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Chapter 1: Introduction and Supervisors’ overview

1.1 Introduction

The Cooperative Banks Annual Report 2014/15 (Annual Report) begins with an 
overview of the organisational developments in the South African Reserve Bank (SARB). 
Chapter 2 provides data and an analysis of aggregated information of cooperative banks, 
while chapter 3 outlines some of the most prominent regulatory developments during the 
past financial year, an overview of interactions with stakeholders, and challenges for the 
forthcoming year.  

The performance of the combined results of the two registered cooperative banks has 
increased on a year-on-year basis since their registration, and their performance during 
the period under review was, yet again, no exception. The total income of the cooperative 
banking sector increased by 7 per cent from R9,6 million at the end of February 2014 to 
R10,2 million at the end of February 2015. Total assets increased by 11,6 per cent from 
R85 million to over R95 million, which was mainly driven by growth in loans and liquid 
investments. Total capital also increased by 19 per cent from R8,1 million as at 28 February 
2014 to R9,7 million at the end of February 2015, which can be attributed to increased 
member share capital and a significant increase in retained earnings. As a result, the 
cooperative banking sector’s capital adequacy ratio increased from 7,3 per cent at the 
end of February 2014 to 8,1 per cent at the end of February 2015, which is well above the 
required 6 per cent. This represents a particularly conservative approach in light of the 
fact that, primarily for the purposes of simplicity, risk weighting does not currently apply to 
cooperative banks to determine their required capital. It is also noteworthy to mention that 
only 1 per cent of the cooperative banking sector’s loans is unsecured.1 

With effect from 28 February 2014, following the promulgation of the Financial Services Laws 
General Amendment Act 45 of 2013 (FSLGAA), the supervision of all registered cooperative 
banks came under the SARB.2 The supervision of cooperative financial institutions (CFIs) 
and their development into fully fledged cooperative banks remain with the Cooperative 
Banks Development Agency (CBDA). This amendment aligns the regulation of cooperative 
banks with the incoming Twin Peaks model of financial regulation in South Africa under the 
Financial Sector Regulation Bill. Furthermore, the issuance of Banks Act Exemption Notice 
No. 404, published in Government Gazette No. 35368 dated 22 May 2012 (Exemption 
Notice), centralised the development and supervision of CFIs not registered as cooperative 
banks within the CBDA. 

1.2 Organisational developments

1.2.1 Introduction

Up to the end of February 2014, two separate cooperative banking supervisory units 
regulated and supervised registered cooperative banks. The CBDA3 was responsible 
for the supervision of all registered cooperative banks with deposits up to R20 million, 
while the SARB was responsible for those cooperative banks with deposits exceeding 
R20 million. During the period under review, however, the SARB was solely responsible for 
the regulation and supervision of cooperative banks.

1 Consideration is currently being given to risk-weighted assets that would free up capital for cooperative banks
2 The FSLGAA was published in Government Gazette No. 37237 dated 16 January 2014.
3  As highlighted in the 2012/13 Combined Annual Report, the CBDA has replaced the Savings and Credit Cooperative 

League of South Africa (SACCOL) and the South African Microfinance Apex Fund (samaf) in registering and 
regulating CFIs that operate under the Exemption Notice.
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1.2.2 Structure of the Cooperative Banks Development Agency 

The SARB Supervisor has the authority to exercise the powers and perform the functions 
afforded by the Act. During the period under review, Mr N Mashiya was the Supervisor of 
Cooperative Banks and the Deputy Registrar of Banks in terms of the Banks Act 94 of 1990 
(Banks Act). No resignations or appointments were made during the period. Mr Mashiya 
was assisted by Mr P Rossouw and Dr T Gape who were responsible for regulatory 
and supervisory responsibilities respectively. Mr S Croeser was the analyst who assisted 
Dr Gape. 

It is anticipated that changes will be made to the structure of the SARB’s Cooperative Banks 
Division once the Twin Peaks model of financial regulation in South Africa is implemented. 
Suitable arrangements will be made to cater for the relevant responsibilities necessary to 
absolve the SARB’s responsibilities in terms of the applicable laws.

