smoothed) (per cent) ............................... 53,65 54,11 54,74 54,32 54,39

 Return on equity (smoothed) (per cent) .............................. 14,73 13,83 13,76 14,13 14,47

 Return on assets (smoothed) (per cent) ............................. 1,11 1,03 1,02 1,05 1,06

Capital adequacy

 Common equity tier 1 capital-adequacy ratio (per cent) ..... 11,77 11,51 11,37 11,12 11,38

 Tier 1 capital-adequacy ratio (per cent) .............................. 12,42 12,08 11,92 11,66 11,92

 Capital adequacy ratio (per cent) ....................................... 15,58 14,84 14,79 14,34 14,74

Credit risk

 Impaired advances (R billions) ............................................ 108 108 109 107 106

  Impaired advances as a percentage of total advances  
(per cent) ........................................................................... 3,64 3,51 3,44 3,35 3,27

  Specific credit impairments as a percentage of impaired  
advances (per cent) ........................................................... 45,84 46,3 46,15 48,95 48,99

  Specific credit impairments as a percentage of gross loans  
and advances (per cent) .................................................... 1,67 1,63 1,59 1,64 1,6

Note: 

This table presents an overview of the financial and risk information, compiled by means of the aggregation of data submitted 
during 2013 and 2014 from individual South African-registered banks (including domestic branches of international banks but 
excluding offshore branches and subsidaries of South African banks, mutual banks and cooperative banks). Information represents 
aggregated banks-solo information. Smoothed refers to calculations based on a 12-month moving average. Information is subject 
to change without notice. Banking-sector data are available at http://www.resbank.co.za/RegulationAndSupervision/
BankSupervision/Banking%20sector%20data/Pages/default.aspx.
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December 2014. Most deposits were made by corporates (42,92 per cent as at 31 December 
2014), with retail customers’ deposits at 24,57 per cent and banks’ deposits at 12,44 per cent 
constituting other significant sources of deposits for the sector as at 31 December 2014. The sector 
continued to grow equity, with increases in both share capital (R5,6 billion) and retained earnings 
(R7,4 billion).6

The sector’s smoothed return-on-equity (ROE) ratio declined slightly from 14,73 per cent in 
December 2013 to 14,47 per cent in December 2014. However, during the year under review the 
ROE and return-on-assets (ROA) ratios declined to a low of 13,04 per cent and 0,97 per cent 
respectively before recovering in December 2014. The decline was due to a decline in 12-month 
cumulative profit, largely due to a R4 billion impairment of goodwill reported by African Bank in 
August 2013, as well as R4,3 billion of credit losses reported by African Bank in July 2014. The 
smoothed cost-to-income ratio (also known as the efficiency ratio) increased marginally from 
53,65 per cent in December 2013 to 54,39 per cent in December 2014. The increase was mainly 
due the pace of growth in operating expenses (10,52 per cent) exceeding that of operating 
income (9,01 per cent). A R6,9 billion increase in staff expenses was the main contributor to 
increased operating expenses, with increases in computer processing, fees and insurance, and 
other expenses contributing more than R1 billion each to the sector’s expenses growth. 

The banking sector’s capital-adequacy ratio declined from 15,58 per cent in December 2013 
to 14,74 per cent in December 2014. This decline was largely due to an increase in credit 
and operational risk-weighted exposures, as well as the phasing out of non-Basel III compliant 
capital instruments with effect from 1 January 2014. Accordingly, the total minimum capital 
required increased to 10 per cent with effect from 1 January 2014 as a result of the adopted 
phasing in of the Basel III capital requirements.7

Impaired advances8 reported by the sector declined by 2,08 per cent from R108 billion to 
R106 billion. Most of this decline in impaired advances was due to declines reported by African 
Bank in June 2014 as well as declines reported on credit portfolios using the internal ratings-
based (IRB) approach for calculating and measuring credit risk. The ratio of impaired advances 
to gross loans and advances, a key ratio for assessing credit risk in the sector, declined from 
3,64 per cent in December 2013 to 3,27 per cent in December 2014. This decline was due 
to both the above-mentioned 2,08 per cent decline in impaired advances and the 9 per cent 
increase in gross loans and advances in December 2014. The sector has been increasing 
both portfolio and specific impairments, with these two categories respectively increasing by 
29,45 per cent and 4,65 per cent from R19,4 billion and R49,5 billion in December 2013 to 
R25,1 billion and R51,8 billion in December 2014. Default exposures reported for portfolios 
using the IRB approach for credit risk9 declined by 4,95 per cent to the end of December 2014, 
largely due to a 13,19 per cent decline in residential mortgage default exposures. However, 
selected asset classes reflected increasing default exposures in December 2014, with the small 
and medium enterprise (SME) corporate, qualifying retail revolving credit, and vehicle and asset 
finance categories increasing by 38,12 per cent, 10,76 per cent and 13,78 per cent respectively. 
The Department continues to monitor and engage with the banking sector regarding potential 
risks arising in the sector.

1.5 Thematic topics for 2014

1.5.1 Introduction
The Department identifies certain thematic (or flavour-of-the-year) topics to be discussed with 
banks’ boards annually as part of its ongoing supervisory interventions. Guidance Note 2/201410  
identified the following two topics for 2014:

1. information technology project governance; and
2. market conduct.

6. After taking 
into account the 
losses reported by 
African Bank.

7. Refer to Directive 
5/2013 available at 
http://www.resbank.
co.za/Publications/
Pages/Bank-Act-
directives.aspx.

8. Impaired advances 
are those advances 
in respect of which 
a bank has raised a 
specific impairment 
and include any 
advance or restructured 
credit exposure 
subject to amended 
terms, conditions or 
concessions that are not 
formalised in writing.

9. IRB portfolios 
account for 82,39 per 
cent of total gross 
credit exposure.

10. Available at http://
www.resbank.co.za/
Publications/Pages/
BanksActGuidance.
aspx. 
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Banks’ boards were requested to make presentations and engage with the Department on each 
topic. A review of the Department’s interactions related to these topics is detailed in sections 
1.5.2 and 1.5.3.

1.5.2 Information technology project governance
During 2013 the Department’s information technology (IT) risk team conducted several on-
site reviews, which revealed that some banks had numerous often-complex projects. In line 
with international trends, it was also observed that banks experienced difficulties with regard 
to the governance of IT projects. A self-assessment questionnaire to establish the adequacy 
of IT risk oversight in the South African banking sector was also distributed for completion. 
Despite several reassuring aspects of banks’ IT project governance being highlighted by the 
questionnaire, the results indicated that banks were lacking agility (i.e. the ability to change 
business processes at an acceptable cost and speed, with a primary focus on projects).

Based on these findings, IT project governance was included as a thematic topic for 2014. The 
focus areas which the boards presented on included the following:

• processes through which boards ensured that IT project governance was robust;
• the degree to which significant IT projects affected the strategic direction of the bank;
• the value derived from investment in significant IT projects;
• independent assurance provided to boards on IT project governance; and
•  the degree to which project reporting criteria were clearly defined and aligned with banks’ 

unique requirements. 

Principles prescribed in governance element 5 of King III11 were subsequently incorporated and 
added to the required focus areas, namely that boards are responsible for IT governance, that IT 
should be aligned with the performance and sustainability objectives of banks, and that boards 
should monitor and evaluate significant IT investment and expenditure. 

Despite some deficiencies being identified across the industry, these either were or are in the 
process of being addressed. Generally, the view of the Department is that banks in South 
Africa demonstrate adequate project governance and are capable of managing their projects 
effectively. South African banks face similar project issues to those encountered globally and 
in other industries. The Department will continue to verify and follow up on the identified issues 
until they have been completely addressed.

1.5.3 Market conduct
Banks’ boards were required to engage with the Department on the mechanisms through which 
the banks they govern eliminate inappropriate market conduct practices, in particular those that 
potentially expose banks to reputational risk.

Banks’ representations addressed governance structures relating to market conduct and 
policies implemented to ensure acceptable behaviour and culture. The Department also 
expected banks’ boards to indicate how they obtained comfort that all conduct-related 
governance structures and policies were effectively deployed across the organisation and the 
monitoring tools used to assess this.

From the discussions with banks’ boards it was evident that market conduct and the 
potential reputational risk associated therewith were focus areas for banks’ boards and senior 
management. Various frameworks and policies were accordingly developed and implemented 
by banks together with an increased focus on their culture.

An area of improvement identified by the Department was that boards should continue to ensure 
that they obtained comfort that all the policies and processes designed to ensure adequate 
market conduct were working effectively and as intended. 

11.  Institute of Directors 
of South Africa, King 
Code of Governance 
for South Africa, 2009. 
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1.6 Update on the implementation of 
a Twin Peaks model of financial 
regulation in South Africa

As explained in the Department’s 2013 Annual Report,12 South Africa is in the process of 
implementing a Twin Peaks model of financial regulation. According to the policy document13 
released by National Treasury in 2011, the Bank, as the Prudential Authority, will be responsible 
for the prudential oversight of banks, insurers, financial conglomerates and financial market 
infrastructures, and will also become the Resolution Authority. The Financial Services Board will 
become the Financial Sector Conduct Authority (FSCA) and will be responsible for supervising 
the market conduct of all financial services institutions, including banks. The fundamental 
objectives of the implementation of the Twin Peaks model of financial regulation are to create a 
more resilient and stable financial system, and to strengthen consumer protection and market 
conduct practices in the financial sector. 

Since the 2013 Annual Report, a number of working groups have been formed and are 
finalising their mandates of implementation, funding and resource requirements. In particular, 
the Prudential Authority Implementation Working Group (PAIWG) was established to facilitate 
a smooth transition to the Twin Peaks model of financial regulation with a focus on aligning 
the legal frameworks, creating a supervisory framework for the new regime and formalising 
coordination arrangements between the Bank’s financial stability mandate, the Prudential 
Authority and the FSCA. The PAIWG is a joint effort between the Financial Services Board’s 
Insurance Department and the Department. 

The Prudential Authority will be established under the Financial Sector Regulation Bill, 2014 
(FSR Bill) with the objective of promoting and enhancing the safety and soundness of financial 
institutions that provide financial products, market infrastructures or payment systems to protect 
financial customers and to assist in maintaining financial stability. The FSR Bill also gives effect 
to the powers of the Bank’s financial stability mandate and establishes the Financial Stability 
Oversight Committee by giving it powers and outlining its functions. 

The Twin Peaks model of financial regulation will follow a phased-in approach pending the 
promulgation of the FSR Bill, which will give effect to the establishment of the regulators. A 
second draft of the FSR Bill was released for public comment by National Treasury in December 
2014. The closing date for comments was 2 March 2015.

1.7 Participation in international surveys
During the year under review the Department participated in numerous international surveys, 
which included the following:

1.7.1  Financial Stability Board’s questionnaire on 
measures to be applied to non-cooperative 
jurisdictions

In March 2010, the FSB commenced an initiative to encourage countries to adhere to 
regulatory and supervisory standards on cooperation and information exchange.14 The FSB 
developed various measures to promote adherence to prudential standards and cooperation 
with jurisdictions. As part of this initiative, an Expert Group of the FSB’s Standing Committee 
on Standards Implementation (SCSI) conducted a survey on legal or other issues regarding 
members’ ability to implement the various measures for addressing non-cooperative 
jurisdictions. South Africa, as a member jurisdiction of the FSB, participated in the survey and 
is committed to contributing towards similar FSB initiatives in the future.

12. Section 1.6.

13. See the policy 
document titled A 
safer financial sector 
to serve South Africa 
better (commonly 
referred to as the 
Red Book) released 
by National Treasury 
in February 2011.

14. For more information 
on this initiative, 
refer to the FSB’s 
website at http://www.
financialstabilityboard.
org/what-we-do/
implementation-
monitoring/initiative-
on-cooperation-and-
information-exchange/.
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1.7.2  The Southern African Development 
Community Protocol on Finance and 
Investment follow-up survey

One of the protocols entered into by South African Development Community (SADC) member 
states is the Protocol on Finance and Investment (PFI), which is designed to give effect to 
member states’ commitments under the SADC Treaty. The Department participated in a survey 
that was a follow-up exercise on the survey that was discussed in previous annual reports.15 
This ongoing survey forms part of the SADC Secretariat’s measurement matrix to track member 
states’ progress in implementing the PFI. The survey addresses a wide range of topics relating 
to legal and operational frameworks for investment and finance in South Africa. In relation to 
bank supervision, the template specifically addresses compliance with the Core Principles,16  
enforcement of anti-money laundering provisions and regional cooperation and coordination in 
banking regulation and supervision.

1.7.3  Commonwealth Secretariat’s study on 
Prioritising the Implementation of 
International Financial Regulation

In May and June 2014, the Commonwealth Secretariat conducted a study titled ‘Prioritising 
the Implementation of International Financial Regulation’, the results of which are to be used 
to develop a methodology for evaluating the effect of potential systemic risks that a member 
state could pose to other states. The study gathered information on various aspects of the 
domestic financial system, including details on deposit-taking institutions. Information collected 
included details such as the number and aggregate asset size of deposit-taking institutions, 
and the extent of interconnectedness between large domestic deposit-taking institutions and 
non-residents.

1.7.4  Community of African Banking Supervisors’ 
survey of member country needs

The Department participated in the Association of African Central Bank’s (AACB) Community 
of African Banking Supervisors’ (CABS) survey to identify member countries’ needs relating to 
banking supervision and regulation. The questionnaire was designed to identify existing gaps 
and shortcomings in banking supervision, and to explore areas that required urgent action at 
a regional and continental level. The survey focused on various aspects of supervision and 
regulation in each member country, including its compliance with the Core Principles, the legal 
and regulatory framework for banking supervision, the ongoing supervision and reporting 
systems used by the supervisory agency, information sharing between regulators, human 
resources and capacity building in the regulatory authority, and current supervisory initiatives 
undertaken by the regulatory authority.

1.7.5  International Monetary Fund’s questionnaire on 
the regulation of banks’ international operations

The IMF conducted a survey on the regulation of banks’ international operations, with specific 
reference to regulations currently in place and changes that have taken place since 2006. The 
questionnaire explored regulation from the perspective of both banking groups domiciled in 
South Africa and the effect of banking groups domiciled outside of South Africa with operations 
in the country.

15. Refer to Bank 
Supervision Department 
2012 (section 1.7.2) 
and 2013 (section 
1.8.1) Annual Reports.

16. See the Basel 
Committee on Banking 
Supervision’s Core 
Principles for Effective 
Banking Supervision 
published during 
September 2012, 
available at http://
www.bis.org/publ/
bcbs230.htm.
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1.8 Participation in international 
regulatory and supervisory forums

1.8.1  Basel Committee on Banking Supervision
The Department represents South Africa on the Basel Committee and on several of its 
subcommittees. Representation is aimed at influencing the formulation of global regulatory 
standards, so that the distinct financial and social environment that South African institutions 
are exposed to is recognised in the rules to which the Department expects South African banks 
to adhere.

Working Group on 
Operational Risk

Working Group on Liquidity

Working Group on 
the Banking Book

Working Group on 
the Trading Book

Working Group on 
Supervisory Colleges

Working Group on 
SIB Supervision

Working Group on 
Pillar II

Figure 1.2 Structure of the Basel Committee on Banking Supervision (2014)
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The main committee achieves its executive responsibilities through several subcommittees, 
as illustrated in Figure 1.2, which also identifies South Africa’s participation. Subcommittees 
under the Policy Development Group are responsible for producing new regulatory standards 
and maintaining rules previously approved by the Basel Committee for inclusion in the Basel 
framework. Under the Supervision and Implementation Group, the subcommittees review the 
impact of changing regulations, the effectiveness and consistency of implementation of the 
Basel framework among jurisdictions and banks, implementation within regulatory risk areas, 
and the convergence between banking and other standard-setting regimes.

Work has been completed by some of the groups which will disband eventually, while the Basel 
Committee is also in the process of establishing new committees to address emerging topics.

Participation in the groups is generally by invitation, although the Department requests inclusion 
in committees when the subject matter has gained sufficient importance in the South African 
banking context.

The objectives of these groups are explained hereunder for groups on which the Department 
represented South Africa during the year under review. Focal issues being dealt with by these 
subcommittees are reported on where the Basel Committee has permitted public dissemination.

1.8.2  Accounting Experts Group
The Accounting Experts Group (AEG) subcommittee of the Basel Committee, which is chaired 
by the Registrar, takes an active role in the development of international accounting and auditing 
standards by standard-setting bodies such as the International Accounting Standards Board 
to ensure that these standards promote sound risk management at banks, support market 
discipline through transparency, and reinforce the safety and soundness of the banking system. 
The AEG also develops prudential reporting guidance where necessary.  

The audit subgroup of the AEG focuses on all auditing issues affecting banks and banking 
supervision. International auditing standard-setting developments come under its attention, 
as well as any other documents emanating from the International Auditing and Assurance 
Standards Board and the International Ethics Standards Board for Accountants.

