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Financial
Normalised1 return
on equity

Increase in normalised1 headline
earnings to R13 153 million

Increase in normalised1
headline earnings per
share to 960,6 cents

Increase in
distributions per
share to 386 cents

Total normalised1 assets

Growth in normalised1
loans and advances to
R650 billion
1

Results normalised to reflect substance of Black Economic Empowerment Ownership (Tutuwa) initiative and group shares held for the benefit of
policyholders, refer to page 83 for an explanation. With the exclusion of the annual financial statements, all figures quoted in this annual report are on
a normalised basis (unaudited), unless stated that they are on an International Financial Reporting Standards (IFRS) basis (audited).
Headline earnings and distributions
per share (cents)

Headline earnings (Rm)
CAGR (2001 – 2007): 20%

CAGR (2001 – 2007): Headline earnings per share 19%
Distributions per share 25%
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Performance
Higher interest rates and household debt levels in
South Africa resulted in the group slightly exceeding
its published objective for the credit loss ratio.

Actual
20071
%

Objective
20071
%

Achieved
2007

Objective
20081

Mediumterm
objective1

24,8

24,0



21,0%

22,5%

21

16,52



CPIX + 5%

CPIX + 10%

Cost-to-income ratio
(excluding capital profit on
MasterCard)

52,0

≤53,5



≤51,0%

Continuous
improvement

Credit loss ratio

0,78

≤0,75



≤1,00%

≤1,00%

Return on equity
Headline earnings
per share growth

1

Results and objectives normalised to reflect substance of the Tutuwa initiative and group shares held for the benefit of policyholders, refer to page 83 for
an explanation.

2

Average South African inflation (CPIX) for 2007 of 6,5% plus 10,0%.

Headline earnings per share growth (%)

30
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47 561

Return on equity (%)
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Actual
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We are committed to making a real difference to financial services
in South Africa and other emerging markets.
We will ensure long-term sustainability by harmonising the needs
of our customers, our people and our shareholders and by being
relevant to the societies in which we operate.
We will only succeed if we are able to attract, retain, develop and
deploy teams of people with energy, passion and skills.

Serving our customers
We do everything in our power to ensure that we provide our customers with the
products, services and solutions to suit their needs, provided that everything we do
for them is based on sound business principles.

Growing our people
We encourage and help our people to develop to their full potential, and measure
our leaders on how well they grow and challenge the people they lead.

Delivering to our shareholders
We understand that we earn the right to exist by providing appropriate long-term
returns to our shareholders. We try extremely hard to meet our various targets and
deliver on our commitments.

Being proactive
We strive to stay ahead by anticipating rather than reacting, but our actions are
always carefully considered.

Working in teams
We, and all aspects of our work, are interdependent. We appreciate that, as teams,
we can achieve much greater things than as individuals. We value teams within and
across business units, divisions and countries.

Guarding against arrogance
We have confidence in our ability to achieve ambitious goals and we celebrate
success, but we must never allow ourselves to become arrogant.

Respecting each other
We have the highest regard for the dignity of all people. We respect each other and
what Standard Bank stands for. We recognise that there are corresponding
obligations associated with our individual rights.

Upholding the highest levels of integrity
Our entire business model is based on trust and integrity as perceived by our
stakeholders, especially our customers.

Page 4
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exceed the performance expectations of our
shareholders and other stakeholders while living
our vision and values. We strive to:
be a full service financial organisation (offering transactional banking, saving, borrowing, lending,
investment, insurance, risk management, wealth management and advising);
be a leading emerging markets financial service provider with a recognised competence

in both organic

expansion and integrating acquisitions;
make disciplined

and objective choices on risk and reward;

achieve demonstrable customer centricity by identifying and pursuing optimal market segments,
product choices and distribution channels, with constant renewal of this process;
have “best

in class” systems and processes where scaleability and transportability are particular features;

make leadership

a core competency to give us a competitive edge;

be an employer of choice, renowned for attracting, growing, empowering, rewarding and retaining talent, and to be a
leader in managing people across cultures;
be visible

in achieving social relevance; and

be proactive

and innovative

in our views and our actions, especially relative to the relevant competitors.
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In 1862, The Standard Bank of British South Africa was established.
Operations commenced immediately in London and by January 1863 the bank’s agents
in Port Elizabeth were discounting bills. “British” was dropped from the name in 1883.
In 1962 a subsidiary company was formed to carry on business in South Africa and
South West Africa (now Namibia). The name Standard Bank Limited was adopted for the
holding company in England (subsequently to become Standard Chartered Bank Plc).
A holding company in South Africa was established in 1969 as Standard Bank
Investment Corporation (now Standard Bank Group Limited) – the holding company of
The Standard Bank of South Africa Limited, and listed on the JSE in 1970.

Standard Chartered sold its 39% stake in Standard Bank Group in 1987, transferring
complete ownership of the holding company to South Africa.
The re-establishment of Standard Bank’s African links began in 1988, with the
establishment of a branch in Swaziland and Botswana.
In 1992 Standard Bank acquired ANZ Grindlays’ operations in Botswana, Kenya, Uganda, Zaire,
Zambia and Zimbabwe, and minority holdings in banks in Ghana and Nigeria.
Standard Bank London was established in 1992 and in the same year operations in Jersey
and the Isle of Man were acquired. Two years later, the Isle of Man presence was broadened
considerably with the acquisition of Standard Chartered’s banking activities on the island.
Standard Bank acquired control of Liberty Life and entered into bancassurance arrangements
in 1999.
Standard Bank acquired Jardine Fleming Bank in Hong Kong and Commercial Bank of Malawi
in 2001.
In 2002 Standard Bank acquired Uganda Commercial Bank.
In 2003 Standard Bank established investment banks in Russia and Brazil and acquired
control of Banco Standard Totta de Moçambique.
In 2004, Standard Bank concluded its Black Economic Empowerment Ownership initiative.
A representative office was established in Angola in 2007.
Standard Bank took control of BankBoston Argentina with effect from 1 April 2007.
Standard Bank acquired a 61% share of Dundas Ünlü with effect 1 September 2007 and
commenced expanding its operations in the Turkish market under the name of Standard Ünlü.
Standard Bank’s Nigerian operation, Stanbic Bank (Nigeria), was merged with those of IBTC
Chartered Bank Plc (IBTC) and Standard Bank acquired sufficient additional shares at a total
value of R2,8 billion in the enlarged IBTC to establish a controlling interest with effect from
24 September 2007.
In December 2007, shareholders approved the transaction whereby Industrial and
Commercial Bank of China (ICBC) invested R36,7 billion in Standard Bank for a 20%
shareholding.
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Standard Bank gained independence
from Standard Chartered Plc
years ago
Standard Bank over 20 years
CAGR (1987 - 2007): Headline earnings per share 21%
Distributions per share 21%
Rand

cents

120
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0

0
1987

2007

Share price (LHS)

Headline earnings per share (RHS)

Distributions per share (RHS)

In those
years
Standard Bank has grown headline earnings per share
and distributions
per share by over
per year
In December 2007, shareholders approved the transaction
whereby ICBC became a supportive, non-controlling

shareholder
Standard Bank Group annual report 2007
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Summary of the transaction that cements
the strategic partnership
ICBC to be an anchor shareholder, supportive of
Standard Bank’s next phase of growth
20% investment in Standard Bank by ICBC

•ensure alignment of interests and ICBC will share in the value to be created
Total consideration of R36,7 billion
New share issue of R15,9 billion

•10% of the issued ordinary share capital immediately after such issue
•R104,58 per share
Scheme of Arrangement

•10% of the issued ordinary share capital immediately after the equity issue
•Acquired from existing shareholders pro rata to current holdings
•R136,00 per share
•R20,8 billion
Establishes a gateway between Africa and China
Accelerates the banks’ respective international strategies
Provides support for Standard Bank’s next phase of growth
Demonstrates confidence in South African and African financial services

Five major sources of incremental
earnings from business co-operation
Areas
of cooperation
China-Africa
trade and
business flows
Africa

China

International

Global Resources
Fund

Page 8
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Specific drivers
trade flows and foreign direct investment between China
•Growing
and Africa
•ICBC brings unrivalled access to Chinese customers
banking (payments, letters of credit and domestic
•Transactional
banking)
banking – with over 800 potential corporate Chinese
•Investment
clients active in Africa

•Resource banking
•Investment banking products for Chinese customers
•Limited geographic overlap
is a major trading partner and investor in international
•China
markets in which Standard Bank is present
•Jointly owned by ICBC and Standard Bank
•Focused on mining, metals, oil and gas industries

Indicative application of proceeds of new share issuance
(R15,9 billion)1
Africa

• Capital to support accelerated growth in existing markets
• Investments to build critical mass in key markets e.g.
Kenya, Ghana, Angola

R2,9 billion

SA growth

• Robust corporate asset growth
• Conversion to Basel II

R2,6 billion

International

• Accelerated organic growth
• Proposed branch in India

R1,9 billion

Global
Resources
Fund

R1,3 billion

• Global Resources Fund

Private
equity

R1,3 billion

• Global private equity initiatives

Strategic
capital
reserve

• Capital held for unspecified future opportunities
– similar surplus capital position as 18 months ago

R5,9 billion

0

1

2

3

4

5

6

R billion
1

As disclosed to shareholders in presentation on 23 November 2007.

Key dates
25 October 2007

•Proposed transaction announced

3 December 2007

•Standard Bank shareholders’ general and scheme meetings at which 95% approval was obtained

13 December 2007

•ICBC’s shareholders meeting to approve transaction at which 99% approval was obtained

18 December 2007

•Court sanction of the Scheme of Arrangement

14 February 2008

•Transaction became unconditional

3 March 2008

•Settlement of consideration and issue of new shares
Standard Bank Group annual report 2007
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Black economic empowerment
and the Financial Sector Charter
At the 7th Oliver Empowerment Business Awards Standard Bank was
named the winner in the Financial Sector and Tertiary Segment, and
received the Platinum Empowerment Award as South Africa’s Top
Performing Empowered Company.
Standard Bank was named top commercial financier of black economic
empowerment in the BusinessMap Foundation BEE Awards 2007.
Over the past three years Standard Bank’s overall charter score has
increased from 52,94 points (out of 100) as at 31 December 2004, to
96,39 points as at 31 December 2007.
Black management represents 49% of total management at Standard Bank
compared with 44% as at 31 December 2006 and 33% when the charter
was implemented in 2004.
The number of low-income Mzansi Blue accounts has grown 42% to
over 622 000 as at 31 December 2007.
Standard Bank procured goods and services worth R3,3 billion in 2007
compared with R2,2 billion in 2006 from black businesses.
A third of the board of directors and 24% of the top 50 executives were
black as at 31 December 2007.

Sponsorships
Standard Bank was a regional partner to the
inaugural ICC World Twenty20 Championship
hosted in South Africa in September. The
investment in Pro20 Cricket has helped to
revive and sustain the game in South Africa,
creating a new appeal for sports lovers and
bringing back crowds to stadiums. Standard
Bank scooped South Africa’s top sponsorship
prize at the 2007 Sunday Times/Business
Times Marketing Excellence Awards.
In addition to being awarded the Marketing
Excellence Gold in Sports Sponsorships,
Standard Bank also took the Sponsorships
Grand Prix in recognition of its exemplary
execution, activation and leveraging of
Pro20 Cricket.
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Emerging Markets

Standard Bank won the OBS Award
of Excellence: Bank. This award is
part of the Ombudsman for Banking
Service Independent Award of
Excellence, in recognition of banks
and bank individuals who have
excelled at dispute resolution.

African Business magazine
Best overall of 100 top African banks

•
•
•

•

Credit magazine
Emerging Market’s Deal of the Year (USD400 million debt issue for
TransCredit Bank in Russia)

•

Euromoney magazine
Best Bank in South Africa
Best Project Finance House in Africa
Best Debt House in Africa

•
•
•

Global Finance magazine
Best Bank in:
– Namibia
– South Africa
– Uganda
– Zimbabwe
World’s Best Investment Banks
– Best Debt Bank in the Middle East/Africa

•

•

Global Trade Review magazine
Leading trade services bank in sub-Saharan Africa

•

Markinor/Sunday Times Top Brands Survey
Top Corporate and Merchant bank

•

Sunday Times/Business Times Marketing Excellence Awards
Large Marketing Organisation of the Year
Gold Award Marketing Organisation of the year

•
•

*

The Banker magazine
Emerging Markets Bank of the Year
Bank of the Year in:
– Democratic Republic of Congo
– Lesotho
– Malawi
– Moçambique
– South Africa
– Swaziland
– Zimbabwe
Deals of the Year:
– Nigeria: Guaranty Trust Bank (USD350 million 8,5% Eurobond)
– Tanzania: Celtel Tanzania (USD75 million syndicated credit facility)
– Zambia: Equinox Mineral (USD584 million financing for the Lumwana
copper project)

*Customer evaluation of branch services (CEBS).

2007
Recognition

Achieved service levels of 8,5/10 despite increased regulatory
requirements following the implementation of the National
Credit Act and the Financial Intelligence Centre Act.

The Banker magazine

Standard Bank Group annual report 2007
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The 1988 Basel Capital Accord
(Basel I) provided a global
guideline to standardise the
calculation of the minimum
regulatory capital requirement for
banks. The approach was very high
level and similar assets attracted a
similar capital requirement,
regardless of the inherent risk and
credit rating of the counterparty.

Pillar 1
Minimum capital
requirement

Pillar 2
Supervisory review
process

Pillar 3
Market disclosure

Risk measure
Risk sensitivity
Credit risk mitigation
Operational risk
Flexibility
Supervisory review
Market discipline
Incentives

Page 12

Basel I
Single risk measure
Broad brush approach
Limited recognition
Excluded
“One size fits all”
Implicit
None
None

Standard Bank Group annual report 2007

Basel II provides us with an
internationally recognised
framework which incorporates
best practices for capital and risk
management. The overall
objectives of Basel II are to
strengthen the financial system,
promote sound risk management
and to ensure a level playing field
in terms of regulatory capital
requirements for internationally
active banks.
Our sophisticated risk
management approach and
forward-looking capital planning
and management capabilities
enhance our ability to identify
and absorb potential future losses
and to protect the investments of
our depositors, as well as our
shareholders for the long term.

Basel II
Counterparty and transaction specific risk measures
Granularity and risk sensitivity
Comprehensive recognition
Included
Menu of approaches
Explicit
“Supervisory” role conferred on market
Explicit and well defined

The group recognised the capability and efficiency that implementation of the
Basel II framework would bring and invested significant resources to develop an
infrastructure of systems and processes.

A small core team was formed to
research and analyse the implications
of the proposed Basel II capital
adequacy framework on the group.

Approval of the group’s target
approaches for credit risk, operational
risk and market risk, was an
important validation of our efforts.
Enhancements were made to the
bank’s internal economic capital and
stress testing methodologies.

A detailed gap analysis was
conducted and formed the basis
for the resource allocation and
group-wide projects set up to work
towards Basel II compliance.

Risk-weighted
assets
Credit risk
Trading/market risk

Basel I
Rbn

Basel II
Rbn

461

465

63

54

Operational risk
Banking activities

56
524

575

Tier I capital adequacy ratios

10,4%
Basel II (pro-forma): 8,5%
Basel I:

Basel II went live across Standard
Bank on 1 January.

Total capital adequacy ratios

14,4%
Basel II (pro-forma): 11,3%
Basel I:

Standard Bank Group annual report 2007
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United States of America

Mexico

Peru

Brazil

Argentina

Standard Bank is a South African-based
financial services group with a global
presence focused on emerging markets.
We operate from 18 countries in Africa
and from 20 countries on other
continents.
Page 14
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Isle of Man
United Kingdom
Jersey

Russian Federation
Ukraine

Italy

Turkey
Japan
Iran
China
Taiwan
Hong Kong
United Arab Emirates

Nigeria
Ghana

Uganda
Malaysia

Kenya

Singapore

Tanzania

Democratic Republic of Congo

Malawi
Angola

Zambia

Madagascar
Mauritius

Zimbabwe
Namibia
Botswana
Moçambique
Swaziland
South Africa

Australia

Lesotho

Bank or separately capitalised entity
Branch

Map is a graphic indicative representation

Representative office

Africa
1 Angola
2 Botswana
3 Democratic
Republic of
Congo
4 Ghana
5 Kenya
6 Lesotho
7 Madagascar
8 Malawi

The Americas
9
10
11
12
13
14
15
16
17
18

Mauritius
Moçambique
Namibia
Nigeria
South Africa
Swaziland
Tanzania
Uganda
Zambia
Zimbabwe

1
2
3
4
5

Argentina
Brazil
Mexico
Peru
United States of
America

Europe

Asia

6
7
8
9
10
11
12

15 China (including
Hong Kong)
16 Japan
17 Malaysia
18 Singapore
19 Taiwan

Isle of Man
Italy
Jersey
Russian Federation
Turkey
Ukraine
United Kingdom

Australasia
Middle East

20 Australia

13 Iran
14 United Arab Emirates
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Chairman and chief executive’s review

The strategic partnership concluded with ICBC represents
an important milestone in the 146 year history of Standard Bank.
It strengthens our capacity for investment and will add
further impetus to our plans to grow our existing businesses,
particularly in Africa.

Overview

Standard Bank concluded a number of
key acquisitions in 2007 to
consolidate the group's position in

In an operating environment that became more
challenging as the year progressed, Standard Bank
delivered a strong performance for the year to
31 December 2007. It was a year in which we
weathered global financial market stresses not seen
in the last decade; finalised acquisitions in the
important emerging markets of Argentina, Turkey
and Nigeria; negotiated and gained the necessary
approvals for the historic transaction between Standard Bank and ICBC which resulted in us
gaining a valuable strategic partner and a significant injection of tier one capital in a cost
effective manner; and achieved financial results that met our principal published objectives of
growth in headline earnings per share and return on equity.

targeted markets.

Standard Bank’s strategy of building revenue streams in other emerging markets delivered
pleasing results in 2007. While the contribution to growth in headline earnings from the South
African operations slowed to 15%, the businesses in the rest of Africa grew their contribution
by 58% and operations outside Africa by 98%. South Africa remains the group’s primary
operating market, accounting for 82% of headline earnings in 2007 and we continue to focus
on maintaining a strong position in our home market as we grow internationally.
Corporate & Investment Banking had an excellent year, with 34% growth in headline earnings
reflecting strong performances in international and African investment banking markets, and
the sustained delivery of earnings in South Africa. Personal & Business Banking grew by a more
subdued 18% as the strong gains in the first half were offset by more difficult conditions in the
second half of the year. Liberty Life, now incorporating 100% of Stanlib, grew its headline
earnings by 15%.
An economic review is included directly after this report and provides context to the business
environment in which we operated in 2007, as well as our economic outlook for 2008.
The financial results have been comprehensively analysed in the financial review starting on
page 72. This includes a full explanation of the differences between the results on an
International Financial Reporting Standards basis and what we refer to as a “normalised” basis.
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Chairman and chief executive’s review

Straight
Strategy
In South Africa, we remain focused on servicing the full value chain of local customers’ financial
services needs and refining our business models in the face of mounting competition across the
board. Specific attention is given to maintaining high standards of customer service,
notwithstanding significant volume growth, and implementing the structures and systems to
support a customer-centric orientation. Innovative product development, especially in
understanding and responding to the needs of previously unbanked customers, receives
ongoing attention.
The financial performances recorded by our businesses outside South Africa reflect the
execution over the last 15 years of a carefully planned strategy to pursue growth in other
emerging markets. By applying the banking competencies and systems we have developed and
continue to refine in the South African market, and leveraging our emerging market expertise
and presence in Africa and other regions, we have been able to realise significant organic
growth and acquisition opportunities.
In recent years, Standard Bank has accelerated its investment in developing critical mass in key
African markets and scaling up its operations outside Africa. This has involved building
management capacity, specialist skills and infrastructure, and making appropriate acquisitions
in selected markets.
Standard Bank concluded a number of key
acquisitions in 2007 to consolidate the group’s
position in targeted markets.

Nigeria is a critically important
African market for Standard Bank,

Approval was received from the South African and
Argentine regulators for the acquisition of the assets
and liabilities of BankBoston Argentina with effect
from 1 April 2007. Standard Bank Argentina is a full
service bank with strong retail and corporate banking
franchises and expands our footprint in Latin America.
Its incorporation into the group has progressed well
with minimal disruption. Over time we believe that the transaction will demonstrate Standard
Bank’s ability to successfully operate a full-service bank outside Africa.

given the size of its economy and
population.

Standard Bank Group annual report 2007
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Chairman and chief executive’s report

continued

Standard Bank concluded the acquisition of 61% of Dundas Ünlü, a specialist financial advisory
firm based in Turkey, on 1 September 2007. While this operation is small in the context of the
group, this acquisition adds a wider range of investment banking services to our existing
operations in this important and growing market.
On 24 September 2007 the group received regulatory approval to buy a controlling interest in
IBTC Chartered Bank in Nigeria through the sale of its Nigerian operations, Stanbic Bank
(Nigeria), to IBTC Chartered Bank in exchange for a 33,3% share in the combined entity and
Standard Bank’s acquisition of a further 16,8% of the enlarged entity for R2,8 billion. This
acquisition provides a strong platform for further growth in this market. While the newly
merged bank is principally a corporate and investment bank with 61 branches, we plan to roll
out a full retail banking product offering over the next three years. Nigeria is a critically
important African market for Standard Bank, given the size of its economy and population and
this acquisition is a most exciting development.
The group concluded an agreement with CFC Bank in Kenya to acquire a controlling interest
in CFC Bank by disposing of its shareholding in Stanbic Bank Kenya to CFC Bank in exchange
for a 41,4% share in the merged bank, and to simultaneously acquire further shares to 60%.
The transaction, which received regulatory approval on 3 April 2008, will expand the group’s
African network and create a stronger presence in East Africa.

ICBC transaction
The strategic partnership concluded with Industrial and Commercial Bank of China (ICBC)
represents an important milestone in the 146 year history of Standard Bank. It strengthens our
capacity for investment in a global environment that is more conducive to acquisitions and will
add further impetus to our plans to grow our existing businesses, particularly in Africa.
The ICBC transaction brings together the largest
bank in Africa and the largest bank in China through
a 20% shareholding in Standard Bank by ICBC.
The key features of the transaction were the issue of
152,5 million new ordinary shares to ICBC
at R104,58 per share and the acquisition of
152,5 million ordinary shares from existing
shareholders at R136,00 per share, for a total
consideration of R36,7 billion. All regulatory and
shareholder requirements for the transaction between ICBC and Standard Bank were fulfilled
by 14 February 2008 and the transaction was implemented on 3 March 2008.

The strategic partnership
concluded with ICBC represents an
important milestone in the
146 year history of Standard Bank.

We believe that ICBC’s investment in Standard Bank is a landmark transaction not only for the
group but for South Africa and the rest of Africa. At the time, it was the largest investment
undertaken by a Chinese company outside China and the largest foreign direct investment into
South Africa. As such, it represents a powerful endorsement of the strength of South Africa’s
banking industry and the quality of its regulatory framework, as well as of Standard Bank’s
position on the African continent.
ICBC is the leading commercial bank in China with more than 200 million personal banking
customers and 2,5 million corporate banking customers. It has over 16 000 domestic branches
and outlets, and close on 100 branches in the rest of the world.
The partnership offers Standard Bank significant co-operation benefits, mainly by introducing
ICBC clients to Standard Bank in the African countries in which we operate. The transaction has
also provided a cost effective source of tier one capital to support the group’s longer-term growth
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prospects in our chosen markets. We expect that the capital will take some time to deploy and
this will depress headline earnings per share and return on equity in the short term.

Leadership
In the increasingly competitive environment in which we operate, managing talent has
become a critical factor in maintaining competitive advantage, and is an area in which we
invest significant resources. Standard Bank aims to be an employer of choice in the banking
sector and our approach to human capital management and employment equity is reflective
of South Africa’s transformation objectives.
The successful performance achieved by the group
this year is testimony to the ability of our people to
execute our strategic objectives effectively and
consistently. This ability is supported by the group’s
Global Leadership Centre (GLC), which plays an
important role in developing excellence among
executive and operational leadership. The GLC offers
internationally designed management development
programmes aligned to global best practice and the
group’s values and strategy. In 2007, the GLC provided training to over 2 400 managers and
294 executives from across the group. We remain on track to meet our target of offering
the bulk of our managers the relevant GLC programmes within three years.

Managing talent has become a critical
factor in maintaining competitive

advantage.

Several executive management changes, to position the group to capitalise on business
opportunities locally and internationally, were recently announced. Sim Tshabalala will be
appointed chief executive of Standard Bank of South Africa with effect from June 2008. He
will focus on maintaining our strong position in our home market. He will be succeeded in his
role as chief executive of Personal & Business Banking in South Africa by Peter Schlebusch.
Ben Kruger and Peter Wharton-Hood, previously chief executives of Corporate & Investment
Banking and Personal & Business Banking respectively, will be appointed as chief operating
officers of the Standard Bank Group. They will perform cross-cutting roles to support the
increasing global integration of the group. Rob Leith will succeed Ben Kruger as chief
executive of Corporate & Investment Banking and will remain based in London.
Craig Bond, previously chief executive of Standard Bank Africa, will relocate to Beijing in mid
2008 to take up responsibility for all business links between Standard Bank and ICBC,
particularly those that relate to Africa. He will build an in-country Standard Bank team to
complement the bank’s well established commodity and resource banking office in Shanghai.

Corporate Governance
A full corporate governance report is included on pages 28 to 55 and incorporates a
remuneration report and an abridged sustainability report.

Black Economic Empowerment
Black management now comprises 49% of total management in South Africa, up from 33%
in 2004 when the Financial Sector Charter (charter) was launched. The ICBC transaction
unlocked considerable value for our BEE shareholders, including 4 000 of the bank’s black
managers, 250 SMEs and the community trust. These shareholders realised a combined
R1,5 billion for the sale of 11,1% of their shares in Standard Bank to ICBC. Of this amount,
R491 million (pre-tax) was paid to our BEE shareholders as a cash distribution, R766 million
was utilised to reduce the outstanding debt owing by the participants and R240 million was
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continued

utilised to settle accrued finance charges. It is expected that the repayment profile of the
remaining debt will be reduced by two years as a result of this transaction.
We recognise the need for the charter to be harmonised with the Broad-based Black
Economic Empowerment Codes of Good Practice legislated in 2007. We continue to engage
with all parties concerned to achieve this without losing certain sector specific targets agreed
to in the charter, which are of considerable national importance.

Compliance
The implementation of Basel II on 1 January 2008
has provided all banks in South Africa with an
internationally recognised framework incorporating
best practice in capital and risk management against
which we will be measured by our regulators and
stakeholders. Over the past seven years, the group
has invested significant resources in the
development of systems and processes to support
Basel II and related risk management processes. In
2007, we enhanced our internal economic capital
and stress testing methodologies. The Bank
Supervision Department of the South African
Reserve Bank’s approval of the group’s advanced internal rating based approach for credit
risk and internal models for market risk, was an important validation of these efforts. The
pro-forma effects of this conversion are included on page 109.

Basel II has provided all banks in
South Africa with an internationally
recognised framework
incorporating best practice in capital
and risk management.

In South Africa, the National Credit Act came into effect on 1 June 2007. As a registered
credit provider, Standard Bank fully supports this wide-reaching legislation, and invested
considerable time and resources in implementing the necessary policies and procedures to
meet its requirements.
Our ongoing constructive engagement with regulators, particularly in South Africa, serves to
facilitate the implementation of new regulations and we continue to apply an approach which
seeks to derive maximum business value from their integration into our management and
control systems.

Directorate
Dr Mamphela Ramphele resigned as a director with effect from 17 May 2007 due to a
conflict of interest. We wish to express our appreciation for the valued contribution
Dr Ramphele made since she joined the group in March 2005.
Saki Macozoma was appointed deputy chairman of Standard Bank Group in November 2007.
He has served as a non-executive director on the board of directors since 1998 and is an
active member on a number of sub-committees of the board.
Koosum Kalyan was appointed as a non-executive director in December 2007. We welcome
the valuable experience she will bring to the group.
Buddy Hawton will retire from the board after the AGM. Originally appointed to the group
board on 1 May 1995, he has played a pivotal role as an independent director. This has
been especially the case in relation to his role as chairman of the remuneration committee.
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He has also served on the group risk and capital management committee since its inception
in 1999. His unfaltering dedication will be missed and we wish him well in his retirement.
In terms of the strategic partnership agreement with ICBC, two non-executive directors will
be appointed by ICBC to join the board.

Prospects
The outlook for global economic growth has
deteriorated significantly in the past six months.
Dislocations in developed financial markets have
inevitably had a knock on effect in developing
markets and South Africa has not been immune.
Growth rates in the markets in which we operate are
expected to slow in 2008. Operating conditions will, however, create both risks and
opportunities across the group’s diverse financial services operations. The board is confident
that with our skilled and passionate people, and highly disciplined approach to risk
management, the group is well positioned to manage these risks and capitalise on the
opportunities.

The group’s medium-term financial
objectives remain unchanged.

Over the next few years the group will focus on identifying suitable deployment
opportunities for the capital inflow arising from the transaction with ICBC to ensure
appropriate shareholder returns.

We remain confident that we have
the skills and resources
necessary to manage the significant

The group’s medium-term financial objectives remain
unchanged: a normalised return on equity of 22,5%,
and normalised headline earnings per share growth of
average South African inflation (CPIX) plus 10
percentage points. In 2008, returns are anticipated
to be slightly reduced by the prevailing economic
conditions but more significantly impacted by the
short-term financial effects of the ICBC transaction.
Consequently, the group’s financial objectives for the
year ahead have been revised downwards to 21,0%
for normalised return on equity and to average South African inflation (CPIX) plus 5
percentage points for growth in normalised headline earnings per share.

opportunities and challenges
that lie ahead.

Appreciation
We would like to thank the executive team and the people of Standard Bank for the excellent
performance achieved in the last year, and the progress made in executing the group’s
growth strategy. We remain confident that we have the skills and resources necessary to
manage the significant opportunities and challenges that lie ahead. We thank our colleagues
on the board for their sound guidance and support during an eventful year. To our customers
for their continued support and our shareholders whose confidence has sanctioned
important strategic developments, we extend our gratitude.

Derek Cooper
Chairman

Jacko Maree
Group chief executive
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Economic review
The impact of increasing US frailty on the emerging world has seen
capital flows abate, equity markets lose value and sovereign
risk spreads widen. Nonetheless, the brunt has been noticeably
milder than in previous episodes of global economic or financial
disorder.

Global instability
The global economy continued to expand handsomely in the first
half of 2007. In the main, China, India and Russia generated
sufficient thrust to combat moderate US performance and
deliver worldwide growth above 5%, however, in late July
growing friction in financial markets began to meaningfully
threaten global economic traction.
Alongside a deepening housing recession in the US, rising
delinquencies on mortgage loans provided to borrowers of weak
credit quality – so-called sub-prime mortgage loans – began to
raise concerns about the commercial health of several large US
banks. This precipitated a sharp repricing of credit risk, in
particular a surge in yields on securities collateralised by subprime home loans and widening spreads on structured credit.
The uncertainty about the extent and dispersion of related
valuation losses and off-balance sheet exposures added to the
markets’ fragility. The strains were pervasive, encroaching on
high-yield corporate debt, asset-backed commercial paper as
well as interbank and short-term money markets.
Some of the strains eased late in the third quarter as the US
Federal Reserve lowered its benchmark federal funds rate. The
semblance of relief, however, proved temporary and revelations
of new sub-prime losses alongside increasing evidence of a
marked softening in the US real economy renewed the instability
in the financial markets during the fourth quarter. Despite
attempts by key central banks to provide generous term liquidity
to the financial sector into the new year, it was insufficient to
quell the rising tide of negative sentiment. Led by financial
services, US stock markets plunged late in January 2008 and
added to the already pervasive risks to the US economy,
especially consumer fundamentals. As a result, the Federal
Reserve aggressively eased interest rates on two occasions in
January and the Federal government proposed a fiscal response.
Outside of the US, Western European financial markets have
suffered the deepest contagion from the sub-prime fallout.
Apart from friction in funding markets, several banks have
exposure to the US housing market through off-balance sheet
structures supported by backup credit lines. In turn, the financial
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instability has served to undermine consumer demand and
temper Europe’s growth prognosis. Japan has generally avoided
being tainted by the sub-prime financial crisis; however, the
recent weakness in consumer spending may be further impinged
by negative sentiment from global financial volatility.

Emerging economies still resilient
The impact of increasing US frailty on the emerging world has
seen capital flows abate, equity markets lose value and
sovereign risk spreads widen. Nonetheless, the brunt has been
noticeably milder than in previous episodes of global economic
or financial disorder. This is the result of little or practically no
exposure by these economies to the sub-prime system or related
credit and institutional structures. Improved public finances and
macroeconomic fundamentals as well as increasingly credible
domestic growth thrust have reduced their vulnerability. In most
emerging markets the authorities have been generally
preoccupied with stemming inflation and pursuing guarded
monetary policy.
Nonetheless, following several years of divergence in the growth
trends between emerging and advanced economies, a
synchronised slowdown is likely this year. The strained financial
and trade linkages with the US and slower growth in other
developed economies partly explain the expected decelerating
growth profile among emerging economies, but there is also a
natural loss of momentum following several years of above-trend
performance. Still, emerging economies should post strong
growth this year, led by China, India and Russia. The growing
dominance of leading emerging economies in recent years, both
in their share of global production and growth thrust, should be
sustained through 2008.

Africa’s harsher external climate
Africa has enjoyed its most promising post-colonial growth
experience in recent years. The favourable confluence of a
benign external environment, lively commodity cycle, and more
constructive domestic policy choices and implementation have
encouraged almost uninterrupted growth acceleration since
2002. The continent registered annual average real growth of

The continent’s economy should again grow robustly in 2008,
with supply incentivised by elevated export prices and demand.
Nigeria and Angola, especially, will see a surge in production
capacity. More widely, escalating internal demand, public sector
stimulus, and rising private capital inflows and remittances are
providing additional growth impetus.
The more perilous external environment nonetheless poses risks
to Africa’s near-term growth prognosis, primarily because of the
potential for weaker exports, especially commodities, and
harsher financial conditions. Also, the political atmosphere
remains volatile in some locations although the favourable
resolution to Kenya’s recent political impasse is encouraging.

South Africa’s political atmosphere has become murky following
the change in leadership within the African National Congress in
December. Concerns abound about policy continuity and the
effectiveness of the government in service provision during this
period of seeming political stasis. A sharply altered policy course,
however, seems remote given the existing approach which is
significant in its attention to redressing historical racial injustices.
This is confirmed in the emphatic social welfare orientation
imbued in public finances and fairly well advanced policies on
transformation. South Africa is exceedingly liberalised in terms of
external financial relations and this introduces limits to the
potential for substantive market-unfriendly policies. Public
service delivery has, however, been less than optimal for several
years and the government will struggle to show marked
improvement in the current tense atmosphere.
From 5,1% last year, South Africa’s economy should grow at
slightly below 4% in 2008.

South Africa’s cyclical cooling
Since 2004 South Africa has sustained real economic growth in
excess of 5%. This impressive result was spawned by healthy
consumer fundamentals alongside an aggressive “catch-up”
public sector investment programme. Also, robust growth in
house and financial asset prices buoyed sentiment and, in turn,
further encouraged private consumption and investment.
Macrofinancial conditions have, however, recently dimmed,
informed by slowing real personal income and net employment
growth as well as the lagged impact of a tightened monetary
cycle which began in June 2006. The policy rate, and similarly
benchmark consumer lending rates, increased by a cumulative
400 basis points over the period. Further, although much of the
public sector investment programme is insensitive to the easing
consumer cycle, especially because many projects have hard
deadlines, about 70% of total capital investment emanates from
the private sector and has historically shown resonance with the
trend in consumer spending. Consequently, while the public
sector build programme will inject support into overall
investment, the private sector may reflect some hesitation in the
near term.
The impact on the economy from the public utility’s incapacity to
supply power relative to typical demand further reduces the
economy’s growth potential. The subtraction is, however, not
likely to be excessive, given the semblance of a “national
compact” between the supplier and various users that appears to
be developing. Large industrial users have begun reducing
energy intensity in a manner that minimises production losses.
Households may soon be subject to progressive pricing
mechanisms and/or quotas that should prompt more efficient
energy consumption. Admittedly, the power supply matter
remains fluid and during occasions of stretched capacity there is
the increased probability of equipment failure.

Summary
The earlier part of 2007 witnessed a generally benign global
economy, however, in the latter half of the year the
consequences of the weak US housing market alongside
mounting delinquencies in the sub-prime mortgage arena began
to incite disorder in financial markets. The resulting
contamination of the US real economy became increasingly
evident in the final quarter of last year and even more palpable
early in 2008.
Many other advanced economies experienced some contagion
from the instability in the US, especially in domestic funding
markets. This tempered their growth prognosis and, in some
instances, also provoked a countervailing response from the
authorities. Although not completely unscathed, emerging
economies have so far not been markedly compromised by the
events in the US, and Africa too has hardly witnessed any fallout.
The sub-prime chapter has, however, yet to reach its conclusion
and several major banks remain undercapitalised and prone to
more losses. Further, all major economic regions are likely to
reflect slowing growth in 2008 and it is possible that the US will
experience a recession. For Africa, especially, a marked
slowdown in global growth would be damaging because of the
buoyancy derived from increased commodity demand and prices
in recent years. This will be equally challenging for South Africa,
in light of a waning internal growth dynamic alongside fluid
energy and political arrangements.

Goolam Ballim
Group economist
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approximately 5,7% in the past four years. This growth has been
widely dispersed with about two-thirds of African markets
registering at least 4% growth in 2007.

Board of directors
Doug Band (63)2
BCom (Wits), CA (SA)
Appointed: 1997
Directorships: Standard Bank Group, The Standard Bank of
South Africa, MTN Group, The Bidvest Group, Tiger Brands
Committee member: Directors’ affairs, group audit, group
credit, group remuneration, large exposures credit

Derek Cooper (67)1
CA (SA)
Appointed: 1993

Elisabeth Bradley (69)1
BSc (Free State), MSc (London)
Appointed: 1986

Directorships: Standard Bank Group (chairman),
The Standard Bank of South Africa (chairman),
Liberty Holdings (chairman), Standard Bank Plc

Directorships: Standard Bank Group,
The Standard Bank of South Africa,
AngloGold Ashanti, The Tongaat-Hulett
Group, Toyota SA (chairman), Wesco
Investments (chairman)

Committee member: Directors’ affairs (chairman),
group credit (chairman), group remuneration, group
risk and capital management, group transformation,
large exposures credit

Committee member: Directors’ affairs,
group audit

Thulani Gcabashe (50)1
BA (Botswana and Swaziland),
Masters in Urban and Regional
Planning (Ball State)
Appointed: 2003

Buddy Hawton (70)1
FCIS (Natal)
Appointed: 1995

Directorships: Standard Bank
Group, The Standard Bank of
South Africa, Eskom Enterprises
(chairman), Imperial Holdings
(vice chairman)

Directorships: Standard Bank Group, The Standard
Bank of South Africa, Liberty Group, Liberty
Holdings, Nampak, Real Africa Holdings, Sun
International (chairman), Woolworths Holdings
(chairman)

Committee member: Group risk
and capital management

Committee member: Group remuneration, group
risk and capital management

Sir Paul Judge (58)1, 4
MA (Cambridge), MBA (Pennsylvania)
Appointed: 2003
Directorships: Standard Bank Group, The Standard
Bank of South Africa, Eurasian Natural Resources
Corporation, Isoworth, Oxbridge Capital,
Panoramic Lease, Schroder Income Growth Fund,
Tempur-Pedic International, Westminster
Corporate Finance

Sam Jonah KBE (58)1, 5
ACSM, MSc, DIC, DSc (UK)
Appointed: 2006
Directorships: Standard Bank Group,
The Standard Bank of South Africa,
Bayport Management (chairman), Equinox
Minerals, Jonah Capital (chairman),
MotoGold Mines (chairman), Scharrig
Mining (chairman), Titanium Resources
Group

Koosum Kalyan (52)1
BCom (Honours)
Appointed: 2007
Directorships: Standard Bank Group,
The Standard Bank of South Africa,
MTN Group, South African Airways,
South African Bank Note Company,
South African Mint Company
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Saki Macozoma (50)2
BA (Unisa), BA (Honours) (Boston)
Appointed: 1998
Directorships: Standard Bank Group (deputy chairman), The Standard Bank
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Appointed: 2003
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Directorships: Standard Bank Group,
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and chief executive)
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Cyril Ramaphosa (55)2
BProc (Unisa)
Appointed: 2004
Chris Nissen (49)1
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(chairman),
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BBus Sc (UCT), PMD (Harvard)
Appointed: 2002
Directorships: Standard Bank Group,
The Standard Bank of South Africa,
Standard Bank Argentina (chairman),
Aveng, Mr Price Group, Shanduka Group
Committee member: Global Personal &
Business Banking credit (chairman),
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Martin Shaw (69)1
CA (SA)
Appointed: 2004
Directorships: Standard Bank
Group, The Standard Bank of
South Africa, Illovo Sugar,
JD Group, Liberty Holdings,
Murray & Roberts Holdings,
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(chairman), Reunert (chairman)
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Directorships: Standard Bank Group,
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Appointed: 2007
Directorships: Standard Bank Group,
The Standard Bank of South Africa
Committee member: Group remuneration
(chairman)

1

Independent non-executive director.
Non-executive director.
3
Executive director.
4
British.
5
Ghanaian.
2
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Framework
Introduction
Standard Bank Group has complied with the principles of the
Code of Corporate Practices and Conduct (King Code) in the
year under review. The principles of the King Code determine the
standards for the group’s governance framework and practices.
Subsidiary entities within the group are guided by these principles
in establishing their respective governance frameworks, which are
aligned to group standards in addition to meeting the relevant
jurisdictional requirements in their areas of operation.
The group’s governance framework enables the board to balance
its role of providing oversight and strategic counsel with
its responsibility to ensure conformance with regulatory
requirements and acceptable risk tolerance parameters.

outcomes of any significant interaction with key stakeholders
such as the group’s various regulators.
The Banking Association of South Africa has drawn up a Code of
Banking Practice, embraced by all member banks, to provide
safeguards for customers. Standard Bank is assisting the Banking
Association to align the Code of Banking Practice to recently
introduced consumer protection legislation, notably the National
Credit Act (NCA).
The group has customised the educational material on the Code
of Banking Practice, obtained from Bankseta, to make it
Standard Bank specific.

Board and directors
Board structure and composition

The Standard Bank of South Africa Limited (SBSA) is a major
subsidiary of the group as defined in the JSE Limited (JSE)
Listing Requirements, and is the entity that conducts the group’s
domestic banking operations.

Ultimate responsibility for governance rests with the board of
directors. The group has a unitary board structure and the roles

Board composition

Liberty Group is also a significant subsidiary of the group, and
complies with its own set of regulatory and legislative
requirements. Compliance is documented in its annual report,
which can be found at www.liberty.co.za.

6%

Independent non-executive
72%
22%

directors (13)
Non-executive directors (4)
Executive director (1)

Codes and regulations
Compliance with applicable legislation, regulations, standards
and codes remains an essential characteristic of group culture.
The board monitors compliance with these by means of
management reports, which will include information on the
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Finalised our revised Code

of Ethics.

Integrated acquisitions particularly Standard Bank Argentina and IBTC Chartered Bank (Nigeria) Plc, requiring ongoing
efforts to align governance practices with group standards.
Implemented

new governance committees and reporting structures resulting mainly from Basel II.

Increased stakeholder
awareness.

engagement on sustainability issues, focused mainly on creating greater internal

Ernst & Young Excellence Award – Standard Bank was rated in the “Excellent” category for its 2006 sustainability
report.
Included in the JSE

Socially Responsible Investment Index for the fourth consecutive year.

Sponsor of the International

Corporate Governance Network annual conference.

of chairman and chief executive are separate and distinct. The
chairman is an independent non-executive director. The number
and stature of independent non-executive directors ensures that
sufficient independence is brought to bear on decision making.
In accordance with agreements reached in the ICBC transaction,
two directors representing ICBC will be appointed to the board,
one of whom will become deputy chairman. Neither of these
directors will be classified as independent. Co-operation will be
achieved on a number of other levels, including the involvement
of ICBC’s representatives in certain governance committees.
The independence of board directors is determined according to
the definitions set out in the King Code. The definition of
independence in the Company Laws Amendment Act in relation
to members of the audit committee also informs the board’s
classification of non-executive directors. A number of directors
have served on the board for more than three terms. In each
case, the board considers that these directors are able to act in
an independent manner and to fulfil their duties irrespective of
the length of time that they have served as directors.
During the year, Saki Macozoma was appointed deputy chairman
of the group. Koosum Kalyan was appointed as an independent
non-executive director to the group and SBSA boards, in line
with group policy on appointments. Buddy Hawton will retire as
an independent non-executive director after the group’s annual
general meeting (AGM).
It is the board’s responsibility to ensure that effective
management is in place to implement group strategy, and to
consider issues relating to succession planning. The board is
satisfied that the current pool of talent available within the
group and the ongoing work to deepen the talent pool provides

adequate succession depth in both the short and long term.
During the year, the board also considered other key peoplerelated challenges including talent retention.
Regular interaction between the board and executive
management is encouraged and the group executive committee
attends all board meetings. The full board (including executive
directors) meets without other management in closed sessions at
each board meeting. Employees are invited as required to make
presentations to the board on material issues under
consideration.
Directors are provided with unrestricted access to group
management and company information, as well as the resources
required to carry out their responsibilities, including external
legal advice, at the group’s expense.
A feature of the way the board operates is the role played by
board committees which facilitate the discharge of board
responsibilities. The committees each have a board approved
mandate that is regularly reviewed. Details on how these
committees operate are provided below.

Skills, knowledge, experience and attributes of directors
The board ensures that directors possess the skills, knowledge
and experience necessary to fulfil their obligations. The directors
bring a balanced mix of attributes to the board, including:

• international and domestic experience;
• operational experience;
• knowledge and understanding of both the macroeconomic
and the microeconomic factors affecting the group; and

• financial, legal, entrepreneurial and banking skills.
Standard Bank Group annual report 2007
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Developments during 2007
Ongoing focus on director training with particular emphasis on the additional requirements of Basel II.

Corporate governance

continued

The credentials and demographic profile of the board are
regularly reviewed by the directors’ affairs committee, to ensure
the board’s composition remains both operationally and
strategically appropriate.

• ensure that an effective risk management process exists and
is maintained throughout the group;

• review and monitor the performance of the chief executive
and executive management;

Appointment policy
The board regularly reviews the group’s nominations and
appointments policy. The policy ensures alignment with all
necessary legislation and regulations which include, but are not
limited to, the requirements of the Companies Act, Banks Act, JSE
Listing Requirements and the Financial Sector Charter (charter).
The policy defines the process to be followed for the nomination
and appointment of directors and key executives. The
policy distinguishes between executive and non-executive
appointments as well as internal and external appointments. In
terms of the policy, executive management require permission to
be appointed to external boards to reduce the potential for
conflicts of interest, and to ensure they can dedicate sufficient
focus to group business.
In accordance with the policy, the board takes cognisance of the
skills, knowledge and experience of the candidate, as well as
other attributes considered necessary for the prospective role.
The board also considers the need for demographic
representation when making a new appointment. Furthermore,
candidates are subject to a “fit and proper” investigation, as
required by the Banks Act and the JSE.

Board responsibilities
The key terms of reference in the board’s mandate, which forms
the basis for its responsibilities, are to:

• agree

the group’s objectives, strategies and plans for
achieving those objectives;

• annually review the corporate governance process and assess
achievement against objectives;

• review

its mandate at least annually and approve
recommended changes;

• delegate to the chief executive or any director holding any
executive office or any senior executive any of the powers,
authorities and discretions vested in the board’s directors,
including the power of sub-delegation; and to delegate
similarly such powers, authorities and discretions to any
committee and subsidiary company boards as may exist or be
created from time to time;

• determine the terms of reference and procedures of all board
committees and review their reports and minutes;

• consider and evaluate reports submitted by members of the
executive;

• ensure consideration is given to succession planning for the
chief executive and executive management;

• establish and review annually, and approve major changes to,
relevant group policies;

• approve the remuneration of non-executive directors on the
board and board committees, based on recommendations
made by the group remuneration committee, and recommend
to shareholders for approval;

• approve capital funding for the group, and the terms and
conditions of rights or other issues and any prospectus in
connection therewith;

• ensure that an adequate budget and planning process exists,
measure performance against budgets and plans, and
approve annual budgets for the group;

• approve

significant acquisitions, mergers, take-overs,
divestments of operating companies, equity investments and
new strategic alliances by the group;

• consider and approve capital expenditure recommended by
the group executive committee;

• consider and approve any significant changes proposed in
accounting policy or practice, and consider
recommendations of the group audit committee;

• consider and approve the annual financial statements, interim
results and dividend and distribution announcements and
notices to shareholders, and consider and agree the basis for
considering the group to be a going concern as per the
recommendation of the group audit committee;

• assume ultimate responsibility for financial, operational and
internal systems of control, and ensure adequate reporting on
these by committees to which they are delegated;

• take ultimate responsibility for regulatory compliance and
ensure that reporting to the board is comprehensive;

• ensure a balanced and understandable assessment of the
group’s position in reporting to stakeholders;

• consider and approve the group’s political party funding
policy;

• review non-financial matters that have not been specifically
delegated to a committee; and
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the

• specifically

agree, from time to time, matters that are
reserved for its decision, retaining the right to delegate any
of these matters to any committee from time to time in
accordance with the articles of association.

Strategy
The board is responsible for setting the group strategy, which is
considered and approved at an annual meeting with the group
executive committee.
Once the financial and governance objectives for the following
year have been agreed, the board monitors performance on an
ongoing basis. Performance against financial objectives is
monitored by way of management’s quarterly reports and
meeting governance objectives is monitored by the directors’
affairs committee and reviewed by the board.

Delegation of authority
The ultimate responsibility for the group’s operations rests with the
board. The board retains effective control through a well-developed
governance structure of board committees. These committees
provide in-depth focus on specific areas of board responsibility.

The board delegates authority to the chief executive to manage the
business and affairs of the group. The group executive committee
assists the chief executive when the board is not in session, subject
to statutory parameters and the board’s limits on the delegation of
authority to the chief executive. Membership of the group
executive committee is set out on page 60. In addition, a
governance framework for group executive management assists the
chief executive in his task. The corporate governance framework is
set out on page 32. Details of the risk management structure are
set out in the risk management section on page 100.
Board-delegated authorities are monitored by the group
secretary’s office.

Board meetings
The board meets once a quarter with an additional annual
meeting to consider group strategy. Ad hoc meetings are held
when necessary. One such meeting was held during the year
under review.

Board of directors – meeting attendance
Member
1

DE Cooper (chairman)
SJ Macozoma (deputy chairman)2
DDB Band2
E Bradley1
TS Gcabashe1
DA Hawton1
SE Jonah KBE1
Sir Paul Judge1
KP Kalyan1, 3
JH Maree4
RP Menell1
Adv KD Moroka1
AC Nissen1
MC Ramaphosa2
Dr MA Ramphele1, 5
MJD Ruck2
MJ Shaw1
Sir Robert Smith1
EM Woods1, 6

Mar

May

Aug

Oct

Oct ad hoc

Dec







A

–





A













–





–













–

A


A
–











A

–





–








A




–


A


–

A






A




–





–





1

Independent non-executive director.
Non-executive director.
3
Appointed 28 December 2007.
4
Executive director.
5
Resigned 17 May 2007.
6
Appointed 1 February 2007.
 = Attendance
A = Apology
– = Not applicable
2
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Board effectiveness and evaluation
The board measures its effectiveness through a number of
interventions. The performance of the board and its committees
are assessed annually against their respective mandates.
External auditors review these findings and a report is submitted
to the directors’ affairs committee.
The directors’ affairs committee also considers methodologies
for conducting evaluations and makes recommendations to the
board on determining the adequacy and efficacy of board
performance. The aim of these evaluations is to assist the board
and committees to constantly improve their effectiveness.
The assessment conducted in 2007 focused on board
committees. The consolidated findings were considered by each
of the board committees, with the chairmen providing feedback

to the board in March 2008. Relevant action points have been
noted for implementation.
The performance of the group chairman and chief executive are
assessed annually, providing a basis to determine their
remuneration.
The directors’ affairs committee also reviews the group’s
corporate governance objectives for the year ahead and makes
recommendations to the board in this regard. The board
performs an annual assessment of corporate governance
performance against its objectives for the year, in line with
banking regulations. The assessment for the period under review
found that the board had materially achieved its corporate
governance objectives. This was confirmed by the board in its
assessment of performance against its objectives.

Corporate governance framework

Standard Bank Group board

Group remuneration
committee

Group audit
committee

Group risk and
capital management
committee

Group credit
committee

Large exposures
credit committee1, 2

Group executive
committee

Group transformation
committee

Group risk oversight
committee

Directors’ affairs
committee

Human
resources board

Group marketing
board
Allocation committee3
Group strategic
technology forum

Strategic issues
forum

Group risk
compliance
committee1

Group capital
management
committee

Group asset
and liability
committee

Group
operational
risk
committee

Group country
risk
management
committee

Global Personal
& Business
Banking
credit
committee1, 3, 4

Global
Corporate &
Investment
Banking credit
committee1, 3, 4

1

New committee formed in 2007.
The committee considers South African large exposures.
3
Designated committee of the board for purposes of approving
credit models.
4
Management committee chaired by non-executive director.
2
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Board committee

Management committee

Induction and training
A highlight in 2007 has been the increased focus on director
training. A revised induction programme for new appointees was
also implemented.
Each new director receives a governance manual that includes all
relevant group information including mandates, management
structures, significant reports, important legislation and group
policies. In addition, one-on-one meetings are scheduled with
management to introduce new directors to the group and its
operations. The induction and ongoing training of directors is the
responsibility of the group secretary.
Directors are kept abreast of all relevant legislation and
regulations as well as sector developments with the potential to
impact the group and its operations. This is achieved by way of
management reporting and quarterly board meetings, which are
structured to form part of ongoing training. Director training in
2007 placed heavy emphasis on Basel II.
In addition, a number of non-executive directors attended
external programmes aimed at enhancing board leadership skills
for bank directors.

• review the group audit plan with the joint auditors, with

specific reference to the proposed audit scope and approach
to group risk activities, and the audit fee;

• approve the guidelines for using the external auditors for
non-audit work and annually assess the work done to ensure
the independence of the external auditors is retained;

• meet with external auditors to discuss audit findings and

consider detailed internal audit reports with the internal
auditors;

• annually evaluate the role, independence and effectiveness
of the internal audit function in the overall context of the
group’s risk management system;

• review the accounting policies adopted by the group and all
proposed changes in accounting policies and practices;

• consider the adequacy of disclosures and the reasons for
fluctuations in ratios reported in published documentation;

• review the effectiveness of financial management and the

quality of internal accounting control systems and reports
produced by financial management;

Board committees
As indicated, board committees are established to assist the
board in discharging its responsibilities. They operate in terms of
board approved mandates reviewed and approved by the board
on an annual basis. The mandates set out their roles,
responsibilities, scope of authority, composition and procedures
for reporting to the board. All board committee mandates have
been reviewed to take into account the amendments to relevant
legislation.

• review

Group audit committee

• monitor ethical conduct; and
• review and make recommendations on any potential conflicts

Member
MJ Shaw (chairman)
DDB Band
E Bradley
SJ Macozoma

Feb

A



Feb May










Jul

1



A


Aug Dec










1

Trilateral meeting held with the South African Reserve Bank (SARB) and
the external auditors.
 = Attendance
A = Apology

The role of this committee is to review the group’s financial
position and make recommendations to the board on all financial
matters. This includes assessing the integrity and effectiveness
of accounting, financial, compliance and other control systems.
The committee also ensures effective communication between
the internal auditors, external auditors, the board, management
and regulators. The committee’s key terms of reference
comprise various categories of responsibilities, and include the
following:

significant differences of opinion
management and the internal audit function;

between

• review the group compliance plan, with specific reference to

the procedures for identifying regulatory risks and controlling
their impact on the group, as well as ensuring that the group’s
policy complies with relevant regulatory and legal
requirements;

of interest relating to situations of a material nature.

The Corporate Laws Amendment Act came into effect during
December 2007. The amendments will impact the functioning
and composition of audit committees in the 2008 financial
year. The current committee members do not meet the
new requirements for audit committee composition. After taking
legal advice, the board decided to retain current membership
until the 2007 financial year had been finalised to allow the
committee to complete its remit. Committee membership will be
restructured to ensure compliance for the 2008 financial year.
The group has a formal policy on non-audit fees. The purpose of
this policy is to ensure that the independence and objectivity of
the auditors is not impaired in the conduct of the audit. The
committee monitored compliance with the policy during 2007.
Non-audit services are generally pre-approved by the group
audit committee. All significant services outside the scope of the
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general pre-approval are individually approved during the year
by the group audit committee. The independence of the auditors
and availability of alternative service providers are key factors in
considering approval. The split between audit fees and fees for
non-audit services is set out on page 247.
The group audit committee has satisfactorily complied with its
objectives for the year under review. The committee has
reviewed this governance report and, in particular, this note on
its operation.
Group risk and capital management committee
Member

Feb May Aug

MJ Shaw (chairman)
DE Cooper
TS Gcabashe
DA Hawton
SJ Macozoma
RP Menell
MJD Ruck






















A


Oct Nov
















 = Attendance
A = Apology

The board is ultimately responsible for risk management. The
main purpose of the group risk and capital management
committee is to provide independent and objective oversight
of risk management within the group. The committee is assisted
in fulfilling its mandate by a number of management
committees.
Towards the end of 2007, the remit of this committee was
enhanced to consider capital management issues in anticipation
of the adoption of Basel II, and to align operations with
the Banks Act amendments which came into effect on
1 January 2008. The group audit committee will continue to
consider group capital positions as a function of recommending
proposed dividends to the board.
To achieve effective oversight, the committee reviews and
assesses the integrity of risk control systems and ensures that
risk policies and strategies are effectively managed and
contribute to a culture of discipline and control that reduces the
opportunity for fraud.
The group risk and capital management committee has
satisfactorily complied with its objectives for the year under review.
A more in-depth risk management section starts on page 98 of
this report and sets out the overall framework for risk and capital
management within the group.
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Group credit committee
Member
DE Cooper (chairman)
S Assalini1
DDB Band
AG Gain1
SJ Macozoma
JH Maree1
T Moodley1
SP Ridley1
MJD Ruck
PJ Smith1

Feb May Aug Nov












A















A









A



A

1

Executive members.
 = Attendance
A = Apology

The role of this committee is to ensure that effective frameworks
for credit governance are in place across the group. This involves
ensuring that the committees within the structure operate
according to clearly defined mandates and delegated authority, and
providing for the adequate management, measurement, monitoring
and control of credit risk, including country risk. The committee
reports to the group audit committee on group credit portfolios,
adequacy of provisions and status of non-performing loans.
In addition, there is a large exposures credit committee which
approves credit facilities in accordance with regulatory
requirements. The committee composition is determined by
regulatory requirements and includes three non-executive
directors as well as the chief financial officer, chief risk officer
and head of credit risk.
The group credit committee complied with its mandate in the
year under review.
Directors’ affairs committee
Member
DE Cooper (chairman)
DDB Band
E Bradley
SJ Macozoma

Jul Dec







A


 = Attendance
A = Apology

The committee assists the board in its determination and
evaluation of the adequacy, efficiency and appropriateness of
corporate governance structures and practices within the group.
The directors’ affairs committee also functions as the
nominations committee for the group and its role is to identify,
evaluate and recommend nominees to the board and board
committees to ensure that the board is able to fulfil its mandated
obligations. The committee considers the appropriate size, skills,

experience, diversity and demographics of the board when
making new appointments. The directors’ affairs committee
assesses the effectiveness of the board by evaluating the
performance of the board and its committees against their
respective mandates.
The committee also ensures that an appropriate induction course
is in place for all new directors and that there is ongoing
development and training for directors, to enable them to remain
up-to-date on relevant business and statutory developments.
The mandate of the committee was extended in 2007 after the
disbanding of the black ownership initiative committee. The
directors’ affairs committee is now responsible for considering
and approving share awards to black managers and qualifying
black non-executive directors in terms of the group’s Tutuwa
initiative. A management committee, the allocation committee,
chaired by a non-executive director (Saki Macozoma),
recommends allocations for approval.
The directors’ affairs committee has satisfactorily complied with
its mandate in the year under review.
Group transformation committee
Member
SJ Macozoma (chairman)
DE Cooper
JH Maree1
AC Nissen

Feb May










Going concern
On the recommendation of the group audit committee, the
board annually considers and assesses the going concern
basis for the preparation of financial statements at the year end.
At the interim reporting period, a similar process is followed to
enable the board to consider whether or not there is sufficient
reason for this conclusion to be affirmed.

Relationship with shareholders
As an indication of its fundamental responsibility to create
shareholder value, effective and ongoing communication with
shareholders is seen as essential in the group’s efforts to
remain relevant. In addition to the ongoing engagement
facilitated by the investor relations department, the group
chairman encourages shareholders to attend the annual general
meeting where interaction is welcomed. The chairmen of the
group’s audit and remuneration committees are available at the
meeting to respond to questions from shareholders. Voting at
general meetings is conducted by way of poll rather than a show
of hands and the group proposes separate resolutions on each
significant issue. The results of voting and any issues raised at
the meeting are released on SENS (the JSE’s electronic news
service).

Jul Nov










1

Executive member.
 = Attendance

The transformation committee provides board oversight of the
group’s transformation initiatives and provides guidance on
appropriate approaches. The committee monitors transformation
developments on an ongoing basis to ensure compliance with
evolving legislation and related regulations. A key focus of the
committee is the monitoring of progress against charter targets.
During the course of the year, the committee was also kept
apprised of developments in relation to industry codes.
The transformation committee complied with its mandate for the
year under review.

Group secretary
It is the role of the group secretary to ensure the board remains
cognisant of its duties and responsibilities. In addition to
providing the board with guidance on its responsibilities, the
group secretary keeps the board abreast of relevant changes in
legislation and governance best practices. The group secretary
oversees the induction of new directors, including subsidiary
directors, as well as the ongoing training of directors. All
directors have access to the services of the group secretary.

In addition to the AGM, a special general meeting was held on
3 December 2007 to consider the transaction with ICBC.
Focused effort was given to communicating with all shareholders
prior to the meeting to ensure the highest turnout possible due
to the nature of the transaction. Shareholders and other
stakeholders were invited to a presentation in Johannesburg on
25 October 2007, when the deal was announced, and to a
presentation in Cape Town on 23 November 2007, which
provided greater detail on the transaction. This proved
successful as an overwhelming majority of shareholders were
represented at the meeting and voted in favour of the
transaction.
For more information on our relationship with shareholders,
please refer to our Sustainability and Black Economic
Empowerment Report (sustainability report), which can be found
at www.standardbank.co.za.

Dealing in securities
In line with its commitment to conducting business professionally
and ethically, the group has policies to restrict the dealing in
securities by directors and employees. A personal account
trading policy and directors’ dealing policy are in place to
prohibit employees and directors from trading in securities
during closed periods, which are from 1 June to the publication
of the interim results, and from 1 December to publication of
final results. Compliance with the policies is monitored on an
ongoing basis.
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Certain nominated employees are prohibited from trading in
designated securities due to the price sensitive information they
may obtain by virtue of their positions.

Sustainability
Managing the group’s economic, social and environmental
impacts and responsibilities most effectively is being
systematically entrenched in group culture through the emphasis
placed on the application of the group’s vision and values in all
its operations.
The monitoring and reporting of sustainability issues is an
evolving discipline within the group. The annual sustainability
report provides comprehensive commentary on the group’s
sustainability and transformation efforts, as well as key nonfinancial performance indicators. The report aims to present a
balanced view, and disclose relevant and material information to
the group’s stakeholders. Stakeholders are encouraged to refer
to the report for information on corporate social investment,
communication with shareholders, dedicated stakeholder
information, and other sustainability issues not covered in the
annual report.
As a consequence of the group’s operational commitment to
sustainability, it has been included in the JSE Socially
Responsible Investment (SRI) Index.
A brief summary of the group’s sustainability performance for
2007 can be found on page 46 and the full sustainability report
has been included with this report in electronic format.
It can also be accessed on www.standardbank.co.za. Printed
copies of the report can be obtained from the group secretary.

Ethics and organisational integrity
Standard Bank’s revised code of ethics was finalised at the end
of 2007. This code is designed to empower employees and
enable faster decision making at all levels of our business
according to defined ethical principles. It also aims to ensure
that, as a significant organisation in the financial services
industry, we adhere to the highest standards of responsible
business practice.
The code interprets and defines Standard Bank’s values in
greater detail and provides values-based decision making
principles to guide our conduct. It is aligned with other Standard
Bank policies and procedures, and supports the relevant industry
regulations and laws of the countries in which the group
operates.
The code of ethics will be supported by the appropriate
organisational structure namely an ethics advice process and an
ethics reporting process. These processes will link into existing
human resources and compliance structures wherever possible,
including grievance processes and the fraud hotline.
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New structures and roles, including those of business unit ethics
officers, will be created to ensure that our values and ethics are
effectively embedded.
Standard Bank’s ethics officer and the group chief executive are
the custodians of the code. Standard Bank’s code of ethics was
endorsed by the Ethics Institute of South Africa, confirming the
highest international best practice standards.
The code will be rolled out during the course of 2008. The roll
out will include targeted communications, coaching, reference
guides and induction packs. These mechanisms will be tailored to
the specific requirements and communication channels available
in specific countries and business units.

Political contributions
The group’s political party funding policy remains in place and
unchanged since the previous report. The amount distributed in
2007 in line with the policy was R1,7 million.

Financial Sector Charter
The charter sets out the commitment of banks and other players
in the financial services sector to achieving the ideals of
transformation and empowerment in South Africa. As a signatory
to the charter, the group has made considerable progress in
meeting the objectives of the charter.
The charter provides the framework for promoting black
economic empowerment in the financial services sector. Targets
relate to skills development and increased participation of black
people in the leadership of the group as well as the promotion of
empowerment through procurement, enterprise development,
access to financial services, empowerment financing, ownership
and control. A detailed analysis of group performance against
charter requirements is set out in the sustainability report.

International Corporate Governance Network
Standard Bank was a sponsor of the 2007 International
Corporate Governance Network conference, which is held
annually and aims to increase awareness of shareholder activism
and the benefits of transparency and accountability of
corporations. This year marked the first time that the conference
was held in Africa since its inception in 1995. The International
Corporate Governance Network has over 500 members from
38 different countries, that are estimated to hold, and to a large
extent control, assets exceeding USD10 trillion.

Introduction

Remuneration governance

The purpose of this section is to provide stakeholders with an
understanding of the remuneration philosophy and policy
applied across the group for executive management, employees,
and directors (executive and non-executive). The contents of
the report have been agreed by the Standard Bank Group
remuneration committee (remco) and the board.

Board responsibility

Remuneration philosophy
The group’s remuneration philosophy aligns with its core values,
including growing our people and delivering value to our
shareholders. The philosophy continues to emphasise the
fundamental value of our people and their role in ensuring
sustainable growth. This approach is crucial in an environment
where skills remain scarce.
The board sets the principles for the group‘s remuneration
philosophy in line with approved business strategy and objectives.
The philosophy aims to maintain an appropriate balance between
employee and shareholder interests. The deliberations of remco
inform the philosophy, taking into account reviews of performance
at a number of absolute and relative levels – from a business, an
individual and a competitive point of view.
A key success factor for the group is its ability to attract, retain
and motivate the talent it requires to achieve its strategic and
operational objectives. The group’s remuneration philosophy
includes short- and long-term incentives to support this.
Short-term incentives, which are delivery specific, are viewed as
strong drivers of competitiveness and performance. A significant
portion of top management’s reward is therefore variable, being
determined by financial performance and personal contribution
against specific criteria set in advance. This incentivises the
commitment and focus required to achieve targets.
Long-term incentives seek to ensure that the objectives of
management and shareholders are broadly aligned over longer
time periods.

Remuneration policy
Remco assists the board in monitoring the implementation of the
group remuneration policy, which ensures that:

• reward strategies and remuneration are competitive, and
facilitate the recruitment, motivation and retention of highcalibre employees at all levels;

• salary structures and policies, as well as cash and share-based

The board remains ultimately responsible for the remuneration
policy. Remco operates in terms of an agreed mandate approved
annually by the board. On remco’s recommendation, the board
will in some instances refer matters to shareholders for approval,
for example, new share-based incentive schemes and board and
committee fees.

Subsidiaries and group operations
Outside Africa
Standard Bank Plc
Standard Bank Plc operates in a regulatory environment that
requires it to have its own remuneration committee. The board
of Standard Bank Plc approves this committee’s mandate, which
accords with the group remuneration philosophy. The committee
is chaired by an independent non-executive director of Standard
Bank Plc, and reviews remuneration practices in the group’s
international operations based on best practice within specific
jurisdictions. Certain matters considered by the committee are
subject to final approval by remco.
Standard Bank Argentina
Standard Bank Argentina has a remuneration committee that
aligns with group practice and its remuneration philosophy is also
informed by local requirements.
Rest of Africa
The remuneration of board members in African countries outside
South Africa is approved in each country and reviewed by remco.
The remuneration of executive management in these countries
is reviewed and, in some instances, approved by remco. Stanbic
Bank Uganda, subsequent to its listing on the Ugandan Stock
Exchange, formed a remuneration committee as required by
regulation. A remuneration committee was established in Nigeria
in 2007.
All country committees’ decisions are guided by group
philosophy and policy as well as the specific social, legal and
economic context of the countries in which they operate.
There is an ongoing project to integrate and align reward policies
and procedures to respective markets and to group philosophy.
This includes consideration of appropriate benchmarks where
reliable surveys are available. Although we indicated that this
project would be completed by June 2007, it remains work in
progress.

incentives, motivate sustained high performance and are
linked to corporate performance objectives;

The following key factors have informed the implementation
of reward policies and procedures that support the achievement
of business goals:

• stakeholders are able to make a reasonable assessment of

• the provision of rewards that enable the attraction, retention

reward practices and the governance process; and

• the group complies with all applicable laws and codes.

and motivation of employees and the development of a
high performance culture;
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• maintaining

competitive remuneration in line with
country specific markets, trends and required statutory
obligations;

• rewarding people according to their contribution;
• allowing a reasonable degree of flexibility in remuneration
processes and choice of benefits by employees;

• moving

to a cost-to-company remuneration structure
(defined on page 40) where possible; and

Remco held two meetings during the year, with attendance
recorded below:
Member

Feb

Nov

DA Hawton (chairman)1





DDB Band2





DE Cooper1





SJ Macozoma





RP Menell1









2

1, 3

• educating employees on the full employee value proposition.
Liberty Life
The Liberty Life board determines the remuneration philosophy
and policy for Liberty Life. It has an established remuneration
committee that monitors the implementation of practices within
that business. Details of Liberty Life’s remuneration policy can
be found in its annual report.

EM Woods
1

Independent non-executive director.
Non-executive director.
3
Has assumed role of chairman with effect from 2008.
 = Attendance
2

The chief executive attends meetings by invitation. Other
members of executive management are invited to attend when
appropriate.

