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Abstract 

Overview 

The proliferation of financial instn.Jments in recent years has renewed the interest in 

financial risk discloslll"e and reporting. South Africa in particular has been exposed r.ot 

only to the increased variely of derivative products, but has recently been re·entered to 

the world economy. This has created a need to review the standard of reporting by South 

African companies 

Companies Within the financial ser.'ices seclor have been most impacted by these recent 

changes As these companies deal in products that create and transfer risk. their 

frmncial risk reportinQ must be clem and detailed for the user to urlderstood the various 

expo~l>res to these risks. Inadequate report ing of risk i~ 'kely to lead to a high .... cost of 

capital, Therefore it is of value to South Afrlcan banks to eva k.i ate their disclosure against 

local and intemalional benchmarks to lest the adequacy of the financial risk disclosure 

presented in the annlSal report Compliance testing also serves as a proxy for the 

usefulooss of the disclosllre presented by the banl<s, A fllrther proxy for the usefulness 

of the disclosure is the indusion of a sam~e of international banI<>! to benchmarl< the 

performance of the South African banks. 

The listed South African banking industry i~ dominated by four large commercial books, 

namely ABSA, Fi-stRand, Nedcor and Standard Bank. Two private/merchant banks have 

in recent years shown strong growth arld have taken an increasing market share from the 

commercial banks. namely Investec and BOE. The remaining banks are all fai~y small in 

comparison to these banks. For the smaller banl<s, there may be factor~ other than size 

innuenc ing the extent of their risk disclosure. This raises further research questions that 

are beyorld the scope of this dissertation 

Research method 

The research probiem as to risk disclosure waS investigated by compiling checl<lists of 

the South African disclosure requirements regarding financial risk disclosure. and by 

developing an international best practice checklist based on the recotT'fTlerldations of 

international standard setling bodies 

The disclosure presented in the 1999 financial statements of 12 South Alrican banks was 

scored against both checklists. In addition, 5 United Kingdom arld 3 Australian banks 

were scored against the international best practice checklist to provide a meaningful 

benchmark against which the South African disdosure scores could be evaluated 

An investigation into the adequacy and usefulness of financi al risk disclosures in listed South African banl<s: 2000 ii'l 



Univ
ers

ity
 of

  C
ap

e T
ow

n

Cra! West Master of Commerce 

StatistIC" tests (Spearman rank·order correlatioo) Were performed to ev,.uate the 

association of: credit risk disclosure to the level of advanws provided by the Sooth 

African banks: market capitalisation at year end to the extent of financial rISk disclosure 

presented by the South African banks and the number of shareholders against the extent 

of financial risk discloslKe presented by the South African banks. The results of these 

tests provide some explanation regarding the extent of financial risk disclosure presented 

by Sooth African banks in their amual reports 

Conclusions 

The results of this study show that: 

• South African banks comply adequately with the local reporting standards' discloslKe 

requirements for financial risks, 

• compliance by South African banks with a derived international tlest practice 

oonchmark is inadequate, 

• most of the largest United KWlgdom and Australian banks measured by level of 

advances provide adequale disclosure against the derived internatklna! tlest practice 

benchmark, 

• the extent of credit risk disclosure is signifcantly associated with the level of 

advances provided by a b<lnk, 

• the extent of financial risk disclosure is significantly associated with the market 

capitalisation of the banks, and 

• the extent of financial risk disclosure is not significantly associated With the r'MJmber 

of sha"eholders. 

An investigation into the adequacy and usefLiness offinancial risk disclosures in listed South African banks: 2000 IV 
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Adequacy 

Usefulness 

Environmenfal risk 

Operational risk 

Financial risk 

List of defi nitions (with associated explanations) 

Adequacy is a value based term used in this study. The term adequacy, for the purpose 

of this study. refers to the adequate (Le. IlIiI) compliance of the banks with the 

reqllirements artd recommendations of local arxt international disdosure standards. TIle 

rate of compliaoce with the disclosure standards and derived best pr1lCt:Ce has been usoo 

as a proxy for adequ1lCY. 

This is anolher value based term used in this study. The assumption has been made in 

this study that the disd05ure developed by standard setting bodies is useful (relOf to the 

discussion in chapter one - statement of the problem) The rate of compliance 01 the 

banks with the disclosure standards and derived best practice used in this study is 

therelore also used as a j}I"Oxy for uselulness. 

Risk is deli ned as "uncertainty as to the amount of benefits. The term i""tudes both 

potential for gBin ood exposure to loss" (ICAEW. 1999. ;:>6). The reporting of risk (i.e. the 

transparency 01 companies with regard to the uncertainty of lulure benefits) is important 

as economic pertormance is essentially measured by comparing the returns earned 

against the risks taken to earn Ihe return. "TranspBrency refers to a process by which 

inlormation about existing conditions, decisions and actions is made accessible, visible 

and understandable" (Worki"!) Group on Transparency and Accountability, 1998). It is 

important to recognise that risk eocompasses both upside risk (gains) and down5ide risk 

(losses) 

The evaluation of en'lironmental risk addresses the !>road environments", which the 

company operates. In countnes where significant investment is held, sovereign risk must 

be examined. Social impacts and changes in techn~ogy are evaluBted BS these events 

alfect the irtdustry as a whole. Sensitivity to changes in the financial Or regulatory 

environments is assessed. The impad of legislation and actions of competitors trOJst also 

be reviewed. These risks are highly subjedive and in sOme cases are company specifc 

Operational/business risk is concerned with the fa~ure of internal systems that result in 

tosses, reputation arxt other company specific risks. Other issues within the ambit 01 this 

risk include risk of service lailures. human error arxt fraud. Many of these issues are 

diffIcult to quantify. Often identification 01 these issues occurs after the event. 

Financial risk is comprised 01 a number of s,.ecific riskS. e1lCh of which is important in a 

banking organisation. They are' credit risk, marketlequity risk, interest rate risk, 

IOquidity!funding risk and currency/foreign exchange risk Definitions of each of these 

rish are provided below. 

An itwestigatOon into the adequacy arxt usefulness of finaocial risk disclosures in listed South African banks' 21)(l() ~ 
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Credff nsk 

MiHket risk 

Interost rate risk 

Liquidity risk 

Currency risk 

CapifaJ adequacy 

Tier ooe 

Tier two 

Risk management 

"Credit risk is the risk that one party to a financial instrument will f",1 to discharge rn 

obligation and cause th" other party to incU{ a financial loss· (lAS 32 p43(b), 1995). 

"Market risk is the risk that th" value of a financial instrum"nt will fiuctuate as a result of 

changes in market pricas whether those changes ara caused by factors specific to tile 

indivirual security or its issuer or factors affecting all securities traded in the mari(er (lAS 

32 pA3(a}{iji), 1995). 

"Interest rate risk is the risk that the value of a fl1anciat instrument wiH fluctuate rue to 

chang"s in mark"t interest rates" (lAS 32 p43(a)(ii), 1995), 

"Liquidity risk is the risk that an enterprise will encoonter difTiculty in rai~ing fund~ to 

meet commitments associated with finarldal instruments. LiQUidity risk may result from 

arl inabl ity to sell a financial asset quickly at dose to its fair valu,," (lAS 32 p43(c), 1995) 

"Currancy risk is the ri~k that the valu" of a fi.18nciat instrument will fluctuste due to 

cMnges in for"ign exchange rates' (lAS 32 p43(a)(i), 1995). 

"Capital adequscy ratios ate a measure of the amoont of a bank's capital expressoo as a 

percentage of its risk weiglled credit exposures.. Two types of capital are measured -

tier OIle capital which can absorb losses without a bank being required to GeaS" trading, 

and tier two capital which can absorb loss"s in the "V<ll1t of a winding-up aIld so 

provides a I"sser d"lTe" of pralectiOll to depositors than tier ane" (Reserve Bank of New 

Z"aland. 1999 - italics added) 

"Toer ooe capital is capital which is permanent~ and freely ava'j able to absorb losses 

without the bank being obliged 10 cease tradirlg, An exampie 01 tier one capital is the 

ord'rlary share capital of the bank Tier one capital is important because it safegJards 

both th" survival of the bank and the stability of th" financial system" (Reserve Bank of 

N"wZealand,l999) 

"Tier two capital is capital which generally absoros losses on~ in the event of a winding­

up of a bank, ard so provides a lower level of protectioo for depositors and alher 

creditors, It Gomes into play in absorbing loss"s after tier one capital has been lost by the 

bank An exampie of tier two capital is subordinatoo det>t.- (Reserve Bank of New 

Zealarld,1999). 

Knowing the risks faced by a banking organ'lSation does assist the USer of the finandal 

statements, t>ut a more accurate ass"ssment of a bank's risk profile Call be mad" il a 

bank also discios"s the 'bank's mallagem"nt strategi"s and policies for managing and 

Gontrdling those risks- (Basel, 1998a), 

An iny"stigation into th" adaquacy and usefulness of financial risk disciosures in listed Sout~ African banks; 2000 xi 
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CUfffHlt issues 

Chapter 1 - Introduction 

Introduction 

The imlYovement 0/ r~k disclosure and risk m~nagement are currently topics 0/ 

intematictlal focus. The Wor~irog Group 00 Transparency and Accoontability idootilied 

that this corocern is partially due to recent f l1ancial crises that have hampered the wood's 

financial markets, The Asian finam:ial criSIS highlighted the impcrtance of a stable 

banking system t:>ut also the importance 0/ understanding the risks involyed in each 

bankirog organisation to preyent bank failure. "In srort, transparency and occoontability 

help to improve ecooomic performance" (Workirog Group on Transparency and 

AccolI1tatli i ty,1998) 

The develop l1g markets for derivatives and other finarocial instruments haye led to 

companies tr~d l1 g in these instrlI11ents facl1g accentuated risks, the bulk of which are 

located off the balaoce sheet Unless fair values of these instruments are disclosed, 

"these deriyatives are effectrvely invisible, Depending on underlying price movements, 

such deriv~tives (e.g. financial forwsrd em/rods) can have substantiat values and can 

represent signilicant r;,;k positiCOlS that may transform an enterprise's financi al risk profile" 

(IASC, 1997 - italic,; added), Finandal institutioos are particularly susceptible to the 

increased risk as they trade in these instrlI11ents frequently. "The ""ture and extent of 

banks' filaocial actiYities requires the development 0/ d'isclosures of financial risk 

exposures ooyond tllOse necessary for most commerdal enterprises" (IASC, 1997 -

italics added) 

Risk disoosure in South African banks is of particular interest followl1g the transfer to 

curatorship 0/ New Republic Bank on 29 JanualY 1999. Furthermore, risk management 

has come under scrutiny foIlow I1g the ootclY over the South Afrlcan txmks collective 

exposure to a collapsed Macmed (a health-care equipment group). "Moreover, even the 

more respected banks go t~ough periods when they may Seem !Xooo to large bad debts 

It happened to Nedbank in the m'od-Eighties. Now Stanbic, which had its rlOse bloodied 11 

Russia late last year (1998), appears as 000 of the largest Macmed creditors" (McNulty, 

1999b - italics added), 

increasing !Xessure from government and other special interest groups relating to the 

provision of fonance to fow-iocome earners by the major finaocial institutions, heightens 

the invortance of quality risk disdosures within the South African enyirCOlment 

"During 1998, 'bancassuraoce' - the convergence of bank ing, insuraoce and investment 

services - gathered momentum 11 South Africa" (Banking Coom:il of South Africa, 1999). 

The role that banks and these new combined financial service entities play regarding the 

AA investigation into the adequacy and usefulness of rllaocial risk disclosures in ' sted South African banks; 2000 1 
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Intemational progrsss 

stability of the economy as well as the reasons mentbned above makes banks. their risk 

disclosures lWld risk management highly topical issues 

Before lAS 32, the orlly risks that were required to be disclosed in term. of the 

'nternational accountino standards were general banking risks (contained '., lAS 30 

(reformatted 1994) paragraph 50 to 52} and provisions and contingencies (lAS 10). 

In 1995 the International Accountino Standards Committee issued lAS 32 on the 

disclosure of financial instruments lAS 32 recommended narrative disclosures about the 

f inancial risks organisations faced Thi. standard improved the disclosure required from 

banks and other organisations. 

The lASe has recently added the revision of lAS 30 to their projects list. lAS 30 deals 

with disclosure by banks and simo1ar ~nancial 'nstitutions. The revision was considered 

necessary following the release of lAS 32 on financial instruments disclosure and lAS 39 

on the reco(11~ion and measurement of financial n struments. 

The Basel Committee's transparency g-oup (consisting of sL.pef\lisory experts on 

disclosure and reporting representng the central bank governors of the world's largest 

ten economies) has made siglificant progress over the last few years as evidenced by 

the volume of the reports produced. In particular they have produced reports focussing 

on the disclosure of derivatives and recently on disclosure of risks in banks. A number of 

consultative and other discursive papers have been released on the topic of ri.k 

disclosure, for example a consllltative paper on Best Practices lor Cre<n Risk Disclosure 

released in 1999 and subsequently updated n September 2000. The'~ proposals should 

assist in improving risk disclosure in banks 

"The IMF has two primary responsibilities: overseeino the stability of the international 

finane'",1 system, and actino as an advisor to member governments" (Working Group on 

Transparency and Accountab i ity, 1998). Reports have ooen issued by these 

organisat;ons seekOng 10 improve the disclosures of risk on a nat'lOnai level and to 

improve the communication amongst the world's economic markets 

World organisations such as the G22 and Gl0 have proed their resources n 

establishing various committees to investigate the Issue of disclosure (also termed 

transparency) as welt as the issue of accountability lor that disclosure 

Vllhile siglifiCant activ~y by Onternat;onat organisations is evident, as described above, 

'n diviOOal cOLlltries have also taken up the challenge of improving their risk disclosures. 

The ICAEW in the UK are a prime example. They have a steern g committee to examine 

the issue of financial reporting of risks. This grwp is examining the disclosure of all risks 

to which organisations are exposed, including oon-banking organisationS. The report "No 

All investigatioo into the adequacy and usefulness of financial risk disclosures On listed South African banks: 2000 2 
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Standard c-t r6p~!til1g 

Su,cwises tile ~ase 10; bette.- risk r"'~ort:ng" was rroouced i'l 1 %8 Ioll0wi'lg ~ ,"-\;Je, the 

(jrou~ ~au "",brislled " 1097, 

Through.o<Jl Ih:5 study, two lo,cpi rr, cov1lrie~ are used lor c()!"".,r"tiYe purpo~es. oarnely 

t~p UK at><J Aust"~I~\, Tile met~od 01 :estrlg ano,Jtpd in tile ~tucy required a com~ar:son 

wIth lo,cpg, comr~'lies ~coYidiog lioancia! st~tements il" " simi~\c s'yle to ti10se of South 

Africa.'l b~nb To KJert.fy these coo~tries, :he stylp 01 report, ',g in Sou:h Afriru h~c:o be 

rlO:ed, Sout~ Alroea.' bank' 1,,"low I~e Anglo-Saml" sty,e of rp;)Qrtc'l(j TIl~ ~p~ears 

eeaso.oabie i'l tile ligllt of f~ct t~at the I,..,.,jor:ty of Soulll Afric,,'l oon" wer'" lXig"lally 

branches of UK bw'ki.'l(j woup~. Auslralian banks :00 ~~',e UK o,'gi%. The US oc I~e 

ot~er ~a'1(i does I"Ot conform to this met~od 01: reroeting. Irdepc intwr .. tior .. i stLl(iies 

Iwye SIlOW.'l tll~' I~pre is ~ s'(j~ific"nl ,JWprencp :r 'he styie of re;)QrI " (j i)e\'IPll<l t~p LIS 

anu Europe. Thi, stem, lar-oeiy from 'he ienisl~live erwiro.'m~~nt, . , whicll eocil cOlln'ry 

report5 For lhi~ reasoo, tile US wa~ exd Jued frO'n lile """re of IIl:s dis,erl"IO"" 

F"rt~ermore, the US ~~, not ",nbarked 0'1 exter'~ive imrmoni",lion I-,,-o\y~mmes <IS iwve 

t~p cOLlrtries ex~rnioed 

T~e ,,"pli(;i\bie occcxmt:r'n s'W"d"'ds 1.0 SOLJt~ Afeica are AC 120 ard AC 125, The,e 

st~nMeds prescribe the ci,ekJ~ure for lx",ks ~nC n'mr-.ci~1 i~steume~ts respocti,'ply AC 

121J was issLJed ir 1993 and AC 125 r, 1%7, Recent CIl,,'lneS i'1 fin~'lci~1 rrarkets, tile 

:'lcrp<lSe(i mp;xt~nce of deri,'atives ~od otiler fir',,,ncial ir',slrumen's 0'1 fi'l~r-.ciil: 

:n5titLJtions and too irn~""t of reeen' ~olilic,,' reform On t~p ecotXHny ~ave all servec :0 

charge the extent of risks f~cec by b~~ks. Willie AC 1 ~O is ,JrcvnLJ~atec GAAP, 'rt is nol 

'e~reseota~',e of :he ciooosure liwl SilOlild i)e reqLl t pd Irom a bal"k ir tooay's f;"~ncial 

market. T~15'~ illu,trated ir cilapter 11'10 in tile ciSCllSS<xl of discloSlJrp iSSIJes. AC' 25 

merely follows IAS:I~ 

Lenislah::m rpgarc ng nisclos<rre by baok5 h~5 ~:so ret;en:ly urdergone ~ clJange, BtrO"e 

1~~4, t~p Cornpaoies Ac: (ir Ie.-rn, of Par: V 01 Sclledule 4) ,,::owed b"nks ~'ld ol~er 

fi.1ancla! inslilJ:io'l~ :0 cr",~'e hidden r"'SftvPS Thpse reserves wpre Lsen :0 5mDO:h 

!'Cofils 10 boost rLlblic CC<llinoocp 11 too stabili) of :he orgaoisati01 ~'lU tilereloce tile 

ba~ki~g sY5:pm ~s a who e T~is schedule in lile Ac: v"'s re,Je,,'eJ for "n~nci~1 ye~rs 

CDmlnoocirg or ora~:er I Janua'y lW4 

The overall ,Iarwarc of r"',Jorlinn by So<Jlll Afric~~ b~nks has i)eP'l re~soc~bly good Ir 

Er"l~1 & Yocng's 1099 pub!ic"tiO'l "Fxcellp'lce in Finaociill Re~orHg" :he :0i' 100 

~omp~'l'es ", m~rket capit~lisalion weee revi"",'ed m "e eompa'lIes lisled In lile 

bclnkirg sector eglt '...ere 'eviey,'ed. T' • ..-o were mien " tile '''' W, three '" I~e 

·'ex~€ilent" a.'Pgo<y, O'le '" :he "good" c~legory ~'ld :',,"0 ",we cO'l,:dered 

·'uns~lisf"ctory" It sh<)(Jlc be oo:ec t~~1 tile Ern,1 & Younn sur"ey e"~iLl~'PC all 

disc!osurp whe.-p~s t~IS study revi"",'~ ooly fi'la"ci~! risk c;sciOSLJres of tlle58 

or(j~'l :Si\'iO'l S 

AI' ;~vestigation l'ltO too ~dequa~y anc usefulness of r" a'lc'al risk (ii5Closlires ir listed Souti) Afric"n oonks 2000 :I 
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S/(J(/y ra/ioilaie 

FlII1her improvement in dis~losllre is expected following the issue of cwcular 8/99 by 

SAleA (effective December 1999). This circular requires the auditor to enSure that a 

company has indeed complied with the requirements of the CO"llanies Act arld fle 

Statements of Generally Accepted ACCOUlttng Practice where this lact is stated in their 

financial statements Where deviations are foood, these must be disclosed in the audit 

"", 

While the OIIerail reporting standard appears to be hi9'1, fillancial risks that banks lace 

are parti~Llarly mportant as banks play an important role in ensllring the stability of the 

economy The com,.ete dis.closure of financial riSKS IllJst therefore be of an excellent 

st,mdard 

Disclosure is the meanS of communicating to the users of the financial statements, There 

are a number of users of the financial statements of banks, being shareholders, 

employees, intermediaries, regulators, depositors, potential shareholders, the media arld 

investment analysts 

Eacll of these users is in some way interested 'n the risk faced by the various banking 

organisations Through glctJalisation arld increased corporate activity in South Africa, the 

interest in these organisations financial statements is increasing 

One of the objectives of this study, therefore, is to determine \\Ihether the number of 

shareholders in a Sooth Alrican bank influences the extent of financial risk disclosure 

provided based on an internatiorml ben~hmark 

SAICA have embarked on a poli~y of harmonisation of SA accoooting standards with 

those of the IASC, This policy of harmonisation coupled with the re~ent 6COI"lomlC 

reforms e,g. tile easing of exchange contrc>s, increases the importance of benchmarking 

SA linan~ial statements with those of the rest of the World. 

GiY6Il the introduction of the Sooth African eCCillomy to global markets, disclosllre by 

South African banks participating in the pursLlt of foreign inyestment is requ~ed to be of 

an intemaUonai standard (in terms of adequacy and usefulness) in rxder to be 

comparable with their foreign coonterparts It is therefore necessary to compare the 

South African banks' disciosllre against an international benchmark, 

As it is generally only the larger South Afri~an banks that ~an ~ompete at an international 

level, one would expect that the size of the South African bank could have an mpact CIIl 

the extent of the disdosure prov'd ed, It is therefore a fllrther o~ective 01 this study to 

evaluate the correlation between the extent of financial risk disclosure provided based on 

An investigation into the adequacy and usefulness of financial risk disciosllres in I'lSted South Alric,.., banks: 2000 4 
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Bencllmark" 

~n 'l!ern~lfoilal beldl=rk "nd 'he si?e 01 'he Soulll Afrfcilfl I-"'flk ("s d ~terminoo I)), the 

lo"r;s ,,,:d ,ld"i'lflC~S provdoo ~nd by llI~rkel cap 1~lisatiwJ_ 

Tile I)encl"nark "setl . , this study is ? derwoo checklisl IJased Oil Ihe propos,,:s "fld 

rocooYl1er;dat>:'ns of inter""tion~1 organ-s~tions ~s well as ,ntenl2tion,,1 occounting 

vonour:CI1'llMts These oodies h~ye llI~de the 'llOSt atl',~"ces wilM reg ,.-tI to the 

dev~!oplnent of fin~nci?1 risk d "closure 

TI',e bulk of the inl"''I')atiooal bodies me fepresentoo b)' "first wcrld" (I.e. industr"~lisedl 

coufltries. The tyorosals I""de b)' these bodies ?,~ s'ill ~prw;c?I)I~ to the SOl'th AlriCilfl 

silu~!ion as SA h~s ~ ' rirslwo,Id" b~nkin~ syslem. Tr~dilioilally Soulll Africa h~s beefl 

c!<:ssir .. tI as al) "eol)er~in\; economy" (i.e. " tleyelopin~ country) This is not ,",e fo, Ouf 

b,,,,kin-:J syst9'll A brief backgroufltl to the South Afr'c"fl bar;k "'g irldllstry is gi"i"" ;fl 

ch?j}te, two 

Some country srocific st~nd~rds ~nd proposals w~re m'iiewoo as CO{l1p:9'llMtmy to the 

intern~tiol1al st~nd~rds used in tn~ dev.-opmBllt 01 the best practfce cn~cklist, in 

p"rticulm, ,hose of the Unitetl K' l\jdCIf'l ~nd Austral'a (as cOuntries also in U,e p.-ocess 01 

int"m~tiol1al h~rmor:'&ltior:l_ Ar; ifHJ..15try cC'llp"osor: a! these cOllntfies w;th the So",h 

i\lri,~~n b~nking industry wC<.lld bB suprufluous. As 'he I/vo,king Group on Tr""5p",er;cy 

~nd flccount~bi:ity (lmll!) id~n;;lioo, f"'anCi?1 soctors in v~rious countr;es ?r~ d:ffBrMt 

How~v~', thes" diff~rBrlCe5 5Mould no: aff""t the de',Biopment of "fl ir;termltiwal 

st~rld",d of risk rep(nir;g Risk repor tir;g is peN"si',e "c,oss "II lxJrd ....-s I Me tli5Cloo",e 

,~qlliroo '" terms of ar; 'flte'flatiwa' st"flll<:rd fcr 'isk reportir;g 5h<Allti be consisteflt, 

,,,esp~ctrve of th~ n~tu,,, of indillidu?1 countr)'s tinanci?i sectors 1\ lock of consist""" 

,eiYJr1in\; undermines IIle at:ility or analysts and other "S"'S !o l"lderstand ~nd ~ssess 

,isks in b,mkin\; or~ilflis~tioilS across lxJrtle's 

TI",e locus of this study is on star;d~rds b.-ng d~v," opOO by flwrflaliw~ bodi"s for 

;nt""-flat'wal applicatiOfl_ As the S<AltI·, Mrfc"I) Re5er,e B,mk has ooOptoo " policy of 

uSln~ lilese intermtional standards. coonlry specif'c ~nall's;s is unnflCess~r)' 

F"rthermo{e all the other count'ies '#hose st?nd?rds were relli~wed ~re "tirst world " 

co"ntries. Moreover, the b~nking Industries within tl"nse count'i~s need not be "'",il?r to 

Soul~, Nric~ This study ony ex~rn"'~s lin~ncial risk disclosur~ r:ot all disclosu,,, AI 

ba.1kS, ;rresrocjj-'i" of thBir "''''irwn .... nt "re exposed to these risks 'Nhile the wei~htin~ 

a! the r'sks 'llay "i"'Y, the ri5ks re'lmir: ar:d reqllire tlisclosure 

A full discussion or the bench'lla'king org~nis?tions ;s cont?inoo in chapt'" two cnart", 

liv~ cwt~ir:s con1'll~r:t~ry on the deri"ioo best p",ctice check:ist 

!\n investrg?tion "no th" ooequ"cy ~rld usef"lnes5 a! f ' ,ar:c;"1 risk d!sdosures in listoo South African bilflks, 2000 5 
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Statement of the problem 

The purpose of fiMrlCiai statements is to provide the user 0/ those finartCinl statements 

with mformation that is useful for their economk; decisions (AC 000, 1990), Those 

respoosible for developing disclosure staMards must be attemptmg to cater for the need. 

of the varioos stakeholders, If disclosure's purpose is useful informah:ln, the presumptoo 

can be made that a compliance test of disclosure in the finallCial staterrtents can be 

considered a proxy for the usefulrtess of (jjsclosure, \l\lhie some disdosures may be 

more important to particular groops 0/ users. the establishment 0/ ~ative weightings 

woold introduce an unnecessary level of subjectivity to the stLXly 

\l\lhere ~iarlCe of local disclosure is tested against well-developed international 

disclosure, the compiiarlCe test can also t>e used as a proxy for the adequacy of the 

disclosure contairled in those financial statements, This assumes that the startdard 

against which the disclosure j,; compared is of itself adequate, S'n ce experts in the field 

of disclosure are developing these standards and these bodies are developing disclosure 

that is considered to be of use to the stakeh~ders, roe could assume that these 

standards are adequate and represoot best practice. Furthermore, the standards 

developed by these internatiooal organisatioos f~lowed a process of extBllsive research 

and discussions with international experts on dosclosure, It should be noted that while the 

requirements of these standards may be deemed adequate, "poor disclosure pr1.lctices 

(often) stem from inadequate compliance wth and enforcement of existing standards" 

(Workn g GrOll? on Transparency and Accoontabil'iy, 1998 - italics addedl. 

The main research prot>em that this stLXly wi . attempt to answer i. therefore: 

Are tinarlCiat risk disclosures 0/ listed ScwJth African banks both adequate and useful 

when compared to internationai !:>est pract'<;e? 

A fuli listing of research questions is contained in chaj>ler 3, 

Adequacy of financial risk disclosure for the purposes of this study has !:>een determined 

by testing compliance ot local banks against local standards and the derived in ternatooat 

!:>est pr1.lctice cheCklist The compliance test will go some way in proving the usefulr.ess 

of the di . closure as well as deficierICies within the local reporting standards 

The compiiarlCe testng goes further to irIClude a sample of UK and Australian banks. 

The evaluation of the compliarlCe of foreign bank. against the internatiooal !:>est practice 

checklist wi l provKJe a further ooicator or the usefulness of the dlsclosure contained 

within the checklist aM the adeqJacy of the Sooth African banks disclosure , 

An investigation into the adequacy and usefulness of financial risk disclosures in listed South African bookS: 2000 6 
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The checklist derived for this stLJdy was co~iled using the mcommendations and 

slar1dards of varoos international bodies. A full disClJssoan of the benchmar1\ilQ 

organisations is COIltained in chapter two. The results of the various comflliance tests are 

discussed in chapters four and five 

The im~ce of evaluatilg the fiflancial risk disclosures of local companies agafnst 

international best practice can be seen when evaluating the local disclosure standards 

currently in force The accounting standard (AC 120) for banks only requires narrative 

disclosure on general banking risks Addi1ional disclosures are mostly volunlaly or 

vaguely worded. While the finarlCial instrument disclosure standard (AC 125) has gone 

some way to improve the risk disclosure requirements, further disdosure may yet be 

required. The determination whether further disclosure is necess"'Y Can be established 

by co~aring the results of the extent of compliance by South African banks agatlst local 

mportirlg standards and an internabonal benchmark. 

Users of the finarlCiai statements should also have an impa<;t on the extent of discosure 

provided by the banks. Share~ders are a slgl1ificant groop that should be able to 

request of the board of directors that additional disdosure be provided where it is relevant 

to the needs of the shareholders. To evaluate this impact, the correlation between the 

extent of finar-.cial risk discosure provded am the number of shareholders in the South 

African banks was tested. The msearch question is deta~ed in chapter 3. 

I~creased foreign GO~tition i. also requiring banks to oompete at an international lev~ 

According to the Banking Council of South Africa (1999), this been a motivatirlg factor in 

the spate of proposed bancassurance mergers. Furthermore,"a strong banking sector is 

necessary both for internal growth and for international trade and investment A strong 

banking sector requires scrupl,jous adherence to exa.;ting international standards" i.e. 

disclosure (Bankilg COUrlCi of Sooth Africa, 1999) 

South AfrK;an banks are also seeking to compete with foreign books both withil Sooth 

Africa and abroad. The ability of a South Afrtcan bank to be competiUve abroad is largely 

a fa.;tor of the size of the bank (I.e, the ability of the South Africoo book to provide 

comparable and competitive seNice w-hen compared to the best efforts of the Ioreigl 

banks). One wol,jd therefore expect that the disclosure by South African banks 

competing at an international level to be of a higher standard. This question is effectively 

tested by determining the extent of the oorrelation between the size of the bank (as 

determined by levet of advances and market capitalisation) and the extent of finoocial risk 

disclosure. The resear<;h questions are detailed il chapter 3. 

Everingham, in the Excetlence in Financial Reporting survey, summarises the Omportooce 

of c:onvlianoo With intemational starldards; "As we were dealing with the top companies 

by market capitalisatoo arid OUr market is very much a Olobal marl<;et. althou!jl classified 

An !nvestigatoo into the adequacy and usefulness of financial risk disclosures in listed South African banks: 2O(X) 7 
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lOS Jrl erTl~r\iill~ or"" it seerncd 'i~ht 10 lS :hattne h:wncia' s;atemen;s sm,,'<ltake sters 

tow<.rds meeting Ihe ~'p"c1atoos O'f the glO'~al investor" (Ern~t & YO'Lng, 19911) 

Objectives 

The oLjL'Ctive of this s.tl!dy 's to evaluate ;he ex;ent of comp,iance O'f loc:ll ~nd fu""gn 

'i~ted ~ank~ with an i,"terna:ioroal besl >,,"<lCtice bel~hrnark a~ well a~ the user'Jllless or 

the discloslIe to the '"ser~ 01 11m Ilnalci~1 stalernenK The eVa'l,alion or the rate or 

com~l:arlCe will ~...-ve a~ ~ proxy a~ to 11m arle~lla~y ~nd lile 'JSe'U'lless uf the rirWlC",1 

ri~k di~c'o"'lJres provid&d by SUJlh Alri~an bank~ 

A ~ompilri~m 01 tile r~te ul com"ianGe u' the South Aj,j~Jn bunks a~uillst Ihe IDCa; 

re~orl'll~ stw)(IWflS ulld Ihe irkrrmliorm! besl ~",ctice GhL'Cklisl will wrve to' highl,>;)ht the 

ddc'.,ncies in tl"lC 10Gai reporting standards The deriv&d ~est practice CIH>ck:i~t ~oukl 

serve a~ ~ IXlint O'f de~m;lJre for So'Jth A'rican standwd ~eller~ in tile develupmellt ot Wl 

improved repO'rting stand~rd for Soutll A'rican banks 

TI16 impa~; of IIle reintrwuGtim 0' the So<Jlh AtriGar ""',-",omy 10 the illlerrl<iliorwi murkt 

will 1)6 evulwted throo iJl lest;n~ the ussociatioll 01 siLe to th~ extent of linanGial risk 

disdosure SiLe woLJd IXl tl..., a;Jpropr~.te i'ldiGato! as i: is the large! banks that me 

p'J",,;rog :Ile interr"ati(){1~1 market The """aile, ~ank~ are I,-,,",'Jssing Oil tileir grow'!h ill the 

(Iurnes;f "",rkei. 

Finally, aro additronal ub:e~;i,'e uf this study is to (Ielermille 'Nhether Ihe users, as th~ 

Wimary reGipients 01 the n 'ormal'on " the alllluai 'irl<ill~iul slaterTlellts, huve Wl irnpuGt 

on IIle extenl 0' the linancial risk (I s~losure provide(1 by the So<Jlh ArriGWl bUllks 

Value of the research 

The value of the research I'es in its ability to fo()us allentkln O'n the po~,li>'e and negative 

uspe~ts or risk (lis~lusure by So<Jth A'ricall bUllks Givell the ~lobulisutio:,Hl or Ihe Soulh 

African oconO'my, tim intBrnational benGhmarking to 1)& conducted in tllis SllKly shuuld 

prm'e to' be ~mt'IC'''lmly u""ful to local bank",. particll:arly in the :':Jht 0' 11m "e~'Jlts O'f 

cO'm~I'ance O'f the fore'ogn banks testec TI"lC re~'"lts of the scoring of the di~c,oslJre~ 

pcOO'idec ~y tl...,se ba'lks w,1I provide Sou:11 Africac banks with illustrative e,am~les O'f 

ap~ro~riate disck>~'Jms 

While Ilol UVL...-Uy addressee ill this eissertul''-''l. '1alue r.<l'l be exVuGled ir lhe 

i(lentifiGal'on 0' 'lelicienGie~ in local rBlXlrting stanrla"i~ applicable to' SO'llth African 
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Wnks. Tilis Can be ool:evL't1 :n Ihe cornpaison of the resJlts of the comrliooce tests 

performed against loc" standards an<i the clerwed n tern"tioll,,1 best If"ct~e check:ist. 