During 2014 the AEG closely monitored developments around the creation of accounting 
standards for forward-looking expected credit losses by both the International Accounting 
Standards Board (IASB) and the Federal Accounting Standards Board.

1.8.3  Supervision and Implementation Group
The Supervision and Implementation Group (SIG) is the peer review committee of the Basel 
Committee. Its mandate is to help foster financial stability by supporting strong national and 
international supervision and regulation of banks. It has two primary objectives, namely (a) to 
foster the timely, consistent and effective implementation of the Basel Committee’s standards 
and guidelines, and (b) to advance improvements in practices in banking supervision, particularly 
across Basel Committee member countries. 

The results of the level 2 RCAP studies that are commissioned by the Basel Committee are 
discussed at the SIG’s meetings prior to publication. Assessments on Australia, the European 
Union, the United States and Canada were completed and published during 2014, with the 
evaluation of South Africa beginning in early 2015. Other focus areas during 2014 by the SIG 
included business model analysis, corporate governance and the supervisory review process, 
among others. 

The Basel Committee work programme identified four themes for 2015, namely (a) policy 
development; (b) ensuring an adequate balance between simplicity and risk sensitivity across 
the regulatory framework; (c) monitoring and assessing the implementation the of the Basel 
framework; and (d) improving the effectiveness of supervision. Meetings of the SIG in 2015 will 
also continue to review reports on country RCAPs and build on the focus areas of 2014.
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1.8.4  Working Group on Operational Risk
The Basel Committee established the Working Group on Operational Risk (WGOR) as a 
permanent working group to address operational risk policy and implementation issues. It 
reports to both the Policy Development Group (PDG) and the SIG.

The primary focus of WGOR relates to the development of policy and the practical challenges 
accompanying the successful development, implementation and maintenance of an operational 
risk framework that addresses the requirements and expectations of the Basel Committee’s 
allowed approaches for the calculation of regulatory capital.

The focus for 2014 included the following:

•  finalising and publishing a consultative document in relation to the revisions to the simpler 
approaches and hosting an industry meeting to obtain comments, feedback and input; 

•  conducting a review of the principles for the sound management of operational risk and 
publishing the key findings and observations; and 

• advanced measurement approach (AMA) benchmarking and streamlining of practices.  

South Africa is further an active member on both the Principles for the Sound Management 
of the Operational Risk and Advanced Measurement Approach Benchmarking 
sub-workstreams.

1.8.5 Working Group on the Banking Book
The SIG Banking Book (SIG-BB) subgroup is a workstream of the SIG and was initially 
established to evaluate differences in risk-weighted assets (RWAs) across banks using the 
IRB approach for credit risk, assess their compliance with RWA calculations according to the 
Basel framework’s standards and develop recommendations to encourage the convergence of 
practices. In addressing these tasks, the initial work performed by the SIG-BB culminated in a 
public report titled Regulatory Consistency Assessment Programme: analysis of risk-weighted 
assets for credit risk in the banking book.17 

The initial work performed covered only banks’ wholesale portfolios (i.e. corporate, bank and 
sovereign exposures). Thus, at its September 2013 meeting, the Basel Committee requested 
the SIG-BB to prepare a programme for further analytical work. The programme consisted of 
additional analysis of core portfolios not yet subject to in-depth studies and work on formulating 
guidance on specific issues to improve regulatory and supervisory practices influencing the 
consistency of RWA calculations. 

During the course of 2014 and the first quarter of 2015, the SIG-BB performed a benchmarking 
exercise on the retail and SME portfolios of selected banks, further analysed the impact of the 
exposure at default (EAD) parameter on RWA variation, and produced guidance on specific 
issues to improve regulatory and supervisory practices influencing the consistency of RWA 
calculations. Selected South African banks were included in the data request with respect to 
the EAD parameter. The work of the SIG-BB will be completed by June 2015, following which a 
public report will be issued.

1.8.6 Working Group on the Trading Book
The SIG Trading Book (SIG-TB) subgroup is a workstream of the SIG established in 2012 to 
analyse reasons for differences in RWA in the trading book across different jurisdictions. This 
analysis forms part of the wider RCAP initiated by the Basel Committee in 2012. The aim of the 
RCAP is to ensure consistent implementation of the Basel III framework, help strengthen the 
resilience of the global banking system, maintain market confidence in regulatory ratios and 
provide a level playing field for banks operating globally. 

17. Available at http://
www.bis.org/publ/
bcbs256.htm.
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During the period under review the SIG-TB extended its initial focus area conducted in prior 
years to cover the analysis of RWA for counterparty credit risk (CCR). The CCR hypothetical 
portfolio exercise (HPE) covers the last block of the internal model method (IMM) for trading book 
positions. Specifically, the CCR HPE covers the internal model approaches for CCR exposures 
for over-the-counter (OTC) derivative positions. The exercise included qualitative questionnaires 
covering IMM and credit valuation adjustment (CVA) modelling approaches, and a quantitative 
HPE covering risk measures for IMM effective expected positive exposure (EEPE), stressed 
EEPE, CVA and stressed CVA. In addition, the SIG-TB collects information on the status of 
regulatory model approval for IMM and CVA models.

1.8.7 Regulatory Consistency Assessment 
Programme teams

Among the global regulatory reforms, the complete, consistent and timely implementation of 
global regulatory standards took priority during the year under review. The Basel Committee 
adopted a comprehensive programme to assess its members’ implementation of the latest 
standards published under its direction, which make up the Basel III framework. The RCAP is 
administered at the Bank for International Settlements (BIS) under the Basel Committee with the 
support of specialist contributors who are drawn from the membership group.

Assessments are conducted at various levels, including risk-specific themes, such as risk-
based capital and jurisdictional assessments. All of the Basel Committee’s member countries 
are scrutinised under the jurisdictional programme, which consists of two separate phases 
covering risk-based capital standards and liquidity standards respectively.

During the course of the assessment, a specialist team reviews information submitted by the 
jurisdiction’s banking authority, raises questions clarifying statements made, and requests 
supportive data to ascertain the materiality of deviations before conducting further review 
work on the premises of the banking authority. Banks are often questioned as part of the 
jurisdictional assessment. Following the finalisation of the assessment team’s report, a review 
team independently examines the findings before a review panel concludes the assessment 
and the results are published.

Specialists in the Department have been selected to lead or support the work of assessment 
teams in other jurisdictions and as members of review teams. Jurisdictions whose assessments 
the Department’s staff have or will contribute to include Switzerland, Australia, India, the United 
States, Mexico, Saudi Arabia and Russia.

1.8.8 Policy Development Group
The PDG assesses changes to banking regulations that are proposed by its subgroups and 
other workstreams of the Basel Committee. It serves the Basel Committee by identifying issues, 
commissioning research, overseeing quantitative analysis and making recommendations 
on policy which the Basel Committee has the discretion to adopt. It also reviews emerging 
supervisory issues aimed at promoting a sound banking system and high supervisory standards. 
The PDG has several executive subgroups and workgroups reporting to it on a wide range of 
risk and capital issues. The Department is represented on the PDG and many of its subgroups 
where the subject matter is relevant to South Africa.

1.8.9 Trading Book Working Group
South Africa has been a member of the Trading Book Working Group (TBG) since 2007. The 
TBG deals with market risk in its various forms, including the trading book.

The financial crisis exposed significant flaws in the existing regulatory capital approach to market 
risk and trading activities. While some of the issues have been addressed in the revisions to the 
market risk capital framework that were released following a Basel Committee meeting in July 
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2009, the Basel Committee agreed that a fundamental review of the framework is required, in 
particular of whether or not the distinction between the banking and trading books should be 
maintained, how trading activities are defined, and how risks in the trading books (and possibly 
market risk more generally) are captured by regulatory capital. It is in this regard that the TBG 
embarked on what came to be known as the fundamental review of the trading book (FRTB).

The outcome of the FRTB is being communicated to the banking industry at various stages for 
comments in the form of consultative papers. Thus far, three consultative papers have been 
issued, with comments on the third consultative paper being received in February 2015. 

1.8.10 Working Group on Liquidity
The Working Group on Liquidity (WGL) deals with the two main standards relating to liquidity 
and funding, namely the LCR and the NSFR.

The NSFR is defined as the amount of available stable funding18 relative to the amount of required 
stable funding, and should never fall below 100 per cent. Its aim is to limit over-reliance on 
short-term wholesale funding, encourage better assessment of funding across all on- and off-
balance-sheet items, and promote funding stability over a longer term. The NSFR is subject to a 
monitoring period before it will become a statutory requirement. Formal monitoring commenced 
on 1 January 2013, with the NSFR becoming a prudential requirement from 1 January 2018.

The Department has been actively involved in the design of the NSFR through its involvement 
in the WGL and other various Basel Committee committees where the ratio has received 
attention, and where decisions about its implementation have been made. The considerable 
effort expended in creating an agreed standard has culminated in the release of the finalised 
framework for the NSFR.19

1.8.11 Working Group on Capital
The Working Group on Capital (WGC) was established early in 2013 and combines two groups 
that deal with issues related to capital: the Definition of Capital Subgroup and the Contingent 
Capital Working Group. These two groups merged into the WGC, which is responsible for 
handling all policy issues associated with the definition of capital under Basel III and capital-like 
instruments.

A key aspect being formulated by the WGC is the minimum eligibility criteria for total loss-
absorbing capacity (TLAC) instruments in conjunction with the FSB. The objective of minimum 
TLAC requirements is to ensure that global systemically important banks (G-SIBs) have sufficient 
loss-absorbing and recapitalisation capacity necessary to ensure that during or immediately 
after the resolution of a bank, the critical functions can be continued without public funds 
or financial stability being put at risk. The impact of the TLAC requirements will be collated, 
assessed and analysed during 2015 by means of additional quantitative impact studies (QISs).

1.8.12 Capital Monitoring Working Group
The Department contributed to the work of the Capital Monitoring Group (CMG), which 
monitors the level and cyclicality of minimum required capital produced under the Basel 2.5 and 
Basel III frameworks. Since Basel III has now been implemented, the focus of the quantitative 
analyses produced by the PDG’s working groups has shifted towards the monitoring of Basel 
III implementation and the QIS work related to its current policy initiatives. During 2014 the 
CMG merged with the QIS Working Group.20 The combined group will in particular remain 
responsible for the design of the capital monitoring reporting templates and the analysis of 
bank-level parameters (e.g. capital requirements, eligible capital and capital ratios).

18. Available stable 
funding is defined as 
the portion of capital 
and liabilities expected 
to be reliable over the 
time horizon considered 
by the NSFR, which 
extends to one year. The 
amount of such stable 
funding required by a 
specific institution is a 
function of the liquidity 
characteristics and 
residual maturities of the 
various assets held by 
that institution as well as 
those of its off-balance-
sheet exposures. 

19. Available at http://
www.bis.org/publ/
bcbs230.htm.

20. Also see 
section 1.8.13.
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1.8.13 Quantitative Impact Study Working Group
The Basel Committee established the QIS Working Group to calibrate the Basel III rules and to 
assess their impact on participating banking groups in member countries. Although a number of 
Basel Committee member countries implemented the Basel III framework during 2013, the QIS 
exercise continues to take place semi-annually with end-June and end-December reporting dates. 

As a result of the implementation of Basel III in member countries, the focus of the quantitative 
analyses produced by the PDG’s working groups (i.e. the CMG and the QIS Working Group) 
shifted towards the monitoring of Basel III implementation and the QIS work related to current 
policy initiatives. As a result it was decided by the Basel Committee in July 2014 that the QIS 
working group should be merged with the CMG. 

Apart from collecting data on Basel III implementation monitoring, the focus of the 2014 QIS 
exercises was on collecting data supportive of assessing active policy initiatives underway across 
the Basel structures. These included the impact of proposals made in the FRTB and changes 
to the operational risk measurement framework, interest rate risk in the banking book and credit 
spread risk in the banking book. Future exercises will include an impact assessment of the revised 
standardised approach to credit risk (including a revision of the capital floors), a hypothetical test 
portfolio study of the IMM and an assessment of the impact of the new TLAC requirements. 

The Basel Committee published the documents titled Basel III monitoring report and Analysis 
of the trading book hypothetical portfolio exercise21 during September 2014. These documents 
detail the results of the QIS exercise as at 31 December 2013. The reports incorporated the 
data of the participating South African banking groups. Furthermore, it is the intent of the Basel 
Committee to continue publishing the results of the Basel III monitoring exercise during 2015.

Both the Department and the participating banks continued to find value in participating in 
these studies and will continue to actively engage in such surveys in 2015.

1.8.14 Task Force on Interest Rate Risk
Proceeding from the work carried out under the FRTB by the TBG, the Basel Committee, under 
the PDG, created a Task Force on Interest Rate Risk (TFIR) to examine options for capturing 
interest rate risk and credit spread risk in the banking book in the capital framework. During 2014 
the TFIR investigated the development of a Pillar 1 and Pillar 2 option for these risk types, and 
is in the process of enhancing the work done by the Basel Committee in 2004. A consultation 
paper is expected to be circulated for comment in the first half of 2015.

1.8.15 Task Force on Standardised Approaches
Since its inception in 2006, various structural weaknesses in the standardised approach for credit 
risk have become increasingly apparent. The recent global financial crisis further exposed these 
structural weaknesses and accordingly necessitated a revision of the standardised approach for 
credit risk. Some of these weaknesses include an over-reliance on external credit ratings, a lack of risk 
sensitivity, particularly for off-balance-sheet exposures, and some inconsistencies of interpretation 
both between the standardised and advanced approaches, and across different jurisdictions.

In light of these weaknesses, the Basel Committee took a decision to establish the Task Force 
on Standardised Approaches (TFSA) with the primary mandate of proposing some revisions to 
the standardised approach. The key mandate of the TFSA is to:

1.  ensure the standardised approaches for credit and operational risk continue to be suitable 
for assessing the capital adequacy of internationally active banks, as well as other banks 
that are not using the advanced approaches for credit and operational risk; 

2.  ensure that the calibration of capital requirements under the standardised approaches 
reflects, to a reasonable degree, the inherent riskiness of positions for all main categories of 
exposures; 

21. Available at http://
www.bis.org/publ/
bcbs288.htm.
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3.  seek to strengthen the link between the standardised approaches and measures of risk 
based on banks’ internal models; and

4.  seek to reduce or remove, where possible, the reliance on external ratings, including 
developing supplementary measures for risk classification and encouraging stronger 
supervisory practices to promote alternative measures for risk assessment.

Pursuant to this mandate, the TFSA issued a consultative paper for public comment in 
December 2014. 

1.8.16  Anti-money Laundering/Combating the 
Financing of Terrorism Expert Group

The Basel Committee’s Anti-Money Laundering/Combating the Financing of Terrorism (AML/
CFT) Expert Group (AMLEG) develops guidance to banking institutions on how to implement 
the provisions of the Core Principles dealing specifically with the abuse of financial services 
and AML/CFT standards by producing technical and practical guidance applicable to national 
and international banks and banking groups. AMLEG also gives inputs to Financial Action Task 
Force (FATF) standards, guidance papers and public statements relating to AML/CFT matters. 
In 2014, the Department provided inputs to the Basel Committee’s review of the 2003 General 
guide to account opening and customer identification to be published in 2015.

 1.8.17 Eastern and Southern Africa Anti-Money 
Laundering Group

A number of meetings by the Eastern and Southern African Anti-Money Laundering Group 
(ESAAMLG) were held during the year. Matters considered in relation to the ESAAMLG region 
included the following:

•  money laundering through money or value transfer and currency exchange service providers, 
poaching and illegal trade in wildlife and wildlife products, money laundering through the 
securities market industry, and financial inclusion and AML/CFT controls; and

•  member countries’ AML/CFT status reports and ESAAMLG membership applications from 
different countries.  

The Department and the Financial Intelligence Centre (FIC) were given the opportunity to present 
to ESAAMLG members South Africa’s AML/CFT progress towards addressing the findings of 
the 2009 FATF mutual evaluation conducted on South Africa.  

1.8.18 Financial Action Task Force meetings
The FATF working groups and plenary meetings for 2014 focused on the following matters: 

•  FATF and G-20 held a joint meeting to bring together AML and CFT experts and corruption 
experts to discuss issues of common interest relating to transparency of beneficial ownership. 

•  The Department participated in drafting the risk-based approach and the transparency and 
beneficial ownership guidance issued by FATF.

•  The Department also provided inputs to FATF publications on terrorist financing in West 
Africa, money laundering and terrorist financing through trade in diamonds, risk of terrorist 
abuse in non-profit organisations, and financial flows linked to the production and trafficking 
of Afghan opiates. 

•  The Department participated in the development of money-laundering risk definitions for 
virtual currencies. 
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1.8.19 Community of African Bank Supervisors of 
the Association of African Central Banks

The AACB, at its meeting of 26 February 2014 held in Dakar, Senegal, authorised the 2014 CABS 
interim programme and, in August 2014, adopted the three-year work plan by the Assembly of 
Governors. The interim 2014 work plan provides for the Bank to lead one of the two working 
groups to be established, namely that on cross-border banking supervision. The first working 
group on cross-border banking supervision will be hosted by the Bank in May 2015. 