Remco operation
Buddy Hawton, an independent non-executive director, chaired
remco for the 2007 year. He also chaired the Liberty Life
remuneration committee. As Buddy Hawton will retire after the
2008 AGM, Ted Woods was appointed as chair of the committee
from 2008. Buddy has remained on the committee until
his retirement. The committee and the board are grateful to
Buddy for his dedication and leadership of the committee over
the past twelve years. Remco continues to comprise a majority of
independent non-executive directors. All its members have the
relevant skills and experience to perform their duties.
The key terms of reference set out in remco’s mandate include:

• reviewing group remuneration philosophy and policy;
• determining the remuneration of executive directors, as well

as the chairman and non-executive directors, which are
subject to board and shareholder approval;

• considering

the guaranteed remuneration, annual
performance bonus and pension incentives of the group’s
highest-paid executive managers, excluding Liberty Life’s
executives and directors;

• considering

the average percentage increases of the
guaranteed remuneration of executive management across
the group, as well as long-term and short-term incentives;

• agreeing incentive schemes and awards across the group;
• considering the compulsory employee benefits applicable to
all levels and categories of employees in the group; and

• reviewing the performance measures and criteria to be used
for annual incentive payments for all employees.
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No individual, irrespective of position, is present when his or her
remuneration is discussed.
In determining the remuneration of non-executive directors,
some of whom are members of board committees, remco
considers the extent and nature of their responsibilities, and
reviews information provided by advisors and relevant
comparative data from other major South African, African and
international banks.
To determine the remuneration of executive directors and
executive management, remco reviews market and competitive
data, and considers group performance against financial
objectives and individual performance against specific, nonfinancial objectives set for each person.
Remco utilises the services of a number of suppliers and
advisors to assist it in tracking market trends relating to all levels
of staff. In 2007 the following suppliers were used:

• Deloitte & Touche;
• Ernst & Young;
• Global Remuneration Solutions;
• HayGroup;
• McLagan Partners;
• Mercer Consulting Group;
• Remchannel; and
• Employment Conditions Abroad.

Taking account of the input of these suppliers, remco makes its
decisions on market-related guaranteed remuneration and total
remuneration. It also assesses market practice in relation to
share-based incentive plans and considers market-related
information in its review of board and committee fees. The board
then reviews remco’s proposals and, where relevant, will submit
them to shareholders for approval at the AGM.

Remuneration structure
Non-executive directors
Terms of service
All non-executive directors are provided with a letter of
appointment setting out the terms of their engagement.
In terms of the articles of association, non-executive directors
are required to retire at 70. At the AGM held on 29 May 2007,
shareholders approved the change to the articles of association
to enable an extension of this age where a director has not
completed five years of service by the time he or she turns 70.
Directors are appointed by the shareholders at the AGM and
interim board appointments are allowed between AGMs. These
appointments are made in terms of group policy. The interim
appointees are required to retire at the next AGM where they
make themselves available for re-election by shareholders. In
addition, one third of the non-executive directors are required to
retire at each AGM and may offer themselves for re-election. If
recommended by the directors’ affairs committee and supported
by the board, the board then proposes their re-election to
shareholders.

Fees are payable for the reporting period 1 January to
31 December of each year.
Category
2

Chairman
Director
International director
Group risk and capital
management committee:
– chairman
– member
Group audit committee3:
– chairman
– member
Group credit committee:
– member per meeting
Directors’ affairs committee:
– chairman
– member
Group transformation
committee:
– chairman
– member
Group remuneration
committee:
– chairman
– member
Ad hoc meeting attendance3

20081

2007

R3 272 947
R128 000
£30 100

R2 846 074
R113 500
£27 300

R200 000
R100 000

R159 000
R74 000

R254 000
R117 000

R220 000
R101 500

R12 500

R11 300

R80 000
R40 000

–
R25 000

R108 000
R54 000

R97 500
R48 800

R136 000
R62 500
R12 500

R123 000
R56 700
R11 300

1

Proposed for approval by shareholders at the 2008 AGM.
Standard Bank Group chairman’s fees include the board, subsidiary board
and all committee memberships but do not include fees for Liberty
Holdings Limited, or Standard Bank Plc. The chairman is currently the
chairman of the directors’ affairs and group credit committees and is a
member of the large exposures credit, group remuneration, group risk
and capital management and group transformation committees.
3
Fee per meeting for attendance by non-executive directors or persons
acting in an alternate capacity (not a member of the committee) or nonexecutive director attendance at management/subsidiary board or
committee meeting where no other fee is specifically approved. The same
fee is applicable to all committees where attendance is on an ad hoc or
alternate capacity.
2

There is no limitation to the number of times a non-executive
director may stand for re-election.
Fees
Non-executive directors receive fixed fees for service on boards
and board committees. There are no contractual arrangements
for compensation for loss of office. Non-executive directors do
not receive short-term incentives, nor do they participate in any
long-term incentive schemes. Remco reviews the non-executive
directors’ fees annually and makes recommendations to the
board for consideration.
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Retirement benefits
Previously, non-executive directors were provided with the
opportunity to participate in a pension scheme. Only two
directors still participate in this pension scheme, Elisabeth
Bradley and Buddy Hawton.

For international managers (outside Africa), ie for Standard
Bank Plc employees, all grades of senior manager and above
have three month notice periods. Manager and staff grades have
one month notice periods. Notice periods in other Corporate &
Investment Banking outside Africa offices vary according to local
legislation and/or market practice.

Executive director: chief executive

• guaranteed remuneration – based on his market value and

Fixed remuneration
In South Africa and other African countries, managerial
remuneration is either based on, or moving towards, a total costto-company structure. Cost-to-company comprises a fixed cash
portion, compulsory benefits (medical aid and retirement fund
membership) and optional benefits. Market data is used to
benchmark salary levels and benefits. Salaries are normally
reviewed annually in March.

• annual bonus and pension incentive – used to incentivise the

Operations in most of the African countries outside of South
Africa offer country specific benefits.

The group currently only has one executive director, the chief
executive Jacko Maree.
Jacko Maree receives a remuneration package and qualifies for
long-term incentives on the same basis as other employees. The
components of his package are as follows:

the role that he plays;

achievement of group objectives;

• share-based incentives – rewards the sustainable creation of
shareholder value and aligns behaviour to this goal; and

• pension – provides a competitive post-retirement benefit in
line with group employees.

Jacko Maree’s South African contract has a six month
termination clause. Consistent with other internationally mobile
executives of the group, he is also paid a portion of his
remuneration internationally under a separate offshore contract.
In terms of the articles of association, executive directors are not
subject to rotational requirements. His bonus and pension
incentive is subject to an assessment by remco of performance
against various criteria. The agreed criteria are weighted so that
70% applies to the financial performance of the group, based on
key financial measures and the group’s performance against
these and 30% applies to qualitative aspects of performance,
such as effective implementation of group strategy, human
resource leadership and transformation.
He is not subject to a retention agreement.

Management
Terms of service
The minimum terms and conditions for South African managers
are governed by relevant legislation. The notice period for these
managers is one month, unless otherwise stated in their contract
of employment. Employees on international assignments have
notice periods of three months.
The terms and conditions of employment of all managers in the
rest of Africa are guided by the legislation of specific countries
and are aligned to group practice. Notice periods vary from one
month (particularly where stipulated by legislation) to three
months. In some countries, notice periods also depend on the
level of responsibility of a particular manager and whether or not
they are leaving to join a competitor.
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Corporate & Investment Banking outside Africa managerial
remuneration is arrived at after considering independent salary
and benefit surveys. Peer group comparisons are regularly
completed. Salaries are normally reviewed annually. Salary caps
were introduced in 2007 for executive and managerial positions
in line with market practice.
For all employees, performance-related payments have formed
an increasing proportion of total remuneration over time to
achieve business objectives and reward individual contribution.
All employees (executives, managers and general staff) are rated
on the basis of performance and potential and this is used to
influence performance-related remuneration.
Rating and the consequent pay decision is done on an individual
basis. There is therefore a link between rating, measuring
individual performance and reward.
Short-term incentives
Executives and managers in South Africa and other African
countries participate in a performance bonus scheme. Individual
awards are based on a combination of business unit performance,
job level and individual performance. In keeping with the
remuneration philosophy, the bonus scheme seeks to attract and
retain high-performing managers.
International employees (outside Africa) participate in the
Corporate & Investment Banking outside Africa incentive plan.
There are no grade or level restrictions. The level of award
received by each employee will be related to the following factors:

• financial performance;
• divisional performance; and
• individual performance and contribution to the team and/or
group.

As well as taking performance factors into account, the size of
the award is assessed in terms of market-related issues and pay

levels for each skill set, which may for instance be influenced by
the scarcity of skills in that area.
Corporate & Investment Banking outside Africa operates a
mandatory deferral into Quanto stock (see below) for incentives
above agreed levels.
Long-term incentives
It is essential for the group to retain key skills over the longer
term. This is done particularly through share-based incentive
plans. The purpose of these is to align the interests of the group,
its subsidiaries and employees, as well as to attract and retain
skilled, competent people.
Group share incentive scheme (GSIS) and Equity growth scheme
(EGS)
Share options (under the GSIS) and participation rights (under
the EGS) are granted to qualifying employees (including
executive directors) in terms of the following:

• the specific grant is not subject to prior shareholder approval,
as approval for the schemes has already been obtained;

• no options or participation rights are issued at a pricing
discount nor can they be repriced; and

• the directors have the discretion to vary the vesting period.
Share options are awarded to employees in the group’s
non-South African operations and participation rights are
awarded to employees in the group's South African operations.
The combined maximum award to an employee, in terms of the
GSIS and EGS, is not more than 2,5% of the total number of
shares reserved for both schemes.
The table below sets out the general conditions of the various
options or participation rights issued. The directors have the
discretion to vary the vesting categories but not the expiry
periods.
Vesting category

A
B
C

Year

%

Expiry

3, 4, 5
5, 6, 7
2, 3, 4

50, 75, 100
50, 75, 100
50, 75, 100

10 years
10 years
10 years

The board has resolved, on the recommendation of remco, that
with effect from March 2008, awards granted to group
executive committee members under the EGS and GSIS are
subject to a vesting condition over and above duration of service.
In terms of this condition, vesting of rights in any year will be
withheld from group executive committee members if real
growth in group normalised headline earnings per share over the
vesting period of these rights is not achieved on a compound
annual growth basis.

Should the condition be breached in any year, the default
position is for group executive committee members to lose the
rights or options vesting in that particular year. If this condition
is breached, and remco believes that specific group executive
committee members bear low or minimal accountability for
events or conditions that lead to the vesting condition being
breached, then remco will have the discretion to limit the denial
of vesting for such persons. Such discretion is limited in
aggregate to 50% of the award which is due to vest with group
executive committee members.
Shadow share schemes
In addition to the GSIS and EGS, other schemes that provide
longer-term benefits targeted at a small number of specialist
investment banking staff in South Africa and internationally are
used. These schemes provide cash incentives to select managers
based on the relevant business unit’s performance and valuation.
In early 2008 Corporate & Investment Banking outside Africa
launched a new long-term incentive scheme in the form of the
Quanto Stock Unit Plan. The scheme was developed after a
review of its compensation strategy to strengthen the retention
effect of incentive remuneration and to promote an equity
culture through shares, or an equivalent, which is linked to the
performance of the overall Standard Bank Group.
Quanto stock units are linked to the Standard Bank Group
share price, but expressed in US Dollars. The deferral into
Quanto stock is determined from the total annual incentive.
100% vesting occurs after three years subject to the recipient
remaining in employment and not being under notice on the
date of vesting.
Liberty Life has its own incentive schemes. For further
information, please refer to Liberty Life’s annual report.
Retention agreements
As part of the group’s strategy to retain highly mobile and
talented employees, the group will selectively enter into
agreements in terms of which retention payments are made.
Retention payments have to be repaid should the individual
concerned leave within a stipulated period.
Post-retirement benefits
Pension
Retirement benefits are typically provided on the same basis for
employees of all levels and are predominantly defined
contribution benefits. Over time almost all of the group's
defined benefit fund arrangements have been replaced by
defined contribution arrangements, except where local
legislation requires otherwise or members enjoy entrenched
defined benefits.
Death benefit cover is provided in almost all countries, either
through self-insurance from within the pension funds or through
external underwriting.
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Membership of the principal fund, the Standard Bank Group
Retirement Fund (SBGRF), exceeds 95% of Standard Bank’s
permanent staff in South Africa. Membership and retirement
benefit criteria are as follows:

• employees who were members of the fund on 31 December
1994 have guaranteed defined benefits available; and

• new

members from 1 January 1995 have defined
contribution benefits.

In addition, a defined contribution plan, the Flexible Executive
Option, is available as a split option for senior managers and
executive management whose remuneration passes a threshold
defined by remco. Under this arrangement, participation in the
SBGRF continues up to the threshold, and contributions above it
are placed in the Flexible Executive Option. The threshold is
reviewed on an annual basis.
Healthcare
In South Africa, post-retirement healthcare funding for
employees recruited prior to 1 March 2000 is made available
through a fund (the Provider Fund). Membership and benefit
criteria are as follows:

• employees in service on 29 February 2000, who received a

medical aid subsidy from the bank, became Provider Fund
members on 1 March 2000, effective from the date of
joining the bank. Employees in service on 29 February 2000,
who join the bank’s medical aid at a later date, become
members from the date of joining the medical aid;

• members receive a benefit to assist them in meeting their

post-retirement medical aid costs. This benefit is a capital
amount, based on a defined rand target benefit adjusted
annually in line with CPIX plus 2%. The capital amount must
be used to buy an annuity which is expected to be applied
towards post-retirement healthcare costs. The capital amount
takes into account normal retirement age and years of
service; and

Please refer to note 37 of the annual financial statements for
further detail on post-retirement benefits.

General staff
Terms of service
The notice period for general staff in Africa is one month. Most
general staff in Africa are unionised. Their terms and conditions
of employment are therefore guided by the respective collective
agreement(s) in particular countries.
Fixed remuneration
Remuneration of all general staff, both local and international, is
based on a basic salary plus benefits, which generally includes
medical aid, retirement fund membership, housing benefit (in
some jurisdictions) and a travel allowance for select levels.
Generally, salary increases are negotiated on an annual basis,
usually effective in March. Salary increases are based on similar
factors as those considered when reviewing managerial staff
increases.
Incentives
All general staff in South Africa participate in the general staff
value sharing scheme. The value sharing is contingent on the
group reaching its annual financial and yearly specific targets
(set in terms of group strategy). For the past five years, these
have included customer service objectives. Similar remuneration
philosophies are applied in other African operations.
Corporate & Investment Banking outside Africa general staff
participate in the incentive plan outlined in the section on
managers’ short-term incentives on page 40.
Post-retirement benefits
Post-retirement benefits for general staff are principally the
same as for managers. Refer to the section dealing with
managers above for an outline of these benefits.

Remuneration for 2008

• employees recruited from 1 March 2000 do not receive post-

The group will continue to ensure its remuneration policies and
practices remain competitive, incentivise performance and are
aligned across the group and with its values.

In other African countries, a pension payout is the most common
post-retirement benefit. In a limited number of countries, postretirement medical aid subsidies may continue from the
employer, usually for a limited period.

Details on the proposed 2008 remuneration packages for nonexecutive directors can be found in the notice to members.
These are subject to shareholder approval at the AGM on
28 May 2008.

retirement healthcare benefits.

In addition to pension payouts in terms of a defined contribution
scheme, retired Standard Bank Plc employees are eligible to
apply for healthcare cover with the current provider at the
employee’s expense.
Liberty Life has its own post-retirement benefits schemes. For
further details please refer to Liberty Life’s annual report.
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Directors’ emoluments 2007

Services
as director
of Standard
Bank Group
R’000

Standard
Bank
Group
committee
fees
R’000

Services
as
director
of group
subsidiaries
R’000

Executive director
JH Maree
–
Non-executive directors
DE Cooper (chairman)
SJ Macozoma (deputy chairman)
DDB Band
E Bradley
TS Gcabashe
DA Hawton
SE Jonah KBE
Sir Paul Judge
KP Kalyan5
RP Menell
Adv KD Moroka
AC Nissen
MC Ramaphosa
MJD Ruck
MJ Shaw
Sir Robert Smith
EM Woods6

2 846
114
114
79
114
79
114
384
1
114
114
114
114
114
114
384
104
5 017

Former non-executive director
Dr MA Ramphele7
Total

–

52

2 013
1 105
327
114
114
506
114
384
1
114
114
114
114
912
567
384
104

1 676

7 101

355
183
127
74
197

130
48
131
379

53
5 070

–

Cash
portion of
package
R’000

Bonus and
pension
incentives/
performance
related
payments1
R’000

Other
benefits
R’000

Pension
contributions
R’000

4 475

13 098

335

722

4 475

13 098

335

722

1623

Otherwise in
connection
with the
affairs of
SBG and its
subsidiaries
R’000

18 6302
–

18 630

40

5 061
1 574
4 854
320
302
782
228
768
2
358
228
276
228
1 157
1 060
768
260

4 2304

–

–

162

–

4 270

53
1 676

7 154

Total
annual
remuneration
R’000

18 226
106

4 475

13 098

497

722

4 270

36 962

1

In order to align incentive awards with the performance to which they relate, bonuses above reflect the amounts accrued in respect of each year and not
the amount paid.
2
Total annual remuneration excludes the benefit of share incentives. The expense recognised for the year, calculated in terms of International Financial
Reporting Standards on share-based payments (IFRS 2), relating to share incentives is R3 433 177.
3
Use of motor vehicle.
4
This amount was payable to Doug Band by Gymnogene Investments, a company in which he is a 33% shareholder and which had a contractual
relationship with the bank. The payment arises from a share of the profit on disposal of private equity investments in a portfolio sourced and arranged
by Gymnogene Investments on behalf of the bank. Although the contract expired on 31 December 2004, payments of this nature are likely to recur if
and when the three remaining investments in this portfolio are realised on a profitable basis to the bank.
5
Appointed 28 December 2007.
6
Appointed 1 February 2007.
7
Resigned 17 May 2007.
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Directors’ emoluments 2006

Services
as director
of Standard
Bank Group
R’000

Standard
Bank
Group
committee
fees
R’000

Executive directors
JH Maree
MJD Ruck3
–
Non-executive directors
DE Cooper (chairman)
DDB Band
E Bradley
TS Gcabashe
DA Hawton
SE Jonah KBE6
Sir Paul Judge
SJ Macozoma
RP Menell
Adv KD Moroka
AC Nissen
MC Ramaphosa
Dr MA Ramphele
MJD Ruck7
MJ Shaw
Sir Robert Smith

Former non-executive directors
T Evans8
Dr CB Strauss9

Total

2 567
104
73
104
73
95
312
104
104
104
104
104
104
61
104
312

–

224
126
67
171

370
119
45

24
318

Cash
portion of
package
R’000

Bonus and
pension
incentives/
performance
related
payments1
R’000

Other
benefits
R’000

Pension
contributions
R’000

184

4 227
1 764

10 811
1 500

229
209

662
128

184

5 991

12 311

438

790

Services
as
director
of group
subsidiaries
R’000

1354

1 767
374
104
104
561
95
312
1 090
104
104
104
104
104
112
482
312
–

135

–

Total
annual
remuneration
R’000

15 9292
3 785
–

19 714

40
3965

4 509
1 098
303
275
805
190
624
1 564
327
208
253
208
208
197
904
624

436

12 297

4 429

1 464

5 833

19
41

9

19
41

60

9

60

–

–

–

–

–

129

4 489

1 473

6 077

5 991

12 311

573

790

436

32 140

1

–

Otherwise in
connection
with the
affairs of
SBG and its
subsidiaries
R’000

47
82

In order to align incentive awards with the performance to which they relate, bonuses above reflect the amounts accrued in respect of each year and not
the amount paid.
2
Total annual remuneration excludes the benefit of share incentives. The expense recognised for the year, calculated in terms of International Financial
Reporting Standards on share-based payments (IFRS 2), relating to share incentives is R3 264 977.
3
Retired as an executive director on 2 June 2006.
4
Use of motor vehicle.
5
This amount was payable to Doug Band by Gymnogene Investments, a company in which he is a 33% shareholder and which had a contractual
relationship with the bank. The payment arises from a share of the profit on disposal of private equity investments in a portfolio sourced and arranged
by Gymnogene Investments on behalf of the bank. Although the contract expired on 31 December 2004, payments of this nature are likely to recur if
and when the three remaining investments in this portfolio are realised on a profitable basis to the bank.
6
Appointed 1 February 2006.
7
Remained on SBG board with effect from 3 June 2006 as a non-executive director. Appointed to SBSA board on 15 August 2006.
8
Resigned on 8 March 2006.
9
Retired on 24 May 2006.
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Share incentives – 2007
Balance
of share
incentives
as at
1 Jan
2007

Number
of share
incentives
allocated
in
2007

Issue
or
offer
date

2 000 000

–

–

Director’s name
JH Maree

Number
Number
of share
of share
incentives
incentives
exercised
forfeited or accepted
during
during
the year
the year
–

200 000

Balance
of share
incentives
as at
31 Dec
2007
1 800 000

Number
of share
incentives

Issue
or offer
date

975 000
25 000
300 000
375 000
125 000

13/03/01
23/05/01
11/03/04
10/03/06
10/03/06

Issue
or
offer
price
Vesting
(R) category
31,90
33,50
40,65
79,50
79,50

Expiry
date

A
A
C
A
B

13/03/11
23/05/11
11/03/14
10/03/16
10/03/16

Gains on the exercise of share incentives granted in previous years – 2007

JH Maree

Number
of share
incentives

Issue
or offer
date

Issue
or offer
price
(R)

200 000

11/03/04

40,65

Exercise
or
delivery
date

Exercise
or delivery
market
price
(R)

Gains on
exercise or
delivery of
share incentives
(R)

03/04/07

109,45

13 760 000

Share incentives – 2006

Director’s name

Balance
of share
incentives
as at
1 Jan
2006

Standard Bank
Group Limited
JH Maree

1 500 000

Issue
or
offer
date

Number
of share
incentives
forfeited
during
the year

Number
of share
incentives
exercised
or accepted
during
the year

Balance
of share
incentives
as at
31 Dec
2006

500 000 10/03/06

–

–

2 000 000

Number
of share
incentives
allocated
in
2006

MJD Ruck

248 400

–

–

62 500

185 900

–

Liberty Group
MJD Ruck

466 000

–

–

383 000

83 000

–

Number
of share
incentives

Issue
or offer
date

Issue
or
offer
price
(R)

975 000
25 000
500 000
375 000
125 000

13/03/01
23/05/01
11/03/04
10/03/06
10/03/06

31,90
33,50
40,65
79,50
79,50

Vesting
category

Expiry
date

A
A
C
A
B

13/03/11
23/05/11
11/03/14
10/03/16
10/03/16

Gains on the exercise of share incentives granted in previous years – 2006

Standard Bank Group Limited
MJD Ruck

Number
of share
incentives

Issue
or offer
date

Issue
or offer
price
(R)

60 000
117 500
2 500
900
5 000

13/03/01
13/03/02
15/03/00
27/11/00
14/04/99

31,90
27,80
25,00
26,40
17,15

Exercise
or
delivery
date

Exercise
or delivery
market
price
(R)

Gains on
exercise or
delivery of
share incentives
(R)

23/03/06
23/03/06
20/04/06
20/04/06
20/04/06

87,56
87,56
88,00
88,00
88,00

3 339 600
7 021 800
157 500
55 440
354 250
10 928 590
93 350

Gains on exercise of equity participation rights under the SCMB Shadow Share Scheme

11 021 940
Liberty Group
MJD Ruck

83 000

02/06/03

48,50

02/06/06

78,00

2 448 500
13 470 440
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Achieved an

“excellent”

rating in the Ernst & Young Excellence in
Sustainability Reporting awards.
This summary sets out some of Standard Bank Group’s 2007 non-financial performance. For a complete view of our sustainability
performance we refer stakeholders to the 2007 Sustainability and Black Economic Empowerment Report (sustainability report) which
has been included with this report in electronic format. The sustainability report can be accessed on our corporate website
www.standardbank.co.za. Printed copies can be requested from the group secretary (see inside back cover for contact details).

Socioeconomic impact
In South Africa, Standard Bank plays a valuable role in developing
the local economy through:

Distribution of wealth created by the group (%)

• economically empowering our employees, shareholders

29%

Employees
Government

41%

and business partners;

Shareholders

• expansion of financial services;
• contributing to the sustainability of state and regional

Retentions to support
future business growth

treasuries; and

• social development and upliftment projects.

15%

15%

In 2007 the group increased wealth created for stakeholders by 31% on 2006. The value added distribution over five years is shown
in the table below:
Value added distribution over five years

Employees
Government
Shareholders
Retentions
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2007
%

2006
%

2005
%

2004
%

2003
%

41
15
15
29

41
15
15
29

42
14
18
26

43
14
11
32

43
16
10
31

2007 material developments

• As at 31 December 2007, 49% of all managers in Standard Bank’s domestic operations were black.
the 2 751 employees that graduated from the Global Leadership Centre’s (GLC) two week core programme, 1 301 were black
• Ofemployees.
Mafisa learnership initiative was launched aimed at equipping learners from rural areas for a career in banking. The programme
• The
had an initial intake of 25 learners.
the Remote Account Opening project aimed at delivering products to areas that are convenient for previously unbanked
• Launched
people.
• Delivered a 42% increase in the number of low-income Mzansi Blue accounts to over 622 000 as at 31 December 2007.
• Extended R11,2 billion in housing finance to the affordable housing market in the period 1 January 2004 to 31 December 2007.
start-up and existing black small and medium enterprises (BSMEs) through the provision of mentorship programmes and
• Supported
our working relationship with the Department of Trade and Industry’s Small Enterprise Development Agency.
• Named South Africa’s Top Performing Empowered Company at the 7th Oliver Empowerment Business Awards.
Standard Bank summary scorecard by charter category
Maximum
possible
points

Audited
results
2007

Audited
results
2006

Audited
results
2005

Human resource development

20

19,19

19,27

15,80

Management employment equity
Skills development spend
Black learnerships

15
3
2

15,00
3,00
1,19

15,00
3,00
1,27

12,50
3,00
0,30

Access to financial services

18

17,72

14,76

11,41

Access to financial services
Origination
Consumer education

8
8
2

7,75
7,97
2,00

6,64
6,12
2,00

5,94
3,47
2,00

Empowerment financing

22

22,00

22,00

20,11

Targeted investment
BEE transaction financing

17
5

17,00
5,00

17,00
5,00

15,11
5,00

Procurement and enterprise development

15

15,00

13,80

11,40

Ownership and control

22

19,48

19,48

18,45

Ownership
Board of directors
Control: Top 50 executive management

14
3
5

12,00
3,00
4,48

12,00
3,00
4,48

12,00
3,00
3,45

3

3,00

3,00

3,00

100

96,39

92,31

80,17

Corporate social investment
Total score
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Black economic empowerment and the Financial Sector Charter

Abridged sustainability report

continued

Shareholders
2007 material developments

• Shareholders voted in favour of the proposed strategic partnership with Industrial and Commercial Bank of China in December.
In the 2006 report we said we would…

Progress made in 2007

Host two analyst days for local and international
shareholders and analysts to interact with operational
management.

Four analyst days were hosted for local shareholders to engage
with operational management. Executive management
participated in four international road shows.

Roll out a shareholder education campaign to broaden
financial understanding among our employee shareholders.

Held 25 briefing sessions to enhance black managers’
understanding of the benefits of the Tutuwa Managers Trust.

Customers
2007 material developments

• Successfully implemented the requirements of the National Credit Act.
• Successfully completed the implementation of the “Know Your Customer” requirements.
• Introduced certain risk-sharing arrangements to improve access to credit for small and medium enterprises.
a customer service week, which emphasised standing in the customer’s shoes, to create a culture of customer empathy
• Conducted
and improve customer service.
over 120 000 chip credit cards in the Blue, Achiever and Gold product ranges, including an initial roll out to around 18 000
• Issued
employees.
• Introduced online banking to twelve African countries outside of South Africa.
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In the 2006 report we said we would…

Progress made in 2007

Respond to the increase in competition and new entrants,
particularly in the credit card industry.

Standard Bank continues to monitor and analyse the various
credit card co-branding initiatives and transactional offerings in
the market.

Respond to customers’ increasing awareness of bank
charges and pricing as well as requests for concessionary
pricing.

In 2007, Standard Bank refined its pricing strategy and
simplified pricing structures, while enhancing transparency.
Price increases in South Africa were kept as low as possible, with
an average increase of approximately 4,7%, against average
inflation of 6,5% over the period.
Requests for concessionary pricing were mainly confined to assetbased finance rates and to a lesser extent, transaction and cash
deposit fees in the business banking sector. Fee and rate
concessions continue to be managed centrally to ensure a
responsible balance between profitability and customer
expectations is maintained.

Embed a customer-centric model throughout all operations.

Personal & Business Banking made changes to its operating model
to deliver improved focus on customer needs and expectations.
A customer-centric business model was successfully implemented
across Corporate & Investment Banking in South Africa, to support
more effective and personalised interaction with customers and
strengthen origination capacity.

Build on the systems and services foundation laid in the rest
of Africa to launch home loans, vehicle and asset finance,
business banking term loans and Internet banking in
appropriate countries, with the correct levels of credit and
operational systems support.

Personal & Business Banking branch infrastructure and systems
outside South Africa are in the process of being aligned to our
standards, which will enable additional products and services to
be systematically introduced in other emerging markets where the
bank has a presence.

Continue to focus on growth in emerging markets.

Argentina: Acquired a majority stake (76,7%) in BankBoston
Argentina, which has been rebranded Standard Bank Argentina.
Nigeria: Expanded our presence through the acquisition of a
controlling stake in IBTC Chartered Bank Plc which was merged
with our existing operation.
Turkey: Expanded our operation with the acquisition of 61% in
the specialist advisory and securities firm Dundas Ünlü.

Install generators in 64 branch sites in the Eastern and
Western Cape.

Installed 108 generators in branches throughout South Africa,
including the Eastern and Western Cape.

Customer statistics (South Africa)

Customer base
Total customer base

2007

2006

2005

> 8 000 000

> 7 000 000

> 7 000 000

% of customer base per banking segment
Personal banking
Private banking
Business banking
Employees

%
%
%
%

92,45
0,71
6,19
0,65

93,07
0,67
5,64
0,62

92,08
0,71
6,46
0,75

Race composition
African
Coloured
Indian
White

%
%
%
%

66
9
5
20

63
9
6
22

63
8
6
23

Gender composition
Female
Male

%
%

48
52

44
56

46
54

Age composition
0-28 years old
29-55 years old
56+ years old

%
%
%

28
59
13

29
54
17

29
57
14
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Employees
2007 material developments

• Personal & Business Banking launched its Women’s Forum.
• Corporate & Investment Banking focused on its core people processes globally.
• Spent 2,9% of our payroll on training and development.
• Implemented Independent Counselling and Advisory Services in an additional nine African countries.
• Undertook HIV/AIDS prevalence surveys in South Africa and Zambia.
• Thirteen of our African operations outside South Africa became members of the National Business Coalition against HIV/AIDS.
In the 2006 report we said we would…

Progress made in 2007

Ensure all group managers and executives attend relevant
leadership development programmes over a three-year
timeframe.

2 457 managers and 294 executives attended a two-week
leadership development programme at the GLC.

Roll out the multi-rater tool to international operations.

Both our African and international banking operations used the
multi-rater tool during 2007.

Audit disability access in Standard Bank’s existing facilities
in South Africa.

This project could not commence in 2007 as planned, and has
now been scheduled to start in 2008. We are, however, confident
that this exercise will confirm that all our facilities have adequate
access for people with disabilities.

Formalise Standard Bank’s coaching and mentoring programme.

The coaching and mentoring programme was formally launched in
2007, reaching 2 066 bank employees.

Extend Independent Counselling and Advisory Services to
all employees and their families in the African countries
in which the bank operates.

Independent Counselling and Advisory Services has been
implemented in a further nine African countries. This service is
now available to bank employees in 14 African countries.

Formalise Standard Bank’s safety, health and environmental
risk oversight committee.

The safety, health and environmental risk oversight committee
was formalised.
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Training and talent sourcing

Development programme participants
Personal & Business Banking and Corporate & Investment Banking
Graduate Development programmes
Group Internal Audit Trainee programme1
Training Outside Public Practice (TOPP)
BANKseta Letsema and Kuyasa learnership programmes
Mafisa learnership programme2
The Standard Bank Banking Group programme

2007

2006

2005

114
4
48
258
25
64

113
2
48
183
–
92

115
–
35
180
–
69

1

Programme started in 2006.
New programme started in 2007.

2

Managing HIV/AIDS
Standard Bank continues to focus on a data-driven approach to understanding the potential risk and impact on our workforce and
revenues that HIV/AIDS could have if it is not properly managed or interventions are not suitably resourced. Prevalence surveys identify
the potential current and future impacts of HIV/AIDS on our employees, enabling us to put plans in place to mitigate the impact. In
September, employees at head office and a number of branches in South Africa voluntarily participated in the bank’s HIV/AIDS risk
assessment programme. We randomly tested about 4 500 employees and the results were projected for total employee numbers. The
findings reflected a prevalence percentage similar to that measured in the 2003 survey for the South African banking sector. This
suggests that Standard Bank’s internal workplace programme is registering a positive impact in terms of educating employees and
holding the overall prevalence of the disease at this relatively low level (3,4% for the sector). We also undertook an HIV/AIDS
prevalence survey in Zambia. We are aiming to complete similar surveys during 2008 in those countries in Africa where we have
adequate medical support available, such as medical aid schemes.
In 2007, Standard Bank committed approximately R2,4 million to its HIV/AIDS employee awareness programme in South Africa.
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Regulators
2007 material developments

• Successfully implemented Basel II.
regulatory college for central bank supervisors from across the African continent was hosted by the South African Reserve Bank
• A(SARB)
at our head office in February 2007. Various country regulator issues were discussed, including preparations for Basel II.
• Increased interaction with SARB focused on our expansion in different regulatory jurisdictions.
In the 2006 report we said we would…

Progress made in 2007

Ensure that group businesses continue to comply with all
applicable regulatory and legislative requirements and
timeframes.

No material incidents of non-compliance with laws or
regulations, including legal actions for anti-competitive behaviour,
anti-trust and monopoly practices, took place in the year and no
material sanctions, fines or penalties were imposed.

Undertake ongoing training to ensure that all affected
employees are kept up to date with regulatory developments.

Increased investment in employee training and implemented the
Compliance Training Tracking Tool in our South African banking
operations.

Suppliers
2007 material developments
Bank’s total charter qualifying procurement spend for 2007 was R5,6 billion, with R3,3 billion spent with BEE suppliers
• Standard
and R186 million with BSMEs.
• Hosted four supplier summits in South Africa.
Banking Association Procurement Committee agreed that financial institutions are not required to report on second tier
• The
procurement spend.
• Launched the Procurement Optimisation Initiative in Africa.
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In the 2006 report we said we would…

Progress made in 2007

Advance Standard Bank’s decentralisation of procurement in
South Africa’s provinces, and throughout Africa, enabling
regional offices to conduct their own locally-based
procurement and enterprise development.

In South Africa, the procurement function was further
decentralised to five additional provincial offices. The bank’s
procurement disciplines have also been introduced in our African
operations.

Focus on increasing second tier spending amongst suppliers.

The bank has attempted to ascertain the amount of its second tier
BEE procurement spend, but no charter scorecard points have
been claimed due to difficulties in verifying data from primary
vendors.

Align the charter and the codes in terms of supply chain
management systems and processes across all businesses in
our South African banking operations.

This process is well underway, although not yet complete. The
decentralised procurement initiative is a key component of this
objective.

Community
2007 material developments
1% of domestic profit after tax, we continue to fund core corporate social investment projects in education, enterprise
• Using
development and health and welfare. We supported projects chosen by employee volunteers and sponsored community groups with
a focus on women, youth and the disabled.
partner of the inaugural twenty-over Cricket World Cup – the International Cricket Council (ICC) World Twenty20
• Regional
Championship held in South Africa, and team sponsor of the Proteas One Day International (ODI) team at the ICC Cricket World Cup
held in the West Indies.
recognition functions were held for Women in Soccer and Women in Cricket, recognising the various roles women play in
• Formal
these sports.
• Renewed our sponsorship of the National Arts Festival up to 2010, continuing a 23 year association.
development programmes were implemented at the National Arts Festival, the Joy of Jazz Festival and the ICC World
• Journalist
Twenty20 Championship.
Standard Bank Joy of Jazz Festival paid tribute to women’s month with a line-up featuring South African jazz masters Miriam
• The
Makeba, Gloria Bosman, Dorothy Masuka and Letta Mbulu.

In the 2006 report we said we would…

Progress made in 2007

Provide a mechanism to inspire and motivate employees by
increasing their involvement in corporate social investment
initiatives.

Standard Bank’s Employee Community Involvement programme
provides employees with an avenue to get to know their
communities better and to be part of making a real difference.
The Global Leadership Centre provides a module on social
relevance where employees are encouraged to make an
ongoing positive difference in the communities they work in.

Build partnerships that allow Standard Bank and its
beneficiaries to benefit from financial as well as social
return on investment.

Commissioned a non-governmental organisation, Siyakhula Trust,
to conduct due diligence on each social partner Standard Bank
identified in 2006.

Increase awareness of Standard Bank’s history by implementing
a programme to celebrate its 145th anniversary in October.

Held a successful historical exhibition and celebration for Standard
Bank’s 145th anniversary.
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Corporate social responsibility spend breakdown per category
2007
Rm

2006
Rm

2005
Rm

Corporate social investment
Education1
Entrepreneurship
Sport development
Community development/Health and welfare
Heritage
Arts and culture development
Bursaries
Other

46,3
5,2
6,5
4,4
0,7
0,9
1,2
0,4

32,5
11,4
6,5
7,8
0,7
0,9
1,1
1,0

39,1
3,2
4,1
5,4
2,4
1,5
2,2
3,0

Strategic stakeholder management
Business Trust
Public interest projects
Premier Service Excellence Awards
Corporate membership

5,8
12,1
1,2
1,6

5,8
11,1
0,4
2,2

5,7
6,7
2,8
1,9

Total corporate social responsibility spend

86,3

81,4

78,0

1

Including Liberty Life corporate social responsibility spend of R20,5 million (2006: R15 million, 2005: R18 million).

Employee Community Involvement programme
Approximately R1,2 million (2006: over R190 000) was donated to various beneficiaries through the Employee Community
Involvement programme. Employees raised over R590 000 (2006: over R95 000) of this amount. The increase in donations can be
attributed to greater awareness of the Employee Community Involvement programme. This involved:

• using internal media to launch the revised programme to employees;
• presenting the revised programme to business units and all provincial offices;
• incorporating the programme as a module in the courses run by the Global Leadership Centre; and
the Global Leadership Centre and Corporate & Investment Banking adding corporate social investment and the Employee
• both
Community Involvement programme into the portfolios of certain employees.

Environment
2007 material developments

• The board of directors agreed to investigate implementing the Equator Principles.
• Standard Bank’s Africa environmental policy was approved.
In the 2006 report we said we would…

Progress made in 2007

Complete the environmental risk and control assessments
for Standard Bank’s environmental risk framework.

Environmental risk and control assessments were rescheduled to
2008. The environmental risk framework is being developed in
phases, with the initial focus on Standard Bank Africa, and will
continue across the rest of Standard Bank after the establishment
of appropriate working committees.
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Environmental governance
An environmental risk framework is being developed in South Africa and the rest of Africa, and thereafter will be extended to
subsidiaries outside of Africa.
Standard Bank’s Africa environmental risk policy was approved in 2007 and working committees are in the process of being
implemented to create environmental standards that are applicable to our business operations and services. This will also address the
indirect impacts of our financing activities and provide standards for responsible lending.
Environmental management
South Africa

Rest of Africa



In progress



In progress
In progress
In progress

2007

2006

2005

m2

263 895

250 979

232 979

megawatt-hours
Rm

102 029
29

90 779
25

85 743
22

kg
tons
tons
tons
tons

14
4,5
393
71
2,7

14
3,6
413
72
1,9

N/A3
2,5
235
37
1,2

R’000
R’000
R’000

215
511
369

141
530
72

N/A3
N/A3
N/A3

hectares

3 060

3 060

3 060

Environmental policy
Legal registers1
Environmental risk management
Working committees
1

Incorporating applicable environmental legislation.

 = Implemented

Standard Bank direct impact statistics (South Africa)

1

Area occupied
Total floor area covered
Energy consumption1
Energy consumption2
Total cost
Waste
Fluorescent tubes
Glass
Wet waste
Compactable waste
Aluminium cans
Recycling recoveries
Waste paper
Ink cartridges
Computer waste
Land in biodiversity rich habitats
Mogale’s Gate4
1

Consumption figures for buildings in Simmonds Street (3,5,6), 25 Sauer Street, Constantia Kloof, Port Elizabeth (regional head office), Kingsmead Durban
and Riverclub. These buildings make up the bulk of the Standard Bank energy usage.
2
Increase in energy consumption is due to increases in equipment load, staff numbers and total building area.
3
Not available.
4
Located 20km northwest of Mogale City in western Gauteng.
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Liberty Life
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Financial review

88

Seven-year review
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Banking activities average
balance sheet

Personal & Business
Banking
Banking and other financial
services to individual customers
and small- to medium-sized
enterprises in South Africa, the
Rest of Africa and Argentina.

Corporate &
Investment Banking
Commercial and investment banking
services to larger corporates,
financial institutions and
international counterparties in South
Africa and other emerging markets.

Investment
Management &
Life Insurance
(Liberty Life)
Investment management
and life insurance activities through
group companies Liberty Life and its
wholly-owned subsidiary, Stanlib.
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Personal & Business Banking

Headline earnings R5 661 million (2006: R4 816 million).

% of group headline earnings

Headline earnings growth 18% (2006: 24%).
Headline earnings contribution 43% (2006: 45%).

43%

Return on equity 28,1% (2006: 31,6%).
Cost-to-income ratio 52,1% (2006: 53,8%).
Credit loss ratio 1,34% (2006: 1,00%).

Personal &
Business Banking

External net loans and advances R340 billion (2006: R265 billion).

Corporate & Investment Banking

Headline earnings R6 765 million (2006: R5 033 million).

% of group headline earnings

Headline earnings growth 34% (2006: 20%).
Headline earnings contribution 51% (2006: 46%).
51%

Return on equity 27,3% (2006: 27,7%).
Cost-to-income ratio 52,6% (2006: 52,6%).
Credit loss ratio 0,09% (2006: 0,15%).

Corporate &
Investment Banking

External net loans and advances R306 billion (2006: R237 billion).

Investment Management & Life Insurance

Headline earnings R973 million (2006: R843 million).

% of group headline earnings
7%

Headline earnings growth 15% (2006: 36%).
Headline earnings contribution 7% (2006: 8%).
Return on equity 25,8% (2006: 26,5%).
Total assets R222 billion (2006: R203 billion).
Normalised embedded value R27 billion (2006: R23 billion).

Liberty Life

Third party funds under management R188 billion (2006: R169 billion).

Central and other contributed (1%) to headline earnings (2006: 1%).
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Group executive committee

Craig Bond (46)
Chief executive
Standard Bank Africa
BCom, LLB, HDip Tax (Wits),
SEP (Harvard)
Tina Eboka (48)
Corporate Affairs

Joined the group 2000,
appointed to exco 2006

BS Applied Mathematics (New York),
BS Textile Engineering (Philadelphia),
MBA (Philadelphia), SEP (Harvard)
Joined the group 2005, appointed
to exco 2005

Arnold Gain (53)
Credit
BCom (Hons) (Cape Town)
Bruce Hemphill (44)
Chief executive
Liberty Life

Joined the group 1994, appointed
to exco 2005

BSoc (Cape Town), CPE (College of Law,
London)
Joined the group 1993, appointed
to exco 2006

Ben Kruger (48)
Chief executive
Corporate & Investment Banking
BCom (Hons) (Pretoria), CA (SA),
AMP (Harvard)
Joined the group 1985, appointed
to exco 2000

Rob Leith (45)
Chief executive
Corporate & Investment Banking – International
BCom (Hons) (Cape Town), CA (SA)
Joined the group 1991, appointed
to exco 2003

Jacko Maree (52)
Group chief executive
BCom (Stellenbosch), MA (Oxford),
PMD (Harvard)
Joined the group 1980, appointed
to exco 1995
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Group executive committee

David Munro (37)
Chief executive
Corporate & Investment Banking – Standard
Bank of South Africa
BCom (PGDA) (Cape Town), CA (SA),
AMP (Harvard)

Sipho Ngidi (52)
Human Resources

Joined the group 1996, appointed
to exco 2004

BAdmin (Zululand), BCom (Hons) (Natal)
Joined the group 2001, appointed
to exco 2001

Sarah-Anne Orphanides (39)
Marketing and Communications
BSocSci (Hons) (Cape Town), MBA (London)
Joined the group 2002, appointed
to exco 2006

Paul Smith (53)
Risk
BCom (Natal), CA (SA), AMP (Wharton)
Joined the group 1997, appointed
to exco 1999
Simon Ridley (52)
Finance
BCom (Natal), CA (SA), AMP (Oxford)
Joined the group 1999, appointed
to exco 2002

Sim Tshabalala (40)
Chief executive
Personal & Business Banking –
Standard Bank of South Africa
BA LLB (Rhodes), LLM (University of
Notre Dame USA), HDip Tax (Wits)
Joined the group 2000, appointed
to exco 2001

Peter Wharton-Hood (42)
Chief executive
Personal & Business Banking
BCom (Hons) (Wits), CA (SA),
AMP (Harvard)
Joined the group 1997, appointed
to exco 1999
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Personal & Business Banking

Operating conditions in the South African personal and business
banking market remained buoyant in the first half of 2007.
However, in the second half of the year, the impact of higher interest
rates slowed the momentum in the strong growth trend
experienced in recent years.

Overview
Standard Bank’s Personal & Business Banking division
is well established in southern Africa. In recent years
it has been well positioned to take up the
opportunities of a growing and transforming South
African marketplace. From its deep roots in southern
Africa, the franchise has made meaningful progress
with its strategy to grow operational platforms in
high-potential markets in the rest of Africa, and in
other selected emerging markets where the group
has a presence. In the last year the group’s acquisition of banking operations in Nigeria and
Argentina will help accelerate this international expansion.

The year was characterised by
an increasingly challenging
regulatory environment.

Operating conditions in the South African personal and business banking market remained
buoyant in the first half of 2007. However, in the second half of the year, the impact of higher
interest rates slowed the momentum in the strong growth trend experienced in recent years.
Interest rates in South Africa increased by a further 200 basis points in 2007 and by year end
were 400 basis points higher than in June 2006. Higher interest rates and household debt
levels indicate heightened credit risk in South Africa, reflected in the higher levels of credit
provisioning. Retail sales, vehicle sales and house prices succumbed to the higher interest rates
and stagnated towards the end of the year.
The year was characterised by an increasingly challenging regulatory environment. This
included the National Credit Act (NCA), which was introduced on 1 June 2007, the
Competition Commission Enquiry, the Financial Intelligence Centre Act (FICA) and Financial
Advisory and Intermediary Services (FAIS) Act and preparation for the introduction of Basel II
on 1 January 2008.
In line with our strategy to ensure that our banking systems support continuous improvement
in the quality of service to our clients, and effectively facilitate the growth of operations in new
markets, we accelerated investment in management and infrastructure capacity in our
operations during the year. Branch infrastructure projects were undertaken to upgrade IT in
order to facilitate the upgrade of our core banking system to SAP.
After a steady build up of scale and capacity in recent years, the bank’s investments in its
operations outside South Africa gathered momentum during 2007. In Africa, we strengthened
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Personal & Business Banking

management teams in all represented markets and
continued to implement a major campaign to roll out
products and acquire retail customers.

Headline earnings (Rm)
CAGR (2001 - 2007): 22%

6 000

Strategy
Standard Bank’s strategy to serve the full value chain
of customer needs in its domestic operation – from
the most basic to the most sophisticated of financial
services needs – and to maintain high standards of
customer service and cost effective delivery
channels, notwithstanding significant volume
growth, continues to provide the knowledge and
experience required for expansion internationally.

5 000
4 000
3 000
2 000
1 000
0
01

02

03

04

05

06

07

Improving customer service
A number of initiatives were introduced to improve customer focus and service levels. These
included centralised customer information, targeted solutions for different customer portfolios,
improvements in customer-facing employee training and efficiency of processes.
The project to replace our legacy systems with a core banking system will be implemented over
a five to seven year period. A single customer repository is in the process of being implemented
and the product functionality will be rolled out in 2008, starting with a low-income unsecured
lending product. This complex process of IT renewal introduces new generation, integrated and
scaleable systems architecture and improves operability between products. The system
upgrade also enhances credit management and monitoring capability.
After extensive research, the bank increased its investment in the branch and autobank
networks in South Africa. Sales-only outlets were upgraded, 19 of them to full banking
functionality, 10 outlets were closed, 20 new outlets established and a further 45 relocated,
expanded or revamped. We embarked on a project to upgrade our AutoBank machines with
user interfaces better suited to a multilingual customer base. We have responded to physical
attacks on our autobank network with a combination of tactical operations and security
initiatives designed to address any existing vulnerabilities.
Our lower income transactional product, Mzansi, increased by 42% to over 622 000 accounts,
evidence of strong growth in this segment of the market. The bank improved its Financial
Sector Charter distribution requirements, establishing 30 outlets to service the lower income
markets. Investment in a further eight outlets in this
segment of the market is planned for 2008.
To manage power interruptions, the bank installed
generators in 108 branches in 2007 and plans to
install a further 63 in 2008 at a total cost of
R75 million. Our head office, data and processing
centres are also supported by generators. All outlets
have uninterrupted power supply to ensure core IT
server requirements are met.

Our lower income transactional
product, Mzansi, increased by 42%
to over 622 000 accounts, evidence of
strong growth in this segment of
the market.

Managing regulatory change
As a registered credit provider, Standard Bank fully supports the NCA, which came into effect
on 1 June 2007, and has implemented the necessary policies and procedures to comply with
its requirements. The bank welcomes the NCA’s effect of protecting customers and regulating
responsible lending. By regulating both formal and informal lending, the NCA levels the
competitive playing field between banks and non-traditional participants, and legitimises the
bank’s ability to compete in all segments of the market previously characterised by
disproportionately high lending margins.
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Personal & Business Banking

continued

The adoption of Basel II has also required significant resources since planning for the new
framework commenced in 2001. While Basel II has significantly reduced the credit risk capital
requirements for Personal & Business Banking portfolios, it has had the more general impact
of further improving risk management practices throughout the bank.
Standard Bank believes that its pricing structures are appropriate and competitive in a highly
competitive industry. In 2007, the bank submitted its position to the Competition
Commission’s public inquiry into bank charges and is confident that no contravention of the
Competition Act has occurred. We expect the inquiry to result in enhanced transparency and
comparability in the pricing of banking products.

The division’s strategy of selectively
growing its presence in highgrowth markets in Africa and other
emerging markets started to show
anticipated results.

International expansion
Beyond South Africa’s borders, the division’s strategy
of selectively growing its presence in high-growth
markets in Africa and other emerging markets started
to show anticipated results in 2007.

The acquisition of BankBoston Argentina was
finalised in April 2007 and has enabled the expansion
of Standard Bank’s footprint in the South American
market. BankBoston’s people, processes and systems
were integrated into the Standard Bank Group and
substantial brand awareness was achieved with an overnight rebranding exercise. This is the
bank’s first investment in full-service banking off the African continent.
In Africa, the bank’s existing retail operations in Uganda, Namibia, Zimbabwe, Swaziland,
Lesotho and Malawi all produced strong financial results, while the markets into which retail
banking was introduced (Nigeria, Ghana, Kenya and Moçambique) performed in line with
expectations. Significant investment in branch infrastructure and autobanks is supporting
further growth in the bank’s African operation. A new internet banking service was introduced
into 13 African countries during the year, resulting in over 12 000 active subscribers. The
purchase of IBTC Chartered Bank in Nigeria provides a strong platform for growth in this
market. We plan to roll out a full retail banking product offering over the next three years.
Following its success in the South African operation, the adoption of a customer-centric
business model proceeded well in 2007 with full implementation expected by the end of
2008. By strengthening our in-country capability in African markets, we have been able to
develop an in-depth understanding of local customers and their basic transactional needs. This
knowledge will be used to build the capability necessary for further lending in the future.

Financial performance
Personal & Business Banking grew headline earnings by 18% (2006: 24%) from a high base and
contributed 43% to the group’s headline earnings (2006: 45%). The division achieved a

Total income and headline earnings by product
Change
%

Total income
2007
Rm

2006
Rm

Headline earnings
Change
2007
%
Rm

2006
Rm

Mortgage lending
Instalment sale and finance leases
Card products
Transactional and lending products
Bancassurance

20
40
30
30
27

3 356
2 191
3 937
15 731
1 860

2 797
1 561
3 025
12 061
1 467

(15)
(4)
23
24
43

825
110
370
3 614
742

969
114
300
2 913
520

Personal & Business Banking

29

27 075

20 911

18

5 661

4 816
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commendable ROE of 28,1% (2006: 31,6%). Earnings performance from the product divisions
was varied, with card, transactional and lending products, and bancassurance performing well.
Mortgage loans, and instalment sale and finance leases were impacted by higher credit charges.
Personal & Business Banking achieved 39% growth in net interest income boosted by a larger
asset base and higher margins primarily due to the positive effect of higher interest rates on
shareholders’ funds and transactional deposits. Non-interest revenue increased by 19%
reflecting increased transactional volumes and value per transaction despite sub-inflation price
increases in South Africa.
Non-performing loans increased by R4,2 billion, primarily driven by an increase of R2,6 billion
in the early arrears category in secured mortgage loans. Credit impairment charges increased
by 82% and the total credit loss ratio was 1,34% (2006: 1,00%). The largest increase in
impairment charges was recorded in the mortgage business, where the higher inflation and
interest rate environment contributed to a 129% increase in non-performing loans. The total
credit loss ratio for mortgages increased to 0,54% (2006: 0,27%).
In instalment sale and finance leases, weaker economic conditions increased non-performing
loans by 116%. Recovery values in the used passenger vehicle market have deteriorated.
Credit impairment charges increased by 90% and the total credit loss ratio in this product was
1,49% (2006: 1,09%).
Credit card customers felt the impact of the rising inflation environment and non-performing
loans increased by 46%. Credit impairment charges increased by 48% and the total credit loss
ratio in this product was 7,20% (2006: 7,03%), well within the group’s risk parameters.
An increase in staff costs and compliance, risk and infrastructure related projects all contributed
to higher costs, but the cost-to-income ratio of 52,1% (2006: 53,8%) was at a record low,
which was commendable considering the business’s strong growth in the rest of Africa.
Personal & Business Banking grew loans and advances by 28%. Mortgage loans grew by 29%,
with growth of 9% in the average value of new registrations and a decline in cancellations and
prepayments. Instalment sale and finance leases grew by 31% due to a strong increase in
dealer originated new vehicle business in South Africa, the inclusion of Argentina for the first
time and expansion of the product offering into the rest of Africa.
Card debtors increased by 31%, reflecting a reduction in the growth rate experienced in
previous years. Credit granting criteria were tightened resulting in only a 2% increase in the
number of credit cards in issue. Overdrafts and other demand loans grew by 22% due to
growth in the number of personal and business current accounts and increased utilisation of
existing facilities.

The year ahead

In South Africa, the interest rate
outlook will continue to dampen
consumer and SME credit demand.

In South Africa, the interest rate outlook will continue
to dampen consumer and SME credit demand and
volume and asset growth rates are likely to moderate.
We anticipate that the higher average interest rates in
2008 will cause credit loss ratios to worsen further.
We will maintain our strong focus on risk management and collections, and a balance between
sensible cost management and investment. Regulatory compliance will continue to receive the
highest level of attention.
In the rest of Africa, we will strengthen our focus on countries with higher earning potential
and concentrate on the opportunities for the division presented by our expanded presence in
Nigeria. Our proven service led sales strategies in the South African market are being replicated
in Africa, and customer service improved with the refinement of appropriate product offerings
and further investment in the physical network. Newly launched products will be leveraged to
deepen penetration into the middle and higher value customer segments, while channel
offerings will continue to expand in areas such as mobile banking and business online.

Standard Bank Group annual report 2007

Page 65

Corporate & Investment Banking

Our strategy to develop a substantial emerging markets
corporate and investment banking franchise was firmly
endorsed in 2007.

Overview
Standard Bank’s Corporate & Investment Banking division serves a wide range of clients around
the world in terms of their requirements for banking, finance, trading, investment and advisory
services. The division’s franchise value and contribution to group earnings grew significantly in
2007. Our strategy of expanding in high-growth markets in Africa and other emerging markets,
and managing the business in a more globally integrated way, continued to deliver significant
value from the early indications of a step-change in profitability at the end of last year.
Over the past 20 years, Corporate & Investment Banking has evolved in line with the
globalisation of capital markets and the growing sophistication of financing requirements in
South Africa. This strong track record and core product expertise has positioned the bank to
participate effectively in the development of capital markets in other emerging economies.
The group’s expansion in emerging markets has been facilitated by significant investment in
management, specialist product teams and infrastructure capacity in recent years, enabling the
bank to originate local and regional business opportunities. Standard Bank’s Corporate &
Investment Banking franchise has entrenched its reputation as one of Africa’s leading investment
banks during the year, as it consolidated its position in
key markets on the continent with a combination of
acquisitions and steady organic growth.

Standard Bank’s Corporate &
Investment Banking franchise has
entrenched its reputation as one of

The bank’s focus on emerging markets helped to
insulate it from direct exposure to the sub-prime
crisis which was primarily played out in developed
markets. As concerns about the US sub-prime market
grew and global markets became more volatile, the
bank intensified its focus on liquidity in an
environment where a number of international banks
had difficulty securing funding and distributing
products. Macro hedge positions executed in the middle of the year to guard against an
anticipated downturn in credit markets offered protection during periods of high volatility,
enabling the bank to liquidate positions in an orderly manner.

Africa’s leading investment
banks during the year.

In South Africa, the continent’s largest economy, the corporate and investment banking
environment was characterised by significant leveraged transactions in the corporate sector.
The franchise maintained its strong market position, delivering corporate and investment
banking transactions and client service across the integrated value chain, and enhanced its

Page 66

Standard Bank Group annual report 2007

Corporate & Investment Banking

Headline earnings (Rm)
CAGR (2001 - 2007): 19%

7 000

performance with the successful execution of major
transactions.
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Corporate & Investment Banking’s leading position
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awards during the year. In particular, the Global
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Finance magazine awards for the Best Foreign
Exchange Bank and Best Trade Finance Bank and the
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Euromoney magazine awards for Best Project
Finance House in Africa and Best Debt House in
Africa, bear testimony to the reputation the
franchise maintains in its markets. In addition to these accolades, Corporate & Investment
Banking was placed first and second in the Dealmakers Annual Awards categories of General
Corporate Finance and Mergers & Acquisitions by deal value. It was rated by South African
corporates as the Best Full Service Foreign Exchange Bank in South Africa in the Professional
Management Review Survey and the African Investors’ Project Summit awarded Standard Bank
the African Infrastructure Deal of Year for the funding arrangement for the Gautrain Rapid Rail
Link Project.
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Strategy
Our strategy to develop a substantial emerging markets corporate and investment banking
franchise was firmly endorsed in 2007 as client relationships were entrenched and product
portfolios were widened across all geographic locations. A strong focus on achieving a higher
return on equity in our operations outside Africa was maintained and higher levels of revenue
were pursued across all areas of the business, reflected in the significantly improved results
delivered by the division.

Accelerating international expansion
After a steady build up of capacity in recent years, the
international investment banking business delivered
exceptional growth in US Dollar earnings in spite of an
increasingly challenging global environment. The
attention given to customer relationship management
in recent years was reflected in the growing number
of large customers generating profits in excess of
USD1 million.

Our trading operations
benefited significantly from the
further development of systems and
risk management processes,
and posted outstanding results.

Our trading operations benefited significantly
from the further development of systems and risk management processes, and posted
outstanding results.
Much of the growth in earnings outside Africa was achieved by the regions in active commodity
and energy markets. The year was also characterised by our continued investment in
developing people and infrastructure capacity, and the strengthening of investment banking
platforms in Argentina, Turkey, Asia and Russia, all of which benefited from new management
capacity. In September, we concluded the acquisition of 61% of Dundas Ünlü, a specialist
financial advisory firm based in Istanbul. Standard Ünlü offers a wide range of investment
banking services to corporates and institutions in a growing market.
Meaningful progress was achieved in Africa where the bank has a presence. This performance
was driven by four key strategic interventions: the strengthening of management capacity and
responsibility in each market; the integration of management teams across these and other
markets in which the bank operates; implementation of a consistent strategy for market
engagement across the spectrum of corporate, investment and retail banking; and the
distribution of a broad range of retail and wholesale products.
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continued

In west Africa, 2007 proved to be a watershed year for the operation in Nigeria. The acquisition
of IBTC was concluded on 24 September and the new enlarged entity was consolidated from
1 October 2007 and the integration of operations, staff and systems was completed. The
acquisition has secured a market leading position for Corporate & Investment Banking in global
markets, investment banking and asset management and good progress has been achieved to
date in these highly competitive markets. Progress was also achieved in developing critical
mass in Angola and Ghana. The representative office in Angola is being upgraded to a
commercial bank and Standard Bank’s profile in Ghana is being strengthened.

Investing in organic growth
In South Africa, we continued to focus on driving organic growth by leveraging off the bank’s
strong track record for delivery and execution. Quality earnings growth was achieved in general
corporate and investment banking activities and enhanced by the successful execution of major
transactions. During the year, we participated in the financing arrangements for a number of
major infrastructure projects in the South African market. These included arranging R3 billion
of funding for the Gautrain Rapid Rail Link Project, arrangement of the R2 billion inaugural
bond for the Airports Company of South Africa and funding of locomotives for the Transnet iron
ore line for a private sector rail operator. In addition, we progressed several significant toll road,
port and airport mandates across the continent.
In recent years, the corporate and investment banking environment has benefited from an
increasing flow of foreign direct investment into South Africa as offshore investors have sought
new sources of growth in the emerging world and outward investment by South African
companies looking to expand internationally. A prime example of the latter trend was MediClinic’s acquisition of Hirslanden, a leading private hospital group in Switzerland. Standard Bank
was the sponsor and a joint financial advisor to Medi-Clinic.
The South African franchise leverages trade and investment flows through the group’s global
network and, using the opportunities provided by increasing global integration and knowledge
transfer, concluded a number of cross-border
transactions in the Democratic Republic of Congo,
Zambia and Nigeria in 2007; for example, Standard
Bank’s arrangement of a USD2 billion loan facility for
the funding of MTN Nigeria’s network infrastructure
expansion.

We participated in the financing
arrangements for a number of

major infrastructure projects
in the South African market.

Although market events were successfully anticipated
over the course of the year, market volatility towards
the end of the financial year impacted the trading
businesses. The volatile environment has necessitated a re-evaluation of our risk appetite with
reduced country and trading risks where appropriate. The strengthening of risk management
systems is strongly reflected in Standard Bank’s delivery on the Basel II project and its
implementation of economic capital modelling for credit portfolios.
The customer-centric model was further entrenched across Corporate & Investment Banking in
South Africa to support more effective and personalised interaction with customers and
strengthen origination capacity. Much of the success in 2007 was based on a focused intent to
leverage customer relationships across the entire value chain. A key business enabling
development in this regard was the investment in the replacement and enhancement of the
market leading business online channel, offering a central on line portal enabling customers to
manage their interaction with Standard Bank across products and countries. The new channel
has been successfully piloted in Uganda and is in the process of being implemented in Nigeria.
Implementation plans for South Africa and other African countries are under way.
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Financial performance
Corporate & Investment Banking had an excellent year, with 34% (2006: 20%) headline
earnings growth reflecting strong performances in international and African investment
banking markets and quality earnings in South Africa. The division’s contribution to group
headline earnings increased to 51% (2006: 46%).
The division grew loans and advances by 26%, excluding those consolidated through
acquisitions. Loans granted to customers grew by 40%, driven by new product offerings, a
general increase in customer demand and a number of specialised finance and energy
transactions outside Africa. Structured finance transactions in the rest of Africa and other
corporate lending transactions in South Africa also contributed to this performance.
Fee and commission revenue benefited from 79% growth in knowledge based fees, largely as
a result of advisory fees generated by good investment banking deal flows.
A strong trading performance was achieved as a result of increased client deal flows in volatile
foreign exchange and interest rate markets. Foreign exchange trading revenues grew strongly
across the group, particularly in the rest of Africa albeit off a low base. Debt capital markets
delivered excellent results in the first half of the year and, given the extreme conditions in
global credit markets, the second half presented fewer opportunities to generate revenue as
the level of client activity slowed. Commodity trading outside Africa grew strongly from
increased deal flows in the energy, base and precious metal sectors.
The credit loss ratio reduced to 0,09% in comparison with 0,15% in 2006, largely as a result
of doubtful debt rehabilitations in the property finance portfolio.
Expansion and upskilling of staff in key geographic locations and higher incentive provisions in
line with business performance resulted in an increase in staff costs and other operating
expenses costs, although the cost-to-income ratio remained constant at 52,6%.

Total income and headline earnings by product
Change
%

Total income
2007
Rm

Headline earnings
Change
2007
%
Rm

2006
Rm

2006
Rm

Global markets
Banking and trade finance
Investment banking

54
27
26

8 473
7 870
3 413

5 518
6 217
2 717

68
31
6

2 517
2 618
1 630

1 497
1 996
1 540

Corporate & Investment Banking

37

19 756

14 452

34

6 765

5 033

The year ahead
An increasingly challenging economic environment in international and local markets has made
it necessary for us to continue heightening our awareness of risk, pricing and capital
management, while the demanding revenue environment will place greater focus on cost
management.
Given the continued global financial market turmoil, 2008 is likely to be a year of caution until
liquidity, transparency and the appropriate pricing of risk returns to the financial sector.
We believe, however, that growth opportunities in
emerging markets together with a healthy pipeline of
transactions will enable us to achieve our targeted growth
in earnings. In particular, shortfalls in power and transport
infrastructure in some key African markets have added
impetus to investment in these sectors and Corporate &
Investment Banking is well positioned to benefit across a
number of product areas.

Given the continued global financial
market turmoil, 2008 is likely to be
a year of caution.
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Liberty Life

Liberty Life made important progress in the implementation
of its strategy to expand into a broad-based wealth
management company in 2007.

Overview
Liberty Life made important progress in the implementation of its strategy to expand into a broadbased wealth management company in 2007. At the same time, the existing business delivered
strong financial results, achieving good earnings growth and a strong return on embedded value.
Liberty Life’s strategy to expand its focus from life insurance to broader wealth management
began to deliver results during the year, characterised by a distinct shift in the structure,
philosophy and direction of the business.
The acquisition of 100% of Stanlib was concluded in 2007 in response to the structural change
in the industry in which clients are increasingly demanding off-balance sheet savings solutions.
Stanlib delivered good results, as strong investment performance boosted net cash inflows and
growth in off-balance sheet sales through life distribution channels demonstrated the merits of
the acquisition.
Liberty Life has announced its intention to expand into other African markets. Smaller markets
will be approached with a standardised model within acceptable risk tolerance levels and a more
tailored deal-by-deal approach will enable faster acquisition of business in the larger markets.
While it may take time for Liberty Life Africa to contribute materially to earnings, the targeted
markets offer significant longer-term potential.

Strategy
Liberty Life’s business operating model was migrated from the front office, back office
structure, which was established to support the driving down of costs and stretching of life
insurance sales targets in a linear fashion, to a more sophisticated model that supports the
planned expansion strategy. Individual life and corporate benefits, traditionally the central
pillars of the structure which drove all other activities,
are now separate business units, along with
properties, Africa, health, Stanlib and strategic
ventures. These specialised units draw on the
expertise of centralised marketing, distribution and
other group services. The new operating model
facilitates a focused, specialised approach and
leverages the collective power of the group.

Liberty Life has announced its
intention to expand into other

African markets.

Liberty Life’s people have been identified as a key enabler in the achievement of the
business’s objectives. Throughout the year under review, Liberty Life invested significantly in
building a culture of open engagement with staff and financial advisors. This approach is
considered to be critical to the execution of strategy because it ensures that the customer’s
perspective is core to the solutions-driven approach and it strengthens Liberty Life’s position
in the war for talent.
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Liberty Life

BEE normalised headline earnings (Rm)1

To enable Liberty Life to extend its offering to
customers who prefer to access financial services
from non-traditional channels, the strategic ventures
team has developed innovative new partnerships
with select well known consumer brands, such as
kulula.com.
Liberty Life has introduced a technology-enabled,
multiple-revenue, health solutions business through
the purchase of the premier South African IT
healthcare solutions provider. This new venture will
have the flexibility and scaleability to tap into the
needs of health businesses in South Africa and other
emerging markets.

CAGR (2001-2007): 12%
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Liberty Life as published.

Liberty Life Properties has been restructured into a cluster of property businesses involving
management, development and investment through a new structured asset management unit.

Financial performance
The contribution from Liberty Life to group headline
earnings grew by 15% to R973 million. The most
important performance metric, BEE normalised
return on embedded value, was a strong 19,5% and
was well above the medium-term target of 14,5% to
15,5%, assisted mainly by strong equity markets in
2007. Return on equity for 2007 was 25,8%.

Stanlib received the 2007 Raging
Bull award for the best domestic
unit trust management company
in South Africa.

2007 was a good year for new business, with growth
achieved across all sales channels and major product lines. Total group pro-forma new business
production sales grew 15% to R134,2 billion, with equally strong on- and off-balance sheet
new business sales.
Stanlib significantly improved its investment performance in 2007, which culminated in Stanlib
receiving the 2007 Raging Bull award for the best domestic unit trust management company
in South Africa. Institutional investment performance has also shown significant improvement.
This improved investment performance was a major factor in the strong turnaround in Liberty
Life net cash flows from an outflow in 2006 of R2,2 billion to an inflow of R17,4 billion
in 2007.
In November 2005, as part of our restructuring and reorganisation plan, Liberty Life undertook
to deliver a value uplift of R676 million, net of costs. The business has delivered a value uplift
of over R835 million, well in excess of the target and a year ahead of schedule, in spite of
additional expenditure on IT and significant resources allocated to its improved risk-based
capital programme.

The year ahead
Markets have seen a sharp increase in volatility since the third quarter of 2007, reflecting
increased uncertainties in the global and South African economic outlook. Liberty Life’s
earnings and embedded value are strongly correlated to the performance of local capital
markets, whereas the group’s new business and
persistency are broadly influenced by such factors as
disposable income, inflation, debt servicing costs and
employment.
We remain confident, however, of the long-term
prospects for South Africa and Africa and are
confident that the group will achieve actuarial
assumptions over the medium term, leading to real
growth in BEE normalised embedded value in line
with Liberty Life’s stated growth expectations.