Figure 1    Structure of the South African Reserve Bank
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1.3  The cooperative financial institutions registered with 
the Cooperative Banks Development Agency

CFIs that are registered with the CBDA and that currently operate under the Exemption 
Notice are potential cooperative banks of the future. Once a CFI complies with the require-
ments of the Act, it is considered for registration as a cooperative bank. As at the end of No-
vember 2014, there were 24 CFIs registered with the CBDA with a combined membership of 
22 579 members, and total assets amounting to approximately R141,5 million.
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Table 1  Cooperative financial institutions as at 30 November 2014

Province
Number 
of CFIs

Number of
members

Assets 
(Rand)

Loans 
(Rand)

Deposits 
(Rand)

Free State ...................... 1 292 169 089 5 150 7615

Gauteng ........................ 9 10 794 104 329 261 81 125 468 88 226 296

KwaZulu-Natal ............... 6 4 169 11 328 688 6 878 414 7 901 477

Limpopo ........................ 4 3 820 6 123 155 19 63 569 37 86 656

North West .................... 2 2 864 18 874 140 3 396 659 16 243 634

Mpumalanga ................. 1 310 151 953 0 1 000

Western Cape ............... 1 330 584 069 0 293 870

Total .............................. 24 22 579 141 560 355 93 369 260 116 460 548
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Chapter 2: Cooperative banking-sector overview

2.1 Introduction

This chapter provides an overview of the financial performance of the two cooperative 
banks comprising the cooperative banking sector, for the financial year ended 28 February 
2015. Increases and decreases indicate year-on-year fluctuations for the period under 
review,4 unless explicitly stated otherwise. 

During the year under review, the cooperative banking sector experienced solid growth in 
its asset base, which was largely supported by growth in deposits, the injection of capital, 
and the retention of profits. Capital adequacy improved also. On a year-on-year basis, 
the cooperative banking sector’s total assets increased by 12 per cent, of which loans 
increased by 17 per cent. Liabilities increased by 11 per cent, mainly driven by the increase 
in members’ deposits. Profit before tax decreased by 21 per cent, primarily due to higher 
provisions on delinquent loans when compared to the previous year.

2.2 Membership and shareholding

In order to transact with a cooperative bank, customers must first become members by 
meeting the eligibility criteria and then purchasing shares in the cooperative bank. This 
results in members becoming both customers and owners of the cooperative bank.5

The cooperative banking sector had a total of 2 142 members at the end of February 
2015 (February 2014: 2 047 members), representing an increase of 4,6 per cent from the 
previous year. Share capital amounted to R701 320 at the end of February 2015 (February 
2014: R646 730), comprising 7 per cent of the cooperative banking sector’s total capital. 

Table 2 Membership and share capital

Period

2013/14 2014/15 Percentage change

Number of members ...................... 2 047 2 142 4,64

Share capital .................................. R646 730 R701 320 8,44

2.3 Balance-sheet analysis

Assets and liabilities recorded solid growth in the cooperative banking sector in the year 
under review. Total assets increased from R85 million to R95 million, mainly driven by growth 
in loans and liquid investments. Growth in liabilities was primarily due to increased customer 
deposits, which accounted for about 99 per cent of total liabilities. Capital increased in line 
with the rest of the balance sheet and comprised primarily retained earnings and reserves. 
Table 3 provides further detail on the cooperative banking sector’s balance sheet as at 
28 February 2015.

4  Further information on the financial performance of the two registered cooperative banks prior to registration was 
provided in Appendix C of the 2011/12 Combined Annual Report of the Supervisors of the Cooperative Banks 
Development Agency and the South African Reserve Bank.

5  It should be noted that members of cooperative banks do not have a right to the cooperative bank’s accumulated 
retained earnings and reserves, but each member’s share value is paid back at nominal value when membership is 
terminated. It is also important to note that section 24(1) of the Cooperatives Act 14 of 2005 determines that despite 
any provisions contained in its constitution, if a cooperative bank determines that the repayment of shares would 
adversely affect its financial well-being, it may direct that the repayment be deferred for a period not exceeding two 
years after the effective date of the notice of withdrawal.
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Table 3 Balance sheet

Period

Percentage change2013/14 
(Rand)

2014/15 
(Rand)

Assets

Loans ........................................... 50 041 154 58 773 842 17,5

Liquid assets ................................ 30 796 436 31 435 880 2,1

Fixed assets ................................. 1 259 001 1 224 429 -2,7

Investments .................................. 2 315 804 1 783 846 -23,0

Other assets ................................. 693 127 3 323 710 379,5

Total assets .................................... 85 105 522 94 973 126 11,6

Liabilities and capital

Liabilities

Deposits ...................................... 76 080 613 84 641 004 11,3

Other liabilities ............................. 878 438 646 861 -26,4

Total liabilities ................................. 76 959 050 85 287 865 10,8

Capital

Members’ shares .......................... 646 730 701 320 8,4

Retained income .......................... 2 221 490 5 584 409 151,4

Reserves ...................................... 5 278 252 3 399 532 -35,6

Total capital .................................... 8 146 472 9 685 260 18,9

Total liabilities and capital .............. 85 105 522 94 973 125 11,6

Of the cooperative banking sector’s gross loans, 84 per cent were long-term loans as at 
the end of February 2015 (see Figure 2). Loans secured by collateral in the form of deposits, 
mortgage bonds, or guarantees accounted for 99 per cent of gross loans, with only 1 per 
cent of the cooperative banking sector’s loans being unsecured. 