1.9  Participation in domestic regulatory 
and supervisory forums

During the year under review the Department continued to serve on, and participate in 
numerous domestic committees, task groups and working groups to consult with banking 
industry participants and bodies, external audit bodies, government departments and other 
financial regulatory authorities on relevant matters. These bodies include National Treasury’s 
committees and initiatives, the Banking Association of South Africa (BASA), the South African 
Institute of Chartered Accountants (SAICA), the Committee for Audit Standards (CFAS), the 
Financial Services Board, the National Credit Regulator (NCR), the FIC and the Independent 
Regulatory Board for Auditors (IRBA).

The objective of these interactions is topical and ranges from ongoing consultation on detailed 
complexities in the regulatory environment, to operational and systemic concerns arising from 
economic developments or developments in the regulatory environment. These interactions 
enable the Department to stay abreast of developments across a wide spectrum and to monitor 
their potential impact on the domestic banking industry.

In a collaborative effort the Department, in conjunction with several other departments in the 
Bank and together with inputs obtained from the banks via BASA, developed a framework for 
the CLF. The CLF is available to all commercial banks to assist them in meeting the stricter 
requirements of the revised LCR that became effective on 1 January 2015. The CLF framework 
was based on the requirements from the Basel Committee and was designed to, as far as 
possible, fit into the existing processes of the Bank. The CLF essentially enables banks to 
unlock liquidity from otherwise illiquid, but nevertheless high-quality, assets. The CLF therefore 
enables local banks to meet the LCR despite the shortage of high-quality liquid assets in the 
South African economy, thereby minimising the potential negative impact it could have on 
business activity.

1.10  Regional cooperation and interaction

1.10.1 Financial Stability Institute: high-level 
meeting for African banking supervisors

The ninth Financial Stability Institute (FSI) high-level meeting for banking supervisors was held 
in Cape Town, South Africa, from 30 to 31 January 2014. As in previous years, the meeting 
was jointly hosted by the FSI and the Department. The theme for the 2014 meeting was 
‘Strengthening financial sector supervision and current regulatory priorities’.

1.10.2 Southern African Development Community 
Committee on Banking Supervision

At the annual meeting of the Committee of Central Bank Governors held on 19 March 2014 
in Namibia, the Governors decided to hold the next meeting of the SADC Subcommittee on 
Banking Supervisors (SSBS) in Maputo, Mozambique from 26 to 28 May 2014. The meeting was 
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hosted by the Bank of Mozambique. Heads of banking supervision were invited to participate 
in the SSBS meeting. 

Issues that were discussed at this meeting included the draft SADC Model Bank Law, Basel III, 
the financial soundness indicators, AML policies and the development strategy for the SSBS.

1.10.3 Macroeconomic and Financial Management 
Institute of Eastern and Southern Africa

A regional workshop on Consolidated Supervision and Cross Border Investment was held 
by the Macroeconomic and Financial Management Institute of Eastern and Southern Africa 
(MEFMI) in Arusha, Tanzania from 28 July to 1 August 2014. South Africa was one of 13 African 
countries that attended the workshop.

1.10.4 IMF Institute for Capacity Development/
African Training Institute

The African Training Institute of the Institute for Capacity Development held a course on the core 
elements of banking supervision in Ebene, Mauritius during June and October 2014.

The course in June provided micro- and macroprudential supervision training to 36 
representatives from 14 countries from sub-Saharan Africa. The same course was offered to an 
audience of Francophone and Anglophone Africans in October 2014. This course was attended 
by 25 participants of which 14 were from Francophone Africa and 11 from Anglophone Africa. 
The Department provided technical assistance for both these courses.

1.11 Curatorship of African Bank Limited
African Bank was placed under curatorship on 10 August 2014 by the Minister of Finance after 
consultation with the Registrar. Mr Tom Winterboer of PricewaterhouseCoopers was appointed 
by the Registrar as the curator of African Bank and assumed responsibility for the management 
of the bank. Information at the disposal of the Department at the time of imposing the curatorship 
indicated that African Bank was illiquid yet solvent, and consequently the decision was made to 
continue the operations of the bank under curatorship. 

The sharp decline in the share price of African Bank’s holding company, African Bank 
Investments Limited (ABIL), together with the liquidity stress experienced by African Bank for an 
extended period prior to curatorship, emanated from a number of factors, which all contributed 
to an erosion of confidence and trust in African Bank. These events resulted in African Bank 
being unable to attract new funding and roll existing funding.

In terms of section 69 of the Banks Act, the Registrar appointed Adv. J F Myburgh as 
Commissioner to investigate whether any business of African Bank had been conducted 
recklessly, negligently or with the intent to defraud depositors, other creditors or any other person 
for any other fraudulent purpose, or whether the business of African Bank involved questionable 
management practices or material non-disclosures with the intent to defraud depositors or 
other creditors. The Commissioner’s report was released in March 2015. Following the events 
leading to African Bank’s curatorship, the Department has considered its supervisory practices 
and procedures with a view to future changes and enhancements.

1.12 International Monetary Fund’s 
assessment of the Core Principles 

The IMF conducted an assessment of the current state of implementation of the Core Principles 
as part of a Financial Sector Assessment Programme (FSAP). The detailed assessment report 
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on South Africa’s compliance with the Core Principles was published in March 2015 and a 
summary was included as part of South Africa’s Financial System Stability Assessment.22 Key 
findings from the assessment are as follows:

• South Africa has a high level of compliance with the Core Principles; and
•  the Department has made significant improvements to its supervisory framework since the 

previous assessment conducted in 2010.

Some of the key recommendations cited for improvement include the following:

22.   Available at http://
www.imf.org/external/
pubs/ft/scr/2014/
cr14340.pdf.

Core Principle IMF recommendation

1  Responsibilities, objectives and 
powers of the supervisor

The legislation should be amended to address the lack of legally 
defined objectives of the supervisor as well as regulation and 
supervision of banks. The assessors explained that the Banks Act 
did not provide the objectives of the Department or the Registrar. 
The assessment also suggested a review of the extent of delegation 
of powers in the Banks Act with a view of transferring the power to 
set granular requirements to lower-tier legislation (i.e. to set out 
granular requirements in tier 3 legislation such as circulars and 
directives), which can be issued by the Registrar, rather than in tier 2 
legislation (Regulations relating to Banks or the Regulations), which 
need to be issued by the Minister of Finance (the Minister). A further 
recommendation in this area was that the composition of the 
Standing Committee for the Revision of the Banks Act should be 
reviewed to avoid potential conflicts of interest by members 
representing industry.

2  Supervisory independence, 
accountability, resourcing and 
legal protection

The legal framework regarding the appointment and removal 
processes of the Registrar should be revised to include a fixed term 
of appointment, specific reasons for his/her removal, and the 
requirement to publish the reasons for removal. It also 
recommended a review of the legislative references to the Minister 
to limit the cases that require his/her involvement to only those 
absolutely necessary and clarify in the laws objectives for 
intervention. Another recommendation in this area was a review of 
the adequacy of the Department’s resources in light of the expected 
changes in the responsibility of the supervisor under the new Twin 
Peaks structure and considering the need for further improvements 
to its supervisory approach.

8 Supervisory approach Enact new legislation to provide the supervisor power related to the 
expeditious resolution of banks and develop resolution plans, and 
that the newly formed Prudential Authority “should review the 
supervisory approach to equip it with capacity to monitor the 
prudential risk of the entire financial system as well as that of 
financial conglomerates”.

11  Corrective and sanctioning 
powers

The legislative framework should be strengthened “to provide the 
supervisor with the power to suspend or limit a bank’s activities 
without delay” and that the supervisor should be provided with “the 
power to fine individuals related to banks”.

13 Home-host relationships The supervisory authority should “continue efforts to support the 
capacity building of host supervisors of African operations of South 
African banking groups to further improve the effectiveness of 
cooperation and ensure adequate oversight of those operations”. 
The supervisory authority should also “finalise policies, processes 
and practices to conduct on-site reviews/inspections of South 
African banks’ cross border operations in other African countries”. 
Another recommendation relating to home-host relationships was 
for the supervisory authority to “enhance its effort in cross-border 
recovery and resolution planning with close collaboration with the 
UK authorities as well as paying due regards to the impact on 
financial systems of jurisdictions where South African banks’ 
operations are significant. This will also require close cooperation 
with supervisory authorities in these jurisdictions”.

28 Disclosure and transparency Pillar 3 disclosures should be reviewed “consistently either by [the 
Department’s] internal staff or by requiring external auditors to do it”.

29 Abuse of financial services The responsible authorities should “proceed with the planned 
revision of the Financial Intelligence Centre Act 38 of 2001 (FIC Act) 
to incorporate the risk-based approach to the AML/CFT issues and 
ensure the enforceability of a number of essential elements currently 
included in the FIC Act Guidance Notes”. The report also 
recommended that the authorities “continue the current effort on the 
AML/CFT on-site inspections to cover all banks expeditiously and 
improve approaches and techniques based on the lessons learned”.
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The Department experienced the assessment as very constructive and values the IMF’s input 
to strengthen its functioning and supervisory processes. Going forward, the Department will 
consider recommendations made that fall within its control, particularly during the process of 
forming the Prudential Authority in terms of the Twin Peaks framework.

1.13 Basel Committee on Banking 
Supervision’s Regulatory Consistency 
Assessment Programme

Full, timely and consistent implementation of the Basel standards (i.e. Basel II, Basel 2.5 and 
Basel III) within the internationally agreed timelines is fundamental to raising the resilience of 
the global banking system. Similarly, implementation of and adherence to such standards and 
timelines by the Department are crucial for maintaining confidence in the domestic financial 
system, and for providing a level playing field for internationally active banks operating in different 
jurisdictions.

As part of its post-crisis reform efforts, the Basel Committee established the RCAP to assess 
members’ implementation of the Basel standards. The assessments are conducted by a 
team of regulatory specialists from other Basel Committee member countries. The objective 
of the RCAP is not to assess individual banks or system-wide preparedness to meet Basel 
standards, but rather to assess the consistency of domestic regulations with Basel standards 
and prescribed phase-in periods.

The Department endorses the Basel Committee’s post-crisis reform efforts and the RCAP in 
particular. To this end, the Department has been following developments in member jurisdictions 
closely where the Basel standards are being implemented, including the reports on the outcome 
of the RCAP in those jurisdictions. 

South Africa was also subjected to an RCAP assessment, which commenced during 
the latter part of 2014. The RCAP for South Africa focused on both risk-based capital and 
Basel III standards on liquidity. The first phase of the RCAP requires countries to conduct a 
self-assessment of their compliance with the Basel standards. The completed self-assessment 
questionnaire is then used by the RCAP team as the foundation for the detailed on-site review. 
The second phase comprises the RCAP team conducting an on-site review, whereafter an off-
site review, approval and publication process is conducted prior to the RCAP team’s findings 
being released. 

A review panel scrutinises the assessment team’s recommendations and the joint assessment 
is then discussed by a Peer Review Board that presents final conclusions at a meeting of 
the Basel Committee, which has the final responsibility for approving and enforcing the 
recommendations of the RCAP report. After obtaining the Basel Committee’s formal approval, 
the report, including a specific response from the assessed jurisdiction, is published on the 
Basel Committee’s website. The report on the outcome of South Africa’s RCAP is expected to 
be finalised by June 2015.

The Department has embraced the RCAP and will use this opportunity to strengthen and 
enhance South Africa’s regulatory framework with the ultimate aim of eliminating all areas of 
material inconsistencies.

1.14 Issues to receive particular attention 
during 2015

The Department intends to continually review, amend and update the regulatory and legislative 
framework in accordance with the latest internationally agreed regulatory and supervisory 
practices and standards. Other areas receiving attention include: 
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•  ongoing monitoring of compliance with all new standards and/or requirements issued by the 
Basel Committee;

• the completion of the Basel Committee’s RCAP assessment;

• the completion of the Myburgh Commission’s investigation into African Bank Limited;

•  ongoing implementation of the Prudential Authority in terms of the Twin Peaks model of 
financial regulation;

•  continued monitoring of the banking sector’s capital adequacy and compliance with the 
Regulations relating thereto;

•  assessment of the compliance of new additional tier 1 and tier 2 capital issuances against 
the Basel III criteria as set out in the Regulations and against Guidance Note 7/2013;23 

•  continued focus on internal capital adequacy assessment processes (ICAAPs) and in 
particular economic capital modelling, stress testing and capital planning; and

•  assessment of the implementation readiness of both banks and external auditors of banks 
relating to IASB’s International Financial Reporting Standard 9 on accounting for expected 
credit losses.

1.15 Expression of gratitude
I wish to express my appreciation to the Minister of Finance, Mr Nhlanhla Nene, for his input 
on requests in terms of statutory requirements. To the former Governor of the Bank, Ms Gill 
Marcus, current Governor Lesetja Kganyago and Deputy Governor Francois Groepe: thank you 
for your ongoing cooperation, guidance and support during 2014. 

My sincere appreciation also goes to the staff members of the Department for their continued 
efforts and willingness to repeatedly go beyond the call of duty to meet the challenges and 
demands of an ever-changing supervisory and regulatory landscape.

René van Wyk
Registrar of Banks

23. Available at http://
www.resbank.co.za/
Publications/Pages/
BanksActGuidance.
aspx.
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Chapter 2: Overview of supervisory activities

2.1 Introduction
This chapter provides an overview of the operations of the Department during the period under 
review at an industry level according to focused aspects of bank supervision that are common 
across banks. Figure 2.1 gives an indication of the aggregated risk profile of the banking sector 
as at 31 December 2013 and 31 December 2014. Figure 2.1 is limited to those risks that are 
quantifiable in terms of the Regulations and for which the sector is required to hold regulatory 
capital. However, the banking sector is also exposed to other risks that are not quantified 
in terms of Basel III (such as interest rate risk in the banking book). Credit, operational and 
market risk constituted the most significant risks that the banking sector was exposed to as at 
31 December 2013 and 31 December 2014.

 
December 2013

Credit risk  1 538

Operational risk    259

Market risk       67

Equity risk       78

Other risk       72

Counterparty credit risk       56

 
December 2014

Figure 2.1 Composition of risk-weighted exposure

Credit risk  1 658

Operational risk    291

Market risk       70

Equity risk       73

Other risk       69

Counterparty credit risk       56

  (R billions)

2.2 Credit risk 

2.2.1 Introduction
During 2014 credit risk remained a key focus area of the Department, considering the 
challenging economic environment and the continued high level of household indebtedness. 
The Department continued to monitor the impact of market conditions on South African banks’ 
credit risk profiles and portfolios through a number of initiatives.

Under the regulatory framework employed in South Africa, banks can choose from the following 
three methodologies to calculate their minimum required regulatory capital relating to credit risk:

1. the standardised approach, including the simplified standardised approach;

2. the foundation internal ratings-based (FIRB) approach; and

3. the advanced internal ratings-based (AIRB) approach.

The number of banks registered in South Africa using each of the aforementioned approaches 
is depicted in Figure 2.2.
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South African-registered banks

Standardised approach               13

Foundation internal ratings-based approach 0

Advanced internal ratings-based approach 4

 
Foreign branches

Figure 2.2 Credit risk reporting methods applied by banks as at 31 December 2014

Standardised approach 12

Foundation internal ratings-based approach 0

Advanced internal ratings-based approach 2

2.2.2 Directive on restructured credit exposures
As reported in the 2013 Annual Report,24 the Department embarked on a process to obtain a 
clearer understanding of how banks identified and controlled restructured credit exposures 
and how banks reported these on the statutory returns. Based on the data gathered and the 
discussions held with banks during the past two years, the Department issued Directive 9/201425 
in December 2014, dealing with the identification of distressed restructures, the treatment of 
restructures for purposes of the definition of default and the rehabilitation of exposures through 
restructuring. The directive also clarifies the reporting requirement for restructured credit 
exposures. The aim of the directive is mainly to improve data comparability and promote the 
correct application of the definition of default for purposes of regulatory capital calculation. 
It also introduces a more conservative approach to the rehabilitation of loans by requiring 
six consecutive monthly instalments before a restructured exposure can be considered 
as ‘performing’. The directive became effective on the date of issue; however, some banks 
indicated that even though they were compliant with certain elements, it would take some 
time to complete the system development which would be required in order to meet the full 
requirements. Timelines for full compliance were provided to the Department and follow-up 
reviews will be conducted during the latter part of 2015 to determine banks’ level of compliance.

2.2.3 Commercial property thematic on-site reviews 
The Department identified that banks experienced difficulty in terms of implementing rating 
systems and performing the prescribed annual re-rating of their commercial property portfolio 
during model-specific discussions with banks applying the IRB approach. The main reasons 
identified for the difficulty experienced were the significant number of inputs required and the 
additional costs banks may experience due to the need for more frequent property valuations. 
In addition, the complexity of the methodologies used for the calculation of probability of default 
and loss given default parameters in terms of these portfolios, and the long-form review process 
not specifically being tailored to assess simulation methodologies further highlighted the need 
for increased focus in this regard. 