Markets have seen a sharp increase
in volatility, reflecting increased
uncertainties in the global and
South African economic outlook.
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Overview of financial results
Operating conditions in local and international markets in the
second half of the year contrasted starkly with the more
favourable conditions in the six months to June 2007. Despite
the worsening environment, Standard Bank Group continued to
perform strongly, building on the excellent financial results
achieved in the first half of the year. For the full year to
31 December 2007, headline earnings per share grew by 23,4%
to 1 033,4 cents per share and the group achieved a return on
equity of 26,7% on an IFRS basis.
On a normalised basis, headline earnings per share grew by
20,6% and a return on equity of 24,8% was achieved.
Normalised results, fully explained on page 83, adjust the IFRS
results for two accounting anomalies that have distorted the
results from an economic perspective with effect from 2004.
The commentary that follows is based on the normalised results.
The global economy continued to expand rapidly in the first half
of 2007, with growth exceeding 5%. In the second half of the
year concerns about the US sub-prime market intensified, credit
repriced sharply and liquidity contracted. The impact was
pervasive, affecting high-yield corporate debt, asset-backed
commercial paper, funding and capital markets.

Prime interest rate and CPIX inflation in South Africa (%)

South Africa weathered the credit market turmoil relatively well,
but high oil and food prices took their toll. CPIX inflation
breached the upper limit of the target range early in the second
quarter of the year, and has stayed above the target ever since.
This prompted the South African Reserve Bank to raise interest
rates by a further 200 basis points over the year. Interest rates
in South Africa are now 400 basis points higher than in June
2006. Of concern is the ratio of household debt to disposable
income which reached 77,4% in the third quarter of 2007.
Higher interest rates and household debt levels indicate
heightened credit risk in South Africa, reflected in the higher
levels of credit provisioning in the bank’s results. Retail sales,
vehicle sales and house prices, although buoyant for much of the
year, finally succumbed to the impact of higher interest rates and
stagnated towards the end of the year.
Analysing the results by global business line, which is more
reflective of the way the group's businesses are managed,
Corporate & Investment Banking had an excellent year, growing
headline earnings by 34%, while Personal & Business Banking
grew by a more subdued 18%. The group’s share of Liberty
Life’s (now incorporating 100% of Stanlib) headline earnings
grew by 15%.

Historic quarterly debt and disposable income trend in
South Africa (%)
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Debt to disposable income of households (LHS)
Debt repayment to disposable income (RHS)

2007

Financial review

Return on ordinary equity

Headline earnings per share (cents)
CAGR (2001 – 2007): 19%
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Key financial highlights
Normalised
Return on equity (%)
Headline earnings growth (%)
Headline earnings per share (cents)
Headline earnings per share growth (%)
Cost-to-income ratio3 (%)
Credit loss ratio (%)

24,8
22
960,6
21
52,0
0,78

Objectives
20071
24,0

16,52
≤53,5
<0,75

IFRS
26,7
25
1 033,4
23
52,4
0,79

1

Based on normalised results.
10,0% above average South African inflation (CPIX) of 6,5%.
3
Excluding profit on the sale of the remaining shares in MasterCard.
2

Performance against objectives
The group annually reviews and publishes its financial objectives
for the year ahead as well as its medium-term objectives. The
historic performance of the group against these objectives is
illustrated on page 3.
The group exceeded its principal financial targets for 2007:
normalised return on equity of 24,8% was achieved
• acompared
with a 2007 objective of 24% and a medium-term
objective of 22,5%; and
headline earnings per share increased by 21%
• normalised
compared with the 2007 and medium-term objective of
10 percentage points above the average South African
inflation rate (CPIX) of 6,5%, which calculated to an objective
of 16,5% for 2007.

The credit loss ratio objective was not met. Credit losses of
0,78% of average loans and advances were recorded, slightly
above the 2007 objective of 0,75% but well within the mediumterm objective of 1,00%. Increased credit losses in the personal
and business banking environment following increased South
African interest and inflation rates were the main factors
impacting the group’s performance.
The group strives to continually improve its cost-to-income ratio
over the medium term and set an objective of 53,5% for 2007.
A ratio of 52,0% was achieved, excluding capital profit realised
on the sale of the group’s remaining investment in MasterCard.
The positive gap between the income growth rate and the rate
of cost growth was 2,4%, despite costs incurred in integrating
newly acquired operations.
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Movement in average assets, net interest income and margin
Average
assets
Rm
2006 as reported
Reclassifications1

NII
Rm

NIM
%

609 766
1 825

17 001

2,79
(0,01)

2006 restated
Net non-interest earning assets

611 591
(129 783)

17 001
471

2,78
0,85

Interest earning assets – 2006
Impact of volume changes
Impact of rate changes

481 808
107 848

17 472
4 397
1 224

3,63

(147)
209
(169)
755
870
(508)
214

Lending yields
Unwinding of discount on credit provisions – IAS 39
Funding rates
Endowment – funding
Endowment – capital and reserves
Assets held for liquidity purposes
Other treasury and banking activities
Change in composition of balance sheet

0,21
(0,03)
0,04
(0,03)
0,13
0,15
(0,09)
0,04
0,08

Interest earning assets (excluding recent acquisitions)
Recent acquisitions

589 656
21 564

23 093
1 005

3,92
0,02

Interest earning assets

611 220

24 098

3,94

Net non-interest earning assets

160 517

(1 202)

(0,97)

Net non-interest earning assets (excluding recent acquisitions)
Recent acquisitions

156 940
3 577

(1 238)
36

(0,99)
0,02

2007

771 737

22 896

2,97

NII change %

35

1

Inclusion of wealth management entities.

Banking activities income statement
analysis
Net interest income
Growth of 35% was achieved in net interest income (NII), 39%
in Personal & Business Banking and 33% in Corporate &
Investment Banking. The strong increase in NII was driven by
26% growth in average assets across the group's banking
operations together with wider net interest margins (NIM).
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The NIM improved 19 basis points to 2,97%, due largely to the
endowment impact of higher interest rates on shareholders’
funds and transactional deposits. This was offset by a continued
reliance on more expensive wholesale funding to support strong
growth in Personal & Business Banking lending, increased
competition for term funding and higher central bank reserving
costs.
An analysis of the group’s movement in average assets, NII and
NIM is provided above.

Prime interest rate (%)

Net interest income and net interest margin
CAGR (2001 – 2007): 19%
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Non-interest revenue
Net fee and commission revenue grew by 23%. The largest
category, account transaction fees, grew 10% despite subinflation price increases in South Africa. A highlight was the 75%
growth in knowledge-based fee income, driven by advisory fees
emanating from strong investment banking deal flow. Card based
commissions grew by 16% as transactional turnover increased
and customer numbers grew by 2%. Commission revenue in
short-term insurance operations grew by 28% on the back of
increased policy sales across the branch network.

showed excellent results in the first half of the year and, given
the extreme conditions in global credit markets, the second half
presented fewer opportunities to generate revenue as the level
of client activity slowed. Commodity trading outside Africa grew
strongly off increased deal flow in the energy, base and precious
metals sectors.

Trading revenue grew by 49%, benefiting from increased client
deal flow in volatile foreign exchange and interest rate markets.
Foreign exchange trading revenues grew strongly across the
group, particularly in the rest of Africa. Debt capital markets

Growth in other revenue of 21% originated mainly from the profit
of R459 million (2006: R157 million) realised on the sale of the
remaining portion of the group's shares in MasterCard. The profit
is excluded from headline earnings as it relates to realised gains
transferred out of equity on a financial asset defined under
IFRS as "available-for-sale". Property related revenue decreased
due to the non-recurrence of substantial gains on property
investments and lower dividends received from investments.

Non-interest revenue

Analysis of non-interest revenue (Rm)

CAGR (2001 – 2007): 18%
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Credit loss history (as a percentage of
gross loans and advances)

Credit impairment charges
Rm

%
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NPLs
Balance sheet impairments
Credit loss ratio

Credit impairment charges on NPLs
Credit impairment charges on PLs
Credit loss ratio

Income statement impairment charges per business unit (net of recoveries)
2007

2006

NPL
Rm

PL
Rm

Total
Rm

Credit
loss
ratio
%

Personal & Business Banking

3 690

550

4 240

1,34

1 915

418

2 333

1,00

Mortgage lending
Instalment sale and finance leases
Card debtors
Other loans and advances

1 054
738
1 182
716

2
171
298
79

1 056
909
1 480
795

0,54
1,49
7,20
2,01

386
348
722
459

4
131
278
5

390
479
1 000
464

0,27
1,09
7,03
1,57

Corporate & Investment Banking

74

176

250

0,09

107

228

335

0,15

181
(107)

103
73

284
(34)

0,11
(0,15)

176
(69)

150
78

326
9

0,16
0,05

100

100

65

65

826

4 590

711

2 733

Corporate lending
Property finance
Central and other
Banking activities

3 764

Credit impairment charges
The 68% increase in the group’s credit impairment charge, to
R4,6 billion, comprises an 86% increase in impairment charges for
non-performing loans (NPL) and a 16% increase in portfolio based
provisions for performing loans (PL). In Personal & Business
Banking the total charge increased by 82% while in Corporate &
Investment Banking the charge reduced from last year. The
group’s credit loss ratio increased to 0,78% from 0,60%, slightly
outside the group's objective of 0,75% for this indicator.
In Personal & Business Banking, the largest increase in
impairment charges came from the mortgage business. Higher
inflation and interest rates contributed to a 129% increase in
non-performing mortgage loans, resulting in a 171% higher
income statement charge for this product.
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0,78

NPL
Rm

PL
Rm

Total
Rm

Credit
loss
ratio
%

2 022

0,60

In instalment sale and finance leases, the weaker economic
conditions and growth in higher risk dealer originated business
increased non-performing loans by 116%. Recovery values in the
used passenger market have also deteriorated and indications of
increased defaults in the business portfolio are being monitored.
Credit impairment charges have increased by 90% in this product.
Credit card customers felt the pinch of rising inflation and interest
rates on disposable income and non-performing loans increased by
46%. Credit impairment charges increased by 48% and the credit
loss ratio in this product is 7,20% (2006: 7,03%), well within the
group’s previous guidance of 7% to 9% through an economic cycle.
The credit loss ratio in Corporate & Investment Banking
improved to 0,09% (2006: 0,15%), mainly as a result of
doubtful debt rehabilitations in the property finance portfolio.

Operating expenses (Rm)

Cost and income growth (%)

CAGR (2001 – 2007): 17%
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Operating expenses
Change
%

2007
Rm

2006
Rm

Staff costs
Fixed remuneration
Variable remuneration and other costs

25
46

9 550
4 938

7 619
3 382

Total staff costs

32

14 488

11 001

Other operating expenses
Information technology
Depreciation and amortisation
Communication
Premises
Other

24
26
24
19
31

2 109
1 093
993
1 873
4 150

1 707
865
799
1 571
3 162

Total other operating expenses

26

10 218

8 104

Total operating expenses

29

24 706

19 105

%
%
%

51,6
52,0
51,3

52,5
52,7
52,7

Cost-to-income ratio
Cost-to-income ratio excluding capital profit on MasterCard
Cost-to-income ratio excluding capital profit on MasterCard and new acquisitions

Operating expenses
Operating expenses increased by 29%, comprising 32% growth
in staff costs and 26% in other operating expenses. Excluding
recent acquisitions, cost growth amounted to 23% in total,
and 26% and 18% in staff costs and other operating
expenses respectively. The cost-to-income ratio improved from
52,7% to 52,0% (excluding the capital gain realised on
the disposal of MasterCard shares) and the "jaws gap"
(income growth less cost growth) remained positive at 2,4%
(2006: 6,1%).

business performance. The variable remuneration component,
mainly incentives, of total staff costs increased from 31% to
34%, reflecting improved flexibility in staff costs.
The increase in other operating expenses was largely
attributable to higher levels of business activity and continued
expansion. The group’s largest cost component besides staff
costs was information technology, which grew by 24% largely as
a result of investments in systems development for compliance
and risk related projects, increased maintenance costs, higher
ATM network and data line expenses.

The increase in staff costs was driven by a 17% larger staff
complement as the group built scale and upskilled management
in key markets. Incentive pay provisions increased in line with
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Standard Bank’s market share movement (%)1

Balance sheet analysis
Loans and advances grew by 28% in the year, 3% of which
related to acquisitions. Organic growth of 25% was achieved in
Personal & Business Banking and 26% in Corporate &
Investment Banking.

39
34
29

Composition of gross loans and advances

24
19

34%

27%

14
04

06

07

Mortgage loans
Instalment finance
Card debtors
Other loans and advances
Deposits

7%
10%
19%

05

3%
1

Including securitisation.

Mortgage loans: 34% (2006: 33%)
Instalment sale and finance leases: 10% (2006: 10%)
Card debtors: 3% (2006: 3%)
Term loans: 19% (2006: 19%)
Overdrafts and other demand loans: 7% (2006: 7%)
Other: 27% (2006: 28%)

Activity in the Personal & Business Banking market segment
remained buoyant for most of the year but towards the end of
the year the impact of higher interest rates started to dampen
the strong growth momentum built up in recent years.
Mortgage loans grew by 29% with growth of 9% in the average
value of new registrations, a decline in cancellations and
prepayments and increased use of access bond facilities. Further
advances on existing mortgages represented 17% (2006: 18%)
of total new business. Instalment sale and finance leases grew by
22% excluding loans acquired with the acquisition of
BankBoston Argentina, due to a strong increase in dealer
originated new vehicle business. The motor to non-motor ratio of
this book is 58:42 (2006: 61:39).
Card debtors increased by 31%, demonstrating slower growth
than in previous years as credit granting criteria were tightened.
Overdrafts and other demand loans grew by 22% due to the
growth in the number of personal and business current accounts
as well as increased utilisation of existing facilities.
The group’s South African market shares in these key segments,
which include assets securitised, increased as follows since
December 2006: mortgage lending from 26,4% to 26,8%;
instalment finance from 21,5% to 22,3%; card debtors remained
at 36,0%; and other loans increased from 19,2% to 19,6%.
Corporate & Investment Banking grew loans and advances by
26%, excluding loans consolidated through acquisitions. Loans
granted to customers grew by 40%, driven by new product
offerings, a general increase in customer demand and a number
of specialised finance and energy finance transactions outside
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Africa. Structured finance transactions in the rest of Africa and
other corporate lending transactions in South Africa also
contributed to this growth.
Infrastructure financing is gaining momentum, with progress
made during the year on several toll road, port and airport
mandates across Africa.
The group’s liquidity position remains healthy and short-term
marketable assets exceeded the minimum prudential
requirements by R60 billion at year end. The structural liquidity
mismatch position continues to be closely monitored and the
group’s long-term funding ratio was increased to 17,8% from
15,5% in the prior year.

Distributions to shareholders
The group’s policy to declare both interim and year end
distributions at a cover ratio of 2,5 times normalised headline
earnings remains unchanged. A final dividend of 205 cents per
share (2006: 176 cents) has been declared, an increase of 16%
on last year’s final dividend. The total amount distributed to
shareholders in respect of the 2007 financial year was 21%
higher than in the prior year.

Restructuring of the group’s holding in
Stanlib
Following an approach by Liberty Life, the group restructured its
investment in Stanlib with effect from 29 January 2007. The
group previously owned 48,8% of Stanlib, 37,4% directly and
an effective 11,4% through its subsidiary, Liberty Life. After
obtaining approval from its minority shareholders, Liberty Life
acquired the investment in Stanlib directly owned by Standard
Bank Group as well as the 25,2% owned by a black economic
empowerment (BEE) consortium. The purchase consideration
was settled by issuing Liberty Group shares and a cash payment.
The transaction had no material impact on the group’s results

and a R31 million gain on an IFRS basis was accounted for
directly in equity.

Major acquisitions concluded in 2007
BankBoston in Argentina
The group obtained approval from both South African and
Argentine regulators for its acquisition of the assets and
liabilities of BankBoston Argentina, with effect from 1 April
2007. The transaction resulted in negative goodwill of
R382 million which was accounted for as a gain in the income
statement, but excluded from headline earnings. The
incorporation of this entity into the group has progressed well
with minimal disruption and it contributed R129 million to the
group’s headline earnings and, including the goodwill gains,
R511 million to earnings.

IBTC Chartered Bank Plc (IBTC) in Nigeria

through the sale of its Nigerian operations, Stanbic Bank
(Nigeria), to IBTC in exchange for a 33,3% share in the
combined entity, and Standard Bank’s acquisition of a further
16,8% of the enlarged entity for R2,8 billion. IBTC has been
consolidated with effect from 1 October 2007 and added
R67 million to the group’s earnings in the three months to
31 December 2007. The transaction resulted in goodwill and
intangible assets, based on preliminary purchase price allocation,
of R3,0 billion being recognised, and a gain of R534 million on
the partial disposal of Stanbic Bank (Nigeria) which has been
accounted for directly in equity. The valuation of the intangible
assets as part of the purchase price allocation is in progress. The
integration of IBTC is well underway.
The impact of the acquisitions on the results of the banking
operations and group headline earnings is set out in the
following table:

Regulatory approval was granted to the group on
24 September 2007 to obtain a controlling interest in IBTC

Income statement impact of major acquisitions on normalised results
Standard Bank
Group excluding
acquisitions
Organic
growth
Rm
%

Standard
Bank
Argentina
Rm

Acquisitions
IBTC
Chartered
Bank
Plc
Rm

Total
Rm

Standard
Bank
Group
as
reported
Rm

Growth
as
reported
%

Net interest income
Non-interest revenue

21 855
23 962

29
25

827
550

214
235

1 041
785

22 896
24 747

35
29

Net fee and commission revenue
Trading revenue
Other revenue

13 885
7 077
3 000

17
46
21

432
118
–

194
21
20

626
139
20

14 511
7 216
3 020

23
49
21

Total income
Credit impairment charges

45 817
4 486

27
64

1 377
52

449
52

1 826
104

47 643
4 590

32
68

Income after credit impairment charges
Operating expenses

41 331
23 416

24
23

1 325
1 099

397
191

1 722
1 290

43 053
24 706

29
29

Staff costs
Other operating expenses

13 850
9 566

26
18

549
550

89
102

638
652

14 488
10 218

32
26

Net income
Goodwill impairment
Share of profit from associates and joint ventures

17 915
6
283

25
(60)
30

226
(382)
–

206
–
–

432
(382)
–

18 347
(376)
283

Net income before taxation
Taxation

18 192
4 971

25
25

608
58

206
52

814
110

19 006
5 081

31
28

Profit for the year
Attributable to minorities and preference shareholders

13 221
691

25
90

550
39

154
87

704
126

13 925
817

32
>100

Attributable to ordinary shareholders –
banking activities
Headline adjustable items – banking activities

12 530
(546)

23

511
(382)

67
–

578
(382)

13 108
(928)

29
>100

Headline earnings – banking activities
Headline earnings – Liberty Life

11 984
973

20
15

129
–

67
–

196
–

12 180
973

22
15

Standard Bank Group headline earnings

12 957

20

129

67

196

13 153

22
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Other impacts of major acquisitions on banking activities

Loans and advances
Total assets
Number of employees

Banking
activities
excluding
acquisitions
Rm

Organic
growth
%

Standard
Bank
Argentina
Rm

633 478
940 559
40 646

25
21
8

10 861
16 596
2 648

Acquisition of CFC Bank in Kenya
The group has concluded an agreement with CFC Bank to
dispose of its shareholding in Stanbic Bank Kenya to CFC Bank in
exchange for a 41,4% share in the merged bank, and to
simultaneously acquire further shares worth approximately
USD90 million to ensure a controlling interest of 60% therein.
This transaction received regulatory approval on 3 April 2008
and is unlikely to have a significant impact on group results,
however, it will expand the group’s African network and create a
stronger presence in East Africa.

Strategic partnership with Industrial and
Commercial Bank of China (ICBC)
The strategic partnership between Standard Bank Group and
ICBC, pursuant to which ICBC became a supportive, noncontrolling 20% minority shareholder in Standard Bank Group,
was announced on 25 October 2007. The key features of the
deal are the issue of 152,5 million new ordinary shares to
ICBC at R104,58 per share and the acquisition by ICBC of
152,5 million ordinary shares from existing shareholders at
R136,00 per share, for a total consideration of R36,7 billion.
The two transactions were approved by the shareholders of both
Standard Bank and ICBC at general meetings held on
3 December 2007 and 13 December 2007 respectively, with
97% of Standard Bank shareholders voting in favour of the
transaction. The last of the conditions precedent to the
transaction was fulfilled on 14 February 2008. The operative
date of the scheme was 3 March 2008, on which date the
scheme consideration was paid into shareholders’ accounts,
share balances updated and new shares issued. The first strategic
co-operation committee meeting, jointly chaired by Jacko Maree
and President of ICBC, Yang Kaisheng, is scheduled to take place
during March in Beijing.
In addition to the co-operation benefits that the transaction
provides, Standard Bank has raised new capital required to
continue growing its franchise in its chosen markets at a time
when bank capital has become a very scarce resource.
This transaction is expected to affect the group’s results as
follows: earnings benefits of approximately USD50 million are
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Acquisitions
IBTC
Chartered
Bank Plc
Rm
5 635
11 965
1 007

Total
Rm

Banking
activities
as
reported
Rm

Growth
as
reported
%

16 496
28 561
3 655

649 974
969 120
44 301

28
25
17

expected to arise from the business co-operation agreements in
the first year of co-operation, and by the third year of cooperation, the annual benefits to earnings are expected to
amount to approximately USD180 million. For 2008, return on
equity is expected to be diluted, given that the new equity
capital will take time to employ fully. Growth in headline earnings
per share is also expected to be slower as a result of the dilutive
impact of the new shares in issue and the relatively low initial
return on ungeared capital. The group’s longer-term growth
prospects are, however, substantially enhanced.

Capital and Basel II
The implementation of Basel II on 1 January 2008 has provided
the group with an internationally recognised framework
incorporating best practice in capital and risk management. The
capability that this implementation has developed in the way the
group manages its business is recognised and welcomed. The
group has invested significant resources over the past seven
years in developing the systems and processes to support
Basel II and related risk management processes. Over the last
year, the group significantly enhanced its internal economic
capital and stress testing methodologies. The South African
regulator’s approval of the group’s target approach of AIRB
(advanced internal rating based approach) for credit risk, TSA
(the standardised approach) for operational risk and internal
models for market risk, was an important milestone in validating
these efforts.
The conversion from Basel I to Basel II has led to increased riskweighted exposures and lower qualifying capital, resulting in
lower capital adequacy ratios. As expected, lower exposures in
Personal & Business Banking were offset by higher riskweighted exposures in Corporate & Investment Banking
portfolios and the addition of operational risk which was
not measured under Basel I. The pro-forma impact of conversion
to Basel II is illustrated on page 109 in the risk management
section.
The group issued USD85 million, Euro100 million and
R300 million in Tier III capital, and USD355 million in Tier II capital.
The group also refinanced part of its Tutuwa BEE structure,
releasing R1 billion in regulatory Tier I capital. Subordinated debt
to the value of R882 million was redeemed during the year.

Group returns on equity and economic
returns

Group net asset value per share and return on equity
cents

Risk adjusted performance measures continue to form part of a
balanced set of business unit financial performance indicators,
which are monitored regularly, ensuring that appropriate returns
are generated for risks incurred. Cost of equity and weighted
average cost of capital estimates are calculated for each market
in which the group operates to serve as objective performance
benchmarks and investment criteria.

%

4 500

45

4 000

40

3 500

35

3 000

30

2 500

25

2 000

20

1 500

15

1 000

10
5

500

0

0
01

02

03

04

05

06

07

NAV per share
ROE
Average cost of equity

Return on equity and cost of ordinary equity
Average
equity
2007
Rm

ROE
2007
%

Average cost
of equity
2007
%

Average
equity
2006
Rm

ROE
2006
%

Average cost
of equity
2006
%

Personal & Business Banking
Corporate & Investment Banking
Central and other

20 144
24 810
4 374

28,1
27,3
(5,6)

14,6
15,8
13,4

15 223
18 199
5 972

31,6
27,7
2,1

13,5
14,8
12,6

Banking activities
Liberty Life

49 328
3 765

24,7
25,8

14,6
12,9

39 394
3 177

25,3
26,5

13,7
11,6

Standard Bank Group

53 093

24,8

13,4

42 571

25,4

12,6

The group’s return on equity remained well above the cost of
equity. Within Central and other, the group’s return on equity
was reduced by costs incurred with regard to the group’s global

leadership centre, business acquisition costs and portfolio-based
credit impairments booked centrally. The group continued to
generate positive economic returns well above its cost of equity.

Economic returns
2007
Rm

2006
Rm

Average ordinary equity

53 093

42 571

Headline earnings
Cost of equity charge

13 153
(7 091)

10 818
(5 364)

Economic profit on headline earnings
Other changes in net asset value

6 062
1 245

5 454
3 081

Net currency translation movement and hedging
Other gains/(losses) excluded from headline earnings

155
1 090

2 173
908

Total economic returns

7 307

8 535

Total economic returns were reduced by a large reduction in the
foreign currency translation movement for the year as the rand

remained relatively stable against most of the group’s other
functional currencies.
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Closing shareholders’ funds exposure to currencies

2007
Underlying exposures
Currency profile changes
due to hedging strategies
Actual exposures
2006
Underlying exposures
Currency profile changes
due to hedging strategies
Actual exposures

Total
Rm

Rand
Rm

US
Dollar
Rm

Sterling
Rm

Euro
Rm

ZAR
linked
Rm

Naira
Rm

Other
Rm

58 406

36 304

8 728

1 333

727

1 219

4 340

5 755

(6 428)

(3 741)

4 153

6 670

58 406

29 876

4 987

5 486

7 397

1 219

4 204

5 237

48 352

31 620

7 116

2 151

2 226

966

1 460

2 813

(2 843)

2 876

705

4 273

5 027

2 931

966

896

2 639

48 352

31 620

(136)

(564)

(518)

(174)

Closing currency profile of net asset value
Total
%

Rand
%

US
Dollar
%

Sterling
%

Euro
%

ZAR
linked
%

Naira
%

Other
%

2007 before hedging
2007 after hedging

100
100

62
51

15
9

2
9

1
13

2
2

8
7

10
9

2006 before hedging
2006 after hedging

100
100

65
65

15
9

4
10

5
6

2
2

3
2

6
6

Closing shareholders’ funds exposed to foreign currencies,
including the impact of the group’s hedging activities, are set
out in the table above.
ZAR hedges at the end of the year are in respect of the group’s
anticipated future investment in foreign operations of ZAR
received post the year end on the issue of shares to ICBC.
Exposures to Naira and other exposures increased in 2007,
primarily due to business acquisitions in Nigeria and Argentina.

Accounting policies
The group’s financial statements are prepared in accordance
with, and comply with International Financial Reporting
Standards (IFRS) and the South African Companies Act. The
accounting policies are consistent with those applied in the
previous year except for:

•

the adoption of IFRS 7 Financial Instruments: Disclosures. This
new standard has not changed the recognition of financial
instruments but has resulted in the reclassification of certain
financial assets and fee expenses;
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adoption of other accounting standards and
• the
interpretations issued with an effective date of 1 January
2007. The adoption of these standards and interpretations
has not had a material effect on the results, nor has it
required any restatements of the results;
early adoption of IFRS 8 Operating Segments, which is
• the
effective for annual periods beginning on or after 1 January
2009. This standard has been early adopted to provide users
of the financial statements with financial information on
segments that is more relevant to decision making and in
accordance with internal reporting of the information to
management. The standard has not had an impact on the
group’s results but has impacted the format of disclosure and
measurement of the results of reportable segments;
early adoption of IFRIC 11 IFRS 2 Group and Treasury
• the
Share Transactions, which is effective for annual periods
beginning on or after 1 March 2007. The group’s accounting
treatment already complies with this interpretation and it has
therefore not impacted the group’s results; and

• the group changing its accounting policies relating to:
– transactions with minority shareholders where the group
purchases an additional interest from minority
shareholders or sells a portion of its interest to minority
shareholders, while the group controls the entities both
before and after the transaction. Any excess of the
purchase consideration over the group’s proportionate
share of the additional net asset value of a subsidiary
acquired is now accounted for directly in equity.
Previously, the group accounted for the excess as
goodwill. Any profit or loss on the partial disposal of the
group’s interest in a subsidiary is also accounted for
directly in equity. Previously, the group accounted for the
profit or loss on partial disposal in the income statement.
This change in accounting policy is considered appropriate
as it results in transactions with minority shareholders,
which are presented as equity holders, being accounted
for in the statement of changes in equity and not in
the income statement. The policy has been applied
retrospectively;
– the measurement of investment guarantees on certain
insurance contracts, as a result of the revised Professional
Guidance Note 110 issued by the Actuarial Society of
South Africa effective for valuation dates on or after
31 December 2007. The group has moved from a
stochastic model that projects investment returns for
various asset classes according to the estimated
probability distribution based on historical observations
and future expectations (referred to as a real-world
model) to one that reproduces the market prices of
tradable assets as closely as possible (referred to as a
market-consistent stochastic model). The new model will
more accurately reflect fair value. The cumulative effect at
1 January 2006 is not provided as it is not practical as a
result of data not being collected in a way that permits
retrospective application of the new policy. The change in
accounting policy is applied prospectively; and
– certain modelling (valuation) changes in respect of
insurance contracts. These changes have influenced
expected cash flows and ultimately liability determined
values as well as the timing of profit recognition on the
individual insurance policies. Cumulatively, the financial
impact at both 1 January 2006 and 31 December 2006 is
not material to the group’s results or the value of
policyholders’ contracts. No restatements have therefore
been accounted for and the change in accounting policy is
applied prospectively.

Details of the impact of accounting policy changes and
reclassifications resulting from the items listed above are
disclosed in note 34 on page 258 and in Annexure A on
page 278.

Explanation of principal differences between
normalised and IFRS results
Description of normalised adjustments
The group’s consolidated financial statements are prepared in
accordance with, and comply with IFRS as issued by the
International Accounting Standards Board (IASB). The annual
report, with the exception of the annual financial statements and
other financial information identified as being on an IFRS basis,
is prepared on a normalised basis that adjusts the IFRS results for
two specific and unique accounting conventions that do not
reflect the underlying economic substance of transactions (the
normalised adjustments):

• the group’s Tutuwa initiative; and
shares held by the insurance operation for the benefit
• group
of policyholders.
A common element in these transactions relates to shares in
issue deemed by accounting convention to be treasury shares.
Consequently, investments by the group that are allocated to
Standard Bank shares are recognised by IFRS as a deduction
against equity; and the number of shares used for per-share
calculation purposes is materially lower than the economic
substance, resulting in inflated per-share ratios. With regard to
segmental reporting, the normalising adjustments have been
made within Liberty Life, and Central and other. The results of
the other business units are unaffected.

Black Economic Empowerment Ownership (Tutuwa)
initiative
The group concluded its Tutuwa initiative in October 2004 when
it sold an effective 10% interest in its South African banking
operations to a broad-based grouping of black entities.
The group obtained financing through the issue of perpetual
preference shares. These funds were used to subscribe for 8,5%
redeemable, cumulative preference shares issued by special
purpose vehicles (SPVs) controlled by Standard Bank Group
(SBG). These SPVs purchased SBG shares. Subsequently, the
SPVs containing these shares were sold to black participants. The
capital and dividends on the redeemable preference shares
issued by the SPVs are repayable from future ordinary dividends
received on the SBG shares held.
As a result of SBG’s right to receive its own dividends back in the
form of dividends and capital on the redeemable preference
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shares, the subsequent sale of the SPVs and consequent delivery
of the SBG shares to the black participants, although legally
effected, is not accounted for as a sale.

The “normalised” adjustment:

As a consequence of the above, the IFRS accounting treatment
followed until full redemption, or third party financing is
obtained, is:

for preference dividends receivable on the loan
• accrues
asset within interest income;

redeemable preference shares issued by the SPVs and
• the
subscribed for by SBG are not recognised as financial assets,
but eliminated against equity as a negative empowerment
reserve;
negative empowerment reserve represents SBG shares
• the
held by the SPVs that are deemed to be treasury shares in
terms of accounting conventions;
preference dividends received from the SPVs are
• the
eliminated against the ordinary dividends paid on the SBG
shares held by the SPVs;
purposes of the calculation of earnings per share, the
• forweighted
average number of shares in issue is reduced by the
number of shares held by those SPVs that have been sold to
the black participants. The shares will be restored on full
redemption of the preference shares, or to the extent that
the preference share capital is financed by a third party; and
preference shares issued by Standard Bank Group
• perpetual
for the purposes of financing the transaction are classified as
equity. Dividends paid on the perpetual preference shares
are accounted for on declaration and not on an accrual basis.

a loan asset by reversing the elimination of the
• recognises
redeemable preference shares against equity;

back the number of shares held by the black
• adds
participants to the weighted number of shares in issue, for
purposes of calculating normalised per share ratios; and
dividends declared on perpetual preference shares to
• adjusts
an accrual basis.
On 20 December 2007 the group obtained financing external
to SBG for a portion of the financing provided to the SPVs.
As a result, the negative empowerment reserve has been
reduced by the value of the external financing obtained of
R1 billion and a proportion of the SBG shares held by the SPVs
(24,7 million shares) are no longer deemed to be treasury shares
for accounting purposes. As the transaction was concluded close
to the end of 2007, the impact on the weighted average number
of shares in issue, for the IFRS-based calculation of earnings per
share, was insignificant.

Group shares held for the benefit of policyholders
Group companies’ shares held by Liberty Life are invested for
the risk and reward of its policyholders, not its shareholders, and
consequently the group’s shareholders are exposed to an
insignificant portion of the fair value changes on these shares.

Graphic presentation of the Tutuwa transaction

New external financing transaction

External financing

External
market

Interest
Perpetual
preference
shares

Dividends

8,5% redeemable cumulative preference shares
Dividends

Standard
Bank Group

Standard Bank Group shares
Distributions
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SPVs

Black
participants

In terms of IAS 32 Financial Instruments: Presentation, SBG and
Liberty Holdings shares held by Liberty Life on behalf of
policyholders are deemed to be treasury shares for accounting
purposes.
The accounting consequences in the consolidated IFRS group
financial statements are:
investment in group shares is set off against equity in the
• the
group financial statements;
equity, the cost price of the group shares is eliminated
• within
against ordinary shareholders’ funds and minority interest;
fair value movements are eliminated from the income
• the
statement, reserves and minority interests; and
received on group shares are eliminated against
• dividends
dividends paid.

The weighted average number of shares in issue for per-share
figures is calculated by deducting the full number of group
shares held (100%) and not the IFRS effective 35% owned by
the group, as the accounting standard (IAS 33 Earnings per
share) does not contemplate minority portions of treasury
shares. This treatment exaggerates the reduction in the
weighted average number of shares used to calculate per-share
ratios.
For purposes of calculating the normalised results, the
adjustments described above are reversed and the group shares
held on behalf of policyholders are treated as issued to parties
external to the group.
The impact of the normalised adjustments on the issued and
weighted number of shares is provided on page 86.

The corresponding movement in the policyholder liabilities is,
however, not eliminated. No adjustment is made to policyholder
liabilities in the balance sheet, or the increase in the policyholder
liabilities in the income statement, that result from the changes in
the fair value of the SBG shares and dividends received on these
shares that are held for the risk and rewards of the policyholders.
As a result, the application of IAS 32 gives rise to a mismatch in
the overall equity and income statement of the group.

Graphic presentation of shares held for the benefit of policyholders

Standard
Bank Group
Distributions

Investment in
Liberty
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Liberty
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Standard Bank
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Dividends
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Adjustments to IFRS results
Headline earnings

Banking
activities
Rm

Liberty
Life
Rm

Standard Bank
Group
Rm

Ordinary
shareholders’
equity
Standard Bank
Group
Rm

IFRS – 2007
Tutuwa initiative
Group shares held for the benefit of Liberty Life policyholders

11 854
326

867
32
74

12 721
358
74

53 671
3 347
1 388

Normalised – 2007

12 180

973

13 153

58 406

IFRS – 2006
Tutuwa initiative
Group shares held for the benefit of Liberty Life policyholders

9 641
334

547
27
269

10 188
361
269

42 916
4 285
1 151

Normalised – 2006

9 975

843

10 818

48 352

Issued
number of
shares
000’s

2007
Weighted
number of
shares
000’s

End of the year – IFRS
Adjustments:
Shares held by Tutuwa SPVs
Shares held for the benefit of Liberty Life
policyholders (deemed treasury shares)

1 256 917

1 230 960

1 224 856

1 216 687

74 499

98 378

99 190

99 190

41 181

39 885

38 587

42 538

End of the year – normalised

1 372 597

1 369 223

1 362 633

1 358 415

Reconciliation to normalised shares in issue
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2006
Issued
Weighted
number of
number of
shares
shares
000’s
000’s

Summarised group balance sheet – reconciliation to normalised
2007
IFRS Adjustments
Rm
Rm

Normalised
Rm

IFRS
Rm

2006
Adjustments
Rm

Normalised
Rm

Assets
245 352
548 150
388 573

5 935
3 193

251 287
551 343
388 573

216 217
412 734
339 504

5 402
4 201

221 619
416 935
339 504

1 182 075

9 128

1 191 203

968 455

9 603

978 058

Equity

68 436

8 983

77 419

54 708

9 479

64 187

Equity attributable to ordinary
shareholders
Preference share capital and premium
Minority interest

53 671
5 503
9 262

4 735

42 916
5 503
6 289

5 436

4 248

58 406
5 503
13 510

4 043

48 352
5 503
10 332

Liabilities

1 113 639

145

1 113 784

913 747

124

913 871

Other liabilities
Liabilities not impacted

37 266
1 076 373

145

37 411
1 076 373

34 323
879 424

124

34 447
879 424

Total equity and liabilities

1 182 075

9 128

1 191 203

968 455

9 603

978 058

Financial investments
Loans and advances to customers
Assets not impacted
Total assets

Equity and liabilities
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Seven-year review
Consolidated normalised balance sheet1
2007
USD m

2007
Sterling m

2007
Euro m

142 309

71 050

96 912

Cash and balances with central banks
Financial investments, trading and pledged assets
Loans and advances
Current and deferred tax assets
Derivative and other assets
Interest in associates and joint ventures
Goodwill and other intangible assets
Property and equipment

3 028
22 029
95 444
155
19 801
244
812
796

1 512
10 998
47 652
78
9 886
122
405
397

2 062
15 002
64 997
106
13 484
166
553
542

Investment management and life insurance activities

32 611

16 282

22 208

174 920

87 332

119 120

11 369

5 676

7 742

8 577
808
1 984

4 282
403
991

5 841
550
1 351

Liabilities

163 551

81 656

111 378

Banking activities

133 044

66 425

90 603

Deposit and current accounts
Derivative, trading and other liabilities
Current and deferred tax liabilities
Subordinated debt

103 648
25 870
749
2 777

51 748
12 916
374
1 387

70 584
17 617
510
1 892

30 507

15 231

20 775

174 920

87 332

119 120

Assets
Banking activities

Total assets

Equity and liabilities
Equity
Equity attributable to ordinary shareholders
Preference share capital and premium
Minority interest

Investment management and life insurance activities
Total equity and liabilities
1

Figures included in the seven-year review have been restated where necessary to provide a meaningful comparison of performance over the year.
CAGR refers to compound annual growth rate based on rand amounts for the period 2001 to 2007.

2

Exchange rates utilised to convert the 31 December 2007 balance sheet:
USD
– 6,81 (2006: 7,05)
Sterling – 13,64 (2006: 13,80)
Euro
– 10,00 (2006: 9,29)
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2007
Rm

2006
Rm

2005
Rm

2004
Rm

2003
Rm

2002
Rm

2001
Rm

21

969 120

775 220

602 959

508 196

443 030

306 019

306 196

(8)
21
23
(4)
27
44
41
12

20 618
150 016
649 974
1 058
134 844
1 660
5 529
5 421

14 343
135 362
506 720
969
111 875
1 130
1 043
3 778

12 636
86 711
388 668
867
109 473
812
517
3 275

11 380
73 017
282 272
1 041
136 755
294
483
2 954

8 253
75 950
235 475
803
118 556
537
505
2 951

27 094
57 223
189 141
428
28 369
275
664
2 825

33 785
47 716
187 853
1 322
31 881
187
714
2 738

16

222 083

202 838

171 770

117 192

97 536

87 334

89 038

20

1 191 203

978 058

774 729

625 388

540 566

393 353

395 234

16

77 419

64 187

50 620

43 634

35 264

32 060

31 666

15
15

58 406
5 503
13 510

48 352
5 503
10 332

37 994
2 991
9 635

33 172
2 991
7 471

28 835
8
6 421

26 054
8
5 998

25 685
8
5 973

21

1 113 784

913 871

724 109

581 754

505 302

361 293

363 568

21

906 029

724 655

564 792

474 666

416 342

282 440

282 694

20
33
5
21

705 843
176 171
5 101
18 914

545 164
159 809
4 166
15 516

413 623
136 678
3 901
10 590

321 453
140 215
3 338
9 660

278 076
128 207
2 826
7 233

244 556
28 556
2 415
6 913

241 568
31 294
3 804
6 028

17

207 755

189 216

159 317

107 088

88 960

78 853

80 874

20

1 191 203

978 058

774 729

625 388

540 566

393 353

395 234
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Seven-year review

CAGR2
%

Seven-year review

continued

Consolidated normalised income statement1
2007
USD m

2007
Sterling m

2007
Euro m

Net interest income
Non-interest revenue

3 248
3 510

1 624
1 755

2 373
2 564

Total income
Credit impairment charges

6 758
651

3 379
326

4 937
476

Income after credit impairment charges
Operating expenses

6 107
3 504

3 053
1 752

4 461
2 560

Net income before goodwill
Goodwill impairment

2 603
(53)

1 301
(27)

1 901
(39)

Net income before associates and joint ventures
Share of profit from associates and joint ventures

2 656
40

1 328
20

1 940
29

Net income before indirect taxation
Indirect taxation

2 696
130

1 348
65

1 969
95

Income before direct taxation
Direct taxation

2 566
591

1 283
295

1 874
431

Profit for the year
Attributable to minorities and preference shareholders

1 975
116

988
58

1 443
85

Banking activities profit attributable to ordinary shareholders

1 859

930

1 358

Net income before goodwill but after income from associates
Goodwill impairment

825

412

603

Net income before indirect taxation
Indirect taxation

825
38

412
19

603
28

Profit before direct taxation
Direct taxation

787
293

393
146

575
214

Profit for the year
Attributable to minorities

494
355

247
178

361
260

Investment management and life insurance profit
attributable to ordinary shareholders

139

69

101

Group profit attributable to ordinary shareholders

1 998

999

1 459

Headline earnings

1 866

933

1 363

Banking activities

Investment management and life insurance activities

1

Figures included in the seven-year review have been restated where necessary to provide a meaningful comparison over the period.
CAGR refers to compound annual growth rate based on rand amounts for the period 2001 to 2007.

2

Average exchange rates utilised to convert the 31 December 2007 income statement:
USD
– 7,05 (2006: 6,77)
Sterling – 14,10 (2006: 12,49)
Euro
– 9,65 (2006: 8,51)
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CAGR2
%

2007
Rm

2006
Rm

2005
Rm

2004
Rm

2003
Rm

2002
Rm

2001
Rm

19
18

22 896
24 747

17 001
19 165

13 357
15 616

11 619
14 096

11 390
12 387

10 467
10 792

8 177
8 942

19
19

47 643
4 590

36 166
2 733

28 973
1 207

25 715
1 050

23 777
1 848

21 259
1 955

17 119
1 603

19
17

43 053
24 706

33 433
19 105

27 766
16 091

24 665
14 694

21 929
13 297

19 304
12 147

15 516
9 812

21

18 347
(376)

14 328
15

11 675
24

9 971
48

8 632

7 157

5 704

22
34

18 723
283

14 313
218

11 651
200

9 923
97

8 632
102

7 157
96

5 704
49

22
20

19 006
917

14 531
604

11 851
562

10 020
389

8 734
387

7 253
382

5 753
309

22
19

18 089
4 164

13 927
3 376

11 289
2 536

9 631
2 387

8 347
2 321

6 871
2 030

5 444
1 447

23
48

13 925
817

10 551
363

8 753
274

7 244
177

6 026
73

4 841
89

3 997
77

22

13 108

10 188

8 479

7 067

5 953

4 752

3 920

9

5 816

6 085

4 338
397

3 075

2 518
63

1 333

3 401

9
6

5 816
268

6 085
237

3 941
216

3 075
262

2 455
240

1 333
223

3 401
185

10
11

5 548
2 068

5 848
2 476

3 725
1 776

2 813
889

2 215
855

1 110
391

3 216
1 123

9
9

3 480
2 505

3 372
2 412

1 949
1 447

1 924
1 334

1 360
935

719
474

2 093
1 488

8

975

960

502

590

425

245

605

21

14 083

11 148

8 981

7 657

6 378

4 997

4 525

20

13 153

10 818

9 013

7 511

6 280

5 263

4 419
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Seven-year review

continued

Statistics, returns and capital adequacy1
CAGR2
%

2007

2006

2005

2004

2003

2002

2001

Standard Bank Group normalised3
Share statistics
Number of ordinary shares in issue
listed on JSE Limited (thousands)
– weighted average
– end of period
Dividend cover (times)
Dividend yield (%)
Earnings yield (%)
Price earnings ratio (times)
Price-to-book (times)
Number of shares traded (thousands)
Turnover in shares traded (%)
Market capitalisation (Rm)

1 369 223 1 358 415 1 353 382 1 345 786 1 334 099 1 328 192 1 318 696
1 372 597 1 362 633 1 352 383 1 352 108 1 338 730 1 331 078 1 324 938
2,5
2,5
2,5
2,5
3,1
3,2
3,3
3,9
3,4
3,5
3,5
3,9
4,1
3,3
9,6
8,4
8,8
8,5
12,0
13,1
10,7
10,4
11,9
11,4
11,8
8,3
7,6
9,3
2,4
2,7
2,7
2,7
1,8
1,5
1,6
1 056 767 1 014 873
841 835
892 633
908 179
673 703
511 549
77,2
74,7
62,2
66,3
68,1
50,7
38,8
22
137 370
128 769
102 524
88 969
52 451
40 132
41 338

Share statistics per ordinary share (cents)
Basic earnings
Headline earnings
Dividends
Net asset value

20
19
25
14

Return on equity (%)

1 028,5
960,6
386,0
4 255

820,7
796,4
320,0
3 548

663,6
666,0
267,0
2 809

569,0
558,1
231,5
2 453

478,1
470,7
151,0
2 154

376,2
396,3
124,0
1 957

343,1
335,1
102,0
1 939

24,8

25,4

25,4

24,2

22,9

20,3

20,1

12 180
24,7
2,97
51,9
51,6

9 975
25,3
2,78
53,0
52,5

8 393
25,6
2,97
53,9
55,2

7 100
24,9
3,09
54,8
56,9

5 958
23,8
3,45
52,1
55,7

4 903
20,9
3,20
50,8
56,9

3 985
19,9
3,31
52,2
57,2

52,0
0,78

52,7
0,60

55,2
0,35

56,9
0,40

55,7
0,86

56,9
1,02

57,2
0,94

Banking activities normalised3, 4
Selected returns and ratios
Headline earnings contribution (Rm)
Return on equity (%)
Net interest margin (%)
Non-interest income to total income (%)
Cost-to-income ratio (%)
Cost-to-income ratio excluding capital
profit on MasterCard (%)
Credit loss ratio (%)
1

Figures included in the seven-year review have been restated where necessary to provide a meaningful comparison over the period.
CAGR refers to compound annual growth rate based on rand amounts for the period 2001 to 2007.
3
Refer page 83 for an explanation of normalised results.
4
Standard Bank Group excluding Liberty Life.
2
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CAGR
%

2007

2006

2005

2004

2003

2002

2001

Standard Bank Group IFRS
Share statistics
Number of ordinary shares in
issue in terms of IFRS (thousands)
– weighted average
– end of period
Share statistics per ordinary share (cents)
Basic earnings
Headline earnings
Dividends
Net asset value

1 230 960 1 216 687 1 205 169 1 321 666 1 334 099 1 328 192 1 318 696
1 256 917 1 224 856 1 206 704 1 252 918 1 338 730 1 331 078 1 324 938
1 109,0
1 033,4
386,0
4 270

864,5
837,4
320,0
3 504

699,7
702,3
267,0
2 706

581,4
570,3
231,5
2 311

478,1
470,7
151,0
2 154

376,2
396,3
124,0
1 957

343,1
335,1
102,0
1 939

26,7

27,4

27,9

26,1

22,9

20,3

20,1

11 854
26,1
2,94
52,3
51,9

9 641
27,3
2,74
53,5
53,0

8 048
28,0
2,92
54,5
55,8

7 131
27,0
3,08
55,0
57,1

5 958
23,8
3,45
52,1
55,7

4 903
20,9
3,20
50,8
56,9

3 985
19,9
3,31
52,2
57,2

52,4
0,79
27,2
267 579
44 301

53,2
0,60
28,1
255 709
37 703

55,8
0,36
26,9
222 745
36 131

57,1
0,40
27,9
202 109
35 283

55,7
0,86
31,0
172 731
34 493

56,9
1,02
33,3
144 640
33 898

57,2
0,94
30,5
120 444
33 086

16
16
17

524 443
54 579
75 756
10,4
14,4

421 187
45 415
62 468
10,8
14,8

318 279
33 553
45 328
10,5
14,2

265 148
29 111
39 722
11,0
15,0

236 346
25 289
33 797
10,7
14,3

225 995
23 277
31 187
10,3
13,8

219 773
22 637
29 669
10,3
13,5

(9)
(4)
(1)

6,81
13,64
10,00

7,05
13,80
9,29

6,36
10,95
7,52

5,63
10,82
7,66

6,68
11,95
8,42

8,58
13,82
9,01

12,00
17,45
10,68

11 950
9 000
10 008
14,50
28 958
35 876

9 650
6 850
9 450
12,50
24 915
36 121

7 875
5 750
7 581
10,50
18 097
29 234

6 750
3 686
6 580
11,00
12 657
22 975

3 960
2 650
3 918
11,50
10 387
14 153

3 810
2 595
3 015
17,00
9 277
12 035

3 605
2 600
3 120
13,00
10 457
12 812

22
21
25
14

Return on equity (%)

Banking activities IFRS
Selected returns and ratios
Headline earnings contribution (Rm)
Return on equity (%)
Net interest margin (%)
Non-interest income to total income (%)
Cost-to-income ratio (%)
Cost-to-income ratio excluding capital
profit on MasterCard disposal (%)
Credit loss ratio (%)
Effective tax rate (%)
Headline earnings per employee (rand)
Number of employees at year end

20

5

1

Capital adequacy
Risk-weighted assets (Rm)
Tier I capital (Rm)
Total capital (Rm)
Tier I capital to risk-weighted assets (%)
Total capital to risk-weighted assets (%)

ZAR exchange rates at 31 December
USD
Sterling
Euro

Market indicators at 31 December
Standard Bank Group share price (cents)
– high for the year
– low for the year
– closing
Prime overdraft rate (%)
JSE All Share Index – closing
JSE Banks Index – closing

21
19
19

1

In accordance with Basel II principles relating to the treatment of insurance entities, insurance operations are excluded from the capital base of the banking
group and its related risk-weighted assets. Capital in insurance operations in excess of statutory minimum requirements is not recognised in group capital.
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Banking activities average balance sheet
Trading
book
Rm

Average assets
Non–
interest
earning
Rm

Interest
earning
Rm

2007
Total
average
balance
Rm

Assets
Cash and balances with central banks2
Trading assets
Financial investments
Net loans and advances

3 034
72 628
740
38 238

Loans and advances to banks
Loans and advances to customers

7 576
30 662

– Mortgage loans
– Instalment sale and finance leases
– Card debtors
– Overdrafts and other demand loans
– Term loans
– Loans granted under resale agreements
– Commercial property finance
– Foreign currency loans
– Other loans and advances

5 096
7 117

6 249
24 381

32

Gross loans and advances
– Credit impairments

38 238

Investment property
Other assets
Interest in associates and joint ventures
Goodwill and other intangible assets
Property and equipment

118
14 555
98
57

7 740
61 388
542 092

15 870
79 745
62 128
580 330

58 815
489 980

66 391
520 642

197 813
52 959
20 345
54 275
129 602
1 979
17 838
14 373
796

197 813
52 959
20 345
60 524
153 983
1 979
17 838
14 373
828

548 795
(6 703)

587 033
(6 703)

1 228
9 304
4 536
1 612
2 156

1 346
23 859
4 634
1 612
2 213

Total average assets and interest excluding trading
derivative assets
Trading derivative assets

129 468
69 287

31 049

611 220

771 737
69 287

Total average assets and interest

198 755

31 049

611 220

841 024

1 949
121 907

54 635
24 116

566 309

56 584
712 332

Trading liabilities
Deposit and current accounts

35 529
80 613

2 253
550 259

37 782
630 872

Deposits from banks
Deposits from customers

2 102
78 511

41 307
508 952

43 409
587 463

77 566
53 372
94 383
17 475
120 452
69 993
40 317
18 226
17 168

77 566
53 372
95 508
17 475
148 156
69 993
52 787
55 438
17 168

16 050

26 842
16 836

Equity and liabilities
Equity
Liabilities

– Current accounts
– Cash management deposits
– Call deposits
– Savings accounts
– Term deposits
– Negotiable certificates of deposit
– Repurchase agreements
– Other funding
– Securitisation issuances

1 125
27 704
12 470
37 212
4 979
786

21 863

Total average equity, liabilities and interest excluding
trading derivative liabilities
Trading derivative liabilities

123 856
72 108

78 751

566 309

768 916
72 108

Total average equity, liabilities and interest

195 964

78 751

566 309

841 024

Margin on total average assets excluding trading derivatives
Margin on total average loans and advances
Margin on average interest earning assets

129 468
38 238

31 049

611 220
542 092
611 220

771 737
580 330
611 220

Other liabilities and provisions
Subordinated debt

1

Interest received and paid on trading derivative financial instruments has been netted with interest received on derivative asset instruments used for
hedging purposes. The interest split between assets and liabilities will therefore not equate to interest income and interest expense per the income statement.
2
Included within interest earning cash and balances with central banks is the SARB interest free deposit. This is utilised to meet liquidity requirements
and is reflected in the margin as part of interest earning assets to reflect the cost of liquidity.
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Trading
book
Rm

7 458
56 988

12,00
9,82

4 026
66 777
292
22 784

2 244
54 300

3,38
10,43

5 918
16 866

22 130
7 056
3 563
5 993
12 191
249
2 391
600
127

11,19
13,32
17,51
9,90
7,92
12,58
13,40
4,17
15,34

56 544
444

9,63
(6,62)

4 070
4 673

7 189
9 677

22 784
42
15 613
14
40

2006
Total
average
balance
Rm

Interest1
Rm

Average
rate
%

44 128
431 649

14 127
71 450
44 420
454 433

5 449
37 624

12,27
8,28

66 631
368 951

72 549
385 817

1 767
35 588

2,44
9,22

145 833
43 402
14 150
43 173
88 414
3 486
15 591
13 777
1 125

145 833
43 402
14 150
50 362
98 091
3 486
15 591
13 777
1 125

13 957
4 960
2 075
4 056
7 694
369
1 795
541
141

9,57
11,43
14,66
8,05
7,84
10,59
11,51
3,93
12,53

435 582
(3 933)

458 366
(3 933)

37 355
269

8,15
(6,84)

Interest
earning
Rm

6 031

753
5 701
2 751
579
1 668

795
21 314
2 765
579
1 708

64 446

8,35

109 588
66 783

20 195

481 808

611 591
66 783

43 073

7,04

64 446

7,66

176 371

20 195

481 808

678 374

43 073

6,35

41 550

5,83

1 872
100 585

44 277
22 058

438 056

46 149
560 699

26 072

4,65

6,36

29 370
65 239

50

40 116

424 207

29 420
489 446

24 843

5,08

2 806
37 310

6,46
6,35

592
64 647

40 283
383 924

40 875
448 571

1 964
22 879

4,80
5,10

1 713
4 422
8 340
554
10 831
6 460
2 467
685
1 838

2,21
8,29
8,73
3,17
7,31
9,23
4,67
1,24
10,71

58 448
47 679
65 416
13 421
99 646
48 457
39 288
2 156
9 413

58 448
47 679
66 076
13 421
114 323
48 457
47 796
42 958
9 413

1 036
3 095
4 490
232
7 468
3 719
1 680
342
817

1,77
6,49
6,80
1,73
6,53
7,67
3,51
0,80
8,68

1 434

8,52

13 849

26 903
14 930

1 229

8,23

41 550

660
14 677
8 508
40 802
4 895
1 081

22 008

5,40

102 457
71 526

66 335

438 056

606 848
71 526

26 072

4,30

41 550

4,94

173 983

66 335

438 056

678 374

26 072

3,84

22 896
22 896
24 098

2,97
3,95
3,94

109 588
22 784

20 195

481 808
431 649
481 808

611 591
454 433
481 808

17 001
17 001
17 472

2,78
3,74
3,63

Standard Bank Group annual report 2007

Page 95

Banking activities average balance sheet

Average
rate
%

Interest1
Rm

Average assets
Non–
interest
earning
Rm
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99
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129 Liquidity risk
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Financial and other information

Financial and other

information

Risk management

Risk management

Overview
Introduction
The effective management of risk is fundamental to the business
activities of Standard Bank Group (the group) as we remain
committed to the objective of increasing shareholder value by
developing and growing business that is consistent with agreed
risk appetite. We seek to achieve an appropriate balance
between risk and reward in our business, and continue to build
and enhance the risk management capabilities that will assist in
delivering our growth plans in a controlled environment.
Risk management is at the core of the operating and management
structures of the group. The group seeks to limit adverse variations
in earnings and equity by managing the balance sheet and capital
within agreed levels of risk appetite. Managing and controlling risks,
and in particular avoiding undue concentrations of exposure,
limiting potential losses from stress events, and restricting
significant positions in less quantifiable risk areas, are essential
elements of the group’s risk management and control framework
which ultimately leads to the protection of the group’s reputation.
Responsibility and accountability for risk management resides at
all levels within the group, from the executive down through the
organisation to each business manager and risk specialist. The
group uses the three lines of defence model.
the first line of defence, business unit management is
• Inprimarily
responsible for risk management. Their assessment,
evaluation and measurement of risk needs to be an ongoing
process integrated with the day-to-day activities of the
business. This process includes the implementation of the
group’s risk management framework, identification of issues
and the implementation of remedial action where required.
Business unit management is also accountable for appropriate
reporting to the governance bodies within the group.
second line of defence consists of the group and
• The
business unit risk management functions which are
independent of line management. The group function is
primarily accountable for setting the group’s risk
management framework and policy, and providing oversight
and independent reporting to executive management at the
group risk oversight committee (GROC), and to the board at
the group credit committee (GCC) and the group risk and
capital management committee (GRCMC). The business unit
risk management functions assist the first lines of defence in
the implementation of the group’s risk management
framework and policy, approving risks within specific
mandates and providing an independent overview of the
effectiveness of risk management implemented by the first
line of defence.
third line of defence consists of internal audit which
• The
provides an independent assessment of the adequacy and
effectiveness of the overall risk management framework and
risk governance structures and reports independently to the
group audit committee (GAC).
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External audit has a statutory duty to report its independent
opinion on the company’s financial statements to the
shareholders.
Key aspects of risk management are the risk governance and the
organisational structures established by the group to manage risk
according to a set of group risk governance standards which are
implemented across the group and are supported by appropriate
risk policies and procedures.
Risks are controlled at the level of individual exposures, at a
portfolio level, and in aggregate across all business and risk types to
protect the group’s earnings. The group has an independent control
process which provides an objective view of risk taking activities
when required by the nature of the risks, in particular to balance
short-term profit incentives and the long-term interest of the
group. All exposures are independently monitored and reviewed.
As Liberty Group (Liberty Life) is a significant entity in the group,
and as an insurance entity is faced with managing certain risks
which may in some respects, be different from those of banking,
a separate section under insurance risk has been included for
Liberty Life. The Liberty Life risk management report sets out its
different risk exposures, objectives, policies and processes for
managing risk and the manner in which those risk exposures are
measured.
Capital and risk management information within the following
sections forms an integral part of the financial statements and
has been audited:

• risk categories, pages 101 to 102;
• capital management, pages 103 to 105;
• credit risk, pages 110 to 121;
• market risk, pages 123 to 128;
• liquidity risk, pages 129 to 131; and
• insurance risk – Liberty Life pages 136 to 160.
All tables and diagrams within the above sections are unaudited
unless otherwise specified.

Key achievements in 2007
The past year has presented a number of challenges to the group
including the implementation of new regulatory requirements in
the form of Basel II and the National Credit Act (NCA), the
integration of the acquisitions in Argentina and Nigeria, and
finally the volatility of markets in the latter half of the year which
was triggered by the sub-prime crises but which quickly
translated into a tightening of liquidity. Our existing control
framework and procedures functioned effectively in the face of
the increasing levels of risks and did not require any major
changes. Management did, however, stress the importance of
enhanced awareness and vigilance at all levels of operations.

II was successfully implemented with approval being
• Basel
obtained from the Regulator for use of the advanced internal
ratings based (AIRB) approach for credit risk consistent with
the group’s desire to follow global best practice and
standards. In addition, approval was obtained for the use of
the standardised approach (TSA) in respect of operational
risk. The market risk function continued to improve its
infrastructure and internal model recognition was granted by
the Financial Services Authority to Standard Bank Plc local
markets trading unit and by the South African Reserve Bank
(SARB) to all Corporate & Investment Banking South African
trading businesses with the exception of exotic products and
specific risk arising from interest rate products.

•
the market volatility in the second half of the year the
• During
group’s value-at-risk (VaR) models performed well with
The group maintained a conservative stance on the
management of market and liquidity risks.

minimal breaches during this period and no excessive risks
being undertaken.
anti-money laundering automated monitoring and
• The
detection system implemented across the South African
business was further enhanced to improve the quality of alerts
generated.
group established its internal capital adequacy
• The
assessment process (ICAAP) to develop, challenge and
review capital management activities across the group.
number of simulations were successfully completed at a
• Abank-wide
and business unit level to test our ability to
recover operations in the event of unexpected disruptions.
Business continuity management continued to improve and
dual site processing for additional core and critical business
areas was established. The remaining business areas focused
on establishing and testing their recovery site infrastructure
to determine its suitability for meeting their recovery time
objectives.
NCA was successfully implemented in our banking
• The
operations in South Africa.

Focus areas for 2008

reassessment of the level of risk appetite and the
• Ongoing
risk management framework across all risk types.
enhancement and strengthening of the group’s
• Continued
risk management standards, practices and systems, with a
focus on employing and retaining talented staff.
development of our capabilities to embed economic
• Further
capital into all business and risk decision making processes.
enhancements to systems and processes to
• Continued
combat financial crime due to the increase in activities,
especially in internet crime, money laundering and terrorist
financing activities.
of enhancements to anti-money laundering
• Implementation
systems to provide for the monitoring of correspondent

banking accounts within the Corporate & Investment Banking
environment.
maintenance of a conservative structural liquidity
• Continued
mismatch profile, supported by adequate levels of
marketable assets. In addition, liquidity stress testing will be
enhanced by increasing the number of bank specific and
systemic scenarios, including the impact from a group
liquidity perspective.

Risk management framework
Governance structure
The group’s activities are complex and diverse with most of its
operations being concentrated in emerging markets. It is
therefore important that there is strong independent oversight
at all levels across the group.
Through the various committees, the group’s risk governance
structure (as set out on page 100) provides executive
management and the board with the forums to evaluate the risks
faced by the group and the effectiveness of the group’s
management of these risks. The GAC reviews the group’s
financial position and makes recommendations to the board on
all financial matters including assessing the integrity and
effectiveness of accounting, financial, compliance and other
control systems. It also ensures effective communication
between the internal auditors, external auditors, the board,
management and regulators. GRCMC and, in respect of credit
risk and country risk, GCC provide independent and objective
oversight of risk and capital management across the group by:
and assessing the adequacy and effectiveness of
• reviewing
the group’s risk management control framework;
that risk and capital management standards and
• ensuring
policies are fit for purpose and effective in operation; and
and monitoring the risk appetite of the group for
• determining
each risk type.
The large exposures credit committee approves all South African
regulatory large exposure exceeding 10% of capital and
reserves. These exposures are ratified by the board.
Group executive management oversight for all risks has been
delegated by the group executive committee to GROC. GROC
considers and recommends for approval by the relevant board
committees, levels of risk appetite and tolerance, risk
governance standards for each risk type, actions on the risk
profile, risk strategy and key risk controls across the group,
capital planning and capital funding activities, utilisation of risk
appetite, and usage and allocation of economic capital
parameters for modelling, stress testing and scenario analysis.
The group risk management subcommittees set out in the table
on page 100 report directly to GROC and through GROC to
GRCMC and GCC.

Standard Bank Group annual report 2007

Page 99

Risk management

continued

Governance structure

Standard Bank
Group board

Management committees

Group executive
committee

Board committees

Group audit
committee

Group risk and
capital management
committee

Group credit
committee

Large exposures
credit committee1

Group risk oversight
committee

Group capital
management
committee

Group asset
and liability
committee

Group
operational risk
committee

Group
risk compliance
committee

Group
country risk
management
committee

Global Personal &
Business Banking
credit committee

Global Corporate
& Investment
Banking
credit committee

1

The committee considers South African large exposures.

Approach and structure

Risk governance standards, policies and procedures

The group’s approach to risk management is based on well
established governance processes and relies on both individual
responsibility and collective oversight, supported by
comprehensive reporting. This approach balances strong
corporate oversight at group level with independent risk
management structures within the business units.

The group has developed a set of risk governance standards for
each major risk type.

Business unit chief executives are specifically responsible for the
management of risk within their businesses. As such, they are
responsible for ensuring that there are appropriate risk
management frameworks that are adequate in design, effective
in operation and meet minimum group standards.
Business unit chief executives are supported by business unit
chief risk officers and chief financial officers. Independence and
appropriate segregation of responsibilities between business and
risk are critical features of the control framework. Chief risk
officers and business unit chief credit officers have joint
reporting lines, both operationally to the business unit chief
executive and functionally to the group chief risk officer and
group chief credit officer respectively.
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The standards set out and ensure alignment and consistency in
the manner in which the major risk types across the group are
governed, identified, measured, managed, controlled and
reported.
All standards are applied consistently across the group and are
approved by GCC or GRCMC. It is the responsibility of business
unit executive management to ensure that the requirements of
the risk governance standards, policies and procedures are
implemented within the business units and independently
monitored by the unit’s own risk management teams.
Each standard is supported by group policies and business unit
policies and procedural documents as required.
Business units and group risk functions are required to self
assess at least annually their compliance with group risk
standards and policies.

Risk appetite
Risk appetite is an expression of the maximum level of residual
risk that the group is prepared to accept in order to deliver its
business objectives. It is ultimately quantified as the target credit
rating for the group.

scenarios on earnings and capital adequacy on a consolidated
basis across all risk types. Management reviews the outcomes of
stress tests and selects appropriate mitigating actions to
minimise and manage the risk to the group. Examples of actions
taken include:

provisions for expected loss that are consistent
• budgetary
with the risk appetite implied by the business plans;

• reviewing and changing limits;
exposures in specific sectors, countries, regions or
• limiting
portfolios;

agreed tolerance for profit and loss volatility – an
• anacceptable
scenario that is lower than budget by an amount

and/or rebalancing of the portfolio to reduce
• securitisation
risk sensitivity; and

Risk appetite is expressed by balancing:

that is consistent with the risk appetite implied by the
business plans;
economic capital requirement implied by the business
• the
plans being consistent with the available capital;
risk adjusted returns generated from risk-taking being
• the
acceptable; and
the context of stress tests, portfolio analyses and
• inconcentration
limits, risk assessments, risk indicators and
other measures devised by business unit risk functions which
serve to identify and constrain threats to earnings volatility,
capital adequacy, or concentration risks, not being
disproportionate to the group’s communicated strategy.
The board establishes the group’s parameters for risk appetite by:

• providing strategic leadership and guidance;
and approving annual budgets and forecasts for the
• reviewing
group and each division; and
reviewing and monitoring the group’s performance
• regularly
in relation to risk through quarterly board reports.

• hedging strategies.
Residual risk is evaluated against the set group risk appetite and
informs the following processes on a forward looking basis:
understanding of risk and the risk appetite setting
• improved
of the group;

• the setting of capital buffers for the group;
• the impact of stresses on earnings volatility;
• internal capital planning;
• the budgeting and strategic planning process; and
assessment of the impact of short-term macro• ad-hoc
economic factors on the group’s performance.
Risk categories
The principal risks to which the group is exposed and which it
manages are defined as follows:

Credit risk

The board delegates the determination of risk appetite to
GRCMC and ensures that this is in line with the strategy and the
desired risk reward trade-off for the group.

Credit risk is the risk of loss to the group as a result of the failure by
a client or counterparty to meet its contractual obligations to the
group.

GROC recommends to both GRCMC and the board the level of
risk appetite for the group.

Country and cross-border risk

Stress testing
Stress testing serves as a diagnostic and forward-looking tool to
improve the group’s understanding of its risk profile under
potential macro economic and event based scenarios.
A group stress testing framework guides the regular execution of
stress tests at portfolio, legal entity, and group level. A global
econometric stress testing tool calculates the impact of stress

Country risk is the risk of loss arising when political or economic
conditions or events in a particular country reduce the ability of
counterparties in that country to meet their financial obligations
to the group.
Cross-border risk is the risk that actions taken by a government
may restrict the transfer and convertibility of funds of local
currency into non-local currency, thereby impacting the ability to
obtain payment from counterparties on their financial obligations
to the group.
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Market risk

Insurance risk

Market risk is defined as the risk of a change in the actual
or effective market value or earnings of a portfolio of
financial instruments caused by adverse movements in
market variables such as equity, bond and commodity prices,
currency exchange rates, interest rates, credit spreads,
recovery rates and correlations and implied volatilities in
all of the above.

Insurance risk is the risk that future claims and related expenses
will exceed the amounts set aside to meet these obligations. I
t occurs due to the uncertainty of the timing and amount of
future cash flows arising under insurance contracts, whether due
to deviations from mortality, morbidity, withdrawal rate and
investment performance assumptions in the case of life products
and claims incidence and severity assumptions in the case of
short-term insurance products.

Liquidity risk
Liquidity risk arises when the group is unable to meet its
payment obligations when they fall due. This may be caused by
the group’s inability to liquidate assets or to obtain funding to
meet its liquidity needs.

Operational risk
Operational risk is defined as the risk of loss resulting from
inadequate or failed processes, people and systems or from
external events.

Business risk
Business risk is the risk of loss due to adverse operating
conditions caused by market-driven pressures such as decreased
demand, increased competition, or cost increases, or by group
specific causes such as a poor choice of strategy, reputational
damage or the decision to absorb costs or losses to preserve
reputation. These losses may be exacerbated through inflexible
cost structures or inefficiencies.