M illvest:gatKlIl n to the adequacy md ,1~dulrLe"" of 'in"ncial risk disclosures irL lisled 80u1l1 AI r:CJn wilks: 2YlO ~ 
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Chapter 2 - Background 

Industry background 

86iore 199'1, isolat rm of SOllth Abca iro", FIC w01d as ~ result oi poi':ic~1 ic'eo'>!=Jies 

"",'ved to stllnt 9,owt" JrlC competi:iOl1 within toe f,na"Cioi Se,-V:L"'~ ~ector. St~bility 11 t'1e 

Elal"cial sector wos e,1'orced Ihroo~o [lOve<Tme"t IXlIiC'es ~r:d 'e~lrdons Toe limited 

si?e 01 tI'e rn'Jrkcl er"bled a few ma,or pI~yers in 'he barkir:Q seclor to torive To,s is 

evicoocec by Ihe Slro.1q ~osit",1 01 orly fou' comn1e,cial wnks 1.1 So<.I'1· Alric,; 't has 

or:ly beer: ir 'c'Ccnt ye~ts tr.~t privateime.-cl'a.ot ban,s '1J';e hod th" OJrocIU,1i:y to grow 

ir: terms of mmket soare 

M~jor p()litic~1 reform ir 19S4 w~s carried over irto toe finarcial soc,o, The M.okin9 

sector was cr.a,iel-.ged wito re-Integratior ll :0 the inte.-natloo;;' financial ooviro.on1oot ;;s 

wai l ~s the ir'trodLJctkl.o of foreigl" com"stitkl.1 ir' tl'e domeslic oovironn1ffit. [k>';eIT me"t 

JOi'GY (e.g the ~ow reioXJliol" of exch~rlge conlrols) 'es:ricled re-i1 legrat'on 10 a WJdLJ;J1 

level. T'r:s was cone to e,1su'e 1'1e Slo:~H'y 01 tl'e economy 

De~pite the I"ck 01 ex:er~ ve deve:o~rncnl dur ,1r1 Ihe ye~r~ 01 'soi,;i':on, I're ~tn.!Clure l'wt 

was ;1" place was reasol"ably sopoisticated Tr.e major reforms irtrodu~ed, toerefore, 

co"centr~Ie<J 01" Improvi"9 t'1e existlog strllctuce. 

SOUII' Air",a is well-koow.o 1.1 ,;,e inlernatlonal f ,1ar-.:ial commllnity for 1'1e sophistic~tkl.o 

of i:s fina"c,~1 InarkeY (SouII' Airicon Reserve B~nk, 1999c) How"""er, t'1e fmlnal 

bonkir>g soctOI is still COn1ir'~led by lour I;;rge b,mks. nome'! ABSA, St~nc~reJ Bc;nk, 

Ne<J:Jal"k (LJI"del II'e :lar'ner of Neccor) ~n<J First National BW'k (lInCe< the newly listed 

Fl<S!R~I"d) 

W'"e t'1ese commercial banks domirale tr.e :Jarkirg soctor, nirl".e banks are l~king ~n 

ircre~~ir'g rn>rrkct sha-e by colledively offerir'l! a wide mr'qe 01 rroduds 'TI'e b," re:~il 

'l<1r1ks ,1re sti.: lH'der total OI"~JL!("' t. Lalest 1~l'Jres ~'ow r(VJ:e books ""e stealir'q rnore 

~f tI'ei c wealt'1ief ciients 8Ild snlilliel :J~nks cootinlle to Sip'1oo ott inst;; lnel"; ~m le;;S:l"g 

:JUsine~~ >we 'lO",e 10>1.1S' (Wood, 199%) An Err~t & Younq re~ort in 1998 on ~Io:lal 

'lJnkil"1! Jnc fnal"c,,,1 sel"";ces "foLJnd 'I'at final"ci<" S6r:'ce jYovice<s ir>Grease moc'el 

s'1Jre :ly otteril"g a :JrweJ ond c;';ersilled set of IJro<JlJcts anc ser";ces" (Bicoli. 1998) 

BrLJce YOlJr>g, a partne.- 0; ["nst & Yourg. Indicated thai tr.e trc;ditior~1 com01ercial banks 

,.-e being force<; to ;oin f()tce~ wilr. irsurarce organis~toos to ":JUy m,;tket ~oare· In 

-:loinl! ~o, Fle co"'J"'1ie~ ·t~ke <l<tvant,,~e or economies 01 sc .. e . Orl.'llise lechnolo~y 

and cJliOI" "lise" (B;dci" 1 998) 

An .wesli9~lior into the ~dequc;cy and usefulness olfiranci~i r'sk dlsck>sures in lis:ec Sooll' ,l\lri~ar 'mrh: 2000 10 
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tn respDnse to increasino;] competition ard internatiooal trends, too domestic commercial 

banks are moving towards integration 01 financial service organisatbns, ccrnmonly 

tenned "bancassurance", The <nfloonce of Ango American resLrlted il FirstRand 

tlecomiflg the first bancassurer ifl South Africa (i,e. comprising both bank:tlg as well as 

insurance interests), Wt>i!e they have not merged to fOl111 a bancassurance grOl.(1, a 

recent insurancelbanking relationship has ooyeloped between Old Mutua! al1d Nedcor, 

Within the South African banking sector, there are three dear groups 01 books. The 

sector is headed by the four commercial banks as indicated aboye. The secood group 

comprises the two banks of BOE al1d Investec (focussed on high-worth iIldividuals and 

corporate entities) that continoo to show substantial growth, The third group coosists of 

the rest of the sector The banks in this thi-d group are a mixture of comrrercial and 

prO/ate banks. 

While beyond the scope of this dissertation, it must be remembered that an additiollal 

group of unlisted banks also inftuence the market to a limited extent. These banks are 

normally branches of international banking groups or companies that are listed in the 

financial se"lk;es sector because their business focus is not mainly banking. 

At the time Qf writll1g, the South African bankillg sector (as listed on the JSE) consisted of 

14 banks (excluding tile South African Rese"le Sank). Six banks comprise the bulk of 

the market with the remaining banks being owned either by the largest six banks (by 

asset base), or by other holding companies (both fa-eigtl and domestic) 

Four of the top six banks (ABSA. FirstRal1d, Nedcor and Standard) are the traditional 

commercial bank, providing fUlooce to the general public. The other two banks, BOE ood 

Investec are focussed more on the proviSIon of finance to high-worth individuals (normally 

professionals such as a=ootants, lawyers, doctors etc,) more so than a traditional 

commercial bank The remainitlg banks in the sector provide a combination 01 the 

services as described aboye but to a lesser extent 

The most noticeable determinants 01 size in the South African booking market are the 

size of the 1000 books al1d market capitalisation. The size of the loan book is particularly 

Significant as this is the main function of all the banks e~amined in this dissertation 

Other ~igni~cant indicators of size may exist but,.-e beyond the scope of this dissertation, 

The post-1994 reforms as w~1 as increased I1ternational competition have resulted in 

books being e~posed to increased risk, particulat1y with regard to recent foreign banking 

crises. Increased trade in derivati~es and other finandal <nstruments has hei\lltened this 

exposure Diversi~cation by South Aflican banks into focussed business ooits has 

resulted not only in improved returns on equity but has also spread Ile risks arising from 

M Investigation into the adequacy arid usefulness of fillancial risk disckJsures in listed Sooth Aflican banks: 2000 t 1 
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lntrrxiuction 

trJ(le in de.-ivJtives ml<.l oL'ler 'inanci~1 instruTlents contained in a banking bJ~'"ess Lnit 

Mo~t 01 tile ~rnt.,- b,mking grOl:ps I-.oW he','e nsurance, assAI ll'\2nagernent ''''U OVlt.,­

r.on~ult"ncy sub~~tim,es E>lch of these units conlr:bules IN)(A to t.1A revem>e or ;:'le 

(ll'Ol:p e,och ye,,,, 

The SoU" A'r>::an banks are JI~o ,oggr"""siv,-y IltJrSJ:ng :he ,nlermlliCfm l InmkeL The 

CIA3rASI eX<'lmr~e 01 I:'le Pl".-Sl:it 01 irM.,-na;ioml lJusiness is Im'estac "w,lich now sources 

over &0% 01 emning~ Ol:I~~le SA" (Theo~>lld, 20(0)-

International development towards improving financial risk 

"One of :he rmjor fimnci~1 even:s o~ 1908 W>lS the melt-down of trw As"'n mmkets_ II is 

oot surprising that this hcs alre""ly been used as a justif>::ation for the cause of 

inlerrl-J:iorlJi JccoLmting "tJnuJrd~ Arll1ur Levitt, C;,,',innan 01 the US SEC, Ilas a gL,ed 

t;lJt t"""W''''''flt r.Jpit,,1 m"rkets dAmancl s:rong aCCOIJnling 0,anclarcl~ 

'L()()k across the P""ific TlJese coonlrics are peWing a prk:e to.' a Sf_'tem a'Mined m<Jfe 

by relalionship-driven finwce t/Jan mmkd emlu"tion of '/sk and return Everyone liere 

kl)()WS what invcstors expect Thcy expcGt deur, comparubJe, deperldabie arid ilone_,t 

reporl,'ng of events as tl",y occur, And, if IlJOse expcdalio(ls ure nOi. mel, nol olily wiil u 

Gompany's [ulurc 00 1eopum'isea', bilt so will 11-", lunda"",ntal tmst that aJJows o"r system 

to operate 

We can never forget lila! lesson. As lechno,'ogy urld tl-", lorce~ CIt more globaily 

integraied markets rcdefine the opcrutiofl of G"pitul "",r/<ets, new demurlds t(){ capiial we 

illcrea~ing tliai mu_'t 00 ~ali_,fioo al a globai lever TllCrc hus becn un intern"lional effort 

_ on ~e,-eral projects to reliuce dispuritics in reporting and a'isclosure "equire""'"t8_ 

We are vcry scnsilive 10 1/-", costs "ssociuled wiili nOll-uniform 8tandards - pariic<llarly 

thosc rol"ling to uccouniillg_ But as we aitempt to an_,wer lhe caJJ for more iJ:mllollY we 

mi./M locus, fir'_'t and foremost orl thc (lecds of c;,pit,,1 murhets urld capital market 

pa,1,'cipanis 

PudiGiputioll in US capiial malkets delr.-ers great benefits - btlt members/Jip hus "price 

WllHe "~ie are looking f(){ ways to reduce costs_ wc wiil (101 do so by dim~li811ir'9 il'" 

benetils 0'" marl<ei_, pm.,-jde 

I don! presume 10 demu",] thu/. the wor,'li's capital markets adopt our standards_ aut aclY 

set of globu/ 8iXOUnlill<J sturldards nwM 8aiidy a fundall",nlai test -- docs it (XOvidc t/IC 

necessu,y Ir;msparency comparabildy and f<lll disciosurc ?-- (Ernst & Y oung_ 1988) 
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Markel elliciency 

Tois q"01~ s,,,nllar.Sf!S thc mair issues arolwd M,ich ,isk e;sclosere is bc"lg uiscesscG 

F .... sUy, ,i,k uisclosJre Gm' improve m..-ket clficier'cy by givirg the IwestQr :he 

ailpropr;ate 111ormatlon SecO!'\{!:y, co,l1pl~tfl a1d consist~I't d;sclosJre el'SureS tk 

irvestor's :r,Jst Thiri!:y, ll1pcov~e <sk e:sc:OSJr~ has 1hP. ctJility to rCGJGc ;he co,: of 

cailital :1..-OL'\1·' I""t:~r iJricing basf>d on compl~tfl ;I'tormaliol' Fourthly, h<Jrrnor'i,eu 

,ta1dad' 08\l~ :1'" pot~nj'~1 of rflducirg eisclosure Gosis il crilormly ap~licd_ L"st:y, 

rrt~rr~tio.1~1 stard~rds ,11uSt 1}fO CCCl;:>et~ al'd e'lSure transpa'el'cy tI,~t is COOlilm"b;e 

~crO"" t>ari!er, 

1',·10st urg'H'isa:io:" dev,,"opir'g di,clo,ere ,ta1dirds, par:lc,Jlar:y Ir th~ ;Jropasal, for risk 

disclo'''r~, rdflr to 0.1~ or ,110rfl 0' ;hP.s~ ;ssc~s, This d~ve:opnlC'l; has I}CC'l pmticJlmiy 

prflv~lent sinCfl to~ Asia1 C%IS, Risk disclosure ;1' t;I'ancial institctions h~s I}CGorne >1n 

iSS,J~ of intflmatioral corc~rr', 

000 of th~ tasks or tr.c Rase! Co:nm tlce's tr"nsparel'cy lToep is to improve m..-ket 

dh::'e'lGy Ir<'oug, improved e;se OSJrfl TI';s loIlow, :he cu'l,iuer"tior', of t~e "Norking 

Gro,Jp on Tc"nspme:,cy rod Ac-courtal1i1:ty Thi, "Norking Gro,Jp (IWB) kl~nt"'''d ;1-.. 

cOI'tribct:on that discloscr~ :mkes on th~ d'iclel't aliocah'Yl li resources. The sup~ly 0: 

inform<J:ior' to m..-ket p,..-:iclpa',:s ~elps to stabilise the mmke:s as ex;>ectatlor's are 

r,,:ior',,1 'l'ld ;estifiee. "In esser'cc, mmket eiseiilli:,e is four'ded 0:' the ob''''V~tIO:' t~at ~ 

" oJnd 3nd Wcll-,11~r'3gcd b3nk ;~ ~b!e to "tlarr better terms ~rd cO.1ditia.1s ,r 

t-"ns""l;ons with informcu "no r>1tio'wlly-bcl'"v;'lg mmkct Gour-terp..-ties" ([J>1SEH, 1998) 

Market disc;~lil'e "Iso e'lcoer3<jc, b~'lk, to ~ct prude'ltly knuwil'~ the us",', of t~e 

r:,anci" staten,er'ts v..ill review :he expos"re, "Ur'safe" or "<sky" 118.',ks we ieootifled 

fI~rli"'-, ~special" ;'1 to:n~' 01 markfl: ,tcess. by th~ stak~ootd"'s allo ..... ,.1g a tim~ly 

withdr"""~1 0I11arks that wO,JIG o~v~ oth~lwi'~ fail~d TO':s ".1ds i:s~11 to a ,11rx~ stctJl~ 

f':'~ncial system 

Pcblic disclosur~ also prfIYcl'ts o'l~rreactiO'l 10 or poor estimation or risk by inveslofs ~I'd 

other stakooote&r' '1', ar imperfect market it ha, been fI,l1po~siseG that :;na1cial 

~nay'ts c~n rever perlecl'y s,JI)StiUte 'or ;he detkie.1cy of ~ firm's d,o;closLJr~ poIiC\~ 

(Gil)SO.1,1W9) 

The steering committee for :;.',m'c,,,1 ce~urti"<J >1t the ICA[W s~lMIed that risk discloseres 

ueciioc from :ho,c conta'leG ii' ~ros~eclJscs to Ihose cont~ 'lCU in ani' J>1i reports They 

a:tru utfl th~ d~c:irfl in th~ sharfl p(CfI a.1d irv~asf>d cost or CaiJita: of ~'c 'lcwiy !:sleu 

c=p~nles to toe redL;ced 'is!: disclo'L;re f{;sk disclos,JI~ ,s vi;a: l1 corr"Ctiy ViC'.1g 

stmres 

Ma'kct o',scipline ,,1'0 1'>1s a part to play ii' :he sJ~erv'SKJ'l of b,mb. Tk Reserve P"nk 

or N~w 7~aianG coan[Y!d :llfIir ,11~thOG of SCiJ~r.,isio.1 ir lWG to orfl of Jsing iJUblicly 



Univ
ers

ity
 of

  C
ap

e T
ow

n

Cral..! Wast Master of Cci 

In¥C's!ors' [ruM 

Cost of capital 

ava.'I<1IJle u()Cume~:s 10 sU~l'f\lise the~ ba~ks Nich,l (1900) nor",J 11",at tile illlwrliltior',,,1 

clXnrnunity wus unc<>nfortable with th~ I~v": 01 Ir~:1""~'~<1cy tllal >;(Jet', " move wuukJ 

txirtg, e.>peci6illy the bal1k managers ""d di'''elo'~, "In ~'i:1Cirle, tile mmkd, de~JOs;turs, 

a~d the ge~e,al ;>ubi>:: 1",ave:1O less a """d to, i~lorrmtion tlla" lloe, tlw regu:utor" (IMF, 

1 ~97). 

Imesturs me less :ik .. y to trust disc osu"'s i" tile I nar.:;l31 ,latenW:lb of bw', '\~ ;1 those 

disclosures consist of 0011' good 'l~WS or il no n~ws is (JiAo,ed loIluweu by sedde~ 

reieases of the oegatlve inlofll1alio'l Di,clo,u,e slwuld be timely und unbiased Tflis 

ol, j d, tll~ ime~tors COO"dC:1GC "M",ket contide~ee il1lnanagenl""t d~,-.ends I',.rueia::y Or 

kl'C~i:10 tlw rrlilrkd inlormed of sipitieaot developll1oots Dirf>Ctors 1'1110 11Me not 

ex~lainl>d tllei, iolo'mution risks are :ikeiy to find themselves punished hy i~v".'>Io'~ W;tll 

u~re>,lis:ic ex;JCctut.oos Wflu...-e caught by surpris,,· (ICAEW, 19'1~) 

I:",estor,' trusl will exle:ld into dficier:! uiiuG<ltion of re,ources lrom the G<l~ital m...-kels 

Tr'o,;e cor11ranies tlml ",Jopt " :>alicy 01 complde disclosure will muint"in the lowest cost 

uf cu~itul. 

"All other thi~gs beng equal, a cOOl~al1y where lna~<>gemeot has a repetat"" to, 'no 

su,prises' w:!! eoioy the lowest sustainat>e cost of ea~ital aod the higflest .'<lJocai:1abie 

,h,y~ rrie~ W~ h~!i"ve that a corn~~ny hal acts Ihs way \";11 ",.-ooahly also fU't:l~' 

erJlUoce SI""l~lO~Jl~ ",,,Iue by irrl'rovi:lg i:~ ri~" rmmeq,rnl11t. Wi,en we tulk uoout 'no 

surWise~' we do not mew, :I1Ot companies slwukJ ';(11ootll tlwir e",o'n gs trenu by tLX:lirtg 

tile t,,~ 01 uCGUuotirtg ;JfLXJer.ce on uou ufl 0' tllal they shwld ""'i:lilte volutili,_y at aii 

costs, In re>My , ou surwises' will i~vulve t .. 1 "g it as it is, It the results are really valatl:e 

they shuu'd be 'e;>ortliJ "s such ur,u t SflUUkJ ClOt Cmle as a sur;Jfise to the '''''rket'' 

(ICAE''''' 199-c;)_ 

Tlw Be~eI COfllmittee i, "Iw of tlw O~i:lio" tl1at imrrovl>d d;,;clo,ur" wOl,lu lead to beo" 

I", .. ing more dl;c;e:lt ","ce~~ to tile eu~bl murkeb TI1;~ wOl,ld leud to ;rn;JfovciJ 

;,Iloc~tio:1 ot wpil~1 r"soo,c" .. Gihsorl (19RI);n a pap.,.- sLrported oy the IFel mootiD"S 

that a mot'vatioo to uisdose risk s tI,e u;>fJu,tunity of a lov,er cost ot equily shociu the 

cmlpa~y wisll tu w;se wldi:ioo,,1 G"pitui Slle "ddliJ tlmt u""lysls' wti~g of a bun< 

moved 10 relation to the lev .. of uisclosve p,oviuciJ (Gibsur" ~g-c;g) The [lasel 

C lXnrnittee uisa sU~IXJrt tlli~ .. iew 

Besioess Duy 11999b) idl11tific>d tllilt esse:ltiully fi,,>mciul i"stilulioo~ ge:le'al~ rro"t 

ll1eaSLmll1",-,t of risk is a <ey ~1""~:1t in ~:1sLring effieioot aliocat>:J'1S 01 cilpitai To 

~c.lieve prcver measure,-,ent of risk, inflXlnatl,", must be avaiiable, Prcvec disc,osure is 

me of tlla rnec:lUo'srm 01 rTwkirtg l:lUt iolorrTmtioo uvuil"ble, tl1erl<Jy ensJri:>;) dl>cient 

"lIoeation 01 carital 

M rw~st;g~tio'l i"to tl,,, ad"",L ocy a~d lJsefuin~ss of tioancia risk disc",sures '~ listed S out;' Afr.can banks 2000 14 
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DiscJoslirfi cost 

ComparabUity 

Co,,~.'!idil>g Remarks 

Introduction 

It accollnli"D S;a'1(larcls me ImwlCflised, :hose organisalio1s currently Pfoducirg bo;h 

na1>::", ,.- disd:)sure a"d n :ernatiooal d;';c.osura would o(w' OI'ly IJ.J'/" to pr(l(llIc~ (),w se: 

of fnaClcial s:atenents -11- S wou:d docrease :he cos; of disdosure to timl org:wisaiioCl 

Fa the i1terClatiooai accoort'ng standiW'ds 10 be presnilJ.cd wor~dw:'Ie_ tI'e sb.,dards 

!nLJst OOSLJrB comr"ete disclosure, wn:l, will er,we iran,pme'1cy in Ihe rn..-ket p~,ce 

For markets to become mC<'8 ettie-ieo!. Jppropridle ;r/om).JiiOl' is -ecu ~c'(l. 

Curroot accou1ting s:ardards are vagLJe about tile disck:lsure reQJireme1:S tor risks 

'aco;(1 by bu,i'1BSS entities. Pre,c.ribi"G di,closu-e is me of tlw rnecl'arisrns of er,uring 

comparability Tile peese! b"'.1 diseJosu 'e must also ~xc~ude any ~mbk;lIili~s 

FurlhemlO'e, lI'e Ir'.,1F (1997) SllOW lI'al con-~:"'nies me reluctant 10 .,o~unt",;ly disclose 

mcye Ir,,,, "rollwr Cornp~'1y, p"'ticu~arly when [Je"ling wilh sersilive infcymalior' 

Kuh1er (1997) shows tr,,1 m,.-ket risk disclosure varies 'Irmnatic~lIy betwee1 f:n~"c~lI 

irstitll:io'1$, Ti1e tl'.-.ory tl'at marke: torc.,,; wi:1 e'1sure tl'a: all :1ecessary disciosure wili be 

made docs "ot hel d tru~ "TI"s lire olll'oogill ig'10res ~he re>cl :I'a; wilat con-paries 

disclose i1 public s not ,lrive1 pl,,~'y by precise ecor:omic ca:cul"tioCl :t is direclors who 

make disclosures and they I",ve opinioCls, i"krests ~Cld .,iews "bou : mmkets. Tiley me 

a lso affected by :he belmviour of oth~r compaClies and " pr~surnpj'iOI' ItKl! yoo ocll' 

disclose what you Imve to" (ICAEW, 1999) 

!1 each 01 the above C"ses there Ims l>eer a call lor i'1c 'ease'(l disclosure. be il ~'1 

ic<'.{ease i'1 q'"" '1tily or qua ity By 1,.- the majority of cases, th~ i"tecc",li01,,1 bcxlies me 

ca'liClG lor ar increase in tl18 quality, 0' the discJosure cLJrre1:ly provided. urilorrn::y 01 

preseCl lalim :0 ' comparal)i:ity ar-d ertorceme1t ct tl1ese imprm'-ed standiW'ds. 

Disclosure issues 

Tile disc'osure issues iW'01l:1d the disclosLJre 01 fina1cial risks, lor most "tirst world" 

coun:ries, lies rrore in [I", qLJality, 0' and the man1er i'1 wl,ich the disclosLJre should be 

prese11ed ratl1er tha1 ge1eratirg new disc:osure. A,. Sru :h Alr,ca appears to Ia~ behi",1 

the rest 01 the wcyld ;1 ("'-'llS 0; disc:osllr~ practices, some of Ille ,rsdosure 

reconnec,kd rn~y ~e Clew 10 Soutll A.'ricac cor""a"ies 

The IMF (1997) released a -epo:1 C01S der ng too issues ct qu~:ity of disclosur~ and otiwr 

surroLJ.oding "ranci~1 -isk disc~osllr~ ",,,I exp~1.1alio'1 ol ille elfecl 0'1 :irancial 'i sks 

--.CC=~ 

Ac ir','-estig.Jlioc Loto the ade<;LJacy a1d use'ulcess 01 fi,",,"c;,,1 risk disclosu<es in lisled Soulll AlricaCl banks, ?OOO 15 
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Lending activities 

Trading aclivities 

Derivafives 

Over the years, banks have diversified the<r business to heyorJd the traditma! role of 

mere providers of loans. However, this activity still accounts for a large portion of the 

banks bUSiness 

The lending fuoction requires a significant amount of judgement regardinQ the 

creditworthiness of the applicant These judgements are not always occurate As such, 

a sig1ificant credit risk exists with regard to counterparties not performing in regard to 

their obl>gations This problem is particularly significant in South Africa coosiooring the 

increasing pressure from government and spocial interest groups for banks to make 

funds availat>le to low income earners Should these groups preval, the banks will he 

exposed to a significant concentration of credit risk, 

Movements in interest rates also significantly infiuence the value of and performance 

urtder Io<lns to low income earners, In the South Afric<ln envirOllrnoot, with volatl e 

markets, fixed interest rate agreements may result in losses for bankinQ oroanisatiorls 

should interest rates move significantly Exposure to interest rate risk should also he 

considered and disclosed, 

Security provided under loan agreements is not always reassessed and the assets may 

have deteriorated This increases the banks exposure to credit risk 

LendinQ activlies can also subject a bank to liquidity Msk, "Liquidity risk arises from the 

inal:JUity 01 a bank to accommodate decreases in liaIJm ies or fund increases in assets, 

When a bank has inadequate liquKJily, it cannot obtain sufficient funds, either by 

increasinQ liabilities or by converting assets promptly, at a reasonaIJle cost, thereby 

affecting profitab. ,ty· (IMF, 1997). 

The trad ing activities of banks exposes them to market risk This is as a result 01 

changes in market prices which influence foreign exchange rates, eQUity and deb t 

insuuments. As the p--oviders oIloreign exchange. banks are particularly susceptible to 

market nsk, Deterioration of loreign exchange rates could lead to losses for the bank ing 

organisations prwiding foreig1 exchange. Trad ing in other d ... ivatives can also expose 

the banks to further market risks. 

Current disclosure standards have not dealt sufficiently With the broaden ing derivative 

mar\(ets, AC 125, effecUve Irom December 199a. OIl the disclosure 01 financial 

instrumoots and AC 133, enective from December 2001. on the recognition and 

measurement 01 rinancial instruments have begun to address the issue 01 derivatives, hut 

fliliher disc!ooure may yet be required. The use of deriVatives can often expose a hank 

to greater risks than are evident from the balaoce sheet. It is lor this reason that 

extoosive disdosure is required where the derivative activities in a bank are materia l. 

The use 01 derivatives usually exposes the bank to more than OIle type of risk, for 

An investigation into the adequacy and usefulness of financ'",1 risk disclosures in listed South African hanks: 2000 16 
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Use 0; illtem~1 models 

Illler-relaiioll of risks 

Key int()lmatioll to! 

ana.lysis 

e<ample on an inlcre~1 wle oplKm. "the ",-,rchaser has the r'9'1l - but not Ihe oblinal ioll 

to lock intu U :Jreddcrmined interest rate for a given period 01 ['me The writer of :he 

o~tiun is ex""sed solely:o market risk in re~:)ect or intcre~t rcl:e rTIU,ements, whereas the 

purch<lser:s addi:ionaHy eX:J()f;oo to Gredit risk" (Rri'ish B<lnker~' Assuclation, 1995i. The 

u~e uf deriv~ji,'es and the str~tegy to ..... I'kol' ,I'e defiv"ti,e~ b,e iwen a:1plied shoukt be 

disc'osed in sufficient detail to :)Covi(le t:1e u~ers Wi::l info",mtion to make an assessment 

as to the coodition of lbe bank wil:l rewrd to der""tive ex:>osure 

flank' ~J'e incre"sir>(h usr lq internal measuretnellt mode's to IneaSL~'e and manane 

r;nand,,1 risks As sud, the results of t:1ese models SllOUId t>c ' ,ciuded Wdl the 

cum,l1entmy on risk management and measurement In pmticulm ~ descri~tion 01 :he 

model hOl'l t: is a:1plied and lbe ~SSLJmptiotl' used shuuld be included in t~e 

commentary T1e mo~s used ShOLJld ,,1'0 110t i)e rev:ewed in i~oI,,:ion ,md the results of 

tl,e "ress testing and additiOO.1i analy'es that ,flo,lId I'Me t>cen per/en Ded to e,'alu~je 

tl'e resul" of lbe mode! S:10L •. d ,%0 be di'closed 

The incre"sir>() su,)ilis:ic~lioll 01 tile fin "" d,,1 risk disclusure ~t"nd"rd~ h~~ rcsulted in 

f:nancial risks being re"iewoo r, isol~tion with deri,'a:ives seen as a separate 'lSslie wilh 

regard to risks. A 'back to basics" apxwch s:lOLJid ~e adoptad. The IM~ (1q97) no,ed 

t:lat "best praGtices for d.sciosin9 market risks are still bellg dev"o:Jed liOl'le,'er, the 

;;,:ent;on ,s lor a ~ank to r&por: risks from a poriolio perspective w.1ereby a:1 tbe financial 

~lstrumenls r"'"led 10 the rTlajo" calenories 0' r:~k arc exarTl ' wd :opclheL and linanciul 

derivati,es s'lould '101 im looked al in isolation frorTl Ihe rest of tile baLance S:lCct" 

r'be IMF (1997) notoo lur:hcr that 't~e market deposito,s, arld tl,e generai pub:,c ha,'e no 

Ie" a neoo 'or inlorm~fKJn til,,,. due~ t~e regulatlK". Mo,eove" they noted some of :he 

key infommliotl required i)y :he supe·,isor~ of :'''' renu "tury boo.,s tu ev~kJ"le risk. The 

Rasel C()!'lm;t,ee took l:le informwion i(lenlllie(l in ,I'e IMF pal>flC ' 1'0 cons'der>1tion in 

e'/~ILJwil'9 disGiosLJre prac:ice, in order '0 propose best pr~ct Ges for p~rtiGul~1 

disclosures. 

Key inform"tion idenMied inclL.dcd the follow " q' 

• ~ discussion of Ilw ner"'fal risk rTlan;:,qerTlenl envirollmcn:, 

• cradi· risk' 

8 likcl.hooo of dou~lful dool~ comersion In "ctual credit risk, 

8 l:lC credil ·isk of mer-lI,e-cwnlcr (OTC) ocri,uli'/e Gon:mcts rr"'~~ure~ ,,: :he 

cost olce:>acir>() the contract s:lOuld I'", GOl,nter:)~J":y defalllt, 

risk Gon centrwions and related :)arty transaGt orl", 

det.~ i s on cormter:)arti,," with 'he large'· credit eXXlsures 

segmental analysis by ~LJsine" line, geograp.1ic area and r"'atoo ~arty 

An :nvest:gat:on . ,10 t1e adeqJacy and l'sdulness of "nancial risk disclosures in listed Sou:h Afr can ~anks: 2UOO 17 
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Inln){luciion 

u sl",iysis u' flo"-pcrfCl" rTlIflg l()8fl~, p~ym~"t ca~xity of vJw'kr"s,ty, rolmeral 

eiC. 