During 2014 the Department conducted a commercial property finance thematic review which 
covered, inter alia, (a) the review of banks’ credit risk management processes pertaining to 
their respective commercial property finance portfolios to ensure that appropriate regulatory 
capital is maintained in respect of these portfolios, and (b) the investigation of holistic business 
practices to gain a better understanding of banks’ commercial property finance portfolios. 

The review was conducted at the five largest banks and each bank was required to complete a 
questionnaire which provided the Department with quantitative information and a list of relevant 
documentation. Various meetings were also held with relevant representatives of each bank, 
consisting of sessions of model development and validation, monitoring and capital, use and 
business impact, and pricing and impairments. 

24. Section 2.2.6.

25.  Available at 
http://www.resbank.
co.za/Publications/
Pages/Bank-Act-
directives.aspx.
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The Department is in the process of finalising the review and concluding industry trends. 
Feedback from an industry-wide perspective was provided to participating banks during the 
first half of 2015.

2.2.4 Model changes
The quantitative characteristics and qualitative thresholds for a material model change where 
prior written approval is required from the Department were introduced during May 2013 
through the issuance of Directive 6/2013.26 Potential areas of refinement were identified during 
the Department’s formal approval process and through discussions with banks. This resulted in 
the amendment of quantitative and qualitative requirements and the directive was replaced by 
Directive 2/2014 issued in July 2014. 

During 2014 the Department received 81 notifications of non-material changes and 37 submissions 
of material changes to the IRB banks’ rating systems. The Department continued to follow a 
robust review and approval process as highlighted in the 2013 Annual Report.27 

2.2.5 Regulatory developments
The TFSA’s focus during 2013 was to identify the weaknesses in the existing standardised 
approach for credit risk and to propose alternative ways forward. As mentioned in 
chapter 1,28 the TFSA issued a consultative paper for public comment in December 2014.29 
The revised standardised approach will bring with it significant changes and, given that most 
banks registered in South Africa use the standardised approach to report credit risk for the 
purpose of calculating the minimum regulatory capital requirements (refer to Figure 2.2), the 
Department closely followed developments and monitored the potential impact on the South 
African banking sector.

2.2.6 On-site reviews
The Department’s review team conducted on-site reviews focusing on two different products 
types, namely unsecured personal loans and residential mortgages. During 2014 the focus was 
on obtaining an understanding of banks’ risk management processes relating to personal loans 
within the unsecured loans portfolio. The reviews were conducted at selected South African 
banks and assessed the following:

•  the adequacy and effectiveness of the banks’ collections and recovery policies, procedures 
and processes;

•  consideration of whether the banks’ processes used for determining the level of specific 
impairments is reasonable given the historical loss experience;

•  the reasonableness of loan classifications and the valuation of collateral, and how such 
practices relate to the banks’ approved policies;

•  the accuracy of the reporting of defaulted exposures in the banks’ collections and recovery 
process;

•  the adequacy of the banks’ management information in facilitating effective monitoring and 
risk management of the portfolio; and

•  the adequacy and robustness of governance provided by banks’ boards and senior 
management, including the processes in respect of loans in the collections, and legal and 
recovery processes.

During the third quarter of 2014, a review of the residential mortgages portfolio of smaller banks 
was conducted. The main purpose of the review was to ascertain the reasonableness of the 
amount of credit impairments these bank helds to support their credit activities. The evaluation 
in this regard encompassed the following:

26. Available at 
http://www.resbank.
co.za/Publications/
Pages/Bank-Act-
directives.aspx.

27. Section 2.2.5.

28. Section 1.8.15.

29. Available at http://
www.bis.org/bcbs/
publ/d307.htm. 
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•  the appropriateness of the bank’s credit risk underwriting policies, procedures and practices 
relating to the mortgage book and the bank’s adherence thereto;

•  the adequacy of the process for the bank’s determination of overdue exposures and 
impairments as guided by the relevant policies; 

•  the appropriateness of the policies and procedures relating to the restructuring of loans and 
the correct application thereof;

•  the appropriateness of the bank’s write-off practices, the rationale behind its write-off policy 
and an assessment of losses incurred where properties had been liquidated; and

• the determination of legal statuses and the values of the securities the bank held.

Generally, the banks reviewed during 2014 remained committed to remediating deficiencies 
identified during the reviews.

2.3 Market risk

2.3.1 Market risk reviews
The Department performed both compliance-based and risk-focused supervision of market 
risk during the period under review. Market risk reviews conducted in 2014 focused on banks 
using the internal models approach for regulatory purposes. Reviews of certain banks’ treasury 
and securities operations also took place. The Department completed one review on equity 
risk in the banking book, with further reviews scheduled for 2015. In addition, the Department 
conducted CCR reviews on selected banks.

2.3.2 Key findings
Slow economic growth and a lack of infrastructural investment, coupled with increasingly 
divergent trends at work in major economies, characterised the trading environment in 2014. 
The economic recovery gained traction in the United States and the United Kingdom, but is 
struggling in the euro area and Japan, parts of emerging Europe (especially Russia) and Latin 
America, while a carefully managed slowdown is underway in China. Several major forces are 
driving the global outlook: soft commodity prices that are expected to persist, continued low 
interest rates (but increasingly divergent monetary policies across major economies), and weak 
world trade. In particular, the sharp decline in oil prices since mid-2014 will support global 
activity and help offset some of the headwinds to growth in oil-importing developing economies. 
However, it will dampen growth prospects for oil-exporting countries.

The South African sovereign rating downgrade by Moody’s Investors Service in November 
2014 from Baa1/P-2 to Baa2/P-2 (with the credit outlook changing from ‘negative’ to ‘stable’) 
was based on the slowdown in economic growth and the need to implement growth-inducing 
initiatives.

The Department, through its engagements with banks, gained insight into the effect of global 
macroeconomic events and conditions on the domestic banking sector. The Department 
encouraged banks to build on sound risk management principles and remain abreast of the 
challenges facing the environment. The lack of liquidity in certain asset classes, together with 
low volumes of trading activity globally, has prompted this Department to closely monitor banks’ 
risk management practices.

2.3.3 Counterparty credit risk thematic reviews
In terms of Core Principle 17, supervisors must be satisfied that banks have a CCR management 
process that takes into account their risk appetite, risk profile and market and macroeconomic 
conditions. This includes appropriate policies and processes to identify, measure, evaluate, 
monitor, report and control or mitigate this risk on a timely basis.
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Therefore, in order for the Department to discharge its duties relating to Core Principle 17, it 
conducted a CCR thematic review by sending a questionnaire to certain banks in the South 
African banking industry. Following this, on-site meetings were held at the respective banks to 
discuss key issues emanating from the documents and any topics on which the Department 
may require clarity.

This thematic review encompassed all areas required to be covered under Core Principle 17, 
as well as certain additional aspects related to the Basel III international framework for risk 
measurement, standards and monitoring. A questionnaire was used to establish the fundamental 
drivers, controls and governance of CCR management and to assess banks’ incorporation of 
the Basel lll rules into their business practices and risk management procedures. Among other 
findings, the reviews noted that there was a general improvement in the industry’s understanding 
and risk management practices relating to CCR.

The Department places great emphasis on the importance of CCR management, especially 
following the recent global financial crisis. Banks are therefore continually encouraged to actively 
manage CCR through ensuring that proper processes exist to promptly identify, measure, 
monitor and mitigate it. 

Finally, increased focus will be placed on CCR management to ensure that South Africa’s 
approach in this regard remains aligned to global standards.

2.3.4 Equity risk in the banking book
During 2014 the Department continued with the thematic reviews that addressed equity risk in 
the banking book. These exposures are generally held for long-term investment purposes and 
are included in the banking book for regulatory purposes, thus receiving a capital treatment that 
is independent of the market risk charge. For supervisory purposes, equity risk is regulated 
together with market risk, and the reviews are aimed at gaining in-depth insight into areas where 
this risk arises and the management of the risk over the life cycle of these investments. Of the 
banks that were assessed during the period under review, it was evident that while there had 
been notable progress made with regard to the management of this risk, there still remained 
areas requiring further improvement. It is also becoming apparent that this risk type has been 
diminishing over recent years as banks reduce this type of investment activity. Further 
assessments will continue during 2015 in this area for selected banks.

2.4 Operational risk

2.4.1 Introduction
In light of the dynamic and increasingly complex environment within which banks operate, 
operational risk and information technology risk have been propelled to the forefront of risk 
managers’ agendas during the past year.

2.4.2 Operational risk reviews
During the year under review the Department conducted focused operational risk reviews at 
selected banks. This was done to ascertain whether these banks had appropriate operational 
risk frameworks that included management and measurement elements, and to obtain a view 
of their operational risk profiles and the extent to which these were affected as a result of the 
rapidly changing economic conditions. The main findings of these reviews were as follows:

•  Operational risk governance structures, human resources, and frameworks and policies: 
banks underwent substantial changes in their governance structures and human resources 
to optimise and streamline operations. While various frameworks and policies are already in 
place, banks continue to work on ensuring that these are sufficiently embedded into their 
business and enforced efficiently.
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• Operational risk strategic objectives: operational risk strategic objectives are understandably 
varied between banks. Nevertheless, one of the common themes identified was the 
determination of banks to further embed operational risk culture and mature operational risk 
processes within their organisations.

• African footprint: with the ever-increasing footprint into Africa, especially from the larger 
South African banks, some of these banks indicated that internal forums had been 
established in their respective organisations to discuss, inter alia, increasing challenges 
relating to the high prevalence of violent crime and other security-related matters across 
African countries. These forums comprise both executives and business representatives 
from security and risk management departments. 

• Advanced measurement approach (AMA): banks continue to enhance their AMA models, 
re-evaluate their AMA capital software and refine their operational risk scenarios in order to 
ensure that the operational risk inherently and residually within each organisation adequately 
reflects the dynamic and complex business environment in which they operate.

• Operational risk losses: there has been a significant increase in operational risk losses in 
2014 in comparison to 2013 against a backdrop of extremely challenging economic 
conditions. These losses emanated primarily from internal fraud, external fraud, and 
execution delivery and process management.

• Other common themes: despite continuous efforts by banks to prevent events, the following 
issues were prevalent across banks in the local industry, to varying degrees:

 – power outages;
 – offline systems; and
 – cross-border payment issues.

• Audit reports related to operational risk management: during on-site reviews, the Department 
held closed sessions with banks’ internal auditors to ensure that a comprehensive review of 
operational risk was attained. In addition, during off-site analysis, internal and external audit 
reports were scrutinised to further support the Department’s overall supervisory review and 
evaluation process.

2.4.3 Processing of applications
During the period under review there was no movement of banks in terms of approaches 
adopted, as depicted in Figure 2.3.

 
South African-registered banks

Advanced measurement approach 4

Standardised approach 4

Alternative standardised approach 2

Basic indicator approach 7

Figure 2.3 Operational risk reporting methods applied by banks
 as at 31 December 2014

 
Foreign branches

Advanced measurement approach 0

Standardised approach 3

Alternative standardised approach 0

Basic indicator approach 11
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2.4.4 Publications and notices
The following guidance notes were issued during the period under review:30 

•  Guidance Note 3/2014: the purpose of this guidance note was to reiterate the importance of 
adhering to risk management practices, specifically with regard to risk data aggregation and 
risk reporting.

•  Guidance Note 5/2014: Guidance Note 3/2008 was replaced by Guidance Note 5/2014, 
which dealt with the outsourcing of functions within banks. The purpose of Guidance Note 
5/2014 was to inform all banks of the potential risks arising from the use of service providers 
and to provide guidelines on assessing and managing risks pertaining to outsourcing 
relationships. These guidelines also highlighted the elements of an appropriate risk 
management programme for service providers.

•  Guidance Note 6/2014: this guidance note detailed the application process for approval 
to adopt the standardised approach or alternative standardised approach for measuring 
banks’ operational risk exposure. This guidance note was issued in order to formalise the 
requirements.

•  Guidance Note 7/2014: this guidance note stipulated the application process to adopt the 
AMA for measuring banks’ operational risk exposure. This guidance note was issued in 
order to formalise the requirements.

2.4.5 Operational risk long-form reviews
The long-form review process for operational risk was finalised late in 2013 after the template 
was completed and published on the Bank’s website.31 The long-form review is a process 
whereby external auditors perform agreed-upon attestation procedures and report findings 
to the Department. This forms part of the risk management and audit processes of banks 
with approval to use the AMA to calculate the minimum amount of required capital and 
reserve funds.

2.4.6 Information technology risk
Cybercrime continued to receive increased focus during the year under review both locally 
and globally as a result of an increasing number of security breaches which highlighted the 
potential risks in this regard. In line with the practices of some international regulators, South 
African banks were encouraged to collaborate and cooperate with each other on cybercrime 
to consolidate efforts and minimise this threat. Cyber security risk management is also being 
discussed internationally in order to try and develop guidance on this. 

Advances in technology, combined with the desire for a bigger market share, specifically of 
the unbanked population, and regulatory requirements are driving change in banks, and the 
amount and complexity of IT projects continued unabated during the year under review.

2.4.7 Information technology risk reviews
During 2014 various focused IT risk on-site meetings were conducted. In general, themes 
such as IT project management, business continuity management, disaster recovery planning, 
information security, cybercrime and outsourcing, which themes had been identified during the 
2013 regulatory activities, were covered in more detail. The key findings from these reviews were 
as follows:

• the amount and complexity of rolling projects continued to require heightened focus;

•  several changes to IT human resources structures and teams were observed, although this 
appeared to have stabilised;

30. Available at http://
www.resbank.co.za/
Publications/Pages/
BanksActGuidance.
aspx. 

31. Available at http://
www.resbank.co.za/
RegulationAndSupervision/
BankSupervision/ 
TheBaselCapital 
Accord(Basel%20II)/ 
Pages/Advance- 
measurement- 
approach-.aspx.
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•  the quality of business continuity and disaster recovery capability was deficient in some 
instances and required improvement;

•  numerous control breakdowns were evident as noted as part of unresolved and repeat audit 
findings; and 

• combined assurance relating to IT risk still seemed to be at an early stage of development.

2.5 Asset and liability management risk

2.5.1 Regulatory developments
The Department spent a significant amount of time operationalising the CLF and finalising the 
negotiations bilaterally with participating banks.32 The Department also issued a number of 
directives setting out requirements for compliance with the LCR, including national discretion as 
allowed for in the LCR framework and how compliance with the LCR would be measured. As 
part of its responsibilities as a member of the TFIR,33 the Department engaged with the banking 
sector through BASA during the year to monitor and discuss international regulatory 
developments and the impact thereof on South Africa.

2.5.2 Focused reviews
According to the Core Principles, a supervisor is required to determine that banks have in place 
certain minimum standards. During 2014 the Department sent out a questionnaire covering 
banks’ policies, procedures and internal controls relating to liquidity risk and interest rate risk 
in the banking book. Following an off-site review of the responses received, the Department 
conducted on-site meetings to discuss the responses and to probe any relevant additional 
information. 

The Department conducted several of these reviews covering both major banks and small 
individual banks during the year to evaluate their current practices.

2.5.3 Participation in liquidity risk simulations
The Department continued to participate in ad hoc liquidity risk simulation exercises at banks, 
which were facilitated by an independent external party, in order to assess the adequacy 
and effectiveness of banks’ liquidity risk management frameworks. Representatives of the 
Department fulfilled an observatory role during these exercises. These simulation exercises 
continued to be of great value both to the Department and participating banks by highlighting 
areas of improvement and by demonstrating the need for robust liquidity risk management.

2.6 Capital management

2.6.1 Overview of internal capital adequacy 
assessment process reviews and key findings

During 2014 the Department continued with focused ICAAP reviews, in particular on 
improvements of credit risk economic capital models, capital management, stress testing, the 
validation of economic capital and stress-testing models, and a continued focus on the use test.

On-site reviews during 2014 highlighted the following aspects:

•  Banks’ capital planning was robust and underwent regular challenges by management, 
while forecasted capital ratios indicated that South African banks remained well capitalised.

•  Large and complex banks used economic capital models to more accurately measure 
risks and to relate the risks to capital requirements. The results of these models were used 

32. Also refer to 
section 1.9.

33. Also refer to 
section 1.8.14.
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in decision-making; therefore, management should continue to ensure economic capital 
models are validated and are still appropriately calibrated in the aftermath of the recent 
global financial crisis. 

•  In certain instances banks applied the standardised approach to calculate capital 
requirements for credit risk, especially relating to exposures in foreign jurisdictions where 
the standardised approach was found not to be a true reflection of the underlying risk. The 
Department imposed additional capital requirements in such instances. 

•  The identification, measurement, monitoring and mitigation of credit concentration risk, 
model risk and business risk required improvements at certain banks.