Figure 2  Composition of gross loans

 Short-term loans < 1 year        Medium-term loans 1-3 years  
    Long-term loans > 3 years  Special loans
 
 
 

13,4%

83,7%

1,0%1,9%

Figure 3 reflects the composition of the cooperative banking sector’s deposits as at  
28 February 2015. Fixed deposits, which are deposits with maturity dates of up to six years, 
constituted the vast majority of customer deposits. Special savings, which are funds that 
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have been accumulated during the year for a particular purpose (such as school fees or 
seasonal expenses), and regular savings, which are withdrawable on demand, comprised 
11 per cent. Youth savings, which are savings of people under the age of 21, made up only 
a fraction of the total savings in the cooperative banking sector.

Regular savings
Youth savings

1,3%
20,2%

15,3%

63,2%

Figure 3    Composition of deposits

Fixed deposits
Special savings

2.4 Capital and capital adequacy

Total capital comprises member share capital, retained earnings and reserves. Total capital 
increased by 19 per cent from R8,1 million as at 28 February 2014 to R9,7 million at the 
end of February 2015. This growth is attributable to increased member share capital and 
a significant increase in retained earnings. As a result, the cooperative banking sector’s 
capital adequacy ratio6 increased from 7,3 per cent at the end of February 2014 to 8,1 per 
cent at the end of February 2015.

Table 4 Capital adequacy ratio

Period Percentage 
Absolute change

(per cent)2013/14
(per cent)

2014/15
(per cent)

Required capital-adequacy ratio ..................... 6,0 6,0 0

Capital-adequacy ratio ................................... 7,3 8,1 0,8

6  The capital adequacy ratio is calculated by subtracting the amount of provision made for delinquent accounts from 
the total capital and expressing it as a percentage of total assets. Regulation 4(2) of the Regulations relating to 
Cooperative Banks (Regulations) only allows members’ shares, reserves held in terms of section (3)(1)(e) of the Act, 
retained income (non-distributable reserves created or increased by the appropriations of surpluses but excluding 
loan-loss provisioning), and non-distributable reserves of a permanent nature, as approved by the Supervisor in 
writing, to qualify as capital for the purposes of calculating the capital adequacy ratio.



7Cooperative Banks Annual Report 2014/15

2013/14

7,9%

64,8%

27,3%

7,2%

57,7%

35,1%

2014/15

Figure 4    Composition of capital for the 2013/14 and 2014/15 financial years

Members’ shares
Retained income
Reserves

2.5 Liquidity

Liquidity is measured by the cash and other liquid financial assets that cooperative banks 
hold to meet their commitments as and when they fall due. Effective liquidity management, 
which includes both quantitative and qualitative elements, is crucial to the continued viability 
of cooperative banks. 

The cooperative banking sector’s average liquidity ratio exceeded the minimum regulatory 
requirement of 10 per cent of total deposits,7 and was 37 per cent at the end of February 
2015 (February 2014: 39 per cent). Both registered cooperative banks met the minimum 
liquidity ratio requirement during the period under review.

2.6 Asset quality

Delinquent loans accounted for 6,7 per cent of the cooperative banking sector’s gross 
loans at the end of February 2015 (February 2014: 6,4 per cent). The sector continued to 
provide sufficiently for potential losses in accordance with regulatory requirements during 
the period under review.

Table 5 Risk classification of loans

28 February 2014 28 February 2015

Amount 
(Rand) Percentage

Amount 
(Rand) Percentage

Non-delinquent loans ........................ 46 821 493 93,6 54 819 995 93,2

Delinquent loans between 
1 and 6 months .................................   1 849 218 3,7 2 282 079 3,9

Delinquent loans between 
6 and 12 months ...............................      256 243 0,5 989 500 1,7

Delinquent loans >12 months ............   1 114 200 2,2 682 269 1,2

Total loans ........................................ 50 041 154 100,0 58 773 842 100,0

7  The Regulations prescribe that a cooperative bank must hold a minimum of 10 per cent of total deposits in 
prescribed investments with a tenure not exceeding 32 days and convertible into cash at any time, without incurring 
any penalty or being subject to a discount rate substantially higher than the average rate that applies to liquid assets 
with a similar term.
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2013/14