• interflst rate risk 

o m~turity structurfl of '~tflfest be,.-ing ?ssets ~rd li~h i irfls, 

" o/f-bd ance slleet ile'l1s Jseo to hedge i:reres' ute gaJ, 

u "",;urity ~ositio(l elciudiflg hed\leS 

o ~ Cl",'oi;o of i:lle.-e~1 be~ril'\l ifl~I""'l<l:lI~ ii' I' quid marketable for11, 

o sel'~;tivity a:lBly~;~ by il'~t,umenl fo, movem~nls ifl :he intflfe~t ",tc, effects of s 

cha:lge in Ille ~kJ"e 0'« yield Clirve alld scenmKJ sl'alY5e5, 

• currerlCy ,,5k 

" m?tu,ity toole, for flach curcerlCy ir which the h?nk ~ "lIbst~njve posit<lns 

" Oe'Jils 0:1 ,. ; Ope:1 ~Xlsit>O:1S, 

'" "oJ,uri,y profile~ of all ou\s"",dill\l fore<~fl eXdlSIl\le codrxis 

• S meBsu'e of lo:al equily 'i,k (i:lclLd::l~ delBi:s o:ll..""," the messu'emen: is rr?ooL 

• de.-ivslive5 

'" lX,"i,ive alld ~~'\la,iv~ 'e"lxe.-ne"t co,ts, 

'" de,~;1eJ occooI'bg "o.icy 

'" cx"osure by fi"":lciBI 'isk 

• IK:u:d icy risk 

" rTlJI'dge'l1ert rne'hodc<Clg\', 

u di~;ribu,ior, cor'cefll'al Ofl ""d ty"e of fur'uing 500rce, 

~ fim rO<lI' Gorr.-ni:med5, fcyeigr e,ch«r~e Irsfl~sctoo" oorrruitmenb :0 

Jurchase sfICUritie, "rd flx~eGted srortfslls i~ cBsh flow, 

'" s9",ilivily afl " yse5 de<I)()("lr3,ill\1 effcc15 of clla:lges fl futur~ (;;)sll ~Iows 

The bulk of the above key ir'ortn<ltior' required wa, u",,,," r from the IMF r"lXY: 'Quali:y of 

Il'fonl1wior, SJJervwr\' "e~Xlfti:1g, ard Public Disclo"uce" ('8~7i Tlli" '0" tile ke\' 

inforrr?:ior required to evalu~te the ri'k Jrofie of s b~nk Thfl intflfns:iorel be,t prac:ice 

checki 1St ~oes fur:he,' th an the «bove in it5 requiremenls 

MUCh ot ,he i:1/(>"m,rior idertitied a!..,,'.-e is st1: :1ot reqJ)"ea by loe,' S'dnd,..-OS Tile 

irforma:ior re.;uirsmert" I~troduced by :he ,~:er~~tior?1 best Jroctice checklist h~',e 

beefl hi~h:~lt"ed ifl the lables of dis.closure score, ifl CIl3~1e.- 5, 

Benchmarking organisations 

Mas, or the b6nchm~rkL'lg orga:li"'<ltio~s tllat were J"sd i:1 ,he de'.-ekJpmenl 0' :he 

disc>o"ure Cllecklisl are i:1:ernejor?1 bodies sel up 10 o',ersee r?lior~1 ecororr:C or 

sUJer,iso!'I' txxti~, or 10 inv~5ligak particular i~SUC5 
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Basel Cammittoo 

Intemational !\ccGiinting 

Standard" Committee 

I",em"tion,,! Monet"ry 

Fund 

riatfanal !\c""uniin9 

St"nd",.d Setting 

&xIies 

Tile Bus~,' Cormnijjee ,its ut tilc Bank of Internatrnal Setl:elnenr~ itl""" recogn'sed 

:nl~rrwtrnal Cenlral Bank) Tili, Committee :s representee Cllie(ly by til<.' ten ~''lJe't 

world ecoCJOn1ies This body irrvestigates "nc prnviees ~ssist"'w~ witll rL11mc to bank 

r~gcliutrn by naf:onal regulatuy hortes, One af ti,e suD·cornrnijjces witllin tni, 

orl,>Jnisaton i, th~ tran'paroocy g-OUJ whose t""k it is to invesl~-,,,k une rL'Corrn wrrd 

disclosurc for banks 

TllC Busci Committec lIus rcie",cd many reJorts arK' con~ultat:ve p~~er~ over tile !~Sl 

f~w yca.", Mo,t recently, ar uJdaten paJer on tl".., llest Pr"ctire for Crcdit Ri,k 

Disrlosu.-e w~s issuee, Cre<lit risk is still conside."~e "s orrc of Inc lnajor -isks facee by 

b~nki~g org~n,S<l"ons ~ne IS reconnlsee ~s "" eorni""n: c"use of bank fuilure~ ann 

ugani"":irn~ ~re the nnent locus or tile Cornm: tke, 

The Intenoation,'1 Arrou~:ir\n St"~e,,,es COOln) tee (:ASC'I I",s tile m":Hj"k to "roeuc~ 

~ccoIJlltir',,-, st~ne~res tll~1 me ~ppl:C<obl~ inlL1"rwtiorwlly mlC Ilml will Jro c!ojce qua:ity 

disdosu 'C in ~II ~nl~r~ris~s SAICA Imve r~v~sootatives 00 til"' s:arrdacd setting hoey 

Rerel't st~l)e~res th~t :nllue~re tllis stuey me lAS 32 urlC 39 on f"lmlci~1 irstruments, 

pwticulwly lAS 3? (>'l vesent~tiorl ~nd eisdosure, Purl olille IASC', func:ioll"s to revisit 

sr~I'e~rn.; ~n<1 ""sure tl""t the :t1 lonn"tion r~quirL'tI by IIw ",uneme, rcrr>Jins ~p"ropri~:e 

~I)e of ~,Jfficient qua:ity In tl",S rerp.'n, :he IASC Il~ve ~I~ced lAS '30, de~lir',,-, witll 

b"nking o,'rpniS<ltrns, or :he" vojecls list, At tile lirne ot wrih'"-,, no d~te Iwd becn sd 

10,' rOln~letrn of this ~roject, 

Reconni,~d a, " rnajor lender to goverllmellts, tile tMr r.,,~ a p".-:icuia.- interest in -isk 

disclosur~s und Il~"~ r~:e~s~d" lew pe.":ir'.cr\: "ape'" 00 th~ ,uojcc:, The focu, of :hese 

IX'pers h~s lended 10 fOCJS on 'ish disclosJr~s orl u ~"g~r sCUi~ !liI t~t of illdividJal 

e<l:er~rrses, bu: r,'ther on tile country ~s ~ wl'de For Ihis reuson, r<%"\.ls on tlw 'cpo."l, 

voeuce<1 ;)y:he IMF h"s been "mi:ee i~ tllis s:udy, 

Tlw uccoon:illg Sl":ld",-ds ap"licab:e to tr. s sUd,. ..... ere reviewefllor the Unite<1 KI'g<iorll. 

Al,st."uliu wre N~"N Zeukld This review w"s pe.-Iornwd more as a cOllh;matlor of the 

,'ppropr:,'teness or tile devdo~d illlerr'"":ior,,,1 b~sl "mClice di,cloSJ'"~ dwcklist 

FurthernlOre. 'eports issue<1 by cOlnm:ttees 01 the ICAf"N were cllso used ror b"chnro,rrld 

:nlormation to ~ssist tne rleveioJment 0' the nisclosdre ch eckl :st 
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Re;)<)rts i:',sJeG by l11e Reserve R,mh of the awvefllentiorteci cwntries w~re ,,1'0 

rev'e'.hld, The Reserve fl,,,,k of Ncw Zealand was of parkulm intercst ~o~owin-g the 

change in regulatory mctllO{;'''ogy Tile New ZCBland rcgulatory ,y,'cm use, ;>rcscribed 

publicly ava i able inlorma'ion lor thc ~ur~oseR 01 requlato;y rev>ew 

Thc ap;~'cability of the repo"ts an d "eco,nmelldat",," of Ille Bw;ct CWlw; ::ee was 

Gw'irmcd a, each 0' thcse cwn~rics' Rc,erve Ban:,s ,uOSGr:.bc, to thc opn ioos 01 the 

B~sel COfl'rni:lce 

Summary 

A review of GOCUlne<lts iRsLJer1 oy tile Sou:h f\frir~n ReRervp. B~n,{. B~nking COLJnCl1 01 

South Africa "nd SAICA all de:nonsl"atp.d "n intp.ntiUl to 101100'.' tllP. nev","oplnp.nts 01 

inlcrnal ional slandard scl:i"'J OOdi~s. " parlicular Ih~ devp.lo~rn"nb or the B<.'.scl 

Comm ttce ar,(t IASC 

The development or :he besl praclice Gileckli,~ will ,erve 10 :cst tlml resol,e "nd 

determine whether South Alric~n financial risk disclo,ure is sulkier,t in thc inlcrna~ional 

An 'weRtig~tlm into the adequocy and u,cfulrwss 0' linane;,,1 risk discloSLJres in HsteG Sou'll Nr>c~n ,,~nkR 21XXJ 2U 
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Approach 

Chapter 3 - Research design 

Introduction 

In this chapte.-, the ",;x re""areh 'iUp.sl'Y1S lhdt ur~ (:~rivell from the main mSp.ardl 

p'oblem am iotroour:p.n TllP. rese&ch rnelllOl: usee and the manl'er i1 whir.I' it was 

4'~li.,u is ulso cisGussec This chapter a!so sets out the Ir nitaciQI's to thp SWIlP. vi 1I1e 

protJiem sed 2Ss.uI'1':iolS used '0 thIS slu(ly. Fioally thp '10" pararne.r>::; Slu'.is'.iw\ 

mpthoc us",,]:o :pst thp. fina: thr"" rp.spu-r.h ql:es:iofls is e"1'ldi'leJ ~s well >IS lile ""mcer 

in wh;dl I'. wus drr"ip.u 

Research questions 

The resemch quesli<Y1S !)elow to'ow Irorn '.he research rrWIp.m a' ',jPI'tifiec in r.1,,'ver 

0"' 

t Is lhp eX:PI'j 01 fioJI'ciill ri'k disciosure of lis:ed Sou:h A'riG~'l bU'lh m:p.c_ldlp 'r' 

reUiofl 10 IOCdl reporting stancarc~? 

2 Is thp eX:PI'j of fioal'cial risk discios~re 0' li"ec Sou'J) Nriew' bU'lks oop.nwp. ·0 

rHI"liofl to i"ter"a:io"sl be>: practice? 

3, I~ the p.xtp.nt of fina1clal risk disclos~re of " sUrTl~l~ 01 lisl~J Ur'i'.p.o Kin.r;:lom ~I'O 

AJs'.m:k1'1 !mr'ks ii' rp.l~tion :0 inten',,:ioral hest prac:ice bejer thw' IIle li'ldr'c~1 risk 

diseloSl:r~ 01 '.re Soulh grk:~o wok,? 

4 Ooos size, "s Jel~mli'le(: by lev~ 01 or.v~nr.p.s, il'rUp.I'ce the extent cl credit risk 

dis.closure by I':st~c SO..l'.h Afriew' bO'lks? 

5 Ooos size, a5 determ'1ec by markel carilalisalio" al p.llCr baok', yP.iY p.no, il'H.1ence 

tll~ ~x'.ef'l ollir'anr.ia: ri,k o:",Jo,ure p'eserted 'r the ~r1l1,,1 repor:s d: listed South 

AfriC'.an !)~I'KS" 

G, [)(:.P., Ihp. oumbp.r of sharoooicers of the listed SOJ:h Africa" bO'lks ir'fiup.oC'.p. U,P' 

exlp.I'1 01 rO~I'c''''1 riSK (Ii,closure prese1:ec 1:he 'lnr'~,,1 repori' 

Research method 

Thp. rp.,p.arr'n proljero h~s beer :nvest>g,,:ed by 

1 Cc.-n~ilirg ~ Jisdosl:rp. chocklis'. ba",,(j w South Afric~I' reporting 5tarcmcs: 

2 Cc.-n~ilirg ,m i"len'alior'al bp.st pradk:e ois.clo,ure chocklist b~sed or' IIl~ 

rocol,."erd~ti(l1s of if'l~r'['a'.ior'al ",~I'(la"l se::in.r; bodies ~rd oth~' r~lev,"". 

orgm'isa:ior's (see r.1"lp,.p.r 2 oi""·.1"iol'i: 
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Limitations 

Assumpfions 

Sample 

3. EvaJuating research questions 1 to 3 al>ove quantitctively through scoring annual 

financial statements as well as qualitativer, tI1rough discussion in chapters 4 and 5. 

4 The results of the first three reseach questions permitted a ranking of SA bank ~ 

Questions 4 to 6 were then evaluated by means of the Spearman Rank Order 

Correlation Co·efficient 

The hypotl1eses and test results for the stall~t K;aI tests performed are discussed m 

Chapter 6. The Research method for the statistical test used is discussed below 

The scope of the study is ,;mited as follows 

For the p<Jrposes of this study. rnly fn ancial risk disclosure as applicable to banks has 

been considered as opposed to ooy other GAAP. 

2. No legal disclosure beyond the enforcement of accounting standards has been 

evaluated. 

The following prn cipal assumptions have been made: 

1 Provi!<oo of current and any additional disclosure is cosUess. 

2 South African banks know all d<sclosure requirements and proposals. 

3. The standards and proposals upon which the checklist is derived ae representative 

of the ideal and may be applied as a standard I>enchma.1<. when evaluating disclosure 

compiiooce. 

The sample of South Afri;an banks initislly included all 14 companies listed in the 

ban king sector of the JSE. The motivation for this selection was one of obtaining pubfdy 

avalable informction (the oonual reports the respective compooies) used for the purpose 

of investment decisions. Thi~ follows the principle set in the conceptual accounting 

framework (ACOOO) as to the purpose of ~nancial statements. Users of fn ancial 

statements require all informstkJn to be at the t disposal to make n formed investment 

decisions 

The financial statements of New Repu~ ):;: Bank (NRB) were excluded from the sample 

'Mlile stili listed on the JSE, the book is currently under curatorship and the focus of the 

compooy is sillnificootly differoot to that of a bank operating I.I1der normal conditions. 

FBC Fidelity. also placed under curatorship. was retained in the sample as the bank has 

subsequently come out of curatorship (after Nedcor's offer in May 2000) and is opercting 

under normal market conditions RMB Holdn gs has also been exduded from the 

sample. This compooy is a hokjing compooy for FirstRand (the bancassurer) and a few 

other smsller investments (with 91% of the headline earnings being derived from 

FirstRand) Their financial statements, inter alia. seemn gly summaise some of the 

n formation contan ed in the FirstRand financial statements. RMB Holdngs declare in 

M Investigation into the adequacy and usefuiness of financia risk disclosures in listed South African banks: 2000 22 
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their ""nu,,1 ;in""Gi~! st,,!ements trat the ~roup is niver.,ifieo:i ann a., ."lch. the risk 

man.qgemer,t pO!>::ies and rrac!ice., c"n l)fl reviewed in t~e il'dividLJal group corrlp " 'Iy's 

"nllLJal finar>::;;,1 st"te"",",I." I\s they do no! "1dude tl'~ recuired disc:osures, ir:,clus'"n in 

the ,,,'!mpie wOLJln Lxmecessari':,' skew II", s!ati.'!'cal re."llb 

A :LJIl list:ng ot tile sample ot SOUlll Arric<Jn cO"'p;Jni~s r~vi~wed is ""nlair'lLiJ in A;'[wndix 

UK and ALJ.,tralian ballks were selected !o provide an inlernational ClJrTlparalive "gainst 

wr"o toe Soulo Alr c ,,,, resulls Gou.d be fJr!rec evallli!:eD ro selecl II,e ,,,,,mple of UK 

I)allks. U", :evel of "nvances to CC'.,torners presenled in the M:"nce .,oeet of all li.,ted 

I)allks wece ranked Trere w"s a Si " ,ifican: nrap in t~e lev," of "nvar,ces proviDed to 

CLJS!OtnefS 'n banks rallked after the f<oyal Bank of Scollann For tois rea.""".,, CLJ!-off 0." 

f 40,()()O million w"s 1.'.'00 (a rOLJnrled vaHle 'or II", leve' of ar1val'ces held by loe f<oyal 

B~'lk or Scotl,md) 

A simila- proG~dure w"s ~ppli~d:o toe Australi,,,, b''''ks firstly, !r~ wt-o~ us~d ;or :~~ 

UK bank.' was converted to Australi;", dollars This provlned a cut-off "mOJnt of 

approximately fI$I00.000 mi::ion II,e va'LJe proved to be ~ppcopri~te ~s tl,we wa.' a 

si!;nifiC2nt drop ill toe "nvances prov>deD hy flust", om banks after the adv~r,ces 0' :he 

flLJs!ral;;,n and New Ze~land Banking GroLJP (woico were approximate:y flStOO,1){;() 

million), 

Toe UK ~nd Ausl",li~r, s,m--.ple seleclion is lis!ed '" Aprennices D ""D E 

fl., tl", be<lcl'm~rking <:I: ~ll tl'e listed Soutl, il'r>::an bilnk., ~gan st !he lar~est UK "nn 

flust",l;;,n M"ks COJld skew toe scor "g results. the results for tl", I~r~est Sooll, Nri(:1l1l 

b~nks ("s dderrr", ~d by I~vd d: ~dv,mc~s) w~r~ "Iso inGluckiJ in t~e t"bl~s pwvided ir, 

Cilapter 5, Tile 13rgesl SOUtil Ar-iGan W'l~S il)' level 0' 3dvances used in Ihi, SUd)' wer e 

ABSA, BOE. Fir~tRan d, NOOCOc and Standard B<lnk listed ill alpllaootiGa order 

Toe 1999 "nIlLJ~1 ""anci~1 statemer,ts were o.llained for e"ch of toe companies :'n the 

sample Trese 'in,,,,ciai st~t~1l1e<ltS were tom cafdu .. y scrutinised ~gainst tre complied 

cl,ocklists lhe s"me rese"ccr metooo, "s ,lsen I)y 'Nest (1999). w"s 'ollowed will' 

r~9",d !o I'l~ ,coring of 1I1~ annu,,1 fin3nGia r~ports 

'Scorn g was COI"Xlucled as tollow~: 

• 1 pOil't w~s aw",Ded lor ccrnpl;;,nce ..... ito an ~ltril)Ule 

• !" pOin!s wece awardeD 'or I",'tial compil1lnce Par:i~1 compl;"'llce s Ilot~d ir, c~,es 

whe-~ only ~ """,porl<-1'11 o~ ~ dis",osu-~ ~ltrib,lIe rL'quiring rrlO-~ 11"111 olle GOlTlpO'lenl 

is di~Glosoo, or ..... ~~re 3 sepacate disclo~I.'re cecuicemellt is illcocpocatoo will, scrne 
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oH,er cisc!osure a,(,u ute, Ti'e dfect of tris classifica'ioo is to imicale wl'~'c 

information '8 sl'own, bl.1 il8 usc~ulncss is cOIn"romis& by a Ia<:~ ot cormlclc 

transparency, whe'l fu GOm"liance wou'd otl,erwise provi~s, 

• 0 was ""'arceu fe.- non-com"liance 

• no score was ootEl<1 ~ cO"1Jliarce wilh l'lC all,ibute was indeterminate or irrelevant. 

This prevel"ts results from be j'1g 8kewL-u by incelcn"';nalc a:tributes, sioce t~ese ilem8 

no not attect ejt~er tl'e nuO)eralor or l'lC ~cnomlnator of I~e "erc"nta.;te ~iscl08ure 

score." ('Ne8( ~999) 

O~en in 'in~ncial statemMts, it is unclesr wl'ether the (l.sCOSl.re 'las ')eon omitlcc ~y a 

hook or whether tl'e (Irsci08ure is ~rekvanl 'or that partK"'~' ban'< i_e H,,, hsnk does I"O( 

engage In lI'e parlrulw octiv:ty \'V~cre il"stsnces of t~is nature occurrect, 'hey mc 

I'ealcu as indcle'minalc al"u no sco'" is awsrdBCi_ As notd above, ')'1 aSS;i]nin<;1 no 

,cooc_ trc percent~ge compliaoce is not skewe~ 

It must ~ emprasisec that 00 at(em"t ~as beer tn;Jue (0 Ui8lin<;IUi8h bclwccn requircd 

Hnc ",comlnel"dec cisc.osur" 1 his stLJ(ly coo1pares cr;rfently 8u:)plieJ Ui8Clo~u'c ~qair~1 

an icesl 1 he n ea: assumes t~at al l (Jlscl08ure is useful for l'lC u~e," of t~c fIO~I"ci<l1 

slalemcrls (i.c bo:'l rcc;uireu and 'CCOIlY1lc'luBd drsciosu", ~as a purpose aM botl" 

s'lOuki ~e p'cscnlcd) Furthermcrc, 00 att"mpt ~as beer mane to nistir(Jr;iSI" betweer 

dCPfCCS of GOI'1' lraoce "_g. too same score (Jiver to a ban'< 8u:):)lyinn O[)e lI'ir~ 0' a 

di~closure requir""""1t is give" to a In'1~ supplyirn Iwo-t'lircs of 1'10 disclosure 

,-equi",mert Mo",over, the scores were oot weig'lted for quantilativc vc'sus qualit~f;v" 

cISclosufe 

TI'e a')sence ot any wek)'llinn 0' the r"'" ~co'c~ ~envc~ ras inl-oCJced a !"vel of bias rot 

'-'v~lent from lI'e ~c'ccnla'J<l~ ~rown il" tre ,a~"s. TI,,, perc"ntages sl,own are, I'owe"",", 

ar indication of lI'e 'e',el of Ui8ci08U'C nrDV~leu by cac~ J~nk al"d ~roukJ rIOt ~ 

examirect as an accurate a88essmert ot eacl" 'nnk'8 disclosure C.c a ~cientifK; sc~le) 

The re~ults pcocJcec shoolc therefore be e<ami"~~ with t~e limilaliors of I'le 8corr'lg 

mace! in m'nc 

I" or~er to ''''''~er t~e com:)arisons meaninntul, I'le sco,cs ~[lj cacll Soull' Afcican 

company apai'lSl cac'l c'lcck'i~t we,"c reuL>Ced to pc'centagcs_ T~e pBrceot»ges ~o not 

lake inlo cO'lSiuc,a(ion ~ry of l'lC altr iJules ~or which 00 ~corc was ~warcBCi Tre same 

calculat"''' was "enorm",,1 tor the UK and Austra.iYl coO):wries' 8Cores, 

The discuss'ol" 'cgacclI"g tre dc-..'elo~mel"t of the best practice fi"srclai ris~ ~isc!osure 

c'lec~li8: is discuS8L'(i urucr cael' ris~ cxanlired il" c~aptec S 

TI,,, nisclosL.-e checklists me corbine<! in Appe'1~ices A are fl The 8core8 ~or 'he 

e<te"t of tina'leisl (is~ nisclosure bds& on 10Cd rejlortirg st"rclards :)resentect by 'I'e 

An .Mcst'nalion irlo lI'e adequ<lcy am u~cfulness of f 'larc'al ri~k disclosuccs il" 'i~ted Sout~ A'r c ao ~anb: 2000 24 
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Statistical Methodology 

inlro:illd.'oo 

SpcElfman's rililk-ordel 

~()rroi~I.'on co,e/7,'c,'crJt 

SJmp,'e 01 SA bJ'lks are cor,b"ed i" Ap~erld;x F. The scores lor 'he ex'el,t of til'3nciJI 

risk disclosu,~ based 0'1 the derived rnteft-.ational ~est ~ractice chec,,;isl for SA UK and 

Austral'",,, ba"ks as well as a sLJmmary 01: the resul,s are cOI'!Ji<'<.'(f ii' Ap)~I'dic~~ G (0 J 

As coted aho"e, the di~c DSure ~core~ coetair-.ed ii' the 3PI>en~IiGes were Gomerted ''''0 

pefc~nI3ne~ 10 beller ~vJluale Ille mk of cc<nplia'lc~ Tile ",te 01 com)liw,,;e lor ead 

disclosure 'BGuireme"t for 'he local re~ort;"g sta-ldards are discussed uede< Ihe 

headiegs of AC 120 aed AC125 ie chapter 4 

Cl13pter 5 coet3ins ,he rates of oomplialce (3~ a pWGentage (Ier"ed from tile discklsure 

~core~) for ead, d I'le (Iisdosure tequ,remenls 01 Ille 'lletrntiona: !:>es' pract ice 

clwcklist T'le dlecf.list Ila~ bee'l ~rof.e'l inlo 'he 10:low"q seG,ioes lor 11-,00 purpose of 

discussior, cr~'(M risk, m",,,et risf., i'lkrest ",I~ risf., iit;uidi(y risk, Gurrerwy risf. 3r1(1 c3pila: 

300qLJacy, 

The stati~liciJI test LJsed is discussed b~low to ~""isl in :he ul'detS;31'dirl\,' of Ille results 

presented i" C03pt6f~ {) S~earma''-s ran,,-order corre"ti(}r', G(}-d~ia~I'1 was used to 

~v~ILtate (he Ihree 1-,YI)(Ilheses s,ated ie Cha~:er 6 Th~ ,~"S(}n fur IIw use f}' Illi~ 

)arliculal statistical lest ald ooditioeal i"formati(}" 0" tle '~Sem"ll nWlll(}d ,..~ prrwide<:1 

b~lol':i 

TI-,i~ con-I'",rametric s:~tistical :est is used to t~sl tile as~()(:i3t'o'1 !:>elwe~I' tW() sw~ 01 

v3riahle~. lly LJSllg a "o,,-~arame:ric test th~ "~",,,npli(}n thai t'le : .... 0 v3r'ables are 

larmally diSTi~LJted is avoided Tile l(}rrn Ji>l is d~r'ved I-onl Pcarsor','s pmanlel-ic te~t 01 

correlatio'l Rads are assigr,,;-d to tll~ va-i~~!e~ r~ther 111>11' usil'(; the ,3\1>' scnre~ TO'iS 

results, '1 tile formui" fur tile Spwml3n r3nf.· nr(ler cotreiali()n c()-efficienl as fo'iows 

~QJA 11(,,, ,. SP;-A~~jAf~ ~AI"-I(_ORocn connCLATION co EFFICIENT 

1\ = 1 - ~';-c-' -cc 
.. \'., .:V 

wllere 

• r. '~:he ral'''·order cnr"elat'on CO-effK:ielt 

• l\ ',s II-,e dinereece ~ePNee'l tle ""lks 01 th~ two vmi~~ies 

• N i~ Ihe ~ample size 

The variables to ~e teskd Inr a~soci;riol' we each ranked accordl'lg to their respeG:iv~ 

v"iues. Tlw ral'''s for the sample are sLJ~tracted feam each other. The d;lf~re"ce~ are 

Ihen sqU3roo before SLJmlTli'lg the differ~r',Ges Tlli~ r~rnOveS t'le ~ossi~'lit\.- tl-,at tl-,e test 
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Application 

Speannan hypotheses 

1,2and3 

(Levels of association) 

result wouKJ be skewed as positive and r>egative differences cancel each other out whe<l 

they are sl1l11med. 

The valoos are then inp.Jtied into the formula an<! the calculated r, is then compared to a 

table of critical values for various probability le~els, If the calculated value is larger than 

the critical ~alue for the set probability !eyel, then the null hypothesis that no association 

between the variables exists is rejected. 

The Spearman rank-order correlation co-effk:ient test was used to test whether a 

statistically significant association exists between 

(a) the level of advances reported by a bank and the extent of the credit risk disciosLKe 

presented in the annual financial statements, 

(b) the market capitalisation and the extent of financial ri . k disdosure presented in the 

annual financial statements, and 

(c) the numoor of shareholders and the extent of fOlancial risk disclosure presented in 

the annual financial statement • . 

ShoLJ\d the ranks assigned to the f~st variable and second variable be .imilar for each 

bank, the formula should oenerate a result in which the calculated value will exceed the 

critical value. The closer the calculated result is to 1, the greater the lev .. of association. 

An iwestigatioo into the adequacy and usefulness of financial risk disclosures in listed Sooth African banks: 2000 26 
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Chapter 4 - South African disclosure 

South African Disclosure Standards - Results and Analysis 

Introduction 

In this chapter, the reslllts of the scaring 01 the 1999 snnusl finaocisl ststements 01 too 

sample of listed So<.ith Africa bsnks witl be discussed The checklist against which the 

scoring wss ptlrfonned is included in Appendix B, This checklist ilcludes only those 

requ tements inpacting financial risk disclosure. Furthermore. the checklist moly 

comprises the apptk:able standards that were effective for the year under review, rlamely 

AC 120 (Disdosure in the FilallCial Statements 01 Banks) and AC 125 (FilallCist 

Instruments - Presentatioo and Disdosure). 

AC 120 - Disclosure in the Financial Statements of Banks 

AC 120 is effective lor per!ods ended on or after 1 January 1996. Thoe understanding and 

perception 01 financial risk disdoscres have developed extensrvety since this standard 

waS issued, However, as this standard has been available for a number of years. the 

expected rate of camp,ance with this standard Should, iIltuitively, be h 'o;J h, 

Below are the AC 120 tabulation of disclosures and the SA rate of compliance for the 

sample of banks tested. 

TAilLE l' AC 120 SOUTH AFR,CAN BA/oKS AVERAGE ~SCLOSURE",C,OO'"""f-,,.,;C'_'_C;;;;;;;;;;~C;;"""C;;;;;;;C-' 
Standard Disdosurg Rgquirgment Rate of Companies with omissions 
reference 

,os B~>is leo" tho rooognition 01 tho principal tyP<l'l of mvo,""" 

, 
Ilm.s for tho "alU<l1ion of irNes1rmnts. dealing s,,<uHies 
~.-.::t final>Olal deflvatlvo instrurmn1s, 
The distirlctioo which determioos whether itams are 
discl""od ~s ~sse1s ar>d liabo1itlas at contir>Jel>Oies ~r>d 
commitmoots, 
B~sls for the .~ua1ion of blns ~r>d adv~noes, 

The conditio"" uro:;ler wh. :h the accrual 0/ inlerest on ""inS 
or ad.aflCa" i5 no1 remg,.."ed~. income, ~r>d 

:rhe basas lor providing for or writing off unoolloctblc loan. 
foro adv~nces 

It i. de>ira~a for n-..nagc!ll(lnt to pro.idoo ~ comrmntary 
atx>ut ~veraga interesl rate margins. average inlarest _ 'h, 

"arnieg ass01. ar>d a.oraga irto rast bearing li~bilitie. for t,. 
;period, I'IIhere assets ar>d Ila~lltles ,ubiact to unusual or 
ron_m~rket rel~1E>d rales h~ve a "",tenal impacl on inlerest 
hearne or exponoo, mlovant d;"closure is induded in 1he 
'convnentary 
The d~losures in the baiooce sheet Ot the ""les to the 
lin<lncial s1~1a_n1s should include, but are ""t limited to, 
,ha fol"wing asSllts ~r>d lia~li1Ie", (bre~<d""'n conlained in 
WP<Irdix) 

M.3 ''/' 

95.8''/' 

25.0 '/0 

70.8% 

20.8% 

BSA, Nodc", and Socurit'" 
rNestmen!. Partial compliance by 
Be. tnves1"':, Reg~1 T re~sury ar>d 
tandard 
BIL partl~1 mmpllarce 

I but ABSA, BOE ar>d Sa<VTi:>aoJ 

BC, Nedcor ar>d Securities 
mest_"l. P~rtlal corrfJliance from 
II but BOE. Rogal Treasury ~r>d 
aambou 
BIL. S~mnb()u, Securities 

mes1_n!. P~rtial compliance from 

" artial G~iance from Inves1ac, 
~;_ntile, Nedcor, Regal Treasury. 

tandard and SeclXities Investment 
I wl1h p~rti<ol comp i anca by ABSA, 
adcor ar>d Standard 

An investigation iIlto the adequacy and usefulness of finaocial risk disclosures in listed South Alr~an banks: 2000 27 
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_37, ,41 

~
' bank shOlJd ,liselM!) tOO fu~ ",100 01 trading investments 
nd the la~ val"" of non-trading Investrnonts where the"" 

" erlromtheire"'TYingval""s, 
;Where" b~n. oons~ ~ nooos. ary Iu set aside amo<Jnts 
'n resj)OCt of banking risks, incluaing futuro i<lssos and other 

nloresooablo ri . Ks or contir>;Jencie. in addition to those fur 
ich occru al must be mado in acoordance with Statement 

1 G6ne<ally Accepted Accomting Practice, such amoll1ts 
m occountoo lor and sOl'oralely disei<lsed ~s reServe. _ 
ran . " ," to an<! from such reserves are c!lscosed as an 
ppropriat"n of retained emnings co- as in"'eases in 
tai_1 earnings. 
he use," of the /in"""ial statement, neea 10 Xtl()W aoout 

h-o contingencies and jrr~voc~bIo commitment. 01 a bank 
ause 01 ~'" demands tOOse may put OIl its liqukliljl and 

olvrn>cy, and th-o inherent pussibitiljl of potential lossos_ 
Users also reqUire adequate infOl1l1.t:on about too nature 
and amount of off balarlC6:.heet tran . action . ur><"rtake<1 

bank 
bank sholJd di",Jose an analy.is of assets. liab " "" and 

fr b~l~nce shoot itoms inlo relevant maturily groupings_ It is' 
ssential that the maturity peri.xi5 a<!opted t>,- a bank are 
he ""me for a. oots, li~bilt",s and o~ OOIantc shoot itoms 
his clarifies the extent to Wh Ko h the matllrities are matchOO 
nd tho conscquent aopondence r:J the bank on other 
OlXce. 01 liquidity, 
bar>k ,Ii"dose" an ~n~~si" expressea in lenns of 

tractu al maturitie. , and th6se disclosure. are 
uppIorncntod by 0 romrncntary as to the likelihood of 
epayrne<1t wi~lin each repayrnent period in orde< to providG 
se," with a lui unde<. tanding of the rn:lturity gruupings 
ana(lement pro, ides, in its rornmentary OIl the ftnantial 

tate"",nts, infOl1l1ation ~l>out the oIrettive poroos a.--.t 
bout the way it manages and ront", . the ri . Ks and 
<posurc . ~ssociato,ll'oitn airreront mattlfiljl aM intorcst 
ate profiles, 
he man"""ment of liQlJiailjl risk often inv,",es the 
rrange"",nt of .oort torrn credit f.>ei i tios and other short 

enn runding arrangements, In orde< that u""," can properl 
valuate a bank'. liquKlity ri"., the existence ofth-ose 
rrano;Jements is di",osed, 
o demonst"'to the bar>k's expostlfe to interest "'to risks. a 

nk may ai",i<lse repric'no;l groupings, These groupings 
re based on the remaining perOd to tho next date at which 

nterest rates may change, Management may also pro'>ide. 
n its commentary in the nnar.::lal ,tatements, information 
bout exposure to intorost rotc nsks ~r><f about the w~y it 
ana(les and contr," •• ,-"h eXDOSll1'eS, 
bank should disci<l,e any sig.-.1Ko .nt concentrat"ns 01 it. 

s"ot", l abilities an<! off bal"""e sheet items. Scc h 
lisclosures ean be m"'le in torm" of geographical arco", 

stomer or indu. try gr""'Ps Dr otoor cOr>;6ntration . 0/ ri " . 
hich are appropriate in the circumstances of too bank, 

1:<:"~Phical are~S may compriso ir><fividual rountnes, 
roup, 01 countrie. or region. within ~ country; customer 
is"o,ures may deal with secio ," :ouch a. govermlents. 
ublic auth<lnties, . na romrnercial ar><f indu,tri . 1 
ntorprises 
he disco sure of Significant not fom9n cl,llTenty exposure" 
~ Iso a useful inaication of the risk of osses armng from 

tlIure chonge" In e)(COOnge rates_ Management may 
ro'>ido comment<lry on the w~y It manages ar><f rontrols its 

oreign clllTency exDOs= Md its risk_ 
isci<lse aetails of the roo'OOle<1ts in the pro'>i:oion fDr 
ssos OIl kl~n" ar><f advances durino;l the period_ These 

'oments wi l include loans and advances written orr, 
ans and ad,ances previously writlcn off that have boon 

""o'c",d during the peroo a.--.t the increase or docrllase­
he pro";sion dlll'i'lJ the pur'od 

0,0% 

100.G% 

7G,S';' 

50.0% 

57.1 '1. 