•  It was found to be beneficial for banks to be capable of performing ad hoc stress testing to 
investigate the impact of any possible changes in the economic environment within a short 
turnaround time.

2.6.2 Regulatory and economic capital data 
collection exercise 

The Department continued to collect and monitor forecasted regulatory and economic capital 
data from selected banking institutions in order to supplement the ICAAP reviews.

The data collected included forward-looking projected regulatory capital planning data. The 
aforementioned data continued to enhance the Department’s assessment of capital planning 
at banks, the importance of which was emphasised in the, Basel Committee publication titled A 
sound capital planning process: fundamental elements34 released in January 2014, as well as in 
light of the work done by the Capital Planning Workstream of the Basel Committee.

2.6.3 Assessment of capital and liquidity instruments
The Department conducted an exercise where banks were required to complete a self-
assessment template with reference to the minimum conditions for the issuance of instruments 
or shares of which the proceeds may qualify as either common equity tier 1 capital, additional 
tier 1 capital or tier 2 capital.

The above exercise was found to be beneficial in terms of assessing both individual banks and 
the wider banking industry with regard to financial instruments in issue. It was later deemed 
appropriate to expand the exercise to also include subordinated term debt issued for liquidity 
purposes.

The data were received in 2014 and comprised all instruments issued for liquidity and capital 
purposes by the banking sector as at the end of December 2013. The main highlights are 
mentioned on the next page.

The purpose of the survey was mainly to:

• assess the type of funding the banking sector was utilising;
• assess the concentration of maturity or early call dates for individual banks and the sector;
• determine the ability of banks to roll capital and liquidity instruments; and 
• determine the proportion of instruments issued by the banking sector. 

The main findings from the survey were as follows:

•  Domestic systemically important banks (D-SIBs), on a consolidated basis, had total 
subordinated term debt and tier 2 qualifying capital instruments in issue of more than 
R184 billion as at the end of December 2013, which amounted to only 6 per cent of D-SIBs’ 
total liabilities.

34. Available at http://
www.bis.org/publ/
bcbs277.htm
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•  Sixty per cent of the above-mentioned subordinated debt instruments was issued for 
liquidity and 40 per cent was issued for regulatory capital purposes. 

•  A high level of concentration in terms of maturity and early call dates within the banking 
sector was expected over the next five years (i.e. 2015 to 2019). However, it was deemed to 
be manageable in terms of the capital and liquidity management processes of the banks.

2.6.4 Domestic systemically important banks
During 2014 the Department again applied its D-SIB methodology to assess which banks 
were deemed D-SIBs together with their allocated loss-absorbency requirements. Banks were 
informed of their D-SIB status and loss-absorbency capital requirements to be phased in over 
a three-year period from 1 January 2016 to 31 December 2018.

The Department subsequently continued to monitor and assess banks and bank-controlling 
companies based on the latest available data, as the D-SIB status is assessed regularly and 
communicated to the affected banks at least annually. 

Although the D-SIB loss-absorbency capital requirement will only be phased in from 1 January 
2016, the Department deemed it necessary to continuously keep D-SIBs informed of any 
changes to the size of the imposed D-SIB capital buffer requirement. This communication 
allows banks and bank-controlling companies sufficient time to adequately plan and manage 
the aforementioned capital buffer requirements. 

2.7 Pillar 3: disclosure

2.7.1 Overview of key activities
During 2014 the Department’s Pillar 3 reviews focused on the assessment of quarterly, semi-
annual and annual Pillar 3 reports for compliance with regulatory requirements for public 
disclosure. To this end, Directive 4/2014 titled ‘Matters related to the Basel III leverage ratio 
framework and disclosure requirements’ and Directive 11/2014 titled ‘Liquidity coverage ratio: 
scope of application and related disclosure requirements’35 were issued by the Department as 
additional disclosure requirements.

2.7.2 Developments
In January 2015 the Basel Committee issued a document titled Standards: revised Pillar 3 
disclosure requirements.36 A key goal of the revised Pillar 3 disclosures was to improve 
comparability and consistency across banks. The revised disclosure requirements introduce 
greater use of templates, with prescriptive fixed-form templates being proposed for quantitative 
information that is considered essential for the analysis of a bank’s regulatory capital 
requirements, and templates with a more flexible format being proposed for information that 
is considered meaningful to the market but not central to the analysis of a bank’s regulatory 
capital adequacy.

Previous documents released by the Basel Committee on Pillar 3 disclosure that are superseded 
by the above-mentioned Standards: revised Pillar 3 disclosure requirements include Basel II: 
International convergence of capital measurement and capital standards: a revised framework 
and Enhancements to the Basel II framework. 

The Department will continue to monitor compliance with Pillar 3 disclosure requirements, 
with greater focus on preparing for the implementation of the new Standards: revised Pillar 3 
disclosure requirements document.

35. Available at 
http://www.resbank.
co.za/Publications/
Pages/Bank-Act-
directives.aspx.

36. Available at https://
www.bis.org/bcbs/
publ/d309.htm.
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2.8 Consolidated supervision

2.8.1 Barclays Africa Group Limited: African 
Supervisory College

The importance of effective supervisory colleges between home- and host-country supervisors 
has in recent years gained prominence, with both the Basel Committee and the IMF emphasising 
the value of such colleges. In line with international best practice, the Department held an 
inaugural supervisory college for supervisors of Barclays Africa Group Limited’s (BAGL) African 
banking operations from 24 to 26 November 2014. BAGL is involved in 10 countries in Africa, 
including South Africa, and a total of 12 supervisors from 9 countries attended the supervisory 
college for the African operations of BAGL. 

The overarching objective of the college was to assist the Department as the home-country 
supervisor and the various attending host-country supervisors in developing a better 
understanding of the risk profile of BAGL and the consolidated activities of BAGL in Africa. A 
further objective was to improve and strengthen information sharing and regional cooperation 
between all the supervisors involved with BAGL. The knowledge gained from the various host-
country supervisors of the banking conditions in the jurisdiction they are responsible for was of 
great value to the Department.

2.8.2 Supervisory meetings with the Financial 
Services Board 

South African banking groups have significant investments in banking, insurance and 
securities. The Department supervises these entities on a conglomerate basis. These financial 
conglomerates and the financial conglomerates headed by insurance companies are discussed 
during the regular meetings between the Financial Services Board and the Department. 
Valuable information is shared between the supervisory agencies during these meetings and it is 
regarded as an integral part of the Department’s supervisory process. These meetings continue 
to contribute to the Department’s ability to effectively supervise financial conglomerates.

2.9 Anti-money laundering and countering 
the financing of terrorism

2.9.1 Thematic sanctions review
As part of the Department’s supervisory mandate it conducted banking industry-wide thematic 
review of banks, sanctions-screening systems and controls. The scope of the thematic review 
evaluated whether banks’ sanctions-screening systems were adequately configured to identify 
sanctioned individuals and entities with the aim of protecting the South African banking industry 
against being used for the financing of terrorist and related activities. The thematic review also 
aimed to test whether banks effectively complied with local CFT legislation.

The thematic review was conducted over a period of approximately 21 weeks with 31 banks 
participating in the exercise. Both client and transactional screening systems were assessed 
utilising data extracted from:

• United Nations Security Council Resolutions Sanctions Lists;
• Her Majesty’s Treasury List issued by the United Kingdom; and
• United States Office of Foreign Assets Control Lists.

All participating banks cooperated fully and for those deficiencies identified the banks had 
demonstrated a high level of commitment to improve their sanctions-screening systems and 
controls within the agreed time frame.
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2.9.2 AML/CFT supervisory benchmarking visit to 
De Nederlandsche Bank in Amsterdam

During September 2014 the Department undertook a three-day benchmarking visit to De 
Nederlandsche Bank NV (DNB) in Amsterdam, which also included a visit to the Dutch Financial 
Intelligence Unit (DFIU). 

The purpose of the visit to DNB and the DFIU was to:

• benchmark the Department’s AML/CFT supervisory framework against that of DNB; 

•  gain an understanding of DNB’s approach to the cross-sectorial application of AML/CFT 
between insurance and banking industries (i.e. while keeping in mind South Africa’s move to 
a Twin Peaks approach of financial supervision); and

•  learn how information is shared between DNB, the DFIU and DNB’s frontline prudential 
supervisors (including the type of information that is shared and the arrangements that are 
in place to share such information).

It is expected that the professional connections made during the visit will lead to further 
collaborative efforts between the Department and DNB, while the knowledge gained from the 
visit will assist the Department in further strengthening its AML/CFT on- and off-site supervisory 
processes.

2.9.3 Administrative sanctions imposed 
for AML/CFT non-compliance

In terms of the Financial Intelligence Centre Act 38 of 2001 (FIC Act), the Bank, through the 
Department, is mandated to supervise and enforce banks’ compliance with the FIC Act to 
ensure that the necessary AML/CFT controls are in place. Following from inspections conducted 
to assess whether appropriate measures were in place to ensure compliance with the relevant 
provisions of the FIC Act, in 2014 the Department imposed administrative sanctions on the four 
major banks in South Africa to the value of R125 million.

It is reiterated that the said administrative sanctions imposed were not as a result of any of the 
banks facilitating transactions involving money laundering and/or the financing of terrorism. All 
financial penalties were credited to the criminal assets recovery account established by section 
63 of the Prevention of Organised Crime Act 121 of 1999. Table 2.1 provides a breakdown of the 
administrative sanctions imposed.

 

2.9.4 On-site inspections
The Department follows an AML/CFT risk-based approach to determine which banks to inspect 
during the year. Nine AML/CFT on-site inspections in terms of section 45B of the FIC Act were 
conducted in 2014. All local inspections undertaken in 2014 were on average conducted over a 
period of three weeks. In addition, the Department conducted its first cross-border inspection 

Table 2.1 Penalties imposed on banks in 2014

Financial penalty

Absa Bank Limited ........................................................... R10 million

FirstRand Bank Limited .................................................... R30 million

Nedbank Limited .............................................................. R25 million

The Standard Bank of South Africa Limited ...................... R60 million

Total ................................................................................. R125 million
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of a foreign subsidiary of a South African bank. Table 2.2 reflects the details of the inspections 
conducted and also provides a comparison of the inspections conducted from 2012 to 2014.

The most pertinent findings arising from inspections conducted in 2014 include, inter alia, the 
following:

 •  Customer identification and verification, and record keeping: the results of customer 
identification and verification and record-keeping assessments showed that there 
was still room for improvement for banks to ensure that they obtained appropriate 
documentation from clients as prescribed in section 21 of the FIC Act.

 •  Cash threshold reporting: generally, the smaller banks implemented manual cash 
threshold reporting processes. Some instances were found where such processes 
did not comply with the requirements outlined in the Money Laundering and Terrorist 
Financing Control Regulations and guidance provided in Guidance Note 5 issued in 
terms of the FIC Act.37

 •  Training: AML/CFT training provided to employees was found to be generic and did not 
focus on all requirements specific to the FIC Act. In some instances, AML/CFT training 
programmes lacked targeted training on specialised business areas (i.e. in line with 
employees’ responsibilities, activities and skills).

In addition to testing banks’ compliance with the FIC Act, the Department also assessed their 
adopted AML/CFT risk-based approaches, including their treatment of politically exposed 
persons, wire transfers and correspondent banking relationship processes. The implementation 
of the said approaches and processes varied from bank to bank. The Department urged 
banks to ensure that they paid particular attention to these areas to ensure that their AML/CFT 
frameworks adhere to international best practice and standards. Progress made by banks in 
this regard will be duly monitored in 2015.

2.10 Recovery planning
The FSB issued a document titled Key attributes of effective resolution regimes for financial 
institutions38 (key attributes) in 2011. In this document the FSB recommends that all systemically 
significant financial institutions have recovery and resolution plans in place. 

The Department first requested banks to start developing recovery plans in 2012. In order to 
review the progress made by banks in the development of their draft recovery plans, workshops 
were held with each of the large South African banking groups during 2013. These recovery 
plans were benchmarked against the key attributes and feedback was given to the banks on the 
gaps identified by the Department. The banks were given until the end of 2013 to have a board-
approved, integrated recovery plan. The Department, in conjunction with the Bank’s Financial 

Table 2.2  On-site inspections

Nature of inspection 2012* 2013 2014

Routine .................................................. Large banks 2 3 0

 Small banks 6 2 8

Cross border (Africa) 1

Non-routine ........................................... Large banks 0 1 0

Small banks 0 1 0

Total ...................................................... 8 7 9

* AML/CFT inspections commenced in April 2012

37. Available at 
https://www.fic.gov.
za/SiteContent/
ContentPage.
aspx?id=15.

38. Available 
at http://www.
financialstabilityboard.
org/wp-content/
uploads/r_111104cc.
pdf?page_moved=1.



35Bank Supervision Department Annual Report 2014

Stability Department, continued the process of reviewing the board-approved recovery plans of 
these banking groups during 2014. The focus during 2014 was on the feasibility of the recovery 
options identified by the banks and the severity of the selected stress scenarios. Further 
refinement of the recovery plans will continue in 2015 and is considered to be an ongoing 
process. The Department also issued Directive 1/2015 on the minimum requirements for 
recovery plans39 as further guidance against which banks can benchmark their recovery plans.

2.11 Cooperative banks
In view of the fact that all data and relevant information pertaining to cooperative banks 
are contained in the Combined annual report of the supervisors of the Cooperative Banks 
Development Agency and the South African Reserve Bank,40 this data and information will not 
be repeated in this report.

39. Available at 
http://www.resbank.
co.za/Publications/
Pages/Bank-Act-
directives.aspx.

40. Available at http://
www.resbank.co.za/
Publications/Reports/
Pages/CombinedAnnual 
Report.aspx. 
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Chapter 3:  Developments relating to 
banking legislation

3.1 Introduction
The Department continually strives to ensure that the legal framework for the regulation and 
supervision of banks and banking groups in South Africa remains relevant and current. Ideally 
the legal framework pertaining to banking regulation has to reflect local and international market 
developments, and should comply with the applicable international regulatory and supervisory 
standards, and best practices. 

The Department therefore reviews banking legislation, including the Banks Act, the Regulations 
issued in terms thereof and other pieces of related banking legislation on an ongoing basis. 
The Department makes recommendations to the Minister of Finance to effect the necessary 
amendments thereto.

3.2 The Banks Act 94 of 1990
As was reported in the Department’s 2013 Annual Report,41 the Banks Act was amended by 
the Banks Amendment Act 22 of 2013, published as Notice No. 992 in Government Gazette 
No. 37144 on 10 December 2013 mainly to enable compliance with Basel III requirements and 
prescriptions. During the year under review efforts were focused on providing input to and 
comments on the proposed FSR Bill issued by National Treasury in order to establish the Twin 
Peaks financial regulatory architecture. A media statement was issued by National Treasury on 
11 December 2014 which addresses various aspects of the FSR Bill.42 Public comments on the 
FSR Bill closed on 2 March 2015.

During the curatorship of African Bank it became increasingly evident that certain provisions 
of section 69 of the Banks Act unduly limited the curator’s powers to effectively deal with the 
various issues in order to resolve the difficulties that presented itself within African Bank. In 
order to address these difficulties, the Minister issued the Banks Amendment Bill, 2014 (Banks 
Act Bill) for public comment during November 2014. The objects of the Banks Act Bill are to:

• provide an alternative to the recovery of a bank within the existing corporate entity;
•  facilitate the transfer of all or part of a bank’s business to a successor entity pursuant to a 

transfer under section 54 of the Banks Act; and
• facilitate the implementation of the above steps by the curator.

3.3 Update regarding amendments to 
the Regulations relating to Banks

On 1 January 2013 South Africa implemented amended Regulations which, in line with 
the Basel III framework, essentially address both bank-specific and broader systemic risks. 
The essential information relating to the amendments that were implemented with effect from 
1 January 2013 is set out in the 2013 Annual Report.43 

The implementation period for several of the Basel III requirements that were incorporated into 
the Regulations commenced on 1 January 2013 and includes transitional arrangements which 
will be phased in until 1 January 2019. The transitional arrangements are available to give banks 
time to meet the higher standards while still supporting lending to the economy.

Based on the requirements, best practices and standards that were finalised by international 
standard-setting bodies such as the Basel Committee during 2013 and 2014, including specific 
amendments and enhancements to the Basel III framework, the Department continued with its 

41. Section 3.2.

42. Available at http://
www.treasury.gov.
za/comm_media/
press/2014/2014121201% 
20-%20Media%20
release%20FSR%20
Bill%20and%20MCP.pdf.

43. Section 3.3.
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processes to draft further proposed amendments to the Regulations during 2014. Furthermore, 
during 2014 the Department took various internal policy decisions in respect of specific matters 
that would impact the regulation and supervision of banks, and the Department is in the process 
of incorporating the outcome of these policy decisions into the Regulations. In addition, specific 
cases in the Regulations were identified that require further clarification and these areas are also 
being addressed accordingly.