Basel II
Scope of application
Banks in South Africa adopted the new Basel II Capital Adequacy
Framework (Basel II) banking regulations with effect from
1 January 2008. Basel II incentivises banks through lower capital
requirements, to improve their risk management processes.
The focus of the Basel II framework is mainly on improving the
quantification and management of credit, market and
operational risks, enhancements to the supervisory review
process and more extensive risk disclosure by banks.
As Basel II disclosure is legislatively required for financial periods
commencing on or after 1 January 2008, the group has deemed
it of value to its stakeholders to disclose certain aspects of the
Basel II guidelines.
Basel II information has been disclosed in accordance with the
consolidation approach as described in the table below:

Consolidation approach under Basel II
Consolidation
approach

Banks

Securities
firms

Financial
entities

Consolidated1
Proportionately
consolidated2
Deduction3

24

8

80

Total

24

8

1

Commercial
entities

Insurance
entities

7
12

114

3

99

114

3

Consolidated
Includes the full risk-weighted exposure amounts of the subsidiary in the group consolidated risk-weighted exposures. (e.g. banking and financial
entities).
2
Proportionately consolidated
Includes the pro rata portion of the risk-weighted exposure amounts of the entity in the group consolidated risk-weighted exposures. (e.g. banking and
financial entities where joint control exists).
3
Deduction
Insurance and commercial entities or financial entities where no control exists are deducted from the consolidated capital and reserve funds and the
related assets are removed from the consolidated balance sheet.
All subsidiaries of the group are consolidated for IFRS accounting purposes.
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The Basel II approaches adopted by the group on 1 January 2008
are summarised below:
Risk type

Approach

Credit risk

AIRB (target approach)

Exemptions:
International operations
outside Africa

Foundation internal ratings
based (FIRB)1

•

• Other

2

Standardised

Operational risk

Standardised3

Market risk

Internal model

Exemptions:
International operations

Building block/standardised

•

generally based on the guidelines developed by the Basel
committee under the auspices of the Bank for International
Settlements. In addition to the requirements of host country
regulators, all banking operations are also expected to
comply with the capital adequacy requirements in terms of
South African banking regulations. Consequently, individual
banking operations within the group are capitalised at the higher
capital adequacy level of either their host country or the
South African regulators.

1

As at the date of approval of these financial statements by the board, the
response of the Financial Services Authority of the United Kingdom to an
application by Standard Bank Plc for FIRB accreditation was pending.
2
Includes African subsidiaries and non-material portfolios.
3
Certain aspects of the advanced measurement approach are already
implemented to ensure good risk management practices.

It is the intention to have a minimum of 85% of the group riskweighted assets on the target approach within a three year
period. Any new acquisitions will be migrated onto the target
approach within a timetable agreed with the relevant regulators.

Capital management – Basel I
Capital adequacy
The group manages its capital base to achieve a prudent balance
between maintaining capital ratios to support business growth
and depositor confidence, and providing competitive returns to
shareholders. The capital management process ensures that
each group entity maintains sufficient capital levels for legal and
regulatory compliance purposes. The group ensures that its
actions do not compromise sound governance and appropriate
business practices and it eliminates any negative effect on
payment capacity, liquidity or profitability.

Regulatory capital
During the period under review the group complied with all
externally imposed capital requirements to which its banking
activities and insurance operations are subject, mainly, but not
limited to, the relevant requirements of the South African Banks
Act and Regulations, the Financial Services Board (FSB) in South
Africa and other insurance regulatory bodies. The group is subject
to regulation and supervision by South African and a number of
international regulators. The 24 banks in the group are required
to meet minimum capital requirements of regulators in those
countries in which they operate. Banking regulations are

The capital adequacy ratio, which reflects the capital strength of
an entity compared to the minimum regulatory requirement, is
calculated by dividing the capital held by that entity by its riskweighted assets.
Capital is split into three tiers:
I (primary capital) represents permanent forms of capital
• Tier
such as share capital, share premium and retained earnings.
Perpetual, non-cumulative preference shares also qualify as
Tier I capital.
II (secondary capital) includes medium to long-term
• Tier
subordinated debt, revaluation reserves and general debt
provisions.
III (tertiary capital) represents short-dated subordinated
• Tier
debt instruments to support a bank’s trading activities.
Risk-weighted assets are determined by applying prescribed risk
weightings to on- and off-balance sheet exposures according to
the relative credit risk of the counterparty. Included in overall
risk-weighted assets is a notional risk weighting for market risks,
counterparty risks and large exposure risks relating to trading
activities.
The use of non-equity forms of regulatory capital plays an
important role in the group’s capital management process.
Internationally, The Standard Bank of South Africa undertook a
Tier II private placing in the United States of America, raising
USD355 million (R2,5 billion) in order to accommodate
increased capital requirements arising from strong advances
growth, both within Personal & Business Banking and Corporate
& Investment Banking.
The group’s life insurance operations based in South Africa are
regulated by the FSB. The capital requirements are calculated by
a statutory actuary in terms of the guidance notes issued by the
Actuarial Society of South Africa. Consistent with the group focus
on optimising capital utilisation and shareholder value, Liberty
Life also has an ongoing process to review its capital structure
which resulted in a capital reduction amounting to R416 million
in lieu of dividends during 2007 (2006: R1 billion).
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Capital transferability

Regulatory capital

No significant restrictions exist on the transfer of funds and
regulatory capital within the group. Restrictions are limited to
those entities that operate in countries where there are
exchange control restrictions in place. The transfer of funds and
regulatory capital within the group is conducted with all due
consideration given to the appropriateness of each action.

Capital adequacy (%)

Capital adequacy ratios
The group’s total capital adequacy ratio decreased to 14,4%
from 14,8% at December 2006 and Tier I capital adequacy
decreased to 10,4% from 10,8%. Strong risk-weighted asset
growth of 25%, primarily driven by retail advances and
acquisitions, outpaced growth in the capital base, which grew by
21% through a combination of capital raising initiatives and
retained earnings.

16
14
12
10
8
6
4
2
0
01

02

03

04

05

06

07

Primary capital
Secondary capital
Tertiary capital
Required capital

Basel I group regulatory capital1
2007
Rm

2006
Rm

Regulatory capital
IFRS ordinary shareholders’ equity
Minority interest in banking activities
Perpetual preference shares
Elimination of insurance operations1
Impairments and other

53 671
3 054
5 495
(3 505)
(4 136)

42 916
398
5 495
(2 748)
(646)

Tier l capital

54 579

45 415

Preference share capital
Tier ll subordinated debt
Credit impairments for performing loans
Revaluation reserve

8
16 687
2 404
199

8
14 276
1 672
215

Tier ll capital

19 298

16 171

Tier lll capital

1 879

882

75 756

62 468

Total regulatory capital

Audited.
1
Insurance operations are excluded from the capital base of the banking group and its related risk-weighted assets, and unappropriated profits have been
included in Tier I capital.
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Basel I risk-weighted assets
Closing
2007
Rm

Closing
2006
Rm

Average
2007
Rm

Average
2006
Rm

On-balance sheet
Off-balance sheet
Trading activity notional assets

421 381
40 355
62 707

338 977
28 543
53 667

390 070
32 837
62 499

306 684
16 583
50 141

Banking activities risk-weighted assets

524 443

421 187

485 406

373 408

Audited.

Group analysis of Basel I risk-weighted assets
2007
Unweighted
assets
Rm

2007
Risk-weighted
assets
Rm

2006
Unweighted
assets
Rm

2006
Risk-weighted
assets
Rm

On-balance sheet assets
Personal & Business Banking
Corporate & Investment Banking
Central and other (including group eliminations)

356 345
610 042
2 733

236 326
182 937
2 118

275 474
494 413
5 333

185 454
149 111
4 412

Total on-balance sheet

969 120

421 381

775 220

338 977

Off-balance sheet assets
Personal & Business Banking
Corporate & Investment Banking
Central and other

7 014
32 976
365

3 598
24 579
366

Total off-balance sheet

40 355

28 543

Trading activity notional assets
Corporate & Investment Banking

62 707

53 667

Standard Bank Group

969 120

524 443

775 220

421 187

Audited.

Group Basel I capital adequacy ratios
Minimum
regulatory
requirement
(Basel I)
%
Total capital adequacy ratio
Tier I capital adequacy ratio
Tier II and Tier III as % of Tier I

10,0
5,0
< 100,0

2007
%

2006
%

14,4
10,4
38,8

14,8
10,8
37,5

Audited.

Standard Bank Group annual report 2007 Page 105

Risk management

continued

Basel I
Capital adequacy of banking and insurance subsidiaries
2007

Standard Bank Group
The Standard Bank of
South Africa
Rest of Africa
IBTC Chartered Bank Plc
(Nigeria)1
Stanbic Bank Botswana
Stanbic Bank Congo
Stanbic Bank Ghana
Stanbic Bank Kenya
Stanbic Bank Tanzania
Stanbic Bank Uganda
Stanbic Bank Zambia
Stanbic Bank Zimbabwe
Standard Bank (Malawi)
Standard Bank Mauritius
Standard Bank Moçambique
Standard Bank Namibia
Standard Bank Swaziland
Standard Lesotho Bank
Standard International
Holdings, incorporating
– Banco Standard de
Investimentos (Brazil)
– Standard Bank Argentina
– Standard Bank Asia
(Hong Kong)
– Standard Bank Plc
(United Kingdom)
– Standard Merchant Bank
(Asia) (Singapore)
– ZAO Standard Bank (Russia)
Standard Bank Isle of Man
Standard Bank Jersey

2006

2007
Host
Total
regulatory
capital requirement
%
%

Tier I
capital
%

Tier II
capital
%

Tier III
capital
%

Total
capital
%

Tier I
capital
%

Tier II
capital
%

Tier III
capital
%

10,4

3,6

0,4

14,4

10,8

3,8

0,2

14,8

8,6

3,8

0,1

12,5

8,4

3,8

0,2

12,4

10

27,1
8,1
20,4
10,3
12,2
11,0
13,4
12,8
9,1
13,0
15,1
8,7
9,7
9,8
9,8

0,4
7,6
0,6
3,2
0,7
1,6
0,1
4,1
8,0
3,7
0,7
4,1
3,2
2,7
0,8

27,5
15,7
21,0
13,5
12,9
12,6
13,5
16,9
17,1
16,7
15,8
12,8
12,9
12,5
10,6

51,5
11,3
21,6
14,5
14,6
14,1
16,2
16,1
30,6
11,6
25,6
9,4
9,3
10,4
10,1

0,2
5,7

0,7
2,0
0,5
5,8
13,3
5,0
0,7

51,7
17,0
21,6
14,5
15,3
16,1
16,7
21,9
43,9
16,6
26,3
9,4
12,5
13,7
10,7

10
15
10
10
12
12
12
10
10
10
10
8
10
8
8

8,9

4,6

15,5

7,4

6,5

14,8

12

7,5
8,1

3,9
3,8

11,4
11,9

8,7
8,6

4,4
3,9

13,1
12,5

10
10

Aggregate regulatory capital
requirement
Liberty Life (calculated in
terms of the Long-term
Insurance Act)
– CAR – times covered
1

Comparative ratios relate to Stanbic Bank (Nigeria) Limited.
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2,0

3,2
3,3
0,6
0,9

10,4

10,3

2,1

2,3

Economic capital
Economic capital is the basis for measuring and reporting
quantifiable economic risks faced by the group. Economic capital
is used for risk management, capital management, capital
planning, capital allocation, evaluation of new business and
performance measurement across the group.
The group’s economic capital management framework underpins
the governance and methodology for the quantification of
economic capital, and assigns roles and responsibilities for the
management and allocation of economic capital across the
group. Economic capital underpins the group’s disciplined
approach to risk and return decisions.
The methodologies that govern the quantification of economic
capital have evolved significantly during 2007. The
methodologies are subject to regular reviews to ensure that the
economic capital results are a true reflection of the underlying
portfolios and risk drivers that impact the group.
Economic capital is the capital required by the group to remain
solvent under conditions that are extreme in nature. For
potential losses arising from risk types that are statistically
quantifiable, economic capital reflects the worst case loss
commensurate with the group’s targeted financial strength.
Economic capital is calculated for each of the main risk types as
defined in the group’s risk taxonomy.

• Credit risk.
• Market risk (including interest rate risk in the banking book).
• Operational risk.
• Business risk.
Senior executive management regularly reviews economic
capital results, to facilitate improved risk management across the
group.
The group has refined its ICAAP over the period under review to
incorporate the impact of residual risk, risk concentrations,
correlation of risk, diversification impacts and stress tests in
ensuring that the group is adequately capitalised on an economic
basis.

Certain qualifying capital under Basel I is disallowed under the
new regulations, including foreign currency translation reserves,
share-based payment reserve and reserves created by the
revaluation of investments. Certain financial investments and
intangibles are now impaired in line with the new regulations,
and the expected losses in credit portfolios in excess of incurred
losses under IFRS give rise to further capital reduction under the
new regulations and have resulted in a significant reduction in
the group’s regulatory qualifying capital base.
The net impact of the increase in risk-weighted exposures and
the reduction in qualifying capital is that the group’s total capital
adequacy ratio at 31 December 2007 falls to 11,3% under the
new regulations from 14,4% under Basel I rules. The group’s
Tier I ratio falls to 8,5% from 10,4% as a result of the changed
regulations.
The group assesses its capital adequacy against estimates of the
capital requirement to absorb unexpected losses that may arise
from the risks inherent in the business. Regulatory capital
requirements are determined on the basis of prescribed
regulatory approaches that apply to each of the main risk types
and in each of the jurisdictions in which the group operates. In
addition, the group has adopted an ICAAP, which reflects
management’s internal assessment of risk. The ICAAP requires
capital to be held for risks as assessed by management instead of
a prescribed regulatory formula, and as such is more widely
encompassing. Available capital is then compared to required
regulatory minimum capital, and a buffer is held for uncertainties
to ensure that the group is adequately capitalised. The group’s
governance process includes a robust assessment of capital
forecasts, allowing for capital raising to be expedited timeously,
ensuring that minimum capital ratios are maintained in all
jurisdictions in which the group operates.
Subsequent to year end, the group issued 152,5 million shares
to ICBC at R104,58 per share. Together with the scheme of
arrangement with the group’s shareholders, this transaction has
enabled ICBC to attain a 20% shareholding in the group. The
value of capital raised from the shares issued amounts to
R15,9 billion. Had this capital issue taken place at 1 January
2008, the total capital and Tier I ratios of the group would have
been 14,0% and 11,2% respectively.

Capital management – Impact of Basel II
Conversion to the Basel II requirements from 1 January 2008
will result in a slight increase in the group’s capital requirements
as higher capital requirements on corporate exposures, that are
influenced by their emerging markets profile, were largely
off-set by reduced capital requirements associated with retail
assets. The addition of capital requirements for operational risk
resulted in the group’s aggregate risk-weighted exposures
increasing by 10%.
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Basel II
Capital structure
Pro-forma
2007
Rm
Regulatory capital
Tier I
Share capital
Share premium
Non-redeemable, non-cumulative, non-participating preference shares
Retained income
Minority interests in subsidiaries
Less: Deductions
Goodwill and other intangible assets
Expected loss exceeding eligible provision
Financial entities and insurance entities not consolidated
First loss credit enhancement in respect of securitisation scheme
Available-for-sale revaluation reserve
Share-based payment reserve
Foreign currency translation reserve
Cash flow hedging reserve

137
1 231
5 495
50 641
3 033
11 685
5 436
1 147
1 942
215
500
655
1 920
(130)

Total Tier I

48 852

Tier II
Issued secondary capital
Perpetual cumulative preference shares
Prescribed categories of term debt instruments

8
16 687

Secondary unimpaired reserve funds
Fifty percent of revaluation surplus i.t.o regulation 12
General allowance for credit impairment, after deferred tax: Standardised approach
Other reserve funds
Less: Deductions

199
537
176
3 304

Expected loss exceeding eligible provision
Financial entities and insurance entities not consolidated
First loss credit enhancement in respect of securitisation

1 147
1 942
215

Total Tier II
Tier III
Issued subordinated term debt instruments
Less: Deductions
Total eligible capital
Total capital requirement
Total risk-weighted assets
Capital adequacy ratio (%)
Tier I (%)
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14 303
1 879
–
65 034
56 048
574 850
11,3
8,5

Analysis of the difference between Basel I and Basel II available qualifying capital and risk-weighted assets
Pro-forma
Basel II
2007
Rm

Basel I
2007
Rm

Change
2007
Rm

Tier I
Tier II
Tier III

54 579
19 298
1 879

(5 727)
(4 995)

48 852
14 303
1 879

Banking activities

75 756

(10 722)

65 034

Basel I
2007
Rm

Change
2007
Rm

Pro-forma
Basel II
2007
Rm

Credit risk

461 736

3 331

465 067

Personal & Business Banking
Corporate & Investment Banking
Central and other

243 340
215 913
2 483

(65 966)
68 629
668

177 374
284 542
3 151

Trading/market risk
Corporate & Investment Banking

62 707

(8 777)

53 930

Operational risk

55 853

55 853

Personal & Business Banking
Corporate & Investment Banking
Central and other

25 368
28 353
2 132

25 368
28 353
2 132

Available qualifying capital

Risk-weighted assets

Banking activities

524 443

50 407

574 850

Business unit analysis
Personal & Business Banking
Corporate & Investment Banking
Central and other

243 340
278 620
2 483

(40 598)
88 205
2 800

202 742
366 825
5 283

Banking activities

524 443

50 407

574 850
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Credit risk
Definition
Credit risk arises mostly from lending and related banking
product activities, including their underwriting, and traded
products such as derivative contracts and securities borrowing
and lending products. It may also arise when there is a fall in the
fair value of the group’s exposure to financial instruments.

Framework and governance
Credit risk is the group’s most material risk and is managed in
accordance with the group’s comprehensive risk management
control framework, which is consistent with the previous financial
reporting period.
The group credit standard sets out the principles under which
the group is prepared to assume credit risk.
The group chief credit officer has functional responsibility for
credit risk across the group and reports to the group chief
executive. The business unit chief credit officers report
functionally to the group chief credit officer.

The principal executive management committee responsible for
credit risk is GROC. The senior business unit credit committees,
the global credit committee for both Personal & Business Banking
and Corporate & Investment Banking, report directly to GROC and
indirectly through GROC to GCC. The global credit committees
have been approved by the board as the designated committees
for approving the key aspects of the credit rating systems for
Personal & Business Banking and Corporate & Investment
Banking as required by SARB Banks Act Regulations. GCC is the
principal board committee responsible for credit risk, with GAC
having responsibility for reviewing credit impairment adequacy.
The structure of the senior credit committees is illustrated
below.
The committees have clearly defined mandates, memberships
and delegated authorities that are regularly reviewed. During
the year the reporting lines for the Corporate & Investment
Banking Moscow, Asia, Brazil and Argentina credit committees
were changed to report directly to the global Corporate &
Investment Banking credit committee, reflecting ongoing further

Group senior credit committees and board committee reporting lines
Standard Bank Group
board

Group risk and capital
management committee

Group credit
committee

Large exposures credit
committee1

Group audit
committee

Group risk oversight
committee

Global Corporate &
Investment Banking
credit committee

Standard Bank
Plc credit
committee

Moscow credit
committee

Asia credit
committee

Brazil credit
committee

Global Personal &
Business Banking
credit committee

Argentina credit
committee

Corporate &
Investment
Banking
SA credit
committee

Personal &
Business
Banking
SA credit
committee

Incountry African
credit committees
1

The committee considers South African large exposures.
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and exposure at default. The way in which the group measures
these components is described below.

regionalisation of business and credit decision making. The
membership of the regional committees includes senior credit
officers of Standard Bank London Plc.

Probability of default models are used to assess the
probability of a counterparty not making full and timely
repayment of credit obligations over a specific time horizon. The
models use a combination of forward-looking qualitative
factors and quantitative inputs. Each customer is assigned an
internal credit rating which is in turn mapped to a statistically
calibrated probability of default. Different models are used for
each diverse credit portfolio and counterparty in the group and
each model has its own particular set of factors and inputs used
for assessing the rating. Personal & Business Banking
counterparties are generally rated using application and
behavioural scorecards. All models are statistically tested and
validated to ensure that they have predictive power, provide an
accurate forward-looking rating assessment suitable for use in
regulatory and economic capital assessment and are stable
through an economic cycle. For regulatory capital purposes these
ratings are associated with “through the cycle” probability of
defaults. For economic capital management the group uses
forward-looking ratings but also explores “point in time” versus
“through the cycle” impacts through stress testing and
deploys a credit migration model to assess the impact of risk
rating downgrades.

Credit committee responsibilities include oversight of
governance; risk appetite; model performance, development and
validation; counterparty and portfolio risk limits and approvals;
country, industry, market, product, customer segment and
maturity concentration risk; risk mitigation; impairments; stress
testing; and risk usage and optimisation of regulatory and
economic capital.

The internal ratings process, Basel II credit risk
measurement and the determination of regulatory and
economic capital
The group uses internal models and practices to measure and
manage credit risk, deploying considerable resources to ensure
that it is properly understood, managed and controlled.
The credit modelling framework developed over recent years has
been enhanced during 2007, as the group has progressed its
Basel II implementation, achieving internal ratings based (IRB)
status and embedding the use of probability of default, loss
given default, exposure at default and economic measures in the
way we run our business. Ongoing enhancements will continue in
this focus area for the group.

The group makes use of an internationally comparable 25 point
master rating scale for all performing counterparties. This is
shown below calibrated against SARB risk buckets, External
Credit Assessment Institutions alphanumerical rating scales and
group grading category.

The group has adopted the IRB approach to measuring credit risk
across the majority of its business.
Measuring credit risk requires an understanding of its core
components, which are probability of default, loss given default

Group master rating scale
Group
master
rating
scale

SARB
risk
bucket

Moody’s

Standard
and
Poors

1-4

Group
grading
category

Fitch

AAA to
AA-

Aaa, Aa1,
Aa2, Aa3

AAA, AA+,
AA, AA-

AAA, AA+,
AA, AA-

5-7

A+ to
A-

A1, A2,
A3

A+, A,
A-

A+, A,
A-

8-12

BBB+ to
BBB-

Baa1,
Baa2,
Baa3

BBB+,
BBB,
BBB-

BBB+,
BBB,
BBB-

13-21

BB+ to
B-

Ba1, Ba2,
Ba3, B1,
B2, B3

BB+, BB,
BB-, B+,
B, B-

BB+, BB,
BB-, B+,
B, B-

22-25

Below B-

Caa1, Caa2,
Caa3, Ca

CCC+, CCC,
CCC-

CCC+, CCC,
CCC-

Close
monitoring

Default

Default

C

D

D

Default

Normal
monitoring
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Exposure at default models are used to estimate a
counterparty’s expected exposure to the group at the time a
default occurs. Exposure at default modelling recognises
counterparties’ propensity to increase the use of facilities as
they near an event of default. In addition to the behavioural
effect of draw downs against limits, exposure at default for
Corporate & Investment Banking exposures also captures the
potential exposure for a derivative or other financial instrument
where the exposure depends upon the evolution of the mark-tomarket value. Potential exposures are measured using market
standard statistical techniques. Expected potential exposures are
used in economic capital calculations, and peak potential
exposures are used when assessing exposure against credit limits
or other concentration risks such as country risk.
Loss given default models estimate the likely credit economic
loss on defaulted claims. The loss given default of a facility
represents the amount of a counterparty’s obligation to the
group that is not expected to be recovered after default and is
expressed as a percentage of the exposure at default. Loss given
defaults are estimated from the group’s own data and/or from
conservative benchmarks and will typically take into account the
type of counterparty and facility, any collateral or other risk
mitigation held, the legal jurisdiction and general economic
conditions.

Risk limits for counterparties and other portfolio concentrations
are set to ensure that portfolio risks are diversified and that no
concentration can unduly affect the portfolio whether on a gross
exposure, expected loss or economic capital basis.
The group is moving to an economic capital-based credit
decision making model. This involves an assessment of each
application for credit facilities in the light of the true economic
nature of its risk, as a stand alone asset as well as its impact on
the group’s existing portfolios. The return of each asset is then
measured in the light of the economic capital needed in respect
of the asset.
The group uses Moody’s KMV structural model to assess credit
economic capital, and has extended the correlation model to cater
specifically for combining Personal & Business Banking’s largely
South African portfolios with Corporate & Investment Banking’s
diversified domestic and international portfolios.
Group Basel II exposures by asset class (%)
50
40
30
20

Group IRB exposure distribution by group master
rating scale (%)

10

60
50

Standardised

40

Other asset classes
(excluding corporates,
financial institutions
and retail)

70

Retail –
other

80

Banks and
securities firms

Corporates

0

90

Retail
mortgages

100

IRB

30
20
10

Group Basel II exposures by geographic region

0
1-4

5-7

8-12

13-21

22-25

Default

3%

4%

5%

Corporate & Investment Banking sovereign
Corporate & Investment Banking financial institutions
Corporate & Investment Banking corporates

12%

Total Personal & Business Banking
1%

Corporate & Investment Banking asset quality (using mark-tomarket and regulatory add-on for trading book qualification) has
remained broadly stable throughout the year with interbank and
sovereign exposures concentrated in investment grade. The
distribution of the Personal & Business Banking risk portfolios
comprises predominantly mortgage assets and vehicle and asset
finance for which security is held. The risk distribution is stable
when compared with the previous year, with a slight move to
higher risk bands reflecting the more difficult economic
environment in South Africa.
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75%

South Africa
Other African countries
Europe
Asia
North America
South America

Credit risk mitigation and hedging
Collateral, guarantees, credit derivatives and on- and off-balance
sheet netting are widely used by the group for credit risk
mitigation. The amount and type of credit risk mitigation
depends on the circumstances of each case. Credit risk
mitigation policy and procedure guidelines for credit risk
mitigation techniques are used in a consistent manner, are
acceptable types of mitigation, are valued appropriately and
regularly, and meet operational management risk requirements
for their legal, practical and timely enforceability. These are
supported by detailed processes and procedures for the ongoing
management of each type of mitigant used.
The main types of collateral taken comprise mortgage bonds
over residential, commercial and industrial properties, cession of
book debts, bonds over plant and equipment and, for leases and
instalment sales, the underlying moveable assets financed.
Reverse repurchase agreements are underpinned by the assets
being financed, which in the financial institutions business are
mostly liquid, tradeable financial instruments.
Guarantees and similar legal contracts are often required
particularly in support of credit extension to groups of companies
and weaker credits. Guarantor counterparties include banks,
parent companies, shareholders and associated counterparties.
Creditworthiness is established for the guarantor in the normal
course for counterparty credit approvals.
For derivative transactions, the group uses internationally
recognised and enforceable Institute of Swap Dealers
Association (ISDA) agreements with a credit support annex,
where necessary, with most of the group’s largest trading
counterparts. Generally exposures are marked to market daily,
netting is applied to the full extent contractually agreed to
between the parties, and cash and liquid collateral posted where
contractually provided for. Because counterparty credit risk of
derivatives generally can vary over time with the movement of
underlying market factors, exposures to counterparty credit risk
are calculated by adding increases in future potential exposure
to the balance of present exposure.
To manage actual or potential portfolio risk concentrations, areas of
higher credit risk and credit portfolio growth, the group from time
to time implements hedging and other strategies typically at the
individual counterparty, sub-portfolio and portfolio levels.
Syndication, distribution and sale of assets, asset and portfolio limit
management and credit derivatives and credit protection are used.
Implementation and performance are measured regularly and
reporting tools are in place to ensure effective ongoing monitoring.

Wrong way risk exposures
Wrong way risk arises where there is positive correlation between
counterparty default and transaction exposure. Examples of where
this may arise are reverse repurchase agreements and
collateralised forward sale agreements. This risk is addressed by
taking into consideration the higher than normal correlation
between the default event and the exposure to the counterparty
when calculating the potential exposure on these transactions.
Counterparty assessments are conducted at the time the contract
is entered into and a risk weighting is assigned based on the length
and value of the contract. The value of the contract is calculated
according to mark-to-market values. On longer-term contracts
further periodic assessments are conducted.
Collateral required in respect of a rating downgrade
The group enters into derivative contracts with rated and
unrated counterparties. In order to mitigate counterparty credit
risk, the group stipulates credit protection terms such as
limitations on the amount of unsecured credit exposure
it will accept, collateralisation if mark-to-market credit
exposure exceeds those amounts and collateralisation and/or
termination of the contract if certain credit events occur,
including but not limited to a downgrade of the counterparty's
public credit rating.
Certain counterparties require that the group provides similar
credit protection terms. From time to time, the group may agree
to provide those terms on a restrictive basis. Rating downgrades
as a collateralisation or termination event are generally conceded
only to highly rated counterparties and, whenever possible, on a
bilateral and reciprocal basis. Exceptionally, such rating
downgrades may be conceded to unrated counterparties when
their size, credit strength and business potential are deemed
acceptable. In these cases, the concessions must be approved by
the responsible business unit chief credit officer.
The impact on the group of the amount of collateral it would
have to provide given a credit downgrade would be determined
by the then negative mark-to-market on derivative contracts
where such a collateralisation trigger has been conceded. Where
the impact on the group’s liquidity of a collateral call linked to a
downgrading is deemed to be material, the potential exposure is
taken into account in the business unit’s asset and liability
committee (ALCO) model stress testing. Generally, however, the
extent of legal commitments which could result in collateral calls
triggered by a rating downgrade is not material and would not
have an adverse effect on the group’s financial position.
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Securitisation
The group uses securitisation primarily as an alternative source
of funding for its South African operations, providing added
flexibility in terms of mitigating structural liquidity risk and
diversifying the funding base. Credit risk transfer and capital
relief are factored in when deciding the economic particulars of
each new securitisation issue.
The group fulfils a number of roles in the process of securitising
any of its assets including that of sponsor, administrator, hedge
counterparty, commercial paper dealer, liquidity facility
provider of asset backed commercial paper conduits (special
purpose vehicles), originator, seller, dealer, settlement agent,
subordinated lender, shareholder, calculating agent, settlement
agent and account bank.
The group complies with IFRS in recognising and accounting for
securitisation transactions. Special purpose vehicles are
consolidated into the group when required by IFRS. The bank
discloses undrawn facilities provided to conduits as part of
the notes to the financial statements. In accordance with
IAS 39 Financial Instruments: Recognition and Measurement
securitised assets are derecognised when required to reflect the
element of risk and reward transfer. No gain or loss on sale is
recognised, as these assets are sold at book value. SBSA’s
investment in these securities is classified as available-for-sale,
with changes in fair value recognised in equity.

Relationship between IFRS and Basel II
The relationship between Basel II and IFRS, although driven by
different purposes, shares an overall objective of increasing the
transparency of financial institutions and their operations while
allowing users of market information, including regulators, to be
more informed in their decision making.
IFRS 7 and Basel II serve different purposes. IFRS 7 deals with
the disclosures of financial instruments and is applied by all
entities. The Basel II disclosures, which are aiming to enable the
market to assess an institution’s capital adequacy, are intended
to complement the minimum capital requirements, and the
supervisory review process of Basel II. Whilst the accounting and
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regulatory disclosure requirements differ both in scope and
objectives, they are not considered to be conflicting or
inconsistent with one another. This is due to the source of all risk
and financial disclosures emanating from one centralised set of
fully reconciled data.
A subtle difference lies in the fact that the analysis of credit risk
exposures under IFRS 7 has to be presented by class of financial
instrument while Pillar 3 requires a classification by exposure
class. Classes are determined for IFRS 7 purposes by taking into
account the nature of the information that is required to be
disclosed, as well as the characteristics of the underlying
financial instruments. Basel II asset classes driven from the IRB
approach are based on their underlying homogeneous risk
characteristics and support the risk mitigation factors applied in
the Basel calculations. The Basel II asset classes thus become the
dimensions against which regulatory reporting will be executed.
The principles in IFRS 7 complement the principles for
recognising, measuring and presenting financial assets and
financial liabilities in IAS 32 Financial Instruments: Presentation
and IAS 39.
Fair value instruments
IAS 39 permits any financial asset or financial liability, on
meeting specific criteria, to be carried at fair value with all
changes in fair value being recognised in profit or loss. This is
commonly referred to as the fair value option. For liabilities that
are designated in terms of the fair value option, any
deterioration in the credit risk of the issuer will result in a
decrease in its fair value and a resultant profit being recognised
in profit or loss which would ultimately be recognised within
equity.
IFRS 7 requires the amount of change in fair value attributable
to changes in credit risk on such liabilities, both for the period
and cumulative to date, to be disclosed in the financial
statements. From a Pillar 3 perspective, recognising gains as a
result of deterioration in creditworthiness would undermine the
quality of capital measures and performance ratios. Those fair
value gains and losses attributable to credit risk are therefore
excluded from the computation of regulatory capital.

Available-for-sale instruments
IAS 39 permits certain financial assets, such as non-trading debt
and equity instruments, to be classified as available-for-sale. All
assets classified in this manner are required to be measured at
fair value with all unrealised gains and losses, with the exception
of impairment losses, dividends and interest income recognised
in equity. Banking supervisors agree that the resulting unrealised
profits and losses cannot be included in Tier I regulatory capital
as there is no inflow of capital and it is not permanently available.
Basel II requires such amounts to be eliminated in the
determination of the group’s regulatory capital.
Impairments
In accordance with IAS 39, it is necessary to determine whether
there is objective evidence that a financial asset or group of
financial assets is impaired. A financial asset or group of financial
assets is impaired and impairment losses are recognised only if
there is objective evidence of impairment, resulting from one or
more events that have occurred after the initial recognition of
the asset (a loss event) and that loss event has an impact on the
estimated future cash flows of the financial asset or group of
financial assets that can be reliably measured (incurred loss
approach). Any impairment loss is determined as the difference
between the instrument's carrying value and the present value
of the asset's estimated future cash flows, including any
recoverable collateral, discounted at the instrument’s original
effective interest rate. In order to provide for latent losses in a
portfolio of loans that have not yet been individually identified
as impaired, an impairment for incurred but not reported losses
is recognised based on historic loss patterns and estimated
emergence periods.

The difference between default under Basel II and impairment
under IFRS 7 relates to timing. Basel II defines default as the
obligor being 90 days past due on the obligation, expanded to
180 days for some products, whereas IFRS refers to a loss event
such as actual breach of contract which includes a missed capital
or interest payment or changes in macro economic variables
before the balance sheet date.

Analysis of maximum exposure to credit risk
The quality of the exposures in terms of creditworthiness,
varying from normal monitoring to close monitoring as
determined by the internal models, are defined in terms of the
group master rating scale set out on the following page.

Whilst IFRS clearly states that it is based on an incurred loss
approach, Basel II focuses on expected and unexpected losses.
Basel II’s objective is to ensure that the bank has sufficient
impairments to cover its expected losses over the course of the
next twelve months and capital to support any unexpected credit
losses. Basel II works on statistical modelling of expected losses
whilst IFRS, although allowing for statistical models, requires a
trigger event to have occurred before an impairment loss can be
recognised.
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Group maximum on-balance sheet exposure to credit risk by credit quality
Neither past due nor impaired

Normal
Close
monitoring monitoring
Rm
Rm

Past due
but not
impaired
Rm

Unrated
standardised
Rm

Impaired
Rm

Gross
maximum
exposures
Rm

Security
against
impaired
exposures
Rm

Net
impaired
exposures
Rm

2007
To banks
Corporate & Investment Banking

243 776

South Africa
Rest of Africa
Outside Africa

131 634
9 904
102 238

Personal & Business Banking

773

77

244 626

773

77

131 634
9 904
103 088

285 943

9 336

30 522

17 922

8 477

352 200

5 397

3 080

South Africa
Rest of Africa
Outside Africa

268 017
10 905
7 021

8 007
572
757

29 226
744
552

17 922

7 889
457
131

331 061
12 678
8 461

5 244
95
58

2 645
362
73

Corporate & Investment Banking

321 283

8 324

4 058

1 221

334 886

544

677

South Africa
Rest of Africa
Outside Africa

147 360
36 020
137 903

947
424
6 953

26
829
3 203

84
882
255

148 417
38 155
148 314

24
416
104

60
466
151

4 054

4

4 058

1

3

To customers

Central and other
Total customers

607 226

17 660

34 580

21 976

9 702

691 144

5 942

3 760

Total banks and customers

851 002

18 433

34 657

21 976

9 702

935 770

5 942

3 760

Add:
Financial instruments not exposed to credit risk
Liberty Life assets (related risks covered in a separate section of this report)
Less:
Credit impairments for loans and advances
Tutuwa loans and advances IFRS adjustment

10 445
181 579
(7 263)
(3 193)
1 117 338

Represents the following balance sheet items:
Cash and balances with central banks
Derivative assets
Trading assets
Pledged assets
Financial investments
Loans and advances

20 618
118 343
78 655
7 589
245 352
646 781
1 117 338

Audited.

Page 116 Standard Bank Group annual report 2007

Group maximum on-balance sheet exposure to credit risk by credit quality
Neither past due nor impaired

Normal
Close
monitoring monitoring
Rm
Rm

Past due
but not
impaired
Rm

Unrated
standardised
Rm

Impaired
Rm

Gross
maximum
exposures
Rm

Security
against
impaired
exposures
Rm

Net
impaired
exposures
Rm

2006
To banks
Corporate & Investment Banking

198 822

South Africa
Rest of Africa
Outside Africa

1 174

199 996

119 390
5 779
73 653

1 174

119 390
5 779
74 827

Personal & Business Banking

221 509

8 070

22 618

16 640

4 233

273 070

2 565

1 668

South Africa
Rest of Africa

214 281
7 228

7 184
886

21 959
659

16 640

3 974
259

264 038
9 032

2 481
84

1 493
175

Corporate & Investment Banking

259 112

9 405

1 576

1 177

271 270

392

785

South Africa
Rest of Africa
Outside Africa

131 849
16 539
110 724

3 075
80
6 250

36
723
817

298
372
507

135 258
17 714
118 298

95
179
118

203
193
389

4 382

4

4 386

1

3

To customers

Central and other
Total customers

480 621

17 475

24 194

21 022

5 414

548 726

2 958

2 456

Total banks and customers

679 443

18 649

24 194

21 022

5 414

748 722

2 958

2 456

Add:
Financial instruments not exposed to credit risk
Liberty Life assets (related risks covered in a separate section of this report)
Less:
Credit impairments for loans and advances
Tutuwa loans and advances IFRS adjustment

13 477
167 982
(5 042)
(4 102)
921 037

Represents the following balance sheet items:
Cash and balances with central banks
Derivative assets
Trading assets
Pledged assets
Financial investments
Loans and advances

14 343
100 832
79 344
7 782
216 217
502 519
921 037

Audited.

Other assets of R22 516 million (2006: R16 975 million) not
reflected in the above tables are credit exposures that mainly
relate to trading settlement accounts, items that are in the
course of collection, accruals and other operating receivables.

No allowance for impairment accounts has been recognised nor
have any impairments been recognised on these items during
the course of either 2007 or 2006.
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Maximum off-balance sheet exposure by credit quality
Neither past due nor impaired

Normal
Close
monitoring monitoring
Rm
Rm
2007
Personal & Business Banking

Past due
but not
impaired
Rm

Unrated
standardised
Rm

Impaired
Rm

Gross
maximum
exposures
Rm

Security
against
impaired
exposures
Rm

Net
impaired
exposures
Rm

10 683

362

1 065

565

12 675

8 538
2 145

252
110

921
144

565

10 276
2 399

Corporate & Investment Banking

77 997

1 926

745

44

80 712

15

29

South Africa
Rest of Africa
Outside Africa

62 271
2 971
12 755

611
82
1 233

17
160
568

44

62 943
3 213
14 556

15

29

Total off-balance sheet exposures

88 680

2 288

1 810

565

44

93 387

15

29

2006
Personal & Business Banking

7 311

352

740

478

8 881

South Africa
Rest of Africa

6 144
1 167

206
146

631
109

478

7 459
1 422

Corporate & Investment Banking

71 047

3 614

344

50

75 055

18

32

South Africa
Rest of Africa
Outside Africa

59 360
1 594
10 093

2 062
13
1 539

24
119
201

50

61 496
1 726
11 833

18

32

Total off-balance sheet exposures

78 358

3 966

1 084

50

83 936

18

32

South Africa
Rest of Africa

Audited.
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478

Past due loans and advances
The table below shows past due loans and advances by number
of days after the due date that are not due to technical arrears
or delays in payment due to timing. For the Personal & Business
Banking portfolio, loans and advances are considered past due
when an account is one day past due for instalment types up to
89 days after which it is considered to be non-performing. For

loans and advances other than instalment types, ie cheque
account and overdrafts, an account is considered past due where
the limit has been breached. For the Corporate & Investment
Banking portfolio, accounts appearing on the watchlist at the
end of the year that have not been restructured or impaired are
considered past due.

Ageing of loans and advances past due but not impaired
Less than
30 days
Rm

31-60
days
Rm

61-90
days
Rm

91-180
days
Rm

More than
180 days
Rm

Total
Rm

2007
To banks
Corporate & Investment Banking
Outside Africa

77

77

To customers
Personal & Business Banking

24 829

4 062

1 621

10

30 522

South Africa
Rest of Africa
Outside Africa

24 097
263
469

3 604
409
49

1 517
71
33

8
1
1

29 226
744
552

Corporate & Investment Banking

2 581

439

40

76

South Africa
Rest of Africa
Outside Africa

11
417
2 153

15
410
14

Total customers

27 410

Total banks and customers

922

4 058

40

2
74

922

26
829
3 203

4 501

1 661

86

922

34 580

27 487

4 501

1 661

86

922

34 657

Personal & Business Banking

18 506

2 418

1 449

245

22 618

South Africa
Rest of Africa

18 180
326

2 228
190

1 315
134

236
9

21 959
659

Corporate & Investment Banking

500

248

73

31

South Africa
Rest of Africa
Outside Africa

18
391
91

18
230

71
2

31

Total

19 006

2 666

1 522

Total banks and customers

19 006

2 666

1 522

Audited.

2006
To customers

724

1 576

724

36
723
817

276

724

24 194

276

724

24 194

Audited.
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Risk management

continued

Impaired loans and advances
For individually assessed accounts, loans are treated as impaired
where amounts are due and unpaid for three or more months
and/or where there is objective evidence that an impairment loss
has been incurred. The criteria used by the group to determine
that there is such objective evidence include the following:

• known cash flow difficulties experienced by the borrower;
• overdue contractual payments of either principal or interest;

• breach of loan covenants or conditions;
probability that the borrower will enter bankruptcy or
• the
other financial realisation; and
significant downgrading in credit rating by an external
• acredit
rating agency.
Impaired loans and advances for individually assessed accounts
are reflected below per business unit.

Group impaired loans and advances by impairment category
Sub
standard1
Rm

Doubtful2
Rm

Loss3
Rm

Total
Rm

2007
Personal & Business Banking

4 986

2 742

749

8 477

South Africa
Rest of Africa
Outside Africa

4 872
75
39

2 563
123
56

454
259
36

7 889
457
131

239

213

769

1 221

62
84
93

13
149
51

9
649
111

84
882
255

4

4

Corporate & Investment Banking
South Africa
Rest of Africa
Outside Africa
Central and other
Total

5 225

2 955

1 522

9 702

2 064

1 710

459

4 233

2 015
49

1 654
56

305
154

3 974
259

Corporate & Investment Banking

383

267

527

1 177

South Africa
Rest of Africa
Outside Africa

227
107
49

56
153
58

15
112
400

298
372
507

4

4

990

5 414

Audited.

2006
Personal & Business Banking
South Africa
Rest of Africa
Outside Africa

Central and other
Total

2 447

1 977

Audited.
1
Items that show underlying well defined weaknesses that could lead to probable loss if not corrected. The risk that these items may be impaired is probable
and the group relies to a large extent on the available security.
2
Items that are considered to be impaired, but are not yet considered final losses because of some pending factors which may strengthen the quality of
the items.
3
Items that are considered to be uncollectable and where the realisation of legal proceedings has been unsuccessful. These items are considered of such
little value that they should no longer be included in the net assets of the group.
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60
50
40
30
20

0

>100

10

91 – 100

Analysis of the group’s residential mortgage portfolio loanto-value (LTV) ratios
The loan-to-value ratios of the group’s residential mortgage
advances portfolio are set out in the chart below. The
distributions are based on the value of the respective mortgaged
properties as determined at the time when the customer last
applied for an increase in the registered bond amount or applied
for a further advance.

Loan balance assuming 100% access bond draw
down to current property value (%)

81 – 90

It is the group’s policy to dispose of repossessed assets in an
orderly fashion. The proceeds are used to reduce or repay the
outstanding claim. In general, the group does not use repossessed
assets for business purposes. The collateral obtained by the group
for 2007 amounted to R92 million (2006: R65 million).

Current value is the property value determined using a valuation
model that considers property price inflation. The values are
subject to influence by external market conditions.

71 – 80

Collateral obtained by the group

House price inflation in South Africa in recent years has resulted
in a reduction in loan-to-value ratios in the residential mortgage
advances portfolio when the properties are revalued. The impact
of house price growth is shown in the graph below. Loan balance
is the drawn amount of the loan adjusted to full draw-down of
unutilised access bond facilities.

<70

Renegotiated loans and advances are exposures which have
been refinanced, rescheduled, rolled over or otherwise modified
because of weaknesses in the counterparty’s financial position
and where it has been judged that normal repayment will
probably continue after the restructure. Renegotiated loans that
would otherwise be past due or impaired totalled R15,5 billion
as at 31 December 2007 (2006: R13,4 billion). 91% of
renegotiated loans have arisen from secured lending, mainly that
of mortgage advances.

% of total book

Renegotiated loans and advances

LTV ratio

Loan balance to initial property value (%)
60

40
30
20
10

>100

91 – 100

81 – 90

71 – 80

0
<70

% of total book

50

LTV ratio

2006
2007
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continued

The group country risk committee (GCRC), a sub-committee of
GROC, sets the maximum cross-border risk appetite for each
country and ensures the effective approval, measurement,
monitoring and control of cross-border risk.
The management of cross-border country limits is delegated to
the GCRC. For all countries with limits, there is a formal review
process which concentrates on countries rated 7 and higher, on
a 1 to 25 rating scale, referred to as medium and high risk
countries. A country internal rating model is used to determine
the relative ranking of each country. The model is continuously
updated to reflect economic and political changes in individual
countries. Model results are compared with those of reputable
rating agencies and other credible sources.
Country risk is further monitored through reviews of economic
and political data by country risk resources based in
Johannesburg, London, New York and Hong Kong. Use is made
of the group’s network of operations, country visits and external
sources of information. Countries designated as higher risk are
subject to increased central monitoring.

Cross border exposures by region (%)

100
90
80
70
60
50
40
30
20
10
0
06

07

Emerging Asia 27% (2006: 18%)
Emerging Europe 22% (2006: 17%)
Middle East and North Africa 8% (2006: 11%)
South America 10% (2006: 10%)
Sub Sahara Africa 33% (2006: 44%)

The group’s top five cross-border country exposures are shown
in the graph below:

Top five cross-border country exposures (EAD) (USD)

2 500
2 000
1 500
1 000
500
0

Country
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Brazil

Cross-border obligations include cross-border claims on third
parties as well as investments in and funding of local franchises.
Cross-border claims on third parties include cross-border loans
and deposits, credit equivalents of over-the-counter derivatives
and securities financing, and the market value of the inventory of
debt securities.

The group’s cross-border exposures by region for medium and
high risk countries are graphed below.

Namibia

Cross-border risk is the risk that actions taken by a government
may restrict the transfer and convertibility of funds (of local
currency into non-local currency), thereby impacting the ability
to obtain payment from counterparties on their financial
obligations to the group. Examples of restrictions on the transfer
of funds are exchange controls and debt moratoria.

Country concentration risk is managed and monitored by
geographic region and country.

Nigeria

Country risk is the risk of loss arising when political or economic
conditions or events in a particular country reduce the ability of
counterparties in that country to meet their financial obligations
to the group. Country risk events may include sovereign defaults,
banking or currency crises, social instability and changes in
governmental policies such as expropriation, nationalisation and
the confiscation of assets.

Russia

Country and cross-border risk

China

Risk management

Market risk
Definition
The identification, management, control, measurement and
reporting of market risk, which is consistent with the previous
financial reporting period, has been categorised as follows:
Trading market risk
These risks arise in trading activities where the group acts as a
principal with clients in the market. The group policy is that all
trading activities are contained within the group’s Corporate &
Investment Banking trading operations.

• annual net interest income at risk;
• economic value of equity; and
• economic capital.
Daily value-at-risk
The group generally uses the historical VaR approach to derive
quantitative measures, specifically for market risk under normal
market conditions. Normal VaR is based on a holding period of
one day and a confidence interval of 95%. Daily losses
exceeding the VaR are likely to occur on average 13 times in
every 250 days.

Banking book interest rate risk
These risks arise from the structural interest rate risk caused by
the differing repricing characteristics of banking assets and
liabilities.

The use of historic VaR has limitations as it is based on historical
correlations and volatilities in market prices and assumes that
future prices will follow the observed historical distribution.

Foreign currency risk
These risks arise as a result of changes in the fair value or future
cash flows of financial exposures as a result of changes in foreign
exchange rates other than those included in the VaR analysis for
Corporate & Investment Banking’s trading positions.

The group back-tests its VaR models to verify the predictive
ability of the VaR calculations thereby ensuring the
appropriateness of models. Back-testing compares the daily
hypothetical profit and losses under the one-day buy and hold
assumption to the prior day VaR.

Equity investments
These risks arise from equity price changes caused by listed and
unlisted investments authorised by the Corporate & Investment
Banking, Africa equity investment committees and the Personal
& Business Banking strategic investments and alliance executive
committee.

Stress tests
Stress testing provides an indication of the potential losses that
could occur in extreme market conditions. The stress tests
carried out include individual market risk factor testing and
combinations of market factors per trading desk and for
combinations of trading desks. Stress tests include a combination
of historical, hypothetical and Monte Carlo type simulations.

Framework and governance
The board approves the market risk appetite for all types of
market risk. The board grants general authority to take on
market risk exposure to GROC which delegates to the group
ALCO. Group ALCO sets market risk standards to ensure that the
measurement, reporting, monitoring and management of market
risk associated with operations across the group follow a common
governance framework. Each bank within the group has an ALCO
to monitor compliance with these market risk standards. Both the
Africa ALCO and International ALCO report into the group ALCO,
chaired by the global Corporate & Investment Banking chief
executive.
Market risk management units, independent of trading
operations and accountable to business unit ALCO, monitor
market risk exposures due to trading activities and banking
activities. These units monitor exposures and respective
excesses daily, report monthly to business unit ALCO and
quarterly to group ALCO, GROC and GRCMC.

Market risk measurement
The techniques used to measure and control market risk include:

• daily VaR;
• stress tests;
• other market risk measures;

Other market risk measures
Other market risk measures specific to individual business units
include permissible instruments, concentration of exposures, gap
limits, maximum tenor and stop loss triggers. In addition, only
approved products that can be independently priced and
properly processed are permitted to be traded. All VaR limits
require prior approval from their respective ALCOs.
The market risk departments independently validate and
document new pricing models and perform an annual review of
existing models to ensure models are still relevant and behaving
within expectations. In addition, the market risk departments
assess the liquid closing price inputs used to value instruments
daily and perform at least a monthly review of less liquid prices
from a reasonableness perspective. Where differences are
significant, mark-to-market adjustments are made.
Annual net interest income at risk
A dynamic forward-looking annual net interest income forecast is
used to quantify the banks’ anticipated interest rate exposure.
This approach involves the forecasting of both changing balance
sheet structures and interest rate scenarios, to determine the
effect these changes may have on future earnings. The analysis
is completed under both normal market conditions as well as
stressed market conditions.
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Risk management

continued

Economic value of equity
By capturing all expected future cash flows, economic value of
equity is the preferred measure for determining long-term
sensitivity to interest rate changes. However, the cash flows of
certain asset and liability classes, in particular those associated
with ambiguous maturity behaviour, are highly dependent on the
underlying assumptions. In order to reduce the potential for
error, sensitivities of equity are determined for internal purposes
as the expected change in net interest income under a five year
horizon, given a considered rate shock and stated in present
value terms.

Analysis of trading book market risk exposures
The table below shows the aggregated historical VaR for
Corporate & Investment Banking’s trading positions. The
maximum (and minimum) VaR amounts show the bands in which
the values at risk fluctuated during the periods specified. VaR
models have been approved by the regulators for all Corporate &
Investment Banking in South Africa trading units except exotics
and specific risk on interest rate. Standard Bank Plc have
regulatory approval for their resource and local markets
businesses with applications for their remaining businesses in
progress.

Economic capital
Economic capital methodologies are used to calculate all
categories of market risk sensitive capital allocations and are
used to determine each business’s capital charge.

Trading book VaR analysis

Market variable

Maximum1
Rm

2007
Commodities
Forex
Equities
Debt securities
Other
Diversification benefit2

Normal VaR
Minimum1
Average
Rm
Rm

31 Dec
Rm

37,0
11,0
39,5
101,5
34,0

14,6
1,2
6,7
62,6
9,3

22,8
3,5
13,5
78,5
23,5
(67,2)

15,8
2,9
35,4
65,4
12,6
(64,1)

Aggregate

92,1

63,6

74,6

68,0

2006
Commodities
Forex
Equities
Debt securities
Other
Diversification benefit2

36,1
5,1
18,2
86,9
12,1

7,6
0,6
2,7
51,7
4,1

19,5
2,1
5,9
72,1
7,8
(46,2)

21,2
2,6
11,3
77,8
10,0
(54,6)

Aggregate

78,0

44,5

61,2

68,3

Audited.
Analysis shown before any tax implications.
1
The maximum (and minimum) VaR figures reported for each market variable did not necessarily occur on the same days. As a result, the aggregate VaR
will not equal the sum of the individual market VaR values, and it is inappropriate to ascribe a diversification effect to VaR when these values may have
occurred on different dates.
2
Diversification benefit is the benefit of measuring the VaR of the trading portfolio as a whole, ie the difference between the sum of the individual VaRs
and the VaR of the whole trading portfolio.

The graph on page 125 shows the VaR analysis and actual
income of the trading units throughout the year. The graph
shows the VaR model to be conservative, which is due to not all
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diversification benefits being taken and prudency in the VaR
model’s construction.

Income of trading units and VaR (Rm)

200

150

100

50

0

-50

-100

-150
2 January

2007

31 December

Income of trading units
Normal VaR (including diversification benefit)

Analysis of trading revenue

Analysis of banking book interest rate risk exposure

The histogram below shows the distribution of daily income and
losses during 2007. It captures trading volatility and shows the
number of days in which the group’s trading related revenues
fell within particular ranges. The distribution is skewed to the
profit side. The graph shows that income was realised on
234 days out of a total of 250 days in the trading units.

Banking-related market risk exposure principally involves the
management of the potential adverse effect of interest rate
movements on net interest income and equity. This risk is
transferred to and managed within the group’s treasury
operations under supervision of the local ALCO. Each bank within
the group manages this risk on a stand-alone basis.

Distribution of income of trading units in 2007
Frequency of trading days

80

60

40

20

Rm

>110

100 – 110

80 – 90

90 – 100

70 – 80

50 – 60

60 – 70

40 – 50

30 – 40

20 – 30

0 – 10

10 – 20

-10 – 0

-20 – -10

-30 – -20

<-40

-40 – -30

0

The main analytical techniques used to quantify banking book
interest rate risk are earnings and valuation-based measures. In
doing so, cognisance is taken of embedded optionality, such as
loan prepayments and accounts where the behaviour differs
from the contractual position. The results obtained from forwardlooking dynamic scenario analyses, as well as Monte Carlo
simulations, assist in evaluating the optimal hedging strategies
on a risk-return basis. Desired changes to a particular interest
rate risk profile are achieved through the restructuring of the
balance sheet and, where possible, the use of derivative
instruments, such as interest rate swaps. The shape of the yield
curve and the group’s own view of future interest rates are used
as inputs in developing hedging strategies. Interest rate risk
limits are set in terms of both changes in forecast net interest
income and economic value of equity.
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Risk management

continued

The repricing gaps for the group’s non-trading portfolios are
shown below. This consolidated view is for the purpose of
illustration only, as positions are managed by currency to take
account of the fact that interest rate changes are unlikely to be
perfectly correlated. All assets, liabilities and derivative

instruments are sited in gap intervals based on their repricing
characteristics. Assets and liabilities for which no specific
contractual repricing or maturity dates exist are placed in gap
intervals based on management’s judgement and statistical
analysis, as determined by the most likely repricing behaviour.

Repricing gap for non-trading portfolios

2007
Interest rate sensitivity gap
Cumulative interest rate sensitivity gap
Cumulative interest rate sensitivity gap as a
percentage of total banking assets
2006
Interest rate sensitivity gap
Cumulative interest rate sensitivity gap
Cumulative interest rate sensitivity gap as a
percentage of total banking assets

0-3 months

3-6 months

6-12 months

Rm
Rm

53 065
53 065

13 216
66 281

1 658
67 939

%

5,5

6,8

7,0

Rm
Rm

47 684
47 684

23 172
70 856

%

6,2

9,1

Comparing the repricing gaps as at December 2006 and
December 2007, it is evident that the asset sensitivity of the
banking operation has increased.

>12 months
(67 939)

(7 712)
63 144

(63 144)

8,1

The table below indicates the sensitivity in ZAR equivalents of
the group’s net interest income and equity in response to a
parallel yield curve rate shock, after taking into account all risk
mitigating instruments, with all other variables held constant.

Interest rate sensitivity
Rand

US Dollar

Sterling

Euro

Other

Total

2007
Increase in basis points
Sensitivity of annual net interest income
Sensitivity of equity

Rm
Rm

200
1 286
133

100
12
(83)

100
(1)

100
(9)

100
147
(64)

1 435
(14)

2006
Increase in basis points
Sensitivity of annual net interest income
Sensitivity of equity

Rm
Rm

200
1 022

100
42

100
(37)

100
18

100
(10)
(19)

1 035
(19)

Audited.
Sensitivity shown before any tax implications.

Assuming no management intervention, a parallel 100 basis
points increase in all yield curves would increase the forecast net
interest income for the next financial year by R792 million, while
parallel decreases in all yield curves would decrease the forecast
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net interest income by R798 million. The foreign currency risk
associated with the above interest-bearing foreign denominated
items has been included in the VaR analysis.

Foreign currency risk

Gains or losses on derivatives that have been designated in terms
of either net investment or cash flow hedging relationships are
reported directly in equity, with all other gains and losses on
derivatives being reported in profit and loss.

The group’s primary exposures to foreign currency risk arise as a
result of the translation effect on the group’s net assets in
foreign operations, intra-group foreign denominated debt and
foreign denominated transactions and cash exposures. The
capital management committee delegates management of this
risk to the net asset value currency risk management committee
within existing legal and accounting constraints. This committee
takes account of naturally offsetting risk positions and manages
its residual risk by means of forward exchange contracts,
currency swaps and purchased option contracts. Hedging
activities are transacted in such a way as to not interfere with or
constrain the normal operational activities of business units. The
net asset value currency risk management committee meets
regularly to reassess the hedging or diversification strategy in
the event of changes in currency views.

Foreign currency risk sensitivity analysis
The foreign currency risk sensitivity analysis below reflects the
expected financial impact in ZAR equivalent resulting from a 5%
shock to foreign currency risk exposures with respect to
designated net investment hedges and other derivative financial
instruments as well as foreign denominated cash balances. The
sensitivity analysis reflects the sensitivity to equity and profit or
loss on the group’s foreign denominated exposures other than
those trading positions whose sensitivity has been included in
the trading book VaR analysis.
The table below reflects that a +5% (2006: +5%) change in
foreign currency rates would result in R136 million (2006:
R277 million) of additional losses to the group. Offsets to this
equity sensitivity will be a function of changes in foreign
currency rates as applied to the group’s net assets in foreign
operations and the changes in cash flows of forecast future
foreign denominated transactions.

The repositioning of the currency profile, which is co-ordinated
at a group level, is a controlled process based on underlying
economic views of the relative strength of currencies. In terms of
the foreign currency risk governance process, outlined above,
the group does not ordinarily hold open exposures of any
significance in respect of the banking book.

Foreign currency risk sensitivity analysis
US Dollar

Euro

Sterling

Naira

Other

Total

2007
Sensitivity
Total net (short)/long exposure

%
Rm

5
(5 401)

5
2 269

5
1 105

5
(136)

5
(518)

5
(2 681)

Impact on equity
Impact on profit and loss

Rm
Rm

(202)
(69)

113

55

(10)
3

(55)
29

(99)
(37)

2006
Sensitivity
Total net (short)/long exposure

%
Rm

5
(3 645)

5

5
(1 131)

5
(564)

5
(197)

5
(5 537)

Impact on equity
Impact on profit and loss

Rm
Rm

(142)
(40)

(57)

(28)

(10)

(237)
(40)

Audited.
Sensitivity shown before any tax implications.
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Risk management

continued

Market risk on equity investments
Corporate & Investment Banking African equity investment
committees and Personal & Business Banking strategic
investment and alliance committee approve investments in listed
and unlisted entities, in accordance with delegated authority
limits. Market risk on investments is managed in accordance with
the purpose and strategic benefits of such investments, rather
than purely on mark-to-market considerations. Periodic reviews
and reassessments are undertaken on the performance of the
investments.

Accounting techniques and valuation methodologies
This is detailed in accounting policy number 5 on page 178.

Equity price risk sensitivity analysis
The table below illustrates the market risk sensitivity for all nontrading equity investments assuming a 10% shift in the share
price.

Market risk sensitivity of non-trading equity investments
10% reduction
in fair value
Rm

Fair value
Rm

10% increase
in fair value
Rm

2007
Equity securities listed and unlisted
Impact on profit and loss
Impact on equity

4 764
(428)
(101)

5 293

5 822
428
101

2006
Equity securities listed and unlisted
Impact on profit and loss
Impact on equity

4 269
(370)
(104)

4 743

5 217
370
104

Audited.
Sensitivities shown before any tax implications.
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Liquidity risk
Framework and governance
The nature of banking and trading activities results in a
continuous exposure to liquidity risk. The group’s liquidity risk
management framework, which is consistent with the previous
financial reporting period, is designed to measure and manage
the liquidity position at various levels of consolidation such that
payment obligations can be met at all times, under both normal
and considerably stressed conditions. Under the delegated
authority of the board of directors, the group ALCO sets liquidity
risk standards in accordance with regulatory requirements and
international best practice. This ensures that a comprehensive
and consistent governance framework for liquidity risk
management is followed across the group. Limits and guidelines
are prudently set and reflect the group’s conservative appetite
for liquidity risk. Each banking entity within the group has an
ALCO charged with ensuring compliance with liquidity risk
standards and policies. Both the Africa ALCO and international
ALCO report into the group ALCO, chaired by the global
Corporate & Investment Banking chief executive.

Liquidity and funding management
In terms of the group’s decentralised approach to the
management of liquidity and funding, each bank is required to
incorporate the following elements as part of a cohesive liquidity
management process:

• short-term and long-term cash flow management;
• maintaining a structurally sound balance sheet;
• foreign currency liquidity management;
• ensuring the availability of sufficient contingency liquidity;
• preserving a diversified funding base;
• undertaking regular liquidity stress testing; and
• maintaining adequate liquidity contingency plans.

The cumulative impact of the above elements is monitored on at
least a monthly basis by the group’s ALCOs and the process is
underpinned by a system of extensive controls. The latter
includes the application of purpose built technology,
documented processes and procedures, independent oversight
and regular independent reviews and evaluations of the
effectiveness of the system.
Cash flow management
Active liquidity and funding management is an integrated effort
across a number of functional areas. Short-term cash flow
projections are used to plan for and meet the day-to-day
requirements of the business, including adherence to prudential
and group ALCO requirements. Long-term funding needs are
derived from projected balance sheet structures and positions
are regularly updated.
An active presence is maintained in professional markets,
supported by efforts in relationship management with corporate
and institutional clients.
Structural requirements
The maturity analysis for financial liabilities represents the basis
for effective management of exposure to structural liquidity risk.
The table on page 130 shows the undiscounted cash flows for all
financial liabilities on a contractual basis based on the earliest
date on which the group can be required to pay. This basis of
disclosure differs from the balance sheet carrying value of
financial liabilities since those values are typically disclosed on a
discounted basis. The table also includes contractual cash flows
with respect to off-balance sheet items which have not yet been
recorded on the balance sheet. Where cash flows are exchanged
simultaneously, the net amounts have been reflected.
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Risk management

continued

Maturity analysis of financial liabilities
Redeemable
on
demand
Rm

Maturing
within
1 month
Rm

Maturing
1-6
months
Rm

Maturing
6-12
months
Rm

Maturing
over 12
months
Rm

2007
Derivative financial instruments

22 285

12 262

21 161

11 359

64 514

131 581

Instruments settled on a net basis
Instruments settled on a gross basis

17 233
5 052

8 931
3 331

17 546
3 615

9 891
1 468

59 345
5 169

112 946
18 635

Trading liabilities
Deposits from customers and banks
Subordinated debt

248
308 394

2 570
160 366

6 990
92 484
489

4 515
54 478
377

13 381
101 838
22 959

6 717
62

34 421
717 560
23 887

Total

330 927

121 124

70 729

202 692

6 779

907 449

175 198

Undated
Rm

Total
Rm

Letters of credit
Financial guarantees
Irrevocable unutilised facilities

14 299
31 916
47 172

14 299
31 916
47 172

Total unrecognised financial
instruments

93 387

93 387

2006
Derivative financial instruments

16 696

9 889

20 496

14 967

56 761

118 809

Instruments settled on a net basis
Instruments settled on a gross basis

12 521
4 175

2 885
7 004

10 248
10 248

(752)
15 719

56 451
310

81 353
37 456

Trading liabilities
Deposits from customers and banks
Subordinated debt

2 735
237 801

1 828
126 164

7 386
83 122
1 403

3 091
38 746
473

25 361
72 535
20 211

4 747

45 148
558 368
22 087

Total

257 232

137 881

112 407

57 277

174 868

4 747

744 412

Letters of credit
Financial guarantees
Irrevocable unutilised facilities

9 133
23 367
51 436

9 133
23 367
51 436

Total unrecognised financial
instruments

83 936

83 936

Audited.

Expected cash flows vary significantly from the above analysis.
For this reason, behavioural profiling is applied to assets,
liabilities and off-balance sheet commitments with an
indeterminable maturity or draw-down period, as well as to
certain liquid assets. This process is used to identify significant
additional sources of structural liquidity in the form of liquid
assets and core deposits, such as current and savings accounts

that, although repayable on demand or at short notice, exhibit
stable behaviour.
By way of illustration, the table below shows the group’s
cumulative maturity mismatch between assets and liabilities for
overnight to 1 month and 1 to 3 month buckets, after applying
behavioural profiling.

Cumulative maturity mismatch
0-1 month
Rm

1-3 months
Rm

2007
Net liquidity mismatch
Cumulative mismatch

21 139
21 139

(63 946)
(42 807)

2006
Net liquidity mismatch
Cumulative mismatch

1 197
1 197

(42 668)
(41 471)
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Limits and guidelines are set to restrict the mismatch between
the expected inflows and outflows of funds in different time
buckets. One of the mechanisms employed to ensure adherence
to these limits and guidelines is the active management of the
long-term funding ratio. This ratio is defined as those fundingrelated liabilities to the public with a remaining maturity of
greater than six months, as a percentage of total funding-related
liabilities to the public. The ratio increased from 15,5% at
31 December 2006 to 17,8% at 31 December 2007, reflecting
an increase in the percentage of term funding required to
maintain a structurally sound maturity mismatch profile.
Foreign currency liquidity management
A number of parameters are observed in order to monitor
changes in either market liquidity or exchange rates. Key to this
is the restriction of foreign currency loans and advances in
relation to foreign currency deposits.
Contingency liquidity
Portfolios of highly marketable assets over and above prudential
requirements are maintained as protection against unexpected
disruptions in cash flows. These portfolios are managed within
limits and, apart from acting as a buffer under going concern
conditions, also form an integral part of the broader liquidity
generation strategy in the unlikely event of a liquidity crisis. The
value of total unencumbered marketable assets, over and above
prudential requirements, was R60 billion at 31 December 2007,
compared to R74 billion at 31 December 2006. The range of
contingency liquidity furthermore includes access to a
USD600 million committed liquidity facility.
Diversified funding base
Concentration risk limits are used to ensure that funding
diversification is maintained across products, sectors, geographic
regions and counterparties. Primary sources of funding are in the
form of deposits across a spectrum of retail and wholesale
clients, as well as long-term capital market funding. The group
remains committed to increasing its core deposits and in terms of
its capital market activities, securitisation during 2007 continued
to provide flexibility in meeting the funding demands. During
2007, a total of R7 billion of assets were securitised including
R2 billion offshore issuance. The group will continue to build on
the successes of its existing securitisation programmes in
broadening the range and value of asset classes securitised. To
the extent that offshore markets present a viable and prudent
alternative to domestic funding activities, the group exploits
opportunities in commercial paper, medium-term note, private
placement and public markets.
Liquidity stress testing
Anticipated on- and off-balance sheet cash flows are subjected
to a variety of bank specific and systemic stress scenarios in
order to evaluate the impact of unlikely but plausible events on
liquidity positions. Scenarios are based on both historical events,
such as past emerging markets crises, and hypothetical events,

such as a bank specific crisis. The results obtained from stress
testing provide meaningful input when defining target liquidity
risk positions.
Liquidity contingency plans
Liquidity contingency plans are designed to, as far as
possible, protect stakeholder interests and maintain market
confidence in order to ensure a positive outcome in the event of
a liquidity crisis. The plans incorporate an extensive early
warning indicator methodology supported by a clear and decisive
crisis response strategy. Early warning indicators span both
bank specific and systemic crises and are monitored based on
assigned frequencies and tolerance levels. The crisis response
strategy is formulated around the relevant crisis management
structures and addresses internal and external communications,
liquidity generation, operations, as well as heightened and
supplementary information requirements.

Operational risk
Approach to operational risk management
The group’s approach to managing operational risk is to
adopt practices that are fit for purpose to suit the
organisational maturity and particular environments in which
our business operates. Operational risk management (ORM)
has been entrenched to increase the efficiency and
effectiveness of the group’s resources, minimise losses and
utilise opportunities.

Framework and governance
The GRCMC, as the appropriately delegated risk oversight body
on behalf of the board, has ultimate responsibility for operational
risk. GROC ensures that the ORM framework for the
management and reporting of operational risk is implemented
across the group whilst ensuring regulatory compliance where
applicable.
The group operational risk committee (ORC) serves as the
oversight body in the application of the group’s operational risk
management framework, including business continuity
management and information risk. This is achieved through
enforcing standards for identification, assessing, controlling,
monitoring and reporting. The group ORC approves group-level
ORM policies and methodologies and recommends risk appetite
and risk tolerance to GROC for approval.
The roles and responsibilities for managing operational risks are
stipulated in the various ORM policies. These policies indicate
the responsibilities of operational risk specialists, at all levels,
and of the risk owners. Business unit risk type heads of ORM may
develop their own policies and procedures that better suit their
unique environments. These policies and procedures must align
to the group-level policies and procedures and must be
approved by their respective executive committees.
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The management and measurement of operational risk
The ORM framework serves to ensure that risk owners are clearly
accountable for the risk inherent within the business activities of
the group. The key elements in the ORM framework include
methodologies and tools to identify, measure, monitor and
manage operational risks, a governance model, and processes to
ensure internal training, communication and change management.
Risk and control self-assessments are designed to be forwardlooking. Management is required to identify risks that could
threaten the achievement of business objectives and together
with the required set of controls and actions, to mitigate the
risks. Risk assessment incorporates a regular review of identified
risks to monitor significant changes.
The loss data collection process ensures that all operational risk
loss events and near misses are captured into a centralised
database. The flow of information into the loss event database is
a bottom-up approach. The capture process identifies and
classifies all incidents in terms of an incident classification list.
This information is used to monitor the state of operational
efficiency, address trends, implement corrective action and
manage recovery, where possible.
The group uses key risk indicators to monitor the risks highlighted
in the risk and control self-assessment process. The implementation
of the key risk indicators process is an integral element of ORM and
is therefore compulsory throughout the group.
Business units are required to report on both a regular and an
event-driven basis. The reports include a profile of the key risks
to the achievement of their business objectives, control issues of
group-level significance, and operational risk events. Specific
reports are prepared on a regular basis for the GROC, the
GRCMC and GAC.
The group maintains adequate insurance to cover key operational
and other risks. Our insurance process and requirements are the
responsibility of the group insurance division.