33_3 ',(, 

79.2 % 

75,0 -.. 

rBIL 

, 
""; barr>ng FirstRand worc unabic to 
bedet...-mine<!, FirstRandhaaoo 
inlormat"n on the banking re. or./e 

Regal Trea""'Y with pertial complianc 
!by A.8SA, FBC, InVest"", M()",antilo 
'and Securities Investment 

AI partial comr"iance 

, , 

An iwesti<Jatioo into the adequacy and usefLJness of linancial risk disclosures in listed Sooth African book" 2000 28 
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~
'scJose separate amounts, at the batance.tJee.t date, ()/ 

he spo>Clic bOO debts p<ovision and the general bad dabts 
avisioo. A bank discto.;es seP<'r.lety the .mounl. oIlhe 

~pecifiC.rld general p""isions far Icx5ses an loom arld 
",""an""" at the balaoce sheet date ~rld lhe movemenl> in 

e prcvi~ions during the poriad. Too movements in too 
rovisian<, including the . mo1.01t, p<aviously written aff th.l, 
ava be-en recovemd durir;J the pariod, ar~ shown 
pamtely 
balOk ""'y disolose the agg"'gate . roount ()/ loa"" arld 

dvances at tM bal.tlCIl sheel date on which interest is rot 
ing accrued and the b<lsis used lQ delermine the carrying 

mount of su:::h loans arid adIIan""s, Disclosure may also 
rmd~ af the ~mount irlCiuded in the tx.1 . rlCG sheet for 

oos and advances 00 which interest accrued '" rot 
eoo!}:lised as income. 

bani< discloses ito; policy for writ"'9 afloocallectit>le lo<Ins 
a""an<Xls, 

Commonlary should be 9Oi"" 00 the way lhe bani< """"'9" 
:and oorttrob the dilTerent components of banking risk. 

Risk rmn.gement paliciM ~nd procedure" and the ""ture 
~and extent of the risks to which a bank is exposed, 

;Di,;cJoslll"e as to the adequacy of the bank's capital 

667% 

4t.7 ''(' 

95.8',," 

~rcantiIO •. Regal TreasUTy, Saambou roo Seouritoes Investment 

P"""I campl;"n"e by ABIL 

Principal omissions PritlCipal omissions lor the purpose of this study have ooen defined as disclosure 

requirements where the rate of compliance is less than or equal to 50"A> The remaining 

disclosure requirements are discussed in less detail, 

Coo/ingencies and 

commitments 

The prirtCipal omissions regarding AC 120 disclosure are: 

• an accountino policy to show the distinction between the recognition of assets and 

liEbl'lties and contitlQencies and commitments, 

• basis for the valuation of loans and advances, 

• information regarding interest margins, interest ooaring assets and liab i iUes and 

additional infOfmation where items i"1lacting interest income deviate from market 

related rates, 

• bankitlQ reseoves, 

• analysis of contractual maturities, 

• repricing groupings, 

• signfficant currency exposures and the way in which the risk is managed, and 

• ioans or advances on which interest is not being accrood. 

Many of the accounting standards contain recommended discloslll"e that in the eyes of 

the standard setting bodieS would provide useful additional information, Companies ofterl 

ignore recomrrended disciosure in accounting standard5 as the disclosure is eilher 

considered trivial or the corrpanies are unwilling to disck)sure infOflTl<ltion that may lead 

to the loss of a competit"e advant;>ge. 

An investigation into the adequacy and usefulness offinartCial risk disciosures in listed South African banks; 2000 29 
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intfHesi infomwiicn 

tlwJking IliselVes 

There are two ~o~~ible rea~C<l~ lor 1:"10 orli~~iOrl Eith"r th" corrpan",s f"ol that the 

disclosu.'O would rolirlquish sorrn stratogic advantage 'e. rrovide ~ C<Jr11etitOf wit, 

addition~1 intorm~t'on to the detciment ot the corr.r~ny rlakir19 the di'clo~LJre, or the 

rlisclO~Llre reC;llin;ment i, consineceti to 00 tr"i<li or Llnn&eessary 

For t,e rr.o~t rai t. t:w di'clo~llre t:lat these Gorrpanie' pro~iJed for t:leir contilljerlc<es 

m'lJ cl"nrlilmenb wa~ aliequale a'ld an aGGo~ntillj policy ..... oold be ~~pedLJO<js. 

Prov·.ting loans ard advarces is a sigrl;ficant ~an of t,e Mnking bu~inoss 

accoonti'lO rolicy claritie~ t,e Oa,i, that t,e Ixlnk ~JSe' to '·alue I:le loans anti ati"anGes, 

Those cor\lanies that ~roviJed inade~uate discJosurc often ::>rovide irilorrratio'l 

regardinG t:lC va!uatio'l basis i'l the xHicy r:Gte for lio~btful deats. Thn irclusior of 

~lforrnatKJ1 ;-, t:lis accourllirtg 1-'" cy 11OtO .s u~ually insuf'icienL A UI accou1ting ~olicy 

note for the -,-aluat:on of kJans arid oova1ces should De irlduriad in t~.., finarlC:al 

statements as arlvisaged by AC '20 In ~art ",u lar tha nota should i1cll J(le infGrr1i!tion 0" 

t,e ilitial recognition and SUDSeC;Llent measurement of .,ans ard ~dvances 

Despite banks dive.'sil.,-in9 their emn'ny~ in recenl yem~_ 'Ilter"st Income ",mal1S a 

significant ~ro~ortKJ<l of heir ' ,corre. T-1O cisclosure requimd -n this "stariCO was 

connerltary about irlterest naryirls, averaye balance~ of intmest Dea'ir>g assnts anc 

liabilities as well as instancns ..... here assets or liabilities hav" unusual or no~-narkot 

re·.atec ntnrost ratns 

Th-s inforrr~tion i~ LlSefLli to ~ssess tha flJtLlre viability of intere,t income and mw t,o 

inGl"ne is earned thCHJg:l the ~'e and ~urply 01 Io~n' and ~dvan=, Average ba!a'lces 

al~o provide ~ i9"ificallt alidit'onal irJormatioll in that the baianGe s:'lCet is Ihe ~osilio.l of 

the bank at year er1(t T:lC ave.'ll!Je aalar:ce WOVKteS ~seful inlonnatKJ<l as to the rranrler 

in whiC:l t:le billa'lce h~, OOel- rr~na;]ed ;hIOUg:lOut ;he year The lin~ncia- position or 

the banks can c,ange drarr.atiCillly by ~mv~lirg DC wi;r.:lrawing .,~n~~.-.-J a<lv~nCBs A.n 

a-,-erage bala""a aFecb'aly srroohes ary r131iplliatiol' of tha balance shoot position at 

yna end. 

If a bank creates a reserve for ~arlicu'ar ba'lk"lY ri~k>; the ~articulars 01 the re>Oerve a~ 

we' as the c'rwn'stances requ"'nO t:lC rc~erve ..... o~ld 'l.'ovilie ~se'Li 'nro.'r.,;ior-- ;0 the 

~tai<eho"ler~ re<;Jarning t,e 00;1';1' of tha Mnk to man~ge i:, risks ir terms of Contil'.JOLl~ 

assassnmrt am forward pla1nirg. 

01 all the South African banb a~,;esseli, or:;y Fir~tRa'ln indicater. any oal'k':no ,peGi~G 

reserves, However, as no corr.merctary was ClfOVir.en as to the naUra 0" the COSDf,·e or 

the GirC~rl~twlce~ necessitating the crea;iol' of the re,erve, the %Gre prm,ked to the 

(j'~Gos~re element was () I\S ~~'tR""n '.'la' t,e ol-;y barck to be ,corer. on t,is "Ierr.ent 

cate should be taken riot to extond the i 1:erpretati01 of his score to :he ramair' ny aankg 

An ir',~e~tigatKJ<l into the alieq~acy a'ld Ilse"lJlrcess of tina'lcial r:sk nisclosLlres ir Iistec Sou:, Alricar banks: 2000 3() 
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Contr,-,ctuEli maturities 

~nd mpricinq 

Curw(!cy risk 

Also to he notwt is the L'np~ct lint So"th Airic,,,, leg,.Jmior ha3 hoo on local ".,:,,;.1iog 

st~rlrJ~."rJs, While ~ disc~ssiC<l of til;'; r~<ture i3 beyond the scope of Ihis c1isseclatKln, ti1e 

disclos~re of bunking ,e"e,ve" necessitates a hrief explanatiol Befr..-e 1994, f n ~'lcI~1 

n stitL'tkms na:nell' h~nks ~I"d iosurecs, were j)e.-milted in lernlS or the Co;npunie3 Act 61 

or 1973, to ;ndke "3e of re3erVe accounting_ This Schedu'e in the Act (Scr,ec1~fe V) w~s 

,epealoo in 1994 ne banking reserves disc:osure require:nent n AC 120 WCIS 

introduced to negate the effec: of the legislation The c1isctosure req~iremoot :s oot)' ~ 

recOtl1mendwt disclosllte requ;,ement 

F',"stR~rld is c"m,ntty Ille an,.. tcue b~nc~ssurer irl South AttiC~, A Slr~teg:c p~rtr.ecshij) 

hU3 ,"ece'rtly ~eell ror;ned betweerl O'd M~tu~1 ~r'd Nec1car, Tile firl~rlci~' st~le:nenls of 

tt1e ~~stRand grOL.'j) me split into the bankn g g'OL.'P ar;j the in"~rdnCe group It "'dY be 

t,wt Ihe bunkirlg re,erve irl the fi'l~r)Ci~1 st~lements represents ~ geoer~t reSe'ye s::nit:y 

to tt1e gooeral re"er"ie thut ;nost IJe",h k,ve d;,;closed The wo,d ":)lflkir'g" ITI~y hwe 

been Inserted mer .. y to distilg":,h Ihe wnount rrolTl ~rl irlsur:'rl ce ge'ler~1 ,ese"ie No 

co:nmootvy was p,ovided by 'my b<.mb us to Ihe rlu:~re or ci,c~lTls:,,,,ces th~t required 

tile cre~tic<l of the general te,,,.,",e 

Some 01 the SaL.'th Alr,can ~anh I',d',e ~egJn to 'ollow Ihe eXd",p:es ar Iheir interr'~tiorHI 

courlterp,.-ts io di.,cJosil"g a repricing ta~le In ;nost cases, the tuble" me p,epmed me 

tl1e ewlier 0' the contractual ma:~r,ty or reprK;ing_ In Ihe c~"e of BOE, d Icde wus 

pcep~ted on the basis of controctuul mut"rity_ 

These t~b:es pcovide i"1'ortant information regmding the contn~ed ; q~Kny of the ocHlk 

~0c1 fut~re interest n come_ Whie t;,e lable" s"pplied proJvK1e u"eful '" fo,'m,diarl, 

:ldc1ition~1 com;nootmy on the information cor!c,ined ,n the !cde ..... oukJ be of f~rther U3e 

:rI p~rticul~r, clrclJ:nstmces toat may alter the repc:cn g 0' ;nat~rity of gro~p3 of prod~ct" 

Oc contcacts wouic1 pcovic1e addit;or,al assistance in the inteq:,retutKln cl tile tuiJle dlld 

provide red331J"lnCe d3 to lile ,eliu"ility or tile . ,'OrrTIUlion cant~ined in he t~bie_ 

C~rr'erlcy risk c1isclosures are in~c1ervat .. y c1;sciosoo n the annL.' ai reports of So"th 

Atr'c~n banks Same of tre banks pW'ikJe information r"\Jurding the exposure to "":OU3 

CLnenc;es in rands W,ile this :nfor.11ut;on co~pied witil tl'e exd"'rlge ,"~Ies ~t :)~I~nce 

sheet date supplied ~y the bank is u"er"l, It doe, not provide ~rI indicatian ~s ta tl1e 

SL'sclljJtibility of the expos~,e 10 fl"ct~ut;ons us u r",,"it af ;nmernellts in tile c~rrenc:es, 

Ac1c1iti<lna approp"iute di"clos",e is di"c~ssed in tile next ch~j)ter 

Most b~nks' dscussion of risk management ir,cl"de" c"rrerlc), r 3k uS pu,t a' ITI~rke! 'isk, 

The disc~ssion of tile ;nurluge;nellt or tilis risk is usu~ljy limited to ooe line TI1e 

extellsive irlvalvement at b~nks ;n rJeriv'ative cortracts expo,es the banks to siglificurrt 

An :nvest:gation into the udeq"dc), ur'd ~sefulr.ess ar fn~nclal risk djsc!os~res in listed So~til Airic,,,, b~nks: 7000 31 
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SuspensiO/l of 

interest income 

Summary 

curreocy risk For example, foreign eXCMnge contracts provide a meanS lor the 

counterparty to t~ bank to lock into a set exchange rate at a partc ular date in the futLJre, 

This in tLJrn exposes the bank to t~ fiuctuations tMt the cOlflterparty is seeking to avoid, 

lNhile a steady decline in t~ value 01 the rand, particularly against the US dalla, can be 

seen over time, the rand has dedined rather sharply on occaslOO. These SUdden 

movements can instantly expose the bank to lar greater cLJrrency risks tMn were 

originaUy estimated Banks shouid include discussions of this nature in the ir disclos ll"e 

lor currency risk. 

Most of the Sooth Afr~n banks include a In e in their accoonting poIfcy note lor the 

proYision for doubtful debts regarding the suspension of interest on doobtlul loans and 

advarx;es For most 01 the ban~s, no disclosure is made regarding the loans and 

advances for which interest has been suspended or the balance of the in terest income 

lorfeited due to the in terest being suspended and the impact 00 the cLJrrent yea's 

linarx;ial statements, This inlormatioo woold be partic~rly useful to slai<eholders to 

evaluate the interest earned aga inst performing loans and adYances and the in terest 

lorgone on non-perforrning loans and advances. FUithermore. additional useful 

disclosure would nclude the effective rate on the balaoces lor whch interest has been 

suspended. 

Apart from the omission regarding contingencies ar>d commitments, the rema'n ing 

om'lssions are si\,lf1ificanL For the most part, it woold appear that the disclosure has been 

Omitted because the standard ooly recommends instead 01 prescribing the disclosure 

The dlsctosure is therefore most I''''ely omitted because banks are reluctant to disclose 

additional information that may provide additional benefit to their competitors. 

AC 125 - Financial Instruments: Presentation and disclosure 

The issue of AC 125 introduced further f inancial risk di~losure and clarified for many the 

types of linancial risks for which disclosure were requ ired. This standard was made 

effective for years ended on or after 1 January 1998. 

The year under review in thiS study 'IS the 1999 year end. The compliarx;e with this 

standard should therefore be adequate as this woold be the second year that the banks 

have had to provide the disclosure required by this staooard, 

Betow is a tabulation of the rate 01 comptiance of the South Alrican banks with AC 125's 

required and recommended disclosures. 

An investigation into the adequacy 800 usefulness of fll1ancial risk disclosures in listed South African banks: 2000 32 
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,51 

.51 

.51 

,58 

, 

in which, or date 

"" 

, 
,~ 

" 

olh...- similar arroo""t that, , , 
execution, 

dale at which, 
0< 

to the instrument to 

; 
00 

, , I arroount oftm. instrument, 
repayme,u and any . nkir>.l fund Or 

I, i Or 

;:C":'''''!,''.,~ in the case of a ~naocial "sset, or 
in the ca,e of a flnaocialliability. 

" 

01 ~n instrument for wrkh cash Ik>_ are 
in a 

; , 

f11'Iaoc;"1 as,el and, , 
it t 

0< 

"ssociated , 

I"' .,."" ;''''''''t rale., whoo applicrole 

75,0% 

54.2% 

N.lA 

13,6'-. 

50,0% 

WA 

37.5% 

55.6'';' 

7.1% 

C"mp~n;"s with omissions 

Partial ""~iancc by FBe, FirstRand., 
[cantile. R"IJai Treasury, Saaml:>oo I 

ru:I Standard ' 

"amoou v.ith P"rtiaj compliance by 
e. 1. oo"ing Ned<:or and Securitics 
nvestment 
t could not he asrertained in any 
inar.cial stotemcnl:! whether thc 

pmission was OOlibe,ate Or lhe 
requ~ement did rwt ~y 
It cook! not be ascertained in any 
finandal statements wm.lhe[ lhe 
pm"""" was oc.iberote or the 
requirement did not ai>!:HY. 

t coold not I>e ascertained il ~ny 
,nardal statements whclher the 

. sion was OOiil>eraleor Ihe 
. amant did nc< ap>"y, 

II rould not I>e a..certained irl any 
lnanci"' stalement. wtw,her the 
mission was deliberate or the 
equiremenl did nOi. aPl>Y 

barri"-l ABIL and the partial 
om~iat1Ce by Nedcor 
arti"' cornpliarx:c by ABSA. M 
thers, ro co~iat1Ce di""",natJIe, 

t could not I:>e ascert"ined il any 
'naoc;"1 statetl1!lnts whe(he[ the 
mi"",n was d .. iheraLe or Ihe 
&qo.liremenl did nol ap~y. 
t could rot I:>e ascertained il any 
,naoc;"1 ,tatements whether the 
miss",n wa. deliherate or the 
oquirement d'oj not apply . 

...-camile, Re{lal Treasury ard 
aamoou wilh the rcot s"","';ng po;lrtisl 
omp,anoo 
BSA and partial compliaoce by FBC. 
r-stRand, Invcstoc, Nedoo[, Standilrd 
nd Se<;lI1tic. Investmoot. Mc'fC:antile 
egal Trea~ry a'ld &lambou were 
t scored 

.rtial oompl;"roe I,y Standard. 
emai rlnQ oofll(s s"",wed partial 
omp'aoce. Mercantile, R"IJal 
rea~ry and Sasmhou were ""I 
co[ed. 

An investigation into the ooequacy and usefulness or financial fisk disclosures in lisled South A/rican banKS: 2000 33 
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.M 

f,
T c supp" ment the ilf"(rnation about contract"'" rePfiCir>\l~ 

r>d maturity d~too, an e<tterprise may elect to disclose 
nlormation about e,xpcctcd reprk:iru or maturity datas wh 

~
se d~tes cliff'" significantly from the cootractual <!at""_ 

he additioMI im(}l"m~ti(}f) include. di.clcsure of tI1c lact ' 
hat it is based on managemer>t's o'poctatOns of lutlJre 
veilffi_ and "plains the assumptions rna,de about rcpriCing~ 

po- maturity dates and now thoso assumptKlns differ from th 
contract"", date •. 

l
' n "nterp<'1'"' Indiclltc. its tiM"c",) assets and "nanc'oaI 
labilities that are. 

a) exposed to Interest r~te p'ico risk, . uch as monetary 
financial assets a:-.:l fnancialliabilltios -.,tIl a fixod interest 

~
' b) exposed to int"'""! r~tc cash I\ow risk, s<JCI1 as moootary 

Inaneia! assets ood financial liab,ities with a fioating 
toms! rate tIlat ;" reset a. marl<et rateo change, arid 

c) net exposed to Interest rate risk, s",h as SCme 
investme!1ts in e.;uity securitie" 

t owevrx, when provd ng e!!ec~ve interest rate in!I>I"mation, 
:an enterprise discloses the elTect on its interest rate r ill k 
,~xposure 01 hodging or "C(m""", ,,,n" trans~ctOns, suciJ as 
nterest rate swaps 
he ooterpr;se discloses informatoo that w i! permit tin~ncia 

;state""",t users to undersliind the nature and e>tent 01 Its 
>po""re, In the case ot a srxuitisaloo or si mi l~r traM!"'­
t rinancial asset., trus information oormaliy inciudo. the 
ature of the assets transferred, the'r sUlted j>finciP<ll, 

nterest rate aoo term to matLXit~, and the tert,... olthe 
ansaction giving rise to the retained eXjXlsure to inter8St 
ate nsk. In the case at a com m tmer>t to 1000 funds, the 
isclosure oorma'ly inciudo. the sWtoo j>fincipal, interest 
ate and term to matLXit~ of tI1e amount 10 00 lent and the 
i.,-.ificant terms 01 tI1e transaction gi\ling ri oe to the 
xjXlsure to ris' 
hoo an ootrxprioo has ~ significant m .• "t:.er ot tinancial 

~nstruments e>jXlsed to interest rate prioo 1>1" cash flow risks 
'it may adopt one Of """e of tI1e fo lowing approaches to 
presentilg infl>l"matiOll' 
,a) The carrying amounts of fOrtanciat instrumer>ts exposed 
,10 interest rate prico ris' may bo presootcd in tai:WJlar \orm, 
grouped by these that are contracted 10 mature or 00 
repriced: 
OJ witrm ono yoar of the b~!anco "heel d~le, 

~ii) """e than OIle yoar ~oo less th~nfive yN" rrom the 
I:';-Ianoo sheet date, and 
Kiii) five years 1>1" m:>re frem the b~lance shee! date, 

kb) Whoo the pertl>l"mance 01 "" entorpr;se i. "ignifican~y 
'aI!octed by the "wet of its expcsLXe to interest rate price ris 
or change. 'r> that oxpesure, more c\ctailcd information is 
<lesirable, An enterprise such as a bank may disclose, lor 
a>"m~e, separate grou~ngs of the carryir>;l amounts of 
'in~ncial iMtruments cootractr>d to mature or I", repriced, 
~i) with<n one month of the t>alance shoot date, 

~ii) trore than one montll and less than throe months from 
~ balance sheet date, and 
~iii) more than tbree months and less than twelve rn>nths 
from the ""lance .hoot dale 
(c) Similarly, an entrxprls o may ind"",te it. oxposure 10 
interest rate cash now risk tnroUQh a table indicatl"," the 
~t8 carryi"9 amo...,t of groups of floatir>;l rale 
'inancial a,sots and ronarx:i~lli~bi itlcs m~tt.ri>g within 

3J,3"I, 

5(),O% 

50,0% 

~.3% 

333% 

708% 

77.J% 

88.9% 

77.8% 

100,0'" 

1000% 

100,0% 

18.M" 

~ 
could ""t be ascertained'" ~ny 

IIl3r1Gial statements whether tI1e 
miss",n was deliberate or tho 

:roquimmoot did ""t ~PI>y. 

lee co,""" '"~,,~. ~="," ' 
~

e.,at Treasury, Starxlard~ Securities 
nvostmont. Partial co~I"nce by 
BSA and BOE. 
BIL w ith partial oo~lance by ABSA, 
OE ~nd NrxIoor, Full compliance b~ 

iSaambou, Remaining were unscored. 

,A,,',','.,"~',h partial compliarK:c by ABSA, 

, ,",=::.;e:·'~,comp/f""ce by w8re uMoored 
Full 

," 

i 
ti and Regal! 

; 
ban,s "' 

Saambou 

Fir.tRand and Saambo 

F'rstRand and Saambo 

F'rstRand and Saambo 

An in vestigation into the adequacy and usefulness of financial risk disciosures in listed South African banks: 2000 2,4 
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n 

.n 

~arioos future Ume penoos, 

ld) Inl..-e3t rate information may he di . dosed lor individual 
,financial instrumer>l3 or weighted average raie3. or a ratoge 

f rates, may I>e preser>ted for e"<::h ciass of nnancial 
nstrument, An enterprise groups inst"xnents, den"",naled 

d1fferent curreno",s or having sWstantial~ d1ffer""t credit 

nstrumenls h~virlg sub3tantially dilf!lrent afleclille int"'est 
ates, 

1n SOme circumstaoces, a/1 enterprise may I>e able to 

~
Vide useflll ;"form~t",n about it, eXp03lr1l to interest ral 

i3k3 by indicatin~ the effect of a hYP<lt~tic," r.MnD ~ in t!"le 
valllrlg teve l 01 m~rket 'n teres! rates on too falf va~Je of 
financial Instruments and future eamings and ca3h flow, 

Such interest rate sen3itivity information may be based on 
:an assumed 1',," ch0nge in m~rket inte",st rate. occmin~ a 
00 t>alanca shoot date, Too effects of a change in iI1terest 
ates includes cMnge3 in int"",st irx:<lme and expenoo 
.. alirl(f to floatitog rate financial instruments, and gains or 
sses resui~ng lrom change. in th e f~ir .alue oIlixed rale 

frumen1s. The reported iI1terest rale sensitivil~ ma;' be 
estricted to the direct effects of an interest rate chaI1ge on 
terest-bearing finatlClal instrunents on hand allhe 
alance 3!"1eet date • • nG<3 too indirect effects 01 a rate 

ang e on financial markets ~nd indO'iduat enterprises 
nrlOl normally be predicted reliably When disclosing 

nte",st rata sensit;,ity information. an enterp'-'IIle indicate. 
he b~sis On wh"h it h3s prepared the ;"formation, inc 

:any significant assumptions, 

;Fo r e~ch ciass of financial ~sset, both recogr;sed WId 
Unrecognised, an enterpri.e.1'io<Ad diwose inform~ticn 
about its exjXlsure to credit tis):, ioclud1ng' 
~aJ t he amount that be3t "'preMr>l3 it, maximum cre<it risk 
;exposure at 100 balanca shoot date, ~thout takin(f account 
ct th e fair valu e of ~ny ooll~terat, in the event other p~rtias 
'tail to perform tOOif obtig<tlon3 under finanGial in3trll1'enil!, 
'~ 
(bJ s\!njf"ant coocentrations of credit ri3k, 

:M er>terprisa's ma>;imum pOlenti~lloss from some 
;recogniMd financial a3set. ma~ differ signifk:antly fro11 th ei 
;carry'ng arrount and from other diOGlosed amount. such as 
~OOir fair valu e or principal arrount. In such circum3ta->ce3, 
[additbnal d1scloscra is necessary 

o inform finanoial statement I.IS..-s of the exlent Ie which 
xposure to cred<t risk at a particu"" point in ~me has boon 
educed, the enterprise discloses too existence and effect 0 

he,;ght 01 set-off, when th e iin"ncial asset is expectod to 
OJllocted in accordance with it. term . , WOOn too 

,nanoial liabilit~, against which a right of sel-off exists, is 
ue to (:.., s~ttl~ d before the fin"""iaI asset, tile ""terpris~ i 
xposed to credil ~sk on the lu i canying amount of the 
sse!, f the OJunterp",ty OOI"uits aft..- the l .. bU y 00. be"" 
etaed 
h"" a maS!er netting arrangement signincantly reduces 

he credit ri3k " •• oo"led ~thlinanc"l "ssets root offsel 
gainstfinancial ,ool ities with 100 same oounterpart~, an 

terprise provides adrntlon,,1 informatbn cOflCarni~ the 
flect of the arrangement. SUch d1sclosure indicates lhat 
"J the cred~ ri3k a3S00"ted with financ;.,t a3sets s"';iect to 

masler netling arrangement is e!iminated only to tho 
lent tMt financialli0/:lilities '"-"' 10 the same 

terparty wilt 00 settled after the ""sets ore ",,,"ed. an 

23,1':;' 

16,7,., 

54.2''(, 

41.7',1, 

NtA 

NtA 

NiA 

NiA 

~UI compliance by ABSA, Nedoor aod 
ftandard. No oompliance by the rest 

ul oompliaoca by BOE. Remaining 
nk3 h~ve p~rtiat oomptian"" 

rcanti le , Regal T re ~ury aod 
aambou, Ft.Ct OJrfllliance by BOE. 
"""""""II banks h3\'e parti~1 
ompliaoce. 

u l oompliance by ABfL and BOE. 
erooining banks ha.e parti~1 
ompliance, 
t could not he ascert:lined in ""~ 
'''''rlCial . tatement!; whether the 
mi s.ion was deliberakl orlh<l 
eQuire"",nt did not appI~, 

! oould not be "sce rtained in "ny 
'''''rlCial . tatement!; whetOOr the 
mis.lon was delil>erate ortoo 

eQuirement did not appI~ 

t could not be ascerlained;" an~ 
lnancial . t"lemen!!; whether the 
mission was delil>erate or tile 

eQuir""",nt did not appl~, 

t could not be "3certained in "n~ 
i.-.ancia! state"",nts whelOOr too 
mission was deliberate or lhe 

eQuirement did nol "ppI~ 

An investigation into the adequacy and usef'~ness of linaneial risk disctosures in listed Soofh African banks: 2000 35 
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.n 

.n 

'" 

~bJ the extent to which an enterpriso's ov~rall exposur~ to 
oc....o<t nsk is radllCed tI1rDl'llh a masler neHi ..... 
i"'rangem~nt may cI1ango .ubslantial" ".,;thin a short ' 

~
"Od 10lklwlng the balance sheel date. beoause lhe 

<POSlJ"ft is aff""ted hy oach tr"".action subj~ct I:J too 
""........,..,nt. 

~ 
i. also oosirat>~ lor an ont~rprise I:J discklse the lerms or 

ts ""'st", neH'r>g _Mgements, wnch de"'r"""" tho oxton 
I tro reducllOn In Its credit rISk. 

bsclos...-e of oor.centr.tioos or credit ris, includes ~ 
~e"'ription of the shar8d charaot",istic that id""tifio. each 

ntration and th~ amotllt 011ho maXiroom cradit nsk 
xPOSLKe associated ".,;th all recognised atld unr""osnsed 
,nancial a.wt •• hann that chmllcloristic, 

5{LO% 

t could nol be ~scertained in,..,y 
n.mcial .tat~roonts whother the 
mission was deliberate or the 
"'l'-'irormnt ct;d not ~p~, 

t could ",t he aocertained in,..,y 
rIaIlCial statements whether the 
mis.ion w~s doliOOrat~ or too 
eq";remenl did not apply 
II banks havo parti~1 complianca. 

Principal omissions The prirICipal omissions of Sooth Afric:an ban,s regarding the financial risk disclosure 

requirernoots and recommendations of AC 125 are 

Credif risk 

• collateral pledged or held forlon financial instruments, 

• discussion about instruments whose cash flows are in another currency, 

• exposure to interest rate risk and effective interest rates. 

• instruments exposed to market risk, cash flow risk within Klterest rate risk and 

instruments unaffected by interest rate risk, 

• information regarding the natJre and extent of significant exposures, 

• tables of mstruments by floating rate and average rate, 

• sens~ivny analyses ror each risk. 

• maximJm credit risk exposure, and 

• information on the identification of concentrations of credit risk and the maximum 

eXpDslIre for that concentration, 

A nlIT1ber of the above omiss:ons relate to credit risk, These include disclosure for 

cclIateral, maxilT"Jm credit exposures and concentrations of credit exposure 

Most of the South African banks nave disclosed varioos concentrations of credit risk_ 

How the various concentrations are identified in lerms of any snared dlamcteristics is not 

discussed, 

The concentrations identified are tleyer aggregated to show maximum credit risk 

exposure, Disclosures of maximum exposlKes woold enable the users to better evaluate 

the overall exposures of the bank and as sucl1 the risks the bank faces, TIle risk·return 

evaluation would be increasingly accurate as disclosures are improved, MaxilT"Jm credit 

risk exposure refers not only to the credit risk expOSllreS resulting from loans and 

adliances but includes the credit risk arising from other instru ments such as derivatives 

In a few of the fl1arICial statements reyiewed, Ihe ban ks irdude disclosure regarding non­

performing loans. I n SOme of these disciosllres, the seCllrity held is briefly discussed, 

An investigation into the adequacy and usefulness of financial risk disclosures in listed South African banks: 2000 36 
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Market arid liquidity risk 

G€One.',,! 

Discussion regJr(i'ng colUcral assists the user in cv~luUir>g the reco',erJb iity of nor;­

pelfonning '<XlnS Sccurity h"d O'W pelfor1l:[1~ loms shoJld ~Iso l-:.e liiscloscd at a 

recover~jlc value to asSISt the lJSer io Jsscssin\; the recoverability 0' the Iwos, 

Dcs,litc ilk.,-cst inco,e rellaio " g ~ "ignifc;Jnt proporlK!rl 0' tile total divEfsi'ied il cocne 

of ~an~", the disclosure reg3'd n g i"lcrest rute cis~ "p,JCars to st i ' ~e il adequate. 1\" 

..... ith ,\C 120, the pr n clpal ocnissioos relJte to tile (iisdosure of ex~osu,es to interest ,ate 

risk ~od the h:Jsiness activities th"t inlluence inleresl c"te ris~ 

While AC 120 rcquires rewicil~ and cootractual "atJ,ity tables, AC 125 seeks to 

sl:~plwnent this disciooure ..... ith tables of 'ir;ancial instru"ents by fklatiog and fixed r~te" 

md t~le effedivc rules by l'wnci~1 inslr:J11enl groupings, Cl:rrenlly mosll)anks do not 

disdooe average ratcs for ave,'-'9c intcccst bearir;\; ~ssds The disdosc"e shoold be 

impm'ied to p'Mioo the all of the a~ove n'o,,,atioo. 

The instct.:lnents affected by ., te-est race risk "r.d the extcr;t to whidl t~lcy >rc ex,JOse,~ to 

inleresl ,ate r;,;k is not :'IdeqJat'"y disclosed The financial stalements of Soo:h A'rican 

u..mks do not '->(ieq,,,,tely disclose e~pOSI:,es to finaoc!al risks 

The disclosure olliHed in :~I" 'n,lance rel~tes esseotiJlly to the seo"itivity f'i the interest 

rate ("~ exposu,e irr.pactiny the C~S~I fiows of 1~lc b~n~s, Clearly lixed rete iO"":J"eot" 

' ... .;:: ha',e an i""ad 00 Ille Il terest rT><lr\;ins d"r;n~ lilnes ot ,)1~oyil)(; io:erest r~te" 

~utherllore, woducts I~undlcd ..... itll rutes differenl to those in the cn~r~et will ~jso icnpact 

on the sensifv;;y of the inteccst inc011e as dwnyes to Ille interest r~tes ~,e cn:'lde. 