In order to ensure that all relevant proposals and comments in respect of the proposed amended 
Regulations are duly considered, researched and debated, the Department continued to 
convene internal Policy Committee meetings during 2014 as and when required.

The Department also continues to monitor, among other things, the developments relating to 
the G-20 discussions, and the press releases, publications and directives issued by the Basel 
Committee and the FSB, including further work being conducted by the Basel Committee related 
to the Basel III framework, in order to identify possible further areas that would necessitate 
amendments or refinements to the Regulations.

The Department expects to conclude its processes of consultation and to finalise the proposed 
amended Regulations during 2015, following which the Department will make the necessary 
recommendations to the Minister of Finance to consider and approve the proposed amended 
Regulations. 

The Department is committed to remaining fully compliant with international standards and 
market best practices relating to the regulation and supervision of banks and banking groups.

3.4 Illegal deposit-taking
The Banks Act mandates the Registrar to control certain activities of persons who are not 
registered as a bank or authorised to carry on the business of a bank.

During the year under review the Department received a number of enquiries and complaints, 
with supporting documentary evidence, pertaining to the business activities of certain person(s) 
and/or company(ies) that were suspected of conducting the business of a bank by accepting 
deposits from the general public as a regular feature of their business without being registered 
as a bank. 

In fulfilling its mandate, it should be noted that the Department’s involvement is limited to 
potential contraventions of the Banks Act in the Republic of South Africa and does not extend 
to fraud or other related white-collar crime. Such matters are referred to the relevant regulator. It 
should also be noted that the Department is not a prosecuting authority and can only report the 
alleged contravention to the South African Police Service and National Prosecuting Authority for 
criminal investigation and prosecution. 

In most cases, when a matter is reported to the Department the funds are already depleted or 
the scheme is insolvent as the investors often only complain when they are no longer receiving 
their promised returns, which typically only happens once a scheme collapses. However, in the 
period under review the Department successfully applied for and was granted court orders in 
respect of two large schemes, which orders effectively froze considerable assets pending the 
outcome of investigations into the respective schemes.

The Department is concerned about the prevalence of illegal schemes in South Africa and again 
cautions the general public to be vigilant and prudent with their investment choices. 

The Department has compiled a five-year review of schemes investigated from January 2010 
to December 2014 (refer to Table 3.1 and Figure 3.1). During this period, the Department 
appointed temporary inspectors and in some cases repayment administrators in respect of 
102 cases relating to illegal deposit-taking schemes. A total of 52 schemes were carried over 
from previous years and 74 schemes were finalised during the above-mentioned five years. In 
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2014 the Department investigated 38 schemes, consisting of 20 schemes that were carried 
over from previous years and 18 new schemes initiated in 2014. On 31 December 2014, 
28 schemes were still current after the finalisation of 10 schemes during the year under review. 

20142013201220112010
0

10

20

30

40

50

60

Total number of schemes under review
New schemes
Schemes still under investigation in year under review

Schemes carried over from previous year
Schemes finalised in year under review

Number

Figure 3.1 Inspections relating to illegal deposit-taking schemes

3.5 Developments regarding Postbank
The Department is currently in the process of considering the section 12 application in terms 
of the Banks Act (i.e. an application for authorisation to establish a bank) from the Postbank (a 
division of the South African Post Office). At present the Postbank is regulated under the South 
African Postbank Limited Act 9 of 2010 and the Public Finance Management Act 1 of 1999.

Table 3.1 Inspections relating to illegal deposit-taking schemes 

Year

Total number  
of schemes  
under review

Schemes carried 
over from 

previous years

New schemes  
in year  

under review

Schemes 
finalised in year 

under review

Schemes still 
under 

investigation 
in year  

under review

2010................... 51 35 16 25 26

2011................... 41 26 15 14 27

2012................... 38 27 11 20 18

2013................... 25 18 7 5 20

2014................... 38 20 18 10 28

*  Includes schemes carried over from previous years
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Appendix 1 (continued)

Total staff complement, vacancies and employment equity numbers

 31 December 2013 31 December 2014

Total job register (permanent positions)....................................................... 171 151*

Total employed ........................................................................................... 159 134

Total vacancies ........................................................................................... 12 16

Employment equity: race (target group – per cent)

 General management ............................................................................. 50 45

 Other staff ............................................................................................... 65 70

Employment equity: gender (target group – per cent)

 General management ............................................................................. 41 30

 Other staff ............................................................................................... 68 58

*  Financial Stability Department separated from the Bank Supervision Department
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Appendix 2

Registered banks, mutual banks and local branches of foreign banks 
as at 31 December 2014

Registered banks

 Total assets at
 31 December
Institution Address Annual growth
  2013 2014 (per cent)
 (R millions) (R millions)

1 Absa Bank Limited P O Box 7735,
Johannesburg, 2000

777 881 807 118 3,76

2 African Bank Limited Private Bag X170, 
Midrand, 1685

69 952 51 341 -26,61

3 Albaraka Bank Limited  P O Box 4395, 
Durban, 4000

4 402 4 792 8,87

4 Bidvest Bank Limited  P O Box 185, 
Johannesburg, 2000

4 732 4 722 -0,21

5 Capitec Bank Limited  P O Box 12451, 
Die Boord, Stellenbosch, 7613

44 481 51 877 16,63

6 FirstRand Bank Limited  P O Box 650149, 
Benmore, 2010

785 371 856 911 9,11

7 Grindrod Bank Limited  P O Box 3211, 
Durban, 4000

9 365 9 280 -0,91

8 Habib Overseas Bank Limited  P O Box 62369, 
Marshalltown, 2107

1 058 1 206 14,01

9 HBZ Bank Limited  P O Box 1536, 
Wandsbeck, 3631

3 566 3 848 7,92

10 Investec Bank Limited  P O Box 785700, 
Sandton, 2146

274 173 310 142 13,12

11 Mercantile Bank Limited  P O Box 782699, 
Sandton, 2146

7 571 8 384 10,74

12 Nedbank Limited  P O Box 1144, 
Johannesburg, 2000

661 945 714 408 7,93

13 Sasfin Bank Limited  P O Box 95104, 
Grant Park, 2051

4 058 4 732 16,60

14 The South African Bank of Athens Limited  P O Box 7781, 
Johannesburg, 2000

2 215 2 296 3,65

15 The Standard Bank of South Africa Limited  P O Box 7725, 
Johannesburg, 2000

979 895 1 099 503 12,21

16 Ubank Limited (formerly known as Teba 
Bank Limited)

 Private Bag X101, 
Sunninghill, 2157

4 366 4 250 -2,66
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Appendix 2

Registered banks, mutual banks and local branches of foreign banks 
as at 31 December 2014 (continued)

Registered local branches of foreign banks

 Total assets at
 31 December
Institution Address Annual growth
  2013 2014 (per cent)
 (R millions) (R millions)

1 Bank of Baroda  Premises No.14, 2nd floor,
Sandton City Twin Towers,
(East Wing), Sandton, 2196

1 619 2 053 26,79

2 Bank of China Limited Johannesburg 
Branch (trading as Bank of China 
Johannesburg Branch)

 P O Box 782616,
Sandton, 2146

14 513 22 417 54,46

3 Bank of India P O Box 653589, 
Benmore, 2010

291 347 19,08

4 Bank of Taiwan South Africa Branch P O Box 1999, 
Parklands, 2121

1 423 1 420 -0,20

5 BNP Paribas South Africa Postnet Suite #457, Private Bag X1, 
Melrose Arch, 2075

467 2 817 503,27

6 Canara Bank 11th Floor, Sandton City Office Towers, 
Cnr 5th Street and Rivonia Road, 
Sandhurst Ext 3, Sandton, 2196

– 299 100

7 China Construction Bank Corporation – 
Johannesburg Branch 

 Private Bag X10007, 
Sandton, 2146

18 374 26 169 42,43

8 Citibank NA P O Box 1800,
Saxonwold, 2132

40 805 48 683 19,31

9 Deutsche Bank AG Private Bag X9933,
Sandton, 2146

20 126 17 296 -14,06

10 HSBC Bank plc – 
Johannesburg Branch

Private Bag X785434,
Sandton, 2146

30 080 41 641 38,44

11 JPMorgan Chase Bank, NA
(Johannesburg Branch)

Private Bag X9936,
Sandton, 2146

40 814 29 657 -27,34

12 Société Générale Johannesburg Branch  P O Box 6872,
Johannesburg, 2000

6 109 11 573 89,45

13 Standard Chartered Bank
(Johannesburg Branch)

 P O Box 782080,
Sandton, 2146

21 551 32 239 49,60

14 State Bank of India P O Box 2538,
Saxonwold, 2132

2 457 5 006 103,77

Registered mutual banks

 Total assets at
 31 December
Institution Address Annual growth
  2013 2014 (per cent)
 (R millions) (R millions)

1 Finbond Mutual Bank P O Box 2127, 
Brooklyn Square, 0075

1 135 1 422 25,31

2 GBS Mutual Bank  P O Box 114,
Grahamstown, 6140

983 1 041 5,81

3 VBS Mutual Bank P O Box 3618,
Makhado, 0920

323 362 12,03
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Registered banks, mutual banks and local branches of foreign banks 
as at 31 December 2014 (continued)

Banks under curatorship

Institution Curator Date of order

African Bank Limited Mr T Winterboer 10 August 2014

Banks in final liquidation

Institution Liquidator Date of order

1 Islamic Bank Limited Mr A D Wilkens of Deloitte & Touche 13 January 1998

2 Regal Treasury Private Bank Limited  Mr T A P du Plessis of D&N Trust 10 February 2004 
and Mr J Pema of Sekela Antrust 
(Pty) Limited

Appendix 3

Name changes and cancellation of registration of banks and branches of foreign 
banks during the period 1 January 2014 to 31 December 2014

Name changes

Previous name New name Date of change

None 

Cancellation of registration

Institution Date of order

None 
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Registered controlling companies as at 31 December 2014

Institution Address

1 African Bank Investments Limited P O Box X170, Midrand, 1685

2 Barclays Africa Group Limited P O Box 7735, Johannesburg, 2000

3 Bidvest Bank Holdings Limited P O Box 185, Johannesburg, 2000

4 Capitec Bank Holdings Limited P O Box 12451, Die Boord, Stellenbosch, 7613

5 FirstRand Limited P O Box 650149, Benmore, 2010

6 Grindrod Financial Holdings Limited P O Box 3211, Durban, 4000

7 Investec Limited P O Box 785700, Sandton, 2146

8 Mercantile Bank Holdings Limited P O Box 782699, Sandton, 2146

9 Nedbank Group Limited P O Box 1144, Johannesburg, 2000

10 Sasfin Holdings Limited P O Box 95104, Grant Park, 2051

11 Standard Bank Group Limited P O Box 7725, Johannesburg, 2000

12  UBank Group Limited Private Bag X101, Sunninghill, 2157

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

1  Albaraka Banking Group P O Box 1882, Manama, Kingdom of Bahrain 
(in respect of Albaraka Bank Limited)

2  National Bank of Greece 86 Aiolou Street, Athens TT 121, Greece 
(in respect of The South African Bank of Athens Limited)

3  Pitcairn’s Finance 121, Avenue de la Faiencerie, L-1511
 (in respect of Habib Overseas Bank Limited) Luxemburg, RCS Luxemburg, B nr 33-106
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Foreign banks with approved local representative offices

Institution Address

1 AfrAsia Bank Limited P O Box 55351, Northlands, 2116

2  African Banking Corporation Botswana Limited  
(trading as BancABC Botswana)   P O Box 970, Saxonwold, 2132

3 Banco Angolano de Investimentos P O Box 785553, Sandton, 2146

4 Banco BPI, SA P O Box 303, Bruma, 2026

5 Banco Internacional de Credito 30 Arena Close, H Santos Building, Bruma, 2198

6 Banco Nacional De Desenvolvimento Econômica E Social  Illovo Edge, 4th Floor, Building 1, Corner Fricker and 
Harries Road, Illovo, Sandton, 2196

7 Banco Santander Totta SA P O Box 309, Bruma, 2026

8 Banif – Banco Internacional do Funchal, SA P O Box 16838, Bruma, 2026

9 Bank Leumi Le-Israel BM Private Bag X41, Saxonwold, 2132

10 Bank of America, National Association P O Box 651987, Benmore, 2010

11 Bank One Limited P O Box 25386, Gateway, 4321

12 Commerzbank AG Johannesburg P O Box 860, Parklands, 2121

13 Credit Suisse AG Private Bag X9911, Sandton, 2146

14 Ecobank  1st Floor, No. 1 Protea Place, Corner Fredman Drive, 
Sandton, 2196

15 Export-Import Bank of India  2nd floor, Sandton City, Twin Towers East Wing, 
Sandton, 2196

16 First Bank of Nigeria P O Box 784796, Sandton, 2146

17 Hellenic Bank Public Company Limited P O Box 783392, Sandton, 2146

18 Icici Bank Limited P O Box 78261, Sandton, 2146

19 Industrial and Commercial Bank of China African Representative Office P O Box 40, Cape Town, 8000

20 KfW Ipex-Bank GmbH P O Box 2402, Saxonwold, 2132

21 Millenium BCP P O Box 273, Bruma, 2026

22 Mizuho Bank Limited P O Box 785553, Sandton, 2146

23 National Bank of Egypt P O Box 55402, Northlands, 2116

24 Notenstein Private Bank Limited  100 New Church Street, Tamboerskloof, 
Cape Town, 8001

25 Novo Bank P O Box 749, Bruma, 2026

26 Royal Bank of Canada (Suisse) SA P O Box 3084, Rivonia, 2128

27 Société Générale Representative Office for Southern Africa P O Box 2805, Saxonwold, 2132

28 Sumitomo Mitsui Banking Corporation Building Four, 1st Floor, Commerce Square, 39 Rivonia  
  Road, Sandhurst, Sandton, 2196

29 Swedbank AB (Publ) Private Bag X1, Dainfern, 2055

30 The Bank of New York Mellon PostNet Suite 100, Private Bag X43, Sunninghill, 2157

31 The Bank of Tokyo-Mitsubishi UFJ Limited P O Box 78519, Sandton, 2146

32 The Mauritius Commercial Bank Limited P O Box 3009, Parklands, 2121

33  The Representative Office for Southern and Eastern Africa of  Postnet Suite 158, Private Bag X91–BE,   
the Export-Import Bank of China Benmore, 2010
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Foreign banks with approved local representative offices (continued)

Institution Address

34 The Royal Bank of Scotland plc P O Box 78769, Sandton, 2146

35 UBS AG P O Box 652863, Benmore, 2010

36 Unicredit Bank AG P O Box 1483, Parklands, 2121

37 Union Bank of Nigeria plc P O Box 653125, Benmore, 2010

38 Vnesheconombank P O Box 413742, Craighall, 2024

39 Wells Fargo Bank, National Association P O Box 3091, Saxonwold, 2132

40 Zenith Bank plc P O Box 782652, Sandton, 2146

Report on representative offices

1. Introduction

  The Regulations relating to Representative Offices of Foreign Banking Institutions (RO Regulations), issued under 
Government Notice No. 1370, in Government Gazette No. 22939 dated 13 December 2001, seek to ensure continuous 
oversight by the Department, of the activities of representative offices of foreign banking institutions operating within the 
Republic of South Africa. 

  As at 31 December 2014 there were 40 representative offices (ROs) operating in South Africa, emanating from 
20 jurisdictions.