Business continuity management
The group continues to use the South African Business
Continuity Institute definition for business continuity
management as a guide for developing its business continuity
management programme. In line with this definition, the core
focus for 2007 was building resilience with the establishment of
dual site processing for additional core and critical business
areas. The remaining business areas focused on establishing and
testing their recovery site infrastructure to determine its
suitability for meeting its recovery time objectives.
As part of an ongoing process, the group conducted an
“executive crisis team” simulation with Corporate & Investment
Banking and Personal & Business Banking to rehearse the
business continuity plans that focus on:
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• long-term recovery;
• communication flows between various teams; and
• management of scarce resources.
Business continuity management ownership and accountability
resides within the business units, whilst monitoring and oversight
is undertaken by group ORM. Business continuity management
governance continues to become more comprehensive with the
revised business continuity management framework reflecting
the current state of business continuity management maturity.

Information risk management
Information risk is defined as the risk of accidental or intentional
unauthorised use, modification, disclosure or destruction of
information resources, which compromises their confidentiality,
integrity or availability.
From a strategic perspective, information risk management is
treated as a particular discipline within the operational risk
framework. Essentially, information risk management not only
protects the group’s information resources from a wide range of
threats, but also enhances business operations, ensures business
continuity, maximises return on investments and supports the
implementation of various services. The approach to the
management of information risk in the group is in accordance
with global best practice, applicable laws and regulations.
Notably, a number of information risk management specific
policies and standards were approved in 2007. These will
be accompanied by an enterprise-wide comprehensive
awareness/education campaign to ensure that the culture of
information protection is entrenched and the risks associated
with information handling are mitigated.

Fraud risk management
Group forensic services, which is mandated by the GAC, is
responsible for fraud risk management practices throughout the
group. There is a “zero tolerance” approach to fraud and
corruption. Where necessary, disciplinary, civil and criminal action
is taken against staff. Staff found guilty of dishonesty through
the group’s disciplinary processes will be listed on appropriate
industry databases of dismissed staff. Losses incurred as a result
of criminal activity from staff and third parties are investigated in
conjunction with law enforcement agencies with the end-result
being a criminal conviction and recovery of the proceeds of the
crime. Most of our large losses are incurred in cheque, card and
cash centre environments. There are numerous anti-fraud
mechanisms and campaigns in place to mitigate these losses.
These anti–fraud campaigns and mechanisms include constant
reviewing and re-engineering of our internal processes, and the
engagement of law enforcement agencies and industry forums to
discuss initiatives to adopt best practice to combat fraud
and theft.

Environmental risk
The group acknowledges that the development of a corporate
culture whereby environmental protection and the sound
management of natural resources in both its own operating
environment and with all the parties with which it has a business
association is crucial to sustainable development. The group
adopts a precautionary approach to environmental management,
striving to anticipate and prevent environmental risk
degradation. For more information on the group’s initiatives
please refer to the sustainability report.

Legal risk
The group’s legal obligations arise throughout its global
operations and where the group may be faced with risk where
legal proceedings are brought against it.
Legal risk arises where:
group’s businesses may not be conducted in accordance
• the
with applicable laws in the countries in which it operates;

• incorrect application of regulatory requirements takes place;
• the group may be liable for damages to third parties; and
obligations may be enforced against the group in
• contractual
an adverse way, resulting in legal proceedings being
instituted against it.
Although the group has processes and controls in place to
manage its legal risk, failure to manage risks effectively could
result in legal proceedings impacting the group adversely, both
financially and reputationally.

Taxation risk
Taxation risk is the possibility of suffering unexpected loss,
financial or otherwise, as a result of the application of tax
systems, whether in legislative systems, rulings or practices,
applicable to the entire spectrum of taxes and other fiscal
imposts to which the group is subject.
In terms of the group tax policy the group will fulfil its
responsibilities under tax law in each of the jurisdictions in which
it operates, whether in relation to compliance, planning or client
service matters. Tax law includes all responsibilities which the
group may have in relation to company taxes, personal taxes,
capital gains taxes, indirect taxes and tax administration.
Compliance with this policy is aimed at ensuring that:
group pays neither more nor less tax than tax law
• the
requires, in the context of the group’s operations;
group continually reviews its existing operations and
• the
planned operations in this context; and

group ensures that, where clients participate in group
• the
products, these clients are either aware of the probable tax
consequences, or are advised to consult with independent
professionals to assess these consequences, or both.
The framework to achieve compliance with the group tax policy
comprises four elements:

• tax risk: Identification and management of tax risk;
resources: An optimal mix of staffing
• human
outsourcing;

and

development: Methods to maintain and improve
• skills
managerial and technical competency; and
Communication of information affecting tax
• communication:
within the group.
Good corporate governance in the tax context requires that each
of these framework elements be in place. The absence of any
one of these elements would seriously undermine the others.
The identification and management of tax risk is the primary
objective of the group tax function, and this objective is
achieved through the application of a tax risk matrix approach,
which measures the fulfilment of tax responsibilities against the
specific requirements of each category of tax to which the group
is exposed, in the context of the various types of activity the
group conducts.

Compliance risk
Compliance risk management is an independent core risk
management activity overseen by the group chief risk and
compliance officer, who provides independent reports to the
GAC and has unrestricted access to the chief executive and the
chairman of the board. The group’s approach to managing
legislative risk exposures is proactive and premised on
internationally accepted principles of risk management. The
group fosters a culture of compliance which is seen not only as a
requirement of law but also as good business practice.
The group’s business planning processes reflect the continuing
changes in the regulatory environment. The challenge of the
increasing pace and organisational impact of regulatory change
continued in 2007. Ongoing open and positive engagement with
regulators has greatly facilitated the implementation of current,
amended and new legislation and regulations. Notable
regulatory interventions in South Africa during 2007 have
included an increased focus on consumer protection legislation
and the preparation for the implementation of Basel II at the
beginning of 2008. The latter necessitated the implementation
of significant amendments to the Banks Act, 1990 as well as the
related regulations. Increasing focus on environmental
legislation will continue to impact on wide aspects of the group’s
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operations, while money laundering and terrorist
control legislation is being enhanced to allow for
supervision. The introduction of The Markets in
Instruments Directive in the United Kingdom (UK)
accorded significant attention in our UK operations.

financing
increased
Financial
has been

Compliance risk management
Compliance risk refers to the risk of failing to comply with
applicable laws, regulations, codes of conduct and standards of
good practice, which may result in regulatory sanctions, financial
or reputational loss.
Outside of the country-specific context, the group considers
international best practice in the development of its compliance
framework. Included in this framework are the principles of
effective compliance risk management issued by the Basel
Committee on Banking Supervision and the requirements of the
Banks Act. The group operates a decentralised compliance risk
management structure. Each primary business operations unit,
namely Personal & Business Banking and Corporate & Investment
Banking in South Africa, the rest of Africa and outside Africa, as well
as Liberty Life have central independent compliance functions.
Executives with responsibility for all aspects of compliance risk
management are subject to the appropriate corporate governance
reporting structures. All business units are responsible for
compliance with the relevant legislation and have a reporting
responsibility for compliance matters to the chief risk and
compliance officer. This position of head of compliance has a
statutory responsibility accorded by the Banks Act, 1990, and takes
its mandate from the GAC, to which significant compliance risk
management matters are reported on a quarterly basis. To support
the group’s approach to compliance risk management, which
includes the adherence to the implementation of the group
compliance policy and standards, a centrally based monitoring
discipline undertakes a programme of review of business areas and
high risk compliance exposures, using a risk-based approach. This
approach is substantially aligned to the methodologies used by the
group’s other risk assurance functions. In addition, all the
decentralised business unit compliance functions are enhancing
their independent monitoring assurance capabilities.
Group compliance provides leadership through specialist support
units on compliance with money laundering and terrorist
financing control, occupational health and safety and emerging
legislative developments.

Regulation and supervision
The group operates within a highly regulated industry and
across multiple jurisdictions. The group is supervised by
various regulatory bodies in South Africa, its primary regulator
being the Bank Supervision Department of SARB, as well as by
the host country regulators in all the jurisdictions in which we
operate. The Bank Supervision Department of SARB supervises
the group on a consolidated basis and the relationship is one of
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mutual trust built through regular and open communication.
The supervisory approach is risk-based rather than one
of inspection.
Regulation of the non-banking aspects of the financial services
industry in South Africa, including financial advisory and
intermediary services, insurance, retirement funds and collective
investment schemes, is undertaken by the FSB, which has
adopted a risk-based supervisory approach.
In South Africa, the Financial Intelligence Centre aims to provide,
within the appropriate policy framework, financial intelligence
for use in the fight against crime, money laundering and terrorist
financing. Regular communication takes place with the Financial
Intelligence Centre on a formal and informal basis.
The group interacts with various other industry and regulatory
bodies in South Africa and in the other jurisdictions within which
it operates.
In the UK, the Financial Services Authority is the independent
body responsible for the regulation of deposit taking, life
insurance, home mortgages, general insurance and investment
business. Other regulators falling under the Financial Services
Authority ruling include Isle of Man and Jersey Financial Services
Committees.
Outside the UK, the group has operations and main regulators
located in Asia, various authorities including the Hong Kong
Monetary Authority, Taiwan Financial Services Committee,
Capital Markets Board (Turkey) and Bank of Russia. In Africa
regulators are the Bank of Botswana, Bank of Zambia, Central
Bank of Congo, Central Bank of Kenya, Bank of Uganda, Bank of
Tanzania, Central Bank of Nigeria, Central Bank of Moçambique,
Central Bank of Malawi, Bank of Ghana, Central Bank of
Mauritius, Bank of Namibia, Central Bank of Lesotho, Central
Bank of Swaziland, SARB and the FSB. Other regulators include
the Central Bank of Brazil, National Association of Securities
Dealers and Banco Central de la Republica Argentina.

Basel II
The implementation of Basel II across the group’s geographically
diverse operations has resulted in the group meeting the
requirements of 30 regulators world-wide. The group’s
operations, including its international offices, subsidiaries and
associates, are subject to rules and regulations, including reserve
and reporting requirements imposed by the relevant central
banks and regulatory authorities. Any significant regulatory
developments could have an effect on how the group conducts
its business and on the results of its operations.
Focus has been placed on raising awareness of Basel II even in
countries where it will not be adopted. This has enabled the
group to meet the SARB requirement for group-wide
compliance.

During 2007, the group hosted visits from various regulators
including the SARB, Financial Services Authority and Hong Kong
Monetary Authority to review and assess levels of risk.
A regulatory college for bank supervisors across the
African continent was hosted by SARB at Standard Bank head
office premises in February 2007. Various home-host
supervisory issues were discussed, including preparations
for Basel II.

Money laundering control
Legislation pertaining to money laundering and terrorist
financing control imposes significant record keeping and
customer identification requirements on financial institutions, as
well as obligations to detect, prevent and report money
laundering and terrorist financing. The group continues to
strengthen its commitment to combat money laundering and
terrorist financing by improving control measures as the
regulatory environment becomes more dynamic. To this end
automated monitoring and detection systems are being
extended to include correspondent banking. Embedding the
group’s minimum standards throughout all our African entities
remains a challenge although significant progress has been
made in this regard.

Occupational health and safety
The health and safety of employees, clients and other
stakeholders continues to be a priority and the group aims to
effectively identify and reduce the potential for accidents or
injuries. The key focus areas in the group’s domestic operations
during the year have been on actively promoting compliance
with current and pending legislation and ensuring that
occupational health and safety procedures are closely linked
to the operational needs of the business. For more
information on Standard Bank’s initiatives please refer to the
sustainability report.

Reputational risk
Reputational risk is the risk caused by damage to an
organisation's reputation, name or brand. Such damage may
result from a breakdown of trust, confidence or business
relationships. Safeguarding the group’s reputation is of
paramount importance to its continued success and is the
responsibility of every member of staff. As a banking group,
Standard Bank’s good reputation depends upon the way in which
it conducts its business, but it can also be affected by the way in
which clients, to whom it provides financial services, conduct
themselves.

Independent assurance
Internal audit
The group internal audit function operates under a mandate
from the GAC and has the authority to independently determine
the scope and extent of work to be performed. Group internal
audit’s primary objective is the provision of assurance to the
GAC. It assists the executive management teams in meeting
their business objectives by examining the group’s activities,
including risk management, control and governance processes,
assessing the risks involved and evaluating the adequacy and
effectiveness of processes, systems and controls to manage
these risks. A risk-based audit approach has been adopted.
Material or significant control weaknesses and planned
management remedial actions are reported to the GAC and to
subsidiary audit committees. These issues are tracked to ensure
that agreed remedial actions have been implemented. Overdue
issues are reported to the GAC on a quarterly basis. Internal audit
was subjected to an independent review by two external audit
firms. The results of the reviews were extremely positive.

Regulatory training
As part of our commitment to training and development, the
group encourages ongoing training of compliance staff to
maintain a team of skilled and capable risk professionals, in order
to ensure that the group has the appropriate skills to achieve its
business objectives.
The regulatory services unit in South Africa provides training and
awareness on regulatory developments, particularly in the areas
of consumer protection, money laundering and terrorist
financing control and health and safety. During 2007, South
African based employees received computer-based training to
gain an understanding of money laundering and terrorist
financing control regulations and requirements, as well as those
pertaining to consumer protection. E-learning is monitored and
recorded on a recently developed compliance training tracking
system.
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Insurance risk – Liberty Life

Solvency II

This report forms part of the financial statements and has been
audited, including all tables and diagrams.

Introduction
In 2001, driven by market events and the need for convergence
of regulation environments across the European Union (EU), the
European Parliament initiated the development of a new
insurance regulatory framework, referred to as Solvency II. Like
the Individual Capital Assessment (ICA) framework in the UK,
Solvency II is principles-based. This represents a significant shift
away from the prescriptive rules-based systems used for
regulatory purposes in the past.

Introduction
Liberty Life’s main objective is to provide value to shareholders
through a long-term sustainable real return on capital as a result
of taking business risks within an appropriate risk framework. The
board of directors acknowledges its responsibility for
establishing, monitoring and communicating appropriate risk and
control policies and ensuring sufficient capital is held to support
the taking of risk.
Liberty Life’s main activities from a risk taking perspective can
be summarised as follows:
risk cover to individuals – Liberty Life’s core
• providing
competency is to understand the life related risk needs of
individuals and design sustainable products that provide
financial security to policyholders and their families in times
of death and disability; and
management services – primarily through its own asset
• asset
manager subsidiaries, Stanlib and Liberty Life Properties, as
well as selected outsourced managers, Liberty Life uses its
financial skills to provide competitive investment products
and investment advice to a broad range of customers.
Key elements of risk management in a long-term insurer and
asset management provider are:
sufficient economic capital and liquidity to
• maintaining
withstand most risk events;
the significant economic and non-economic
• understanding
variables in product design;
corporate governance including relevant and reliable
• strong
management information and internal control processes;
only appropriately qualified and trained distribution
• ensuring
staff, intermediaries, brokers and agents are utilised to
provide financial advice to customers;

•

ensuring significant and relevant skills and services are
consistently available to Liberty Life;

the business and environment by being active
• influencing
participants in the relevant regulatory and business forums;
abreast of consumer and technology trends and
• keeping
investing capital and resources where required; and
an appropriate risk framework of authority
• establishing
providing management with the risk parameters acceptable
to the board of directors.
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Similarities between Solvency II and the Basel II Accord
There are many similarities between Solvency II, as currently
proposed, and the Basel II Accord now applicable to banks
around the world. In particular, both frameworks make use of
risk-based measures to determine the regulatory capital
requirements of the business. The “three pillar model” proposed
in Solvency II is almost identical to that applied in Basel II,
although the technical details are different.
Possible convergence between Solvency II and IFRS 4 phase II
The International Accounting Standards Board (IASB) is in the
process of developing a measurement standard for insurance
contracts. This work would form an extension to IFRS 4 (i.e. IFRS 4
phase II). Based on the most recent IASB discussion paper, there
are currently significant similarities between the liability
measurement proposed in Solvency II and that proposed in IFRS 4
phase II. The IASB is in communication with the various parties
driving the development of Solvency II and it is possible that the
two bases will converge. This will bring the measurement of
liabilities for published financial reporting in line with those for
regulatory solvency assessment.
Liberty Life’s position on Solvency II
Notwithstanding the possible convergence of Solvency II and
IFRS 4 phase II, Liberty Life expects Solvency II to become a global
benchmark for insurance regulation. The FSB has not issued a
formal statement concerning the local adoption of Solvency II.
However, it is monitoring Solvency II developments. Liberty Life
consequently expects Solvency II to have a significant influence on
the regulation of South African insurers in future.
Also recognised are the significant business benefits which can
flow from the adoption of the proposed economic risk and capital
measurement and management approach. In order to ensure that
Liberty Life is adequately prepared for Solvency II and to drive
business benefit, Liberty Life has initiated a programme that will
transform risk and capital management over the next two to three
years. This programme covers a number of areas of activity,
including:

• clear articulation and quantification of risk appetite;
and extension of internal risk-based capital
• improvement
models;

of risk measurement and profitability metrics;
• transformation
and
the above metrics into pricing and asset-liability
• embedding
management decisions.

Enterprise-wide risk management (ERM)
Nature of the business
Liberty Life is a progressive financial services group that offers a
comprehensive range of financial products and services to both
the individual and corporate markets, distributing tailored risk,
insurance, investment, retirement and health products through
its network of licensed financial advisers. It is through the
prudent taking and management of the risks inherent in the
production, distribution and maintenance of these products and
services that Liberty Life generates returns to shareholders.
Solvency risk is considered to be of primary importance, even
though it arises from risk events that occur in other risk classes
defined in Liberty Life’s risk taxonomy, and is therefore
considered to be a ‘consequential risk’.
It is defined as the risk that Liberty Life does not have sufficient
assets to cover its liabilities and capital requirements.
Liberty Life’s approach to ERM therefore has as its objective the
managing of solvency risk whilst earning sustainable, acceptable
shareholder returns.
This framework includes the following components:

• governance and clearly defined roles and responsibilities;
risk taxonomy to define risks inherent in Liberty Life’s
• abusinesses;
appetite and capital management to shape and support
• risk
risk in the business; and
and supporting processes to manage each risk
• frameworks
class.
Risk governance structures, roles and responsibilities
Recognising that clear accountabilities for the management of
risk are fundamental to the success of any risk framework,
Liberty Life has an ERM governance structure which is
complemented by governance processes.
Governance and the ‘three lines of defence’ model
Liberty Life has adopted a ’three lines of defence’ model for
managing risk. This model defines the roles, responsibilities and
accountabilities for managing, reporting and escalating risks and
issues throughout Liberty Life. The model incorporates the
oversight, management and assurance of risk management,
essentially giving three independent views of risk in the
organisation. The implementation of this model ensures that risk

management is embedded in the culture of the organisation and
provides assurance to the board and senior management that risk
management is effective.
Within this structure, Liberty Life relies on the board and its key
sub-committees, and on Liberty Life executive committee to
provide oversight on Liberty Life’s ERM.
The diagram on page 138 depicts Liberty Life’s risk management
governance model.
Roles and responsibilities within the governance model
The roles, responsibilities and accountabilities for managing,
reporting and escalating risks and issues differ throughout
Liberty Life’s ‘three lines of defence’. These have been defined
as follows:
Oversight
Liberty Life board of directors and key sub-committees
The Liberty Life board of directors and key sub-committees to
the board provide an oversight function of Liberty Life’s risk
management activities. Their accountabilities are described
below.
Liberty Life board of directors
The Liberty Life board is ultimately responsible for the risk
management processes, although the day-to-day management
of risk has been delegated to the Liberty Life chief executive.
The Liberty Life board receives regular reporting on risk
governance including any non-compliance with policies through
its established sub-committees, Liberty Life risk committee
(GRC) and Liberty Life audit and actuarial committee (GAAC).
Liberty Life risk committee (GRC)
The GRC is responsible to the Liberty Life board for the quality,
integrity and reliability of Liberty Life’s risk management and
provides an independent and objective oversight of risk
management in Liberty Life. The GRC makes recommendations
to the Liberty Life board on how to mitigate substantial risk
issues.
The GRC is mandated to review the risk philosophy, strategies,
policies and processes recommended by executive management;
to review and assess Liberty Life’s risk control systems; to ensure
that risk policies and strategies are effectively managed and to
contribute to a climate of discipline and control that will reduce
the opportunity for fraud. The committee reviews executive
management’s reports regarding the overall adequacy and
effectiveness of Liberty Life’s risk management function and its
implementation by management, and ensures that appropriate
action has been taken where necessary. The committee reviews
any legal matters that could have a significant impact on Liberty
Life’s business, the adequacy of insurance coverage for Liberty
Life and the acceptability of the risk profile, in relation to Liberty
Life’s overall risk appetite.
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Oversight

Liberty Life’s risk management governance model

Liberty Life board of directors and key sub-committees

Liberty Life risk
committee (GRC)

Liberty Life audit and
actuarial committee (GAAC)

Liberty Group executive committee and key sub-committees

Management

Governance

Statutory entity
governance committees

Capital
management committee

Liberty Life risk oversight
committee (GROC)

Asset-liability
matching
committee

Product approval
committee

Underwriting
committee

First line of defence
Business unit executive
committees

Second line of defence
Statutory actuaries and
risk policy and oversight

Management of operations
Business unit
heads of risk

Assurance

Third line of defence

Liberty Life audit and actuarial committee (GAAC)
The GAAC is responsible to the board for reviewing and assessing
the integrity and effectiveness of Liberty Life’s accounting,
financial, compliance, internal control and reporting systems and
for ensuring Liberty Life's compliance with all applicable legal,
regulatory, actuarial and accounting standards.
The GAAC facilitates communication among the Liberty Life
board, the independent auditors and the head of internal audit
with regard to financial reporting and risk management. The
audit plan is reviewed by the committee together with the
internal and independent auditors, with specific reference to the
proposed audit scope and approach to Liberty Life risk activities.
Together with management, the committee reviews the reports
of the internal auditors, independent auditors and statutory
actuaries and ensures that management takes prompt action to
resolve any issues raised in these reports.
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Group internal audit
services (GIAS) and independent
auditors

Management
The chief executive utilises Liberty Life’s executive committee
and key sub-committees, to manage the components of risk as
described below:
Liberty Life executive committee
Executive committee’s key responsibilities in respect of risk
management are to:
that appropriate risk and compliance policies are
• ensure
developed, approved and implemented;

• monitor Liberty Life’s exposure to risk; and
regular reports on the status of compliance with
• review
established policies and to direct and monitor efforts to
address non-compliance.

Executive committee fulfils these obligations through the
operation of Liberty Life risk oversight committee.
Liberty Life risk oversight committee (GROC)
The GROC supports the executive committee in its risk
management responsibilities. The committee is responsible for
reviewing risk operating models and governance structures, the
implementation of risk and compliance strategies, governance
standards and policies for Liberty Life. It escalates issues to the
executive committee where necessary. The committee engages
in discussion on the risk appetite of Liberty Life.
The GROC reviews risk and compliance reports prepared by
business unit risk functions and reports on these to the GRC and
GAAC. Significant issues escalated by business unit heads
requiring executive action are considered. Where conflicting
views exist between the three lines of defence, GROC will
attempt to resolve these issues where possible, or escalate to
the executive committee for resolution. Significant issues may
include adverse audit or compliance reports and other key
concerns requiring discussion prior to tabling at GRC
and/or GAAC.
Statutory entity governance committees
The statutory entity governance committees have been
introduced to assist the GAAC in discharging its accountabilities
for subsidiary entities with life licences. They are sub-committees
of the GAAC and function under the same charter as GAAC.
The chairpersons of these committees attend the GAAC and GRC
and report relevant matters to the GAAC and GRC.
Subsidiary entities with life licences are Stanlib Limited, Capital
Alliance Life Limited, Rentmeester Versekeraars Beperk, Charter
Life Namibia Limited, Liberty Active Limited and Liberty Life
Assurance Uganda Limited.
Capital management committee
The capital management committee assists the executive
committee in the management of Liberty Life’s capital. This
includes managing the level and mix of capital as well as cash
requirements and liquidity. The committee monitors the capital
that is invested in the legal entities that have life licences in
order to support the capital adequacy requirements prescribed
by the Long-term Insurance Act or specific levels set by the court
on prior sanctioned transfers of insurance business. Proposals are
made to the executive committee, which in turn motivates to
the board, the level of additional capital to be held in excess of
the statutory minimum requirements. Decisions requiring the
utilisation of capital are approved by the committee and
additional future capital required to support proposed new
business, group strategies and business acquisitions, is assessed.
Asset liability matching committee
The asset liability matching committee focuses on the matching
of assets to policyholder liabilities. It also oversees the high-level

asset mix parameters for various group products and portfolios
and agrees benchmarks and mandates for the construction and
performance of each investment portfolio with the relevant asset
managers.
Product approval committee
The product approval committee assesses whether products
to be written under the life licences conform to Liberty Life’s
product development standards. The requirements for meeting
these standards include: meeting policyholder need; appropriate
profit margin; capital requirement; investment matching ability;
legal, regulatory, underwriting and taxation considerations; and,
where applicable, currency risks. The committee also ensures
that Liberty Life is able to administer any new product.
Underwriting committee
The underwriting committee reviews claims experience within
the life licence entities and monitors reinsurance retention and
stop loss limits. The committee identifies concentration risks and
recommends reinsurance opportunities to the executive
committee.
Three lines of defence
The “three lines of defence” that support the executive
committee and its key sub-committees are as follows:
First line – Business unit management
Business unit management, including business unit executives
and business unit line management, is responsible for:
group policies, managing day-to-day risk
• implementing
exposures by using appropriate procedures and internal
controls;
effectiveness of risk management and risk outcomes and
• the
for allocating resources to execute risk management
activities;
risk events and losses, identifying issues and
• tracking
implementing remedial actions to address these issues; and
and escalating material risks and issues to the
• reporting
GROC, GRC, GAAC or other governance bodies.
Business unit management has the authority to manage capital
and market risk within their approved mandates and may
also recommend the taking of risk beyond their mandate to
Liberty Life’s risk policy and oversight function.
Second line – Statutory actuaries and risk policy and oversight
Statutory actuaries of life licences
The statutory actuary of each legal entity with a life assurance
licence exercises oversight of the solvency of these legal
entities. In addition they evaluate sufficient evidence to ensure
that existing product terms are complied with and new products
are sufficiently profitable.
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The statutory actuaries have a duty under the Long-term
Insurance Act to carry out actuarial investigations and to report
on those investigations. It is also their duty to ensure that they
have satisfied themselves that each legal entity remains solvent
and able to meet liabilities at all times; they report on the
solvency of these legal entities to the board, independent
auditors and the Financial Services Board, to whom they have
unrestricted access.
From a risk management point of view, the statutory actuaries
identify and monitor the risks faced by Liberty Life which could
have a material impact on Liberty Life’s ability to meet
policyholder liabilities, and advise management if they believe
that the policyholder liabilities are not being or will not be met.
Risk policy and oversight
Liberty Life’s risk policy and oversight function is responsible for
assisting senior management and the Liberty Life board to meet
their obligations in terms of managing risk. Risk policy and
oversight develops Liberty Life’s risk framework, policies,
processes, systems and limits. Risk policy and oversight provides
independent oversight of Liberty Life’s risk management,
reporting and escalating material risks and issues to the subcommittees of Liberty Life's executive committee. Risk policy
and oversight directs the development of the risk management
framework and monitors compliance with this framework,
reporting an independent view on the first line of defence's risk
management activities to the GROC and GRC.
Key members of risk policy and oversight are the heads of risk in
each business unit who assist management in implementing
Liberty Life’s risk management framework and policies, and
ensure policy compliance. They are responsible for ensuring that
issues raised and proposed at the heads of risk committee
meetings are communicated to the business unit executive
committees in order that the business units remain cognisant of
all risk-related matters, including proposed policies and
mandates, which may be discussed at these meetings.
The heads of risk monitor and report on management’s
adherence to risk mandates and give risk policy and oversight an
independent overview of the effectiveness of the first line of
defence's risk management. They are therefore accountable for
the reporting cycle of the business unit to which they are
assigned, including obtaining sign-off by the relevant business
unit executive committee on the content of the reports prior to
submitting the reports to risk policy and oversight and the GROC.

Liberty Life internal audit services (GIAS)
GIAS is responsible for providing independent and objective
assurance to management and the Liberty Life board on the
adequacy and effectiveness of Liberty Life’s risk management,
governance, business processes and controls. GIAS is responsible
for validating compliance to Liberty Life’s overall risk framework
and risk governance structures and for providing independent
assurance to management and the board on the effectiveness of
the first and second lines of defence. Internal audits are based
on an assessment of risk areas, as well as on issues highlighted
by GAAC and management. GIAS maintains a formal
“findings tracking system” to ensure that all audit findings raised
are addressed through clear action plans in a timely manner.
GIAS subscribes to regular independent quality reviews. The
latest review conducted by the South African Institute of Internal
Affairs did not reveal any non-conformance findings in relation
to GIAS.
Independent auditors
The independent auditors have a statutory duty to report their
independent opinion to the shareholders on Liberty Life’s
financial statements. They also report to the GAAC on any
weaknesses in accounting and operational controls which come
to their attention during their audits.
Internal and independent auditors have unrestricted access to
GAAC, the chief executive and the Liberty Life board. GIAS and
the independent auditors also meet formally at least every
quarter to ensure optimal reliance on the work of GIAS.
Risk taxonomy
The board has approved the risk categories that reflect the
diverse nature of Liberty Life’s business activities. These risk
categories form Liberty Life’s risk taxonomy and cover the range
of risks to which Liberty Life is exposed, being:

• strategic and business risk;
• insurance risk;
• market risk;
• credit risk;
• liquidity risk; and
• operational risk.

The heads of risk have complete and unrestricted access to the
GROC, GRC and GAAC.

The risk taxonomy allows management and the board to develop
specific frameworks and policies covering the management of
each risk, as well as to obtain accurate, reliable and expeditious
information with which to measure and monitor risks.

Third line – Assurance
The third line of defence comprises Liberty Life’s assurance
functions who provide an independent, accurate and balanced
view of risk from each of the three lines of defence to the
governance bodies within the organisation.

Risk appetite and capital management
Risk appetite
Risk appetite is defined as the amount of risk-taking that is
acceptable to an organisation. Risk appetite refers to the
organisation’s attitude towards risk-taking and whether it is
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willing and able to tolerate a high or low level of exposure to
specific risks or risk groups.
Within Liberty Life, the risk appetite decision is fundamentally
driven by the dual, but at times conflicting, objectives of creating
shareholder value through risk-taking, while providing financial
security for the interests of policyholders and clients through
Liberty Life’s ongoing solvency.
The key measure for creation of shareholder value has been the
medium-term return on embedded value of 14,5% – 15,5% pa.
In order to deal with the potential levels of volatility in earnings
as a result of inherent features in the in-force book exposed to
market risks (such as the 10% shareholders’ participation in
policyholders’ investment returns on certain classes of business),
a medium-term outlook on return on embedded value has been
adopted. Liberty Life’s dividend policy uses this medium-term
growth rate in embedded value as an underpin (implied net
growth rate of 10,5% – 11,5%, comprising 14,5% – 15,5%
gross return on embedded value less approximately 4,0% – 4,5%
dividend yield).
The level of financial security provided to policyholders and
clients has been determined as being Liberty Life’s target
minimum capital adequacy requirement. While excessive
amounts of capital will effectively guarantee the interest of
policyholders and clients, this will not deliver efficient returns to
shareholders. An internal target of 1,7 times the minimum
statutory capital adequacy requirement has been considered, by
the Liberty Life board, as adequate from a solvency perspective.
A floor of 1,5 times the statutory capital adequacy requirement
has also been set, which Liberty Life would prefer not to breach
at any stage. Should the capital adequacy cover be at risk of
moving below this level, a cut in dividend (and potentially other
management actions) would be considered. This allows for a
significant buffer against adverse market conditions to protect
Liberty Life’s solvency, but at the same time allows for efficient
returns to shareholders.
From a board and senior management perspective it is critical
that risks outside of risk appetite (defined as issues) are
identified as a basis for corrective action. Therefore, every six
months business unit management teams run a risk selfassessment process to identify the issues across all risk types in
the risk taxonomy prevailing in the business units.
The top business unit issues, once identified, are assessed in
terms of their potential impact (or severity) and likelihood (or
frequency) and prioritised. These are presented to the GROC by
the relevant business unit executives. The committee considers
all issues presented, identifies additional issues, and then
prioritises the issues in terms of impact. Issues with the most
severe impact will take highest priority for management action.

Capital management
Introduction
Capital adequacy is a key component in Liberty Life’s enterprisewide risk management (ERM), to:

• support its risk taking activities;
policyholders and clients by ensuring adequate assets
• protect
are available to meet their entitlements;
• fund working capital and strategic requirements; and
• maintain its operating life licences.
The amount of capital the group holds is an important measure
used by the FSB, the regulator and the market to assess the
financial strength of the group. Essentially capital management
focuses on the capital needed, based on the group’s risk
appetite, and how that capital is funded. The funding allocation
impacts the group’s cost of capital.
Capital requirements
The regulatory capital adequacy requirement (CAR) is calculated
in accordance with the Long-term Insurance Act (1998) and
Professional Guidance Note 104 (PGN 104: Valuation of Longterm Insurers issued by the Actuarial Society of South Africa
(ASSA)). It is required to be the greater of the termination
capital adequacy requirement (TCAR) and the ordinary capital
adequacy requirement.
The TCAR examines a highly selective scenario in which all
policies, with surrender values greater than the policy liability,
terminate immediately (similar to a run-on-the-bank scenario).
The ordinary capital adequacy requirement (OCAR) is a riskbased measure calculated based on a number of market and
insurance risk stress tests, which together with compulsory
margins are intended to provide approximately a 95%
confidence level over the long term that the insurer will be able
to meet all its obligations.
However, the group recognises that CAR is not an adequately
risk sensitive reserve, for instance, making no provision for credit
and operational risks. It therefore typically understates the
amount of capital a prudent institution should hold. Therefore a
target capital of 1,7 times CAR has been set by the group and
approved by the board. Liberty Life is well capitalised with a
capital adequacy cover of 2,1 times (2006: 2,3 times) the
minimum regulatory capital requirements. This CAR cover
excludes the BEE funding preference shares of R1,2 billion held,
which under current accounting principles are fully impaired for
capital purposes.

Issues are reported to the business unit executive committees
each month. The top issues and progress towards resolution are
reported to the GROC and GRC on a quarterly basis.
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Minimum regulatory capital
2007

Statutory capital adequacy
requirement (Rm)
Actual qualifying
capital (Rm)
Target CAR coverage
ratio (times)
Actual CAR coverage
ratio (times)

Rent- Charter Life
meester2
Namibia2

Stanlib
MultiManager3, 4

Liberty
Life
Uganda6

Liberty2

Liberty
Active1

Capital
Alliance1

4 102

264

1 116

42

5

16

1

8 501

536

1 766

226

33

76

5

1,7

1,5

1,5

1,5

2,0

1,5

2,0

2,07

2,03

1,58

5,34

6,93

4,73

3,73

Liberty1

Liberty
Active2

Capital
Alliance2

3 945

284

843

70

4

10

8 967

620

1 470

142

17

54

1,7

1,5

1,5

1,5

2,0

1,5

2,27

2,18

1,74

2,02

4,14

5,41

2006

Statutory capital adequacy
requirement (Rm)
Actual qualifying
capital (Rm)
Target CAR coverage
ratio (times)
Actual CAR coverage
ratio (times)

Rent- Charter Life
meester2
Namibia2

Saambou2, 5

1

Based on TCAR.
Based on OCAR.
3
Based on minimum capital adequacy requirement (MCAR).
4
Stanlib Multi-Manager is a life licence contained within a subsidiary of Stanlib.
5
The Saambou life licence was sold during 2007.
6
Liberty Life Assurance Uganda Limited was formed during 2007.
2

Furthermore, currently a zero statutory value is placed on the
group’s asset management business (Stanlib and Liberty
Properties) for capital purposes. Embedded value includes these
entities at R4,1 billion.
The table above summarises the minimum regulatory capital for
each of the group’s insurance companies and the actual capital
held.
Liberty Life, in addition to its own licence requirements, is the
ultimate holding company of the other life licence entities and
therefore includes the aggregate requirements of each life
licence entity.
For future planning purposes, estimates are taken of the budgeted
statutory profits that each company will earn. Actuarial
assumptions are shocked (stressed) to ensure that there is
resilience in the capital forecast. The low band of the shock
requires that CAR cover ratio not fall below the 1,5 times level.
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Consideration is also given to the strategic and working capital
requirements of the business in the short, medium and long term.
Funding the group’s balance sheet
Life companies have in the last few years been permitted by the
FSB to fund their balance sheets with forms of capital other than
equity. Liberty raised R2 000 million in subordinated debt in 2005
at a fixed rate of 8,93% to fund the working capital of the group,
and to lower its weighted average cost of capital. The group
continues to consider further ways of lowering weighted average
cost of capital in order to enhance returns for shareholders.

Strategic and business risk
Strategic risk is the risk that Liberty Life’s future business plans
and strategies may be inadequate to prevent financial loss or
protect Liberty Life’s competitive position and shareholder
returns. Business risk arises from unexpected losses due to
changes in business volumes, margins and costs.

Accountability for strategic risk
The risk is primarily mitigated through the development and
implementation of an effective strategic plan. The board is
responsible for approving Liberty Life’s objectives and the
strategies and plans for achieving those objectives. The board
approves any subsequent material changes in strategic direction,
as well as significant acquisitions, mergers, take-overs,
divestments of operating companies, equity investments and
new strategic alliances by the company or its subsidiaries. The
chief executive is responsible for the development of the
strategic plan and implementing the approved strategic plan.
Risk identification
Liberty Life’s executive management continually reviews the
strategy of Liberty Life, with a formal annual review and refresh,
taking into account the business, legal and regulatory
environments in which Liberty Life operates. Executive
management identifies and assesses strategic and business
opportunities and addresses the associated risks throughout the
strategic planning process. External specialists and business
strategists also facilitate and participate in strategic planning
discussions.
Risk management
Executive management and business unit management monitor
the external business environment (industry trends, regulations,
customer behaviour, competitors) and report on risks and
opportunities through Liberty Life’s risk reporting structure.
The board reviews the performance of Liberty Life every quarter
and ensures that management takes corrective action to address
potential strategic and business risks.
Liberty Life has continued during the year to develop its
operating model to meet the challenges of the ever-evolving
environment.

Insurance risk
Introduction
Insurance risk is the risk that future risk claims and expenses will
exceed the value placed on insurance liabilities. It occurs due to
the uncertainty of the timing and amount of future cash flows
arising under insurance contracts. The timing is specifically
influenced by future mortality, longevity, morbidity, withdrawal
and expenses about which assumptions are made in order to
place a value on the liabilities. Deviations from assumptions will
result in actual cash flows different from those projected in the
policyholder liability calculations. As such, each assumption
represents a source of uncertainty.
The larger the portfolio of uncorrelated insurance risks, the
smaller the relative variability around the expected outcome will
be. In addition, a more diversified portfolio of risks is less likely
to be affected across the board by a change in any subset of the
risks.

The assumptions that have the greatest effect on the balance
sheet and income statement due to a higher likelihood of
variation from estimates made are:
Mortality risk
The risk of loss arising due to actual policyholder death
experience on life assurance policies being higher than
expected.
Longevity risk
The risk of loss arising due to annuitants living longer than
expected.
Morbidity risk
The risk of loss arising due to policyholder health-related claims
being higher than expected.
Policyholder behaviour risk
The risk of loss arising due to policyholders’ behaviour in
discontinuing and reducing contributions or withdrawing benefits
prior to the maturity of the contract being worse than expected.
Expense risk
The risk of loss arising due to the expenses incurred in
administering polices being higher than expected.
Other risks
Other risks that are not expected to have a material impact on
the results in the short term include catastrophe risk and tax
assumptions.
To mitigate these risks, management has put in place a number
of strategies including the following:
statutory actuary reports annually on the actuarial
• the
soundness of the premium rates in use for new business and
the profitability of the business taking into consideration the
reasonable benefit expectations of policyholders and the
expected impact of the insurance and market risks;
business process includes a needs analysis that is
• the
performed at policy inception to ensure that the product
design meets the policyholder’s needs. This reduces the risk
of mis-selling and positively influences policyholder
behaviour by avoiding the termination of policies that fail to
meet the client’s needs;
classes of existing life assurance business have the
• some
ability to review the mortality changes in the future. All new
products and premium rates are approved by the product
approval committee after sign off by the statutory actuary;
reinsurance programme is in place for some classes of
• abusiness.
In addition Liberty Life has catastrophe
reinsurance;
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reinsurance has been consolidated across Liberty
• catastrophe
Life’s life licences. Cover is in place for single event disasters
resulting in claims of more than R50 million (2006:
R50 million) up to a limit of R500 million (2006: R500 million)
in respect of a single event and R1 000 million (2006:
R1 000 million) in aggregate over the treaty year; and
programme to actively manage expenses associated with
• aadministering
policies in force with a target of limiting the
cost per policy to below inflation levels assumed in the
valuation of insurance liabilities. This target has been
achieved for the period 2005 to 2007.
Significant classes of business most affected by insurance
risk
Individual assurance business
In order to reduce cross-subsidies in the pricing basis, premiums
are differentiated by product, gender, smoker status and proxies
to socio-economic class. Historic experience has shown that
these factors are significant determinants of mortality and
morbidity experience.
The underwriting committee determines underwriting guidelines
concerning authority limits and procedures to be followed.
The policy terms and conditions and disclosure requirements
contained in insurance applications are designed to mitigate the
risk arising from non-standard and unpredictable risks that may
result in severe financial loss to the insurer.
The health condition and family medical history of applicants are
assessed at inception of new contracts as part of the
underwriting process, and premiums and terms and conditions
are varied accordingly. Special risks, such as hazardous pursuits
and unusual medical conditions, are also assessed at
underwriting stage. In addition, financial underwriting is used
where necessary to determine insurable interest.
All applications for risk cover in excess of specified limits are
reviewed by experienced underwriters and evaluated against
established standards. Specific testing for HIV is carried out in all
cases where the applications for risk cover exceed set limits
depending on the risk classification of the applicants.
Liberty Life analyses the progression of claims experience on a
monthly basis. Liberty Life’s historical experience is that the
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actual deterioration in mortality and morbidity due to HIV and
AIDS is less than allowed for in the valuation assumptions.
However, HIV and AIDS remains an important risk that requires
ongoing management. Liberty Life holds special AIDS provisions,
held within policyholder liabilities, calculated in accordance with
South African actuarial guidance. These provisions are held to
provide for deterioration in mortality experience as a result of
assured lives becoming HIV infected after inception of the
contract.
Certain contracts with unit-linked components have minimum
guaranteed death benefits and universal life type contracts in
terms of which the sum at risk depends on the fair value of the
underlying investments. These contract features mean that
fluctuations in asset values affect Liberty Life’s exposure to
mortality risk.
Charges for mortality and morbidity risk on certain unit-linked
universal life business may be altered in accordance with the
terms and conditions, thereby reducing the risk exposure.
However, delays in implementing increases in charges and
market or regulatory restraints over the extent of the increases
may reduce its mitigating effect. Furthermore charges can only
be increased to the extent that they can be supported by gross
premiums, although this is not relevant on contracts where gross
premiums can be reviewed.
Premiums on the majority of unit-linked risk business and the
non-participating Lifestyle Protector product can be reviewed on
expiry of a guarantee period, which varies by policy type or age
of the policyholder at inception. This gives Liberty Life the ability
to mitigate against long-term changes in mortality and morbidity.
For Liberty Life individual business, mortality and morbidity
benefits in excess of R8 million (2006: R8 million) per individual
are reinsured under an original terms surplus reinsurance
arrangement. This retention limit is reviewed annually to keep
pace with inflation. Liberty Life intends to enhance the annual
review process so that its risk tolerance will be based on the
results of a stochastic analysis of the inherent risk. Business
written in the past was reinsured at lower retention levels, which
are fixed for the life of the contract. Special risks are reinsured
at lower levels on a case-by-case basis. Reinsurance with lower
retention levels is in place on the Capital Alliance and Liberty
Active individual portfolios.

Profile of amounts at risk for individual assurance business
Before reinsurance
Rm

%

After reinsurance
Rm
%

Retained sum at risk
2007
R0 – R1 499 999
R1 500 000 – R2 999 999
R3 000 000 – R7 499 999
R7 500 000 and above

201 362
86 915
101 303
91 169

42
18
21
19

182 481
79 890
97 920
39 550

46
20
24
10

Total

480 749

100

399 841

100

Retained sum at risk
20061
R0 – R1 499 999
R1 500 000 – R2 999 999
R3 000 000 – R7 499 999
R7 500 000 and above

232 416
83 998
116 934
17 081

51
19
26
4

203 520
72 430
79 607
2 748

57
20
22
1

Total

450 429

100

358 305

100

1

Restated to include Charter Life Namibia.

The table above provides a summary of the profile of amounts at
risk per life in terms of mortality benefits before and after
reinsurance.
Life annuity business
In terms of life annuity business, the insurer undertakes to pay a
series of future payments to the policyholder during his/her life.
These payments may also continue during the lifetime of the
policyholder’s spouse. The most significant insurance risk on
these liabilities is continued medical advances and improvement
in social conditions that will lead to increases in longevity.
Annuitant mortality assumptions include allowance for future
mortality improvements.
Claims on disability income business also give rise to annuity
payments which are contingent on the claimant’s longevity and
continued disablement. Important profit drivers for disability
income business are the rates of inception and termination of
claims. These rates will be affected by trends in disability
experience but are also affected by the quality of the initial
claims assessment and the ongoing claims management of the
disability annuitants. Liberty Life employs highly competent
claims assessors who determine the merits of each claim in
relation to the policy terms and conditions. Claims management
of disability annuitants ensures their continued eligibility for
monthly income benefits. This also enables effective

interventions to be made that may result in the full or partial
recovery of the claimant, thereby reducing the monthly income
benefit payable (to zero in the event of the claimant being able
to return to full time employment).
Annuitant mortality is valued by applying a percentage per
annum reduction for future years to the base mortality. The base
mortality is based on experience investigations.
Regular checks are performed on the life annuitants’ book to
ensure that annuities are only paid to eligible policyholders.
These checks include the annuitants providing Liberty Life with
a proof of existence certificate every year.
A proportion of both group and individual disability income
business is reinsured on a proportionate quota share basis, so a
proportion of all annuities arising from disability income claims
are reinsured. No additional reinsurance is purchased in respect
of life annuity business.
Undue concentration of life annuities in payment would leave
cash flows and, consequently, liabilities heavily exposed to the
longevity experience of a few lives. The profile of annuity
amounts payable per life, in respect of non-participating life
annuities, is summarised on the next page.
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Profile of annuity amounts per annum
2007

20061
Annual annuity
Number of life
amount
annuities in
exposure
payment
Rm

Number of life
annuities in
payment

Annual annuity
amount
exposure
Rm

R0 – R240 000
R240 000 – R480 000
R480 000 – R720 000
R720 000 and above

96 751
333
41
19

1 484
105
23
18

99 265
304
37
15

1 534
97
22
13

Total

97 144

1 630

99 621

1 666

1

Restated to include individual and corporate income protection plan annuities.

Group risk business
The most significant factors that could increase the frequency of
mortality claims within group schemes are epidemics, such as
AIDS and Asian bird flu, or lifestyle changes such as eating,
drinking and exercise habits, resulting in earlier or more claims
than expected. Morbidity claims experience would not only be
affected by the factors mentioned above, but because disability
is defined in terms of the ability to perform an occupation it
could also be affected by economic conditions.

Group scheme pricing is based on past scheme experience,
industry class and average income amongst other factors. Liberty
Life monitors exposure per industry class in order to maintain a
diversified portfolio of risks and manage concentration exposure
to a particular industry class.
The following table provides the split by industry class of annual
premium income received on group risk business:

Annual premium income by industry class

Administrative/professional
Retail
Light manufacturing
Heavy manufacturing
Heavy industrial and other high risk
Total

Free cover limits are set for individual schemes based on the size
of the scheme and the distribution of sums assured. Larger sums
assured in excess of the free cover limit are medically
underwritten. As a result, very few lives are tested for HIV.
However, policy terms and conditions provide for an annual
review of premium rates, so premiums can be updated to keep
pace with emerging claims experience. The annual premium
reviews take into account the expected worsening of mortality
and morbidity experience as a result of AIDS and other factors

Page 146 Standard Bank Group annual report 2007

2007
%

2006
%

24
27
38
9
2

21
28
32
13
6

100

100

from one year to the next. However as an offset to this, Liberty
Life’s ability to review premiums is affected by a highly
competitive market and the policyholder’s ability to terminate
the scheme at short notice.
Large individual risks on group schemes are reinsured on a
surplus risk premium basis. The table on the next page provides
a summary of the profile of amounts at risk per life in terms of
mortality benefits before and after reinsurance.

Profile of amounts at risk for group business
Before reinsurance
Rm

%

After reinsurance
Rm
%

Retained sum at risk
2007
R0 – R1 499 999
R1 500 000 – R2 999 999
R3 000 000 – R7 499 999
R7 500 000 and above

245 483
42 460
16 509
2 792

80
14
5
1

168 089
26 559
7 512
1 014

83
13
4

Total

307 244

100

203 174

100

Retained sum at risk
2006
R0 – R1 499 999
R1 500 000 – R2 999 999
R3 000 000 – R7 499 999
R7 500 000 and above

234 330
40 003
9 798
2 416

82
14
3
1

160 058
21 611
3 928
1 021

85
12
2
1

Total

286 547

100

186 618

100

Policyholder behaviour risk
Policyholders have the option to discontinue or reduce
contributions or withdraw benefits prior to expiry of the contract
term. As a result, policyholder behaviour contributes to insurance
risk. Increasing consumerism in recent years and negative press
on the insurance industry may have adversely affected
policyholder behaviour.
The main risk posed by this behaviour is the risk that expenses
and commissions incurred early in the term of the contract, but
priced to be recovered by means of ongoing charges over a
longer period, are not fully recovered due to the decision by the
policyholder to cease or reduce contributions.
On contracts where a withdrawal benefit is payable, this risk is
mitigated by conditions built into policy contracts which enable
Liberty Life to recoup these unrecovered expenses by means of
a lump sum charge. Certain charges of this nature have been
limited in terms of regulations giving effect to the recent
statement of intent. This has increased Liberty Life’s exposure to
the risks associated with policyholder behaviour and mis-selling.
Commission clawback provisions, included in contracts with
intermediaries, enable Liberty Life to mitigate some of the risk
of early termination. In terms of the statement of intent, industry
commission regulations will be reformed and be more closely
aligned to premium collection and terms of the contract, thereby
reducing the risk of non-recovery of expenses. These reforms
are anticipated to be introduced during 2008.
The estimated impact of the statement of intent has been
included in the relevant assumptions used in the measurement

of policyholder liabilities. In respect of out of force contracts to
which the statement of intent applies, a provision to meet
expected claims is in place.
Policyholder behaviour may further impact Liberty Life’s
financial results due to the timing of profit recognition that has
applied under older lifestyle risk products. Many of these policies
are treated as assets in the financial soundness valuation and
have a liability that is lower than the surrender value payable. As
required in terms of PGN104, Liberty Life holds a termination
capital adequacy requirement which represents the additional
capital that would be required in the event that all such policies
were to terminate.
Expense risk
An estimate of expenses necessary to administer the recurring
contract periods of in-force policies is provided for in the
determination of the policyholder liability.
The amounts provided are based on actual experience adjusted
for non-recurring expenses amounting to R212 million
(2006: R199 million) and expected variations in the future
expense base. Expenses are allocated on a per policy basis with
appropriate weightings between simple, complex and other
products.
Individual policyholder expenses are split between acquisition,
maintenance and non-recurring expenses at a cost centre level,
based on interviews with line management or headcount
apportionment where applicable. Maintenance expenses are
divided by Liberty Life total weighted number of in-force
policies, resulting in a per policy maintenance cost.

Standard Bank Group annual report 2007 Page 147

Risk management

continued

The expense risk is that actual expenses over time exceed those
provided for in the policyholder liability valuation. The in-force
policies within each life licence entity are not serviced
independently but included within the combined group of inforce policies and serviced collectively. Liberty Life therefore

applies a common cost per policy formula to all life licences. This
basis was adopted from the 2006 year end. The table below
presents the expenses applied and applicable policy counts used
in determining cost per policy per annum.

Cost per policy analysis

Maintenance expenses (Rm)
Weighted policy counts
Complex product cost per policy (R)
Inflation adjusted1 (R)
Simple product2 cost per policy (R)
Other product3 cost per policy (R)

% variance

2007

2006

2,0
0,5
1,6
1,6
1,6
1,6

649
2 289 439
283,61
289,92
141,80
70,90

636
2 278 097
279,04
285,25
139,52
69,76

1

An inflation adjustment is made to rebase expenses to the end of the year so that future expenses can be projected from the calculation date.
Simple products include annuities in payment and entry level products and are weighted at 50% of complex products.
3
Other products include funeral business and are weighted at 25% of complex products.
2

Market risk
Introduction
Market risk is the risk of adverse financial impact due to changes
in fair values or future cash flows of financial instruments from
fluctuations in equity prices, interest rates, and foreign currency
exchange rates. In addition, in light of Liberty Life’s significant
investment in investment properties there is exposure to
fluctuation in property values.
In particular Liberty Life is exposed to market risk where the
proceeds from its property and financial assets are not sufficient
to fund the obligations arising from insurance and investment
contracts. This risk is termed the policyholder asset-liability
mismatched risk. Liberty Life manages these positions within an
asset liability management framework that aims to match assets
to the liabilities arising from insurance and investment contracts
by currency, nature and term. For each distinct category of
liabilities in terms of the asset liability management framework,
a separate asset profile is maintained. For most categories of
business, the asset liability management framework determines
an asset class allocation. In certain classes, non-participating
annuities and guaranteed capital bonds in particular, the specific
timing of cash flows is considered to determine the selection of
assets within classes.
Financial assets and liabilities utilised to support Liberty Life’s
capital base are exposed fully to the relevant elements of market
risk.
The key components of market risk are:
Equity risk
The risk arising from the actual fair value and/or the future cash
flows from equities fluctuating from their expected values as a
result of changes in market prices and/or dividend amounts.
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Interest rate risk
The risk arising from fair value and/or future cash flows of a
financial instrument fluctuating from expected values as a result
of changes in market interest rates.
Currency risk
The risk arising from fair value and/or future cash flows of a
financial instrument fluctuating from expected values as a result
of changes in exchange rates. This can either be in the form of a
mismatch between currencies of assets and liabilities or
supporting capital or the trading currency of the local entity
being different to the reporting currency of the group.
Equity and interest rate risk
A significant portion of the equity price and interest rate risk is
borne by Liberty Life’s policyholders through the linkage to the
value of their policies. Unit-linked policyholders in particular
have all the exposure to these risks. Equity price and interest
rate risk also influence the possibility of exposure to existing
policyholder investment and annuity guarantees.
The relevant market risks associated with the various
policyholder products are discussed by product type below:
Unit-linked business
For unit-linked contracts Liberty Life holds the assets on which
the unit prices are based. As a result, there is virtually no
mismatch (except for the insignificant timing risk between
receipt from the policyholder and allocation to the investment).
However, in respect of IFRS defined insurance contracts, with
unit-linked components, the liability is reduced by the present
value of future charges less the present value of future expenses
and risk claims. Some equity, interest rate, and currency risk is
consequently retained on this business to the extent that the
present value of future expenses and risk claims less future
charges does not move in line with gross unit liabilities.

In respect of IFRS defined investment contracts there may be an
associated deferred acquisition cost intangible asset. There is a
risk that in the event of adverse market movements future
expected management fees may reduce and, consequently this
asset may not be realised and therefore necessitate impairment.
Management fees charged on this business are determined as a
percentage of the fair value of the underlying assets held in the
linked funds, which are subject to equity and interest rate risk. As a
result the management fees are volatile, although always positive.
On a portion of business in this category, policyholders receive
90% of both the upside and downside returns achieved on the
underlying assets. This leaves shareholders’ earnings with
exposure to the remaining 10% thereby introducing earnings
volatility due to the exposure to equity and interest rate risk.
In addition, a significant portion of unit-linked business has
embedded derivatives in the form of guaranteed maturity values.
Possible liabilities arising from these embedded derivatives are
valued in accordance with valuation techniques that approximate
market consistent option pricing. These techniques mirror a
market consistent price to be paid to externally transfer the risk.
These liabilities are essentially put options on the underlying
unit-linked liabilities and as such are sensitive to movements in
interest rates and equity prices and their related volatilities.
Guaranteed annuity options
Guaranteed annuity options give the policyholder the option to
convert the maturity proceeds of a retirement annuity into an
annuity at a predefined rate. As in the case of guaranteed
maturity values, liabilities arising from these embedded
derivatives are valued in accordance with valuation techniques
that approximate market consistent option pricing. With effect
from 2001 policies with guaranteed annuity options are no
longer sold.
Guaranteed annuity options expose Liberty Life to interest rate
risk. Falling interest rates increase the value of guaranteed
annuity options significantly. In addition, since the guaranteed
annuity options apply to the full proceeds of the underlying
policy, which is typically an equity-based investment, they give
rise to an equity risk – increasing equity prices generally increase
the value of the guaranteed annuity options liabilities. To some
extent the upside equity risk exposure on guaranteed annuity
options can be offset against the downside equity risk exposure
on guaranteed maturity values. In addition, interest rate and
equity volatilities affect the valuation of these obligations.
Embedded derivative exposures
Liberty Life constantly monitors the exposure to the embedded
derivatives arising from guaranteed maturity values and
guaranteed annuity options and is investigating economically
efficient ways in which the risks could be more closely hedged.

The total reserve contained in policyholder liabilities for the
above described embedded derivatives is R1 775 million (2006:
R1 940 million).
Non-participating annuities
Non-participating annuities provide benefit payments that are
fixed and guaranteed at inception of the contract (although a
small proportion of the business provides inflation-related
increases on annuities in payment). These liabilities are backed
largely by fixed income securities, with other assets held only to
support the longest dated cash flows arising from a portion of
these liabilities. Liberty Life’s primary financial risk on these
contracts is the risk that interest income and capital redemptions
from the financial assets backing the liabilities are insufficient to
fund the guaranteed benefits payable.
Liberty Life monitors interest rate risk on this business by
comparing the modified duration and convexity of the
investment portfolio and the liabilities issued. The modified
duration of the liabilities is determined by projecting expected
cash flows from the contracts using best estimates of future
mortality. The modified duration is a linear measure of how the
value of assets and liabilities change in response to interest rate
changes. However, values do not change linearly as interest rates
change. So convexity, a measure of the curvature of the change
in value of assets and liabilities with respect to changes in
interest rate, is also monitored.
The portfolio mandate requires that the difference between the
modified duration of the asset and liabilities is never more than one
year. For a large proportion of the business, sensitivity to changes
in the shape of the yield curve is also monitored and managed.
Long-term insurance contracts with discretionary participation
features (DPF)
Liberty Life has a number of books of long-term insurance
contracts with DPFs, most of which have been acquired from
other insurers. Each book of business is backed by a distinct asset
profile, often as a result of conditions included in the scheme of
transfer in terms of which the business was acquired. The assets
backing these liabilities are generally segregated from Liberty
Life’s other assets to ensure that the assets are used exclusively
to provide benefits for the relevant policyholders.
Bonuses are declared on this business taking a number of factors
into account, including the previous bonus rates declared,
policyholders’ reasonable expectations, expenses, actual
investment returns on the underlying assets, expectations of
future investment returns and the extent to which the value of
assets exceeds the value of benefits allowing for both the
guaranteed benefits and projected future bonus at the most
recently declared rates, amongst other factors. Once declared, a
portion of the bonus, depending on the operation of the specific
class of business in accordance with the terms and conditions of
the contract, forms part of the guaranteed benefits.
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Liberty Life recognises the full value of the backing assets as a
liability. Liberty Life, however, only bears interest rate risk in
relation to the guaranteed benefits under these contracts, and
not in respect of the DPF component of the liability. Furthermore
Liberty Life is exposed to equity and interest rate risk on this
business to the extent that equities and bonds are held to back
the guaranteed portion of the liability. As at 31 December 2007
and 2006 the value of assets backing this business exceeded the
liability in respect of guaranteed benefits.
Guaranteed capital bonds and structured products
Guaranteed capital bonds have benefit payments that are fixed
and guaranteed at inception of the contract. Liberty Life’s
practice is that assets are selected to provide a cash flow match
to these liabilities. There is consequently no exposure to interest
rate or equity risk on these products.
Structured products provide a guaranteed minimum maturity
benefit together with predefined market-related upside. Liberty
Life’s philosophy dictates that these obligations are matched
exactly. This is done by holding a zero coupon bond to match the
guaranteed minimum maturity benefit and an equity option to
provide the required market-related upside exposure. There is
consequently no interest rate or equity risk on these products.
Interest rate risk applicable to financial instrument assets
and liabilities
Liberty Life is exposed to interest rate risk on a number of
financial instruments which include government, municipal and

utility stocks, term deposits, investment policies, preference
shares, cash accounts, mortgages, loans and receivables and
bonds These instrument have exposures to both cash flow
interest rate risk associated with variable rate instruments and
fair value interest rate risk associated with fixed rate
instruments.
Currency risk
Offshore assets are held in policyholder portfolios to match the
corresponding liabilities. As a result of this, Liberty Life is
exposed to currency risk through maturity guarantees issued on
contracts invested in offshore portfolios. Maturity guarantees,
with effect from 2005, are no longer offered on new business
invested in offshore portfolios. The rand denominated value of
management fees derived from these contracts is also subject to
currency risk. Strengthening of the rand against the offshore
currencies reduces the rand value of management fees on
offshore portfolios and increases the liability in respect of rand
denominated guarantees on this business.
In addition certain offshore assets are held with full or 100%
exposure for Liberty Life’s ordinary shareholders. The total
exposure of financial instruments expressed in rands (converted
at closing rates) at 31 December is R26 895 million (2006:
R25 538 million). The table below segregates the currency
exposure by major currency in ZAR at 31 December:

Foreign exchange exposure of financial instruments
Sterling
2007
2006
Assets
Rand amount (Rm)
Foreign currency
amount (million)1

US Dollar
2007
2006

Euro
2007

2006

Japanese yen
2007
2006

Australian Dollar
2007
2006

1 299

1 316

20 505

19 245

4 494

4 245

185

370

204

215

95

95

3 011

2 729

449

457

3 083

6 167

34

39

Other
2007
2006
208

147

1

Certain currency exposures are reduced by means of forward exchange contracts.

Credit risk
Introduction
Key areas where Liberty Life is exposed to credit risk include:
assets including amounts due from reinsurers in
• reinsurance
respect of claims already paid;
assets such as term deposits, investment policies and
• financial
derivative instruments;

• pledged assets and scrip lending of equity;
accounts within the balance sheet categories of
• certain
prepayments, insurance and other receivables;
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that occupy space within Liberty Life’s investment
• tenants
properties; and

• cash and cash equivalents.
Reinsurance assets
Reinsurance is used to manage insurance risk and consequently,
in the liability valuation process, reinsurance assets are raised for
expected recoveries on projected claims. This does not, however,
discharge Liberty Life's liability as primary insurer. In addition
reinsurance debtors are raised for specific recoveries on claims
recognised.

Credit ratings of reinsurers are taken into account in reinsurance
placement decisions. Credit exposure to reinsurers is also limited
through the use of several reinsurers.
In order to mitigate reinsurance risk, reassurance management
performs the following annual checks on reinsurers:
standing of reinsurers is assessed by referring to
• financial
annual financial statements;
of reinsurers’ claim paying abilities, as assessed by
• copies
reputable rating agencies and copies of valuators’ certificates
are obtained and analysed;
and administration process audits are conducted
• meetings
with reassurers who have larger exposures; and
agreements are reviewed and amended as
• reinsurance
appropriate with accurate and complete records kept.
Financial assets
Various debt instruments are entered into by Liberty Life in
order to match policyholders’ liabilities and invest surplus
shareholder funds. Liberty Life is exposed to the issuer’s credit
standing on these instruments.
Policies and procedures are in place to mitigate Liberty Life’s
exposure to these credit risks.
Provisions of the Long-term Insurance Act, 1998 have the effect
of limiting exposure to individual issuers due to the
inadmissability of assets for regulatory purposes if specified
limits are breached.
Significant credit exposures that Liberty Life may have are
reported at the GROC and GRC.
Liberty Life has appointed qualified asset managers to manage
Liberty Life’s investment and associated financial instruments
that support policyholder liabilities. In the case of Liberty Group
and Liberty Active the principal asset manager is Stanlib while in
the case of Capital Alliance Life the principal asset manager is
Investec Asset Management. In addition, there are a number of
smaller asset managers and Liberty Life’s own management who
are responsible for asset management, particularly surrounding
offshore and shareholder assets.
Stanlib credit risk procedures
The Stanlib credit committee, which meets quarterly, and on an
ad-hoc basis as required, determines credit limits for assets
under management.

The credit process involves extensive and in-depth analysis
including financial assessment, reviews of ratings from rating
agencies and estimated default frequencies is used to determine
appropriate credit limits. Credit analysis of counterparties is done
in conjunction with the respective equity analysis of the relevant
companies.
Daily monitoring of actual exposures versus the approved limits
is performed by the compliance and risk management functions,
which are independent of the fixed interest team.
The Stanlib legal department reviews documentation related to
credit investments as required and informs the credit committee
of acceptability of legal risk. The legal department also ensures
that International Swaps and Derivatives Association (ISDA)
agreements are in place with all approved counterparties with
whom the asset managers enter into over-the-counter (OTC)
derivative transactions on behalf of their clients. ISDA
agreements assist in managing credit risk by clearly defining t
he performance obligations of counterparties to derivative
trades.
Investec Asset Management credit process
A separate high level credit committee has the responsibility to
approve counterparties, confirm internal ratings (which affect
limits) and oversee the monitoring of existing exposures.
The fixed income team is responsible for actively managing
credit. A credit application (incorporating both qualitative and
quantitative analysis) is produced for new counterparties. The
fixed income team works closely with the equity investment
team and requires its input into all credit decisions involving
listed companies. Independent rating reports are used as a
source of information.
Counterparty exposure, credit rating band exposure, mandates
and regulatory limits determine the limits that are then
monitored. However, mandate and regulatory limits may override
and reduce determined credit limits. The review process includes
a documentation review, a structure and quantitative analysis, a
review of associated parties, the review of the originator or
servicer, an asset review and an assessment of a rating report.
ISDAs are in place for all OTC derivative transactions.
Credit exposure
The table on the following page provides information regarding
the aggregated credit risk exposure for Liberty Life, for debt
instruments categorised by credit ratings (if available) at
31 December.
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Liberty Life credit exposures

2007
Debt instruments
– Listed preference shares
– Unlisted preference shares
– Listed term deposits
– Unlisted term deposits

Not
rated
Rm

Total
carrying
value
Rm

AAA
Rm

AA
Rm

A
Rm

BBB
Rm

Below
BBB
Rm

28 927

17 920

3 445

82

36

7 289

57 699

423

724
1 268
8 001
7 927

281

36

911
629
211
5 538

2 339
1 897
31 795
21 668

8 449

8 449

21 107
7 397

Investment policies
Prepayments, insurance and
other receivables1

2 426
738

50
32

532

399

47

1

2 452

3 431

– Accrued income1
– Reinsurance recoveries
– Other

513
19

301
98

29
18

1

147
1
2 304

991
136
2 304

Reinsurance assets
Loan receivables to joint
ventures
Cash and cash equivalents

31

576

197

16

820

443

2 087

11

50
2 147

50
4 688

Total assets bearing credit risk

29 933

20 982

3 700

83

20 403

75 137

2006
Debt instruments

24 742

13 836

3 583

50

7 709

49 920

401

793
1 233
6 300
5 510

311
207
2 715
350

656
515
316
6 222

2 161
1 955
30 611
15 193

7 212

7 212

– Listed preference shares
– Unlisted preference shares
– Listed term deposits
– Unlisted term deposits

21 230
3 111

Investment policies
Prepayments, insurance and
other receivables2
2

– Accrued income
– Reinsurance recoveries
– Other

350

299

221

1

2 274

3 145

336
14

268
31

43
6
172

1

80
2 194

728
51
2 366

26
502
1 105

1 065
502
5 242

18 828

67 086

Reinsurance assets
Loan receivables to joint ventures
Cash and cash equivalents

18

705

316

1 508

2 472

157

Total assets bearing credit risk

26 618

17 312

4 277

1

The total carrying value excludes R97 million dividend income relating to listed equities.
The total carrying0 value excludes R44 million dividend income relating to listed equities.

2
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50

36

51

The assets referred to on page 152 are based on the internal
assessment of the external credit ratings obtained from various
external rating agencies such as Fitch and Standard and Poors.
This internal assessment groups the external ratings (based on
the rating agencies definitions) within categories. These are
revised by the respective credit committees who may, based on
current analysis, change the external rating from an internal
perspective.
The rating scales are linked to long-term investment horizons as
Liberty Life cannot accurately determine the maturity of these
assets due to volatility of the markets and policyholder
behaviour. For a definition of the various rating scales disclosure,
refer to page 111 of the risk management section.
Not rated
Liberty Life considers and reviews credit risk on all financial
instrument exposures, however, in certain categories a formal
investment grade is not assessed.
Derivatives
Certain Liberty Life Group entities are parties to derivative
financial instruments. These instruments are used to limit or
reduce risk and comprise futures, options, swaps and forward
exchange contracts. Derivative counterparties and cash
transactions are limited to high credit quality financial institutions
with minimum credit ratings of “A” determined by reputable
credit rating agencies, unless specifically authorised by the
appropriate investment committee. The maximum exposure to
credit risk for derivatives is R188 million (2006: R168 million).
Insurance and other receivables
The majority of policyholders’ debtors of R723 million
(2006: R854 million) are recoverable through offset against
their respective liabilities (policy benefits).
Agents, brokers and intermediaries totalling R110 million
(2006: R96 million) are subject to a comprehensive relationship
management programme, including credit assessment. Exposure
to any single agent, broker or intermediary is insignificant (less
than R2 million (2006: R5 million)). The widespread nature of
the individual amounts combined with the relationship
programme reduces the credit risk.
Debt collection procedures are rigorously carried out on
defaulters. Industry supported default lists help to prevent rogue
agents, brokers and intermediaries from conducting business
with Liberty Life. Full provision is made for non-recoverability as
soon as management is uncertain as to the recovery.
Proceeds from the sale of investments are protected by the
security of the underlying investment not being transferred to
the purchaser prior to payment. Established broker relationships
and protection afforded through the rules and directives of the
JSE Limited further reduces credit risk.