Where instrurr.ents ha',e c~sh fio;','s in MoHler cllrrellcy, nO( mly ;,; the product 

iofiueoced by changes n the inlerest rdcs, [xr ~;,;o by flLJCtualioos '" the cur,el)Cies 

io""Ned ~ollo ..... n g the steaty dcd ' le 'n v"lue of the mnd a\;a'.,s' the doll~' and other 

currencics. disclosure ce\;'H\i in ~ !nstrur'lL~n oonom' late(i in Cl:rreoc:es other than 'ands 

>,','oold hilve been .lsefl:l, ~arti<;lJliI'-ly i' the disclosLTes had beer, su~p err.en:ed wi:h 

se<l"i:Mty ~oalyses r:i ~ otential changes in the currL'tlcics in'm "ied 

In addi:ion to t~IC above, it is .Ise'ul lor lile sta~eh[jde,-,; to l-:.e a~le to different',a te 

betwcen 1~losc instruments Ihat ere ~ffec:ed hy interest race risk This ..... il aSSIS: in tile 

e"ialuation of Hie "erforlT><lnce 01 the bank dl:r n g ti"es 0' fiucTsting '.,terest m:cS "s tile 

sta~ili:y of 'nc011c c~n be asses"ed 

Seositi',ity analy"eS ha',e ~een ,L~l:ioned above for inte'es' rate and ClJrrency risk, The 

sallC po n t c~n "9'-"1 be st"essed for the other tioa"cia; 'i"~" Moot b ", ~s ace currently 

uSiny v~'l1C-at-r;,;k "ethcxiologies to evaluate "ia,ious sc"siti',ities to V>H'=>us rir':i"lCi~1 r;,;~ 

F,o inve"tigation i"to thc '->(ieq~acy anti usehJlness 0' f;na"c;aj r"k discloser "cs in ,,,ted South Mrican banks: 2000 37 
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Summ~ry 

exposLKes. The uiSCUSSK>n rq""uing Ir~ r~s~mCl mClhou arid h~ "ssurnplions JSf>(1 irl 

tl"p.se "odels coLid still be imprm'ed 

In genw~l. thp disc'os,JrP. w toP. r~rt G' 50,111" /\'rican b~nks wito n;gard to toe sir;ni'icant 

cxposu-~s d~'fwars IG"~ irlaJp~J~le, T'lis 'TI~y slp.rn rwrllhp b~nks nol [)p.ing ,nalp.riJlly 

cxposcu to ~II tI'c 'irlanci~1 risks, I'ow~ver. wilh ll'e cxposuPc 10 inicrPIa:iorial r13i<pb, ;1 is 

"ore likely t13t tle disciosu,~ reg'l"uin\l fir"'nci~1 r'sk CX~OS",~s is si"~ly Ioch lg 

'N'lil~ Ihp bulk of top disclos,Jrp.s cwn;ntly [)p.ilog o"itlf>(1 by thp banks represent 

'eco"..--.endocJ disciosu,es, trc st'lr<Jard setting lxxli~s rc'Co'nr'\~r<J~u lrc uiscioswes 10 

rlacp toe users of the financi31 staternents in a better position tr'OU\lh tle vovisiw of 

add;h:ma useful info-r>l?tion Witrwl sufficient in'orrmlioo. st<lkCl0kkrs c"nrtOt 

accur?tely ?ssess toe risk profile of the cornp3ny being eV3lualed. Ths oo~ld re"~;t in 

alV"'-SP' pst'n13tes be:n; "ooe tl"m may be del'it'le!lt31 to the cc-~3ny or tle user 

'N:h I'w 'eccnl ' l:rool!CliGfl GI Ihp ro;q,lirwnpnt rGr toP. aUGitc:<"S 01 liSlf>(1 co"panips 10 

'eport 00 Ire compliance of the cor~~n:cs with -Std~rlCnts of Gcnc1'dlly Accc~:ec 

i\cco,mting Pr?ct,ce" discioswe:n t'lost listed cot'lp3rdes srould it'lp-ove 

AC 133 - Financial Instruments: Measurement and Recognition 

The ~bove ~outo /\Ir(;an accountln; standard was issLJed i1 lJece"bw 18Y9 Toe 

~ffcclivc dalc GllilC stalxlar(1 :s i:-1al-c:aI rp.r:ods CGt'lmencin; 0" 0' after 1 .13nUa!)' 2UU1 

for this reason, this slanua:u waS cxcluuc'Cf Irvn lhp cva >J allori Gr So,lll' Ahcan 

cot'lp,%ies cor~liance witl :ocdl -eportin\l stmu,.-us ii,~. ""Ily slanua-ds ll'at wcre 

P.tt.-.:;ti'fe for ll"e 1 Y9\J 'inand31 yea- were used) Since early dWlic~tiw of lrc stw'dmd 's 

s~g;estocJ, a brief uiscussirn is fKovioou bolow 

TI'is siw'clarcl exp~nds 0'1 to~ disclosu:p i'11WduCM by I\C 12~ disc,lSSM ,l:)OVP Th;s 

rWw slan d~'d ,ho,llc also it'lr>"ove the disclosU'p. prp.sented by ~outl" i\lric?n banks v..ith 

rflgJrCI to thpj' fin?ncial riMS Ti"e ClOSt slgrdficalt uisciosu,e 011poct of AC 133 's tle 

disclosurp. of of>(lgp" oMgin; po:icies 3~d Cletlod of recognitIOn of heu;es 

O'ferall the disclosure.". tl -eg"ru to tle -ecC";lnition of "I firlalCial inslruTlCnls "nd he 

,n corne gene,ated by fin,mc;,,; inst.-urocnts hm becn irnpro"fcu, Furl'wr adVWIC~S 'mve 

bee!l '11ade with regmu ;0 ll'c uisclosur~ or SCCJrilis~liGn ~nd re~urC-1~sP agrep.rro<lnIS 

TllC uisclosu-~ or I'w sccJrilisaliGn acj"i::p.s ro'IGws toP. G:sdGsure r-Ontail"Jed in thp 

ueri"fcd besl rracticp cop.cklist as shown in appendix!\. b~t is no: yet 3S co~rehe!lsi,'e. 

Fu-,her irlP-'ovP"pnts wp.re a:so t'l?dp wito regard to qU31itatrve uisdos~re -equircu by 

Ihp slandarcl, II 'prmins to bp soon wl"ell"e, these require'11e1ts.".11 result in ad~quate 

qua' Itativp clisclosures. 

AJl investigation into thp ?dEKluacy ?nd useful less offir.mci~ -isk uisdosJres ,'lliskd SOJlh Ar:ical- [)~nks 2000 38 
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T~e 2001 annual linancia. statements 01 list~'(1 South AI,ic~n ~'mks ...-e t~erelore 

ex~ect""i to '110W signih;;Jnt rnprovernepi in lio'Hlcial risk disclosures, ~artiGUI"'ly as a 

result of tile requirewJ6nl lor ",rditors to no ..... fep"'t on 'isted companies cC"-flpliance wHh 

South Afric~n SI~ternenls 01 Gene",lIy Accepted ACCOllnting Practice (as d'scussed in 

CI1apter one - Standard 01 (eport n g) ;)er c;rculaf iI/g.9 

At lhe time of wfiting, t~e lull im~~cl of AC 133 on lI,e "onu<11 li mnci<ll st"tmw,lts of 

listed Soolll Af,icap ba lk, was sI'll pendin~l. 

M in'ie'tir,~'lioo into tl"" anequacy ,m!! usefulness ot fi~arlCial risk !!isclosur eS ; "1 list(l(i South AI,-iG~r b"nks- 2000 39 
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Chapter 5 - International best practice 

International Best Practice - Results and Analysis 

Introduction 

rhe res'JI,s lor coc'l 01 Irc fina'lcial risks ioonti'iee I"we been sL"matc~,. UiSi,ijSSeC 

below He uisc'J"ion ncluces tl"e OOvelOi)11ent cI 1I.e (lisclosurc Gl'ecklist for eac., 

financial risk ~nc an ~1"!Ysis of t'1e reS'JI's ' lCl'JUL't1 in he tabulalions for e~el" fin~l)Cial 

risk. In eocl" sec:ion be'ow, the cC<n"llentary ~roviuL't1 relates:o tt>e rate of cO"l'I;~nee 

of tl"e SO'Jth I\frKoan banks, Wl'ere relevant. hc rale of GOl1pliance ct the UK ~nc 

I\uslralian banks has ooen disGU55L'tI At !I'e end of cach sCGtion a br;ef o',er-"'iew of tre 

UK and Austmlian banks ralc of GO'llpliance has bce~ pro',iced 

The cha~ter has ooen CE'-idec into :he v~rious fil .. nci~1 risks identifie<:l, n~11ely creeit risk, 

markel risk. inleresl rale (sk, IKluicity -isk, c'Jrrency risk anu ca~:lal aJeqlklcy, In eac'l o· 

tle lables bdow. hc o',crall Souh AhGCln rate of com~lianee for eaGh disGlosure 

altr lJute is rooPi)ed "\l~il1St t'1e rates of compliance of tl"e 5 UK b~nks. 3 l\ustr~ll~n b~nks 

and tl", 5 Soutl1 I\frKoan b~nks selectee by level of adv~l)Ces ~'or further disGussbn of 

the selection process, refer to ch~:er J. 

TI.e higl'lighled areas in lI"e lables beIO'''' seC\le 10 identity those e:sc:OSure requirements 

tlmt arc neVi or (litter sig~iticantly 'rem I~e cl",cklist prerared tor Soutl" i\trican reporUng 

slart(;ar<:;s 

Credit Risk 

Crccil risk ,las bce~ iuentified as onc 0' l'lc ",ost i"'~C<tall: rbks with rL'Qwd 10 banks 

As !I.e 'lle'llbers ot l'le Rasei CO'lIrllittee's Transparency Group klentitied "iransparer-.:;y 

in tois area is p~rtcul~rly illl'ort~nt sil)Ce we~k creclt risk m~n~gel1ent ~roctKoes and 

pOC<' credit ~u~lity continue to be ~ dOl1ln~nt cause of b~nk "ai'ures ~nc b~nkng crises 

','-'orlcwkle" (tl~se,- 2()()(J) 

Ths seclion 0' l'lC besl pmGtice J1L'GkI~t sle'lls 'llain!y trorr II", recommendal:C<lS 0' the 

~se! Committee, He re~son for using treir recorlVflencatior,s were twctolc 

,) the BBse Coml1ittee is an inlernalional organi""tio~, lI'erdore 

al induslry w'llpar sons be~ .... een cwnlres is Irrelevanl, art(; 

bl 1'1e llasel Comm:tlee is recognised ~s toe central bilnk for n~tlon~~ centml 

!:>unks 

?J II", methoc usee by tl18 ~sel Committee to generate tle rerort recoml1cnding 1I1C 

d:&Cklsures contairee in tle creckllst incl-Jdec 

ai fad-finding surveys, 

b) interviews willl users or tl", rin~l)Ciat reilOrts. and 

An invest'\:Jalion inlo lI'e oceqlklcy art(; userulness or r:n~I)c"'! risk e sciosures In listec South AfriGan banks 2000 40 
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cJ surveys of actual disclosure prsctk:es to idenllfy gaps 

Experts in the field of disclosure arld llankiflg supervisiorl ifICludoo ~ the BaseJ 

Committee's Tmnspar9llCy Group developed the 1999 report "Best Practic€s for Credit 

Risk Disclosure" arid were involved in evaluating the comment...-y for the 2!XlO re-release. 

The experts idenllfied that an sssessment of a hank's credit risk profile requires 

information 00 five key areas, na~y accounting policies and pfEctices, risk 

msnagement, exposures, credit quality and earnings, This approach has been followed 

for all the fllafICi<ll risks ss the checklISt was developed. 

The dis.closure areas that the Transparency Groop in their paper on the best practice for 

credit risk disclos~e identified as Deing inadequate wIth regard to credit risk disclosure 

included information on credit derivatives, securitisation activities, internal credit fEting 

methods and asslXllptions and segmental informsfon. 

The mtes of compliance for the sampie of 12 South African, 5 UK and 3 Australian 

companies are provided in the credit risk tabie below 

TABLE 3: CREDIT RISK _ RATES OF COMPlIANCE ,00 SOUTH A,RlC"" u{ AND AUSTRALIA 
Auslr;,li"" 

SA R;,I~ of UK Rate 0/ Rat" of ' 
i~elo.ur" R" uirem"nt Com lianee Com li~ne. Com Ilane~! 
oIici6s ~nd ProCliG9S 
. Disdore poliCIeS, practices afld mettJods used to 

n.ago crodit risk 

Disclose policios, practices nnd method, uscd kJ 
(;(Junt fO( cr!ldt rISk exposures, inc lJ din~' 

.1 8asis of measurement for asset. at initial 
~tbn "nd subooqucnt poriods 

.2. T realmenl of securHisalbn transactions and other 
ctivit", that 'hifl or reallocate cr!ldl risk 
.3, McttJod of rocognising incomo on unimpa'red 
ssets 
. 4, Basis of me"SUTcrTl(}!"t of imf>"irad assets 
,5, Basis for dotcrmining when a,sots am consirlcrad 
st-d"" """,'or imp"ired 

6 Basis forwriltng off assets 
7. Melhod of remgnisirlg income on i~airod ""scts 
8. T roatm(}f1l of nedginQ relationships alteCling the 
easureroont of "ssots 

Disclose informatlon on tile acoountir>g po koics and 
hods uSod kJ dctorminc "peciflC and ~en",al 

Iowances, includn~ key ~ssumptions usod 
1 Types of credil exposures evaluated individually 0 

" group-, 
,2, Determinatbn of aliocatod m>d urottoC3tod 
rt·ons of the allowances 

3. Method used 10 incorporate historical default 
xpor'"",co 

4. Other corrective measUres used 10 reduce 
ilterences betwcen ostimatod nnd actual ",S'M 
,5, Polldos and p<aclice, for country risk Pf'Oo"'ionio;l 

33.2% ~7,W. 75.9'1. 

54.2" ... 6{).O'r. 56.7% 

50.0% 70.0% 66.7% 

62.5% 70.0" ... 100 0'10 

50.0% 100,0"" 100.0"/, 

29.20/, 50.0"/, 1000"'" 
33.3% 80.0"", 33,3% 

16.7% 50.0"/, 100.0' .. 

37.5% 50,0"" 83,3 '-' 
41.m 70.0"", 83.3 % 

25.0% 75.0% 33.3% 

41.7% 62.5% 75.0 % 

11.1" .. 30.0" .. 55,7'10 

63% 50.0"/. 833% 

0,0% 75.0% 16 7~. 

40.0'" 100,0% 50,0'1'0 

50,0% 25.0'% 5O,0 ~. 

Top ~ SA Bank;' Rale of 
Compliance 

4~.6·" 

70,0"'" 

50.0"", 

50.0% 

40.O"k 

50.0' .. 

40.0% 

50.0% 
60.0" .. 

40m. 

50.0% 

20.0% 

10.0% 

33,3% 

~O.O% 

An investigation into the adequacy and usefulness of financ'lal risk disclosures In listed South African barlks: 2000 41 
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U ' 6. Changes (I;) pobO" and procodures lUU.0"'4 "" l00.O'lI: IOO.U% 
7.l9V9I 01 ~oc.e. cofTl)lOn>d wI!h hrstancal nel 
e~ a'>d ..... I"Q&S to the allowances 0' I.ey 

35S""P~ORS Il'hKbng the Bilow""""" 16,1"% 333% 00,", 25.U% 
f..a. 011....- r&i&Va", lfllortn;lllOn '"'" W, 100.O"k 5O.U% 

Dl<co". II-e ~n of I/lo> pol"" .... on me ........ ,ad,,,,, portlolo ". "'''' 00'" "'''' 
i5l< Managemem 31.5% 
, Dil!d~ Ir/o'matlOn on the management, slructUM 

~7,4% ~.~." 45,0% 

nd "'1I"".~tlon 01 the cred it ri~k managamenl 
untiion (u>::.ludlng t~e rel.U"" to the overall '''k 
,"",cbon) 5A3',4 IOO()')O 833% 80,0% 

DiodCl$f! Qu9:lita~n inIormalion about the natu-e of 
'I risk .. 110", "81iou& WonIIing :tc\i,;oo. and <k>1ICti 
Ct9d.I15~ IINS" in moM adl ....... 375% 4(LO',," "'"' ., .. 

j). Disdofe QU8lh~W<i Inrormadon on the cl'Kln risk 
managomenl and ",nll>:ll poIiaots and ... ac1u: .... 
Includ,ng 

. 1 '''' 80.0% 75.0% :;0.0"1;, 
I u,,1h:tds U5e<J 10 ,trIrI or ",ntrol o"",al cmd~l 

...,.lnO;OOO"'9 .44'" 70.0% "''' .,'" .1, I R.!-k limilf; 42 9% 83.3% "' 50,0"", 

1.2 U""I, on concentrations 01 c....,n 10 .mDle 
",,~ 01 &l9U" 01 00.-,.,.. .. 50.0' .. e33~ 1000% ""'" .1 ,3. Umtt """"'in~ 5O.~ 6U,Q% "' eu~ 

.2, PI(IC9l!S and methooit I.IMd 10 a~..,"~ cI~dll 
xlX"'ure' on an Individual 8nd portI'oJio basis ~2.0t,f, 1~,0% 83.W, '"'' ,3. Meehani""" und to reduce and/or miligale cred~ 
xPO$lJlllS (~g. collaleorat) U .. "''"' 33.3'''' ~O,t)'Ir. 

.4, ~t\Qn Jlct;,;tie!i "' 83,3% 100.0% W, 

.5 U ... 01 'I'VI()\/ab"", tnW<onent. lhat trnmfu< ClQdK 
~u, .. SUi'" lOO.U% 100.0% 625% 

~"""'" for flr __ SlIng nod inc:orpo<aliM Into 
ns~ m""agemenl runctto<> 00" .. , ... 16.r% '" 110. DlscIOSoe """'_bOn on IOCI.-J'q ...... and rn",hods 

~, ma~ ~ du8 and Impat,ed asse\5 (incltJdtng 
~ the adequaqo oIlhoee pr""lsions) 125~' 333"11. 50.070 "'.'"' ill DlscllU the use of CJed~ SCOIlng and poniolio 
:c<oon .... k "",a_ment rTIOIlcio o,!>Ihf,- into:<nal 
"mo<Ie~, DoSCllSsIoo sho>o.to iOClude lrt/o;>rmali"" on 9 1"4 "''"' 50,0", 20.()')O 
1 1.1. T~pe ot rrode~S) used, portlolio($) CO>G'oo.....:l 

'SIZe 01 pOrtIo ' GlS) "'" 25,0% 5O,U'-' :;0.0'10 
j' 1 .2, Qua ita""" .nd 'l<I8n~t8ti.e informatioo about 
credo l"lk meaS(II<Jme~ mod&l$ used (inclooing 
p.~,ameler!i performan:e O.er lima, <rOde1 valid<t!lOn 
:""d st"'~~ I ... tlng Inform.t'on) 0.'" 25.0"0. 16,7% "" 11,3, su.tu5 gf d~~nt of su::Il models 0.0% (l,U,," WA ''"' ,,.,.- 3' n. ~.~ 74.6% ~7 • .,. 
12. Dotclose b.l'"W;IU of 910SS credit exp<>su~. 
ndutl,ng CUI~ ~)(fIOSlJfe. averaue "tqlOSura and 

appIo::abIe. f~re potef'ICoai e"l"'~. by rna"" 
011&\1 ano rn"'~J band "' .. "'."" 100.0"", :;00-,.;. 

13 Dtsclote ri:I'matiQn IlbO". r:redI exposores by 
. line.nd by 9II'09,aph;c:al "'ea 

IH. Dooclo&l! doln'llttJOn abOUI pross cred~ axposu," " .. '" "" 1 UU.0"'" "' .. 
b>i....,.. caI&QOriee of CO<In\&rp8r!ie. ~"-"'J 
~hareMkIe,s. ",rector, and o(he, relate<! pam... ... 
",el ... ht~h liP, (;QI,OI\j~lparti~.) 25.(J"~ :W,O"'" """ 500% 
·:15. Di $Cl::l&e ..,formatlon atoout si~nif"anl 
oollCO.lntlations of credll tIS~, InCluding a descnplkln of 
the delelrTinatlon ()/ "ligniflcant" =nt,alklns 333% 50.0-" 66,7')0. 50 0% 

An ilYeSligahon InlO lhe a\lElquacy..,d uselulness of n~ nlk (Iisdosu,es 1 listed South Afnean b8l'lkS: 2000 42 
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" 
, , 

I ir\lorrralion 

! 7. ~ i how the instmme nts "'" used 
t and objectives) 

~ ~.~. Notion,. am<Junts and lair yalue of instrumerllS 

17.3. A.roooot of credit risk botl!tIt and/or sold 

~ ~ .~. B.-e~kctown I:>y t~pe of inst",ment 
17.5. InstrumerllS I:>y trading and r\()C'1-1radr\g book 

. ,'" , "," , 
uritiS' jyiti, I ' ; 

, , 
retairled , interests retained ard 

,am<Junts ot ""sets 
arrarlQements) 

about the interMi 
internal credii l ls 

~it,. I t 

etotal, I 

" 

:

::': BalMce r:l ",Sir""ilJred loans 
. Magnitude at the restruoturl"tl acti\Iities , 
, , , 

on all credit 

""ture or ~,1:. eandexp-ensei , 

27.30/. 

12,5% 

25.0% 
75.0'\', 
25.1)% 
5(),0')'. 

25,G", 

"' NlA 

"' "' NlA 

NlA 

N.lA 

21,3~, 

4.2% 

375% 

37.5')', 

25.0'\', 

0.0% 

NiA 
N.lA 

N.lA 

w, 
30,7~~ 

20,0% 

60.0% 

100,G", 
tOO,O% 
83.3% 
83.3'';' 

tOO,O 'l. 

83,3% 
66,7% 

100,0"" 
100.O'l', 

100,0", 

83.3' .. 

N.lA 

70.0"';' 

W.O"" 

'" '" NlA 

NlA 

75.0~' 

87.5'\', 

90.0% 

5().0% 

83.3% 

83.3% 

lGG.O% 
83,3'1. 

tOO.O% 
5Q.0'!. 

5().0·" 
5(), Q'l', 

75,0' , 
5O,G% 

50,0' , 

50,0% 

NlA 

75.1 ';' 

too.O'';' 

100.0' " 

100.0"';' 

100.00/, 

5Q0% 

100.0% 
O,l}% 

NlA 

82.9 '10 

100.c~', 

100.0% 

3()0% 

25,G% 

25,0 '1'. 
75.0 % 

25.0% 
50,0% 

N.lA 
NiA 

"' NlA 

"' 
NlA 

NlA 

33.3% 

10.0% 

50.0·" 

30.0% 

40.0% 

0,0% 

"' "' 

36.1' .. 

5Q ,O~~ 

An investigatioo into the adequacy and userLJlness of tiroancial risk disclosures in listed South AiriGan banks: 2000 ~3 
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Fii.2. Inl,,,,,,st iroG)m" .nnd ("p&n~~s by ~ of ad;'li!\" 
o&~r"pll""1 dlS!nbut,,,,, "nd credit quality 4,';.8% "" 0"" 100,(1% 

12ii.3- 1.'l1pnd nf n'ln_eco .",1 "nd impair&d as:;~ts "" 
"",",c",1 p&tfo'ma~c& "" " , 100.0% 10.0% 

25.4. Summa;-y "farm,lioo an the df"ct nf h'Hfging 
,,,~i\'ili(]~ nn ,rwm" nn" "'p'm""s 50.0% ,)(l.O"/' 

"" inGOmG ~tate·ll&nt ... 

,

0.5. Amaunt 0' wri!lH<Ts a~J "",o'lI"i(]S ""H"",1 in 

26,6, Inccme &if&ct of ,;ecu"t,sat>Jn~ 
29.2% 

NtA 

100.0'; 

5-J.O,{ 
H:'J(~, 

om. 
---------'------~ 

PriricipJI ()missKJrls 

Revenue re~og,"ilion 

The prirlci~<li o:nissions lor tile sam~1e 01 Souto Ahc~n b~nks ~re evidBllt ill the "",,OVR 

tal~e For Goryenience, the orT,issiofl~ oave "ee~ categorisec ~s IdiO'Ns 

• """enue recognitioo, 

• hedging, 

• i''1'~irment 01 ~ssets 

• ,,':ow~nces ~gili.1St "ssets 

• rT,ethod at cre@ risk :11<Y1Jge:nent 'V1d LJS!' 01 i,-tR'TkJl rx>dRI~, 

• ioontilic"tion of cwnterp<>rties anc concertr<>tions, 

• credit ceriviltives 

• s8C.Jrilisilti[l(- ~ctivities ~.1C rest,ucturec loa"", ~rc 

• credit qu~_ity 

Facl' 01 thR ~;xlVR o:l1issions o~s beRn discu~sed be:o"" Tho~e areas tlmt are nol true 

om'S",Ofl~ :JU: -Jt~er (;,sdO~LJre reqLJ ~RmRnls th~1 WOCR not SCo(RC fo- a:: the Sooto 

Alric"" banks Il<we a ~o been include(; in tl'R di~CLJ%ion bl>ow fI disClSS:OO 00 :he 

petfo,:,mnce by ",e UK ""d Aus:n:i,,'l :Jank i~ 'ndJdec in eac~ WincipJI ()Mi%ion 

~Rcloo "s IV"S deemed ,,-"prow:a:e ""d Js a generJI di~cll%ion l.>eiow, 

flC 120 requ t-es "\ierecal occounl;'1{1 Ju:icy tor tile c;sdoSJ'" 01 tile prOlc;pal :ype:s of 

revenue, T~e above CI"JRCklist rRqLJ;rRS :nOrR d"t3iled pcHiciRS cRgEl(ding hOl'l :he 

RevenLJe rRcog ri tlon -"olicies <>r-e p~rtic.ll~r~' imJortant lor :he jl:eres! inc,-,,,,e eJrrled bl' 

loe b~nks This reVRnLJR ca., be s.lbjected to :h>-ee c',l/erert sutes, n<>r""y earned On 

LJn:Mpil,ec lo~ns ar>:J oovances; earned on duu:J:fc loa,.", and advJnce; 0." ~uspendRd 

10' imJaired loa.,s and acyanceS, An a<X(H.I[ltno p<:> cl' would s.JPp·IlMflIlt tl)/) ~ccoLJI'jng 

p<>:Cl' 10'- cOll:JtfLJI 1()ilIl~ WIC ;:ojv~nces The pe'iorm~nce 01 toe "ank wi:h ,eg:.-d 10 ib 

,,,vRn,,e COIiRdoo C,,", be better ~ssessed on reooing" dea, Jccounhn JOlicy, 

T~e a:x)"'e ~e'VR~ to CR=.1stra:e :he aJplication lor in",:'es! i:lcorne only, M3IlY 0' thR 

banks' r.,-.,e'-LJe rRcognit:o.1 policies -em".1 ce/icienllor otller types 01 it)(;()r1e 

Toe issue of the recogn;:ion J'X; disclo~urR of oRd9l's w~s not res,,','ec wi:h :he issJG 01 

AC 12!J AC 133 "FOlanciill Inst.cLJ'11Rnts - Recognit·oo ""d Mea~U-"erT,ent" ' .. 'a" nol yet in 

fin inv"stig3hJn into toe acequocl' Jnc Jsef .ilness of lin~nciill ri~k c isc,osJres ;~ lisoec So.,!!) Af"icJn :Janks: 2000 44 
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imp~irmcnl af assets 

AIIowallces 

Risk management all,1 

internal models 

force for the ye...- undef ",.,'iew. This stmement (AC 1 33) provKJed recomm""d~tions anc 

requirements fo; disclosure regarding hoogp.s that shodd impro'ie thp. d:sclosurp. 

pro'iKJoc by thp. banks if l",e staICdard is appr"'tlriat .. y appl'oo. 

For lile year undar re'i'ew, :lle South Atr>can b~rks usu~lly pro~ided ~r ind ,-,"'- ior tllal 

hocges Wefe tfe~teC in the same manrar as :he exposure beirg heCgeC. Ir a few cases, 

the disclosLJre ior carivati'ies dertiiied wh>cll dari','atives ware bp.rtlg u:iHsoo for trading 0" 

.1OO919 "ur"oses Little to no ciscios'Jre was pro'ideC 00 !he incrrue effaces oi !he 

:,ooging activitip.s ror !he most "art, the UK arC Australian barks pro','idoo bet!er 

disr.loSLJrp. regarcirg hoogirg thar :hp. Soutll Alrir.ar banks 

Tile SOUtil Afric~r state.-ller! on !he accoumirlll Ireatment of impaired assets lAC ~28) 

was rm effecti'ie fo- the 1999 year erd. This statemem shcdc improve !he d·sclosure 

r">larding impairoc asse,". The bulk of the dlsdosure prpsen:oo by tile banks rag C'W'ciICg 

irnpairoo as",lS refp.rs !O !hp loans aM aC'iatlr.p.s ci the banks anc is d'lSCussoo to tllP 

p.~ten! ci the allowances lnace for c"-JbtfL;1 debts Thp il""i'airmoot of asselS otl,ar !hiWl 

loatls ard ad,'arees is usual:y not disr.[;ssoo. Sornp of !hp UK iWld ALJstra'';Jn barks Ilild 

accoontirQ po:>cy 'lOtes rp.I!Jrdinll thp. impairmert oi assets "'Ilile o,hars I'ac additional 

ciscussion wlt:1in each asset Iypes accOl;mirlll :JOi>cy rOle. 

Thp. SOUtll Af"-.-:an banks accourting policies for doubtfulloars ard aC'iances are ','~gJely 

wor ded Fpw to ronp of thp. acditioral attributes r"'1u;roo by tile above cllar.klis! Ila','e 

been ir~llJcoo A dp!aiioo ac~our!ing poikoy ass;sts thp. [;5er in klootify.ng w:1etllar the 

b<Jnk makp.s ilIlm"ar~es aggressivp.iy or coosarvativ"y 

Whi!e it is expecled tilat banks do incorporJ!e h:slo"i",,1 defaul! expp.rience ir de!prrnirilQ 

their specific and gene.--~i "llowances, tile Illanrer in wllidl 'hey incorporate ,his 

experience ir !he;r reseC'W'(;h Illetilod is not expia;rp.d " !he anm;al firanr.ial stat...-nerts 

USpful dis~losure was "rmidoo by Bardays PLC is ciscLJs"ing t:1e ciffarer~e betweer UK 

anc US GAAP. The cifreferlces discussec in the ~omrnent...-y highi~~ lted that the US 

policy for wrilllH off bad loars and advances was more "IlQressivp tllan :he UK lolir.y 

Add:!ior ill discloSL; re wiWS pro,'>ooc to d...-norstrate !hp applkoa!'>;1n of !h~ cirtar",,! poIir.ies. 

SOu!h krican eom"anies are , llproving the COlllmertmy ~ro~ided 00 !he Ill~rner ir ',,-h iul 

(;sks are mooaged and 110'.'1 the risks 'mpa~! Ille busiress, Tile disciosurp provicoo is 

olter extensi~e but urfou;ssoc, The disclosure sl,ould ior.us on !hp marnp.r ir WIH:h thp. 

r'sk impar.ts !hp businpss, how anc by whom the risk is managed (ire'ucing the lev~ of 

fespoos;bili!)l of the group) arC the methocs useC to me~sure the exposlrre to !lle risk, 

Ar Investigatirn into !he adequar.y and [;seiLJlress of ;;niWlr.ial risk disc:os'Jres in liSlOO Sou:!: Afr;can oorks 2000 45 
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Exposures 

CrfUfii derivatives 

S&cu(iti~~tiQn 

\',1w:, ciscussi'l\j i!>ter:",1 ro;}dels used to 'rea~lJte ri'k (e_g v'~ lJp.-al·:'iskJ, tlw 

"SSl"lI~t"'''S made snould be disclosp.e as assLJlrptio.os naVp. a :nabi,~ ir'lpact Oil tlw 

rroud's output ru .. the.-rl"cre, it acditi<>,oal ,rod"s arp. lJseu I() ~vaillat~ IIw rGsults of the 

o:'iyi!>al m~"su .. eme~t mod .. L",der 'tressfLJI mai ket wndilio:,s, Ih~ assuIII~I""s ",ooe 

md thG stressful m~rket eondit'ons LJsfld snoLJlc ,~ &<> l>e discloSGC to "ssist L1 the 

ev~luat,on of tne results of tne rn<><IP.'s IJSoo, Inrorr'lation should not bG excluded from the 

fn an~i,~ r"flort 'or tile rG'1S0!> tlml USGrS r'my riot b~ ~l:He to unde .. sta~e t~e infonrat,=,n 

Just as tlw "isk rr"naye:nent eommootail' by SOLJth Nr;cao ha"ks is ir''J.;Jrov r 'g. IIw 

uisclosu .. e of e'posures to v~rbJS risks is also IInpr<>v':,g Fr<>:n II'~ am. ysis of South 

A!rica1 b .. ,ks_ it was observoo t~at ,",any hanks 0011' provice <><w type of ,bclosll .. G for 

the exposures foced Often this diSGloslJte dop.s not provid~ a cOfll~lek ~ictur~ for the 

assess:np.llt or tlw exposlJrG, Tlw ex~osll:'~s to risks often oVGrla~ between eat,,!;ories of 

risks and assets ~ne aeditional disclosute to eero;}nstrate the exposlJrP.s t() ,~ I tll~ tiSks 

way vovlce Ille IJser willl SlJlf;Cie<lt :nror:natoo to 'Y:~IJ:'al"y assess Ille ballks risk 

~ror' e 

De.-ivatlVe else'osure by South Alr>c"" ba"ks se~~lIs to IlBv~ t"kGII ~ bro"c b:'ush 

~pprooch The disck>su,,-, tGllds to revi~w .. I IIw ,krivativ~s as "wll()k, Sow~ <>I thp. 