8,0%

34,6% 57,4%

17,3%

57,7%
25,0%
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Figure 5    Composition of delinquent loans for the 2013/14 and 2014/15 financial years

Delinquent loans 1-6 months
Delinquent loans 6-12 months
Delinquent loans > 12 months

Table 6 Provisions for loans

Loans 
(Rand)

Regulatory 
requirements

(Per cent)

Provision 
required 
(Rand)

Actual 
provision 

(Rand)

Total loans ...................................... 58 773 842 2 1 175 477 1 175 477 

Delinquent loans between 1 
and 6 months ................................. 2 282 079 35 798 727 798 727 

Delinquent loans between 6 
and 12 months ............................... 989 500 50 494 750 494 750 

Delinquent loans >12 months ......... 682 269 100 682 269 682 269 

Total ............................................... 3 151 223 3 151 223 

2.7 Income statement analysis

2.7.1 Profitability

The cooperative banking sector remained profitable in the year under review although, as a 
result of lower reported profits, its return-on-assets and return-on-equity ratios decreased 
to 1,5 per cent (February 2014: 2,1 per cent) and 14,7 per cent (February 2014: 21,9 per cent) 
respectively at the end of February 2015. However, the cost-to-income ratio decreased to 
54,1 per cent over the same period (February 2014: 60,9 per cent).

2.7.2 Income

The total income of the cooperative banking sector increased by 7 per cent from 
R9,6 million at the end of February 2014 to R10,3 million at the end of February 2015. 
This was driven primarily by improved non-interest income. Interest income accounted for 
92 per cent of the cooperative banking sector’s total income for the 2014/15 financial year, 
up from 86 per cent in 2013/14. 
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2.7.3 Expenses

Total expenses increased from R7,8 million in February 2014 to R8,8 million in February 
2015 – an increase of 13 per cent. 

Table 7 Income and expenditure

2013/14 2014/15

Rand
Percentage of 
total income Rand

Percentage of 
total income

Interest income ......................... 8 249 153 86,0     9 413 034  91,8

Non-interest revenue ................ 1 345 216 14,0   840 786 8,2

Total income ............................ 9 594 370 10 253 820

Interest expenses ..................... 5 025 770 52,4 5 637 197 55,0

Operating income .................... 4 568 600 4 616 623

Provision for loans ................... 0 0,0 697 680 100,0

Operating expenses ................ 2 779 817 29,0 2 498 294 24,4

Personnel ................................. 1 456 333 15,2 1 480 304 14,4

Governance .............................. 306 585 3,2 346 413 3,4

Marketing ................................. 95 558 1,0 9 630 0,1

Administration .......................... 802 067 8,4 498 332 4,9

Auditing .................................... 119 275 1,2 140 649 1,4

Depreciation ............................. 0 0,0 22 966 0,2

Total expenses ........................ 7 805 587 81,4 8 833 171 86,1

Operating profit/Income  
before tax ................................ 1 788 783 18,6 1 420 649 13,9

2.8 Performance rating

The Supervisor applies the Capital Adequacy, Asset Quality, Management Quality, 
Earnings, and Liquidity (CAMEL) rating system to assess the soundness of cooperative 
banks. One bank was assigned an overall rating of ‘3’, denoting ‘fair’, while the other bank 
was assigned a rating of ‘2’, denoting ‘satisfactory’, at the end of February 2015.

2.9 Inherent risks

The inherent risks associated with the cooperative banking sector include credit risk, 
liquidity risk, interest-rate risk, operational risk, legal and compliance risk, strategic risk and 
reputational risk. During the year under review, cooperative banks continued to improve 
their information systems, and reviewed their risk management policies and strategies in 
order to meet regulatory and reporting requirements. 
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Chapter 3: Regulatory developments

3.1 Introduction

This section of the Annual Report covers regulatory developments, interactions with 
stakeholders, and high-level challenges.

3.2 Regulatory developments

The FSLGAA Act was amended by section 10 of the Act, which came into effect on 
28 February 2014, and was successfully implemented during the period under review. This 
included the improved supervision of large exposures of cooperative banks, the successful 
migration of Ditsobotla Primary Savings and Credit Cooperative Bank Limited (Ditsobotla) 
to the SARB, and easing the regulatory burden on cooperative banks by allowing them to 
submit financial information certified as correct by the Managing Director and no longer by 
the auditor of the cooperative bank. 