Scrip lending
Scrip lending is the process of providing listed equity scrip
holdings held by Liberty Life to external parties on a lending
arrangement, for a negotiated fee, to be returned on a fixed
date.
The process is well recognised and strictly regulated within the
South African environment and is generally encouraged to
support liquidity in the equity markets.
Scrip lending counterparties are restricted to appropriately
accredited financial institutions. During 2007 the highest level of
equity scrip lending activity at any one time amounted to
R5 776 million (2006: R3 600 million) and at 31 December 2007
R5 209 million (2006: R3 600 million). These are disclosed as
pledged assets in the balance sheet. Scrip lending activities have
resulted in R19 million (2006: R8 million) in scrip lending fees.
Fees earned are split 10% to Stanlib and 90% to the Liberty
Group. The amount received by Liberty Group is allocated 60% to
policyholder benefits and 40% to shareholder income.
Mutual funds
Liberty Life is exposed to underlying credit risk contained within
debt instruments held in mutual funds in which Liberty Life
invests. It is practically difficult to accurately aggregate and
assess this risk per the table on page 152. Mutual funds which
are biased towards debt instruments will consequently carry
higher credit exposures.
Mutual funds in themselves are currently not formally credit
rated. However, each fund manager is required to operate under
the fund’s mandate including not exposing the fund to a single
material credit exposure.
Further credit risk reduction measures are obligatory for South
African mutual funds as required by control clauses within the
Collective Investment Scheme Control Act, 45 of 2002.

Liquidity risk
Introduction
Long-term insurance companies are registered financial
institutions and are required to hold minimum capital to inter alia
reduce policyholder exposure to the entity’s liquidity risk. The
FSB is the regulatory authority that regularly reviews compliance
with these minimum capital requirements.
The FSB’s approval of Liberty Life issuance of subordinated debt
being the callable capital bonds included a requirement to hold
liquid assets equal to at least the amount of the outstanding
debt being R2 billion. As at 31 December 2007 and 2006 this
requirement has been met and attested to by the statutory
actuary of Liberty Group Limited.
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Asset liability matching
For statutory solvency purposes asset liability mismatches
between assets held and policyholder liabilities are assessed by
means of a number of market risk stress tests each designed to
examine a different component of market and mismatch risk.

matching committees and orderly sales and purchases are
managed within identified market trends and product offers.
Liquidity profile of assets
The majority of Liberty Life’s assets are liquid. However, given
the quantum of investments held relative to the volumes of
trading within the relevant exchanges and counterparty
transactions a substantial short-term liquidation may result in
current values not being realised due to demand supply
principles. It is highly unlikely, however, that a short-term
realisation of that magnitude would ever occur.

Liquidity requirements are reviewed on a monthly basis by the
asset liability matching and capital management committees.
Since the majority of business is unit-linked (or market-related),
liquidity risk and asset liability matching risk arising as a result of
changes in lapse and withdrawal experience is limited through
policy terms and conditions that restrict claims to the value at
which assets are realised. In the case of property-backed
contracts, it is not normally possible to realise the assets as claim
payments arise due to the relatively small number of high value
properties and illiquidity of the assets. For this reason property
exposures are afforded specific attention by the asset liability

Maturity profile of liabilities
Maturity profiles of Liberty Life’s financial instrument liabilities
The table below summarises the maturity profile of the financial
liabilities of Liberty Life based on the remaining undiscounted
contractual obligations.

Liberty Life contractual maturity profile of financial liabilities

2007
Callable capital bond
Redeemable non-participating
preference shares
Third party financial liabilities arising
on consolidation of mutual funds
Derivative financial liabilities
Insurance and other payables
Total
Percentage proportion (%)
2006
Callable capital bond
Redeemable non-participating
preference shares
Third party financial liabilities arising
on consolidation of mutual funds
Derivative financial liabilities
Insurance and other payables
Total
Percentage proportion (%)
1

0–3
months1
Rm

3 – 12
months
Rm

1–5
years
Rm

54

125

2 660

171

247

8 040
30
5 746

Total
Rm
2 839
418

82

36
159

6

8 040
66
5 993

14 041

454

2 855

6

17 356

81

3

16

54

125

716

100

2 123

218

3 018
218

8 559
16
3 503

52
592

28
146

6

8 559
96
4 247

12 132

987

890

2 129

16 138

75

6

6

13

100

0 – 3 months are either due within the time frame or are payable on demand.
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5 – 10
years
Rm

Liquidity risks arising out of obligations to policyholders
The tables below give an indication of liquidity needs in respect
of cash flows required to meet obligations arising under
insurance contracts, investment contracts with DPF (as defined
in IFRS 4) and investment contracts. The amounts in the unit
liabilities table represent the expected cash flows arising from
the value of units, allowing for future premiums, growth, benefit
payments and expected policyholder behaviour. The amounts in
the non-unit liability cash flow table represent the expected cash
flows from the non-unit liabilities, consistent with the valuation
methodology followed by the calculation of the non-unit
liabilities on the published reporting basis. All the cash flows are
shown gross of reinsurance. Undiscounted cash flows are shown
and the effect of discounting is taken into account to reconcile

to total policyholder liabilities under insurance contracts and
investment contracts with DPF. For unit-linked contracts, the
cash flows relating to the DPF portion are assumed to occur in
proportion to the cash flows of the guaranteed units. The cash
flows for the guaranteed element and the non-guaranteed
element of insurance contracts with DPF have been combined
and are included in the unit cash flow table. The cash flows of
business where no liability is held (namely lump sum group risk
business, group disability income business and credit life
business which are all annually renewable) have been excluded.
A liability is held with respect to the incurred but not reported
portion associated with annually renewable contracts, and these
cash flows are included in the tables below.

Maturity profile of policyholder liabilities
Investment
contracts
2007
2006
Rm
Rm

Investment
with DPF
2007
2006
Rm
Rm

Insurance
contracts
2007
2006
Rm
Rm

Unit liabilities
Within 1 year
2 – 5 years
6 – 10 years
11 – 20 years
Over 20 years

4 109
4 666
1 669
(1 418)
41 029

3 221
6 370
2 528
1 649
29 268

337
(8)
(115)
(491)
3 632

100
74
16
(53)
1 585

6 557
25 862
9 155
26 359
41 020

6 390
25 799
13 424
23 159
32 516

Total
Total deferred taxation

50 055
(196)

43 036
(146)

3 355

1 722

108 953
(515)

101 288
(602)

Total unit liabilities

49 859

42 890

3 355

1 722

108 438

100 686
3 049
6 980
5 123
12 778
34 747
(40 488)

Non-unit liabilities
Within 1 year
2 – 5 years
6 – 10 years
11 – 20 years
Over 20 years
Effect of discounting cash flows
Total non-unit liabilities

318
846
296
93
4
(184)

400
899
310
183
(1)
(377)

(1)
(1)
(1)
(1)

(1)
(2)
(1)
(1)

2

2

2 354
7 577
6 133
12 049
39 165
(44 164)

(2)

(3)

23 114

22 189

1 373

1 414

Total policyholder liabilities
Within 1 year
2 – 5 years
6 – 10 years
11 – 20 years
Over 20 years
Effect of discounting cash flows

4 427
5 512
1 965
(1 325)
41 033
(184)

3 621
7 269
2 838
1 832
29 267
(377)

336
(9)
(116)
(492)
3 632
2

99
72
15
(54)
1 585
2

8 911
33 439
15 288
38 408
80 185
(44 164)

9 439
32 779
18 547
35 937
67 263
(40 488)

Total
Total deferred taxation

51 428
(196)

44 450
(146)

3 353

1 719

132 067
(515)

123 477
(602)

Total policyholder liabilities

51 232

44 304

3 353

1 719

131 552

122 875
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In extreme events most policyholders can liquidate (surrender)
their policies in terms of the policy contracts – with the
exception of life annuities. The assets backing these contracts
are readily tradeable with the exception of physical property.

Operational risk
Introduction
Operational risk is the risk of loss caused by inadequate or failed
internal processes, people and systems, or from external events.
Ownership and accountability
Ownership of and accountability for operational risk management
is of primary importance. As indicated by the ‘three lines of
defence’ model of risk management adopted by Liberty Life, the
first line of defence (management and staff at every level of the
business) is accountable for the day-to-day identification,
management and monitoring of operational risks. It is also
management’s responsibility to report any material operational
risks, risk events and issues identified to senior management
following certain pre-defined escalation procedures.
Risk managers in each of the business units ensure that the
business adheres to Liberty Life’s risk management and
compliance policies and procedures.
Risk policy and oversight (second line of defence) provides
independent oversight of the effectiveness of Liberty Life’s
operational risk management processes and assists business unit
managers by providing training and advice in relation to
operational risk management. Risk policy and oversight reports
on the status of business unit operational risk management to
the GROC.
Operational risk identification, assessment and measurement
Liberty Life has identified the areas in which operational risk
arises. The process of operational risk management starts with
this. Consideration is then given to the need for a group or
business unit policy to define the approach to mitigating this risk.
A project-based approach is used to introduce and implement
risk and compliance changes to the organisation. Project teams
implement changes according to the requirements stipulated in
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Liberty Life’s change management policy and Liberty Life’s
project management methodology and standards.
Once identified, operational risks are assessed to determine the
potential impact to Liberty Life should the risk events occur, and
reviewed against Liberty Life’s risk appetite. Mitigating actions
are developed for any operational risks that fall outside of
management’s assessment of risk appetite in order to reduce the
level of risk.
Risk management
Policy compliance is the subject of ongoing monitoring. Liberty
Life’s policy framework is constantly reviewed and approved
where necessary.
Risk management activities in relation to operational risks
include but are not limited, to:
Process risk
Liberty Life has recently introduced an approach to process
improvement. The methodology focuses on process efficiency
and work quality through a structured toolset involving
significant frontline staff engagement. The approach ensures
that any process undergoing improvement using the
methodology has had appropriate input from risk and compliance
specialists, other generic process stakeholders like internal audit
and finance, as well as the identification of points of failure in
the process by the staff themselves.
Regulatory risk
The regulatory environment is monitored closely to ensure that
Liberty Life implements new or amended legislation
requirements promptly to ensure compliance and avoid
unnecessary fines and penalties or the revocation of any
business licences.
Compliance risk
The risk of regulatory sanctions, financial loss or damage to
reputation as a result of not complying with legislation,
regulation or internal policies is managed through the
established compliance functions within Liberty Life and a
compliance policy.

Taxation risk
The risk of suffering a loss, financial or otherwise, as a result of
an incorrect interpretation and application of taxation legislation
or the impact of new taxation legislation on existing products, is
managed through Liberty Life’s tax policy. The policy ensures
that Liberty Life fulfils its responsibilities under tax law in each
of the jurisdictions in which it operates, whether in relation to
compliance, planning or client service matters. Tax law includes
all responsibilities which Liberty Life may have in relation to
company taxes, personal taxes, capital gains taxes, indirect taxes
and tax administration.
Liberty Life’s tax function identifies and manages tax risk
through the application of a formulated tax risk approach which
measures the fulfilment of tax responsibilities against the
specific requirements of each category of tax to which Liberty
Life is exposed and in the context of the various types of
activities Liberty Life conducts.
Human resources
Liberty Life remains concerned about the level of skills available
in South Africa, to provide first world financial services. It focuses
on recruitment, development and retention through a number of
group-wide initiatives.
Business continuity management
The risk of not continuing normal business activities should a
crisis occur, has become an increasing focus for Liberty Life,
particularly as a result of the current electricity crisis. Liberty
Life’s business continuity strategy has to date assumed that
power outages would be infrequent and short-lived. This risk
assessment has been significantly revised, with the current
planning assumption being an expectation of regular, potentially
prolonged energy outages. Liberty Life is updating the impact
analysis of its property portfolio and business operations to
determine short-, medium- and long-term solutions for affected
locations. This is a complex task, which impacts on continuity of
operations as well as potentially on the operation of Liberty
Life’s extensive commercial and retail properties. In this regard,
it is of paramount importance that solutions are reached to
protect policyholder returns, through ensuring effective
operations of these sites.

A further range of continuity risks have been identified through a
risk assessment and scenario analysis cycle. These risks are
proactively managed. Appropriate reaction and recovery structures
and plans exist, which are subject to testing on a cyclical basis.
Customer complaints
Liberty Life’s customer relations team was established to resolve
complaints from clients. Liberty Life monitors consumer forum
websites and works closely with its communications division to
handle media complaints and ensure a positive reputation is
maintained.
Internal and external fraud
Liberty Life has a zero-tolerance policy to fraud. Its forensic
services division investigates all reported incidents and
proactively identifies incidents which, if established as being
fraudulent, may result in staff dismissal and prosecution.
In terms of Liberty Life’s anti-fraud policy, line management ie
the first line of defence is responsible for ensuring that controls
at all stages of a business process are adequate for the
prevention and detection of fraud. The level of fraud loss
experienced during 2007 was within Liberty Life’s risk tolerance
levels.
Monitoring controls around operational risks confirms that the
business is operating within its operational risk appetite and
ensures the prompt identification of new operational risks and
issues. Monitoring is performed by business unit management
and by the risk division. The approach to ensuring compliance is
typically included in more detail in individual policies. The extent
and frequency of monitoring and oversight is influenced by the
level of risk of particular business activities.
Reporting
The preparation of risk reports forms an integral part of
monitoring Liberty Life’s overall operational risk profile. These
reports are prepared by each business unit and presented to the
relevant business unit executive committees for review and
discussion.
Monthly reports are submitted by the second line of defence risk
policy and oversight function. On a quarterly basis the risk policy

Standard Bank Group annual report 2007 Page 157

Risk management

continued

and oversight function compiles and submits a risk report on
Liberty Life’s overall risk profile to the GROC and GRC and,
where necessary, escalates material risk exposures to the Liberty
Life board.
Assurance
Internal audit services (the third line of defence) provide
independent assurance on the effectiveness of operational risk
management processes to the Liberty Life board and other
stakeholders.
Short-term insurance
A comprehensive insurance programme which addresses the
diversified requirements of Liberty Life is in place and is
determined after extensive research, investigations and
consulting with insurance risk and control experts.
Liberty Life’s insurance programme includes the following
categories of cover:

• director’s and officer’s liability insurance; and
• commercial crime and professional indemnity.
In addition to the above financial covers, Liberty Life ensures
that all property investments are adequately insured for material
damage and business interruption. All risk insurance relating to
assets covers the contents of buildings occupied by Liberty Life,
including computers and office equipment. Political riot and
public liability insurance is also purchased.
Management, together with Liberty Life's local and offshore
brokers, reviews the adequacy and effectiveness of Liberty Life’s
insurance programme regularly to ensure that it contributes to the
overall risk mitigation and risk management strategy of Liberty Life.

Should a risk event occur, Liberty Life’s crisis management
processes are designed to minimise the reputational impact of
the event. Crisis management teams are in place both at
executive and business unit level to ensure the effective
management of any such events. This includes ensuring that
Liberty Life's perspective is fairly presented in the media.
Reputation risk can also arise through Liberty Life’s business
practices being considered inappropriate, given changes in the
social and economic environment. Liberty Life’s risk
identification processes include the early identification of
environmental changes and their potential impacts.
Liberty Life’s leadership charter emphasises the importance of
the customer, as well as fairness, sincerity and transparency in all
its dealings. As such a ‘treating customers fairly’ approach is
actively encouraged. Liberty Life has appointed an internal
ombudsman and established a customer relations department to
ensure that customers who perceive that they are not being
fairly dealt with, are able to escalate their complaints or issues
for resolution. Liberty Life monitors the complaints that are
handled by these functions and ensures that management takes
the necessary action to address problem areas in a prompt and
efficient manner.

Concentration risk
Concentration risk is the risk that Liberty Life is exposed to
financial loss which if incurred would be significant due to the
aggregate (concentration) exposure Liberty Life has to a
particular asset, counterparty, customer or service provider.

Reputation risk

Liberty Life was founded in South Africa 50 years ago and has
during this time mainly concentrated on providing risk and
investment products to South African customers. Consequently
both Liberty Life’s asset base and liabilities contain South African
country risk.

Reputation damage is usually a consequence of failed risk
management and is, therefore, managed by having effective risk
management processes in place and by effectively dealing with
the impact of any significant risk event. Liberty Life’s approach
to risk management has been described in this section.

The table on the following page summarises South African
asset concentration. With the exception of R23 million
(2006: Rnil million) of liabilities all other liabilities are rand
denominated.
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Financial, property and insurance assets by risk category
2007
South
African
rand
Rm
Equity price
Interest rate
Property price
Mixed portfolios
Reinsurance assets

Foreign
currency
Rm

2006

Total
Rm

South
African
rand
Rm

Foreign
currency
Rm

Total
Rm

88 928
66 250
18 396
16 681
820

14 144
7 772
9
4 970

103 072
74 022
18 405
21 651
820

81 520
59 726
16 487
13 549
1 065

13 386
8 316
–
3 836
–

94 906
68 042
16 487
17 385
1 065

191 075

26 895

217 970

172 347

25 538

197 885

87,7%

12,3%

100,0%

87,1%

12,9%

100,0%

Sensitivity analysis
Introduction
Liberty Life’s profitability and capital base through its insurance
and asset management operations are exposed to both nonmarket and market risks.
Applicable non-market risks include insurance risk, policyholder
behaviour risk and expense risk. Assumptions relating to these
risks are used in the determination of policyholder liabilities.
These assumptions are normally based on past experience
adjusted for expected future trends. They are not related to the
assets used to back or match policyholder liabilities.
Market risks are those that impact the measurement of Liberty
Life’s asset base or embedded derivatives within policyholder
contracts, such as investment guarantees. The table on
page 160 gives an indication of Liberty Life’s monetary
sensitivity to these various risk variables included in both nonmarket and market risks.
Sensitivity ranges
The sensitivity ranges, i.e. the upper and lower limits, are
management’s best judgement of the range of probable changes
within a twelve month period from the reporting date of
31 December. The ranges used were based on recent analysed
experience applicable to Liberty Life and applying a 75%
confidence level to possible future outcomes. This implies that
statistically there is a 50% probability of the actual experience
per variable being within the range used. While this may seem
low it is considered, within actuarial guidance, as being
acceptable to determine sensitivities within a normal
distribution. Effectively this ignores extreme or irregular events
that occur sporadically and not therefore on an annual basis.

These events are by their nature not predictable in terms of
timing and have not been considered in the sensitivity analysis.
Non-market variables are long-term assumptions applied to
policyholder contract future estimated cash flows over the
relevant periods by policy or group of policies with similar
characteristics. The sensitivities applied are therefore a
proportional percentage change to the long-term assumption.
Market risk sensitivities have been applied as an event on the
reported balance sheet date (31 December) with no change to
long-term market assumptions used in the determination of the
policyholder liabilities. In other words the asset base used to
match policyholder liabilities is assumed to be impacted by the
sensitivity on the particular reporting day. Actuarial valuation
models were then applied utilising the new asset levels. The
measurement of embedded derivatives, for example investment
guarantees, were adjusted for the asset and implied option
volatility changes. This determined the resultant changes to
policyholder liabilities, per scenario, from which the impact to
Liberty Life’s equity or effectively the year to date profit was
determined. Similar calculations were applied to the asset base
not used to match policyholder liabilities, ie Liberty Life’s capital
base. In addition twelve month effects to interest income from
changes to floating rate instruments and management fees
linked to asset values were also included.
Each sensitivity applied has been calculated in isolation and no
inter-relationship trends between variables have been taken into
account. This has the effect, particularly with market variables, of
overstating to some extent the impacts provided as past
experience does indicate that these variables tend not to move
in isolation.
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Liberty Life market and non-market risk sensitivity analysis

Assumption description
Non-market long-term assumptions
Mortality
Insured lives1
Annuitant longevity2
Morbidity3
Withdrawals4
Expense per policy5

Possible market changes
Interest rate yield curve6

Option price volatilities7
Equity prices and rand exchange rates8

Change in
variable
%

Impact to
policyholders'
liabilities
2007
2006
Rm
Rm

Impact to ordinary
shareholders’ equity
and attributable
profit after taxation
2007
2006
Rm
Rm

+2
-2
+4
-4
+5
-5
+8
-8
+5
-5

188
(188)
179
(172)
282
(282)
155
(170)
194
(194)

168
(168)
166
(159)
269
(269)
218
(111)
196
(194)

(132)
132
(126)
121
(195)
195
(111)
122
(137)
137

(119)
119
(117)
112
(185)
185
(156)
79
(138)
137

+10
-10

(2 510)
2 990

(2 539)
2 963

77
(300)

228
(380)

Note
7.1
7.2
8.1
8.2

527
(482)
36 897
(6 956)

402
(297)
32 195
(5 974)

(374)
342
3 564
(736)

(286)
211
2 765
(651)

1

Where actual death rates by age category vary to those assumed on measurement of policies that offer death benefits.
Where actual death rates vary to those assumed in predicting future payment cash flows on annuities contracted until death.
3
Where actual policyholder disability or dread disease claims experience is different to that assumed.
4
The possible change in expectation of policyholders withdrawing or lapsing benefits prior to the expiry of the contract.
5
Where actual expenses incurred differ to those assumed for maintaining and servicing in-force contracts.
6
A parallel shift in the prevailing interest rate yield curves.
7
Possible changes to equity, property and foreign asset (expressed in rands) volatilities utilised in option pricing.
8
Possible price movements on equities held and possible parallel increase or decrease in rand exchange rates to all applicable currencies.
2

Notes
7.1 17% increase in equity option price volatilities plus 13% increase in interest rate and property option price volatilities plus 12% increase in foreign
asset volatilities (expressed in rands).
7.2 Note 1 except a decrease in option price volatilities.
8.1 35% increase in rand denominated equities plus 20% increase in foreign currency denominated equities plus 15% rand depreciation to all applicable
currencies.
8.2 7% decrease in rand denominated equities plus 3% decrease in foreign currency denominated equities plus 3% rand appreciation to all applicable
currencies.

Long-term expense inflation, maturity extension rates, catastrophes and taxation assumptions were considered but sensitivities were
not provided as it was considered that these assumptions were unlikely to change significantly over the twelve month period to
31 December 2008.
Positive numbers represent an increase to policyholders’ liabilities and profit after taxation and correspondingly negative numbers
indicate a decrease to policyholders’ liabilities and profit after taxation.
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Independent auditors’ report

To the members of Standard Bank Group
Limited
We have audited the group annual financial statements and the
annual financial statements of Standard Bank Group Limited,
which comprise the balance sheets at 31 December 2007, the
income statements, the statements of changes in equity and
cash flow statements for the year then ended, and the notes to
the financial statements, which include a summary of significant
accounting policies and other explanatory notes, and the
directors’ report, as set out on pages 164 to 292 and the risk
management report on pages 98 to 160.

Directors’ responsibility for the financial
statements
The company’s directors are responsible for the preparation and
fair presentation of these financial statements in accordance
with International Financial Reporting Standards and in the
manner required by the Companies Act of South Africa. This
responsibility includes: designing, implementing and maintaining
internal control relevant to the preparation and fair presentation
of financial statements that are free from material misstatement,
whether due to fraud or error; selecting and applying appropriate
accounting policies; and making accounting estimates that are
reasonable in the circumstances.

Auditors' responsibility

An audit involves performing procedures to obtain audit
evidence about the amounts and disclosures in the financial
statements. The procedures selected depend on the auditors’
judgement, including the assessment of the risks of material
misstatement of the financial statements, whether due to fraud
or error. In making those risk assessments, the auditors consider
internal control relevant to the entity’s preparation and fair
presentation of the financial statements in order to design audit
procedures that are appropriate in the circumstances, but not for
the purpose of expressing an opinion on the effectiveness of the
entity’s internal control. An audit also includes evaluating the
appropriateness of accounting policies used and the
reasonableness of accounting estimates made by management,
as well as evaluating the overall presentation of the financial
statements.
We believe that the audit evidence we have obtained is
sufficient and appropriate to provide a basis for our audit
opinion.

Opinion
In our opinion, these financial statements present fairly, in all
material respects, the consolidated and separate financial
position of Standard Bank Group Limited at 31 December 2007,
its consolidated and separate financial performance and
consolidated and separate cash flows for the year then ended in
accordance with International Financial Reporting Standards, and
in the manner required by the Companies Act of South Africa.

Our responsibility is to express an opinion on these financial
statements based on our audit. We conducted our audit in
accordance with International Standards on Auditing. Those
standards require that we comply with ethical requirements and
plan and perform the audit to obtain reasonable assurance
whether the financial statements are free from material
misstatement.

KPMG Inc.
Registered Auditor

PricewaterhouseCoopers Inc.
Registered Auditor

Per Heather Berrange
Chartered Accountant (SA)
Registered Auditor

Per John Bennett
Chartered Accountant (SA)
Registered Auditor

Director

Director

4 March 2008

4 March 2008

85 Empire Road
Parktown
2122

2 Eglin Road
Sunninghill
2157
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Directors’ responsibility for financial reporting

In accordance with Companies Act requirements, the directors
are responsible for the preparation of the annual financial
statements which conform with International Financial Reporting
Standards (IFRS) and which, in accordance with those standards,
fairly present the state of affairs of the company and the group
as at the end of the financial year, and the net income and cash
flows for that period.
It is the responsibility of the independent auditors to report on
the fair presentation of the financial statements.
The directors are ultimately responsible for the internal controls.
Management enables the directors to meet these
responsibilities. Standards and systems of internal control are
designed and implemented by management to provide
reasonable assurance as to the integrity and reliability of the
financial statements in terms of IFRS and to adequately
safeguard, verify and maintain accountability for group assets.
Accounting policies supported by judgements, estimates and
assumptions which comply with IFRS, are applied on a consistent
and going concern basis. Systems and controls include the
proper delegation of responsibilities within a clearly defined
framework, effective accounting procedures and adequate
segregation of duties.
Systems and controls are monitored throughout the group.
Greater detail of such, including the operation of the internal
audit function, is provided in the corporate governance section
of this report starting on page 28 and the risk management
section of this report starting on page 98.

Based on the information and explanations given by
management and the internal auditors, the directors are of the
opinion that the accounting controls are adequate and that the
financial records may be relied upon for preparing the financial
statements in accordance with IFRS and maintaining
accountability for the group's assets and liabilities. Nothing has
come to the attention of the directors to indicate that any
breakdown in the functioning of these controls, resulting in
material loss to the group, has occurred during the year and up
to the date of this report.
The directors have a reasonable expectation that the company
and the group have adequate resources to continue in
operational existence for the foreseeable future. For this reason,
they continue to adopt the going concern basis in preparing the
financial statements.
The company and group financial statements prepared in
accordance with IFRS which appear on pages 164 to 292, were
approved by the board of directors on 4 March 2008 and signed
on its behalf by

Derek Cooper
Chairman

Jacko Maree
Chief executive

Group secretary’s certification
Compliance with the Companies Act 61, of
1973
In terms of the Companies Act of South Africa (the Act), and for
the year ended 31 December 2007, I certify that Standard Bank
Group Limited has lodged all returns required by the Act with the
Registrar of Companies and that all such returns are true, correct
and up to date.

Loren Wulfsohn
Group secretary
4 March 2008
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Directors’ report
for the year ended 31 December 2007

Principal activities
Standard Bank Group Limited is the holding company for the interests of the Standard Bank Group.

Group results
A general review of the business and operations of major subsidiaries is given in the chairman and chief executive’s review and
operational reviews commencing on pages 18 and 62 respectively.
A financial review of the results of the Standard Bank Group for the year is given on pages 72 to 87.

Property and equipment
There was no change in the nature of the fixed assets of the group or in the policy regarding their use during the year.

Share capital
Ordinary shares
During the year, 9 964 092 ordinary shares (2006: 11 555 280 ordinary shares) were issued in terms of equity compensation plans.
No shares were repurchased and cancelled during 2007 (2006: 1 305 000 shares).

Non-redeemable, non-cumulative, non-participating preference shares (second preference shares)
No second preference shares were issued during the year (2006: 22 982 248).

Directors’ interest in shares
At the date of this report, the directors held, directly and indirectly, interests in the company’s ordinary issued share capital as reflected
in the table below:

Ordinary shares
Director

Direct beneficial1
20072
2006

Indirect beneficial1
20072
2006

DDB Band
E Bradley
TS Gcabashe3
DA Hawton
SJ Macozoma4
JH Maree
RP Menell5
Adv KD Moroka3
AC Nissen3
MC Ramaphosa6
MJD Ruck
EM Woods

11 037
–
–
10 646
–
174 000
–
492
–
2 218
249 972
41 322

11 017
–
–
11 977
–
174 001
–
554
–
2 495
320 000
32 487

–
222 819
111 112
–
4 290 349
–
1 333
111 112
111 112
6 313 819
–
–

–
250 662
125 000
–
4 826 582
–
–
125 000
125 000
5 775 810
–
–

Total

489 687

552 531

11 161 656

11 228 054

1

As per Listing Requirements of the JSE Limited.
Includes shareholdings to 4 March 2008.
3
Includes an allocation of 125 000 shares (post ICBC transaction: 111 112) in terms of the Tutuwa Management Trust – special conditions apply for
qualifying black non-executive directors.
4
SJ Macozoma has a 20% interest in Safika Holdings (Proprietary) Limited (Safika) which acquired 24 132 911 shares (post ICBC transaction:
21 451 745 shares) in terms of the Tutuwa initiative.
5
RP Menell holds contracts for difference over 3 645 Standard Bank ordinary shares.
6
MC Ramaphosa has a 44,15% interest in Shanduka Group (Proprietary) Limited (Shanduka) which acquired 16 088 608 shares (post ICBC transaction:
14 301 164 shares) in terms of the Tutuwa initiative.
2

No directors, other than those disclosed above, have direct or indirect beneficial ordinary shareholdings.
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Second preference shares
Direct beneficial1
20072
2006

Director
DDB Band
E Bradley
TS Gcabashe
DA Hawton
SJ Macozoma
JH Maree
RP Menell
Adv KD Moroka
MJD Ruck
Total

Indirect beneficial1
20072
2006

30 919
–
–
2 300
1 140
10 331
4 386
1 000
93 682

30 919
–
863
2 300
1 140
10 331
4 386
1 000
93 682

–
27 875
–
–
–
–
–
–
–

–
27 875
–
–
–
–
–
–
–

143 758

144 621

27 875

27 875

1

As per Listing Requirements of the JSE Limited.
Includes shareholdings to 4 March 2008.

2

No directors, other than those disclosed above, have direct or indirect beneficial preference shareholdings.
No director owns more than 1% of the total issued share capital of the company. The company has not been informed of any changes
in these holdings at the date of this report.

Equity compensation plans
Information on options granted to executive directors under the equity compensation plans is given in the remuneration report on
page 45. Details of options granted to all employees under equity compensation plans are given in Annexure D starting on page 287.

Directors’ emoluments
Directors’ emoluments are disclosed on page 248. Information relating to the determination of directors’ emoluments, share option
allocations and related matters is contained in the remuneration report commencing on page 37.

Shareholder analysis
The analysis of ordinary shareholders is given on page 296.
Shareholders at the close of the financial year, holding beneficial interests in excess of 5% of the issued share capital, determined from
the share register and investigations conducted on our behalf, were as follows:
Ordinary shares
Public Investment Corporation
Old Mutual Group
6,5% preference shares

% held
14,72
5,25
% held

Old Sillery (Pty) Limited
Boestra, G
Joubert, GR
Van Tonder, JW

9,12
7,52
5,17
5,05

Second preference shares
No shareholders beneficially held in excess of 5%.

Distributions to ordinary shareholders
Interim
On 14 August 2007, an interim distribution of 181,0 cents per share (2006: 144,0 cents), comprising 100,0 cents out of
share premium and 81,0 cents out of distributable reserves, was declared to shareholders recorded at the close of business on
14 September 2007, and paid on 17 September 2007.

Final
On 4 March 2008, a final dividend of 205,0 cents per share (2006: 176,0 cents) was declared to shareholders recorded at the close
of business on 11 April 2008, to be paid on 14 April 2008.
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Dividends to preference shareholders
6,5% first cumulative preference shares
Interim
On 14 August 2007, a dividend of 3,25 cents per share (2006: 3,25 cents) was declared to shareholders recorded at the close of
business on 7 September 2007, and paid on 10 September 2007.
Final
On 4 March 2008, a dividend of 3,25 cents per share (2006: 3,25 cents) was declared to shareholders recorded at the close of
business on 4 April 2008, to be paid on 7 April 2008.

Second preference shares
Interim
On 14 August 2007, a dividend of 436,09 cents per share (2006: 366,12 cents) was declared to shareholders recorded at the close
of business on 7 September 2007, and paid on 10 September 2007.
Final
On 4 March 2008, a dividend of 482,03 cents per share (2006: 412,31 cents) was declared to shareholders recorded at the close of
business on 4 April 2008, to be paid on 7 April 2008.

Directorate
The directorate is listed on page 294.
The following changes in directorate have taken place since the last annual report:

Standard Bank Group Limited
Appointments
KP Kalyan
SJ Macozoma

as director
as deputy chairman

28 December 2007
30 November 2007

Resignations
Dr MA Ramphele

as director

17 May 2007

The Standard Bank of South Africa Limited
Appointments
KP Kalyan

as director

28 December 2007

Resignations
Dr MA Ramphele

as director

17 May 2007

as director

14 February 2008

Standard Bank Plc
Appointments
JK Knott
Deceased
TR Smeeton
Resignations
BA Ursell
TG Wheeler

12 September 2007
as director
as director

27 August 2007
13 April 2007

Appointments
SJ Macozoma
TDA Ross

as chairman
as director

31 December 2007
1 June 2007

Resignations
DE Cooper
MJ Shaw

as director and chairman
as director

31 December 2007
31 December 2007

Liberty Group Limited
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Group secretary and registered office
The group secretary is Loren Wulfsohn. The address of the group secretary is that of the registered office, 9th floor, Standard Bank
Centre, 5 Simmonds Street, Johannesburg 2001.

Restructuring and acquisitions during the year
Stanlib restructure
Following an approach by the Liberty Group Limited (Liberty) board of directors, Standard Bank Group Limited disposed of its
investment in Stanlib (37,4%) to its subsidiary, Liberty, effective 29 January 2007. Liberty also acquired the remaining shareholding
of 25,2% from Quantum Leap Investments 740 (Proprietary) Limited (Quantum Leap). Liberty’s investment in Stanlib increased from
37,4% to 100% as a result of the transaction.
Liberty financed the acquisition through a new issue of shares and a cash payment, as follows:

• 7 246 005 ordinary shares were issued to Standard Bank Group Limited and a cash payment of R384 million; and
• 2 486 577 ordinary shares were issued to Quantum Leap and a cash payment of R441 million.
The restructuring resulted in a reduction in Standard Bank Group’s effective interest in Stanlib from 48,8% to 31,9% and an increase
in the effective interest in Liberty from 30,4% to 31,9% at the date of the transaction.

Stanbic Bank Uganda Limited
On 25 January 2007, Standard Bank Uganda listed on the Ugandan Stock Exchange. A billion shares, representing 10% of Stanbic Bank
Uganda, were issued at 70 Ugandan shillings. 99% of these shares have been taken up by Ugandans. The listing was the largest
corporate listing ever in the history of Uganda and was oversubscribed by 200%.

BankBoston Argentina
Standard Bank Argentina purchased certain assets and liabilities from BankBoston Argentina with effect from 1 April 2007. Corporate
& Investment Banking’s existing operations in Argentina were integrated into those of BankBoston Argentina. Standard Bank Group
owns 76,7% of the entity, with the remaining 23,3% owned by a consortium. The bank is a universal bank, servicing both retail and
corporate customers.

IBTC Chartered Bank Plc
On 24 September 2007, Standard Bank acquired a controlling interest in IBTC Chartered Bank (IBTC). IBTC is listed on the Nigerian
Stock Exchange. The transaction has given Standard Bank a significant presence in the Nigerian market and is expected to create one
of the leading banks in Nigeria with a significant asset base offering an extensive range of financial services and products.
In terms of the transaction, 6,25 billion shares, representing 33,3% of IBTC, were issued to Stanbic Africa Holdings Limited (SAHL) by
IBTC as compensation for acquiring 100% of the issued capital of Stanbic Bank Nigeria Limited.
The tender offer by SAHL, a wholly-owned subsidiary of Standard Bank, to acquire additional shares in IBTC received final approval from
the regulatory authorities on 24 September 2007 and 3,14 billion shares were tendered by IBTC shareholders, amounting to
N50,3 billion (R2,8 billion) at a tender offer price of N16 per IBTC share. In terms of the tender offer, SAHL acquired the necessary
shares required to achieve 50,1% shareholding in the enlarged IBTC.

Dundas Ünlü Menkul Degerler A.S. (Turkey)
On 1 September 2007, Standard Bank acquired 61% of Dundas Ünlü Menkul Degerler A.S. and will expand its operations in the Turkish
market under the new name of Standard Ünlü. The Turkish market represents a key strategic priority growth area for Standard Bank and
the bank will be associated with one of the most successful companies in Turkey.

Management by third parties
None of the businesses of the company or its subsidiaries had, during the financial year, been managed by a third party or a company in
which a director had an interest. A company in which Doug Band, a director of the group, has a beneficial interest, provided consulting and
certain management services to the capital investment division of Standard Bank for a five year period until 31 December 2004. In terms
of the agreement, in future years, he will receive a percentage of the proceeds from the sale of equity-related investments undertaken
during the term of the above management services agreement. Further details can be found in the directors’ emoluments disclosure on
page 43.

Subsidiaries, associates and joint ventures
The interests in subsidiary, associated and joint venture companies, where considered material in the light of the group’s financial
position and results, are set out in Annexure B on page 280 and Annexure C on page 284 respectively.
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for the year ended 31 December 2007

Special resolutions during the year
Group companies passed the following special resolutions during the year for the purposes indicated:

Amendments to memorandum and articles of association
In its entirety:

• ZAO Standard Bank (Russia).
• Standard Fund Administrators Jersey Limited.
• Triskelion Trust Company Limited.
• Liberty Private Fund Administrators.
• Stanbic Africa Holdings Limited.
Increase in the authorised share capital:

• Standard Bank Namibia Unit Trust Management Company Limited.
• IBTC Chartered Bank Plc.
• Standard Lesotho Bank Limited.
• Stanbic Africa Holdings Limited.
Other
Bank Group Limited passed a special resolution amending the articles of association to extend the age at which a director of the
• Standard
company who has less than five years’ service as a director when he reaches the age of 70 may, if the board determines, complete five
years’ service in office before retiring from such office.
Hotels Property Holdings Share Block Limited passed special resolutions reducing its share capital and amending its articles of
• Cape
association authorising the company to make payments to shareholders in terms of section 90 of the Companies Act.
Solutions at Capital Alliance (Proprietary) Limited passed a special resolution amending its articles of association authorising the
• Group
company to make payments to shareholders in terms of section 90 of the Companies Act.

Authorise the acquisition of shares by the company or a subsidiary

• Standard Bank Group Limited.
• Liberty Holdings Limited.
• Liberty Group Limited.
Name changes

• Standard Bank Fleet Management (Proprietary) Limited from RZT ZEPLY 5109 (Pty) Limited.
• Standard Bank Limited (Malawi) from Stanbic Bank Limited (Malawi).
• IBTC Chartered Bank Plc to Stanbic IBTC Bank Plc (effective 2008).
Mergers
resolutions passed by both IBTC Chartered Bank Plc and Stanbic Bank Nigeria Limited approving the merger between the two
• Special
entities.

Other

• SBIC Investments S.A. (Luxembourg) passed a special resolution to subscribe for additional equity in ZAO Standard Bank.
• Standard Bank Group Limited passed a special resolution authorising the company to conduct meetings and voting by electronic means.
• Liberty Holdings Limited passed a special resolution authorising the company to conduct meetings and voting by electronic means.
• Liberty Group Limited passed a special resolution authorising the company to conduct meetings and voting by electronic means.
Bank Kenya Limited passed a special resolution to transfer all the issued share capital held by Stanbic Africa Holdings Limited
• Stanbic
to CFC Bank Limited.
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Contracts
Saki Macozoma, a director and deputy chairman of the company, has a shareholding of 20% in Safika which is a member of three
different consortia that were party to the Andisa Capital and the Tutuwa transactions. Safika holds effective interests of 55% in Andisa
Capital, 2,14% in Liberty Group and 1,77% (post ICBC transaction: 1,41%) in Standard Bank Group. The group has an effective interest
of 16,5% in Safika.
Cyril Ramaphosa, a director of the company, has a 44,15% shareholding in Shanduka, which is a member of the Tutuwa consortium.
Shanduka holds an effective interest of 1,48% in Liberty Group and 1,17% (post ICBC transaction: 0,94%) in Standard Bank Group.
The group holds an effective interest of 15,3% in Shanduka.
In February 2007 Standard Bank Group acquired 25,1% of the issued share capital of Sankofa Trust (Proprietary) Limited. The balance
of the shares in this company are held by trusts controlled by SE Jonah KBE, a director of the group, the Jonah family and the company
management.

Insurance
The group protects itself against loss by maintaining banker’s comprehensive crime and professional indemnity cover.

Events subsequent to balance sheet date
ICBC
In October 2007 Standard Bank entered into a major strategic partnership with ICBC, which resulted in ICBC becoming a 20%
shareholder in the Standard Bank Group. Together with ICBC, Standard Bank hopes to lay foundations for significant expansion in Africa,
and to position the group favourably in relation to the substantial and growing trade and investment flows between the People’s
Republic of China and Africa.
ICBC is the People’s Republic of China’s leading commercial bank, with a market capitalisation of approximately USD339 billion at
31 December 2007. It is listed on the Hong Kong and Shanghai stock exchanges, has over 16 000 branches in China and nearly
100 branches elsewhere in the world, as well as 2,5 million corporate banking clients and 200 million personal banking customers.
The acquisition of a 20% stake in the group was concluded through the following transactions:
2008 of new shares for cash to ICBC representing 11,11% of the group’s existing share capital (or 10% post
• ansuchissueissue)on at3 March
a subscription price per share of R104,58; and
scheme of arrangement in terms of section 311 of the Companies Act whereby ICBC acquired on 3 March 2008, from existing
• ashareholders,
a further 11,11% of the aggregate issued ordinary share capital of the Standard Bank Group prior to the issue (or 10%
post such issue), at a price per share of R136,00.
The subscription price of R104,58 represents the 30-trading-day volume weighted average price for Standard Bank Group prior to
23 October 2007, being the date on which Standard Bank issued its cautionary announcement in relation to the transaction. The
scheme price per share of R136,00 represents a 30% premium over the subscription price.
Approval was granted by the South African Registrar of Banks prior to the announcement of the transaction on 25 October 2007, for
a maximum shareholding by ICBC of 20,5%. Standard Bank Group shareholders present in person or by proxy approved both parts of
the transaction at general and scheme meetings held on 3 December 2007. Early in 2008, the China Banking Regulatory Commission
granted regulatory approval for the transaction.
The formation of the partnership with ICBC resulted in a R36,7 billion equity investment in Standard Bank, the largest foreign direct
investment into South Africa to date. Of this amount, Standard Bank received R15,9 billion in new core equity capital and existing shareholders
received R20,8 billion.
The transaction increased the foreign ownership of Standard Bank to approximately 40%, leaving the group still majority South African owned.
ICBC have the right to nominate two non-executive members to the Standard Bank Group board of directors, with one of the nonexecutive directors being nominated as deputy chairman. This right will exist provided ICBC holds more than 12% of Standard Bank
Group’s issued ordinary share capital. In addition, ICBC will have rights to participate in issues of ordinary shares and convertible
securities other than issues in respect of share incentive schemes and mergers and acquisitions. This right will fall away should ICBC sell
more than 25% of the Standard Bank Group ordinary shares acquired by it as a consequence of the transaction, or if ICBC’s holding of
ordinary shares falls below 5% of Standard Bank Group’s issued ordinary share capital. An increase in ICBC’s shareholding above the
20,5% limit specified by the Registrar of Banks will require the prior approval of Standard Bank Group’s board of directors.
ICBC will have certain obligations to notify and cooperate with Standard Bank Group in respect of disposals of its ordinary shares in the group.

Acquisition of CFC Bank in Kenya
The group has concluded an agreement with CFC Bank to dispose of its shareholding in Stanbic Bank Kenya to CFC Bank in exchange for a
41,4% share in the merged bank, and to simultaneously acquire further shares worth approximately USD90 million to ensure a controlling
interest of 60% therein. This transaction is still subject to regulatory approvals and is unlikely to have a significant impact on group results. If
approved, it will expand the group’s African network and create a stronger presence in East Africa.
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Balance sheet
at 31 December 2007

Group
Note

2007
Rm

20061
Rm

Cash and balances with central banks
Derivative assets
Trading assets
Pledged assets
Financial investments
Loans and advances

3
4
5
6
7
8

20 618
118 343
78 655
7 589
245 352
646 781

14 343
100 832
79 344
7 782
216 217
502 519

Loans and advances to banks
Loans and advances to customers

8
8

98 631
548 150

89 785
412 734

9
10
10
11
12
13
14

14 937
625
484
22 516
12 293
6 666
7 216

13 200
464
579
16 975
8 584
2 374
5 242

1 182 075

968 455

Equity

68 436

54 708

Equity attributable to ordinary shareholders

53 671

42 916

Assets

Investment property
Current taxation asset
Deferred taxation asset
Other assets
Interest in associates and joint ventures
Goodwill and other intangible assets
Property and equipment
Total assets

Equity and liabilities

Ordinary share capital
Ordinary share premium
Reserves

15
15

137
1 231
52 303

136
2 303
40 477

Preference share capital and premium
Minority interest

15

5 503
9 262

5 503
6 289

1 113 639

913 747

Liabilities
Derivative liabilities
Trading liabilities
Deposit and current accounts

4
17
18

120 046
33 730
705 843

103 122
36 790
545 164

Deposits from banks
Deposits from customers

18
18

72 372
633 471

51 093
494 071

Current taxation liability
Deferred taxation liability
Other liabilities
Policyholders’ liabilities
Subordinated debt

19
19
20
21
22

3 068
6 581
37 266
186 137
20 968

1 528
6 352
34 323
168 898
17 570

1 182 075

968 455

Total equity and liabilities
1

2006 figures restated, refer to Annexure A – restatements.
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Income statement
for the year ended 31 December 2007

Group
2007
Rm

20061
Rm

Income from banking activities

47 296

35 819

Net interest income

22 549

16 654

63 541
40 992

46 567
29 913

Non-interest revenue

24 747

19 165

Net fee and commission revenue

14 511

11 825

Note

Interest income
Interest expense

26.1
26.2

Fee and commission revenue
Fee and commission expense

26.3
26.4

16 538
2 027

13 398
1 573

Trading revenue
Other revenue

26.5
26.6

7 216
3 020

4 852
2 488

49 834

59 344

23 016
24 976
1 842

20 066
37 568
1 710

97 130
4 590
37 153

95 163
2 733
47 896

30 683
6 281
189

38 140
8 276
1 480

55 387
24 706

44 534
19 105

14 488
10 218

11 001
8 104

7 423

6 486

Income from investment management and life insurance activities
Net insurance premiums
Investment income and gains
Management and service fee income
Total income
Credit impairment charges
Benefits due to policyholders
Net insurance benefits and claims
Fair value adjustment to policyholders’ liabilities under investment contracts
Fair value adjustment on third party fund interests

26.7
26.8

26.9
26.10

Income after credit impairment charges and policyholders’ benefits
Operating expenses in banking activities
Staff costs
Other operating expenses

26.11
26.13

Operating expenses in investment management and life insurance activities
Acquisition costs – insurance and investment contracts
Other operating expenses

26.12
26.13

2 894
4 529

2 413
4 073

Net income before goodwill
Goodwill (gain)/impairment

26.14

23 258
(376)

18 943
15

12

23 634
355

18 928
275

Net income before indirect taxation
Indirect taxation

28.1

23 989
1 185

19 203
841

Profit before direct taxation
Direct taxation

28.2

22 804
6 232

18 362
5 852

Profit for the year

16 572

12 510

Attributable to minorities
Attributable to equity holders of the parent

2 471
14 101

1 723
10 787

Attributable to preference shareholders
Attributable to ordinary shareholders

450
13 651

269
10 518

1 109,0
1 044,1
386,0

864,5
820,1
320,0

Net income before associates and joint ventures
Share of profit from associates and joint ventures

Basic earnings per share (cents)
Diluted earnings per share (cents)
Distributions per share (cents)

30
30
31

1

2006 figures restated, refer to Annexure A – restatements.
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Statement of changes in equity
for the year ended 31 December 2007

Ordinary
share
capital
and
premium
Rm

Empowerment
reserve
Rm

Foreign
currency
translation
reserve
Rm

Foreign
currency
hedge of net
investment
reserve
Rm

Statutory
credit
risk
reserve1
Rm

Balance at 1 January 2006 as previously reported
Change in accounting policy (note 34)

2 242

(4 246)

(321)

(73)

26

Restated balance at 1 January 2006
Total recognised income for the year

2 242

(4 246)

(321)
1 914

(73)
259

26
58

1 914

259

58

1 914

259

Profit for the year
Items accounted for directly in reserves
Currency translation movement and hedging
Increase in statutory credit risk reserve
Fair value adjustments
Realised fair value adjustments transferred to the income statement
Change in shareholding of subsidiaries
Equity-settled share-based payment transactions
Other
Issue of share capital and share premium
Net decrease/(increase) in treasury shares
Share issue and repurchase costs
Net dividends paid

58

299
(102)
30

Dividends paid to equity holders
Dividends received from Tutuwa initiative and policyholders’
deemed treasury shares

30

Balance at 31 December 2006

2 439

(4 216)

1 593

186

84

Balance at 1 January 2007
Total recognised (expense)/income for the year

2 439

(4 216)
(19)

1 593
(92)

186
247

84
92

(19)

(92)

247

92

(92)

247

Profit for the year
Items accounted for directly in reserves
Currency translation movement and hedging
Increase in statutory credit risk reserve
Fair value adjustments
Realised fair value adjustments transferred to the income statement
Change in shareholding of subsidiaries
Equity-settled share-based payment transactions
Other
Issue of share capital and share premium
Net decrease/(increase) in treasury shares
Net distributions paid
Distributions paid to equity holders
Distributions received from Tutuwa initiative and policyholders’
deemed treasury shares
Balance at 31 December 2007
1

92

(19)

300
1 000
(1 371)
(1 371)

1 368

The statutory credit risk reserve relates to reserving requirements required within African countries.
All balances are stated net of applicable tax.
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(3 235)

1 501

433

176

Cash flow
hedging
reserve
Rm

Availablefor-sale
revaluation
reserve
Rm

Treasury
shares
Rm

Sharebased
payment
reserve
Rm

Revaluation
and
other
reserves
Rm

(83)

162

(525)

253

(83)
112

162
602

(525)

112

602

Retained
earnings
Rm

298

35 198
(276)

32 931
(276)

253
185

298
9

34 922
10 334

185

9

10 518
(184)

9

8

Total
equity
Rm

2 991

5 770
(126)

41 692
(402)

32 655
13 473

2 991
269

5 644
1 478

41 290
15 220

10 518
2 955

269

1 723
(245)

12 510
2 710

10

2 183
–
965
(251)
(448)
225
36

(133)
5
2

138

299
44

(3 585)

(3 555)

(6)
(269)

(1 380)

2 874
534
(6)
(5 204)

(3 928)

(3 928)

(269)

(1 597)

(5 794)

343

373

217

590

787
(185)
185

Minority
interest
Rm

2 173
–
965
(251)
(133)
190
11

(58)
178
(66)

Preference
share
capital
and
premium
Rm

Ordinary
shareholders’
equity
Rm

(315)
35
25
2 518

57
490

29

764

(517)

438

307

41 809

42 916

5 503

6 289

54 708

29
(159)

764
(264)

(517)

438
217

307
28

41 809
14 243

42 916
14 293

5 503
450

6 289
3 896

54 708
18 639

(264)

217

28

13 651
592

13 651
642

450

(159)

2 471
1 425

16 572
2 067

(92)
(72)
(87)

266
(530)
684
217
28

(443)

(130)

500

(960)

655

335

155
–
194
(617)
665
217
28

69
(3 093)

300
626
(4 464)

(3 519)

(4 890)

426

426

53 028

53 671

(52)

1 384
36
57

103
–
194
(617)
2 049
253
85

(450)

73
(455)
(541)

373
171
(5 455)

(450)

(711)

(6 051)

5 503

170

596

9 262

68 436
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Cash flow statement
for the year ended 31 December 2007

Group
Note

2007
Rm

20061
Rm

Net cash flows from operating activities

32.1

32 694

23 763

Cash receipts from customers
Cash paid to customers, employees and suppliers
Dividends received

32.2
32.3
32.4

93 851
(65 573)
4 416

98 518
(78 724)
3 969

(10 215)

(8 872)

Net cash flows used in operating funds
Increase in income-earning assets
Increase in deposits and other liabilities

32.5
32.6

(154 816)
144 601

(151 865)
142 993

Direct taxation paid

32.7

(4 741)

(5 176)

(14 001)

(13 511)

(442)
(2 155)
(818)
92
107
16
(6 666)
–
(3 190)
(383)
(562)

(341)
(1 433)
(570)
103
163
617
(12 915)
1 321
–
(267)
(189)

Net cash flows (used in)/from financing activities

(1 115)

2 187

Proceeds from issue of share capital to shareholders
Equity transactions with minorities and share buy-backs
Proceeds from external funding of Tutuwa
Increase in subordinated debt
Distributions paid

300
(653)
1 000
3 693
(5 455)

2 811
(102)
–
4 682
(5 204)

Net cash flows used in investing activities
Capital expenditure on – property
– equipment, furniture and vehicles
– intangible assets
Proceeds from sale of – property
– equipment, furniture and vehicles
Net sale of investment property
Net increase in investments by insurance operations
Proceeds from sale of subsidiaries
Cash paid on acquisition of subsidiaries
Increase of investment in existing subsidiaries
Investment in associates and joint ventures

32.8

32.9

Effects of exchange rate changes on cash and cash equivalents
Net increase in cash and cash equivalents
Cash and cash equivalents at beginning of the year
Cash acquired through business acquisitions
Cash and cash equivalents at end of the year
1

268

3 316

32.8

2 890
14 343
3 385

1 707
12 636
–

32.10

20 618

14 343

The 2006 cash flow statement has been restated for the consequences of the reclassifications set out in Annexure A – restatements.
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Accounting policies

The principal accounting policies applied in the presentation of
the financial statements are set out below.

1.

Basis of preparation
These consolidated financial statements are prepared in
accordance with, and comply with International Financial
Reporting Standards (IFRS) and the South African
Companies Act. The consolidated financial statements are
prepared in accordance with the going concern principle
under the historical cost basis as modified by the
revaluation of financial instruments classified as availablefor-sale, financial assets and liabilities held at fair value
through profit or loss, investment property, liabilities for
cash-settled share-based payment arrangements and
interests in mutual funds.
The group has made the following accounting policy
elections in terms of IFRS, with reference to the detailed
accounting policies shown in brackets:
with minority shareholders are treated as
• transactions
transactions with equity owners and accounted for
directly in equity (accounting policy 2);
or sale of financial assets are recognised and
• purchase
derecognised using trade date accounting (accounting
policy 5);
property are accounted for using the fair
• investment
value model (accounting policy 6);
controlled entities is accounted for using the
• jointly
equity method (accounting policy 7);
fund investments held by investment-linked
• mutual
insurance funds, that do not meet the definition of a
subsidiary, are designated on initial recognition as at
fair value through profit or loss (accounting policy 7);
and equipment are accounted for using the
• property
cost model (accounting policy 9); and
actuarial gains or losses on post• unrecognised
retirement benefits are recognised over a period not
exceeding the expected average remaining working
life of active employees (accounting policy 13).
The accounting policies are consistent with those adopted
in the previous year, except for the following:

Adoption of new standards and interpretations
effective for the current financial year

7 Financial Instruments: Disclosures (including
• IFRS
amendments to IAS 1 Presentation of Financial

• IFRIC 8 Scope of IFRS 2
Accounting for Black Economic Empowerment
• AC(BEE)503Transactions
• IFRIC 9 Reassessment of Embedded Derivatives
• IFRIC 10 Interim Financial Reporting and Impairment
The group has adopted IFRS 7 and the amendments to
IAS 1 with effect from 1 January 2007. This has resulted
in increased disclosure relating to financial instruments,
but has had no impact on the reported profits or financial
position of the group. In accordance with the transitional
requirements of the standards, the group has provided full
comparative information.
In addition to the notes to the annual financial statements,
disclosures under IFRS 7 relating to the nature and extent
of risks may be found in the risk management section on
pages 98 to 160. IFRS 7 information included in the risk
management section has been audited as indicated.
Additional risk information not indicated as audited has
not been audited.
On 1 January 2007, the group adopted IFRIC 7, IFRIC 8,
AC 503, IFRIC 9 and IFRIC 10. The application of these
interpretations has not had a significant effect on the
2007 results, nor has it required any restatement of prior
period results.

Early adoption of standards and interpretations
IFRS 8 Operating Segments
The group has chosen to early adopt IFRS 8 in 2007. This
standard is effective for annual periods beginning on or
after 1 January 2009, with early adoption permitted.
IFRS 8 replaces IAS 14 Segment Reporting. This standard
requires an entity to adopt the “management approach”
when reporting on the financial performance of its
operating segments. The reporting is based on the
information that management uses internally for
evaluating segment performance and when deciding how
to allocate resources to operating segments. This standard
has been early adopted to provide users of the financial
statements with financial information on segments that is
more relevant for decision making and in accordance with
internal reporting of the information to management. The
standard has no impact on the results of the group but has
impacted the format of disclosure and measurement of
the results of reportable segments for the current and
comparative period. Refer to accounting policy 20 for the
detailed policy relating to segment reporting.

Statements: Capital Disclosures)
7 Applying the Restatement Approach under
• IFRIC
IAS 29 Financial Reporting in Hyperinflationary
Economies

IFRIC 11 IFRS 2 Group and Treasury Share Transactions
The group has early adopted IFRIC 11, which is effective
for annual periods beginning on or after 1 March 2007.
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Accounting policies

continued

minority shareholders and note 34 to the financial
statements for the accounting consequences of the
change in accounting policy.

The interpretation provides guidance on applying
IFRS 2 Share-based Payment to share-based payment
arrangements in three circumstances:
payment transactions in which an entity
• share-based
receives goods or services as consideration for its own

Measurement of certain insurance contracts
Investment guarantees
The revised Professional Guidance Note 110 was issued
by the Actuarial Society of South Africa effective for
valuation dates on or after 31 December 2007. As a
result, the group has moved from a stochastic model that
projects investment returns for various asset classes
according to the estimated probability distribution based
on historical observations and future expectations
(referred to as a real-world model) to one that reproduces
the market prices of tradeable assets as closely as possible
(referred to as a market-consistent stochastic model). The
new model will more accurately reflect fair value. The
cumulative effect at 1 January 2006 is not provided as it
is not practicable as a result of data not being collected in
a way that permits retrospective application of the new
policy. The change in accounting policy is applied
prospectively and the accounting consequences of the
change in accounting policy are provided in note 34 to the
financial statements.

equity instruments shall be accounted for as equitysettled regardless of whether the entity purchases its
own equity instruments from another party to settle its
obligation;
a parent grants rights to its equity instruments to
• when
the employees of its subsidiary and the transaction is
accounted for as equity-settled in the consolidated
financial statements, then the transaction shall be
accounted for as an equity-settled share-based
payment transaction by the subsidiary. The subsidiary
shall measure the services received using the
requirements of IFRS 2, and shall recognise a
corresponding increase in equity as a contribution from
the parent; and
a subsidiary grants rights to equity instruments
• when
of its parent to its employees, the subsidiary shall
account for the transaction with its employees as a
cash-settled share-based payment even though the
transaction is equity-settled from a group perspective.

Changes to existing insurance liability valuation
models
Certain modelling valuation changes in respect of
insurance contracts have influenced expected cash flows
and ultimately liability determined values, as well as
timing of profit recognition on the individual insurance
policies. The change in accounting policy is applied
prospectively. Refer to note 34 to the financial statements
for the accounting consequences of the change in
accounting policy.

The group’s previous accounting treatment complies with
this interpretation and it has therefore not impacted the
group’s results or position. Refer to accounting policy 18
for the detailed policy relating to equity linked
transactions.

Changes in accounting policies
The group changed its accounting policies relating to:
Transactions with minority shareholders
These transactions relate to where the group purchases an
additional interest from minority shareholders or sells a
portion of its interest to minority shareholders, while the
group controls the entities both before and after the
transaction. Any excess of the purchase consideration over
the group’s proportionate share of the additional net asset
value of a subsidiary acquired is now accounted for directly
in retained earnings. Previously, the group accounted for
the excess as goodwill. Any profit or loss on the partial
disposal of the group’s interest in a subsidiary is also
accounted for directly in retained earnings. Previously, the
group accounted for the profit or loss on partial disposal in
the income statement. This change in accounting policy is
considered appropriate as it results in transactions with
minority shareholders, which are presented as equity
holders, being accounted for in the statement of changes
in equity and not in the income statement. The policy has
been applied retrospectively. Refer to accounting policy 2
for the detailed policy relating to transactions with
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2.

Basis of consolidation
Subsidiaries
The financial statements of subsidiaries are consolidated
from the date on which the group acquires effective
control, up to the date that such effective control ceases.
For this purpose, subsidiaries are entities over which the
group, directly or indirectly, has the power to govern the
financial and operating policies to obtain the benefits from
its activities. The existence and effect of potential voting
rights that are currently exercisable or convertible are
considered when assessing whether the group controls
another entity.
The purchase method of accounting is used to account for
the acquisition of subsidiaries by the group. The cost of an
acquisition is measured as the fair value of the assets
given, equity instruments issued and liabilities incurred or
assumed at the date of exchange, plus costs directly
attributable to the acquisition. Identifiable assets acquired

and liabilities and contingent liabilities assumed in a
business combination are measured initially at their fair
values at the acquisition date, irrespective of the extent of
any minority interest. The excess of the cost of an
acquisition over the group’s share of the fair value of
identifiable net assets acquired is recorded as goodwill
and accounted for in terms of accounting policy 8. If the
cost of the acquisition is less than the fair value of the net
assets of the subsidiary acquired, the difference, referred
to as negative goodwill, is recognised directly in the
income statement.
Inter-company transactions, balances and unrealised gains
and losses within banking and investment management
and life insurance activities are eliminated on
consolidation. Unrealised losses are eliminated in the
same manner as unrealised gains, but only to the extent
that there is no evidence of impairment. Equity
instruments of group entities held by subsidiaries are
classified as treasury shares and accounted for in terms of
accounting policy 17.
Accounting policies of subsidiaries conform to the policies
adopted by the group for its banking and investment
management and life insurance activities.

the profit or loss on partial disposal of the group’s interest
in a subsidiary is also accounted for directly in equity.

3.

Foreign currency translations
Functional and presentation currency
Items included in the financial statements of each of the
group’s entities are measured using the currency of the
primary economic environment in which the entity
operates (functional currency). Standard Bank Group’s
company functional and group consolidated presentation
currency is rands and all amounts, unless otherwise
indicated, are stated in millions of rands (Rm).

Group companies
The results and financial position of all foreign operations
(excluding those in hyperinflationary economies) that
have a functional currency different from the group’s
presentation currency are translated into the presentation
currency as follows:
and liabilities are translated at the closing rate
• assets
on the balance sheet date; and
and expenses are translated at average
• income
exchange rates for the year, to the extent that such
average rates approximate actual rates.

Investments in subsidiaries are accounted for at cost less
impairment losses in the company accounts. The carrying
amounts of these investments are reviewed annually and
written down for impairment where considered necessary.

Special purpose entities
Special purpose entities are entities created to accomplish
a narrow and well-defined objective such as the
securitisation of financial assets. These entities may take
different legal forms. A special purpose entity, including a
securitisation vehicle, is consolidated when the substance
of the relationship between the group and the special
purpose entity indicates that the group effectively
controls the entity.

Mutual funds
Mutual funds that are controlled by the group, including
those in which the group has more than 50% economic
interest resulting in effective control, are consolidated.

Transactions with minority shareholders
The group applies a policy of treating transactions with
minority shareholders that do not result in the gain or loss
of control, as transactions with equity owners of the
group. For purchases of additional interests from minority
shareholders, the excess of the purchase consideration
over the group’s proportionate share of the additional net
asset value of the subsidiary acquired is accounted for
directly in equity. For disposals to minority shareholders,

On consolidation, exchange differences arising from the
translation of the net investment in foreign operations are
accounted for directly in a separate component of equity.
On the partial disposal of a foreign operation, a
proportionate share of the balance of the foreign currency
translation reserve is transferred to the same reserve in
which the profit or loss on partial disposal is recognised,
i.e. this transfer is made directly to retained earnings. On
disposal of a foreign operation, any gains and losses that
remain deferred in equity are recognised in the income
statement at the time at which the profit or loss on
disposal of the foreign operation is recognised.
Goodwill and fair value adjustments arising on the
acquisition of foreign operations are treated as assets and
liabilities of the foreign operation and translated at closing
rates at balance sheet date.

Transactions and balances
Foreign currency transactions are translated into the
functional currency using the exchange rates prevailing at
the date of the transactions. Foreign exchange gains and
losses resulting from the settlement of such transactions
and from the translation at year-end exchange rates of
monetary assets and liabilities denominated in foreign
currencies, are recognised in the income statement
except when deferred in equity as qualifying cash flow
hedges and qualifying net investment hedges.
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Non-monetary assets and liabilities denominated in
foreign currencies that are measured at historical cost are
translated using the exchange rate at the transaction date,
and those measured at fair value are translated to the
functional currency at the exchange rate at the date that
the fair value was determined. Exchange differences on
non-monetary items are accounted for based on the
classification of the underlying items. Foreign exchange
gains and losses on equities classified as available-for-sale
financial assets are included in the available-for-sale
reserve in equity whereas the exchange differences on
equities held at fair value through profit or loss are
reported as part of the fair value gain or loss.

Trading assets and liabilities
Trading assets and liabilities are those financial assets and
liabilities that the group has acquired or incurred principally
for the purpose of selling or repurchasing in the near term,
or they form part of a portfolio of identified financial
instruments that are managed together and for which there
is evidence of a recent actual pattern of short-term profittaking. Derivatives are also categorised as held for trading
unless they are designated as hedging instruments.

Cash and cash equivalents

Interest earned and dividends received while holding
trading assets at fair value through profit or loss are
included in trading revenue. Trading assets and liabilities
are not reclassified subsequent to their initial recognition.

Cash and cash equivalents disclosed in the cash flow
statement consist of cash and balances with central banks.
Cash flows arising from operating funds are stated after
excluding the impact of foreign currency translation
differences on asset and liability classes.
Cash and balances with central banks comprise coins and
bank notes and balances with central banks.

5.

Financial instruments
Initial recognition and measurement
Financial instruments include all financial assets and
liabilities held for liquidity, investment, trading or hedging
purposes. All financial instruments are initially recognised at
fair value plus transaction costs, except those carried at fair
value through profit or loss where transaction costs are
recognised immediately through the income statement.
Financial instruments are recognised on the date the group
commits to purchase or sell the instruments (trade date).

Subsequent measurement
Subsequent to initial measurement, financial instruments
are measured either at fair value or amortised cost,
depending on their classification:
Held-to-maturity
Held-to-maturity investments are non-derivative financial
assets with fixed or determinable payments and fixed
maturities that management has both the positive intent
and ability to hold to maturity. Were the group to sell more
than an insignificant amount of held-to-maturity assets,
the entire category would be tainted and reclassified as
available-for-sale assets and the difference between
amortised cost and fair value will be accounted for in
equity.
Held-to-maturity investments are carried at amortised
cost, using the effective interest method, less any
provisions for impairment.
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Subsequent to initial recognition, the fair values are
remeasured at each reporting date. All gains and losses
arising from changes therein are recognised in the income
statement in trading revenue under non-interest revenue.

Financial assets and liabilities designated at fair value
through profit or loss
The group has designated financial assets and liabilities,
other than those held for trading, as at fair value through
profit or loss when:
designation eliminates or significantly reduces
• this
measurement or recognition inconsistencies that
would otherwise arise from measuring financial assets
or liabilities, or recognising gains and losses on them
on different bases. Under this criterion, the main
classes of financial instruments designated by the
group are loans and advances to customers and debt
securities in issue where doing so significantly reduces
measurement inconsistencies that would arise if the
related derivatives were treated as held for trading and
the underlying financial instruments were carried at
amortised cost. This category also includes financial
assets used to match investment contract or insurance
contract liabilities;
of financial assets, financial liabilities or both
• groups
are managed, and their performance evaluated, on a
fair value basis in accordance with a documented risk
management or investment strategy, and information
about groups of financial instruments is reported to
the group’s key management personnel on that basis.
Under this criterion, certain private equity, short-term
insurance and other investment portfolios have been
designated at fair value through profit or loss. The
group has documented risk management and
investment strategies designed to manage such assets
at fair value; or
instruments contain one or more embedded
• financial
derivatives that significantly modify the cash flows
resulting from those financial instruments.

The fair value designation, once made, is irrevocable.
Subsequent to initial recognition, the fair values are
remeasured at each reporting date. Gains and losses
arising from changes therein are recognised in interest
income for all dated financial assets and in other revenue
within non-interest revenue for all undated financial
assets.
Private equity and property equity investments
designated, on initial recognition, at fair value through
profit or loss in terms of the scope exemption in IAS 28
Interest in Associates, are accounted for in the designated
at fair value through profit or loss category. Mutual funds
held by investment-linked insurance funds in which the
group holds between 20% and 50% economic interest,
resulting in significant influence, are deemed to be
interests in associates and are also, on initial recognition,
designated at fair value through profit or loss, based on
the scope exemption in IAS 28 relating to investmentlinked insurance funds.
Changes in fair value attributable to changes in credit risk,
both for the period and cumulatively to date, relating to
financial liabilities and loans and receivables designated at
fair value through profit or loss are disclosed in the
financial statements. These credit risk amounts are
determined as the amount of change in the fair value that
is not attributable to changes in market conditions that
give rise to market risk.
Loans and receivables
Loans and receivables are non-derivative financial assets
with fixed or determinable payments that are not quoted
in an active market, other than those classified by the
group as at fair value through profit or loss or availablefor-sale. This category includes purchased loans.
Loans and receivables are measured at amortised cost
using the effective interest method, less any impairment
losses. Origination transaction costs and origination fees
received that are integral to the effective rate are
capitalised to the value of the loan and amortised through
interest income as part of the effective interest rate. The
majority of the group’s advances are included in the loans
and receivables category.
Available-for-sale
Financial assets classified by the group as available-forsale financial assets are generally strategic capital
investments held for an indefinite period of time, which
may be sold in response to needs for liquidity or changes
in interest rates, exchange rates or equity prices, or
financial assets that are not designated as another
category of financial assets.