2. Change in status of ROs during 2014

 2.1 During the year under review the following ROs were deregistered:

i. Bank of Cyprus Group
ii. First City Monument Bank plc
iii. Royal Bank of Scotland International Limited
iv. NATIXIS Southern Africa Representative Office
v. Fairbairn Private Bank (Isle of Man) Limited
vi. Fairbairn Private Bank (Jersey) Limited

 2.2 During the year under review the following ROs were registered:

vii. Notenstein Private Bank Limited
viii. Swedbank AB (Publ)
ix. Bank One Limited

 2.3 During the year under review the following ROs’ names changed:

i. Banco Espirito Santo e commercial de lisboa’s changed to Novo Banco

3. Supervisory approach

  In order to fulfill the Department’s responsibilities in terms of the RO Regulations, it follows the following supervisory 
approach:

 • regular interaction with the chief representative officers of the respective ROs;
 • on-site visits at the offices of the ROs;
 • analysis of returns submitted by the ROs in terms of the RO Regulations and follow-up of any issues identified; and
 •  analysis of the internal control reports submitted by the ROs on an annual basis in terms of Banks Act Circular 

3/2004.
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Banks Act Circulars issued in 2014

C7/2014 External auditors of newly acquired or established entities

C6/2014  Interpretation of specified conditions for the issuing of instruments or shares which rank as additional 
tier 1 capital and tier 2 capital

C5/2014 Disclosure of capital-related information

C4/2014 Interpretation and application of criteria relating to exposures secured by residential mortgage bonds

C3/2014 Interpretation and application of criteria relating to the granularity for retail exposures

C2/2014 Interpretation of definition of default as outlined in regulation 67 of the Regulations relating to Banks

C1/2014 Status of previously issued circulars

Banks Act Directives issued in 2014

D11/2014 Liquidity coverage ratio: Scope of application and related disclosure requirements

D10/2014  Transitional arrangements related to capital requirements for over-the-counter derivatives that are not 
transacted through a central counterparty

D9/2014 Restructured credit exposures

D8/2014 Matters related to compliance with the liquidity coverage ratio (LCR)

D7/2014 National discretion related to the liquidity coverage ratio

D6/2014 Matters related to liquidity risk and the liquidity coverage ratio

D5/2014 Matters related to transfers from retained earnings, appropriated profits and qualifying reserve funds

D4/2014 Matters related to the Basel III leverage ratio framework and disclosure requirements

D3/2014 Process in respect of specific capital issuances and redemptions

D2/2014 Matters related to internal rating systems used to calculate the minimum required capital for credit risk

D1/2014 Matters related to assets lodged or pledged to secure liabilities

Banks Act Guidance Notes issued in 2014

G8/2014 Provision of a committed liquidity facility by the South African Reserve Bank

G7/2014  Application process to adopt the advanced measurement approach for measuring banks’ operational risk 
exposure 

G6/2014  Application process for approval to adopt the standardised approach or alternative standardised approach for 
measuring banks’ operational risk exposure

G5/2014 Outsourcing functions within banks

G4/2014  Application process in respect of the proposed adoption of the internal ratings-based approach for the 
measurement of banks’ credit risk exposure in respect of positions held in the banking book

G3/2014 Effective risk data aggregation and risk reporting

G2/2014  Meetings to be held during the 2014-calendar year with the boards of directors of banks and controlling 
companies

G1/2014 Status of previously issued guidance notes
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Appendix 7

Exemptions and exclusions from the application of the Banks Act 94 of 1990

Section 1(1)(cc): Exemptions by the Registrar of Banks with approval of the Minister of Finance

Exemption Notice Government Gazette Expiry

Mining Houses No. 16167 of 14 December 1994 Indefinite

Trade in Securities and Financial Instruments No. 16167 of 14 December 1994 Indefinite

Commercial Paper No. 16167 of 14 December 1994 Indefinite

Common Bond No. 37903 of 15 August 2014 Indefinite

Securitisation Schemes No. 30628 of 1 December 2008 Indefinite

Section 1(1)(dd): Exemptions by the Minister of Finance

Exemption Notice Government Gazette Expiry

Participation Bond Schemes No. 13003 of 31 January 1991 Indefinite

Unit Trust Schemes No. 13003 of 31 January 1991 Indefinite

“Ithala Limited” a wholly owned subsidiary of Ithala Development 
Finance Corporation Limited No. 37409 of 4 April 2014 31 December 2014

Section 1(ff): Exemptions by the Registrar of Banks

Exemption Notice Government Gazette Expiry

Designation of Stockbrokers to pool funds No. 15976 of 14 September 1994 Indefinite

Section 1(gg): Exemptions by the Registrar of Banks

Exemption Notice Government Gazette Expiry

Designation of JSE Limited members as persons 
authorised to accept money as mandatories and 
to deposit such money into banking accounts 
maintained by them

No. 19283 of 22 September 1998 Indefinite

Section 2(vii): Exclusions by the Minister of Finance

Exemption Notice Government Gazette Expiry

Post Office Savings Bank No. 13744 of 24 January 1992 Indefinite

Industrial Development Corporation of South Africa No. 16167 of 14 December 1993 Indefinite

Section 78(1)(d)(iii): Exemptions by the Registrar of Banks

Notice Government Gazette Expiry

Category of assets of a bank that may be held in the name of a 
person other than the bank concerned

No. 17949 of 2 May 1997 Indefinite
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Appendix 8

Approval of applications in terms of section 52 of the Banks Act 94 of 1990 for local 
banking groups to acquire or establish foreign interests for the period 1 January 2014 
to 31 December 2014

Name of controlling 
company

Date of  
approval

Name of interest (and percentage interest  
held, if not 100 per cent)

Domicile

Barclays Africa Group Limited 2014-03-12 Barclays Life Kenya Limited (66,67 per cent) Kenya

Barclays Africa Group Limited 2014-03-12 Barclays Insurance Company Kenya Limited Kenya

Barclays Africa Group Limited 2014-04-16 Guinea Fowl Investments Twenty Five (Pty) Limited 
(66,67 per cent)

Namibia

FirstRand Bank Limited 2014-01-20 Impresta Management Services (Pty) Limited Australia

FirstRand Limited 2014-01-20 KV Products (Pty) Limited (60 per cent) South Africa

FirstRand Limited 2014-01-30 Ashburton Equity Hedge Fund GP 1 (Pty) Limited South Africa

FirstRand Limited 2014-02-26 Seesa Employee Benefits (Pty) Limited South Africa

FirstRand Limited 2014-03-14 Hyphen Technology Namibia (Pty) Limited Namibia

FirstRand Limited 2014-04-25 FirstRand Bank Limited Guernsey Branch Guernsey

FirstRand Limited 2014-07-23 Tyhee Gold Corp (17,5 per cent) Canada

FirstRand Limited 2014-08-20 FirstRand Insurance Holdings (Pty) Limited South Africa

FirstRand Limited 2014-08-20 FirstRand Life Assurance Limited South Africa

FirstRand Limited 2014-11-03 RMB Nigeria Stockbrokers Limited Nigeria

Investec Limited 2014-06-04 Connectivity Architects Limited (35 per cent) Mauritius

Investec Limited 2014-06-05 Felsted Investments Group Limited (20 per cent) British Virgin Islands

Investec Limited 2014-07-01 Matzopath (Pty) Limited South Africa

Investec Limited 2014-10-09 Investec Alternative Investments GP Proprietary Limited South Africa

Investec Limited 2014-10-30 Kuvenco 1 Limited (37,4 per cent) Mauritius

Investec plc* 2014-02-26 Investec Asset Management Luxembourg SA Luxembourg

Investec plc* 2014-06-23 HoldCo Australia

Investec plc* 2014-06-23 NewCo Australia

Investec plc* 2014-06-23 Robert Smith Group (Automotive) Limited United Kingdom

Investec plc* 2014-06-23 Mann Island Finance Limited United Kingdom

Investec plc* 2014-09-29 Investec Asset Management Switzerland GmbH Switzerland

Nedbank Group Limited 2014-05-26 Erf 7 Sandown (Pty) Limited South Africa

Nedbank Group Limited 2014-08-20 Ecobank Transnational Incorporated (20 per cent) Togo

Nedbank Group Limited 2014-11-03 National Switch Limited (9 per cent) Malawi

Nedbank Group Limited 2014-11-13 Old Mutual US Dollar Money Market Fund Mauritius

Sasfin Holdings Limited 2014-09-23 Sasfin HRS Administrators (Pty) Limited (51 per cent) South Africa

Standard Bank Group Limited 2014-02-13 National Switch Limited (9,1 per cent) Malawi

Standard Bank Group Limited 2014-03-07 Oando Wings Development Limited (37,1 per cent) Nigeria

Standard Bank Group Limited 2014-03-24 MTN Mobile Money Holdings (Pty) Limited South Africa

Standard Bank Group Limited 2014-06-04 Standard Bank Brazil Representações Ltda Brazil

Standard Bank Group Limited 2014-06-24 STANLIB Tanzania Limited Tanzania

Standard Bank Group Limited 2014-06-27 Stonehouse Services Company (Pty) Limited South Africa

Standard Bank Group Limited 2014-09-25 Standard New York Inc. United States of America
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Appendix 8

Approval of applications in terms of section 52 of the Banks Act 94 of 1990 for local 
banking groups to acquire or establish foreign interests for the period 1 January 2014 
to 31 December 2014 (continued)

Name of controlling 
company

Date of  
approval

Name of interest (and percentage interest  
held, if not 100 per cent)

Domicile

Standard Bank Group Limited 2014-09-25 The Standard Bank of South Africa Limited Dubai Branch United Arab Emirates

Standard Bank Group Limited 2014-09-25 Standard Advisory Asia Limited Hong Kong

Standard Bank Group Limited 2014-09-25 Standard Advisory London Limited United Kingdom

Standard Bank Group Limited 2014-11-12 Stanbic IBTC Insurance Brokers Limited Nigeria

Standard Bank Group Limited 2014-11-17 The Standard Bank of South Africa Limited, Hong Kong 
Representative Office

Hong Kong

Standard Bank Group Limited 2014-12-01 Liberty Propco (Pty) Limited South Africa

Standard Bank Group Limited 2014-12-02 IPS Electronic Payments (Pty) Limited South Africa

Standard Bank Group Limited 2014-12-15 Liberty Life Lesotho Limited Lesotho

*  All expansions undertaken by Investec plc were noted by the Bank Supervision Department in terms of the 2002 conditions of approval applicable to the 
dually listed company structure  
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Appendix 9

Memorandums of understanding concluded between the Bank Supervision Department 
of the South African Reserve Bank and foreign supervisors as at 31 December 2014

Domicile of foreign regulator 
(listed alphabetically) Foreign banking supervisor Effective from

1 Argentina Superintendencia de Entidades Financieras y 
Cambiarias (Central Bank of Argentina)

18 August 2007

2 Australia Australian Prudential Regulation Authority 4 July 2007

3 Brazil Banco Central Do Brasil 4 July 2012

4 China China Banking Regulatory Commission 17 November 2010

5 Germany Bundesanstalt für 
Finanzdienstleitungsaufsicht

13 August 2004

6 Ghana Bank of Ghana 26 October 2011

7 Hong Kong Monetary Authority of Hong Kong 12 December 2006

8 India Reserve Bank of India 21 October 2011

9 Ireland Irish Financial Services Regulatory Authority 21 July 2003

10 Isle of Man Financial Supervision Commission of the Isle 
of Man

13 August 2001

11 Jersey Jersey Financial Services Commission 11 June 2010

12 Kenya Central Bank of Kenya 1 July 2010

13 Lesotho Central Bank of Lesotho 27 August 2010

14 Mauritius Bank of Mauritius 25 January 2005

15 Mozambique Banco de Mozambique 22 September 2011

16 Namibia Bank Supervision Department of the Bank of 
Namibia

27 September 2004

17 Netherlands The Nederlands Bank 23 March 2010

18 Nigeria Central Bank of Nigeria 20 March 2008

19 Republic of South Sudan Bank of South Sudan 14 November 2011

20 Swaziland Central Bank of Swaziland 18 June 2010

21 Taiwan Financial Supervisory Commission of the 
Republic of China (Taiwan)

14 March 2012

22 Tanzania Bank of Tanzania 15 June 2010

23 Uganda Bank of Uganda 15 June 2010

24 United Arab Emirates The Dubai Financial Services Authority 8 August 2009

25 United Kingdom* Financial Services Authority* 21 July 2006

*A letter of intent has been signed between the Bank Supervision Department of the South African Reserve Bank and the Financial Services Authority and 
Bank of England rendering the terms of the current MoU applicable to the Prudential Regulation Authority and Financial Conduct Authority as may be 
relevant.

The purpose of a memorandum of understanding (MoU) is to provide a formal basis for bilateral working relationships and 
cooperation between supervisors, including the sharing of information and investigative assistance.

It should be noted that any MoU entered into by the Department does not modify or supersede any laws or regulatory requirements 
in force in, or applying to, the Republic of South Africa. Accordingly, an MoU sets forth a statement of intent and does not create 
any enforceable rights.

Since 2009, the Department’s policy has been to allow only the acquisition or establishment of local (inward) and cross-border 
banking operations in instances where an MoU with the cross-border banking supervisor concerned has been concluded.  This 
decision was underpinned by global initiatives to ensure that cross-border activities do not contribute to enhanced risk, as was 
evidenced by the global financial market crisis.
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Appendix 9

Memorandums of understanding concluded between the Bank Supervision Department 
of the South African Reserve Bank and foreign supervisors as at 31 December 2014 
(continued)

MoUs with the following foreign supervisors are in the process of negotiation:

Domicile of foreign regulator (listed alphabetically) Foreign banking supervisor

1 Bahrain Central Bank of Bahrain

2 Colombia Superintendencia Financiera de Colombia

3 France French Banking Commission

4 Greece The Banking Regulator

5 Guernsey Guernsey Financial Services Commission

6 Malawi Reserve Bank of Malawi 

7 Japan Financial Services Agency

8 Portugal Banco de Portugal

9 Singapore Monetary Authority of Singapore

10 Turkey Banking Regulation and Supervisory Agency of Turkey

11 United Arab Emirates Banking Supervision and Examination Department of the Central Bank 
of the United Arab Emirates

12 United  States of America Federal Reserve Bank of New York

13 Zambia Bank of Zambia

Africa 

The 14 Heads of State or Government of the Southern African Development Community (SADC) have signed a Protocol on 
Finance and Investment (PFI). The PFI, among other things, includes a section setting out the framework for cooperation and 
coordination in banking regulatory and supervisory matters. The 14 SADC countries are the Republic of Angola, the Republic of 
Botswana, the Democratic Republic of Congo, the Kingdom of Lesotho, the Republic of Malawi, the Republic of Mauritius, the 
Republic of Mozambique, the Republic of Namibia, Republic of Seychelles, the Republic of South Africa, the Kingdom of 
Swaziland, the United Republic of Tanzania, the Republic of Zambia and the Republic of Zimbabwe.
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Appendix 10

Summary of key matters communicated by the Basel Committee on 
Banking Supervision

During 2014 the Basel Committee on Banking Supervision (Basel Committee) issued various documents and further 
requirements that will, over the next few years, materially impact on the regulation and supervision of banks and banking 
groups, on matters such as:

• a leverage ratio framework and disclosure requirements;
• guidance for supervisors on market-based indicators of liquidity;
• disclosures related to the liquidity coverage ratio (LCR);
• restricted version of committed liquidity facilities (CLFs);
• risk management guidelines related to anti-money laundering and terrorist financing;
• fundamental elements of banks’ capital planning process;
• the standardised approach for measuring counterparty credit risk exposures;
• external audits of banks;
• exposures to central counterparties;
• measuring and controlling large exposures;
• frequently asked questions on the Basel III framework’s LCR;
• principles for effective supervisory colleges;
• principles for the sound management of operational risk;
• frequently asked questions on the Basel III leverage ratio framework;
• the net stable funding ratio (NSFR); and
• revisions to the securitisation framework.

Leverage ratio framework and disclosure requirements

On 12 January 2014 the Basel Committee issued the full text of the Basel III framework’s leverage ratio framework and 
disclosure requirements.1 

The Basel III framework’s leverage ratio is defined as the ‘capital measure’ (the numerator) divided by the ‘exposure 
measure’ (the denominator) and is expressed as a percentage. The capital measure is currently defined as tier 1 capital. 
The Basel Committee undertook to continue to monitor banks’ leverage ratio data on a semi-annual basis in order to 
assess whether the design and calibration of the leverage ratio is appropriate over a full credit cycle and for different 
types of business models. It also undertook to continue to collect data to track the impact of using either common 
equity tier 1 (CET1) or total regulatory capital as the capital measure. 

Implementation of the leverage ratio requirements has begun with bank-level reporting to national supervisors of the 
leverage ratio and its components, and proceeded with public disclosure as from 1 January 2015. The Basel Committee 
undertook to carefully monitor the impact of these disclosure requirements. The final calibration of the leverage ratio, 
and any further adjustments to its definition, are expected to be completed by 2017, with a view to migrate to a Pillar 1 
(minimum capital requirement) treatment on 1 January 2018. 

The Basel Committee also undertook to closely monitor accounting standards and practices to address any differences 
in national accounting frameworks that are material to the definition and calculation of the leverage ratio.

Guidance for supervisors on market-based indicators of liquidity, liquidity disclosure and 
committed liquidity facilities

In January 2013, the Basel Committee’s oversight body, the Group of Governors and Heads of Supervision (GHOS), 
agreed on the final form of the LCR. At that time, the GHOS asked the Basel Committee to undertake some additional 
work on the use of market-based indicators of liquidity within the regulatory framework, liquidity disclosure 
and the interaction between the LCR and the provision of central bank liquidity facilities. On 12 January 2014 the 
Basel Committee accordingly published a package of material that responded to these requests, including a document 

1 Available at http://www.bis.org/publ/bcbs270.htm.
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titled Guidance for supervisors on market-based indicators of liquidity.2 This document aims to assist supervisors in 
their evaluation of the liquidity profile of assets held by banks and to help promote greater consistency in high-quality 
liquid assets (HQLA) classifications across jurisdictions, for the purposes of the Basel III framework’s LCR. 

The Basel Committee further issued final requirements for banks’ LCR-related disclosures3 to improve the transparency 
of regulatory liquidity requirements and enhance market discipline. Consistent with the Basel III agreement, national 
authorities gave effect to these disclosure requirements, and banks are required to comply with them from the date of 
the first reporting period after 1 January 2015.