South Alrb., b~nks have broken thG i~st .. um("'ts UOWII by tmdirt(j 'Illd rloll-tradirt(j l)Ooks 

anc sor'le Imve Gve<, SII()wrI Ihe cerivatives ~:'OLJpe<:1 hy typP. lne c:sclosure j)"ovieed 

does not suff>ci~~'tly ~ssisl in ttlL' assGsslllenl or Ii,~ ()ve<a:: ~:'ed't risk p'xpOSlJtP. FlJrti'tJr 

disclosure is requ',ree to OOGqu"t"I' u,sclose uG .. ivativGs by risk ty~G 

l'he UK a1d Austr~lian "anks teneed to ~rovidG bettGr eisclosure th'III tlw South Af,"ican 

"anks While n mmy GaSGS, ~ l)Oint rOf rull cOIII~li'mcG was ~warued, IIle UK afl u 

AlIstr"I, ,,,, b .. ,ks coulu furlher iwpr()v~ tneir derivative disclo~lJte 

NonG or tilL' SOlltll Ar:'ican bafl ks j)"oviced any disclosLJre with regard to secutitisatcil 

activit'Gs, TIlL' uisci<>sure has be"", <>mitted Mh..- becalJse the b~nk does not pa1>cipate 

i" thes~ aclrvities or tne disc ()SlJre ;s not reqlJLced loy ar11' local star1dards of reportL1g. 

bar.c;ng flC 412 on Consolidations - Speci~1 Pur~ose r:ntiti~s. how~vG" ~~~licat'on of :Ilis 

st~ne~re is requi .. ee fo .. f"'IIIc;al ptcriods cOfllmmcirl(; Oil or afkr 1 January 2000, The 

UK and AlIst:'ali,..., h3nks c:d refer to soclJritisatlon octevities Soutn Afr>Car1 ban ks th~t 

~hoSp. to PlJr~lJe th;s li,'e of busL1ess shoule refe.- to the UK "nd AlIstml",,, anllu,,1 

financiJl st~t,."ents for the aPi'r""ri"te disclosure Abbey Natiollal. Roy,~ Bafl k or 

Sc<>tlanc anc the Westp~c bar1ki~ grou~ al. ~rov;d~ Gxcdl~"t Gxarnr'es of seclJtitisatlon 

diSGlo'LJre 

Sirrilarly. tll~ SOlltll A'r;c,..., b,...,ks displayed no disclosure regareillY any k>ans 0' 

advances that had loeen .. estructu .. ~c Some of ti'G UK "rlU AlIslrali,..., hanks did wov,ce 

An i"'VP.Sti(;3tio,o into the ~dequ"cy mu lIsdulll~SS of 'in,""Gial .'isk discloSlJtes in listed South Alr>c"" banb; 2(X)(l 46 
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Gernxi/I comments 

UK allo' Australia 

Summi/ry 

«dec;u"te elisr,loswe 'c'ti,,,d'no restcuctuced lo,'n~ Aqair', thcse financ.~ls will s€('m U~ 

;i us:r.otions to South Arrican ban,s of ~pp-opr;"te di~closure 

Credit cuali:y refers 10 the m"'Hler irl whiGh toe b"nK m;'n~ges "nd rmnitors the 

deter;or,'ti:Jn in Ihe bd,,,,ccs 01 I""ns a~d act.'.opn-,s Det"iled disGlusurc rc;arding the 

ij>",ks ullowarlCe~ and credit rckl£ po!k:ies ~nd ~ror,edurcs is required. The a!low~n~es 

discloscd s,ou!d be shown in an "[Ie "nu y~is by m"jor bal""ce to whk:, the alowap~e 

'elates. Tilis provides the user v.ith suttir,ient infucm;'t>on tu nwke "n "ssessrnent of toe 

a~ l ;ty of the ~~nk to gffier"te '[,out!" ~usiness .~nd 'lOW crl'ciCrltly the b"nk rnonitors the 

''I.w<1' bu~'r'ess. 

Credit qu.~iity ,,;so r.uv€>"s t'le 'estrur,turir.g of lo~ns ~nd ~dv,'n~es Restru~tu(ng is ~n 

effcctive 'cnegoti"tion 01 thc terms 01 t'w lu.~n or .~dvance, The h"nk Uses 'estrur,turinq 

tradit:onally where toe counterp"rty i~ likely to dd"ult urld u rcstruclurinq m'y ~ssist . , " 

greatel recov..-y ot funds. As these activities c'e,,,ly influCrlcc the ,,~sessment of c'cdit 

qu",ty, sutticioot disc:osure s,oo.d be ~.-oyided Some uf t'w UK ~rld Au~tr"I'.~n I),,,,,S 

provIde ex.~m,"es of elisclosu ce for restructu ril)g ac:ivities 

The South Alrie«n ij>,nks ~ilOUld pcrform .0 det~iled ,'n~iyslS of the top UK and Aust.-alian 

h,'nks to assis: in irn:,-,ovin; t,c" d'sc:O~ure lur ~red risk Tre disclosure scores of 

H~lif"x ~nd Lloyeis I'SB affected the UK rcsu:ts udversc,y Tilis shuuld he t~ken into 

considemlion W'le" comp.~rin-;; tee disc osure scores ot t'le UK banks 

In e"Gh of thc uiJovc catcyuries, 11m UK ~nd Austr.~lian banKS have provided bettcr credit 

riSK (Iisclosuce t,,,,, t'w South Arr"',,,, ij>,nks T'le yew ends of the UK banks tend :0 

mostly be in December whwc"s tilc AlI~t,,-,I ~'n b"nks ye,,, enels ~re mostly In 

S€4)temher T'lis prov'des 01-'" of the reUSDrlS Io! tllc better disr,luswe I)y these fore<gn 

~~nks, that is t,ey a.-e "ble to re"Gt to rccumm€<ld"t'ons .~nd reports gepemted I)y 

'nterra:imal bodies "s t'wir yem end~ tend to he i.oter than those of :he South Af'<.Oan 

banks Furthe'mo'e, it is poss' )le th.ot UK "nel Austra!ia are be::"c represented Drl hc 

;ntern~tion~1 ocganisa:ions providng t'w recornrncnd"tiurl~ and 'eports on improvecl 

d;,;c;osure and as such me "ble to incor:}o""te Ihe d;s~losure in t'leir ~anks fil",ncial 

st«tBrnents thut rnuGh sooner Uwn SoOJl-l Alr>c.~n ~.~nks This comrnent r",-..,ns valid 

even when ev"I""tinli t·'le (up fiyc Suuth Airi.,,,n hanks I)y level of aelvances aga'nst t'w 

top UK und Austr~Ii;", b"'lKs s"yed 

Credit (sx h.~s I)eoo 'dent:fied by varioos interr'"tior,"! uryanisufons ~s the risk that "",,st 

extensively affects t,e pcrformmGc of b"r"~ Fur this re.~son, creeli: r'sk needs to be 

w."lysed in gre,,(er det.~il in t'le annual ,-eCl<lrts to enab,e the user to dr"w a"llru:}fi"te 

Gonciu,"ons reg<lrd;lg the mant-.ef 'n whk:, thc bUrlk .~ "freeted by "nel "1;'n~ges the 

cx:>osure to t·'lis key 'iSK 

An in.,e~tig"t " n into toe mleql"'-cy "nd usdu!nes~ 0' fin~nc;.~i r'sk disclosures in listed Sout·'l Afrir,,,n I).~nks' 201X) 47 
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Market Risk 

Tile r"Jrwer :n Wil'ch ~~r'<s defire mar,,"" ris" in ~,eir arnual re;JOrts differs I}€twttn 

Lorr (J Jrtes, Ti,cs Il~S occ·.lfred de~~;te thc pro',isioo of ddnitiors 'n f\e '25 For tile 

[[)ost part tile banks ilave identified m<!rket ris" as ir-.cbt ' ,g irterest rate r'sk, nrrency 

ri~k and equity risk_ Somo of tho ~ar"s h,,,,e split interest rate r'ls< 'rorTI rlI~r<et r'sk and 

havc disclosed equity ana ~urrel1~y riSk as rlI~r<et (sk, For tile ;JUr;>ose of this st-Jdy, 

e?ch riSk WJS :reJted sep""~tely with r"Jrket ris< l;-ei~!! dcfi~ed as equity risk TI'Ie 

definitions used i" this study aro included;' chapter one 

Tho ~I'()ad hcad;,gs identiflod Jy the 8as," Comm·ttee tor Lradi: ris, disclo~ure wem 

used as a base for the dc',elopment of the m?rket risk portion ot tile dis~losure clleckli~t 

Papors by Kuhnor (1091 and 1 £'9l!) ana G L,son (' 999) suppler"ented tile wor< perfor.:nec 

~y tho llas .. Commit:ee Furth...- gukiJnce w'3S obtained from the I~:ornat'on~: 

A~~O\Jnt~lG S:Cvldards anc s,,"ed n~li<Yl~! aCGOcrting standards rcviclo.'ec 

Tile sectioo <Y1 tho use of irtcmal measuremel1t models is ~JrticL'lar'y i"';>oriant ~s 

'ncreasing numbers of ~an"s are usil1g the ~al",,-at-r's< meti>Odolo!JY. Tile rrlOc,," anc its 

~s~"rlIptioos now form an importan~ par' ot 'he diSLlosure:o I}€ preserlled ~y bank~ 

While :he chec<list re~rosonts Jost practice hasad on tl,e reco.-nrr"",ca%r's a~ailal~c, 

thc chocklist could possbly ~e ex'el1dec for diSLlosure reg;Jrdir'g ~ile u~o of equity 

derivativcs 

Due ~o :1", Grollpin!! at ri~k~ ur'cer tho head;,g of market risks by ~he bal1<s, equity risk 

d's~losure is orten o~erlooked a,," ir'sufficion~ disclo~uro is ~roviOOd_ 

T;\3LE 4 'M-.Re;ET RiSe; fl!\E~ Of GrJl'.-IPU#'CE fOn SOUTH Ar'<iCA, LK #.D AIJSTn""",.~,"" .. ~ __ ~~~.~~~.~~,, 
-AustrmiM1 Top 5 SA 8"".0' Ratg 01 

[)isclooutlO R uir. "",,,1 
I SA R.:Jto of 
,Com iane. 

PO.'ICi<JS and Practice. 
2'1 Di,euos Ih" Ixlii,;", "rd p""lie", ",,,d 10 m"c".-., 
anc me""ge merket ri,k 
28 Disclose jXliicies and pract<::es or "'~r"llirll ""if'''' 
r'" eXlx""r<,, ird""i""l Ih" mHlxHI of '199"'ll'lt'>j 
H .. "" '''P'''"'''' 
)(i. CJ;",>:>,,, key """"ptiom ere p"anetcn at 
iri <xral n-..xl";s usod 
:lO_ iJis,d;)se .:X:>ieies ~m procedure, rc.- "" ic ~tl'l9 

irt"rnal rrmld. """I, '~:ludl'l9 t>ee,-t"""19 ct):, 
:S""S3-t",tit-.. fX'l>oie, ,.'d p:oc,,""ros 

'~1. Di",'ose the iln."acl of the hMgflg ;x>iG)' on 
-.,,'" risk by ""'jor ""'eke! risk I"ete,,_ 

" 2. Di",u" tho imp"ct 01 the fX'IHe, ar'" .",acl ooe, ""1 t'" t):)r-l,,,dll1;l portro k : 

41,7% 

31 ,8'/. 

375% 

50,l.l'i' 

143'; 

14.3% 

UK Rato 01 
Con li . neg 

48.3'/' 

51.1 If I(, 

37,5% 

25.0% 

58.0"10 

Rotg 01 
Com ti once 

65.6'1. 

SO.oJ'/, 

83_3% 

7S-,J,/, 

66 1% 

%.7% 

Compli,nc . 

40_5% 

60.0% 

400% 

33.3% 

51.7% 

An ,westiga:iol1 into ~ho ?dequacy a~d uscfulncss of fil",~Gi~1 risk c isc'osurcs ;, listed Sou:h Afr :can ban"s 2000 ~ 8 
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'~' Disclose qU<llitatroe information about the nature 0 
arket risk in the vaoous bankinll activities artd 

:'describe hol'l m,..-ket rist; arises in those act"itie •. 3.6.4'" 5O.1YI'. 5(1.0"" 500% 

~scJose qualitative infe>rmak>n Orl the market risk 
9I11ent and control policies and practices 43.S,!, 75.0·~ 50.0% 50()% 

,35. Disclose the usa 01 market risk measurement 
~Is (intUding key assumpttOns and parameters) [;6.3'" 57,5% 83.3%. 6(),O'%, 

'37. Disclose methr:>ds used 10 monit"'" and ~mit mar1<et 
~k exposlKes (inclu::ling rist; li""ts) 62.5% 75.1YI'. 833% 6().W. 

8, O;X:us. chartg"" in market risk a<poo!ure am 
anagement strataaies from the pre,bus year 7,1% 5(],0"/. '" OJ)"" 

xpo$ures 13.2% 40,Q'I'. 83,3'\'. 21.n'. 
9. Disct>sa bolanc"" 01 market risk expo"Ura., 
tlCIuding current exposure, a.erage exposure and 
here applicable, future potootial exposure, by ~or 
tegories 16.7'" 40(),,/. loo.()% 30()"/, 

0, Disclose information about market exposures by 
usiness line arid by geographical area OW, 5(],0% 100,0% 25,0% , Disclose information about significant 
ncentrations 01 market risk 25.0% ~'" 50.0% 167% 

wlily of Informali"" 2~.3'-, 63.~% 79,2'l'. 43.7 '''' 

2. Discuss the use of internat models Discussion 
hould ",ck.lde information on: 29.2"% 70.O'r, 833% 5(]O % 
2.1. Type of model(sl used, portfo i a-(sl covered and 
ize of portfolio(sj 64.3%. 875')(. 100.0"',(, GO()'):', 

2,2. OU-il'l3t .... e and quantitative information about 
arket nsk meaSlKllment models used (including 
rameters. perforrnatlCe over rona, mod~ validation 

nd stress test'ng Informal""') 25.6% 87,5'''' 83,3% 30,0% 

2.3. StalUS 01 de,elopmerlt at such rmdels 50.0'\', 500% '" 5(]0% 

3, Include a s8l1sitNity analysis, including hypothetic 
harl{les ii1 market prices M<f rates 3),)% 50 0 % 5(],1)"", 37, ~% 

~--~ 

Principal omissions The principal omissions can be grouped and classified as foHows' 

• policies and practices 

• management of exposures 

• exposlKes disclosure, ood 

• use of internat modelS 

The term "equIty risk" has been used below to differentiate belween the banks linancial 

statement i1terpretation of market risk and the defi1itiOil used in this study. 

Policies lind practices The manner in which the banks defined market risk (as a combination 01 various finanCial 

risks) i~acted negativety on the disclosure of equity, The disclosure was further 

impacted by the valYing extent to which banks dealt in equity instruments. However, 

even those banks dealing in equities to a significant extent did not pro.kle suJfi<;ient 

disclosure 

An investigaHon into the adequacy and usefulness of rl1arICial risk disclosures in listed South Afrieoo banks: 21)()() 49 
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Tne s,ratagy be<1in<i the utilis~tkln or equity instruncpnts w~s pitner pOOrly r:isdosed or not 

Fu-:llerr:)O[e, wnetner the D~nk w~s usir.g liw i'lsln.ruel," for 

Mal!il;Jeme<i! of exposlires The m~o~geme'l: or equily ris k was lot sufficier,tly (I ,scu sse<i because or the ;,aceur~te 

;n:erprelul>:::<l or ""rket ri'k '1oweva.-, II", use 01 internal ncocels in tne nc~o~ger:l""1 

process ~re diSClJssect. Commer.lary 01 tne inta.-n~1 mocels dis.closu-p is ""ovKieu 

below 

Exposures 

lrile"",! models 

UK and AustmJi" 

Summary 

The exposJres to ncarket risk were prx>rly r:isclose<i eil'lpr bec"use :I'e bank uKI nol 

m~ta.-iC\Jy use equity .nscruments for npr:g;ng or specul~'ive ;:>\Jr~o&Ps or Ille bunks we 

ur,aware of now to ~resent tne cisdasures For ,he most P"':. tnp ')~O,s r:isdo8lJrp of 

p,",osures :0 equily risk invoivps <iisclosLre 01 ,he ;nvpsrn,ents 'lplr:, che c~rry;I".g v~:.le 

"nu tile r"ir value or Ihe ,westmC1l", Furliler b:·e"kuo ..... ns, by geogm~hic 0' bl.siness 

lir,es, are r,ot presenteu 

Tnp <iiSCLSSK>n 01 in:"'T.~1 ",,>:Jels ..... ~s usu~l:y of ~ gpne.-ic nature Galb regularly 

disciowr: tne use of t'lP vullJe-~t-r~k ",e:hocto:e>;Jy lor aq[;ity, currplcy ~nd interest r~:e 

r~k, TIle oLI;:>\r rrom lile ",or:el WaS prpspota.-: io ~ t~b:e. ,V'lere clscklsoc, i: ~p~~:ec 

as 1l)O[.gn tilP &Jr:-'Ie gpoera' ;1Ssu"'p:ioos werp usfl(1 in the r:-xxlellw e~cl' risk Thp 

sance ~core w"s m,,,"'uc>(1 10 euch risk ey"l.lutfl(1 ir. :he checklis: for \..-hiel' tnp mocte: w~s 

applicable 

fne disc~ssiCf1 of tne 'n:e'na: ncoueb usoo ..... as of a 'easonab:e S:',.,U"-U From Ihe 

(Iisc'osure ~ovicec, il wodd ap~ear tna: r:lost of tne banks rely on or.e m(Xl~ or.:y anu 

r:o no: test :he ncocel Jncer Cldditiolal s.cor,ario, (e.g. ,:ressful m",ket (;Qlui:iol~) 

Detailpc di,c~ssiCf1 s~kJ be ilduuoo aboJtllle sl'e" le~ling performe" 0'1 Ihe internul 

r:lOce;s use" 10 me"sJru unu 'Turll""e rinur.ci,,: rish 

Tlw UK "'lU AJs:ra!'un b",ks also g:OL~a.-: 'il".~nd~1 cis's togptl",r:o lorm ~ "ncarket risk" 

groJ;:>ing Howevpr. i1 ",ost c~sps :he fn~lciill risk:; g-o~~ together as marke: risk 

w"s for:he p.Jrp"se of risk nc~n~gement tecilni",",es applied The risks \";:hin I'w mll'k,,: 

risk grou~ ..... ere stil: s"!'ma:ely discu",ud EC;Ji:y ri~k 's slili il'ktuec;uu:e!y UiSlhSSe<i T'w 

r:lOst ,iglificar,t risk' ir.c Juud in the mmket risk groJp;ng were intprest rate ris, "n<i 

c~rrency risk TI", d'woSLre rI: tnp UK ~nr: Austr~liiln b~nks remil"s bejer tnan tMt 0' 

"he South Airic,..-, wnks ~od wi r serve as useful iliJstrations to SOUltl Mriean oonks 

FqLity risk rem"ios an ;mp":t,..-,t risk:o tHlnks Di,uos~re sno~lu r,ot s"Wly be exduuccl 

becw.se the er;ui:y ir,st,uncent ~ctivit"'~ are incr:lalerial A: Ihe very k>ust, a st"leme'lt 

shoul<i De "",de ~s :0 the ex:...,t of Ihe eq~ily inslru~)€:!l: ue"lings SO :hilt the .l&pr r')~y 

form a jucger:len: wiltl reg":'us tiw exposJre to er;J;ty risk 

M inves:igilt;ol" :nto tne Cldaquacy and ~sefulnb~ or flwnciill risk <iisdos'JrPs in :ista.-: SOJtil Mricoo banks: 2000 SO 
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Interest Rate Risk 

The mai)rity of a bank's octi.,.it'''s rMoI',,, wound loans 21lC 2dvances and oth(f" illterest 

bearillg inslrul'n"nls Clearly interest r2'e risi< is ot si(;niticance 10 Ir", lIsers of :Iw 

'illancial sta:emMls, Not only do lIsers rCGuirc suifiGicllt inform<l:ion to assess the credit 

risk l>rofi~e or :Iw bank bu: t'ley also r~~.lirc in/ormat>:::.n to asscss the banks exposLYe to 

imerest r2;e movemel1ls 3nd inlercst affcGled insl"uments Thc Gre~i: risk cisc:osur" 

assists in this regarc, 

T~c B3Sci Committee rc~ommen~~tiol1s with rcg...-d to credit r:sk disclosure w"r" OnC" 

»;Jain used as the base for !h" de.,.eiopm""t 0' the ,n'erest rate disclosure IXlrt'oo 0' Ir,e 

Stand3rdS C(>'llmittee, select na:iol1C1l occounlil1g lJ.:xties ~nd ~ pilper 11llblished jy 

Gioson (1£099), Most of Ir.esc rcsources prov,~ed sim:lar recommendat>:::'ns wi,h regard 

10 :Ile disciosure Append.x A GOnta,ns:he best pr2c!ice checklist anc Ir.,-, source d: ,r.,-, 

disciosure requiremenl 

W,th regarc to intern21 rmxJels used to measure and monitor illteresl r2'e risk, these were 

oft.,.., ti,e saine InJC,,"S 3S used t<x tile nwasurelllellt of market risk, Sec discussion 

under tile r.eC!d'ng of market risk ""ove 

Tt..ilLE ", I'FER[ST ~AT" ;,'SK _ R~T[S ex- COI/PLlANr.E rem S0L T1, AFRIr..~ 11K A~rJ AlISTR"J.I.~ 
Au.trall~n 

Pisclosure Requirement 

01.'","", .. ""I rritcJ.'""" 
4. Di,c~,€ poiicie" practice, 3<,d Iretllo,ls used to 
~Il~g~ int",~ot r"i~ rio, 

5. Di,c<os€ jXJIicie" practice, 3<,d IrHllOds used te 
",xJunt I", int~re,'t I~re r:o' ~xiX'"ur.", 

15, A discussicil 0n tim :,~y ,,",sc.mptioos lIsd ill tll~ 
rJc','e IrHI1O<Is 811(1 pract,,",,s SllClild b€ in.c:U<Ied, 
7. Di,cu>, tI,~ 8~~I>catoo 01 th€ poIic;e, on I!· ... non­

".dill<; ~ertfc-lie 

Ii," M!I!'''9',mcnt 
~, Discios€ il1tonraioo on tile m""aQem~nt. structur 

JIld orCJ;"",,,,tien "I tile il1t<t<e,1 r3t€ ri>, Ir.;i<l;>Q"",€nl 
lmotiCIl 

1 ". Di,cios€ QlIalit3ii','e intcrmatioo ol)ollt IM€ l1atur~ 0t 
nl~r~ol r;jl~ ri".< in 1I1~ ',';Jr;e", lJ;j("' ''Q ~cti·,,;t"" ;i<ld 
~",-,-i~~ hew "t~mot r"t~ ri".< ;;( o~" " th0,,~ acl. 'Iili~" 

{l. Di,,,j 0',~ '1u~lil~tiv~ " ferr"ali"" en 'Il~ jnt~r~',1 ral~ 
I"~"~ "",n~<;c.,,~nl "nd 'nntroll,clid~" o,,,j proc'i,,.,,, 

,1 Di"de,.., rne'lled" u"ed 10 Imniler ~,pc,u", t" 
ntm~st mt~ ri"k (ill'~ c.d r"G tmqu~nc\' '" nYlnilerin<;) 
,~. DisC:es~ """'hed', d cC<ltrc-llin9 illtm~"t rol~ ri,,:, 
xpc,u<€, 

SA Rate of UK Rate of R"t~ of 
Compl.iance .C9mplianc& Compliance 

31.9 · ·~ 7Q8 ~ ; 

" 7'1, GIl.D"h ~o(jll% 

~1.1l·.',; SIl.D'>"; r,67% 

16.7"·" 70,,:r; 33.3% 

12.5% 5Il.o"" R33% 

42.5'" 12.0% I6.7 '/, 

51l.D% ?lH)% R3.3 % 

41.7% 7110% ~iHl ''', 

41.7'';' RI10% ~iHl'!, 

~>ll.3'" fH10% IC.,.O% 

;0.5':;' 50.0% I'JoJO% 

22.5% 56,7~; 83.3·/~ 

Top 5 SA B~nk5' Rate 01 
Compli"nC~ 

40.1)"" 

56.00/. 

7110% 

36.0'\'. 
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s.>Gk>se thG gros~ expowre to interest rate risk by 
Ing!he nMrlCial assets and I,abl ' t.,s in"n 

nlare.t rate ",pricing Wladu e (by elfoclille rate and 
atunty band) 37.5% 100,1j)(, l00,(),,/. 50.0 ',(, 

54. Disclose tt>a ~tfect"ve rata" of intarast for the 
~ariou~ G"lagorie" of interest beari ng fiMncial assets 

'6,7% and 1ialilit, ~s (j.Q,0 % 100,0% 40.0'" g " .. " OW 'm,rnct "ct"'" '0"'" ,," ""~" n too exposures b inter~st rale risk ; 8.W, 40.0 % 66,7')'. 20.0% 
6. Pro,'rde information on co-ntractual repricing and 

tUrily da t<:s as we~ as possbl<: ct1a ng<l5 in th<: 
utIXe..-.d key assumpbons made aIloot future 
~dictions 31.8 ';; 40,0% (;6,7% 50.0" .. 
, 7. Disclo~~ infOOMtion aoout concontr"ton~ of 
IlIlerest rale exposures by lJus hess 'roe and by 
~oog~area 

. [liscose too effect of OOdg ing poIiclas on interest 
25.0% 50,0% 1000" .. 40.0'1' • 

at<: e'pOSI,Jr~s 16.7'% 50, ()'Y, 55.7% 12.5V. 

u8fily of Infemlali"" 23.3% 66.0% ~3.3% 33.5% 
g, Di~cus~ too usa 01 intarnal modal. incillding use 0 

d~l~ ~r>dGr stre~"ful market condition ". Di",,",s5ion 
OOuld irICl;.od<: informat"n on: 333% 80.0''\ 83.3% 40,0% 
g, 1. Type 01 model(s) U"OO, portfDlio(s) CQv",-ed and 
iz~ of 1l(l~!Olio(~) 51)0''\ 700% 100,O or, 50,(f1O 
9,2. Qualitatl\le,.-..j Quantitati'ie informat"n about 
"rket risk "",,,....-..""'nt models ~s~d (i""l~ding 

par"ameters, periormance over tima, moOOl va,ctaton 
nd str~ss ... stir>J Informat"n) 250',\ 70.0 ',1, 833% 37.5',1, 
9.3. Slat,," of d<rlleoprne!lt of such models 12.5V, 33.3% ~, 25.00/, 

§~'lnclOO~ a """"iti,ily an.lys .. dem:>n~!rating ~!re~" 
25.0 % 50.0% 667% 37.5% cooanos 

armnlls 54.2'% TO.O% 100.0% 80.0';;' 
6', Di>Gk>~a too avarago bal"nco, and intarnst ea,rn_," F p"Id, for each mat,," "1 category a! int",-est ooaoing 
n5trOOlOllt 54.2 % 70,en" 100.0% 80.0% 

Principal omissions The Sooth African banks demonstrated poo-r disclosure in each of lhe areas required, 

For this reason, the po-ir>eip:ll omissions will be discussed bdow ooder the following 

oo"dings: 

Policies ami practi<;9s 

, policies and proo:;tices 

, risk management 

• eXpOSIXeS, and 

• quality of information, 

In most of the South Afric"n banks "nnu,,1 report, the risk management function is 

discussed but the policies the bank fc>lows in managing the risk and all the practices 

employed are either not discussed or are not discussed in enough detail. The BOE 

annual report provides a base from which comp"nies can bu~d to provide adequ"te 

disdosure, 

BOE presented their key credit risk policies and processes under specific OOadings. This 

provides the user with some guidance as to the policies developed and processes 

fOllowed to manage credit risk. 

An investigation ",to the adequacy and usefulness of financial risk disciosures in listed South African banks: 2000 52 
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Risr.; management 

EXpc!8Urf!S 

Quality of information 

UK and Austraiia 

Summary 

Tile strlJr.ture of the interesl rate risk mmlilyement function is often the same as tile 

rTliIrket ris, marmgema1t function Mo~t of tile b<!n<~ ar""ar :a ha,'e 'isk grall's to 

rT)<Jflttge ~m:iGIJI"'- fnarw'al risks. Interest rate r:s< le<lds to be '" cluced with oquity ane 

clltToncy 'i~" While the risk management slru-GIure is urldNslood fram tho corrru8lltary 

proviooe by the ban,~, whilt the lnilnagement [),'ol'i)S do is nat always mace dear 

Many stakeholeers ill the bankin~ induslry may lI"ldorstand the 'actors that generate 

'nterest r~te "s< II WOl,l(: s:ill be useful to tho sta,eholeers to read :he factors ani: 

business ~ct'vi:ies lilat rnarmge;-nen havo icootif"-," as being aflee.tee by interes: rate ,is, 

an" ilow limt risk is rnoasurl.'d ane cootra led Tt-.e at>ove in"onnatiofl should be o~ a 

discu,sive nature When the exposLJres ~re (: sC.lssed. tile labula:ions showiny tho 

measuremoot of Intarest rate riSk ean then iJe (:iscuSSe(:. 

SO.lth Atrk:~n iJan<s ~re beginning to soo,.,' Ihe re~ricin~ scileculos Thoso schodJlos 

~re d'&:,osed by tt-.e e".-lier c:I coo"~ctlJa' maturity or rerric " g Tile cilecklis: a~ovo 

SllOWS limt Ihere are ad(:ilioMI comjiMlians 0' cala Ilml would je a' uso :0 :ho 

stakoholdo,s when ovaluBtiny the oxposu,e of :he bank to ;nt,,"est fBte risk 

The mod~s LJsed often ovarla~ witll tile mo(:els LJsed in the market risk analysis (see 

m".-<et ris< '0' fLJrther do S~lJssionl However, the assum~tions l,Sed are olien nol 

dise.usse(:, tX>" Ille objecjve ani: a<>rlicabi'ity of tile model. 

Tile UK a,l(: Austr~:an banks reviewed provide" lar mora detailed disclosure limn :ho 

Soulh African banks Those f'oacc'al ",BtOO1onts can s""vo a~ illustration~ fo, the South 

Alrie.an ban,~ 

Intarost ,ate ri~, i~ a vital consti:lXlI'lt of :he overalilil"'n~ial ris. positioo of a bank. The 

disclos.lre lor this risk should jo 01 the hiyilest standard to ~rovice the users with 

sufkie<lt ~nd ~rp'op'iate ;nlo'mat;on 10 evaluale tt-.e exros." e 10 interesl rate risk 

liquidity Risk 

Tho im~arlarlGo af >quidity risk is ofton avoriookoc, Ail tho calr 1trics evaluale(: achiove" 

<>oor disc:OSlJre &:ores While 'kilJidity r;~< s lJ,"laitY defined in tile 'imne.ia' statements, 

the di&:ussioll of how this risk is managee is in,"lflie.iellt. The cOO1mentalY pro vi dec by 

the banks illdJ COS dotails '-"1 the mall ON in wh"h tho risk is measure". jut no summa;y 

01 :hose measurements Ilcr any olher lat>es me rrovi(:ed, 

L>quidity risk IS impo;:8nt becauso sovere penaltes ~ould te enforcl.'d rn defaulted 

crn:ra~ts, The banks rrust thorofore carefully monitor tho matur,ties of both assets 8nc 

I",bili:ies ane project expectee shortf~:ls of cash in ordor to oryaniso br'eyill9 finBnce at 

,easooable mtes 

A'l inves:igaliol1 nto Ihe ~deqlJae.y ~ne LJ~e'ulness of iimn~;al "~k disc.losLJ,es in I:~ted SOLJ:h Af,,~an banKs: ~OOO ~3 
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SA Rate 01 UK Rate of 
J~ctosu"" .Requi,.ement 

" oIici~s ami Proctices 2T.5% 
2. D;"d""" I>"'ide" [>"aotic~' and methods used to 
anage liQuidity risk 41.7'\', 80,()".4 16.7% 60.O"k 

3. Di,,*,,,,, I>"'icie" [>"aoticttfi and mett.:::.ds usoo to 
OO\X1l tar liquidily risk exposures 33,3'\', 5O,1)"!, 50,1)'\', 40.0'\', 

'64, A discussion on the key "ssumptklns used in Ihe 
abo,e methods and praGlices should 00 included, 5.0"" 0.0"" 16,7'\', 0,0"" 
,65. Diocus8 tt-.:. "ppiicatkln of the I>"'icie~ On the """. 
r£\ding portfoHo 4.2~. 0.0

0
" O.O~. 10.00 ... 

isl< Manag~I""f)l 31,T% 48.0 ~. 46.T% 44.0 % 
5, Disclose informat",n on the man"g~enl. structure 
nd Of~"ni""tkln of the liquidity ,isk m""agoo-.ent 

unct>:'" 417'Xo 60.0 · ... 333% 700",(, 
7, D'isoose Qualitative infOfmatkln ;JI:>oo.Jt the rdure of 

iqJidily ri,k in the ,ar\:)us batlki"J activities and 
''''"''' oow l 'lJidily risk .risos in those activities 29.2 · ... 40.0'% 33,3 '10 40(),,~ 

Dis,*"e qualitative infOfmation 00 th<lliqu'dity risk 
"n"gemoot and contrul I>"'ic'""s and practice, 400" ... 50.0% 33,3~, 5O.0 ~. 

Disclose met"'oo, usad to monitor ~xl>"'ure to 
ity risk (indudi"J frequency of rnonjtorin ~ ) 50.0 ',1, IJ-Q.O· ... 100.00" >om. 

o. D .. "o"" met"'oo' of controlling liquidity risk 
xposures 11.1 '" 10.0'% 100.O"k 1O,()"~ 

xpos[If'es 13.9% 36.7" ... 38.9 % 13.3~. 