Available-for-sale financial assets are subsequently carried
at fair value. Unrealised gains or losses arising from
changes in the fair value of available-for-sale financial
assets are recognised directly in the available-for-sale
reserve until the financial asset is derecognised or
impaired. When available-for-sale financial assets are
disposed of, the fair value adjustments accumulated in
equity are recognised in the income statement.
Interest income, calculated using the effective interest
method, is recognised in the income statement. Dividends
received on available-for-sale instruments are recognised
in the income statement when the group’s right to receive
payment has been established. Foreign exchange gains or
losses on available-for-sale debt instruments are
recognised in the income statement.

Fair value
The best evidence of the fair value of a financial
instrument on initial recognition is the transaction price,
i.e. the fair value of the consideration paid or received,
unless the fair value is evidenced by comparison with
other observable current market transactions in the same
instrument, without modification or repackaging, or based
on discounted cash flow models and option pricing
valuation techniques whose variables include only data
from observable markets.
When such valuation models, with only observable market
data as input, indicate that the fair value differs from the
transaction price, this initial difference, commonly
referred to as day one profit or loss, is recognised in the
income statement immediately. If non-observable market
data is used as part of the input to the valuation models,
any resulting difference between the transaction price
and the model value is deferred. The timing of recognition
of deferred day one profit or loss is determined
individually. It is either amortised over the life of the
transaction, deferred until the instrument’s fair value can
be determined using market observable inputs, or realised
through settlement, depending on the nature of the
instrument and availability of market observable inputs.
Subsequent to initial recognition, the fair values of
financial assets and liabilities are based on quoted market
prices or dealer price quotations for financial instruments
traded in active markets. If the market for a financial asset
is not active or the instrument is an unlisted instrument,
the fair value is determined by using applicable valuation
techniques. These include the use of recent arm’s length
transactions, discounted cash flow analyses, pricing
models and valuation techniques commonly used by
market participants.
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Where discounted cash flow analyses are used, estimated
future cash flows are based on management’s best
estimates and the discount rate is a market-related rate at
the balance sheet date for a financial asset with similar
terms and conditions. Where pricing models are used,
inputs are based on observable market indicators at the
balance sheet date and profits or losses are only
recognised to the extent that they relate to changes in
factors that market participants will consider in setting a
price.

Impairment of financial assets
Assets carried at amortised cost
The group assesses at each balance sheet date whether
there is objective evidence that a financial asset or group
of financial assets is impaired. A financial asset or group of
financial assets is impaired and impairment losses are
incurred only if there is objective evidence of impairment,
resulting from one or more events that have occurred
after the initial recognition of the asset (a loss event) and
that loss event has an impact on the estimated future cash
flows of the financial asset or group of financial assets that
can be reliably estimated.
The group first assesses whether there is objective
evidence of impairment individually for financial assets
that are individually significant, and individually or
collectively for financial assets that are not individually
significant.
Non-performing loans are impaired for doubtful debts
identified during periodic evaluations of advances.
Retail loans and advances are considered non-performing
when amounts are due and unpaid for three months.
Corporate loans are analysed on a case-by-case
basis taking into account breaches of key loan conditions.
The impairment of non-performing loans takes account of
past loss experience adjusted for changes in
economic conditions and the nature and level of risk
exposure since the recording of the historic losses.
The methodology and assumptions used for estimating
future cash flows are reviewed regularly to reduce
any differences between loss estimates and actual
loss experience.
When a loan carried at amortised cost has been identified
as impaired, the carrying amount of the loan is reduced to
an amount equal to the present value of estimated future
cash flows, including the recoverable amount of any
collateral, discounted at the financial asset’s original
effective interest rate. The carrying amount of the asset is
reduced through the use of an allowance account and the
amount of the loss is recognised as a credit impairment in
the income statement.
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If the group determines that no objective evidence of
impairment exists for an individually assessed financial
asset, whether significant or not, it includes the asset in a
group of financial assets with similar credit risk
characteristics and collectively assesses them for
impairment. Assets that are individually assessed for
impairment and for which an impairment loss is or
continues to be recognised are not included in a collective
assessment for impairment.
Impairment of performing loans can only be accounted for
if there is objective evidence that a loss event has
occurred after the initial recognition of the financial asset
but before the balance sheet date. In order to provide for
latent losses in a portfolio of loans that have not yet been
individually identified as impaired, a credit impairment for
incurred but not reported losses is recognised based on
historic loss patterns and estimated emergence periods.
Loans are also impaired when adverse economic
conditions develop after initial recognition which may
impact future cash flows.
Increases in loan impairments and any subsequent
reversals thereof, or recoveries of amounts previously
impaired, are reflected in the income statement.
Previously impaired advances are written off once all
reasonable attempts at collection have been made and
there is no realistic prospect of recovering outstanding
amounts. Any subsequent reductions in amounts
previously impaired are reversed by adjusting the
allowance account and the amount of the reversal is
recognised as a reduction in impairment for credit losses in
the income statement. Subsequent recoveries of
previously written off advances are recognised in the
income statement.
Subsequent to impairment, the effects of discounting
unwind over time as interest income.
Renegotiated loans
Loans that are either subject to collective impairment
assessment or individually significant and whose terms
have been renegotiated are no longer considered to be
past due but are reset to performing loan status.
Loans whose terms have been renegotiated are subject to
ongoing review to determine whether they are considered
impaired or past due.
Available-for-sale financial assets
Available-for-sale financial assets are impaired if there is
objective evidence of impairment, resulting from one or
more loss events that occurred after initial recognition but
before the balance sheet date, that have an impact on the
future cash flows of the asset. In addition, an available-

for-sale equity instrument is generally considered
impaired if a significant or prolonged decline in the fair
value of the instrument below its cost has occurred. Where
an available-for-sale asset, which has been remeasured to
fair value directly through equity, is impaired, the
impairment loss is recognised in the income statement. If
any loss on the financial asset was previously recognised
directly in equity as a reduction in fair value, the
cumulative net loss that had been recognised in equity is
transferred to the income statement and is recognised as
part of the impairment loss. The amount of the loss
recognised in the income statement is the difference
between the acquisition cost and the current fair value,
less any previously recognised impairment loss.
If, in a subsequent period, the amount relating to an
impairment loss decreases and the decrease can be linked
objectively to an event occurring after the impairment loss
was recognised in the income statement, where the
instrument is a debt instrument, the impairment loss is
reversed through the income statement. An impairment
loss in respect of an equity instrument classified as
available-for-sale is not reversed through the income
statement but accounted for directly in equity.

to those of the host contract, the terms of the embedded
derivative are the same as those of a stand-alone
derivative and the combined contract is not recognised at
fair value with any gains or losses from the change in fair
value recognised in the income statement. The host
contracts are accounted for and measured applying the
rules of the relevant category of that financial instrument.
The method of recognising fair value gains or losses
depends on whether derivatives are held for trading or are
designated as hedging instruments, and if so, the nature
of the hedged item. All gains and losses from changes in
the fair value of derivatives held for trading are recognised
in the income statement in trading revenue. When
derivatives are designated in a hedging relationship, the
group designates them as either:
of the fair value of recognised financial assets
• hedges
or liabilities or firm commitments (fair value hedge);
of highly probable future cash flows
• hedges
attributable to a recognised asset or liability, or a
forecast transaction (cash flow hedge); or
of net investments in a foreign operation (net
• hedges
investment hedge).

Offsetting financial instruments
Financial assets and liabilities are offset and the net
amount reported on the balance sheet when there is a
legally enforceable right to set-off the recognised amount
and there is an intention to settle on a net basis, or to
realise the asset and settle the liability simultaneously.
Income and expenses are presented on a net basis only
when permitted by the accounting standards, or for gains
and losses arising from a group of similar transactions.

Derivative financial instruments and hedge
accounting
A derivative is a financial instrument whose value changes
in response to an underlying variable, that requires little or
no initial investment and that is settled at a future date.
Derivatives are initially recognised at fair value on the date
on which the derivatives are entered into and
subsequently remeasured at fair value as described under
the heading “Fair value” above.
All derivative instruments are carried as assets when the
fair value is positive and as liabilities when the fair value is
negative, subject to offsetting principles as described
under the heading “Offsetting financial instruments”
above.
Embedded derivatives included in hybrid instruments are
treated and disclosed as separate derivatives when their
economic characteristics and risks are not closely related

Hedge accounting is applied to derivatives designated in
this way provided certain criteria are met.
The group documents, at the inception of the hedging
relationship, the relationship between hedged items and
hedging instruments, as well as its risk management
objective and strategy for undertaking various hedging
relationships. The group also documents its assessment,
both at hedge inception and on an ongoing basis, of
whether the derivatives that are used in hedging
relationships are highly effective in offsetting changes in
fair values or cash flows of hedged items.
Fair value hedges
Where a hedging relationship is designated as a fair value
hedge, the hedged item is adjusted for the change in fair
value in respect of the risk being hedged. Gains or losses
on the remeasurement of both the derivative and the
hedged item are recognised in the income statement. Fair
value adjustments relating to the hedging instrument are
allocated to the same income statement category as the
related hedged item. Any ineffectiveness is also
recognised in the same income statement category as the
related hedged item.
If the derivative expires, is sold, terminated, exercised, no
longer meets the criteria for fair value hedge accounting,
or the designation is revoked, hedge accounting is
discontinued. Any adjustment up to that point, to a
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hedged item for which the effective interest method is
used, is amortised to the income statement as part of the
recalculated effective interest rate over the period to
maturity.

designated at fair value are included in net income from
financial instruments designated at fair value under other
non-interest revenue.

Cash flow hedges
The effective portion of changes in the fair value of
derivatives that are designated and qualify as cash flow
hedges are recognised in the cash flow hedging reserve.
The ineffective part of any gain or loss is recognised
immediately in the income statement as trading revenue.

Borrowings are recognised initially at fair value, generally
being their issue proceeds, net of directly attributable
transaction costs incurred. Borrowings are subsequently
stated at amortised cost and interest is recognised over
the period of the borrowing using the effective interest
method.

Amounts accumulated in equity are transferred to the
income statement in the periods in which the hedged item
affects profit or loss. However, when the forecast
transaction that is hedged results in the recognition of a
non-financial asset or a non-financial liability, the
cumulative gains or losses previously deferred in equity
are transferred from equity and included in the initial
measurement of the cost of the asset or liability.

Preference shares, which carry a mandatory coupon, or are
redeemable on a specific date, at the occurrence of a
contingent future event, at the option of the shareholder
or if dividend payments are not discretionary, are classified
as financial liabilities or compound financial instruments.
All other preference shares are classified as equity.
Dividends on preference shares classified as financial
liabilities are recognised in the income statement as
interest expense on an amortised cost basis using the
effective interest method.

When a hedging instrument expires or is sold, or when a
hedge no longer meets the criteria for hedge accounting,
the cumulative gains or losses recognised in equity remain
in equity until the forecast transaction is recognised in the
case of a non-financial asset or a non-financial liability, or
until the forecast transaction affects the income
statement in the case of a financial asset or a financial
liability. If the forecast transaction is no longer expected to
occur, the cumulative gains or losses recognised in equity
are immediately transferred to the income statement and
classified as trading revenue.
Net investment hedges
Where considered appropriate, the group hedges net
investments in foreign operations using derivative
instruments. For such hedges, the foreign exchange
difference arising on the hedging instrument that relates
to the effective portion of the hedge, is recognised
directly in the foreign currency hedge of net investment
reserve. Any ineffective portion is immediately recognised
in the income statement in non-interest revenue. On the
partial disposal of a foreign operation, the proportionate
share of those deferred gains and losses is recognised
directly in profit or loss. On disposal of a foreign operation,
all remaining deferred gains and losses are recognised
directly in profit or loss.
Derivatives that do not qualify for hedge accounting
All gains and losses from changes in the fair values of
derivatives that do not qualify for hedge accounting are
recognised immediately in the income statement as
trading revenue. However, the gains and losses arising
from changes in the fair values of derivatives that are
managed in conjunction with financial instruments
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Borrowings

Financial guarantee contracts
A financial guarantee contract is a contract that requires the
group (issuer) to make specified payments to reimburse the
holder for a loss it incurs because a specified debtor fails to
make payment when due in accordance with the original or
modified terms of a debt instrument.
Financial guarantee liabilities are initially recognised at fair
value, which is the premium received, and then amortised
over the life of the financial guarantee. Subsequent to
initial recognition, the financial guarantee liability is
measured at the higher of the present value of any
expected payment, when a payment under the guarantee
has become probable, and the unamortised premium.

Derecognition of financial instruments
Financial assets are derecognised when the contractual
rights to receive cash flows from the financial assets have
expired, or where the group has transferred its contractual
rights to receive cash flows on the financial asset such that
it has transferred substantially all the risks and rewards of
ownership of the financial asset. Any interest in
transferred financial assets that is created or retained by
the group is recognised as a separate asset or liability.
Financial liabilities are derecognised when they are
extinguished, that is when the obligation is discharged,
cancelled or expires.
The group enters into transactions whereby it transfers
assets recognised on its balance sheet, but retains either
all risks and rewards of the transferred assets or a portion

of initial purchase, developments transferred from
property under development, subsequent cost of
development and fair value adjustments.

of them. If all or substantially all risks and rewards are
retained, then the transferred assets are not derecognised
from the balance sheet. Transfers of assets with retention
of all or substantially all risks and rewards include
securities lending and repurchase agreements.
When assets are sold to a third party with a concurrent
total rate of return swap on the transferred assets, the
transaction is accounted for as a secured financing
transaction similar to repurchase transactions. In
transactions where the group neither retains nor transfers
substantially all the risks and rewards of ownership of a
financial asset, it derecognises the asset if control over the
asset is lost.

Investment property is reflected at valuation based on fair
value at the balance sheet date. If the valuation
information cannot be reliably determined, the group uses
alternative valuation methods such as discounted cash
flow projections or recent prices on active markets. The
fair values are the estimated amounts for which a property
could be exchanged on the date of valuation between a
willing buyer and a willing seller in an arm’s length
transaction. The fair value is determined annually by
independent professional valuators.

The rights and obligations retained in the transfer are
recognised separately as assets and liabilities as
appropriate. In transfers where control over the asset is
retained, the group continues to recognise the asset to
the extent of its continuing involvement, determined by
the extent to which it is exposed to changes in the value
of the transferred asset.

Fair value adjustments on investment property are
included in the income statement as investment gains or
losses in the period in which these gains or losses arise and
are adjusted for any double counting arising from the
recognition of lease income on the straight-line basis
compared to the accrual basis normally assumed in the fair
value determination.

Sale and repurchase agreements and lending of
securities

The deemed cost for any reclassification between
investment property and owner-occupied property is at
fair value, at the date of reclassification.

Securities sold subject to linked repurchase agreements
are reclassified in the financial statements as pledged
assets when the transferee has the right by contract or
custom to sell or repledge the collateral. The liability to
the counterparty is included under deposit and current
accounts.
Securities purchased under agreements to resell are
recorded as loans granted under resale agreements and
included under loans and advances to other banks or
customers as appropriate. The difference between the
sale and repurchase price is treated as interest and
amortised over the life of the repurchase agreement using
the effective interest method.
Securities lent to counterparties are retained in the
financial statements and are classified and measured in
accordance with the measurement policy above. Securities
borrowed are not recognised in the financial statements
unless these are sold to third parties. In these cases, the
obligation to return the securities borrowed is recorded at
fair value as a trading liability.
Income and expenses arising from the securities
borrowing and lending business are recognised on an
accrual basis over the period of the transactions.

6.

Investment property
Investment properties are held to earn rental income and
for capital appreciation. Investment property includes cost

7.

Interest in
ventures

associates

and

joint

Associates and jointly controlled entities
An associate is an entity, not being a subsidiary, in which
an investment is held and over whose financial and
operating policies the group is able to exercise significant
influence but not control, generally accompanying, but
not limited to, a shareholding of between 20% and 50%
of the voting rights. Investments in mutual funds over
whose financial and operating policies the group is able to
exercise significant influence, which includes those in
which the group has between 20% and 50% economic
interest, are also classified as associates.
A jointly controlled entity is one where a contractual
arrangement establishes joint control over the economic
activity of the entity.
Interests in associates and jointly controlled entities are
accounted for using the equity method and are carried in
the balance sheet at an amount that reflects the group’s
share of the net assets of the associate or jointly
controlled entity and includes goodwill. Equity accounting
involves recognising the investment initially at cost,
including goodwill, and subsequently adjusting the
carrying value for the group’s share of the associate’s
profit or loss for the year, recognised in the income
statement, and other direct reserve movements. Equity
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accounting of losses in associates or joint ventures is
restricted to the interests in these entities, including
unsecured receivables or other commitments. Intercompany profits or losses are eliminated in determining
the group’s share of equity accounted profits. This method
is applied from the date on which the enterprise becomes
an associate, up to the date on which it ceases to be an
associate. Accounting policies of associates and joint
ventures have been changed where necessary to ensure
consistency with the policies of the group.
Where a mutual fund investment is acquired and held for
the purposes of investment-linked insurance activities
within investment management and life insurance
activities, it is not accounted for under the equity method
but is designated on initial recognition as held at fair value
through profit or loss and is accounted for on the basis set
out in accounting policy 5. Private equity and property
equity investments, which are associates, are either
designated on initial recognition as held at fair value
through profit or loss, or equity accounted.
Investments in associates and joint ventures are
accounted for at cost less impairment losses in the
company’s separate financial statements.

Jointly controlled operations
Jointly controlled operations exist where two or more
venturers combine their operations, resources or expertise
to market or distribute jointly a particular product. Each
venturer recognises the assets it controls, the liabilities
and expenses that it incurs, and its share of the income in
respect of its interest in the joint venture.

8.

Intangible assets
Goodwill
Goodwill represents the excess of the cost of an
acquisition over the group’s interest in the net fair value
of the identifiable assets, liabilities and contingent
liabilities of the acquired subsidiary, associate or joint
venture at the date of acquisition. Acquisition costs
include any directly attributable transaction costs.
Goodwill arising on the acquisition of subsidiaries occurring
on or after 1 January 2000, is reported in the balance sheet
as an intangible asset, and goodwill arising on the
acquisition of associates or joint ventures is included in
interest in associates and joint ventures on the balance
sheet. Goodwill arising on acquisitions on or after 1 January
2000 but before or on 31 December 2003 has been
amortised using the straight-line method over its estimated
useful life and is carried at cost less any accumulated
amortisation recognised up to 31 December 2003.
Goodwill arising on acquisitions after 31 December 2003
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and the carrying values of goodwill that existed on this
date are not amortised, but allocated to cash generating
units and are tested annually for impairment. Negative
goodwill is recognised as income in the period in which it
arises. Gains or losses on the disposal of an entity include
the carrying amount of goodwill relating to the entity sold.

Computer software
Generally, costs associated with developing or maintaining
computer software programmes and the acquisition of
software licences are recognised as an expense as
incurred. However, direct computer software
development costs that are clearly associated with an
identifiable and unique system, which will be controlled by
the group and have a probable future economic benefit
beyond one year, are recognised as intangible assets.
Capitalisation is further limited to development cost where
the group is able to demonstrate its intention and ability
to complete and use the software and can reliably
measure the costs to complete the development. Direct
costs include software development employee costs and
an appropriate portion of relevant overheads.
Subsequent expenditure on computer software is
capitalised only when it increases the future economic
benefits embodied in the specific asset to which it relates.
Direct computer software development costs recognised as
intangible assets are amortised on the straight-line basis at
rates appropriate to the expected useful lives of the assets
(two to ten years), and are carried at cost less any
accumulated amortisation and any accumulated impairment
losses. The carrying amount of capitalised computer software
is reviewed annually and is written down when the carrying
amount exceeds the recoverable amount.

Other intangible assets
The group expenses the costs incurred on internally
generated intangible assets such as brands, customer lists,
customer contracts and similar rights and assets, to the
income statement in the period in which the costs are
incurred.
The group capitalises brands, customer lists, customer
contracts and similar rights generally acquired as part of
business combinations, where it will receive a benefit from
these intangible assets during more than one financial period.
Capitalised intangible assets are measured at cost less
accumulated amortisation and accumulated impairment
losses. Amortisation is recognised in the income statement
on a straight-line basis over the estimated useful lives of
intangible assets, not exceeding 20 years, from the date
that they are available for use.

Present value of acquired in-force policyholder
contracts and investment contracts with
discretionary participation features
Where a portfolio of policyholder contracts is acquired
either directly from another insurer or through the
acquisition of a subsidiary, the present value of acquired
in-force (PVIF) business on the portfolio, being the net
present value of estimated future cash flows of the
existing contracts, is recognised as an intangible asset and
amortised on a basis consistent with the settlement of the
relevant liability in respect of the purchased contracts
(five to 15 years). The estimated life is re-evaluated
annually. These cash flows ignore the effects of taxation
as this is separately adjusted for on application of the
deferred tax accounting policy. The PVIF is carried in the
balance sheet at cost less any accumulated amortisation.

9.

Property and equipment
Equipment and owner-occupied properties
Equipment, furniture, vehicles and other tangible assets
are stated at historical cost less accumulated depreciation
and accumulated impairment losses. Historic cost includes
expenditure that is directly attributable to the acquisition
of property and equipment. Where significant parts of an
item of property or equipment have different useful lives,
they are accounted for as separate items (major
components) of property and equipment.
Subsequent costs are included in the asset’s carrying
amount or are recognised as a separate asset, as
appropriate, only when it is probable that future economic
benefits will flow to the group and the cost of the item can
be measured reliably. Maintenance and repairs, which do
not meet these criteria, are charged against income as
incurred. Depreciation, impairment losses and gains or
losses on disposal of assets are included in the income
statement.
Owner-occupied properties are held for use in the supply
of services or for administrative purposes.
Property and equipment are depreciated on the straightline basis over the estimated useful lives of the assets to
the current values of their expected residual values. Land
is not depreciated. The assets’ residual values and useful
lives are reviewed, and adjusted if appropriate, at each
balance sheet date and the depreciation method is
reviewed annually.
Freehold buildings, comprising mainly offices and
branches, are generally classified as owner-occupied
properties and accounted for in terms of the cost method.
These buildings are depreciated on the straight-line basis
over their estimated useful lives to the current value of

their estimated residual value. The freehold land portion is
not depreciated. Leasehold buildings are depreciated over
the period of the lease or over such lesser period as is
considered appropriate.
The estimated useful lives of tangible assets for the
current financial year are as follows:
Property
Computer equipment
Motor vehicles
Office equipment
Furniture and fittings
Capitalised leased assets

–
–
–
–
–
–

40 years
3 to 5 years
5 years
5 to 10 years
5 to 13 years
over the shorter of the lease
term or its useful life

There has been no change to useful lives from those
applied in the previous financial year.

Property under development
Property under development is properties not yet
available to earn investment returns or for own use.
Property under development are carried at cost less any
required impairment. An impairment loss is recognised if
the asset’s recoverable amount is less than cost. The asset
is reviewed for impairment when events or changes in
circumstances indicate that the carrying amount may not
be recoverable. Once development is complete, the
properties are transferred to investment property or
owner-occupied property as appropriate.

10. Impairment of non-financial assets
Intangible assets that have an indefinite useful life and
goodwill are not subject to amortisation and are tested
annually for impairment. Intangible assets that are subject
to amortisation and other non-financial assets are
reviewed for impairment whenever events or changes in
circumstances indicate that the carrying amount may
not be recoverable. An impairment loss is recognised in
the income statement for the amount by which the asset’s
carrying amount exceeds its recoverable amount. The
recoverable amount is the higher of an asset’s fair
value less costs to sell and value in use. Fair value less
costs to sell is determined by ascertaining the current
market value of an asset and deducting any costs related
to the realisation of the asset. In assessing value in use,
the estimated future cash flows are discounted to
their present value using a pre-tax discount rate that
reflects current market assessments of the time value of
money and the risks specific to the asset. For the
purposes of assessing impairment, assets are grouped at
the lowest levels for which there are separately
identifiable cash flows from continuing use (cash
generating units).
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An impairment loss in respect of goodwill is not reversed.
In respect of other non-financial assets, impairment losses
recognised in prior periods are assessed at each reporting
date for any indications that the loss has decreased or no
longer exists. An impairment loss is reversed if there has
been a change in the estimates used to determine the
recoverable amount. An impairment loss is reversed only
to the extent that the asset’s carrying amount does not
exceed the carrying amount that would have been
determined, net of depreciation or amortisation, if no
impairment loss had been recognised.

11. Leases
Group as lessee
Leases, where the group assumes substantially all the risks
and rewards of ownership, are classified as finance leases.
Finance leases are capitalised at the leases’ inception at
the lower of the fair value of the leased asset and the
present value of the minimum lease payments. Lease
payments are separated using the interest rate implicit in
the lease to identify the finance cost, which is charged
against income over the lease period, and the capital
repayment, which reduces the liability to the lessor.
Leases of assets are classified as operating leases if the
lessor effectively retains all the risks and rewards of
ownership. Payments made under operating leases, net of
any incentives received from the lessor, are charged to the
income statement on a straight-line basis over the period
of the lease. When an operating lease is terminated before
the lease period has expired, any payment required to be
made to the lessor by way of penalty is recognised as an
expense in the period in which termination takes place.

Group as lessor
Lease and instalment sale contracts are primarily financing
transactions in banking activities, with rentals and
instalments receivable, less unearned finance charges,
being included in loans and advances on the balance
sheet.
Finance charges earned are computed using the effective
interest method which reflects a constant periodic return
on the investment in the finance lease. Initial direct costs
paid are capitalised to the value of the lease amount
receivable and accounted for over the lease term as an
adjustment to the effective rate of return. The benefits
arising from investment allowances on assets leased to
clients are accounted for in tax.
Leases of assets under which the group effectively retains
all the risks and benefits of ownership are classified as
operating leases. Receipts of operating leases from
properties held as investment properties in investment
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management and life insurance activities, net of any
incentives given to lessees, are accounted for as income
on the straight-line basis over the period of the lease.
When an operating lease is terminated before the lease
period has expired, any payment required by the lessee by
way of penalty is recognised as income in the period in
which termination takes place.

12. Provisions
Provisions are recognised when the group has a present
legal or constructive obligation as a result of past events
and it is probable that an outflow of resources embodying
economic benefits will be required to settle the obligation
and a reliable estimate of the amount of the obligation can
be made. Provisions are determined by discounting the
expected future cash flows using a pre-tax discount rate
that reflects current market assessments of the time value
of money and, where appropriate, the risks specific to the
liability.
A provision for restructuring is recognised when the group
has approved a detailed formal plan, and the restructuring
either has commenced or has been announced publicly.
Future operating costs or losses are not provided for.
A provision for onerous contracts is recognised when the
expected benefits to be derived by the group from a
contract are lower than the unavoidable cost of meeting
its obligations under the contract. The provision is
measured at the present value of the lower of the
expected cost of terminating the contract and the
expected net cost of continuing with the contract. Before
a provision is established, the group recognises any
impairment loss on the assets associated with that
contract.
Contingent liabilities, which include certain guarantees
other than financial guarantees, and letters of credit
pledged as collateral security, are possible obligations that
arise from past events whose existence will be confirmed
only by the occurrence, or non-occurrence, of one or
more uncertain future events not wholly within the
group’s control. Contingent liabilities are not recognised in
the financial statements but are disclosed in the notes to
the financial statements unless they are remote.

13. Employee benefits
Post-retirement benefits
Defined contribution plans
The group operates a number of defined contribution
plans, based on a percentage of pensionable earnings
funded by both employer companies and employees, the
assets of which are generally held in separate trustee-

administered funds. Contributions to these plans are
charged to the income statement in the period to which
they relate.
Defined benefit plans
The group also operates a number of defined benefit
funds, with membership generally limited to employees
who were in the employment of the various companies at
specified dates. These funds are governed by the Pension
Funds Act 1956. Employer companies contribute to the
cost of benefits taking account of the recommendations of
the actuaries. Statutory actuarial valuations are required
every three years using the projected unit credit method.
Interim valuations are also performed annually at the
balance sheet date.
The liabilities recognised on the balance sheet in respect
of defined benefit pension plans are measured at the
present value of the estimated future cash outflows, using
interest rates of government bonds with maturity dates
that approximate the expected maturity of the
obligations, less the fair value of plan assets, together with
adjustments for unrecognised actuarial gains and losses
and past service costs.
The group’s current service costs to the defined benefit
funds are recognised as expenses in the current year. Past
service costs, experience adjustments and the effect of
changes in actuarial assumptions are recognised as
expenses or income in the current year to the extent that
they relate to retired employees or past service. For active
employees, these items are recognised as expenses or
income systematically over a period not exceeding the
expected remaining service period of employees.
The group operates a number of unfunded postretirement medical aid schemes, with membership limited
to employees who were retired or in the employment of
the various companies at specified dates and complying
with specific criteria. For past service, the group
recognises and provides for the actuarially determined
present value of post-retirement medical aid employer
contributions on an accrual basis using the projected unit
credit method. Independent qualified actuaries carry out
annual valuations of these obligations. Unrecognised
actuarial gains or losses are accounted for over a period not
exceeding the remaining working life of active employees.
Actuarial gains or losses in respect of retired employees are
recognised immediately in the income statement.

Termination benefits
Termination benefits are recognised as an expense when
the group is committed, without realistic possibility of
withdrawal, to a formal detailed plan to terminate
employment before the normal retirement date, or to

provide termination benefits as a result of an offer made
to encourage voluntary redundancy. Termination benefits
for voluntary redundancies are recognised if the group has
made an offer encouraging voluntary redundancy, it is
probable that the offer will be accepted, and the number
of acceptances can be estimated reliably.

Short-term benefits
Short-term benefits consist of salaries, accumulated leave
payments, profit share, bonuses and any non-monetary
benefits such as medical aid contributions.
Short-term employee benefit obligations are measured on
an undiscounted basis and are expensed as the related
service is provided.
A liability is recognised for the amount expected to be
paid under short-term cash bonus plans or accumulated
leave if the group has a present legal or constructive
obligation to pay this amount as a result of past service
provided by the employee and the obligation can be
estimated reliably.

14. Tax
Normal tax
Income tax and capital gains tax on the profit or loss for
the year comprise current and deferred tax. Current tax
represents the expected tax payable on taxable income
for the year, using tax rates enacted or substantively
enacted at the balance sheet date, and any adjustments to
tax payable in respect of previous years.
Deferred income tax and deferred capital gains tax are
provided for on the comprehensive basis, using the
balance sheet method, for all temporary differences
arising between the tax bases of assets and liabilities and
their carrying values for financial reporting purposes.
Deferred tax is measured at the tax rates that are
expected to be applied to the temporary differences when
they reverse, based on the laws that have been enacted or
substantively enacted at the balance sheet date. Deferred
tax is not recognised for the following temporary
differences:

• the initial recognition of goodwill;
initial recognition of assets and liabilities in a
• the
transaction that is not a business combination, which
affects neither accounting nor taxable profits or
losses; and
in subsidiaries and joint ventures
• investments
(excluding mutual funds) where the group controls the
timing of the reversal of temporary differences and it
is probable that these differences will not reverse in
the foreseeable future.
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Deferred tax assets are recognised to the extent that it is
probable that future taxable income will be available
against which the unused tax losses can be utilised. The
amount of deferred tax provided is based on the expected
manner of realisation or settlement of the carrying
amount of the asset or liability and is not discounted.
Deferred tax assets are reviewed at each balance sheet
date and are reduced to the extent that it is no longer
probable that the related tax benefit will be realised.
Current and deferred tax relating to items which are
charged or credited directly to equity, are also charged or
credited directly to equity and are subsequently
recognised in the income statement when the related
deferred gain or loss is recognised.

Secondary tax on companies (STC)
To the extent that it is probable that dividends will be
declared against which unused STC credits can be utilised,
a deferred tax asset is recognised for STC credits.
The STC effect of dividends paid on equity instruments is
recognised in the period in which the company declares
the dividend. For financial instruments, such as
redeemable preference shares, that are classified as
liabilities, the STC relating to any contractual payments is
accrued in the same period as the interest accrual.

Indirect tax
Indirect taxes, including non-recoverable value added tax
(VAT), regional service council (RSC) levies, skills
development levies and other duties for banking activities
are separately disclosed in the income statement.

15. Non-current assets held for sale and
disposal groups
Non-current assets, or disposal groups comprising assets
and liabilities, are classified as held for sale if their carrying
amount will be recovered primarily through a sale
transaction rather than continuing use. This classification is
only met if the sale is highly probable and the assets or
disposal groups are available for immediate sale.
Non-current assets held as investments, as part of the
group’s investment management and life insurance
activities, are not classified as held for sale as ongoing
investment management implies regular purchases and
sales in the ordinary course of business.
Immediately before classification as held for sale, the
measurement (carrying amount) of the assets (or
components of a disposal group) is recognised based upon
the appropriate IFRS standards. On initial classification,
the non-current assets or disposal groups are recognised
at the lower of the carrying amount and fair value less
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costs to sell. Any impairment losses on initial classification
as held for sale are recognised in the income statement.
Non-current assets held for sale or disposal groups are
reclassified immediately when there is a change in
intention to sell. Subsequent measurement of the asset or
disposal group at that date, is the lower of:
amount before the asset or disposal group
• itswascarrying
classified as held for sale, adjusted for any
depreciation, amortisation or revaluations that would
have been recognised had the asset or disposal group
not been classified as such; and
recoverable amount at the date of the subsequent
• itsdecision
not to sell.

16. Policyholder insurance and investment
contracts
Professional Guidance Notes (PGNs) issued by
the Actuarial Society of South Africa (ASSA)
In terms of IFRS 4 Insurance Contracts, defined insurance
liabilities are measured under existing local practice at the
date of adoption of IFRS 4. The group has, prior to the
adoption of IFRS 4, adopted the PGNs to determine the
liability in respect of insurance contracts issued in South
Africa. The PGNs are available on the ASSA website
(www.assa.org.za). Where applicable, the PGNs are
referred to in the accounting policies and notes to the
annual financial statements.

Insurance and investment contract classification
The group issues contracts that transfer insurance risk or
financial risk or, in some cases, both.
An insurance contract is a contract under which the group
(insurer) accepts significant insurance risk from the
policyholder by agreeing to compensate the policyholder
if a specified uncertain future event (the insured event)
adversely affects the policyholder. Such contracts may also
transfer financial risk. The group defines significant
insurance risk as the possibility of having to pay benefits
on the occurrence of an insured event that are
significantly more than the benefits payable if the insured
event did not occur.
Investment contracts are those contracts that transfer
financial risk with no significant insurance risk. Financial
risk is the risk of a possible future change in one or more
of a specified interest rate, financial instrument price,
commodity price, foreign exchange rate, index of prices or
rates, credit rating or credit index or other variable.

Discretionary participation features (DPF)
A number of insurance and investment contracts contain a
discretionary participation feature (DPF). This feature

entitles the policyholder to receive, as a supplement to
guaranteed benefits, additional benefits or bonuses:
are likely to be a significant portion of the total
• that
contractual benefits;
amount or timing is contractually at the
• whose
discretion of the group; and
• that are contractually based on:
– the performance of a specified pool of contracts or a
specified type of contract; and/or
– realised and/or unrealised investment returns on a
specified pool of assets held by the group.
The terms and conditions or practice relating to these
contracts set out the bases for the determination of the
amounts on which the additional discretionary benefits are
based (the DPF eligible surplus) and within which the
group may exercise its discretion as to the quantum and
timing of their payment to policyholders. A proportion, as
set out in the policy conditions, of the eligible surplus
(usually 8/9ths of the surplus) must be attributed to
policyholders as a group (which can include future
policyholders), while the amount and timing of the
distribution to individual policyholders is at the discretion
of the group, subject to the advice of the statutory
actuary. The terms reversionary bonus and smoothed
bonus refer to the specific forms of DPF contracts
underwritten by the group.
All components in respect of DPFs are included in the
policyholder liabilities.

Insurance contracts and investment contracts
with DPF
Measurement
These contracts are valued in terms of the Financial
Soundness Valuation (FSV) basis, using a discounted cash
flow methodology described in PGN 104, and the liability
is reflected as policyholders’ liabilities under insurance
contracts and investment contracts with DPF.
The discounted cash flow methodology allows for
premiums and benefits payable in terms of the contract,
future administration expenses and commission,
investment return and tax and any expected losses in
respect of options.
The liability is based on assumptions of the best estimate of
future experience, plus compulsory margins as required in
terms of PGN 104, plus additional discretionary margins.
Derivatives embedded in an insurance contract are not
separated and measured at fair value if the embedded
derivative itself qualifies for recognition as an insurance

contract. As such, the group does not separately measure
any embedded derivatives as they qualify for recognition
as an insurance contract and are measured as insurance
contracts. The liability in respect of the investment
guarantees underlying maturity and death benefits, and
guaranteed annuity options are measured in accordance
with PGN 110 on a market-consistent basis.
Discretionary margins are held to ensure that the profit
and risk margins in the premiums are not capitalised
before it is probable that future economic benefits will
flow to the entity. These profits emerge over the lifetime
of the contract in line with the risk borne by the group.
These discretionary margins include an allowance for the
shareholders’ participation in the reversionary and
terminal bonuses expected to be declared each year in
respect of with-profit business, an allowance for the
shareholders’ participation in the bonus expected to be
declared and a portion of the management fees levied
under certain classes of market-related business. In
addition to the provision made in the basic policyholder
liabilities, discretionary margins are held for further
possible deviations in medical claims experience and in
AIDS-related death claims.
Liabilities for individual market-related policies, where
benefits are in part dependent on the performance of
underlying investment portfolios (including business with
stabilised bonuses), are taken as the aggregate value of
the policies’ investment in the investment portfolio at the
valuation date (the unit reserve element), reduced by the
excess of the present value of the expected future risk
and expense charges over the present value of the
expected future risk benefits and expenses on a policyby-policy cash flow basis (the rand reserve element).
Reversionary bonus classes of policies, and policies with
fixed and guaranteed benefits are valued by discounting
the expected future cash flows at a market-related rate of
interest (and in the case of life and income protection
annuities, at a rate of return yielded by the nominated
matching assets) reduced by an allowance for investment
expenses and the relevant compulsory margins (the
guaranteed element). Future bonuses have been allowed
for at the latest declared rates where appropriate (the
non-guaranteed element).
The rand reserve element of market-related policies and
the guaranteed element in respect of other policies are
collectively known as the rand reserve.
In respect of group life and lumpsum disability business,
no discounting of future cash flows is performed.
However, a provision will be held if the expected
guaranteed premiums under the current basis and
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investment returns in the short term are not sufficient to
meet expected future claims and expenses. For group
investment contracts with DPF, in addition to the value of
the policies’ investment in the investment portfolios held,
an additional provision will be held if the expected fee
recoveries in the short term are not sufficient to meet
expected expenses.
Within the group all investments invested in smoothed
bonus portfolios are classified as investment contracts
with DPF. In respect of insurance and investment contracts
with DPF where bonuses are smoothed, bonus
stabilisation provisions are held arising from the difference
between the after-tax investment performance of the
assets net of the relevant management fees and the value
of the bonuses declared (non-guaranteed element). In
accordance with PGN 104, where the bonus stabilisation
provision is negative, this provision is restricted to an
amount that can reasonably be expected to be recovered
through under-distribution of bonuses during the ensuing
three years. All bonus stabilisation provisions are held as
part of the liabilities under these contracts.
The liability estimates are reviewed annually. Any changes
in estimates to the liability are reflected in the income
statement as they occur.
Where policyholders, in respect of certain policies, are
entitled to a part surrender, any part surrender is treated
as a derecognition of the policyholders’ liability.
Incurred but not reported claims
Provision is made in policyholders’ liabilities under
insurance contracts for the estimated cost at the end of
the year of claims incurred but not reported (IBNR) at that
date. IBNR provisions are calculated using run-off triangle
techniques or as a multiple, based on the average
historical reporting delay, of the claims reported in the
three weeks following the valuation date but where the
claims event occurred prior to the valuation date. These
liabilities are not discounted due to the short-term nature
of outstanding claims. Outstanding claims and benefit
payments are stated gross of reinsurance.
Liability adequacy test
At each balance sheet date the adequacy of the insurance
liabilities are assessed. If that assessment shows that the
carrying amount of its insurance liabilities (as measured
under the FSV basis) net of any related intangible PVIF
business assets is inadequate in the light of the estimated
future cash flows (based on the best estimate basis
underlying the FSV basis, but excluding compulsory
margins as described in PGN 104 as well as any additional
discretionary margins), the deficiency is recognised in
profit or loss.
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Investment contracts without DPF
The group issues investment contracts without fixed
benefits (unit linked and structured products) and
investment contracts with fixed and guaranteed benefits
(term certain annuity).
Investment contracts without fixed benefits are financial
liabilities whose fair value is dependent on the fair value
of the underlying financial assets, derivatives and/or
investment property (unit linked) and are designated on
initial recognition as at fair value through profit or loss as
described in accounting policy 5.
The group’s valuation methodologies incorporate all
factors that market participants would consider and are
based on observable market data. The fair value of a unit
linked financial liability is determined using the current
unit price that reflects the fair values of the financial
assets contained within the group’s unitised investment
funds linked to the financial liability, multiplied by the
number of units attributed to the policyholder at the
balance sheet date.
If the investment contract is subject to a put or surrender
option, the fair value of the financial liability is never l
ess than the amount payable on the put or surrender
option.
For investment contracts with fixed and guaranteed terms,
future benefit payments and premium receipts are
discounted using the rates implied by the government
zero-coupon yield curve at the relevant balance sheet
date. No initial profit is recognised immediately as any
profit on initial recognition is amortised in line with cash
flow projections over the life of the contract.

Investment contracts with a DPF switching
option
On certain investment contracts policyholders have an
option to switch some or all of their investment from a
DPF fund to a non-DPF fund (and vice versa). The value
of the liability held with respect to these contracts is taken
at the aggregate value of the policyholders’ investment in
the investment portfolio at the valuation date.

Receivables and payables related to insurance
contracts and investment contracts
Receivables and payables are recognised when due. These
include amounts due to and from agents, brokers and
policyholders.

Reinsurance contracts held
The group cedes some insurance risk in the normal course
of business. Reinsurance contracts are contracts entered
into by the group with reinsurers under which the group is

compensated for the entire or a portion of losses arising
on one or more of the insurance contracts issued by the
group.
The expected benefits to which the group is entitled
under its reinsurance contracts held are recognised as
reinsurance assets. These assets consist of short-term
balances due from reinsurers as well as longer-term
receivables that are dependent on the present value of
expected claims and benefits arising net of expected
premiums payable under the related reinsurance
contracts. Amounts recoverable from or due to reinsurers
are measured consistently with the amounts associated
with the reinsured contracts and in accordance with the
terms of each reinsurance contract.
Reinsurance assets are assessed for impairment at each
balance sheet date. If there is objective evidence, as a
result of an event that occurred after its initial recognition,
that amounts due may not be recoverable, the group
reduces the carrying amount of the reinsurance asset to
its recoverable amount and recognises that impairment
loss in the income statement.

17. Equity
Reacquired equity instruments
Where entities within the group purchase the reporting
entity’s equity instruments, on consolidation the
consideration paid is deducted from total shareholders’
equity as treasury shares. Fair value changes recognised
in the subsidiary’s financial statements on equity
investments in the holding entity’s shares, are reversed on
consolidation and dividends received are eliminated
against dividends paid. Where such shares are
subsequently sold or reissued, any consideration received
is included in shareholders’ equity.
Black Economic Empowerment Ownership initiative
The group concluded its Tutuwa initiative in October 2004
when it sold an effective 10% interest in its South African
banking operations to a broad-based grouping of black
entities.
The group subscribed for 8,5% redeemable, cumulative
preference shares issued by special purpose vehicles
(SPVs) controlled by the group. The initial repurchase of
group shares by the SPVs is treated as a reduction in the
group’s equity. Subsequent to the repurchase of the
group shares, the SPVs containing these shares were sold
to the black participants. The capital and dividends on the
preference shares are repayable from future ordinary
dividends received on group shares. As a result of the
group’s right to receive its own dividends back in the form
of preference dividends and capital on the preference
shares, the subsequent sale of the SPVs and consequent

delivery of the group shares to the black participants
(although legally effected) is not accounted for as a sale.
The preference share investment in the SPVs is also not
accounted for as an asset. The preference share asset is
effectively eliminated against equity as a negative
empowerment reserve.
As a consequence of the above, the IFRS accounting
treatment followed until full redemption, or third party
financing is obtained is:
8,5% redeemable, cumulative preference shares
• the
issued by the SPVs and subscribed for by the group are
not recognised as financial assets, but eliminated
against equity as a negative empowerment reserve;
preference dividends received from the SPVs are
• the
eliminated against the ordinary dividends paid on the
group shares held by the SPVs;
of the calculation of earnings per share,
• forthe purposes
weighted average number of shares in issue is
reduced by the number of shares held by those SPVs
that have been sold to the black participants. The
shares will be restored on full redemption of the
preference shares, or to the extent that the
preference share capital is financed by a third
party; and
preference shares issued by the group for
• perpetual
the purposes of financing the repurchased group
shares are classified as equity. Dividends paid are
accounted on declaration and not on an accrual basis.

Share issue costs
Incremental external costs directly attributable to a
transaction that increases or decreases equity are
deducted from equity, net of related tax. All other share
issue costs are expensed immediately.

Dividends on ordinary shares
Dividends are recognised in equity in the period in which
they are declared. Dividends declared after balance sheet
date are disclosed in the dividends note.

18. Equity-linked transactions
Equity compensation plans
The group operates equity-settled and cash-settled
share-based compensation plans. All share options issued
after 7 November 2002 that had not vested by
31 December 2004 are accounted for as share-based
payment transactions.
The fair value of equity-settled share options is
determined on the grant date and accounted for as an
employee services expense over the vesting period of the
share options, with a corresponding increase in the share-
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based payment reserve. Non-market vesting conditions
are not considered in the valuation but are included in the
estimate of the number of options expected to vest. At
each balance sheet date the estimate of the number of
options expected to vest is reassessed and adjusted
against income and equity over the vesting period.
On vesting of share options, amounts previously credited
to the share-based payment reserve are released to
retained earnings through an equity transfer. On exercise
of equity-settled share options, proceeds received are
credited to share capital and premium.
Share-based payments settled in cash are accounted for as
liabilities at fair value until settled. The liability is
recognised over the vesting period and is revalued at
every balance sheet date. Any changes in the liability are
accounted for through profit or loss.

Equity participation plans
Equity participation rights issued in terms of the group’s
Tutuwa initiative (refer accounting policy 17) to black
managers had not vested by 31 December 2004 and are
accounted for as equity-settled share-based payment
transactions as described under equity compensation
plans above.

19. Revenue and expenditure
Revenues described below represent
appropriate equivalent of turnover.

the

most

Banking activities
Revenue is derived substantially from the business of
banking and related activities and comprises net interest
income and non-interest revenue.
Net interest income
Interest income and expense are recognised in the income
statement on an accrual basis using the effective interest
method for all interest-bearing financial instruments,
except for those classified as held for trading. In terms of
the effective interest method, interest is recognised at a
rate that exactly discounts estimated future cash
payments or receipts through the expected life of the
financial instrument or, where appropriate, a shorter
period, to the net carrying amount of the financial asset or
financial liability. Direct incremental transaction costs
incurred and origination fees received, including loan
commitment fees, as a result of bringing margin-yielding
assets or liabilities on balance sheet, are capitalised to the
carrying amount of financial instruments, excluding
financial instruments at fair value through profit or loss,
and amortised as interest income or expense over the life
of the asset as part of the effective interest rate.
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Where financial assets have been impaired, interest
income continues to be recognised on the impaired value
based on the original effective interest rate.
Gains and losses on the disposal of dated financial
instruments, including amounts removed from equity in
respect of available-for-sale financial assets, and
excluding those classified as held for trading, are included
in net interest income.
Dividends received on preference share investments form
part of the group’s lending activities and are included in
interest income.
Non-interest revenue
Net fee and commission revenue
Fee and commission revenue, including transactional fees,
account servicing fees, investment management fees, sales
commission, placement fees and syndication fees, are
recognised as the related services are performed. Loan
commitment fees for loans that are not expected to be
drawn down are recognised on a straight-line basis over the
commitment period. Loan syndication fees, where the
group does not participate in the syndication or participate
at the same effective interest rate for comparable risk as
other participants, are recognised as revenue when the
syndication has been completed. Syndication fees that do
not meet these criteria are capitalised as origination fees
and amortised as interest income.
The fair value of issued financial guarantee contracts on
initial recognition is amortised as income over the term of
the contract.
Other fee and commission expense included in net fee
and commission revenue are mainly transaction and
service fees relating to financial instruments, which are
expensed as the services are received.
Trading revenue
Trading revenue comprises all gains and losses from
changes in the fair value of financial assets and financial
liabilities held for trading, together with related interest
income, expense and dividends.
Other revenue
Other revenue includes gains and losses on equity
instruments designated at fair value through profit or loss,
gains and losses on realised undated available-for-sale
financial assets, dividends relating to these financial
instruments and underwriting profit from the group’s shortterm insurance operations and related insurance activities.
Net income from financial instruments designated at fair
value includes all gains and losses from changes in the fair
value of undated financial assets and liabilities designated

at fair value through profit or loss, including dividend
income arising on these financial instruments.
Gains and losses on undated available-for-sale financial
assets are removed from equity and included in the
income statement on realisation of the investments.
Dividends on these instruments are recognised in the
income statement.
Gains and losses on all other undated financial
instruments, excluding those classified as held for trading,
are recognised in other revenue.
Dividend income
Dividends are recognised in the income statement in the
period in which right to receipt is established. Scrip
dividends are recognised as dividends received to the
extent that they compare to cash dividends in a similar
entity.
Short-term insurance income
Short-term insurance income includes premium income,
commission and policy fees earned as well as net incurred
claim losses and broker commission paid. Annual business
income is accounted for on the accrual basis and comprises
the cash value of commission and fees earned when
premiums or fees are payable directly to the group. Direct
commission income is accounted for as and when cash is
received and comprises the cash value of commission
earned when premiums are payable directly to the
underwriters.

Investment management and life insurance
activities
Insurance contracts and investment contracts with
DPF
Premium income
Premiums and annuity considerations on insurance
contracts, other than in respect of universally costed
policies (policies where insurance risk charges are
dependent on the excess of the sum assured over the
value of units underlying the contract) and recurring
premium pure risk policies (collectively the Lifestyle
series) and group schemes, are recognised when due in
terms of the contract. Premiums receivable in respect of
group schemes are recognised when there is reasonable
assurance of collection in terms of the policy contract.
Premiums in respect of the Lifestyle series of policies are
recognised as premiums are received, as failure to pay a
premium will result in a reduction of attributable fund
value, if available or else in the lapse of the policy.
Premium income on insurance contracts is shown gross of
reinsurance. Premiums are shown before deduction of
commission.

Reinsurance premiums
Reinsurance premiums are recognised when due for
payment, in accordance with the terms of each reinsurance
contract.
Claims
Claims on insurance contracts, which include death,
disability, maturity, surrender and annuity payments, are
charged to income when notified of a claim, based on the
estimated liability for compensation owed to policyholders.
They also include claims that arise from death and disability
events that have occurred up to the balance sheet date
even if they have not been reported to the group. Unpaid
disability claims are estimated using the input of assessors
for individual cases reported to the group and statistical
analyses for the claims incurred but not reported.
Reinsurance recoveries are accounted for in the same
period as the related claims.
Acquisition costs
Acquisition costs for insurance contracts represent
commission and other costs (including bonuses payable
and company’s contribution to agents’ pension and
medical aid funds) that relate to the securing of new
contracts and the renewing of existing contracts. These
costs are expensed as incurred.
The FSV method for valuing insurance contracts makes
implicit allowance for the deferral of acquisition costs
and hence no explicit deferred acquisition cost
asset is recognised in the balance sheet for insurance
contracts.
Investment contracts without DPF
Amounts received and claims incurred on investment
management contracts
Amounts received under investment contracts, such as
premiums, are recorded as deposits to investment
contract liabilities, whereas claims incurred are recorded as
deductions from investment contract liabilities.
Service fees on investment management contracts
Service fee income on investment management contracts
is recognised on an accrual basis as and when the services
are rendered.
Deferred revenue liability (DRL) on investment
management contracts
A DRL is recognised in respect of upfront fees, which are
directly attributable to a contract, that are charged for
securing the investment management service contract.
The DRL is then released to revenue when the services
are provided, over the expected duration of the contract
on a straight-line basis.
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Regular fees are charged to the customer periodically
(monthly, quarterly or annually) either directly or by making
a deduction from invested funds. Regular charges billed in
advance are recognised on a straight-line basis over the
billing period, which is the period over which the service is
rendered. Outstanding fees are accrued as a receivable in
terms of the investment management contract.
Deferred acquisition costs in respect of investment
contracts
Commissions paid and other incremental acquisition costs are
incurred when new investment contracts are obtained or
existing investment contracts are renewed. These costs, if
specifically attributable to an investment contract with an
investment management service element, are deferred and
amortised over the expected life of the contract
(10 to 16 years for linked annuities and five years for other
investment contracts), taking into account all decrements, on
a straight-line basis, as they represent the right to receive
future management fees. A deferred acquisition cost asset is
recognised for all applicable policies with the amortisation
being calculated on a portfolio basis.
An impairment test is conducted annually at reporting
date on the deferred acquisition cost balance to ensure
that the amount will be recovered from future revenue
generated by the applicable remaining investment
management contracts.
Investment income and finance costs
Investment income for investment management and life
insurance activities comprises rental income from
properties, interest and dividends. Dividends are recognised
when the right to receive payment is established. Rental
income is accounted for on a straight-line basis. Interest
income and expenses for all interest-bearing financial
instruments, including financial instruments measured at
fair value through profit or loss, are recognised within
investment income and finance costs in the income
statement using the effective interest method. Rental
income in respect of group owner-occupied properties is
eliminated on consolidation. Accrued investment income on
instruments held at amortised cost is assessed for
impairment in line with accounting policy 5. Scrip lending
fees received are recognised on an accrual basis and are
included in the income statement as scrip lending fees
within investment income.
Hotel operation sales include room, food and beverage
and miscellaneous charges.
Management fees on assets under management
Management fees are recognised over the period for
which the services are rendered, in accordance with the
substance of the relevant agreements.

Page 194 Standard Bank Group annual report 2007

20. Segment reporting
An operating segment is a component of the group
engaged in business activities, whose operating results are
regularly reviewed by management in order to make
decisions about resources to be allocated to segments
and assessing segment performance. The group’s
identification of segments and the measurement of
segment results is based on the group’s internal reporting
to management. It represents the classification of the
group’s activities in segments that reflect the risk and
return of the group’s product offerings in different
product markets. Additional information relating to
products and services, geographic areas and major
customers is provided.
Segments whose total revenue (internal and external),
absolute profit or loss or total assets are 10% or more of
the group total, are reported separately. Transactions
between segments are priced at market-related rates.

21. Fiduciary activities
The group commonly acts as trustees and in other
fiduciary capacities that result in the holding or placing of
assets on behalf of individuals, trusts, retirement benefit
plans and other institutions. These assets and the income
arising thereon are excluded from these financial
statements as they are not assets of the group.

22. Comparative figures
Where necessary, comparative figures within notes have
been restated to conform to changes in presentation in
the current year.
Restatements within the 2006 balance sheet and income
statement are presented in Annexure A – restatements on
pages 278 and 279.

Standards and interpretations not yet effective
Standard

Standard/interpretation

Effective date1

IFRS 2
amendment

Share-based Payment – Vesting Conditions and Cancellations
The amendment to IFRS 2 clarifies that vesting conditions are service conditions and
performance conditions only. Other features of a share-based payment agreement should
be treated as non-vesting conditions and should be included in the grant date fair value
of the share-based payment. It also specifies that cancellations by parties other than the
entity should be accounted for in the same way as cancellations by the entity. This
amendment is not expected to impact the group’s results significantly.

Annual periods
commencing on or after
1 January 2009

IFRS 3

Business Combinations
The principal amendments to IFRS 3 include:

Annual periods
commencing on or after
1 July 2009

• the requirement to expense all acquisition-related costs;
of fair value gains and losses in the income statement on interests in an
• recognition
acquiree at the time at which control is lost;
of all increases and decreases in ownership interests over an acquiree
• recognition
within equity whilst control is held;
option to recognise any non-controlling interest in the acquiree either at fair value
• the
or at the non-controlling interest’s proportionate share of the net identifiable assets
of the entity acquired;
of adjustments to the initial measurement of contingent considerations on
• restriction
a business combination, with subsequent measurement of such items being recognised
in the income statement; and
requirement at acquisition to reclassify and redesignate all contractual
• the
arrangements, excluding leases and insurance contracts.
The amendments are expected to affect the group’s accounting for business combinations
that arise after the date on which the amendments are adopted. The effect on the
financial statements will be a function of the number and value of any business
combinations transacted after the effective date.
IAS 1

Presentation of Financial Statements
The revised IAS 1 supersedes the 2003 version of IAS 1. The main change in the revised
IAS 1 is the requirement to present all non-owner changes in equity in either:

Annual periods
commencing on or after
1 January 2009

single statement of comprehensive income which includes income statement line
• aitems;
or
of comprehensive income which includes only non-owner equity changes.
• aInstatement
addition, an income statement is also disclosed.
A statement of financial position, preferred term for “balance sheet”, also has to be
presented at the beginning of the comparative period when the entity restates the
comparatives as a result of a change in accounting policy, the correction of an error, or the
reclassification of items in the financial statements. The revised IAS 1 will not impact the
results of the group but will impact the format of the income statement and statement of
changes in equity.
1

It is expected that the group will comply with the new standards and interpretations from the effective date.
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Standards and interpretations not yet effective (continued)
Standard

Standard/interpretation

Effective date1

IAS 23

Borrowing Costs
The revision of IAS 23 requires the capitalisation of borrowing costs that relate to
qualifying assets, i.e. assets that necessarily take a substantial period of time to get ready
for their intended use or sale. It does not require the capitalisation of borrowing costs
relating to assets measured at fair value, and inventories manufactured or produced in
large quantities on a repetitive basis. This standard will change the group’s existing policy
of expensing all borrowing costs as incurred. The impact is not expected to be material but
is dependent on the number and value of projects undertaken after the effective date.

Annual periods
commencing on or after
1 January 2009

IAS 27

Consolidated and Separate Financial Statements
The amendments to IAS 27 require changes in a parent’s ownership interest in a subsidiary
that does not result in a loss of control to be accounted for within equity as transactions with
owners in their capacity as owners. At the time at which control is lost, a parent shall
derecognise all assets, liabilities and non-controlling interest at their carrying amounts. Any
retained interest in the former subsidiary is recognised at its fair value at the date control is
lost. A gain or loss on the loss of control is recognised in profit or loss. The revised standard
also requires an entity to attribute its share of total comprehensive income to the noncontrolling interest even if this results in the non-controlling interest having a deficit balance.

Annual periods
commencing on or after
1 July 2009

The effect on the financial statements will be a function of the number and value of
transactions that result in the loss of control over subsidiaries after the implementation of
the new standard.
IAS 32 and
IAS 1
amendments

Financial Instruments: Preparation and IAS 1 Presentation of Financial Statements –
Puttable Financial Instruments and Obligations Arising on Liquidation
The amendment to IAS 32 requires the classification of certain puttable financial
instruments and financial instruments that impose on the issuer an obligation to deliver a
pro-rata share of the entity only on liquidation as equity. The amendment sets out specific
criteria that are to be met to present the instruments as equity together with related
disclosure requirements. This amendment is not expected to have a significant impact on
the group’s results.

Annual periods
commencing on or after
1 January 2009

IFRIC 12

Service Concession Arrangements
Service concessions are contractual service arrangements whereby a government or other
public sector entity grants contracts for the supply of public services such as roads,
airports, prison, energy and water supply distribution facilities to private sector operators.
This interpretation provides guidance on how service concession operators should apply
existing IFRS to account for the obligations they undertake and the rights they receive in
service concession arrangements. This standard is not applicable to the business of the
group.

Annual periods
commencing on or after
1 January 2008

1

It is expected that the group will comply with the new standards and interpretations from the effective date.
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Standards and interpretations not yet effective (continued)
Standard

Standard/interpretation

Effective date

IFRIC 13

Customer Loyalty Programmes
The interpretation addresses the recognition and measurement of obligations to provide
customers with free or discounted goods or services if and when they choose to redeem
their loyalty award credits. The interpretation requires entities to allocate some of the
proceeds of the initial sale to the award credits and recognise these proceeds as revenue
only when the obligations have been fulfilled. They may fulfil their obligations by
supplying awards themselves, or engaging and paying a third party to do so. This
interpretation is in accordance with the group’s existing policy and is therefore not
expected to impact the group’s results.

Annual periods
commencing on or after
1 July 2008

IFRIC 14

IAS 19 – The Limit on a Defined Benefit Asset, Minimum Funding Requirements and their
Interaction
IFRIC 14 provides a clearer interpretation of the amount of a pension fund surplus that
can be recognised as an asset. The availability of a refund of surplus or a reduction in
future contributions (economic benefits) is determined based on the terms and conditions
of the plan and any relevant statutory requirements. Any changes in the defined benefit
asset will be recognised immediately in profit or loss. This interpretation is not expected
to impact the group’s results significantly.

Annual periods
commencing on or after
1 January 2008
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1.

Segment reporting
Business segments
Personal &
Business Banking

Corporate &
Investment Banking

Central and
other

2007
Rm

2006
Rm

2007
Rm

2006
Rm

2007
Rm

2006
Rm

Income from banking activities

27 075

20 911

19 756

14 452

812

803

Net interest income
Non-interest revenue

15 457
11 618

11 152
9 759

6 804
12 952

5 117
9 335

635
177

732
71

Net fee and commission revenue
Trading revenue
Other revenue

10 468
36
1 114

8 948
–
811

4 094
7 423
1 435

2 929
4 945
1 461

(51)
(243)
471

(52)
(93)
216

27 075
4 240

20 911
2 333

19 756
250

14 452
335

812
100

803
65

22 835
14 171

18 578
11 334

19 506
10 494

14 117
7 642

712
41

738
129

7 336
6 835

5 681
5 653

6 739
3 755

4 733
2 909

413
(372)

587
(458)

Net income
Goodwill impairment/(gain)
Share of profit from associates and joint ventures

8 664

7 244

609

145

6 475
15
73

671
(382)

107

9 012
6
176

Net income before indirect taxation
Indirect taxation

8 771
540

7 389
388

9 182
306

6 533
177

Profit before direct taxation
Direct taxation

8 231
2 450

7 001
2 138

8 876
1 780

6 356
1 265

Profit for the year

5 781

4 863

7 096

5 091

71

19

291

62

5 710

4 844

6 805

5 029

5 661
28,1
52,1
4,79
1,34

4 816
31,6
53,8
4,64
1,00

6 765
27,3
52,6
1,53
0,09

322 894
316 596
356 345
332 535
20 144
451
820
26
34 673

240 253
232 321
275 474
258 821
15 223
260
629
9
29 708

444 878
270 087
610 042
578 606
24 810
1 132
225
16
8 677

Income from investment management and life
insurance activities
Total income
Credit impairment charges
Benefits due to policyholders
Income after credit impairment charges and
policyholders’ benefits
Operating expenses in banking activities
Staff costs
Other operating expenses
Operating expenses in investment management
and life insurance activities

Attributable to minorities
Attributable to preference shareholders
Attributable to ordinary shareholders
Headline earnings
Return on equity (%)
Cost-to-income ratio (%)
Net interest margin (%)
Credit loss ratio (%)
Average assets – banking activities excluding
trading derivatives
Average loans and advances (gross)
Total assets
Total liabilities
Average ordinary shareholders’ equity
Interest in associates and joint ventures
Depreciation and amortisation
Impairment loss/(gain) on non-financial assets
Number of employees
1

982
(66)
1 048

609
39
570
(27)
597

(16)
471
593

–
282
315

5 033
27,7
52,6
1,40
0,15

(246)

126

364 841
221 922
494 413
473 142
18 199
823
169
15
7 054

3 965
350
2 733
(5 112)
4 374
77
48
(382)
951

6 497
4 123
5 333
(7 308)
5 972
47
67
–
941

IFRS adjustments relate to adjustments to the segmental results, presented on a normalised basis, to arrive at the IFRS results.
These adjustments are described in detail on pages 83 to 87.
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1 053
71

Banking activities
2007
Rm

2006
Rm

47 643

Normalised
Standard Bank Group

Liberty Life

2007
Rm

2006
Rm

36 166

47 643

36 166

22 896
24 747

17 001
19 165

22 896
24 747

17 001
19 165

14 511
7 216
3 020

11 825
4 852
2 488

14 511
7 216
3 020

11 825
4 852
2 488

47 643
4 590

36 166
2 733

43 053
24 706

33 433
19 105

14 488
10 218

11 001
8 104

2007
Rm

2006
Rm

IFRS
adjustments1
2007
Rm

IFRS
Standard Bank Group

2006
Rm

2007
Rm

2006
Rm

(347)

(347)

47 296

35 819

(347)

(347)

22 549
24 747

16 654
19 165

14 511
7 216
3 020

11 825
4 852
2 488

50 320

60 410

50 320

60 410

(486)

(1 066)

49 834

59 344

50 320

60 410

(1 413)

47 896

96 576
2 733
47 896

(833)

37 153

97 963
4 590
37 153

97 130
4 590
37 153

95 163
2 733
47 896

13 167

12 514

56 220
24 706

45 947
19 105

(833)

(1 413)

55 387
24 706

44 534
19 105

14 488
10 218

11 001
8 104

14 488
10 218

11 001
8 104

7 423

6 486

7 423

6 486

7 423

6 486

24 091
(376)
355

20 356
15
275

(833)

(1 413)

23 258
(376)
355

18 943
15
275

18 347
(376)
283

14 328
15
218

5 744

6 028

72

57

19 006
917

14 531
604

5 816
268

6 085
237

24 822
1 185

20 616
841

(833)

(1 413)

23 989
1 185

19 203
841

18 089
4 164

13 927
3 376

5 548
2 068

5 848
2 476

23 637
6 232

19 775
5 852

(833)

(1 413)

22 804
6 232

18 362
5 852

13 925

10 551

3 480

3 372

17 405

13 923

(833)

(1 413)

16 572

12 510

346
471
13 108

81
282
10 188

2 505

2 412

975

960

2 851
471
14 083

2 493
282
11 148

(380)
(21)
(432)

(770)
(13)
(630)

2 471
450
13 651

1 723
269
10 518

12 180
24,7
51,6
2,97
0,78

9 975
25,3
52,5
2,78
0,60

973
25,8

843
26,5

13 153
24,8
51,6
2,97
0,78

10 818
25,4
52,5
2,78
0,60

(432)

(630)

12 721
26,7
51,9
2,94
0,79

10 188
27,4
53,0
2,74
0,60

611 591
458 366
978 058
913 871
42 571
8 584
1 191
24
42 265

(4 123)
(4 123)
(9 128)
(145)
(5 532)

(4 056)
(4 056)
(9 603)
(124)
(5 353)

771 737
587 033
969 120
906 029
49 328
1 660
1 093
(340)
44 301

611 591
458 366
775 220
724 655
39 394
1 130
865
24
37 703

222 083
207 755
3 765
10 633
322

202 838
189 216
3 177
7 454
326

4 604

4 562

771 737
587 033
1 191 203
1 113 784
53 093
12 293
1 415
(340)
48 905

767 614
582 910
1 182 075
1 113 639
47 561
12 293
1 415
(340)
48 905

607 535
454 310
968 455
913 747
37 218
8 584
1 191
24
42 265

Standard Bank Group annual report 2007 Page 199

Notes to the annual financial statements

continued

for the year ended 31 December 2007

1.

Segment reporting (continued)
The group is structured on the basis of products and services and the segments have been identified on this basis. The principal
business units in the group are as follows:
Business unit
Personal & Business Banking

Banking and other financial services to individual customers and small- to
medium-sized enterprises throughout South Africa, rest of Africa as well as
Argentina.
Mortgage lending – Provides residential accommodation loans to individual
customers.
Instalment sale and finance leases – Comprises two main areas, instalment
finance in the consumer market, mainly vehicles, and secondly, finance of
vehicles and equipment in the business market.
Card products – Provides credit and debit card facilities for individuals and
businesses.
Transactional and lending products – Transactions in products associated with
the various points of contact channels such as ATMs, Internet, telephone
banking and branches. This includes deposit taking activities, electronic
banking, cheque accounts and other lending products.
Bancassurance – Provides short-term and long-term insurance products, mainly
through third parties, and financial planning services to clients.

Corporate & Investment Banking

Commercial and investment banking services to larger corporates, financial
institutions and international counterparties in South Africa and other emerging
markets.
Global markets – Includes foreign exchange, fixed income, derivatives, equities
and commodities trading businesses, securitisation, debt origination, money
market funding units and resource banking.
Banking and other trade finance – Includes corporate lending and transactional
banking businesses, custodial services, trade finance business and propertyrelated lending.
Investment Banking – Includes equity investment and advisory businesses,
project finance, structured lending as well as the asset and wealth management
units.

Central and other

Includes the impact of the Tutuwa initiative and group capital instruments,
together with certain group overheads not recoverable from business
segments, including the Global Leadership Centre, activities and taxes not
allocated to business segments, strategic acquisition costs and inter-segment
eliminations.

Liberty Life

Investment management and life insurance activities of group company Liberty
Life and its now wholly-owned subsidiary, Stanlib. Liberty Life includes longterm investment, long-term risk (life and disability), pension fund management,
endowment, retirement annuities, corporate benefits, health care and health
insurance. Stanlib includes investment-related advice and solutions.

No countries outside South Africa are deemed to be individually material. There has been no reliance on any major customers and
no one customer makes up a material portion of the revenue streams.
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1.

Segment reporting (continued)
Geographic segments
IFRS
Standard
Bank
Group

South
Africa

Rest of
Africa

Outside
Africa

Total income

83 974

5 557

8 080

352

97 963

(833)

97 130

Banking activities
Insurance activities

33 654
50 320

5 557

8 080

352

47 643
50 320

(347)
(486)

47 296
49 834

Total assets

925 914

76 211

270 990

(81 912) 1 191 203

(9 128) 1 182 075

Banking activities
Insurance activities

703 831
222 083

76 211

270 990

(81 912)

(3 193)
(5 935)

Non-current assets

23 103

4 518

1 198

28 819

28 819

Banking activities
Insurance activities

5 234
17 869

4 518

1 198

10 950
17 869

10 950
17 869

2006
Total income

87 829

3 783

4 477

487

96 576

(1 413)

95 163

Banking activities
Insurance activities

27 419
60 410

3 783

4 477

487

36 166
60 410

(347)
(1 066)

35 819
59 344

Total assets

774 568

43 942

201 665

(42 117)

978 058

(9 603)

968 455

Banking activities
Insurance activities

571 730
202 838

43 942

201 665

(42 117)

775 220
202 838

(4 201)
(5 402)

771 019
197 436

Non-current assets

19 609

831

376

20 816

20 816

Banking activities
Insurance activities

3 647
15 962

831

376

4 854
15 962

4 854
15 962

2007

2.

Normalised
Standard
Bank
IFRS
Group adjustments

Central
and
other

969 120
222 083

965 927
216 148

Key management assumptions
In preparing the financial statements, estimates and assumptions are made that could affect the reported amounts of assets and
liabilities within the next financial year. Estimates and judgements are continually evaluated and are based on factors such as
historical experience and current best estimates of uncertain future events that are believed to be reasonable under the
circumstances.