With regard to CLFs, the Basel Committee agreed to modify the definition of HQLA within the LCR to provide greater 
use of CLFs as provided by central banks. The use of CLFs within the LCR has now been limited to those jurisdictions 
with insufficient HQLA to meet the needs of the banking system. The Basel Committee has agreed that, subject to a 
range of conditions and limitations, a restricted version of a CLF (an RCLF) may be used by all jurisdictions.4

Whether jurisdictions choose to make use of RCLFs is a matter for national discretion. Importantly, central banks are 
under no obligation to offer such liquidity facilities. Furthermore, the restrictions agreed by the Basel Committee are 
intended to limit the use of RCLFs in normal times, and therefore maintain the principle that banks should self-insure 
against liquidity shocks. This emphasises central banks’ role as lenders of last resort. These restrictions may, however, 
be relaxed during times of stress, when HQLA might otherwise be in short supply.

Risk management guidelines related to anti-money laundering and 
terrorist financing

On 15 January 2014 the Basel Committee issued a set of guidelines to describe how banks should include the 
management of risks related to money laundering and financing of terrorism within their overall risk management 
framework.5 Prudent management of these risks, together with effective supervisory oversight, is critical in protecting 
the safety and soundness of banks as well as the integrity of the financial system. Failure to manage these vulnerabilities 
exposes banks to serious reputational, operational, compliance and other risks. 

The guidelines issued by the Basel Committee are consistent with the International Standards on Combating Money 
Laundering and the Financing of Terrorism and Proliferation issued by the Financial Action Task Force (FATF) in 2012 and 
supplement their goals and objectives. The risk management guidelines include cross-references to FATF standards to 
help banks comply with national requirements based on those standards.

Fundamental elements of a bank’s capital planning process

An important lesson from the global financial crisis points to the need for banks to improve and strengthen their capital 
planning processes. Some of the observed weaknesses reflected processes that were not sufficiently comprehensive, 
appropriately forward-looking or adequately formalised. As a consequence, some banks underestimated the risks 
inherent in their business strategies and, in turn, misjudged capital needs. To this end, on 23 January 2014 the Basel 
Committee issued a document titled A sound capital planning process: fundamental elements, which sets out sound 
practices that foster overall improvement in banks’ capital planning practices.6

Standardised approach for measuring counterparty credit risk exposures

On 31 March 2014 the Basel Committee published a final standard on the treatment of derivatives-related transactions 
in its capital adequacy framework.7

The standardised approach for measuring counterparty credit risk exposures includes a comprehensive, non-modelled 
approach for measuring counterparty credit risk associated with over-the-counter (OTC) derivatives, exchange-traded 
derivatives and long settlement transactions. The new standardised approach for counterparty credit risk (SA-CCR) 
replaces both the current exposure method (CEM) and the standardised method (SM) in the capital adequacy framework. 
In addition, the internal models method (IMM) and the shortcut method will be eliminated from the framework once the 
SA-CCR takes effect, which is scheduled for 1 January 2017.

2 Available at http://www.bis.org/publ/bcbs273.htm.
3 Available at http://www.bis.org/publ/bcbs272.htm.
4 Available at http://www.bis.org/publ/bcbs274.htm.
5 Available at http://www.bis.org/publ/bcbs275.htm.
6 Available at http://www.bis.org/publ/bcbs277.htm.
7 Available at http://www.bis.org/publ/bcbs279.htm.
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External audits of banks 

The global financial crisis not only revealed weaknesses in risk management, internal control and governance processes 
at banks, but also highlighted the need to improve the quality of external audits of banks. Given the central role banks 
play in contributing to financial stability, and therefore the need for market confidence in the quality of external audits of 
banks’ financial statements, on 31 March 2014 the Basel Committee issued supervisory guidance on external audits 
of banks.8 The document enhances and supersedes the previous guidance published by the Basel Committee in 2002 
regarding the relationship between banking supervisors and banks’ external auditors and in 2008 on external audit 
quality and banking supervision.

The document sets out supervisory expectations of how: 

• audit committees can contribute to audit quality in their oversight of the external audit function;

• external auditors can discharge their responsibilities more effectively;

•  an effective relationship between the external auditor and the supervisor can be enhanced, which allows greater 
mutual understanding about how the respective roles and responsibilities of supervisors and external auditors can 
lead to regular communication of mutually useful information; and 

•  regular and effective dialogue between the banking supervisory authorities and relevant audit oversight bodies can 
enhance the quality of bank audits. 

In addition to the guidance, the Basel Committee also published a letter to the International Auditing and Assurance 
Standards Board (IAASB) on areas where it believes International Standards on Auditing could be enhanced. Serving 
as an observer on the Basel Committee group that developed the revised guidance, the IAASB provided helpful and 
meaningful input to this effort.

Exposures to central counterparties 

On 10 April 2014 the Basel Committee published a final standard for calculating regulatory capital for banks’ exposures 
to central counterparties (CCPs).9 The final standard, will replace the interim capital requirements that were published 
in July 2012. In developing the final standard the Basel Committee worked in close cooperation with the Committee 
on Payment and Settlement Systems (CPSS) and the International Organization of Securities Commissions (IOSCO) 
to simplify the underlying policy framework and to complement relevant initiatives undertaken by other supervisory 
bodies, including the CPSS-IOSCO principles for financial market infrastructures. The Basel Committee also aimed to 
support broader policy efforts advanced by the G-20 leaders and the FSB, particularly those relating to central clearing 
of standardised OTC derivative contracts. 

The final standard will take effect on 1 January 2017 and the interim requirements will continue to apply until then. 
Although retaining many of the interim requirements, the final standard differs from them by: 

•  including a single approach for calculating capital requirements for a bank’s exposure that arises from its contributions 
to the mutualised default fund of a qualifying CCP (QCCP);

•  employing the standardised approach for counterparty credit risk (as opposed to the CEM) to measure the 
hypothetical capital requirement of a CCP;

• including an explicit cap on the capital charges applicable to a bank's exposures to a QCCP;
•  specifying the treatment of multi-level client structures whereby an institution clears its trades through intermediaries 

linked to a CCP; and 
•  incorporating responses to frequently asked questions posed to the Basel Committee in the course of its work on 

the final standard.

Measuring and controlling large exposures 

A robust large exposure framework protects banks from significant losses caused by the sudden default of an individual 
counterparty or a group of connected counterparties. Accordingly, on 15 April 2014 the Basel Committee published a 
final standard and supervisory framework for measuring and controlling large exposures, which will take effect on 
1 January 2019.10

8 Available at http://www.bis.org/publ/bcbs280.htm
9 Available at http://www.bis.org/publ/bcbs282.htm
10 Available at http://www.bis.org/publ/bcbs283.htm.
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The large exposure standard includes a general limit applied to the aggregate amount of a bank’s exposures to a single 
counterparty, which is set at 25 per cent of a bank’s tier 1 capital. This limit also applies to a bank's exposure to identify 
groups of connected counterparties, that is, counterparties that are interdependent and likely to fail simultaneously. A 
tighter limit will apply to exposures between banks that have been designated as global systemically important banks 
(G-SIBs). This limit has been set at 15 per cent of a bank’s tier 1 capital. 

The Basel Committee undertook to review by 2016 the appropriateness of setting a large exposure limit for exposures 
to QCCPs related to clearing activities, which are currently exempted in terms of the standard. The Basel Committee 
also undertook to review the impact of the large exposures framework on the implementation of monetary policy.

Frequently asked questions on Basel III’s liquidity coverage ratio

On 16 April 2014 the Basel Committee issued frequently asked questions on Basel III’s LCR.11 To promote consistent 
global implementation of the relevant requirements, the Basel Committee agreed to periodically review frequently asked 
questions and publish answers along with any technical elaboration of the Basel rules text and interpretative guidance 
that may be necessary.

Principles for effective supervisory colleges 

Supervisory colleges play an important role in the effective supervision of international banking groups. They can 
enhance information-sharing among supervisors, help the development of a shared agenda for addressing risks and 
vulnerabilities, and provide a platform for communicating key supervisory messages among college members. To this 
end, on 26 June 2014 the Basel Committee issued a final document titled Principles for effective supervisory colleges.12 
These principles replace the good practice principles on supervisory colleges, which the Basel Committee published in 
October 2010, with a commitment to revise them after a period of practical implementation experience. 

The principles aim to promote and strengthen the operation of supervisory colleges and have been revised to reflect 
observations on best practice. The revisions underscore the importance of continuous collaboration and information-
sharing outside the formal college meetings. They also incorporate recent supervisory developments, such as the formation 
of crisis management groups and greater focus on macroprudential considerations. The key changes are as follows: 

• Principle 1 now places greater emphasis on ongoing collaboration and information-sharing;
•  Principle 2 reinforces the expectation that a balance be struck between core college effectiveness and host 

involvement;
•  Principle 3 includes the expectation that home and host supervisors will put in place appropriate mechanisms and 

sufficient resources for effective and timely information exchange;
•  Principle 6 encourages home and host supervisors to agree on what types of feedback they provide to banks and 

how;
•  Principle 7 differentiates between banks that have crisis management groups, that is, systemically important banks, 

and those that do not, and provides guidance on possible communication and coordination between the college 
and the crisis management groups with respect to crisis preparedness; and

•  guidelines for the sharing and use of macroprudential information have been incorporated into Principles 1, 2, 3, 5 
and 7.

Principles for the sound management of operational risk 

On 6 October 2014 the Basel Committee published a review of the Principles for the sound management of operational 
risk.13 This paper reviews banks’ implementation of the 2011 Principles for the sound management of operational risk. 
The principles embody the lessons from the financial crisis and evolving sound practice in operational risk management. 

The principles set out the Basel Committee’s expectations for the management of operational risk. All internationally 
active banks should implement policies, procedures and practices to manage operational risk commensurate with their 
size, complexity, activities and risk exposure, and seek continuous improvement in these areas as industry practice 
evolves. In order to enhance operational risk management, the principles provide comprehensive guidance regarding  

11 Available at http://www.bis.org/publ/bcbs284.htm.
12 Available at http://www.bis.org/publ/bcbs287.htm.
13 Available at http://www.bis.org/publ/bcbs292.htm.



Bank Supervision Department Annual Report 201458

the qualitative standards that should be observed to achieve more rigorous and comprehensive operational risk 
management.

Frequently asked questions on the Basel III leverage ratio framework 

On 7 October 2014 the Basel Committee published frequently asked questions on the Basel III leverage ratio framework.14 
To promote consistent global implementation of the relevant requirements, the Basel Committee agreed to periodically 
review frequently asked questions and publish answers along with any technical elaboration of the standard and any 
interpretative guidance that may be necessary.

Net stable funding ratio

On 31 October 2014 the Basel Committee issued the final standard for the NSFR, as endorsed by the Basel Committee’s 
governing body, the GHOS.15 The NSFR is a significant component of the Basel III reforms. It requires banks to maintain a 
stable funding profile in relation to their on- and off-balance-sheet activities, thus reducing the likelihood that disruptions 
to a bank’s regular sources of funding will erode its liquidity position in a way that could increase the risk of its failure and 
potentially lead to broader systemic stress. The NSFR will become a minimum standard by 1 January 2018. 

The Basel Committee is currently developing disclosure standards for the NSFR.

Revisions to the securitisation framework

The recent global financial crisis highlighted several weaknesses in the Basel II securitisation framework, including 
mechanistic reliance on external ratings, lack of risk sensitivity, cliff effects and insufficient capital for certain exposures. 
The Basel Committee has revised the securitisation framework to address these issues. On 11 December 2014 the 
Basel Committee accordingly issued revisions to the securitisation framework.16 The revisions aim to address a number 
of shortcomings in the Basel II securitisation framework and to strengthen the capital standards for securitisation 
exposures. 

The revised framework, which will come into effect on 1 January 2018, forms part of the Basel Committee’s broader 
Basel III agenda to reform regulatory standards for banks in response to the global financial crisis and thus contribute 
to a more resilient banking sector. 

The most significant revisions with respect to the Basel II securitisation framework relate to changes in (i) the hierarchy 
of approaches, (ii) the risk drivers used in each approach, and (iii) the amount of regulatory capital banks must hold for 
exposures to securitisations, that is, the framework’s calibration. 

The revised hierarchy of approaches reduces reliance on external ratings. It also simplifies and limits the number of 
approaches. At the top of this hierarchy is the IRB approach, followed by the external ratings-based and standardised 
approaches. Additional risk drivers, notably an explicit adjustment to take account of the maturity of a securitisation's 
tranche, have been introduced to address weaknesses in the Basel II framework, which resulted in under-capitalisation 
of certain exposures.

14 Available at http://www.bis.org/publ/Basel Committee293.htm.
15 Available at http://www.bis.org/Basel Committee/publ/d295.htm.
16 Available at http://www.bis.org/Basel Committee/publ/d303.htm.
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AACB Association of African Central Banks
ABIL African Bank Investments Limited
AEG  Accounting Experts Group
African Bank African Bank Limited
AIRB advanced internal ratings-based
AMA  advanced measurement approach
AML  anti-money laundering
AMLEG Anti-Money Laundering/Combating the Financing of Terrorism Expert Group
BAGL Barclays Africa Group Limited
BASA  Banking Association of South Africa
Basel Committee Basel Committee on Banking Supervision
BIS Bank for International Settlements
Board Board of Directors
CABS  Community of African Banking Supervisors
CCP  central counterparty
CCR counterparty credit risk
CEM current exposure method
CET1  common equity tier 1
CFAS Committee for Audit Standards
CFT  combating the financing of terrorism
CLF committed liquidity facility
Core Principles Core Principles for Effective Banking Supervision
CPSS Committee on Payment and Settlement Systems
CMG  Capital Monitoring Group
CVA credit valuation adjustment
D-SIB domestic systemically important bank
DFIU Dutch Financial Intelligence Unit
DNB De Nederlandsche Bank NV
EAD exposure at default
EEPE  effective expected positive exposure
ESAAMLG  Eastern and Southern African Anti-Money Laundering Group
FATF  Financial Action Task Force
FIC  Financial Intelligence Centre
FIRB foundation internal ratings-based
FRTB fundamental review of the trading book
FSAP Financial Sector Assessment Programme
FSB  Financial Stability Board
FSCA Financial Sector Conduct Authority
FSI  Financial Stability Institute
FSR Bill  Financial Sector Regulation Bill, 2014
G-20  Group of Twenty
G-SIB global systemically important bank
GHOS Group of Governors and Heads of Supervision
HPE hypothetical portfolio exercise
HQLA  high-quality liquid assets
IAASB International Auditing and Assurance Standards Board
IASB International Accounting Standards Board
ICAAP  internal capital adequacy assessment process
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IMF International Monetary Fund
IMM internal model method
IOSCO International Organization of Securities Commissions
IRB  internal ratings-based
IRBA Independent Regulatory Board for Auditors
IT information technology
key attributes Key attributes of effective resolution regimes for financial institutions
King III King Code of Governance for South Africa, 2009
LCR  liquidity coverage ratio
MEFMI  Macroeconomic and Financial Management Institute 

of Eastern and Southern Africa
MoU  memorandum of understanding
NCR National Credit Regulator
NSFR  net stable funding ratio
OTC  over the counter
PAIWG Prudential Authority Implementation Working Group
PDG  Policy Development Group
PFI   Protocol on finance and Investment [of the Southern African 

Development Community]
QIS  quantitative impact study
QCCP qualifying central counterparty
RCAP  Regulatory Consistency Assessment Programme
RCLF  restricted committed liquidity facility
ROA return on assets
ROE return on equity
RWA  risk-weighted asset
RO  representative office
SA-CCR standardised approach for counterparty credit risk
SADC  Southern African Development Community
SAICA  South African Institute of Chartered Accountants
SCSI Standing Committee on Standards Implementation
SFA strategic focus area
SIG  Supervision and Implementation Group
SIG-BB  Supervision and Implementation Group Banking Book
SIG-TB  Supervision and Implementation Group Trading Book
SME small and medium enterprise
SM standardised method
SSBS   Southern African Development Community Subcommittee of 

Banking Supervisors
TBG  Trading Book Working Group
TFIR Task Force on Interest Rate Risk
TFSA  Task Force on Standardised Approaches
the Bank  the South African Reserve Bank
Banks Act  Banks Act 94 of 1990
Banks Act Bill Banks Amendment Bill, 2014
Basel III framework   ‘Basel III: A Global Regulatory Framework for More Resilient Banks and 

Banking Systems’ and ‘Basel III: International Framework for Liquidity Risk 
Management, Standards and Monitoring’

Department  Bank Supervision Department [of the South African Reserve Bank]
FIC Act  Financial Intelligence Centre Act 38 of 2001
Minister Minister of Finance
Registrar  Registrar of Banks
Regulations Regulations relating to Banks
RO Regulations Regulations relating to Representative Offices of Foreign Banking Institutions
TLCA total loss–absorbing capacity
WGC  Working Group on Capital
WGOR  Working Group on Operational Risk
WGL Working Group on Liquidity
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