" Disclose concentrations of fin,,"ci;~ "sset, in fle 
ro"o order 01 their liqJidily and matLXity 20,8 '~ 100.0% 100.0~. 300"/, 

72, Discb se effects of changes to the exposur~" to 
uture C""", flows "nd "<p1>Cted smrt!alis in cash 8.3'\'0 00% O.O~, 0.00/, 

73, Dis"ose informat",n ;obaoJllhe distributioo, 
ncentratian and type of funding SOlI'Ce 12.5% 10.0% 16,7% 10,()"J, 

Principal omissions The principsl omissions will ag8in be discussed under the broad Ileadings of the checklist 

due to the poor disclosL.O'e by lhe banks, 

Policies and practices 

Risk mooagemenl 

The main reasOn for lhe omissions was discussed st the beginning of the section, n""",y 

lhat liquidily risk is overlooked. Banks often sppear to fail to understand the imparlance 

oI1his risk based on sn anslysis of their disclosure. The melhods used 10 manage arld 

SCCOlll1t for this risk should be disclosed in de~iL The methods used are often 

mentioned With nO additionsl information 8S to the 8ssumptions in lhe models snd 

frequency of review. 

The trOst exlensive disclosure made willl rog<lrd to liquidity risk is the deta~ on lhe 

method used for monitoring, Commentary on IlOW the inform8tion is interpreted 10 ronlrof 

the risk is seldom i/lduded. Tilere is also little infco-mation regarding the activities IIlat 

result in exposure to liquidity risk and those th8t do not. 

An investigation into the adequscy and usefulness 01 financial risk disclosures in listed South African banks: 2000 54 
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Exposuros 

UK dnd Alis/ruiif} 

Summary 

Sorre of tile u~n~s provide i~ILJk!ity risk I"blcs for tle<r derivative exposures Tois is not 

yet "n ind'Jstry ;Jr""ti~e Fur'.ll<.--r"l()re.;t is not otiy derivalive~ I'mt result in expo~'.Jre 10 

liqLJid:ty risk Tab",s could be presented ~'rowing l'le fu.1 enOSLJre to li'1Jidity risk 

ro~~itHe ~hortf"lIs oj emh and tre ~tratef]y '.1181 'T'm\8gemecr: generally erl~ioy '.0 rc~olve 

'.hc ~llOrtf~1I This inforr1ation , .. ill r,o,.ide tile user with aSHrJr-.ce~ as 10 thc ~t>Iity of 

rnamgemoot to adeqlJat",y tllOlli'.or, ,',c"sure arod reac to ex~owre~:o liGuid:ty risk 

The ban~s reviewed ' ..... 11 oilly ~rovKJe iil'Jst",ti','e e,am;Jles for certain discioslXe ~ttributes 

as the re<to'tllanCe by :hc~e b>mks W>!S iargelY inade<]LJate 

Liq'.Jidity risk ;~ either not tully urkler~tood Or si"'~ly overlooked Toe risk is ,;ear:y 

rnateri;J1 in an organisati(l" deali,,,, in in~trulTlenl~ \V'lh vmying m~i'Jrities It may alw be 

Iha; Inan"f]elnenl fcel th,,; mkl'tior'" di~cIo~urc 'rl8Y reh"quish some strmeg'" advartage 

md ae reluclwt to providc too r eompeti:ors ' .... ith SLJch detai'oo i'lformation 

Currency Risk 

Ti'.;~ riSk is nee,oming increasingy irn~ortant as tl'e work! markets !:>eGome more 

"ccessible For o,gm':~";ion~ dc"ling in insl,umcil;s i,· ~ vmicly of currencie~, sC'lSilivily 

;0 mOV<.--merb in tho~e currencies must ue regulmly re,.ie\Ved Furtoerrnore"~,, [Te~l<.--r 

','ariety of derivKi','es become "v"il~t>e. the exposures that result from the ;Josit<>ns he<d 

must De adcressed 

CJrrency risk is freql!fl1tiy grouped "~th rrmket ris;.: by t.oe oanks. The same irternal 

lneasuremen: model (us'Jaliy ','alue-at-risk) ;s LJsed to evaluate currency risk as 's used 

for market ri"k The d·sc'.Js~ion for rnarket ri~k "%'.Ja::y arrlied e~lJaily to tre eX~ONJre 

'.0 c'.Jrle'lcy r;,;k, 

-,\Bc'= 7: CURRF'I(;Y RlSK- RATE~ OF COMI~ '''~CF nlk SOU I ~ AFRICA. ~K A~ 1 AJS I ~A' IA 

i.clo5Urc Requirement 
oiicies and Practice, 
~,Di~clo,e rol""", proctioo, '"~ mothoj, u'o~ to 
nanat:w currenc\, riSK 

75. Disci"", pol""'s. praclic~, and melhojs usod to 
accollnl lor curror.cy r;4 OXlX"'lIrG' 

7'3, A ~scussion 011 tho '0," "Slll11rtlOIlS "")(! ill 'h" 
3bo",~ l11~tI,,)(h am practices should be i"eluded 
77. c.·s<:uss the "pp!ic"tion of liLe pulicies On Ihe n"n­
',"~il1~ po1'fol 0 

P:Sk Honogomcnt f5, c.sokJsc "torm.tion Ol1lho 1",n'oomcl1t, "rlletur 
~~oJ '''~'''li"Jti<", '" !he currency risk m~nat:wrnent 
: ,II'e:>::)O 

7g. DisckJse qu.;:t"t:','~ inlormati"" .OOU11OO nalUro ot 
(:urr<>ley ·:,k 'n liL" varoo, t)~nkir>< a:oti, .. ilies and 
~,crioo mv .. c,",rol1c), risK .ri,os In thoso ac1i,.·;"" 

SA Rate 01 UK Rate 01 
Complianc£ COl11pliance 

23.0'/, 55.0Y. 

33,J,", 40,0% 

3t.8% GO.O·'" 

211,1J}, 675% 

0.0% G<.5% 

19.8',. 47.S% 

2g.2% 50.0"" 

3(1.11-''( 

Australial1 Top 5 SA Bonks' Rat~ of 
Rate 01 Compliance 

Complianoe, 
41,7 % 30.7% 

1'3,7'" 50,0% 

5O.0'f, 50.0';;' 

10(1.I)}', JOm~ 

5O.0~·' (to% 

45.~ '\', 32.S'\', 

53.3'k 50.0'1. 

1b.7% 40.0'/, 

A.n 'r','8stl9",t<11 into U,c "dcqu"cy w'd u~c'ui,'ess of fina',cial ri;;k disclosure" in I ;,;ted South I\tricar oan~s 200n 55 
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~" ~,c.""'~ quoli!,"i"" dorm,t.'o." on tile ellrrer.cy 
s); nKr.ao;wment and contco' poilc,e, a"" pracllL;e, 214% JU,C>'~ 157% 21~_O% , McAh<:>Cs use<:! to contro' currency ri,k expooure, 214~, !U.C";'· 55.n:, 2C_0"·;' 

xposu.'e" 16,3·'; 28,0% 26.70/. 27_5% , Disckl"" net open po,itioo, i" each curr",',L)' arKI 
w lho 1""ilIT. i, dori"oo 33.3% 40.C'';' 16.7~; 5GW, , Dkelo"" the efleet 0; I""'~e, OIL currenc), 

33.3'';' 37.5 '/' ~O.re;, 3:J.3"' 

Di,do"", "ltormalion a!>Jul currelLc)' expocur'" by 
~ usil1ess line ~11<J by QeoQrap~ieal ace. 20.C% 25_0% m.I~% "UG% 

5. Di&elose the impact of fC'lLIre currenc), rale 
";t,a,,~(,, OIL tllo mpu"",,,,,,, tu ,,\,~'''n'')' r:""< U.G';; 25.if'·' o if X I~_m. 

M. D-sckl"" tile imp.ct ot expo,"res on the nOI>-
lradilL~ porlfo , o 

Principal omissions 

Poiicies aod pr&cliws 

RisA mdndgem('"fll 

Exposums 

31~0";' ,,75% "',1.(-'% 37.5% 

The pr;ncip!J omissions will again be discussed under I~e brD<ld ~e>Kfin9s of I~e chec~l':st 

due to t~e poor d;sclos lJ"'e by the b~n~s 

CommenlNY regard;log ClH ency risk is l,SU!Jly incll,ded in the mar~et r;g~ discussion by 

b~nks This often resl'-;s n insuflicient disclosure on curre[)Cy risk F90sures to t~e 

v"'<Jus currenc'es Mve becorfle an ir'l;Nrtmt d'sc'osJre issue with tile steady declil'" 'n 

v"l"" of the mnd %"insl tile 001", and otiler currencies_ Knowir'l9 tile (,ross e~posures 

:n e~ch naterial ccrrency as weii ~s the ccrre11ctes '11 wr'cr hedgir'l9 ;Nsi'jons rave been 

takoo wOlld en~al)Ce t~e users ability to underst,,,d the exposLYe 01 the b~nks to volatile 

movements in var",us CLYrencies_ Sensitivity aoalyses wOLld be ~"'licLI"'ly Lseiul 

Methods LJsed to control t~e CJrrency risk e.po~ves are seldom disCl,ssed. Some of the 

bm~s discuss I~e use ot hedninq in GenefiC lerms, however the diso.Jssion ;s never 

directed at specific Ms~s Greater dela'i al"Jd mproved slruclure ot the (;S~ t'lmil(,e..--.en· 

disclosve ..... OlJld "'prove the LJsers Jnde.-s:al",dilog 01 t~e t'lanagell1ent ot CLJrrency ri~k 

Nut'lerous balances within t~e linanci~1 statements are d sc:osed "ccording to geographic 

ne e90sure :0 t~e currerlCY 01 the region is usually excluded IrOCl t~e 

disclosure 

Sane ot lhe banks p.-ovide ~ief sel",s"ivity malyse.; based on " sLJPposed 10% 

devaluation ot ;he local curreccy Thi,; type ot disclos lJ"'e was I,,,i:ed to tee UK and 

Austmii'lr, b"r.ks fin~nci<ll staier-tef'.ts 

t'largila1ly ~o 

eX;J-Osure io va(iocs clwer'.ctes, Sorfle ot '_he bads did wovide expoHre al",aiyses for 

their derivalive exposure.; Thi,; ,ype ot disc:osure shmj d be exter,ded to t~e ot~ .. -

assets 

~-=====~~c-AA invesl~,alioll il",to :he "deqL"CY aM usefulr,ess 01 1 1l~'lCiai risk lisciosures in listed Soul~ Nr'cal", ~an ks: 2{)()() 5b 
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Summitry The disclosure by all the banks reviewed shoold be improved with rega"d to cwrerocy risk 

AdditiOllal tables showing the sensitivity to changes irl material exposures to particular 

CLlrrencies wollid be useful to users w~hirlg to evaluate the ab~lty of the bank to 

withstand sudden market variatbns (ooilar to the SWIIt devaluation of the rand agairl st 

the US dollar). 

Capital Adequacy 

AC 120 only requires commerltaoy OIl the adequacy of a bank. ' capitai This is dearly 

irlsufficierlt for users to evaluate this aspect of the banks The South African Resef\le 

Bank as the supervisory 'rlStitution have laid down additiorJal stooda"ds based OIl the 

minimum requirements of the Basel Corrrnittee. 

The Australian Prudential Regulatory Authority and the Reserve Bank of New Zealaoo 

have extended the reqUirements of the Basel Committee to develop a fairly extensive 

standard for capital adequacy, This formed the basis of the internatbnal best practice 

checklist. A review of the results in the table below demonstrate that the disclosure 

prO'<ided by the Australian banks far exceeded that of the UK or South African banks, 

An inve.tigatiOll into the adequaC)' and usefulness of financial risk disclosures in listed Sooth African banks: 2000 57 
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b I. Di<;"k"" '''y ,,'''urnptfo.'' ;;nd oj,"J()r I,",~rnet"'" ct 
i"ny ctller inwn31 n1Ode:s used to c3pl...-e rlsi" olh ... 
,h,m crnd.t ris' {ndu.::tir>J ~ d"cu,"lOn at dev,"ol>ma!"'Jt 
ctt . ..".serooda8) Nii\ N,'t, 33,3% 
9g. Di",:"", ,/ori'ic;;tion ;;nd v;.Jid,f<ln rmth"d, uoad 
or t· ... il1te<r.al mocleis as ",,"I as :he re8"IIS 01 :r~ 
~sto IM"form"d N,'A No'';' N:A NiA 

'iis'-',';elgllted ExooslIrf!s 47,9 % 60.0 % 83,3% 7~,O% 

q. [);"",,,;e,, lo>t, e of bo>lMC~ "r- e<,""'"""''' by rd, 
w";<;hl b",.cf 54,2')\ 20_0% n3.3% 
1 C(). CJisck"", " t"bl" (If off_1mb","" ,r~et (.'XIX,"""'" 
by r;s< waiQi"l bat"Jd 4,2"·, 20_0% SO.O'!. 10.0% 

'101_ o;s-da8e Cap;:.1 """'<l, ,n part>::ular, Tier 1 C.pit,. 
0' ;:wc"nt"9" "t risl: '.'m!9ht"d ml"'u~,,; 6G.I" 100.0% 100.0'% 

1 02. o;'Gose tl'e c\a:e to wh"h th" m"~su~," of I lor ' 
"pila! ",xj "ther C;'pit,,1 ",13te 100.0% 100.0'-'0 1oo.0Y, 

Principal omissions 

Purpose of capital 

mloflqlJacy 

Bank stmtegy 

Risk weig!>tings 

Tl~ capital ad~qu""y disci<lsure oy Ire So\Jlr Atrican oanks ,,"'as rrostiy better tran the 

UK bank~ T'le Australia.1 barlks fared b~ttsr :hal both Souh Africa alr1 UK, The 

exCellsnce ot:he Australia', oanks disclo~ure can x explain~'(1 ~y Ire r~cenl s:ardards 

issued oy he ALdra:ian Prurien:ial RegulalOfY Auhority 

T'w IxincipJJ orrissions by SOL,t', Atrican ~anks can b~ sum",aris~d as fI)!!ows: 

• Purpose ar'd juslilic;Jlion for ca~ital adecuacy 

• Barlk sp~cif(; goa!s anri stra:egy tor G;Jpltal ar1equacy 

• T'le meanir.g of the risk 'Neighti.1gs and conrwntary 01 he conversiO'l to a credit 

eqiJivale'lt 

Most 01 he barlks do not disc.ose h~ reaso" lor the capita! ooecuacy le",s and 

reqiJi,-ements ror less ,nfa'rlCd stakd'olders, lris 'llormatlo'l wOu!d be parkulariy 

useful The ~anks usually ",ale thai h~ capilal arieqL,acy i'ltorrratio.1 is provided :0 

Corlply \'oi:h standards se: oy th~ regulalory aL,:llode,_ 

'"tormalon in ord~r 10 con Jly I'/th Ire reg\Jlatory recL,iferrents Howev~r. as 

d~rronstra:~'(1 oy some 01 t'le oanks. tre maintena.1ce ot capital and capitai ad~quacy 

Im\l<':S forrr pari 01 a barlks slra:egy arvf busit1e~s goals ConTl~nlary 0'1 Itws~ goals 

and slrategi~s stlGu' d b~ proy;rieri :0 tile L,~e,-s of :he tinancial slat~rr~nts 

Wilhin the G;Jpital arieqiJacy caicuia:ion, th~ a""~ts are ri"k ' ... ·eiiJ1teri Tre ba1'-~ fail to 

explain wral :he ri8k 'Neigrhgs rrean a' :h~ :us-Mcatio'l ol:he regL,lato'Y autlorities fa' 

prescriJhg certa;, risk weKjl:i"'Js His inlar,ation 'Noold assist h~ userS ir' lI'e 

""de.-starvfi '10 of tr~ capi:al adequocy in'orrratiol 

M investiga:ion into the adeQuacy al'ri L,setu!t1es~ of fi.1aooal r:sk disciosL,res in I ~ter1 SOuth Africa.1 balks: 2COJ 5-8 
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MfJ"wrement 1I'IXlels 

Off-b"IAnce SllefJt 

UK AIl(1 Allstr"li" 

SummAry 

Sou(J1 ArricAn bAnks 

It «~pe«rs frcrll Irw fir. m eial slalemools reviewed, Ih~1 Ihe b""ks c«ll:ulule the ~«pil«1 

«dequocy "O<".g pn.del",I',1 Hnes ~I",d do 001 Jse mkHior.ul mocks 10 test Irle caril " 

adequ<>:y calCLJ:alioos or ~ssess Clddi'io'wl ir.tcrrnulior. 10 deterlrOn e .f Ihe c"'~il:.i 

ad"'lLJ:.cy is il", Hoe willl tirrTl rJO"s, 

Oll-bu',,,x;e sneel exposures is usually givel as ooe lile ir. Ihe cCllcul~tion. Some ot Ihe 

UK ar.d Australial books ~rovide Irle off-ba: m ce sheel ilems 'n ~ risk we'ghted t~ble i'l 

the S81'1e l'1m l",Bf as Ihe <x,-balaoce sheel assets. This ~rov k1 es Ihe user with .1dditioo.,1 

inlorrn~t or. ~s 10 IlO'''' tile "isk weigltir.gs ',,,ere «~p'ied to I."", oll-bui,wce slleet 

exposures 

As noled above, the Auslraliar. bar.ks provKJed better c«pilal adequocy d,,<:!osure tI"'."l 

bolh Ihe UK and 50Lth Mr>:m baoks. Trlis is rnoslly due 10 'he rocL"!".1 slatemer.ls issued 

by the Austr~lim i-'rudertal Regulala-y Autl.ari~1 

Tr", «dequocy oi « b~'lks c.'l'~it~' io tne respective liers cao ~rovKJe the use, 01 ti,e 

flo m eial slalfH'ler.ts with \reuler GO'lfide'we «s to the SICll)i:i'y ot the b",",k The 

disclosLre SllOOld be irnvoved regadi'lg the ex~lu'wtior.s ot Ine c"'~il~: .,de<lu:.cy 

c~:cu' ~t:OI", al",d tile meallirg of Irle v,.-ious liers 

Additional disclosure requirements 

A briet review ct the lables in Irlis cha;J'er illustrale Irwt of 1m trw d;,;ciosures thul tne 

Soutrl AfriGu'l b""ks scored [X>OIty (W, wose on 11'.e I",ew disclosure requirel'1mls Trw 

olher reqli'erne"ls I,wl Ine b~'lks scored poorly <x, we'e USLJ ai ly Ihe local slm d,.-ds 

recommer.ded diS<:!osures 

The SQi.Jth Mric"" I)~oks a;Jrea-e;j 10 sc u:-e adequaleiy 00 Ir'" IOGul stu'ld,..-ds pre=ibed 

diselosu-es. Tn;s i"",lies tnul« Gullure 01 wl ;;ogl",ess to disclose ntorm~t k:H ", needs 10 be 

ir.stilled wnor.(Jsl the Soulh MriC~I' I)~oks 

Presentation of Disclosure 

Tll;S sedor. I",s beer. i'lCIJded to 'ligl'. ioj11 pm1icu a'ly exce!!elt a- usual disclosure by 

~w~;culw b~'lks, 

Mercar.lile was ~he or.ly b,,,,k ~O ir.~:lIde l)oIll 1-1e risk rn"""9erneot discuss"'. ood Ihe 

ar ... yses dlL'f llle fi'wr.ci:.i sl~lemeots \'Vhile 11'.is diselosLJre l'lade 'Ile ~usk of ""orll,l 

tlw fn u'lci " SWIL'fll8!lts e.%ier, Ihe i·,'ormalioo was 10: ooequat~y luKJ oul fur euse of 

usc 

An ·wesli;Jul ion il",IO 11'·e .'de~LJ""y m d .Jsefuiness of fi''''."lGi«1 r'sk disGloslires io : 'sled 50ulh Mrie"" bcr.ksc 21XJO ~9 
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UK and Australian banKS 

ABSA ir>eluded exlensive diOOJ""ior~ be'ore Ire fI~arcl.'>I "I~temw,ts. Til'" tii"clo:;urc 

was excp.llp.rl lor loe most ~al, l'owovO( lack 0' mlp.rercp. 10 :he ,wi"", ~N ""Idit;onal 

l.1b'es txJtl' in ~M ,,'Ier IIle lir~rcial sla:001er:1 respp.clive" mWp. :he use or (I'e an~ua; 

rp.port dilfk;u1t The cu"er'Cy I)mfie la:>le was usp.ful lor t~e ~riJysis 01 cur'ercy 

exj"lOSures, ABSA " .. a~ one 01 ',",0 Soul~ Afr.c.1~ i).1nk~ 10 ~'es""rI inronnalior: ir: I~i~ 

mannw. 

'rVe"tflC IYOVic'ed cOr'Cise rirwnci~, r '~k corTlmenlwy Inal was imn'IP.dialely fo;io"'/fld i)Y :he 

relev~~t :~ble" L"ck or reloronee '0 11e m,,,,, in Ihp. h.1r>Ci~1 sl,M,n"",',ts rH<lOO (110 

rp.maini"{; risk releva~: irrorm~l rHl t:ir'icuilio fiN 

Fi"'tRa~c', ~s II)e only Irue SW:ll Mrk;a", janeaso.uror, d,sclosod sp.rar~le risk 

ma,'I<l\jCmorj inlorma:ior: for :he ba~kir>(; soclio~ of the grOlJr TI" s rro"fld userul "s It'>e 

risks inewred bY.1n irsLlrw ,n.1,' ' .... .,.glll HlP. t""~r'CiiJ risks cirrererlly 

SI,,,..:j,lCd B~nk CMSP. 10 is"l!€ :Ile" ",',rual repor: anc fir:ancial s:alemenls sop.1raloly. 

:I'"t is Ire unmrdi:ed rH<lnil\jemw,: CorTlII'",,',cacy wa~ in a sopar~le booklet 10 100 iira~ci~1 

RI~lerr""rs. 

BOE WilS lI'e only bmk to be!,in:o cirrerentiale je'woe~ 1/10 policios alld ~rocosses Llsec' 

10 ma~agc lir:aneial risks. Whilo the eiflore~ti~lior 1'0''''; only mooe for credil risk, tile 

1)I"p.Rp.nl,,:io~ iR ro:ed "s being ~ Slp.r ir Ihe rirll't direciion, 

AC'dilior.'>I usp.nJI intorm~Ii<Y, ;>resenled by (I,e UK anc Austraiia~ bar:ks was ,he 

ciflere,',cp. jp.:ween I',eir disclo~ure ,,,xl :he US d"cio,ure scar:carcs 

The l)I"esp.rl.1lky, 01 :M B"rcl~ys 'isk rrm,',.1r1efTlerl irforrH<ltior: WE» ~m"ularly gooe 

Tt'>e risk man~9"rne~1 diRcu~~kln 'wlucled cormr""ltmy or v"riou~ biJ'''l''''" im;>ocleu by 

Illp. fina~c;~1 riRk LI.-..Jp.r re'iip.w This p'oYicles Ihe uSer ,<il'l mo"1 of 11e inlorn"Jtior: 

fP.(iLlired :0 m.1ke.1 r~k ~rotile ",,"essmenl i,', ore "re" of tile "~nuiJ re;>oct Inlormajor: 

was ~ev.,.. unrecp.ssa'ily repealod ard cra.;~-referp.nce5 e~~bied qu/:k occess 10 (I,e 

rolevanl i~focmalion, He accounlir:~ ",olici"" disclosed ' ........ P. l.1irly delailfld at)(: Ille noles 

:0 lI'e fir.1nci,,' st":efTlerb ~p;>r'l~r;,,:e!y ;>rese''itoc 

TI,e risk m~"'.1pefTlw,: ci>;cbsure by N~t,"n~' B~r:k of Auslralia was procedec :>y a 

discll~~kl", on m.1leri~1 b"lwlGes in tile lir'''lGi~1 "l"leme~t". T~is ;>ro", ded :re USo c '.",11 

sufr"ient rrouMir,>!, on lI'e co",:w,:s of Ille firlil~ci,,1 ':~lemer:l~ :>efore discuss'~g 110 

ri~ks a( isinrl Irom 111O~e biJ'''lCe" Tl'e rote" ,,,It: ,uPI~eme"rlwy ,~blos ~reser:lod '.";Ih 

r"{;~rd to h~rd11 r;,;k~ ',,'ere e,c"lenl 
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The abOVe two banks scorllKllhe hl91'\fo$t la!e of cootlJli3rlce ""Ih !he rnematooMI beSt 

pr8Cllce dleckhsL Thei" linaocial staleman!s could be used as IfUWHIlve e~ kif 

SOutt1 AfTlcan books wishin~ 10 I~a Irleir fiMnc<al ,is); disdosure 

An ;nvas~gatlon ilto Ihe adequaqr and usefulness of finaocial risk dis<:losur= in tisled South African banks 2QOO 61 
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Chapter 6 - Statistical testing 

Spearman's Rank-Order Co-efficient Correlation 

Introduction 

I he an,~ys s of res"lts ir tl"e prevklus c~>lplers den;:Yls!r~les It1>11 ltlG'rc is a ,;~nilicar't 

(!i~recerICe in li,e ex:eol 01 disGiosu"e wili"'1 Ihe Sou Iii Afric~r b~'lk,n~ ~cclor This 

cil>lpler >lim:> I(J oo&ess :Ilrcc I'woll'ese~ :0 es:~bli,h wre:her the level of advar'ces, 

""'rkct c>lp:talis>lt",n 0' 'lull"IJcr (Jf shrcr(Jldc', ir' the cOIl~any influences too ex:er't 01 

disdo~ure ~rovided by thc bar'k, Hc st>lti,tical rW(J:t>c,c, wilt be tc~ted U~i'l~ thc nor'­

pa-alneric lne~hod of Speawlan 's Rar'ked Correlat~n 1\ discussio'l of t~e research 

melt",>::! or Ihe tes~ir(; is cortaired 0 Clh'(ltec 3, The ~ypot~eses ere as 10l'oWS 

AII~-rIGAL' IYP(TlIE~ES 

Intuitive Hypotheses: Statisticat Hypotheses' ... ----1 Hypottlesis 1 

Thc cx:crl 01 credi: "isk (!:sciosure is Ki The,ce is rIO COfrelat'on be:weer' the exte'll of the credit 'isk d;~d:.J, urc 

influer'ccd by thc ~ize 01 :I,e i!{!v~'lces wl"en c<X'lparOlCI to ,ile lev," 01 arl','ar'ces on the ba-lk', b .. ..-,CC shee: 

I,,~ance H, There :s a slatislic,~ly sigoiticart corre!at<)o between :he exle'l: of the 

credit risk d;~ck.>surc WIIC'l cOr'l~'Yed 10 \I.e level 01 advaoces or 'he hark's 

bal~rGC sl"eet 

Ilypotl"esis 2 

The exter't 0' 'in"'lCi>li ri~k di~clo~urc H.,; Tl'ere is ro cC<"relatioo l>eweer tl"e exteo~ of tile linaocia! risk disclosure 

cap;talisatio'l at the yem end 

llipolhcsi, 3' 

rn~"kel wl'cn cOr'lpared 10 :I'e nu'kel capit,~'sYion a~ ~Ile year erld 

H, Ti,cre " ~ sla:islic'~ly SiO'lilicarl corce!at:oo hetw","o the eveo~ of the 

fir'anci" r',k di~ck.>surc when compared to lI'e markel cap;tar:sa~ior at year 

er'd 

Tt>c nunbe" 01 sl',rel~dws at year H.,: Tllere is ro correlatioo l>erNeer' the e.te'l: of the fina-lei>ll ,,~k disdo~ure 

erx! i'lfll.le'lCeS tl"e extent or flra ocia! wilen corlpared to the nu 'nbc' of ,harc holdcrs >It ycar c'ld, 

cisk disc~sure H,- Therc is a sWlistica':y sioril,cant correlatioo betw","o the evert 0' t~e 

IirarICi,~ risk disclosLJre 'Nileo CQrlpa-ed to ~he n,,'nOB< of shareho:der~ at 

year end 

The i'llu'I,','c Ilypo!:llesis is olten staled diflwertly to t~e nLJI! hypotl"esis The reasor' for 

tilC diffcrwlce stells from the -:Iirect/ln i1 w~ic~ the tes: is perior",ed The ~tatistic>ll 

ilyp(\:ilG~'" is st~l~n so tl"~t wh~r" ~he ranks 00 Spear'nar"s Ra-lked Cor'el~tior' ..-e 

correlated, the calcul~ted v>ll'--"' should cXGCe(! \I.e crilic,~ yall.le, To assist ir t~is reo,yd_ 

the r'u!1 hypotrc,cs all irdic>llc ill,,1 rIO correl,"'ion e.ists, even w~ere this dillers 'rorl the 

inluih'e Ilypolhesis 

An i'lYeSI~;aIKJ'l irlo the ade~LJacy and uscfulnc~~ of firanci,~ risk disclosLres in listed So"th Africar' b~'l," 2000 62 
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Hypothesis 1 

The level of advartCes maintained by a bank increases the cred;! risk exposure il rands, 

however the trtCrease in the exposure may rIOt be renected in the extent of the disclosure_ 

The purpose of this statistical test is to determine whether a statistically significoot 

correlation exists between the level of advaroces held by the bank at year end (as an 

indicator of size) and the extent of the credit risk disclosure. 

For the sample of 12 So!Jth African banks, advances per the baiartCe sheet were ranked 

in descooding order as were the results of the credit risk disclosllfe score based on the 

International best practice disclosllfe checklist The results of the ranking and their 

differences are shown in the table below 

, SCORES 

Advances ''ii' (R'm( R,", R,", , 

.~ , ( 
, 

( 

, , .( ( , , .( ( 

(0 J% 0 ( ( 

( 41.2% 

" " " 0 0 , 
~ 

, ( ( 

( ( 

( , 38.0% , ., , 

I , 
, 
, 
, 

, 

, 

, " I 2L-

The result of the Spearman rank-order correlation co-el'ticient formula can be 

sllll1marised as Ic>lows: 

• The calculated value lor r, achieved a value 01 0.874 (87.4%). 

• The calculated value exceeds the critical value (O_671) at the 990/, confidence level. 

The result confrms that the 0011 hypothesis is rejected and a statistically significant 

correlation exists between the extent of credit risk disclosure and the level of advances 

The result further confirms the intuitive hypothesis that,.., association would exist as the 

larger exposure warrants irtCreased dlsdosure. 

Hypothesis 2 

The noticeable difference in the extent of Ii nan cia I risk disclosure presented by the South 

A/ric,.., banks leads Orle to question what other factors influence the extent of disclosure. 

This hypothesis will atlempt to anSWer whether size (as determined by market 

capitalisation) influences the extent of financial risk disclosure. 

An investigation into the adequacy and uset'ulroess of financial risk disdosures in listed South African banks: 2000 63 



Univ
ers

ity
 of

  C
ap

e T
ow

n

Cra, West Mast!>r of Comm!>rc!> 

The market capitalisations as at the company year ends were ranked and compaed 

against the rankings of the overall financial risk disclosure Securities Investment was 

excllJded from the test as insufficient information had been &lIpplied to deterrniw m<rl;et 

capitalisatOn. The re&llits of the ranking are pro'llded ill the table below: 

TA9lE tt: MARKET CAP1TAl-ISATION OF SOUTH AFRICAN ~s AT REPORTED YEAR no AND F'NANC~l- RISK DISCLOSlflE SCORE 

Bank 

.,'" . -_ .. -

fl'BSA 

RO' 

;FBe F'ldelity 

i 
iFirstRarld 

i 
lnvestec 

M ercantie Lisbon 

Nedcor 

~egal Treasury 

aamboo 

tandard 
om Ie Size 

M(~t~~P Overall Risk 
R'm Rank Score Rank " " 

- . -----~,}~. , 9,8% " " " _._- _ . 

18,74 , 50,7% , , , 
, 

, 
; 12,2 , 48.0"1\, , 0 0 , --

! 

''"' 
, 19.9% , 0 0 .. ---.. 

3757 , 42.6% , 
" " -j 

10,081 , 51.8% , , 
" , 

"" W 16.9% , , , 
, 

32.500 , 49.4% , , , 
." " 11.1% i W , , 

1 221 , 30.1% ! , , , , 

8,030 , 47.1% , , , 
" " i 

The result of the Spearman rook-order correlation co--efficient 10lmLlla can t>e 
summarised as foUows: 

• Tile result far a sample 01 11 was 0.700 (70%) that exceeds the criticrn value of 

0.618 (61.8%) at the 975% confidence leveL 

• The hypothesis was accepted at the 99% coofidence level. 

The lesu~ confirms that the IlJII hypothesis is rejected and a stalistically signifICant 

correlation exists between the e~tent of financial risk discioslife and the market 

capitalisatioo of the Sooth African banks at their respective yea ends The further 

cooclusion that can be drawn is that there ,s a difference t:>etween the disclosure of the 

lager Sooth African banks and the smaller Sauth African banks The intuitive hypothesis 

roode is hereby confirmed, 

Hypothesis 3 

Intuitively, a further factor thai should iIlfiuence the extent of any disdasure in companies' 

fonancial statements would be the numi:>er 01 shareholders and the extent to which those 

shareholders have access to the financial records of the company. As listed companies 

An investigation into the adequacy and usefLllness of fina'lcial risk disclosures in listed South African banks: 2000 64 
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have been tested in this study, it is reasonable to assume that for many 01 the 

shareholders, the annual report provides th~ bulk of th~ information they will receive in a 

year. 

This hypothesIs seeks to examine whether the number 01 shareholders at year end 

infilJef1CilS the extent of the financial riSk disciosure presented in the aronual financial 

statements of the South African banks 

The results of ranking the banks by number of shareholders and by overall f.nancial risk 

disclosure score is presented in the table below 

TABLE 12; SOUTH AFRICAN RANKS RkNKE~ AY fJ.Jf\HlER OF SHAREHQDERS ».IJ,O\f.ER~L FINIlNCIAL niSI( DISCLOS~E SCORE 

, OM' Shareholders 
, 

Rank Overall Risk Rank , .' ABSA 71636 , 50.7% L , ., , 
42.6% 

, , 4 " irstRand 25.884 , , 

! 
, 

tandard 25140 , 47.1% S ., , , 
.. - .. ,-------; . 

DC 
_000 . 

""'oc 
Mer<;antile Usbon 

nvestec 

Regal Treasury 

Sample Size 

. 

21.908 , 48.0% , 0 0 ._, ,. , 
11,081 S 30.1% , ., , 
8267 S 49.4% , , S 

6.434 , 16.9% , , ., , 
. _-- . 