Before the Act was amended, section 42 made provision that ‘the Supervisors appointed 
under sections 41(1) and 41(2) of the Act must cooperate with each other and coordinate 
their approach to exercising their powers and functions in terms of the Act to ensure the 
consistent application of this Act’ and that the Supervisors must ‘engage with each other 
in activities of research, publication, education, staff development and training; engage 
with each other in staff exchanges or secondments and provide technical assistance or 
expertise to each other’. However, this section of the Act was repealed with effect from 28 
February 2014, thus rendering it unnecessary to submit such plans. 

3.3 Interaction

The Supervisor is expected to participate in the activities of international bodies and 
authorities whose main purpose is to develop, advance and promote the sustainability 
of cooperative banks, and to cooperate with these international bodies and authorities in 
respect of matters relating to cooperative banks.8 In this regard, it should be mentioned that 
the South African cooperative banking sector is still in its infancy and that the development 
of the sector is closely monitored to ensure that the regulatory framework remains relevant.

Onerous international regulatory requirements applicable to large international member-
based banks are not being considered, given the legal provisions that only basic banking 
services are allowed and the fact that there is currently no appetite for complex financial 
products in the cooperative banking sector. In view of cost-benefit considerations, no 
international visits that specifically focused on cooperative banks took place during the 
period under review. However, other means of communicating as well as research on 
international developments were done.   

Between 29 and 31 October 2014, a member of the supervisory team attended the 14th 
Annual African Confederation of Cooperative Savings and Credit Associations (ACCOSCA) 
Conference held in Maseru, Lesotho. Attended by chief executive officers, senior managers 
and regulatory officials from across Africa, the congress was held under the theme of 
‘Adopting innovative techniques for sustainable cooperative financial institutions’. 

8 As prescribed by section 55(2) of the Act
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Presentations were made on a number of topics, including strategic planning, product 
diversification, and succession planning, and best practice in those areas was discussed.

Five on-site visits to the cooperative banks were undertaken during the period under 
review. The visits focused on ensuring compliance with regulatory standards. The reviews 
undertook to ensure that systems, processes, and risk frameworks were in place and 
functioning as they should be. Other areas focused on during the visits included the Board 
of Directors and its effectiveness, subcommittees, and ensuring that the banks’ policies 
were applied and up to date.

In the coming period, a more risk-based approach will be adopted towards the supervision of 
cooperative banks. This is to ensure that key risks are highlighted and monitored effectively.

3.4 Challenges

Discussions were held with agricultural cooperatives that showed interest in establishing 
banking services for their members using their existing branch networks, especially in 
remote areas. Applications to register such cooperative banks, if any, will be assessed 
and suitable conditions will be prescribed to ensure proper regulation and supervision. 
It therefore follows that amendments to the Act and for Regulations will be made in this 
regard, if necessary.

With the transfer of the supervisory function of cooperative banks to the SARB in terms 
of the FSLGAA on 28 February 2014, the focus of the CBDA shifted primarily towards its 
mandate of regulating CFIs that operate outside the ambit of the Act but in compliance 
with the Exemption Notice. Among other things, sufficient insight into the performance of 
CFIs that are not yet registered as cooperative banks and insight by the SARB Supervisor 
regarding the registration of new CFIs by the CBDA are required. A Memorandum of 
Understanding will be entered into between these regulatory authorities to ensure ongoing 
coordination and cooperation.

The SARB is in the process of reviewing the current regulatory framework applicable to 
cooperative banks. The intention is to encourage cooperative banks to adopt a more risk-
based approach and to design appropriately sophisticated capital adequacy requirements 
for cooperative banks. The aforementioned as well as the impact of the introduction of 
the Twin Peaks model and the potential impact that agricultural cooperatives might bring 
to the sector by providing financial services to their members will be assessed in order to 
determine if any amendments to the regulatory framework will be required.
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Abbreviations 
Act Cooperative Banks Act 40 of 2007

Annual Report  The Cooperative Banks Annual Report 2014/15

ACCOSCA   Annual African Confederation of Cooperative Savings and 
Credit Associations

Banks Act Banks Act 94 of 1990

CAMEL  Capital Adequacy, Asset Quality, Management, 
Earnings, and Liquidity 

CBDA Cooperative Banks Development Agency

CFI cooperative financial institution

Ditsobotla  Ditsobotla Primary Savings and Credit Cooperative Bank Limited

Exemption Notice  Banks Act Exemption Notice No. 404

FSLGAA Financial Services Laws General Amendment Act 45 of 2013 

SACCOL  Savings and Credit Cooperative League of South Africa7

samaf  South African Microfinance Apex Fund

SARB South African Reserve Bank

Regulations  Regulations relating to Cooperative Banks [issued in terms 
of section 86 of the Cooperative Banks Act 40 of 2007]
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