:>,788 , 51.8°", , , " 1.501 S 11.1% S 0 0 . , , , .. 
The result of the Spearman rank-order correlation co-efficient formula can be 

summarised as follows: 

• The calculated value for r, adlieved a value of 0.300 (30.0%). 

• The Caiculated value does not exceed the critical value (0.600) at the 95% 

confidence level. 

Only 9 01 the 12 banks were evaluated in th'ls test as Ihe books excluded did not provide 

the appropriate disclosure in their annualfinoocial statements. The banks excluded were 

ABIL, FBC Fidelity and Securities Investment. 

The result confrms that the null hypothesis is accepted and no statistically signifICant 

correlation exists between the extent of financial risk disclosure and the number of 

shareholders in the South African banks at their respecllve year ends 

The intu'rtive hypothesis is rejected. A possible reason for the hypothesis being rejected 

is that most 01 the banks have targe institutional investors ooding the majority of the 

shares. The majority Investor may be able to influence the extent of the financial risk 

disclosure. 

An invest'\Jation into the adequacy and usefulness of f.nancial risk discloslres in listed South African banks: 20C10 65 
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Conclusion 

I-I", ~e~el or ddv2o'lGC~ 2o'ld "'2o'tel capit" 5mioo appea:o inflLlence the e~te~1 ot ri""~ci" 

ri,k di'GIO~lIre presc'lted i~ \I.e d~oua~ fio~nGi~1 statelreo:, or II", listed SocFh A!'iGd~ 

b2o'lks As \I.e I,.-gc.- books ,.-e more "'~t>e (I.e. less susceptll ie to fluctuatior.s :~ trw 

maket) and prepaed to disclo'e Irore informa;io'l :hem thc sr""ler b2o'lks li.c. arc Icss 

Goocen",d ""out "'drkct rCdG.io'l or Jre io a !>Cac;, position to m~nage mwket reac,;oo 

a'ld pcrcept""', o'le cd~ coociudc tMat .he poor resules ~chieved 'n tMe discklsure scoring 

stem morC frC>:ll ~ lack of wiliirg1ess (by 'he smaller b~oks) to disclo'e tl", ~ppmp{i~te 

iororm~t"'" r~tl,er 'han ~n in~b<I:ty to do so I: wQUld ?ppeJr th~t II", nLJlrnel ot 

shJreho der~ " II", GOITIP~Oy does no: ilr;lJG' the e~tent ot "rlJ'lGiJI (lSk disGlo~u:'e, 

A~ ,we>;tigatkln ioto the adequacy e<l'd U~clulness 01 f"~I'ciai risk disclosures in !i~tcd South Mrican banks: 2000 66 
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Introduction 

Research problem 

Research questions 

Chapter 7 - Conclusions 

Conclusions and Recommendations 

Six resesrch questions were derivoo from the main research problem The main 

research problem snd the rese",-ch qJestions have been listed below The results of the 

six research questions csn be classified into 10llf key grOllpS, name~ the extent of 

disdosure by the South African banks, the extent 01 disclosure by the international banks, 

the impsct of a South African bank's size on the extent of disclosllfe snd the infiuence of 

shareholder numbers on the exterlt of disclosllfe by South Mrcan banks_ These lour 

groups were used in this chapter to discuss the concluslOns_ 

This chapter also provides areas of further research that resutt from the scope 01 this 

study_ These areas of further research are discussed briefiy below 

The main research problem this study aimed to answer was: 

he linancial risk discbsures of listed South African banks both adequate and useful 

when compared to internat.,nal best practice? 

This problem was sub-divided into six research questions that attempted to address the 

scope 01 the protlem ss described in the previous chapters and listed below 

This study soUillt to answer the following six question~: 

• Is the extent of financial risk disclosure 01 listed South African banks adequate in 

relation to toe,,1 reporting standsrds? 

• Is the e""ent of mandai risk disclosure of listed South Africsn banks inadequate 

in relation to international best practice? 

• Is the extent of f t laneial risk disclosure of a sample of listed United Kingdom snd 

Australian banks in relation to international best prsctice better tharl the linancial 

risk disclosure of the South African banks? 

• Does size, ss determined by levet of sdvances, inftuerlCe the extent of credit risk 

disclosllfe by listed South Mrican banks? 

• Does size, as determined by market capitalisation at each bank's year end, 

inlluence the exte<1t of fl1arlCi<l1 risk disclosure presented in the snr>Jal reports of 

listed South African banks? 

• Does the number of shareholders of the listed South Afro::an banks influence the 

extent of linancial risk disclosure presented in the annual report? 

An 'Iwest>gation into the adequacy and uselulness of financial risk disclosures in listed South African banks: 2000 67 
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LOCJi slandJrd~ 

n", Rmpiric31 ~nd quulil3li.,.e eonr;iusiOfl3 dr"wn from the 'esults 01 thR wor" perla-mRd 

on thR s3mples dr"wn "",, disw.3ed below 

Extent and adequacy of South African banks financial risk disclosure 

B"sOO un" qu,,:itative 'eview af the rates of compli3nCR or ;1"" Sw;h Aft'ieem bUflb with 

reg~rd ta the discklS(Jre "equired !)y U"" loed repcding stafldard3, the bafl<5 ~ppe~r ta OR 

complying 3dflqu~I"y (,e (;re~te< IIwn 50'/, eum>"ianooj with the sl,.,da'ds Fa- thR 

mosl p~rt, the b"nks "PP"'"r to h<''1e scwed a~ove f31l'X. 'i'lh:le thR p.,.-cent~oes 

dele<mined "3 udeqcde "bove "re deb"tab'y so follawing the 'RIR~se of cirC,ll~r 8/99 by 

SAleA it CI1LSt be noted th"t the eirc,lla' w~s only Rft'ecti',e roilawinD its cele"se in 

Decem~w 1Y~) It is expectfl(i th~t GOolpli3nce with C,V,P will improve 3S ~ resul; 0' ;1"" 

reie"se a' th,s ciruj"" 

P~rt or thR re3son 'or the b3nks nol scarin(; HlO'}:' campr'~ncR is th~t same 0' thR 

discklsure 3itrib"les 3fR reo:;ao",leIlde<J ~rxt nat required Based an Ihe design d this 

stcdy. i(en;ificdian 0' the split !)etween required ~nn rflCamr-.e<lcOO nisclosure woold 

helve ir'l~"red IIle results An ~SSRssmRnt of Sooth I\'rican petta-m"nCR 3gainst oesl 

practice 1'1"3 the ({,,;us_ This neg",;ed the neceSSity ;0 dislin(;uish betweoo requirfl(i arxt 

'ecomcooflded d,,;.cjusures_ Fo' thi3 'euson. ;1"" quulit~ti'le conclusion w~s dr~\'''' th~t the 

b"nks comply "dflqu~tely with tce loc,,1 stafldard3 

Internationai best practice Tile extent af fnune ~I risk discloscrR prO'lktec by thR South Nr:on b"nks agaiflst a 

derived iflle<'rmliand best prewtice chflCklist s 'mally in3nRqu~\e, Only two af the twelve 

South Aft'iee'" bun<3 ",,-,ared "chie-,.ed scares ot ore~tRr thTl 5()'~,:, tor 3; 'in~nci"l risk 

di,;.c;03we P"rt 01 IIle poor discklsure p"'rlornunce c~n he ~ttrioutec ta cert~in lac~1 

st"no;"ro;s (based un Ihe sl""(,,,(13 01 ~I"" lASe) na; I)e;no efectr,e far thR ye~r under 

'eviRW (e ,g, fie 1 33 · F rlanc~'1 in3truCI1efl13 - RecognitKln und Me"sure<nenl"j, 

The cunclusions th"t c"n be d'dwn wilh re(;urd to rin"nciul ris< di:scklsure by Iistfl(i South 

AIric"" b"nks T'e "s 'allows' 

1 IhR IOC31 cepa-ting st~nd~rd" 3fe inadequate with regard to 'iflun",,,1 ris, di3c;asure, 

and 

:2 the "nanei",1 ri3< di3ciosure pro'li(ed by South fltric~n 'Almp..~nies is inadequ~te fa­

users to 'u;iy ,In(\efstTlG thR risk Vafiie a' the companies 

Bused on the '~te 0' calr,pli~nce be.,g a praxy fur use'ulfle33, the ""nu,,1 reports ar Ihe 

lis;ed Saulll A'ric3n b..~nks ~re rat as useful "s they cuukJ be fur II"" lx,nk's 31"kehalders 

to m~ke ecoflun",ic decisicx13 

An investi(jdian nto the C\dequ"cy ~fld usefulness uf fr laflc;,,1 f3< disclos" "es in i 'sled South fliric3n b3nks 21XXI f3~ 



Univ
ers

ity
 of

  C
ap

e T
ow

n

Cral ' West Master of ComnlCrcc 

Extent and adequacy of UK and Australian banks' financial risk 

disclosure 

Tllc UK <Cld Austra lian banks performed much bettcr 111":1 tilcir South Ahcan 

counterparts Cace shoJld be lakel1 wilen il1twpretcoo the r"tc ot com~iance 0' the UK 

ane Australiil..l bil..lks Only the top 5 ani: 3 banks rc>;pcctiYcl )' by ICYe> of adVil..lces ",.,..e 

scledcd for scor~lg This inhxj uce~ a bi:::~ to U'e result Hc...... evcr, il tlIC I"egest five 

South Alri"".l ba.lb ace i.oclu(:e(: witl, the UK a.o(: AustriJ":I b~:Iks ":Id thesc b"nb "ce 

r~nke(:. G 01 tlIC 8 'orcign corrpan;es rC""iewed pcoviooe better fil1:::ncia' risk disclo~lIre 

tllan the South Ahcan barl<~ 

TI,e co.oclu,ion can 00 dr""':1 til~t the 1,'Ianei,,1 statemcnts of the UK aod Au'tralian 

banks provide beHer ~ne ,nOrc usC/cll informat",l than the South African banks B~se(: 

on II,," resulb ot the sooei:I<J, thesc banks ""n also impro','e certai.l wea~ 0' tl'ei, 

di'closure In otllee ~re~s. these loecig.l banks ""n serve :::~ exalrple' of allPropti~te 

disclosurcs lor Sooth AI~ean banks soo",.og to prov'de ilrproved tin".oci~: r'sk disc:Osurc 

The influence of the size of the bank on financial risk disclosure 

Tllc rcsulb at tllC intcrnatio,lzl best pi'actice chocklist for the South Africa,l bal1k~ 

rc .. ca'cd a I~rgc rangc of rcsults, with the top scorir>;) bank acl'ievil1O a coml~i;l.oce 

percentage of 51 8 il..ld the I",,'est ,coci,'lg bank :::cllieving a co tTfl liaoce pwcent"'fl 01 

'J,8, In w1 attcmpt to adercss thesc differer>:es, stati,tic :::, test, "'ere em~oye(: 10 

cstab'isll wllethcr an "ssociat on existee between 

cree't risk e i~ciosure and the le','el of ad"ia.oce' and 

2 'i,l"ncial risk disclosure and "':::rket capiU "",tiol1 

It w~s tou:ld tll~t in botll case~ tllL'I"C is a Sig.lificant statistical cocrel:::tion bet",een these 

~:tributc~, Thc conclusions 'cscllt i:I tlIC i:ltuiti .. c 11)'potheses being acceptee for each of 

the abO"ie tests 

The influence of shareholder numbers on financial risk disclosure 

TI1roughout this stuey, the neoos 01 tllC uscI' 11~"c been 'clecree to willi 'cgare to tllC 

inlornl"tion provieed in tile ":H'u~1 rcpoets A st~tistiGiJ test vms pcrlom'cd to Ic", Ihe 

~"ociLlio" betWCC:I tllC :Iumber 01 sh"echoldcrs il..ld thc extc,lt 01 financi"i risk 

di""lo~ure II w~~ tound th~t 'Ilcre is nO skbfc~lIy sionili""nt eocre>~tiO:1 betwec:1 tllC 

numbw of ~harooo;ee," and the ex'ent of banei:::i risk disclo'LXe. It Ca,l be cOl1cludoo 

111~t it;~ mt the toliJ :1un'ber of sllwcilOlecrs bu, ralher other rrarket forces or parties tM' 

inllue,')Ce the extent 01 'in".oci~1 'isk di~clo~urc, 

Areas for further research 

' .... hi:e this study has loclssed on the listed banks, much 01 the finil..lcial risk discioswe 

iecn,if.,d he'c is L--quiJly allplieo<blc to ecrivLli .. cs tr~de'~ listed ;n tllC kmnc'al sCrYices 

-_ .. -=====~~==;c;c-A:1 invcsligatio:1 i:110 the adec;uaG)' ":1d usdLJ,ncss oi 'inil..lciai risk eisciosures i,llistee South Ahcan balks. 2UlYJ b9 
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""ClO' ThIs study C<JJld be bo'oadl."ec 10 ndul1a tl'osc wruparlOJ>, o· atemativtlly lie 

res&arc1 met10<1 Jdupted If" t~,~ ~Iudy could IOCIISS6d purdy un me discloswe W.t1 

'&;lil'" t1J rlllfiv",,,,,,,s 111<: ..we!;' r.ould ~1S<') he nrwdMEI<.I lU In~l.lde tr.e US ir tr.e 

OOSlysls 

T1C ro..ce.cn n,el,od "p;>l",r! IfI 11'.06 Slu!1y could ll~ appioL-d ~'GlJlllly 10 nther aspe';!s 01 

d,sclosu' 8 In ditler ..... ' industries. 11", '8. bMI ;>ractu;c id.",Lfi"d and used liS" ~'m81'1< 

.. y.unt 11'10.: Soon Africar disclOS'1I8 ;I'OVIrIed ir !he annu~ fin1l1'c-!li ~l<Ilcrncnt~ 

All inVeSI '<JII'"on ,do l1C a<.ic<pocy amJ US81ulness uI hrancial ~s\( (j,srJoswes ir listed SOL 1". Afrl!:iI/1 !mnks; 20CO 70 
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Appendices 
Appendix A - Best Practice Disclosure Checklist 

Source' 

Policies "fld Prudiccs 

~~~~~ .•. -~l:~close olici.,,;, mctice~ "nd methoos used to I~t'lge !:.redit ,'isk 
4 Disclose poIic'e" P:"C"CIlS and methods used :0 account 10: crfl(U 

pxposu!es, iCiCludir:".::L --. ",e""., il-----~"'''.----l 
4.1. Basis 01 mpasurement lor asse:s at in.tial cecognition ano '" ,U.I t 

""riexts 
42 Trpa:ment , , 

01 SPcLJ:ltisat:on trarsactions and ot~e.- activities t~at shil- or 

" Jnl 

'I L 0: as gro,JpS 
t, t 01 tl,e allOl'.'ances 

" t .r I 

,Ii'twences hetwOOIl pst:matoo 

"" 
, 

" 

nt. I 

, 
it· on 

at)(lior mitigatp 

An invest.gat"". into t~e adequacy ""J usefulness of r Ilar·.:::al (sk oiscloslJ'PS in listed SOJth Mrican banks 2000 /1 
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, 10 Disclose ;nfor"",l>c>r or lechrkrj;'s a"d -
_ {i I 

" 

1 'I'. ;>erformaf'Cc o'{cr lime mooe, 

lJ I. 

, , .Il curren, ex;)Osure. 
aVLyagc 

I . r: 
exposurc aM 

exposures, 
''-''l'licc;blc, fuleKC ~olerlia cxposure, !)y rn';jor 

'1 . I 

9","9-'.ajl'l r al mea 
Disclose Informalim 

I rli Il 

" 

I crecil ex;)Osures 

a~oul gro~~ GrcGil cxposure, by maio- calegor'es of 
sharehdders, dirL'<OIa-s aM o:hcr relaled ,~mJ;cs ,;s we, 

in'orlnatioo ,;boul lISe 0' cree;1 
.11 I I 

I are ,j""e 

ill 

Ii i 

" . I I 

~re rhe e,;>ec:L'd jnGcr tl10sc arraogernen's 
arnoorls d Jsscl~ sold ,;m: expectec I~ses 

PrO"iee sulTlllmy in'orrnalK>n a!)Qui Ihe " rernal "~Iiog process anG 11' 
of its GrcGil exposures I.e_ quailly 0' credil c,posures I' " 

, 
gengrap'lic mca 

I 
22_ . rn 

, 
;>asl I 

of pa~1 cue credi: eXf>Osures i 
; aod OthLY allowaoces eslablis~ed ~gai%1 , 

!!, r I 

, , 
m 

or-igioal agroorne(l" 

, 

81S 

ll!S, lAS 3Y_ f70(d) 

37,86 

Ao ir vesligalior n co I~e adequacy ard usefulness of fioarx;ial risk Gi~Glosures n lisled Sowh Afr-car bao ks; 2000 72 
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-I i, I 

i " 

'f nTl Ji 0" tlw dfeci of hedginr, on ",COrTle 

t'1e policies ~nd proctices used to measure and Tlanage m?rket (sk 

, 

of m~nagin£ market risk e~po"lI"''' I"clu(iinr, Ihet-

~sk 

~oIi~'es ~nd ~",ctices un tile "on IraDinr, po;1'olio 

Risk Management 

33_ Diseiose i"furrTlation e~ tl-", m?nagemooL struetu", .,ld orr,a"~EJion 01 th~ 

deser·be.,ow =rkd risk ~,i&es in t'1O&" E,cP"'ties 
;nfor=tien or' tlw rTlarkel :isk rn,mCl\;ernent ?nrl contrel 

. ti 

" 

ExpcSllres 

, I III i 
Ii .t 

medels used (ir '''. r ' t;, 

-I exposures 

-, " 
~OOJ: m..-ke:" rneE,&urerTl~nt 

performance over tirTl~, mODel 

",,,,---~ 

13 107 

A" iny~stg?tien into:he ackquacy w'd u&"~ulness 01 finiO:lciai risk dise,oscl"'s " lis,fl(f South Alr'can banks 2000 73 
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, 43 

I 
42 ,3, S;~tus __ o! deve,'qw-.err of sl1Ch ,1lOdeis 
Ircluc'e a se'1Sijvity analysis, including hY[lothetical changes in rlarket 

~ndffite",Ci~:::::::::::::::::: ____ ::::::::::::::--
Interest Rate Risk 

Policies und Practicfis 

, 
, Or' tne key ~ssun-~tio.1s used .1 :he above " •• ";cCO"'"',,,.,.;;:;;;;;-j---­

I,: 

, rate risk 
risk ar.se~ Ir' those 

I,: 100-767? ~~-------

exposures 

" r' 
-~te ~rd n",;uLty , 

rate cha'1ges 0'1 -he eXI)()s<JrBS to i"erest 

rate risk "';;;r----';o;CC,-,j-;;;;;CC'----l ~6 ProvkJe i'1'Ofrlation or contrac tual re~ricir><; anc' w'.:urty oates as ~ as "1 
poss::>le char><;es ,n :he l"tlJrB arcJ key asslJ "11 tio'1S 11ace abo<J: I"ture 

61 Disclose :he avecage bala'1ces a'1o i'1terest 
c,ategory 0~1,:eres: -,)f1arirg instru""'.1t , __ _ 

, , 
, 
, 

" " 

, 
Ii ( ) 

rlO<Jel 

, 

earrec 0' paieJ. lor eacl, 11aterial EO-7675INL) 

100-73A111 (NL) 

Ar inves ti[l<';iCY1 into the aJeq"ocy a'lu 'Jser l,1 'less 0' iinancial risk c'isclosures in lisled South Africar ;}~rks 20M 74 
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I 64, A discussion 00 the key assu"1'[ions user. i~ the OOOVH rrelhO<Js Jnd praclicf.S 
should t>e induded. 

! 5~.----u;sc:UsSih~ap~,~i;o;, of Ihe pOliCies oot~f. I , 
, Risk Management 

on loe rra~agerre~t. slrL'clure ~nd ,;,"C,"';;;;-;;"c;;t-----------­, 

,. 
, . 

" Ii 

Exchange Risk , 

II Ii 

I' II 

" 

, 

of liq,Jidily risk In '"f. VJflOL'S 
'r, I Ihose activitif.S 

" rrsk ma~ageme~1 aN ";",,,t 
ur . I " 

, 
, . 

ma~ageme~l, slruclure and organisallon 

anr. descri!)e I 
i~fOfrl"'ior, 00 

" " 

CJrrerq' I . 

, 

, 
managemer< , 

" 

(indur.lng risk faclors 

r .1 10 Ilw. firrl risk 

). 

ELJ-756,:! (NZL 
~RS 13.02 (Ut') 

Order of: CDlJrlcil {NT:, 
Oreer 0' Cou""iIINT:, 
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cornprising Tier " 

" II il 

cr""lil &lLJivaie<ll 

, 
risk (inciJui"y " c'swsslon of 

as ' ; PrLJ(lential ".,'; "'"""iC'l 

,1S J ' 'fl. 

'il 
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Appendix B - South African risk disclosures (extracts of 

AC 120 and AC 125) 

" 
I items are disclosed as assets 

iii or CQ;ltirogeocies arK! COrmlitments, 

off lI1c<>lectibie loan",~,,~-iO;;;;a"--l------'iiC-----~ 

lor management comm&ntary t aver2lgft i 
average interest assets and average interest 

period. Where assets and liabilities subjec! to unusua,o .;'0''';;'1 
r<lles have a material impact On intfirest locorne Or ~ 

is iocluded in the cOrmlentary 

cash, call depOSits and baiartCes with the central bank, 
govemment and other securities held lor dealing purposes, 
placements with, and loans and advartCes to, other banks, 
other money market placements, 
loans and advances to customers, arid 
investment securities, 

Liabilities 
deposits Irom other bankS, 
other mooey market deposits, 
amounts "",ed to other depositors, 
certilicates 01 deposits, 
promissory notes and other liab,;tifts evidftoced by paper, and 
other borr"",ed funds, 

; 

~ bank shOOd disclose the fair value of trading invesiments ood the fair ""'e""I------:,,------c 
oo"tradlng investments where these differ from their canyirog values. 

ere a book it 
'15k5, including luture Iossfts and unforeseeabie risks or 
ddition to thosft for which accrual must bft madft il accordancft with 
f Genftrally Accepted Accollllting Practice, such amO\Jnts 
eparatft~ disclosed as resel'Jes, Transfers to and from resel'Jes 
isclosed as an appropriation 01 retained ea"nirogs or as increasfts In ';';'~4 
arnllgs. 

hft users otltle fil11lncial statements need to kn<MI about the W",',;;;;;;;;''',.~------3"-----, 
"evocable commitments of a book because of the demands tIlese may put on i 

~ iquidity and solvency, and the inherent possibility of potentio.lliosses, Users 
require adequate informatioo aboot the nature and amount of off balaoce 
'transactiolls undertaken by a book. J 
All investigatioo into the adequacy ood usefulness of linar>eiai risk disclosures in listed South African banks: 2000 77 
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'f. bsrlk shoold disclose an analysis of sssets, liabilities and orr balance shee 

r,::
.'tems into relevant maurity groupings . .411t is ess"<ltiat that the maturity period 

filed by s bank sre t~e same for sssets, I'abm'es ood off balooce shee 
tems, This clanfies the ext"<lt to whICh the matunUes are matched ood t-h 

;conseqoont dependence of the bank on other sources olliqwdity, 

~ bank discloses an anatysis expressoo in terms of contraci.LiiiTmaturitieS~-iii1 
~hese disciosl.lfes sre suppiem"<lted by a commentary ss to the likeWlood 0 
~epayment within esch re~yment r>eriod in order to provide users with a ful 
~derstsnding of the msturity groupings 
,==;i;;;;;;;;C;;-;~;;;;;;;;;;~e>;;;fu=-;;;;;;;;;;;;c.;-=;d--- ----. 

~
nag<lment provides, in its commentary on the fin<lrlGiat statements, infc.-m~,~":: 44 

bout the effective periods and about the way it manages and controls the risk 
d ex~sllres sssociated with different maturity and interest rate profiles 

he managemoot 01 liquidity risk otten iIlvoNes the arrangem6llt 01 short terr 
redlt facilities and other short term lundlllQ arrange moots, In order that user 
an properly e .... luate a bank's liquidity risk. the existe~ce 01 these arrangement r disclosed, 

o demonstrate the bsnk's exposure to interest rate risks, a barlk msy disclos 
epricinQ grol.l'ings, These groupings are bssed on the rem<lining period to th 

r
ext dste st wh:Ch interest rates may c~snge. Msnsgement msy slso provide, i 

ts commentary in the finsncial statements, inlormation sbout exposure to interes 
ate nsks and shout the wsy it msnages and controls such ex~sllres. , 

! 

A lJ.ank sholild disclose any significoot cOllcentratiOlls of ~s assets, tiabilities sn-t---­
orr balance sheet items, Such disclosures csn be made in terms 01 geographical 
areas, customer or i~dustry groups or other cortcentrations of risk, which sre 
'appropriate in the circumstances of the bank. GeolTaphical sress msy comprise 
individual countries, Qroups of countries or regions withill S COll!ltry: customer 
'disciosllres may deal with sectors such as governments, publ:C authorities, snd 
pommercial and industria enterprises. 

ffhe disclosure of signifcant net Ioreign-currertcy exposures is slso-iljseiUi­
~dication of the risk of osses arising from future changes ill exchange rates, 
Management msy provide commentary on the wsy it maMges and controLs Its 

,foreign currency exposllre_ c~"",;'Cc',",'''",,,cccccc~",,=c.cCCcc''''''cc'''.------m------j 
OiiiClose--details d the movements in the provision for losses on loans and 
'<ldvances during the period. These movements will include 10alls and advances 
written off, loans and advallces previously written off thllt hIlve 00611 recovered 
during the period and the incre<lS6 Or decrease in the provision during the period, 

""" PisCIOse sepsrste amounts, st the balance sheet date, of the specifIC bad debts 
p-ovision and the general bad debts provision, A bank d:sdoses separately the 
amounts 01 the specilic and general provisions lor losses on IDaIls and advances 
at the balance sheet date and the moveme~ts in the provisions dLTing t~e period. 
;The movements in the provisions, iocluding the amoonts previousty written off 
'hat have been recovered durillg the period, are shol'.\1 sepst<ltety 

t"_ bank "",y disclose -the sggre9a"'eC;;_;;;;;;;;,",-;;"Ci""o;;",OC,','"C;""'""~;;;"e"C;;"Ci,,",;c-------"---­
alance sheet date On which interest i5 not beinQ accrued IYld the basis used to 
etermine the Cilrrying amount 01 such loans and advances, Disclosllre may also 

made of the amount iIlduded in the balaoce sheet for lo""s snd advsrtces on 
hich interest accrued is not recognised as income 

bsnk discloses its policy for writing off lI!lcollectible loans and advsnces 

p'.,:""m6lltary shocld be given on the wsy the bank manages and controls the 
Ifferoot components of banking risk 

riSk management ~icies and procedures, and the nsture and extent of the rLsks 
o which a bank IS exposed. 

N1 investig<ltion into the adequacy and usefulness of tillancia risk disciosllres in fisted South African books; 2000 78 
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!~~~~, W~"~"="="S'io"~,,~,,,,,,~gO~e:YC""'"'""'"'"m' .• k"C'>"'~("'~==========F====="~9====_=1 
:A. discus~ion of management's ~icies for contlUling the risks associated witl1 44 
I I instfllments, ioclLJding policies on matters such as hedging of risk 

avo\:.J3J1ce 01 undue concentrations of r~k and requirements leo-
II aI_ to mitigate credit risks,provides a valuatJle additbnal perspective, 

~ich is independent of the speCific Instruments outstaoolng at a partlclllar time. 

~n~ass, create a , ( 

, 
, ( 

, 
:e_t~ t~risks set out in 

warrant disdosure K1dLKle: 

( , 

i 'i 

, 

45, terms ood ( 

, 
. su'Ch as f~tT:r~:tO;at~ 

, 
" , 

~_~ i i 
amount (referred to as the 

lytot,hei _ t,; i ~-: 
be exercISed and the exercise 

SDme other asset or 
including the period in which, or date at which, the options may be 

and the conversion or exchooge rat)o(s), 

~ 
, , 

, 
I nthecaseota' t, or I , in the ca,e of a 

i i 

eo/ t , i ,hfiOWS r a 
than the enterprise's reporting currency, the currency in whdl 

, " , 
"'i" ('I ,,, <0, " , '(, <0, ,,,,, 

iIJ;;;;c ,', . :'.".~' ':", 
!-voold significantly alter any 01 the other terms, for example, a maxirnJm 

irati:;> in a bond coven""! that, it contravened, wO<Jld make the lull principal I 
bond due and payable irrrnediately 

" " , ( 

". 
( "~"",,. " 

t ' tr repricing and m~urity dates, an ' 
i ,e~~y elect to disclose inlormah::m about expected repricn g Or m~urity i 

dates diller signifICantly lrom the contractual d~es, ne ! 

to i 
i "i 

I disclosure olthe fact that it ~ based on ' 
of future events, and explan s the assumptions 

I or maturity dates and how those assumptions differ from 

I iii 

An nvestigatkln nto the adequacy and usefulrIBss of Hnanciai risk disclosures n listed South African bank5: 2000 79 
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" 

, 
liabilities with a fioat;"g interest rate that i market rates 

, , 
" " , 

I interest rate risk exposure of or "conversion" 
, such as interest rate swaps, 

t ill i I 
and extent 01 its exposure In the case of a securitisation 

01 fl1ancial assets, this information normally incilldes the 
01 the assets translerred, their stated prn cipal, nterest rate and term to 

it the term~ of the transaction givir>g rise to the retained expOSllre to 
In the case of a commitment to lend funds, the disclosure 

II the stated principal, interest rate and term to maturity of the 
t and the signilicant terms of the transaction giving rise to the 

" ~ , 

havirJg 

Ii i 

, , 
or more 

, , , , ~, ,,, 

" various future time 

" , 
i I it risks, into separate 

instruments havn g substantially different 

, , 

An nvestigatior1 n to the adequacy arid usefulness oIln aociai risk disclosures n listed South African banks: 2000 80 
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n some t:ircumstances, an enterprise may be able to prov(1e usefUl inlonnation 
lit its exposure to interest rate risks by indicating the effect of a hypothetical 

anQe in the prevailinQ leyel of market interest rates 00 the fair value of its 
inancial instruments aoo future eamlnQs and cash now. Such interest rate 
ensitillity information may be based OIl an assumed 1 % change in market 
nte,est rates occurl'ing at the balarx:e sheet date_ The effects of a change in 
terest rates includes changes in interest income and expense relating to 

rJwting rate financ;"1 instruments, and gains or losses res lilting from changes in 
Ihe fair value of fixed rate instruments The ,eported interest rate sensitivity may 

restricted to the direct effects of an interest rate change OIl interest-bearing 
inancial n struments on hand at the balance sooet date, sirx:e the indirect effects 

a rate change 00 financial m<lrkets and indivKJuai enterp,ises cannot mlrm<llly 
p,edicted reliabjy, When disclosing interest rate sensitivity information, an 

terprise indicates the basis OIl which it has prepared the information, including 
ny signifICant assumptions 

or each da" of financial asset, both reCOQnised and unrecOQnised, an 
terprise ,hould disclose infa-mat'Kln abollt it, exposure to cred'~ risk, induding: 

althe amoont that be.t represent. its maximum credit risk expo. ure etthe 
alance . heet date, without taking accolll1t of the fair value of any collateral, in 

,he event other parties fail to perform their obligation. llI1der financ'lill 
instruments, and 

\b )significant concentrations of credit risk 
An enterprise's maximum poIentialloss from some recognised fonancial assets 
may differ siQnifocantly from their carryinQ arrount and from other disclosed 
amoonts such as their fair yalue or principal amount. In such Circumstances, 
:additional disclosme is necessary 

~o inform !inanc;"1 statement use,s of the extent to wh'ich' exposure to credit risk 
t a particular pailt in time has beoo redLJCed, the enterpfise discloses the 

:e~istooce and effect of too right of set-off, whe!l the fnancial asset is expected to 
be collected in a=rdance with its terms, When too financialliab<lity, against 
Mthich a rg,t of set-off exists, is due to be settled before the fnancial asset, the 

nterp,ise is exposad to credit risk on the full carrying amollllt of the asset, if the 
ollllte'party defaults after the I;"bility hss beoo settled 

hen a master netting arranQement siQnif>eantty reduces the credit risk 
ssociated w~h f J1 anciai assets not offset against financial liabilities with the 
arne Cl)lJnterparty, an enterprise provides add~ional informabon concerning the 
ffed of the arrangement Such di,closure ndicates that 

e)the creen risk associated with financial a""ets subject to a master netting 
rrangement is :i~:nated only to the e~tent that financialliabilittes due to the 
arne coonterpar Will be settled after the assets are realised, and 
b)too e~tent to which an enterprise's overall exposure to credit risk is reduced 
hrough a master nettinQ arrangement may chanQe substantially within a 
hcrt perlOO following the balance sheet date, because the exposure is affected 
y each transaction .ubject to the arrangement. 

t is also desirable for an enterprise to di.close the terms of its master netting 
rrangements, which determine the extent of the reduction in its credit risk. 

isclosure of concentrations of credit risk include, a descr'ptioo of the snared 
haracteri,tic that (1entifleS each concentration and ths amoont of the ITl<lximum 
redit fisk e~posure associated with all recognised and unrecognised financial 
ssets shsring that characteristic 

-- --------

r 

n 

--- - ... _-

" 
" 
n 

" 
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Appendix C - Sample of Companies 

Year-end 
, ; , 

" 
Appendix D - UK Companies selected 

Appendix E - Australian Companies selected 

om an : 
~ai.~slralja Bank Lirr1ited 
"estnac Bank'n CO'" alion 

ustralia & N""", Zealand Bankinq Gro~ Limit£<J 

Adv.a.l1ces to banks(m): 
511,120 

$4,006 

$3472 

Advances to customers (m): .. 
$165,620 
$107,005 

~ 1 04,063 

An ;;west;gation into the adequacy and usefulness of financial risk disclosures in listed Sooth Alriean banks: 2000 82 
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Appendix F - South African Standards Scoring Results 
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