2.1 Credit impairment losses on loans and advances
Performing loans
The group assesses its loan portfolios for impairment at each balance sheet date. In determining whether an impairment
loss should be recorded in the income statement, the group makes judgements as to whether there is observable data
indicating a measurable decrease in the estimated future cash flows from a portfolio of loans before the decrease can be
allocated to an individual loan in that portfolio. Estimates are made of the duration between the occurrence of a loss event
and the identification of a loss on an individual basis. The impairment for performing loans is calculated on a portfolio basis,
based on historical loss ratios, adjusted for national and industry-specific economic conditions and other indicators present
at the reporting date that correlate with defaults on the portfolio. These include early arrears and other indicators of
potential default, such as changes in macro-economic conditions and legislation affecting credit recovery. These annual
loss ratios are applied to loan balances in the portfolio and scaled to the estimated loss emergence period. At year end, the
group applied the following loss emergence periods:
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Average loss
emergence
period
2007
2006
Months
Months

2.

Sensitivity1
2007
2006
Rm
Rm

Key management assumptions (continued)
2.1 Credit impairment losses on loans
and advances (continued)
Performing loans (continued)
Personal & Business Banking
Mortgage lending
Instalment sale and finance leases
Card debtors
Other lending
Corporate & Investment Banking
South Africa
Rest of Africa
Outside Africa

3–6

3–6

199

149

6
6
3
3

6
6
3
3

30
36
97
36

39
26
56
28

6 – 12

3 –13

95

77

12
12
6

13
12
3

65
6
24

36
6
35

294

226

1

Sensitivity is based on the effect of a change of one month in the emergence period on the value of the impairment.

Non-performing loans
Retail loans are individually impaired if the amounts are due and unpaid for three or more months. Corporate loans are
analysed on a case-by-case basis taking into account breaches of key loan conditions. Management’s estimates of future
cash flows on individually impaired loans are based on historical loss experience for assets with similar credit risk
characteristics. The methodology and assumptions used for estimating both the amount and timing of future cash flows are
reviewed regularly to reduce any differences between loss estimates and actual loss experience. Expected time to recover
security and recoveries of individual loans as a percentage of the outstanding balances are estimated as follows:

Expected time to
recover security
2007
2006
Months
Months
Personal & Business Banking
Mortgage lending
Instalment sale and finance leases
Card debtors
Other lending
Corporate & Investment Banking
South Africa
Rest of Africa
Outside Africa

1

Expected recoveries
as a percentage
of impaired loans
2007
2006
%
%

Impairment loss
sensitivity1
2007
2006
Rm
Rm

0 – 16

0 – 19

64

61

54

26

12
6
0
16

12
6
0
19

80
47
28
26

80
51
26
29

43
6
2
3

19
3
1
3

8 – 24

7 – 24

45

33

5

4

12
24
8

12
24
7

29
47
41

32
48
23

–
4
1

1
2
1

61

55

59

30

Sensitivity is based on the effect of a change of one percentage point in the value of the estimated recovery on the value of the impairment.
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Key management assumptions (continued)
2.2 Sensitivity of fair values to changes in significant assumptions
The fair value of financial instruments, such as unlisted equity investments and equity derivatives, that are not quoted in
active markets are determined using valuation techniques. Wherever possible, models use only observable market data.
Where required, these models incorporate assumptions that are not supported by prices from observable current market
transactions in the same instrument and not based on available observable market data. Such assumptions include risk
premiums, liquidity discount rates, credit risk, volatilities and correlations. Changes in these assumptions could affect the
reported fair values of financial instruments. For example, if the discount rate used in determining the fair values was
decreased by 1%, the mark-to-market movement in the profit or loss account would have increased by R57 million
(2006: R46 million). If the discount rate was increased by 1% the profit or loss impact would have been a R51 million
decrease (2006: R39 million decrease).
The total amount of the change in fair value estimated using a valuation technique not based on observable market
data that was recognised in profit or loss for the year ended 31 December 2007 was a profit of R163 million
(2006: R137 million).

2.3 Fair value of derivatives
The fair value of financial instruments that are not quoted in active markets is determined by using valuation techniques.
Where valuation techniques or models are used to determine fair values, they are validated and periodically independently
reviewed by qualified senior personnel. All models are authorised before they are used, and models are calibrated and
back-tested to ensure that outputs reflect actual data and comparative market prices. To the extent practical, models use
only observable data.

2.4 Impairment of available-for-sale equity investments
The group determines that available-for-sale equity investments are impaired and recognised as such in the income
statement, when there has been a significant or prolonged decline in the fair value below its cost. This determination of
what is significant or prolonged requires judgement. In making this judgement, the group evaluates among other factors,
the normal volatility in the share prices. In addition, impairment may be appropriate when there is evidence of a
deterioration in the financial health of the investee, industry and sector performance, changes in technology, and
operational and financing cash flows.
Had the declines of financial instruments with fair values below cost been considered significant or prolonged, the group
would suffer an additional loss of R42 million (2006: Rnil) in its financial statements, being the transfer of the negative
revaluations within the available-for-sale reserve to the income statement.

2.5 Securitisations and special purpose entities (SPEs)
The group sponsors the formation of SPEs primarily for the purpose of allowing clients to hold investments, for asset
securitisation transactions, asset financing and for buying or selling credit protection. The group consolidates SPEs that it
controls in terms of IFRS. As it can sometimes be difficult to determine whether the group controls an SPE, it makes
judgements about its exposure to the risks and rewards, as well as about its ability to make operational decisions for the
SPE in question. In arriving at judgements, these factors are considered both jointly and separately.
The group has consolidated SPEs with assets of R36 145 million (2006: R28 890 million) and net profit of R44 million
(2006: net loss R4 million). The group has not consolidated SPEs with assets of R3 180 million (2006: R475 million) and
Rnil profit (2006: Rnil) as these entities were not considered to be controlled by the group.

2.6 Held-to-maturity investments
The group follows the guidance of IAS 39 on classifying certain non-derivative financial assets with fixed or determinable
payments and fixed maturity, as held-to-maturity. This classification requires judgment of the group’s ability to hold such
investments to maturity. If the group fails to keep these investments to maturity other than in specific defined
circumstances, it will be required to classify the entire class as available-for-sale. The investments would therefore be
measured at fair value and not amortised cost. If the entire class of held-to-maturity investments were tainted, the carrying
amount would increase by R35 million (2006: R11 million), with a corresponding entry in the available-for-sale reserve in
shareholders’ equity.

2.7 Income taxes
The group is subject to direct taxation in a number of jurisdictions. There may be transactions and calculations for which
the ultimate tax determination has an element of uncertainty during the ordinary course of business. The group recognises
liabilities based on objective estimates of the quantum of taxes that may be due. Where the final tax determination is
different from the amounts that were initially recorded, such differences will impact the income tax and deferred tax
provisions in the period in which such determination is made.
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2.

Key management assumptions (continued)
2.8 Financial risk management
The group's risk management policies and procedures are disclosed in the risk management section starting on page 98
of the annual report. IFRS 7 information referred to in the risk management section on page 98 forms part of the audited
annual financial statements.

2.9 Valuation of investment property
The valuation of investment property within the insurance operations has been carried out by Ian Mitchell Investment
Property Consultants CC (Chartered Valuation Surveyor – Professional Valuer) and Dijalo Valuation Services Management
(Pty) Limited (Professional Associate Valuer).
The valuation of investment properties is prepared in accordance with the guidelines of the South African Institute of
Valuers for valuation reports and in accordance with the appraisal and valuation manual of the Royal Institution of Chartered
Surveyors, adapted for South African law and conditions. The valuation assumes that there will be no change in the social,
economic or political circumstances between the date of valuation and the financial year end of the group.
The basis of value is “market value” which is defined as an opinion of the best price at which the sale of an interest in
property would have been completed unconditionally for a cash consideration on the date of valuation assuming:

• a willing seller;
the state of the market, level of values and other circumstances were, on any earlier assumed date of exchange
• that
of contracts, the same as at the date of valuation;
• that no account is taken of any additional bid by a prospective purchaser with a special interest; and
• that both parties to the transaction had acted knowledgeably, prudently and without compulsion.
The properties have been valued on a discounted cash flow basis. In the majority of cases, discounted cash flows have been
used and summed together with the capitalised and discounted value of the projected income to give present value as at
31 December 2007. In order to determine the reversionary rental income on lease expiry, renewal or review a market gross
rental income (basic rental plus operating cost rental) has been applied to give a market-related rental value for each
property as at 31 December 2007. Market rental growth has been determined based on the individual property, property
market trends and economic forecasts. Vacancies have been considered based on historic and current vacancy factors as
well as the nature, location, size and popularity of each building.
Appropriate discount rates have been applied to cash flows for each property to reflect the relative investment risk
associated with the particular building, tenant, covenant and the projected income flow. Extensive market research has
been conducted to ascertain the most appropriate market-related discount rate to apply with regard to the current longterm bond yield (R153 risk-free rate) and the relative attractiveness that an investor may place on property as an asset
class.
Primary discount rates range from 8% to 11,5% on a property by property basis. Exit capitalisation rates generally range
from 8% to 11,5%.
On the basis that turnover or profit rental income has a greater degree of uncertainty and risk than the contractual base
rental, a risk premium of between 1% and 6% has been added to the discount rate and to the exit capitalisation rate, to
reflect the greater investment risk associated with the variable rental element on a property by property basis.

2.10 Long-term insurance contracts
Policyholders’ liabilities
Policyholders’ liabilities under insurance contracts are derived from actual claims submitted which are not settled at balance
sheet date, and best estimates of the present value of future claims and benefits under existing contracts, offset by
probable future premiums to be received (net of expected service costs). The key assumptions applied have been detailed
in the insurance risk component of the risk management section.
The process of deriving the best estimate assumptions relating to future mortality, morbidity, medical claims, withdrawal,
investment return, maintenance expenses, expense inflation and tax are described below.
Mortality
An appropriate base table of standard mortality is chosen depending on the type of contract and class of business. Industry
standard tables are used for smaller classes of business, while company specific tables, based on graduated industry
standard tables to reflect company specific experience, are used for larger classes.
Investigations into mortality experience are performed annually. The period of investigation extends over the latest three
full years for larger classes of business. Investigations relating to smaller classes usually extend over five years in order to
gain sufficient credibility from the data.
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2.

Key management assumptions (continued)
2.10 Long-term insurance contracts (continued)
Policyholders’ liabilities (continued)
The results of the investigation are used to set the valuation assumptions, which are applied as an adjustment to the
respective standard table.
In setting the assumptions, provision is made for the expected increase in AIDS-related claims. Allowance for AIDS-related
deaths is included in the base mortality rates at rates consistent with the requirement of ASSA'S PGN 105. The rates are
defined using the ASSA2000lite model calibrated to reflect Liberty's assurance lives.
For contracts insuring survivorship, an allowance is made for future mortality improvements based on trends identified in
the data and in the continuous mortality investigations performed by independent actuarial bodies.
Morbidity
The incidence of disability claims is derived from industry experience studies, adjusted where appropriate for the group’s
own experience. The assumptions to be used are reviewed on an annual basis based on claims experience. The same is
true for the incidence of recovery from disability.
Medical claims
The incidence of medical claims is derived from the risk premium rates determined from annual investigations. The
incidence rates are reviewed on an annual basis, based on medical claims experience. The adjusted rates are intended to
reflect future expected experience.
Withdrawal
The withdrawal assumptions are based on the most recent withdrawal investigations taking into account past as well as
expected future trends. The withdrawal investigation is performed each year and incorporates a full year’s experience.
The withdrawal rates are analysed by product type and policy duration. These withdrawal rates vary considerably by
duration, policy term and company. Typically the rates are higher for risk type products versus investment type products,
and are higher at early durations.
Investment return
Future investment returns are set for the main asset classes as follows:
rate – Effective 10-year yield curve rate at the balance sheet date rounded to nearest 0,25 percentage point,
• gilt
8,5% (2006: 8,0%);
• equity rate – Gilt rate plus 2 percentage points as an adjustment for risk, 10,5% (2006: 10,0%);
• property rate – Gilt rate plus 1 percentage point as an adjustment for risk, 9,5% (2006: 9,0%); and
• cash – Gilt rate less 1,5 percentage points, 7,0% (2006: 6,5%).
The overall investment return for a block of business is based on the investment return assumptions allowing for the
current mix of assets supporting the liabilities.
The pre-taxation discount rate is set at the same rate. The rate averaged across the blocks of business (excluding annuity
and guaranteed capital and business) is 10,0% per annum in 2007 (2006: 9,5% per annum). Where appropriate the
investment return assumption will be adjusted to make allowance for investment expenses, taxation and the relevant
prescribed margins as per PGN 104 issued by the Actuarial Society of South Africa.
For annuity and guaranteed capital bond business, discount rates are largely set at risk-free rates consistent with the
duration of the liabilities, reduced by an allowance for investment expenses and the relevant prescribed margin.
Expenses
An expense analysis is performed on the actual expenses incurred in the calendar year preceding the balance sheet date.
Expense inflation
The inflation rate is set at 3,5 percentage points below the gilt rate investment return assumption prevailing at the
balance sheet date, resulting in a best estimate expense inflation assumption of 5,0% at 31 December 2007. The
expense inflation assumption is set taking into consideration the expected future development of the number of in-force
policies, as well as the expected future profile of group maintenance expenses.
Taxation
Future taxation and taxation relief are allowed for at the rates and on the bases applicable to Section 29A of the Income
Tax Act at the balance sheet date. Each company’s current tax position is taken into account, and taxation rates,
consistent with that position and the likely future changes in that position, are allowed for. In respect of capital gains
taxation (CGT), taxation is allowed for at the full CGT rate. Deferred taxation liabilities include a provision for CGT on
unrealised gains/(losses) at the valuation date, at the full undiscounted value.

Standard Bank Group annual report 2007 Page 205

Notes to the annual financial statements

continued

for the year ended 31 December 2007

2.

Key management assumptions (continued)
2.10 Long-term insurance contracts (continued)
Policyholders’ liabilities (continued)
Correlations
No correlations between assumptions are allowed for.
Contribution increases
In the valuation of the liabilities, voluntary premium increases that give rise to expected profits are not allowed for.
However, compulsory increases and increases that give rise to expected losses are allowed for. This is consistent with the
requirements of PGN 104.
Embedded investment derivative assumptions
The assumptions used to value embedded derivatives, in respect of policyholder contracts, are set in accordance with
PGN 110. Account is taken of the yield curve at the valuation date. Both implied market volatility and historical volatility
are taken into account when setting volatility assumptions. Long-term volatility assumptions are set based on market
information where available, otherwise a measure of subjectivity is required. The 30 year annualised implied at-themoney volatility assumption, estimated using the asset model output for the FTSE/JSE top 40 index, is 28,4%.
Correlations between asset classes are set based on historical evidence. At least one thousand simulations are performed
in calculating the liability.
A reserve for minimum investment return guarantees, calculated on a stochastic basis in accordance with PGN 110, is
held.
Using the simulated investment returns, the instruments below are priced as follows:
Instrument

Return

A 6-month at-the-money spot put on the FTSE/JSE TOP 40 index
A 6-month at-the-money spot call on the FTSE/JSE TOP 40 index
A 5-year put on the FTSE/JSE TOP 40 index, with a strike price equal to 1,04 of spot
A 5-year put with a strike price equal to 1,04 of spot, on an underlying index constructed
as 60% FTSE/JSE TOP 40 and 40% ALBI, with rebalancing of the underlying index back
to these weights taking place 6 monthly.
A 20-year put option based on an interest rate with a strike equal to the present 5-year
forward rate as at maturity of the put option (stripped from the zero coupon yield curve),
which pays out if the 5-year interest rate at the time of maturity (in 20 years) is lower
than this strike
A 20-year at-the-money (spot) put on the FTSE/JSE TOP 40 index

5,60%
9,64%
14,56%

5,79%

0,32%
5,45%

The TOP 40 index here is a capital returns index whereas the ALBI is a total return index. Spot refers to the value of the
index at market close on 31 December 2007. At-the-money means that the strike value of the option is equal to the
spot.
The zero coupon yield curve used in the projection is as follows (rates calculated on the nominal annualised compounded
continuously method):
Maturity

Model output
yield curve

Model input
yield curve

1 year
2 years
3 years
4 years
5 years
10 years
15 years
20 years
25 years
30 years
35 years
40 years
45 years
50 years

10,56%
10,25%
9,97%
9,71%
9,48%
8,58%
7,98%
7,57%
7,27%
7,06%
6,89%
6,77%
6,67%
6,58%

10,81%
10,49%
10,20%
9,93%
9,68%
8,73%
8,09%
7,65%
7,34%
7,11%
6,94%
6,81%
6,71%
6,62%

The “input” and “output” curves differ due to statistical sampling error.
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Key management assumptions (continued)
2.10 Long-term insurance contracts (continued)
Policyholders’ liabilities (continued)
Changes in assumptions
Modelling and other changes were made to the valuation to realign valuation assumptions with expected future
experience. These changes resulted in a net increase in policyholders’ liabilities of R809 million in 2007.
The primary items were:
change in the economic valuation assumptions to realign the economic assumptions with expected future
•aexperience,
resulting in a decrease in the liability of R510 million. It should be noted that the majority of this change
is offset by a corresponding change in the value of the relevant matching assets;
change in the economic valuation assumptions used to calculate the liabilities in respect of minimum investment
•areturn
guarantees to align the valuation to a market consistent basis, resulting in an increase in the liability of
R193 million;

•a revision of the future expense assumptions, amounting to a decrease in the liability of R163 million;
•a provision for future non-recurring expenses amounting to an increase in liability of R296 million;
demographic experience assumptions were adjusted to reflect expected future experience, amounting to a
•the
decrease in liability of R202 million;
•a change in the allowance for future AIDS related deaths, resulting in a decrease in the liability of R286 million;
retirement fund tax rate changed from 9% to 0% effective 1 March 2007. The tax assumption was changed to
•the
reflect this, resulting in a decrease in liability of R140 million;
change in assumptions to allow for expected future withdrawals, resulting in an increase in the liability of
•aR295
million;
change in the modelling of the liabilities in respect of minimum investment return guarantees amounting to a
•adecrease
in liabilities of R161 million; and
•the balance of modelling changes amounting to a decrease in liabilities of R131 million.
3.

2007
Rm

2006
Rm

5 819
14 799

5 554
8 789

20 618

14 343

Cash and balances with central banks
Coins and bank notes
Balances with central banks

Cash and balances with central banks include R14 185 million (2006: R7 866 million) that is not available for use by the
group. These balances comprise primarily reserving requirements held with central banks.

4.

Derivative instruments
All derivatives are classified as either derivatives held for trading or derivatives held for hedging.

4.1 Fair values
The fair value of a derivative financial instrument represents for quoted instruments the quoted market price and for
unquoted instruments the present value of the positive or negative cash flows, which would have occurred if the rights and
obligations arising from that instrument were closed out in an orderly market place transaction at year end.

4.2 Notional amount
The gross notional amount is the sum of the absolute value of all bought and sold contracts. The amount cannot be used
to assess the market risk associated with the position and should be used only as a means of assessing the group's
participation in derivative contracts.
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4.

Derivative instruments (continued)
4.3

Derivative assets and liabilities

2007

Maturity analysis of net fair value
After
1 year
Within but within
After
1 year
5 years
5 years
Rm
Rm
Rm

Derivatives held for trading
Foreign exchange derivatives

1 680

(668)

(493)

519

14 831

(14 312) 1 573 870

Forwards
Futures
Options

1 692
2
(14)

(329)
(14)
(325)

21
–
(514)

1 384
(12)
(853)

12 349
62
2 420

(10 965) 1 441 021
(74)
3 419
(3 273) 129 430

Interest rate derivatives

1 044

(20)

(2 840)

(1 816)

57 416

(59 232) 4 708 840

Bond options
Caps and floors
Future options
Forwards
Swaps
Swaptions

(8)
(12)
5
63
1 011
(15)

1 795
(107)
30
25
(1 773)
10

(147)
28
–
–
(2 722)
1

1 640
(91)
35
88
(3 484)
(4)

3 944
158
188
329
52 673
124

(2 304) 656 515
(249) 182 554
(153) 517 601
(241) 448 189
(56 157) 2 867 910
(128)
36 071

Commodity derivatives

795

1 305

124

2 224

35 949

(33 725) 1 939 330

Forwards
Options

818
(23)

113
1 192

(126)
250

805
1 419

29 170
6 779

(28 365) 1 878 822
(5 360)
60 508

Net
fair
value
Rm

Fair
value of
assets
Rm

Fair
value of
liabilities
Rm

Contract/
notional
amount
Rm

Credit derivatives

(1 793)

(287)

(103)

(2 183)

2 657

(4 840)

141 153

Credit default swaps
Total return swaps

93
(1 886)

479
(766)

123
(226)

695
(2 878)

2 451
206

(1 756)
(3 084)

133 030
8 123

Equity derivatives

(813)

(135)

31

(917)

5 265

(6 182)

593 644

Forwards
Futures
Index options
Options
Swaps
Other

101
(19)
(429)
(233)
(23)
(210)

(134)
2
(456)
474
(22)
1

–
–
–
31
–
–

(33)
(17)
(885)
272
(45)
(209)

212
7
2 373
2 648
1
24

(245)
(24)
(3 258)
(2 376)
(46)
(233)

3 743
14 061
208 935
303 231
59 913
3 761

Total derivative assets/
(liabilities) held for trading

913

195

(3 281)

(2 173)

116 118

Derivatives held for hedging
Derivatives designated as
fair value hedges

(188)

1 136

(562)

386

1 747

(1 361)

69 599

Currency futures
Interest rate swaps

4
(192)

77
1 059

50
(612)

131
255

131
1 616

–
(1 361)

–
69 599

Derivatives designated as
cash flow hedges
Currency swaps
Exchange traded currency
options bought
Interest rate swaps

(118 291) 8 956 837

2

210

2

214

452

(238)

19 924

6

278

–

284

443

(159)

14 658

(8)
4

(1)
(67)

–
2

(9)
(61)

–
9

(9)
(70)

1 618
3 648

Derivatives designated as hedge of
net investment in foreign operations

(130)

–

–

(130)

26

(156)

9 504

Currency options
Forward exchange contracts

2
(132)

–
–

–
–

2
(132)

2
24

–
(156)

1 048
8 456

Total derivative (liabilities)/
assets held for hedging

(316)

1 346

(560)

2 225

(1 755)

99 027

597

1 541

(3 841)

Total derivative assets/(liabilities)
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470
(1 703)

118 343

(120 046) 9 055 864

4.

Derivative instruments (continued)
4.3

Derivative assets and liabilities (continued)

2006

Maturity analysis of net fair value
After
1 year
Within but within
After
1 year
5 years
5 years
Rm
Rm
Rm

Derivatives held for trading
Foreign exchange derivatives

4 650

(396)

(649)

3 605

20 753

(17 148) 1 321 454

Forwards
Futures
Options

5 037
(1)
(386)

262
–
(658)

(169)
–
(480)

5 130
(1)
(1 524)

16 867
–
3 886

(11 737) 1 208 042
(1)
8 228
(5 410)
105 184

Interest rate derivatives

(2 053)

(3 628)

(1 602)

(7 283)

43 374

(50 657) 5 496 815

Bond options
Caps and floors
Future options
Forwards
Swaps
Swaptions

39
(15)
4
15
(2 086)
(10)

(448)
(56)
11
1
(3 139)
3

(144)
22
–
–
(1 480)
–

(553)
(49)
15
16
(6 705)
(7)

1 789
89
116
170
41 105
105

(2 342)
140 774
(138)
30 842
(101)
908 955
(154)
351 992
(47 810) 3 996 903
(112)
67 349

823

1 092

162

2 077

29 781

(27 704)

495 887

Forwards
Futures
Options

(2 225)
3
3 045

775
–
317

(62)
–
224

(1 512)
3
3 586

18 744
3
11 034

(20 256)

394 076
33
101 778

Credit derivatives

(1 668)

(541)

(168)

(2 377)

1 163

(3 540)

71 726

Credit default swaps
Total return swaps

(85)
(1 583)

22
(563)

(21)
(147)

(84)
(2 293)

1 148
15

(1 232)
(2 308)

67 759
3 967

Equity derivatives

(318)

15

6

(297)

3 752

(4 049)

89 611

Forwards
Futures
Index options
Options
Swaps
Other

(67)
(8)
(179)
38
(19)
(83)

–
–
(55)
48
5
17

–
–
–
6
–
–

(67)
(8)
(234)
92
(14)
(66)

53
–
2 710
953
18
18

(120)
(8)
(2 944)
(861)
(32)
(84)

764
11 573
66 703
7 166
1 416
1 989

1 434

(3 458)

(2 251)

(4 275)

98 823

701

1 303

(92)

1 912

1 912

–

58 824

87

–

1

88

88

–

1 432

87
–

–
–

–
1

87
1

87
1

–
–

842
590

Commodity derivatives

Total derivative assets/
(liabilities) held for trading
Derivatives held for hedging
Derivatives designated as fair
value hedges – interest rate swaps
Derivatives designated as
cash flow hedges
Currency swaps
Interest rate swaps

Net
fair
value
Rm

Fair
value of
assets
Rm

Fair
value of
liabilities
Rm

(7 448)

Contract/
notional
amount
Rm

(103 098) 7 475 493

Derivatives designated as fair value
portfolio hedges – interest rate swaps
Derivatives designated as hedge of
net investment in foreign operations

(1)

–

–

(1)

–

(1)

–

(14)

–

–

(14)

9

(23)

4 316

Currency options
Forward exchange contracts

5
(19)

–
–

–
–

5
(19)

5
4

–
(23)

–
4 316

Total derivative assets/
(liabilities) held for hedging

773

1 303

(91)

1 985

2 009

(24)

64 572

2 207

(2 155)

(2 342)

(2 290)

100 832

Total derivative assets/(liabilities)

(103 122) 7 540 065
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4.

Derivative instruments (continued)
4.4 Use and measurement of derivative instruments
In the normal course of business, the group enters into a variety of derivative transactions for both trading and hedging
purposes. Derivative financial instruments are entered into for trading purposes and for hedging foreign exchange and
interest rate exposures. Derivative instruments used by the group in both trading and hedging activities include swaps,
options, forwards, futures, and other similar types of instruments based on foreign exchange rates, interest rates, credit
risk and the prices of commodities and equities.
The risks associated with derivative instruments are monitored in the same manner as for the underlying instruments. Risks
are also measured across the product range in order to take into account possible correlations.
The fair value of all derivatives are recognised on the balance sheet and are only netted to the extent that a legal right of
set-off exists and there is an intention to settle on a net basis.
Swaps are transactions in which two parties exchange cash flows on a specified notional amount for a predetermined
period.
The major types of swap transactions undertaken by the group are as follows:
rate swap contracts generally entail the contractual exchange of fixed and floating rate interest payments in
• interest
a single currency, based on a notional amount and an interest reference rate;
currency interest rate swaps involve the exchange of interest payments based on two different currency
• cross
principal balances and interest reference rates and generally also entail exchange of principal amounts at the start
and/or end of the contract;
default swaps are the most common form of credit derivative, under which the party buying protection makes
• credit
one or more payments to the party selling protection during the life of the swap in exchange for an undertaking by
the seller to make a payment to the buyer following a credit event, as defined in the contract, with respect to a third
party; and
return swaps are contracts in which one party (the total return payer) transfers the economic risks and rewards
• total
associated with an underlying asset to another counterparty (the total return receiver). The transfer of risk and reward
is effected by way of an exchange of cash flows that mirror changes in the value of the underlying asset and any
income derived therefrom.
Options are contractual agreements under which the seller (writer) grants the purchaser the right, but not the obligation,
either to buy (call option) or to sell (put option) by or at a set date, a specified amount of a financial instrument or
commodity at a predetermined price. The seller receives a premium from the purchaser for this right. Options may be
traded over-the-counter (OTC) or on a regulated exchange.
Forwards and futures are contractual obligations to buy or sell financial instruments or commodities on a future date at a
specified price. Forward contracts are tailor-made agreements that are transacted between counterparties in the OTC
market, whereas futures are standardised contracts transacted on regulated exchanges.

4.5 Derivatives held for trading
The group trades derivative instruments on behalf of customers and for its own positions. The group transacts derivative
contracts to address customer demands both as a market maker in the wholesale markets and in structuring tailored
derivatives for customers. The group also takes proprietary positions for its own accounts. Trading derivative products
include the following derivative instruments:
4.5.1

Foreign exchange derivatives
Foreign exchange derivatives are used to hedge foreign currency risks on behalf of customers and for the group's
own positions. Foreign exchange derivatives primarily consist of forward exchange contracts, foreign exchange
futures and foreign exchange options.

4.5.2

Interest rate derivatives
Interest rate derivatives are used to modify the volatility and interest rate characteristics of interest-earning assets
and interest-bearing liabilities on behalf of customers and for the group’s own positions. Interest rate derivatives
primarily consist of bond options, caps and floors, future options, forward rate agreements, swaps and swaptions.

Page 210 Standard Bank Group annual report 2007

4.

Derivative instruments (continued)
4.5 Derivatives held for trading (continued)
4.5.3

Commodity derivatives
Commodity derivatives are used to address customer commodity demands and to take proprietary positions for the
group’s own account. Commodity derivatives primarily consist of commodity forwards, commodity futures and
commodity options.

4.5.4

Credit derivatives
Credit derivatives are used to hedge the credit risk from one counterparty to another and manage the credit
exposure to selected counterparties on behalf of customers and for the group’s own positions. Credit derivatives
primarily consist of credit default swaps and total return swaps.

4.5.5

Equity derivatives
Equity derivatives are used to address customer equity demands and to take proprietary positions for the group’s
own account. Equity derivatives primarily consist of forwards, futures, index options, options, swaps and other
equity related financial derivative instruments.

4.6 Derivatives held for hedging
The group enters into derivative transactions, which are designated and qualify as either fair value, cash flow or net
investment hedges for recognised assets or liabilities or forecast transactions. Derivatives held for hedging consist of:
4.6.1

Derivatives designated as fair value hedges
The group’s fair value hedges principally consist of currency futures, interest rate swaps and cross currency
interest rate swaps that are used to mitigate the risk of changes in market interest rates and currencies.
For qualifying fair value hedges, all changes in the fair value of the derivative and in the fair value of the item in
relation to the risk being hedged are recognised in income.

Gains or losses arising from fair value hedges
Gains/(losses)
– on hedging instruments
– on the hedged items attributable to the hedged risk
4.6.2

2007
Rm

2006
Rm

908
(987)

806
(836)

Derivatives designated as cash flow hedges
The group uses currency swaps, exchange traded currency options and interest rate swaps to mitigate against
changes in cash flows of certain variable rate debt issues. The group applies hedge accounting for its non-trading
interest rate risk in major currencies by analysing expected cash flows on a group basis. The objective is to mitigate
against changes in future interest cash flows resulting from the impact of changes in market interest rates, and
reinvestment or reborrowing of current balances.
Gains and losses on the effective portion of the derivatives designated as cash flow hedges of forecast
transactions are initially recognised directly in the cash flow hedging reserve, and are transferred to the income
statement when the forecast cash flows affect the income statement.
The schedule of forecast cash flows that will result in the release of the cash flow hedging reserve at
31 December 2007 is as follows:
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3 months
or less
Rm

4.

More than
3 months
but less
than
1 year
Rm

More than
1 year
but less
than
5 years
Rm

More than
5 years
Rm

Derivative instruments (continued)
4.6 Derivatives held for hedging (continued)
4.6.2

Derivatives designated as cash flow hedges
(continued)
2007
Net cash flow

(3)

(25)

2006
Net cash flow

27

40

(174)

12

(23)

–

The fair value adjustments removed from the cash flow hedging reserve and transferred to the income statement
have been included in the following line items in the income statement:
2007
Rm
Net interest income
Trading revenue

2006
Rm

(30)
108

58
25

78

83

The gains and losses on ineffective portions of such derivatives are recognised immediately in the income
statement. No gain or loss on ineffective portions of such derivatives were recognised in the income statement in
2007 or 2006.
There were no transactions for which cash flow hedge accounting had to be discontinued in 2007 or 2006 as a
result of highly probable cash flows no longer being expected to occur.
4.6.3

Derivatives designated as hedge of net investment in foreign operations
The objective of the hedge of net investments is to limit the risk of a decline in net asset value of the investment
in a foreign operation brought about by changes in exchange rates. To limit the risk, currency option contracts have
been purchased or forward exchange contracts have been sold where considered appropriate.
The ineffectiveness recognised in the income statement for the year ended 31 December 2007 that arose from
hedges in foreign operations was a profit of R23 million (2006: R8 million loss).

4.7 Day one profit or loss – derivative instruments
The table below sets out the aggregate difference yet to be recognised in profit or loss at the beginning and end of the
year with a reconciliation of changes in the balance during the year:
2007
Rm

2006
Rm

Unamortised profit at beginning of the year
Additional profit on new transactions
Profit recognised in the income statement during the year
Exchange differences

13
27
(4)
–

5
10
(3)
1

Unamortised profit at end of the year

36

13
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5.

2007
Rm

2006
Rm

47 616
31 039

56 291
23 053

78 655

79 344

24 431
22 872
5 376
3 168
174
12 143
10 491

26 592
31 520
4 779
373
2 040
5 386
8 654

78 655

79 344

15 932
5 587
13 214
5 737
28 949
9 236

7 929
6 314
11 515
6 390
35 679
11 517

78 655

79 344

Trading assets
5.1 Classification
Listed
Unlisted

Comprising:
Government municipality and utility bonds
Corporate bonds
Listed equities
Unlisted equities
Mutual funds
Commodities
Other instruments

Maturity analysis
The maturities represent periods to contractual redemption of the trading assets recorded.
– Redeemable on demand
– Maturing within 1 month
– Maturing after 1 month but within 6 months
– Maturing after 6 months but within 12 months
– Maturing after 12 months
– Undated assets

Investment registers
Registers of trading assets are available for inspection by members, or their authorised agents, at the registered office of
the company and its subsidiaries.
Directors’ valuation
The directors’ valuation of unlisted investments is equal to the carrying value. All unlisted investments were valued at
31 December 2007.
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6.

2007
Rm

2006
Rm

1 875
136
5 209
–
369

3 144
610
3 600
3
425

7 589

7 782

–
117
598
5 170
1 704
–

–
178
503
3 556
3 545
–

7 589

7 782

Pledged assets and assets not derecognised
6.1 Pledged assets
Financial assets that may be repledged or resold by counterparties
Government municipality and utility bonds
Corporate bonds
Listed equities1
Loans and advances to banks
Other instruments

1

The listed equities are held for scrip lending. Scrip lending is the process of providing listed
equity scrip holdings by the group to external parties on a lending agreement, for a negotiated
fee, to be returned on a fixed date.

Maturity analysis
The maturities represent periods to contractual redemption of the pledged assets recorded.
– Redeemable on demand
– Maturing within 1 month
– Maturing after 1 month but within 6 months
– Maturing after 6 months but within 12 months
– Maturing after 12 months
– Undated assets

6.2 Total assets pledged
The carrying amount of total financial assets that have been pledged as collateral for liabilities (including amounts reflected
in 6.1 above) at 31 December 2007 was R15 064 million (2006: R17 904 million).
The assets pledged by the bank are strictly for the purpose of providing collateral to the counterparty. To the extent that
the counterparty is permitted to sell and/or repledge the assets, they are classified on the balance sheet as pledged as
collateral.

6.3 Assets transferred not derecognised
Securitisations and other structured transactions
The group enters into transactions in the normal course of business by which it transfers recognised financial assets directly
to third parties or SPEs. These transfers may give rise to full derecognition of the financial assets concerned.
Full derecognition occurs when the group transfers its contractual right to receive cash flows from the financial assets and
substantially all the risks and rewards of ownership. The risks include interest rate, currency, prepayment and other
price risks.
Where the group has retained substantially all of the credit risk associated with the transferred assets, it continues to
recognise these assets.
The following table analyses the carrying amount of securitised financial assets that did not qualify for derecognition during
the year, and their associated liabilities.
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6.

Carrying
amount of
transferred
assets
2007
Rm

Carrying
amount of
associated
liabilities
2007
Rm

Carrying
amount of
transferred
assets
2006
Rm

Carrying
amount of
associated
liabilities
2006
Rm

17 255
2 670

17 046
2 423

9 997
4 436

9 866
4 455

19 925

19 469

14 433

14 321

1 929
–

1 268
–

3 679
35

3 580
1

1 929

1 268

3 714

3 581

Pledged assets and assets not
derecognised (continued)
6.3 Assets transferred not derecognised (continued)
Securitisations and other structured
transactions (continued)
Mortgage lending
Instalment sale and finance leases

Other assets transferred not derecognised
The majority of other financial assets that do
not qualify for derecognition are debt securities
held by counterparties as collateral under
repurchase agreements. Risks to which the group
remains exposed include credit and interest rate risk.
The following table presents details of other
financial assets which have been sold or
otherwise transferred, but which have not been
derecognised, and their associated liabilities.
Repurchase agreements
Other

6.4 Collateral accepted as security for assets
As part of the reverse repurchase and securities borrowing agreements, the group has received securities that it is allowed
to sell or repledge. The fair value of the financial assets accepted as collateral that the group is permitted to sell or repledge
in the absence of default is R43 147 million (2006: R45 575 million).
The fair value of financial assets accepted as collateral that have been sold or repledged is R15 843 million
(2006: R14 868 million). The group is obliged to return equivalent securities.
These transactions are conducted under terms that are customary to standard securities borrowing and lending activities.
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7.

2007
Rm

2006
Rm

68 981
176 371

51 836
164 381

245 352

216 217

61 476
7 505

44 533
7 303

68 981

51 836

46 136
12 506
3 234
1 645
185
252
5 023

34 244
9 674
2 121
1 808
83
181
3 725

68 981

51 836

1 219
15 121
30 792
5 035
10 024
6 790

1 302
7 474
20 026
5 580
11 608
5 846

68 981

51 836

Financial investments
Financial investments held by banking activities (note 7.1)
Financial investments held by investment management and life insurance activities (note 7.2)

7.1 Financial investments held by banking activities
Listed
Unlisted

Comprising:
Government municipality and utility bonds
Corporate bonds
Listed equities
Unlisted equities
Mutual funds
Commodities
Other instruments

Maturity analysis
The maturities represent periods to contractual redemption of the financial investments
recorded.
– Redeemable on demand
– Maturing within 1 month
– Maturing after 1 month but within 6 months
– Maturing after 6 months but within 12 months
– Maturing after 12 months
– Undated investments

Investment registers
Registers of financial investments are available for inspection by members, or their authorised agents, at the registered
offices of the company and its subsidiaries.
Directors’ valuation
The directors’ valuation of unlisted investments is equal to the carrying value. All unlisted investments were valued at
31 December 2007.
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7.

2007
Rm

2006
Rm

Quoted in an active market – listed

97 010

100 624

Equities
Preference shares
Commercial term deposits
Government, municipality and utility stocks

78 204
2 339
3 795
12 672

75 346
2 161
9 412
13 705

Quoted in an active market – unlisted

62 516

46 998

Commercial term deposits
Mutual funds
Government, municipality and utility stocks

27 272
26 482
8 762

15 634
25 120
6 244

Unquoted and unlisted

11 195

10 209

Equities
Preference shares
Insurance policies

1 213
1 533
8 449

1 042
1 955
7 212

Loans and receivables

5 650

6 550

Mortgages and loans
Cash held with banks

962
4 688

847
5 703

176 371

164 381

10 751
15 016
15 017
11 717
962

5 875
15 577
10 877
12 666
847

53 463

45 842

Financial investments (continued)
7.2 Financial investments held by investment management and
life insurance activities

Maturity analysis
Maturity profile of commercial term deposits, government, municipality and utility
stocks and mortgages and loans1
– Maturing within 1 year
– Maturing after 1 year but within 5 years
– Maturing after 5 years but within 10 years
– Maturing after 10 years
– Variable2

1

Excludes maturity profile of listed and unlisted equities and other non–term instruments.
Instruments in this category comprise loans secured against policyholder contracts. The maturity profile is not determinable as the holder
has the option to settle at any time prior to the contract maturity date, as well as Rnil million (2006: R37 million) included in debentures
with variable maturity dates.

2
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8.

2007
Rm

2006
Rm

Loans and advances to banks

98 631

89 785

– Call loans
– Loans granted under resale agreements
– Balances with banks

18 988
34 428
45 215

14 160
21 517
54 108

Loans and advances to customers

548 150

412 734

Gross loans and advances to customers

555 413

417 776

– Mortgage loans
– Instalment sale and finance leases (note 8.2)
– Card debtors
– Overdrafts and other demand loans
– Term loans
– Loans granted under resale agreements
– Commercial property finance
– Foreign currency loans
– Other loans and advances

220 330
67 210
22 200
48 140
123 050
29 886
22 039
18 024
4 534

171 063
52 223
16 947
35 513
91 646
14 730
19 964
12 416
3 274

Loans and advances
8.1 Loans and advances net of impairment

Credit impairments for loans and advances to customers

(7 263)

(5 042)

– Credit impairments for non-performing loans
– Credit impairments for performing loans

(3 923)
(3 340)

(2 611)
(2 431)

Net loans and advances

646 781

502 519

Comprising:
Gross loans and advances
Less: Credit impairments

654 044
(7 263)

507 561
(5 042)

Net loans and advances

646 781

502 519

Loans and advances include a decrease in net fair value adjustments of R35 million (2006: R409 million increase) relating
to originated loans and advances which were subject to specific hedging relationships and were therefore only fair valued
for the risk subject to hedging.

Page 218 Standard Bank Group annual report 2007

8.

2007
Rm

2006
Rm

Maturity analysis
The maturities represent periods to contractual redemption of the loans and advances
recorded.
– Redeemable on demand
– Maturing within 1 month
– Maturing after 1 month but within 6 months
– Maturing after 6 months but within 12 months
– Maturing after 12 months

60 098
101 549
87 886
46 947
357 564

48 222
89 795
62 712
37 775
269 057

Gross loans and advances

654 044

507 561

Segmental analysis – industry
Agriculture
Construction
Electricity
Finance, real estate and other business services
Individuals
Manufacturing
Mining
Other services
Transport
Wholesale

12 728
6 057
6 292
174 718
280 602
32 724
14 013
79 256
17 926
29 728

9 618
5 011
5 477
149 371
217 022
22 757
8 635
50 698
11 482
27 490

Gross loans and advances

654 044

507 561

Loans and advances (continued)
8.1 Loans and advances net of impairment (continued)

2007
%

2007
Rm

2006
%

2006
Rm

73
5
22

477 573
35 416
141 055

71
4
25

359 921
22 312
125 328

100

654 044

100

507 561

Segmental analysis – geographic area
The following table sets out the distribution of the group’s
loans and advances by geographic area where the
loans are recorded.
South Africa
Rest of Africa
Outside Africa
Gross loans and advances

8.2 Instalment sale and finance leases
82 591
(15 381)

63 108
(10 885)

Net investment in instalment sale and finance leases

67 210

52 223

Receivable within 1 year
Receivable after 1 year but within 5 years
Receivable after 5 years

19 321
46 142
1 747

14 551
33 687
3 985

Gross investment in instalment sale and finance leases
Unearned finance charges deducted
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Instalment
sale and
Mortgage
finance
lending
leases
Rm
Rm

8.

Card
debtors
Rm

Other
loans
and
advances
Rm

Corporate
lending
Rm

Commercial
property
finance
Rm

Total
Rm

Loans and advances
(continued)

8.3 Credit impairments for
loans and advances to
customers
A reconciliation of the
allowance for impairment
losses for loans and advances
to customers, by class:
2007
Non-performing loans
Balance at beginning of the year
Acquisitions of subsidiaries
Net provisions raised/(released)1
Impaired accounts written off
Discount element recognised in
interest income
Exchange and other movements
Balance at end of the year

532
63
1 088
(124)

294
79
803
(451)

(360)
2

(50)
1

1 201

284
2
1 306
(1 186)
–
–

648
95
760
(550)

725
171
201
(408)

(28)
(2)

(6)
20

128
–
(107)
(7)
–
–

2 611
410
4 051
(2 726)
(444)
21

676

406

923

703

14

3 923

Performing loans
Balance at beginning of the year
Acquisitions of subsidiaries
Net provisions raised1
Exchange and other movements

354
6
2
(18)

355
39
171
3

448
6
298
(4)

408
–
179
13

758
66
103
(29)

108
–
73
1

2 431
117
826
(34)

Balance at end of the year

344

568

748

600

898

182

3 340

1 545

1 244

1 154

1 523

1 601

196

7 263

403
426
(123)

292
387
(354)

115
785
(616)

537
496
(350)

622
185
(118)

191
(50)
–

2 160
2 229
(1 561)

(174)
–

(31)
–

–
–

(39)
4

(11)
47

(14)
1

(269)
52

Balance at end of the year

532

294

284

648

725

128

2 611

Performing loans
Balance at beginning of the year
Net provisions raised1
Exchange and other movements

350
4
–

225
130
–

170
278
–

336
71
1

590
150
18

30
78
–

1 701
711
19

Balance at end of the year

354

355

448

408

758

108

2 431

Total

886

649

732

1 056

1 483

236

5 042

Total
2006
Non-performing loans
Balance at beginning of the year
Net provisions raised/(released)1
Impaired accounts written off
Discount element recognised in
interest income
Exchange and other movements

1

Net provisions raised/(released) less recoveries of amounts written off in previous years equals the income statement impairment charge
(note 26.9).
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8.

2007
Rm

2006
Rm

156
94
14
259
2 235
110
54
577
210
214

126
47
2
200
1 267
82
243
356
50
238

3 923

2 611

Loans and advances (continued)
8.3 Credit impairments for loans and advances to customers (continued)
Segmental analysis of impairments for non-performing loans – industry
Agriculture
Construction
Electricity
Finance, real estate and other business services
Individuals
Manufacturing
Mining
Other services
Transport
Wholesale

2007
%

2007
Rm

2006
%

2006
Rm

73
21
6

2 851
848
224

69
16
15

1 811
409
391

100

3 923

100

2 611

Segmental analysis of impairments for non-performing
loans – geographic area
The following table sets out the distribution of the group’s
provisions by geographic area where the loans are recorded.
South Africa
Rest of Africa
Outside Africa
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9.

2007
Rm

2006
Rm

13 200
1 745

12 637
1 207

Investment property
Fair value at beginning of the year
Revaluations net of lease straight-lining
Revaluations
Net movement on straight-lining operating leases
Additions – capitalised subsequent expenditure
Disposals
Reclassifications from owner-occupied property
Transfers from property under development

1 775
(30)

1 388
(181)

33
(49)
–
8

132
(845)
23
46

Fair value at end of the year

14 937

13 200

Investment property and related operating lease balances comprise the following:
Investment property at fair value
Operating leases – accrued income (note 11)
Operating leases – accrued expense (note 20.1)

14 937
1 180
(238)

13 200
1 164
(252)

15 879

14 112

Comprising:
Office buildings
Shopping malls
Hotels
Other

886
12 858
1 549
586

864
11 254
1 460
534

Total investment property

15 879

14 112

Investment properties were independently valued as at 31 December 2007 by a professional valuer registered with the South
African Council for the Property Valuers Profession as well as members of the Institute of Valuers of South Africa. The method of
valuation is more fully described in note 2, key management assumptions.
At 31 December 2007 the value of unlet investment properties for the group amounted to Rnil million (2006: R11 million)
proportionate fair value.
The property rental income earned by the group from its investment property, all of which is leased out under operating leases,
amounted to R1 339 million (2006: R1 416 million). Direct operating expenses arising on the investment property amounted to
R227 million (2006: R239 million).
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2007
Rm

2006
Rm

625
484

464
579

1 109

1 043

6 640
1 534
1 180
3 561
9 601

5 347
737
1 164
3 532
6 195

22 516

16 975

1 996
10 297

1 427
7 157

12 293

8 584

10. Current and deferred taxation assets
Current taxation asset
Deferred taxation asset (note 19.1)

11. Other assets
Trading settlement assets
Items in the course of collection
Operating leases – accrued income (note 9)
Insurance prepayments and reinsurance assets
Other debtors

12. Interest in associates and joint ventures
Associates and joint ventures accounted for under the equity method
Associates held at fair value1

Equity accounted associates and joint ventures
Carrying value at beginning of the year
Share of profit
Net acquisitions
Distribution of profit

1 427
355
562
(348)

1 048
275
189
(85)

Carrying value at end of the year

1 996

1 427

Comprising:
Cost of investments
Share of reserves
Goodwill impairment

1 520
560
(84)

925
586
(84)

1 996

1 427

27 724
1 576
(808)
5 220
5 015

15 886
553
(241)
2 846
2 660

Directors’ valuation
The directors’ valuation of the investments in associates and joint ventures is
R12 359 million (2006: R8 604 million).
Equity accounted associates and joint ventures and the group’s interests therein
are listed in Annexure C on pages 284 to 286.
1

Key financial information of associates held at fair value

Total investments
Current assets
Current liabilities
Total revenue
Increase in net assets as a result of operations

Associates held at fair value consist of units or shares held in mutual funds held by Liberty Life. The units or shares are by their nature demand
deposits and are held at fair value. The net income or loss is capitalised to unit values within each fund and is equivalent to the fair value
adjustments.
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2007
Rm

2006
Rm

3 570
3 096

244
2 130

6 666

2 374

Goodwill on subsidiaries
Cost at beginning of the year
Acquisitions
Exchange movements

720
3 196
145

557
144
19

Cost at end of the year

4 061

720

13. Goodwill and other intangible assets
Goodwill (note 13.1)
Other intangible assets (note 13.2)

13.1 Goodwill

Accumulated impairment at beginning of the year
Goodwill impairment charge (note 26.14)
Exchange movements

(476)
(18)
3

(454)
(15)
(7)

Accumulated impairment at end of the year

(491)

(476)

Net goodwill
2007
Gross Accumulated
goodwill impairment
Rm
Rm
Goodwill comprises:
Argentina ING bank
Standard Bank s.a.r.l (Moçambique)
Capital Alliance Holdings Limited
Melville Douglas Investment Management (Proprietary) Limited
Stanbic Bank Botswana Limited
Standard Bank Limited (Malawi)
Stanbic Bank Uganda Limited
Standard Bank Asia Limited
Standard Yatirim Menkul Kiymetler A.S.
Triskelion Trust Company Limited
IBTC Chartered Bank Plc (Nigeria)
Standard Ünlü Menkul Degerler A.S. (Turkey)

3 570

244

Net
goodwill
Rm

2006
Net
goodwill
Rm

12
105
397
44
19
31
11
47
2
54
3 128
211

(12)
–
(397)
(20)
–
–
–
(16)
–
(46)
–
–

–
105
–
24
19
31
11
31
2
8
3 128
211

12
98
–
27
20
32
11
32
2
10
–
–

4 061

(491)

3 570

244

Impairment testing
For the purposes of impairment testing, the goodwill is allocated to the smallest cash generating unit. Cash generating units
are defined as the corporate entities listed above. Goodwill is tested annually for impairment and in the majority of cases
the impairment is tested using the value in use as the recoverable amount.
Goodwill relating to the IBTC transaction has been tested for impairment. IBTC has been identified as a separate cash
generating unit for this purpose. The goodwill test was done on the first trading day of the IBTC shares after the acquisition.
The group’s carrying value in IBTC was compared to the listed share price after deducting brokerage and the investment
was found not to be impaired. This conclusion was confirmed at year end by the IBTC share price movement to
31 December 2007.
The acquisition of Standard Ünlü (Turkey) occurred on 1 September 2007 and there have been no impairment indicators
with regard to the goodwill recognised at the reporting date.
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Cost
Rm

2007
Accumulated
amortisation
and
impairment
Rm

Net book
value
Rm

2 045
524

574
9

1 624
4 193

Cost
Rm

2006
Accumulated
amortisation
and
impairment
Rm

Net book
value
Rm

1 471
515

1 416
–

564
–

852
–

514

1 110

1 624

346

1 278

1 097

3 096

3 040

910

2 130

13. Goodwill and other
intangible assets (continued)
13.2 Other intangible assets
Summary
Computer software
Other intangible assets1
Present value of in-force
life insurance

Movement
2006
Net
book
value
Rm
Computer software
Other intangible assets
Present value of in-force
life insurance

Computer software
Present value of in-force
life insurance

Additions2 Disposals
Rm
Rm

852
–

790
518

1 278

–

2 130

1 308

2005
Net
book
value
Rm

Additions
Rm

373

570

1 441

–

1 814

570

(7)
–
–
(7)

Disposals
Rm

Impairments Amortisation
Rm
Rm
(26)
–
–
(26)

Impairments
Rm

(119)
(2)
(168)
(289)

Amortisation
Rm

Exchange
movements
Rm
(19)
(1)
–
(20)

2007
Net
book
value
Rm
1 471
515
1 110
3 096

Exchange
movements
Rm

2006
Net
book
value
Rm

(1)

–

(100)

10

852

–

–

(163)

–

1 278

(1)

–

(263)

10

2 130

1

Included in other intangible assets is a property trust that has a right to an indefinite stream of management revenues created by the trust
deed of the property trust. The stream of revenues is dependent on the life and activity of the trust and therefore no useful life can be
determined. Intangible assets are tested annually for impairment and at present there is no indication of impairment.
2
Includes additions arising from business combinations of R490 million (2006: Rnil million).

Standard Bank Group annual report 2007 Page 225

Notes to the annual financial statements

continued

for the year ended 31 December 2007

2007
Accumulated
depreciation
and
Cost impairment
Rm
Rm

Net book
value
Rm

Rm

2006
Accumulated
depreciation
and
impairment
Rm

Cost

Net book
value
Rm

14. Property and equipment
14.1 Summary
Property
Freehold
Leasehold

Equipment
Computer equipment
Motor vehicles
Office equipment
Furniture and fittings

3 092
312

361
132

2 731
180

2 064
459

301
127

1 763
332

3 404

493

2 911

2 523

428

2 095

6 420
707
608
2 685

4 243
341
279
1 252

2 177
366
329
1 433

3 923
616
443
1 761

2 221
290
239
846

1 702
326
204
915

10 420

6 115

4 305

6 743

3 596

3 147

13 824

6 608

7 216

9 266

4 024

5 242

2006
Net
book
value
Rm

Additions1
Rm

1 763
332

862
58

(30)
(1)

–
–

(30)
(28)

176
(184)

(10)
3

2 731
180

2 095

920

(31)

–

(58)

(8)

(7)

2 911

1 702
326
204
915

1 211
210
196
821

(27)
(45)
(1)
(10)

(10)
–
–
–

(695)
(111)
(49)
(213)

–
–
–
–

(4)
(14)
(21)
(80)

2 177
366
329
1 433

3 147

2 438

(83)

(10)

(1 068)

–

(119)

4 305

5 242

3 358

(114)

(10)

(1 126)

(8)

(126)

7 216

Disposals
Rm

Impairments
Rm

Depreciation
Rm

Trans- Exchange
fers movements
Rm
Rm

2007
Net
book
value
Rm

14.2 Movement
Property
Freehold
Leasehold

Equipment
Computer equipment
Motor vehicles
Office equipment
Furniture and fittings

Total
1

Includes additions arising from business combinations of R761 million (2006: Rnil million).
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2005
Net
book
value
Rm

Additions
Rm

1 620
267

181
160

(44)
(6)

–
–

(19)
(26)

1
(47)

24
(16)

1 763
332

1 887

341

(50)

–

(45)

(46)

8

2 095

1 398
378
185
745

883
141
64
345

(19)
(83)
–
(38)

–
–
–
(9)

(570)
(115)
(44)
(151)

–
–
–
–

10
5
(1)
23

1 702
326
204
915

2 706

1 433

(140)

(9)

(880)

–

37

3 147

4 593

1 774

(190)

(9)

(925)

45

5 242

Disposals
Rm

Impairments
Rm

DepreciaExchange
tion Transfers movements
Rm
Rm
Rm

2006
Net
book
value
Rm

14. Property and
equipment (continued)
14.2 Movement (continued)
Property
Freehold
Leasehold

Equipment
Computer equipment
Motor vehicles
Office equipment
Furniture and fittings

Total

(46)

14.3 Valuation
The fair value of freehold property, based on valuations undertaken during 2006 and 2007 by valuers registered under
the Valuers Act, 1982, was estimated at R2 997 million (2006: R1 964 million). Registers of property are available for
inspection by members, or their authorised agents, at the registered office of the company and its subsidiaries. Valuation
was generally in terms of the investment method whereby net income is capitalised having regard to tenancy, location and
the physical nature of the property.
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2007
Rm

2006
Rm

175

175

8

8

10

10

193

193

137

136

1 231

2 303

5 503

5 503

8

8

1

1

5 494

5 494

6 871

7 942

15. Share capital
15.1 Authorised
1 750 000 000 (2006: 1 750 000 000) ordinary shares
of 10 cents each
8 000 000 (2006: 8 000 000) 6,5% first cumulative
preference shares of R1 each
1 000 000 000 (2006: 1 000 000 000) non-redeemable, non-cumulative,
non-participating preference shares of 1 cent each

15.2 Issued
Ordinary share capital
1 372 597 291 (2006: 1 362 633 199) ordinary shares of 10 cents each
Ordinary share premium
A premium of R299 million (2006: R298 million) was raised on the allotment
and issue during the year of 9 964 092 ordinary shares (2006: 11 555 280).
During 2007 a premium of R1 371 million was distributed to shareholders.
In 2006 a premium of R102 million was utilised on the buy-back of 1 305 000
ordinary shares.
Preference share capital and premium
8 000 000 (2006: 8 000 000) 6,5% first cumulative
preference shares of R1 each – first preference shares
52 982 248 (2006: 52 982 248) non-redeemable, non-cumulative,
non-participating preference shares of 1 cent each – second preference shares
Preference share premium – non-redeemable, non-cumulative,
non-participating preference shares – second preference shares
During 2006 the group issued 22 982 248 non-redeemable,
non-cumulative, non-participating preference shares at a premium of
R2 512 million, net of transaction costs of R6 million.
The non-redeemable, non-cumulative, non-participating preference shares are
entitled to an annual dividend, if declared, payable in two semi-annual
instalments of not less than 70% of the prime interest rate multiplied by the
subscription price of R100 per share.
All classes of preference shares in issue are non-redeemable.

The number of shares in terms of options and rights available to be granted under the terms of the group’s equity
compensation plans as at the end of the year was 89 326 171 (2006: 75 985 061).
The Group Share Incentive Scheme and Equity Growth Scheme reconciliations are given in Annexure D on pages 287
to 292.
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Number of
ordinary
shares

Number of first Number of second
preference
preference
shares
shares

15. Share capital (continued)
15.2 Issued (continued)
Reconciliation of shares issued
Shares in issue at 1 January 2006
Preference shares issued during the year
Shares issued during 2006 in terms of the group’s
equity compensation plans
Shares repurchased and cancelled during the year
Shares in issue at 31 December 2006
Shares held in terms of the group’s Tutuwa
initiative (note 16)
Shares held by Liberty Life for the benefit of
policyholders
Shares held by other shareholders
Shares issued during 2007 in terms of the group’s
equity compensation plans
Shares in issue at 31 December 2007
Net shares held in terms of the group’s Tutuwa
initiative
Total number of shares held in terms of the group’s
Tutuwa initiative (note 16)
Less: portion of shares financed by third parties (note 16)
Shares held by Liberty Life for the benefit of
policyholders
Shares held by other shareholders

1 352 382 919

8 000 000

30 000 000
22 982 248

8 000 000

52 982 248

8 000 000

52 982 248

8 000 000

52 982 248

8 000 000

52 982 248

11 555 280
(1 305 000)
1 362 633 199
99 190 197
38 586 984
1 224 856 018
9 964 092
1 372 597 291
74 498 839
99 190 197
(24 691 358)
41 181 846
1 256 916 606
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2007
Rm

2006
Rm

242 191 872 (2006: 252 155 964) ordinary shares of 10 cents each, of which
68 131 660 (2006: 67 619 145) are under the general authority of the directors
which authority expires at the annual general meeting to be held on 28 May 2008

24

25

135 210 837 (2006: 135 210 837) ordinary shares of 10 cents each are reserved
to meet the requirements of the group’s share incentive schemes in terms of
the authority vested in the directors by members’ resolution dated 29 May 2007

14

14

947 017 752 (2006: 947 017 752) non-redeemable, non-cumulative,
non-participating preference shares of 1 cent each are under the general authority
of the directors which authority expires at the annual general meeting to be held
on 28 May 2008

9

9

47

48

13 107 598
171 633
1 800 000

11 780 585
172 496
2 000 000

15. Share capital (continued)
15.3 Unissued shares

15.4 Interest of directors in the capital of the company
The directors’ interests are listed on page 45, 164 and 165.
Number of shares as at 31 December
Beneficial ordinary shares
Beneficial non-redeemable, non-cumulative, non-participating preference shares
Share incentives

16. Empowerment reserve
Standard Bank Group and Liberty Life entered into a series of transactions whereby
investments totalling R4 017 million and R1 251 million respectively, were made in
cumulative redeemable preference shares issued by the following beneficiaries.
Number of
preference
shares
Beneficiary
Shanduka – Tutuwa Strategic Holdings 1 (Proprietary) Limited1
651 589
Safika – Tutuwa Strategic Holdings 2 (Proprietary) Limited1
977 383
Black Managers’ Trust – Staff Holdings 1 – 3 (Proprietary) Limited1 1 573 746
The Community Trust – Community Holdings (Proprietary) Limited1
814 486

Issue
price per
share (R)
652
977
1 574
814

652
977
1 574
814

Standard Bank Group
Liberty Life

4 017
1 251

4 017
1 251

Total investment
Attributable to minorities of Liberty Life

5 268
(889)

5 268
(908)

Empowerment reserve
Unrecognised profit on sale attributable to Standard Bank Group

4 379
(114)

4 360
(114)

(208)
94

(208)
94

(30)
(1 000)

(30)
–

Liberty Holdings – unrecognised profit on sale of shares in subsidiary
Unrecognised profit on sale attributable to minorities
Dividends paid on capital reduction
Financing by parties external to the group
Standard Bank Group empowerment reserve
1

1 000
1 000
1 000
1 000

3 235

4 216

The above SPVs owned 99 190 197 ordinary shares of Standard Bank Group on 31 December 2007 and 31 December 2006 of which
24 691 358 ordinary shares were funded by third party financing during 2007.
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16. Empowerment reserve (continued)
The cumulative redeemable preference shares owned by Standard Bank attract dividends at 8,5% per annum, whilst those of
Liberty Life accrue dividends at 66% of the Standard Bank prime lending rate. The dividend obligation of the preference shares
compound on each date the issuing company receives a dividend from Standard Bank or Liberty Life respectively. Such dividends
are utilised by the issuing company to settle its preference share obligation. The legal accrual of the preference dividend
does not result in an accounting entry but rather lengthens the repayment period. At year end the accumulated unrecognised
asset, including accrued dividends, was R3 193 million (2006: R4 201 million) for Standard Bank and R1 178 million
(2006: R1 184 million) for Liberty Life.
The preference shares owned by the group do not meet the definition of a financial asset in terms of IFRS and therefore the
preference shares are treated as a reduction of equity and are stated in the analysis of equity as a debit empowerment reserve.
This will apply until third party financing or full redemption of the preference shares. On receipt, preference share dividends are
credited directly to reserves.
The profit realised by Liberty Holdings as a result of the buy-back of shares by Liberty Group was not recognised as the sale of
special purpose vehicles to the black participants was not accounted for. As the preference share capital is repaid by the black
participants, Liberty Holdings will recognise the profit over the repayment term.
For the purposes of the earnings per share calculation, the weighted average number of company shares in issue is reduced by
the number of shares held by the empowerment companies bought with the proceeds received from the preference shares
(note 30).
The transaction is accounted for as a share-based payment. The instrument was valued using a number of valuation techniques
that included the Black-Scholes and discounted cash flow methods. Due to the uniqueness of the instrument, the mid-point of
the range of valuations was used, arriving at a value of R8,50 per Standard Bank Group instrument at 4 October 2004, the grant
date. In terms of IFRS 1, the group elected not to apply the provisions of IFRS 2 to equity-settled awards granted after
7 November 2002, but which had vested prior to 1 January 2005. The instruments relating to the Shanduka, Safika and the
Community Trust vested on 4 October 2005 and are therefore not subject to IFRS 2. The instruments relating to the Standard
Bank Black Managers’ Trusts are accounted over the vesting period ending 31 December 2010, resulting in an annual expense,
until 2010, of approximately R64 million (2006: R66 million). Liberty Life has applied similar principles and has accounted for
an expense of R25 million (2006: R24 million).
On 20 December 2007 the group obtained external financing for a portion of the financing provided to the SPVs.
As a result, the negative empowerment reserve has been reduced by the value of the external financing obtained of R1 billion
and a proportion of the Standard Bank Group shares held by the SPVs (24 691 358 shares) are no longer deemed to be treasury
shares for accounting purposes. As the transaction was concluded close to the end of the 2007 financial period, the impact on
the weighted average number of shares in issue, for the calculation of earnings per share, was insignificant.
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2007
Rm

2006
Rm

17. Trading liabilities
8 745
24 985

20 248
16 542

33 730

36 790

8 929
2 655
3 825
1 086
17 235

17 756
2 402
5 578
–
11 054

33 730

36 790

310
1 838
4 583
3 449
12 255
11 295

280
3 284
7 279
5 545
14 797
5 605

33 730

36 790

Deposits from banks

72 372

51 093

– Deposits from banks and central banks
– Deposits from banks under repurchase agreements

65 701
6 671

44 163
6 930

Deposits from customers

633 471

494 071

– Current accounts
– Cash management deposits
– Call deposits
– Savings accounts
– Term deposits
– Negotiable certificates of deposit
– Repurchase agreements
– Securitisation issuances
– Other funding

71 698
67 658
155 319
22 706
175 004
78 776
21 691
19 469
21 150

55 153
61 902
123 390
19 510
141 558
55 538
11 440
14 321
11 259

Total deposit and current accounts

705 843

545 164

Listed
Unlisted

17.1 Classification
Government municipality and utility bonds
Corporate bonds
Listed equities
Unlisted equities
Other instruments

Maturity analysis
The maturity analysis is based on the remaining
periods to contractual maturity from year end.
– Repayable on demand
– Maturing within 1 month
– Maturing after 1 month but within 6 months
– Maturing after 6 months but within 12 months
– Maturing after 12 months
– Undated liabilities

18. Deposit and current accounts

Deposit and current accounts were reduced by fair value adjustments of R1 275 million (2006: R250 million increase) relating
to deposit and current accounts which were subject to specific hedging relationships and were therefore only fair valued for the
risk subject to hedging.
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2007
Rm

2006
Rm

18. Deposit and current accounts (continued)
Maturity analysis
The maturity analysis is based on the remaining
periods to contractual maturity from year end.
– Repayable on demand
– Maturing within 1 month
– Maturing after 1 month but within 6 months
– Maturing after 6 months but within 12 months
– Maturing after 12 months

Segmental analysis – geographic area
The following table sets out the distribution of the group’s deposit
and current accounts by geographic area. The geographic spread
of deposit and current accounts within the various regions of
South Africa closely follows the demographic and economic
activities within the country.
South Africa
Rest of Africa
Outside Africa

305 862
156 241
93 662
49 301
100 777

237 796
125 631
81 550
36 982
63 205

705 843

545 164

2007
%

2007
Rm

2006
%

2006
Rm

78
7
15

552 467
46 452
106 924

77
6
17

417 703
34 208
93 253

100

705 843

100

545 164
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2007
Rm

2006
Rm

3 068
6 581

1 528
6 352

9 649

7 880

Accrued interest
Assessed losses
Assets on lease
Capital gains tax
Credit impairment charges
Deferred acquisition costs
Deferred revenue liability
Depreciation
Derivatives
Fair value adjustments of financial instruments
Intangible asset – PVIF
Investment property surplus
Policyholder change in valuation basis
Post-retirement benefits
Secondary tax on companies
Share-based payments
Special transfer to life fund
Other differences

(2)
–
151
1 493
(949)
93
(27)
77
3 713
263
323
838
817
(457)
(121)
(125)
(88)
98

23
(50)
177
1 590
(675)
86
(21)
56
2 842
498
373
785
526
(418)
(94)
(32)
(111)
218

Deferred tax closing balance

6 097

5 773

Deferred taxation liability
Deferred taxation asset (note 10)

6 581
(484)

6 352
(579)

5 773
324

4 213
1 560

19. Current and deferred taxation liabilities
Current taxation liability
Deferred taxation liability

19.1 Deferred tax analysis

19.2 Deferred tax reconciliation
Deferred tax at beginning of the year
Various categories of originating/(reversing) temporary differences for the year:
Accrued interest
Assessed losses
Assets on lease
Capital gains tax
Credit impairment charges
Deferred acquisition costs
Deferred revenue liability
Depreciation
Derivatives
Fair value adjustments of financial instruments
Intangible asset – PVIF
Investment property surplus
Policyholder change in valuation basis
Post-retirement benefits
Secondary tax on companies
Share-based payments
Special transfer to life fund
Other differences
Deferred tax at end of the year
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(25)
50
(26)
(97)
(274)
7
(6)
21
871
(235)
(50)
53
291
(39)
(27)
(93)
23
(120)
6 097

1
19
(31)
571
(116)
4
(3)
(21)
670
414
(48)
(21)
110
(40)
(28)
(26)
250
(145)
5 773

2007
Rm

2006
Rm

19. Current and deferred taxation liabilities (continued)
19.2 Deferred tax reconciliation (continued)
Temporary differences for the year comprise:
Recognised directly in equity
Recognised in the income statement
Acquisitions
Exchange movements

(5)
310
11
8

210
1 360
–
(10)

324

1 560

5 217
2 100
1 532
8 040
238
303
3 994
3 394
12 448

4 645
666
1 101
8 559
252
250
4 454
2 716
11 680

37 266

34 323

Balance at beginning of the year
Net provision raised

1 101
431

1 086
15

Balance at end of the year

1 532

1 101

Policyholders’ liabilities under insurance contracts

134 905

124 594

Insurance contracts (note 21.1)
Investment contracts with DPF (note 21.1)

131 552
3 353

122 875
1 719

51 232

44 304

186 137

168 898

In 2007 a final ordinary dividend, in respect of the 2006 year, of 176,0 cents per
share (2006: 145,0 cents per share), and final preference dividend of
412,31cents (2006: 370,52 cents per share) were declared, resulting in STC paid
of R68 million (2006: R7 million). In addition, an interim ordinary distribution of
181,0 cents (2006: 144,0 cents), and interim preference dividend of 436,09 cents
(2006: 366,12 cents) were declared. The 2007 interim distribution was declared
from pure share premium, 24 cents, share premium sourced from past reserves,
76 cents, and distributable reserves, 81 cents, resulting in STC paid of R111 million
(2006: Rnil million).

20. Other liabilities
20.1 Summary
Trading settlement liabilities
Items in the course of transmission
Provision for post-retirement benefits (note 20.2)
Third party liabilities arising on consolidation of mutual funds
Operating leases – accrued expense (note 9)
Cash-settled share-based payment liability
Insurance payables
Staff-related provisions
Other liabilities

20.2 Provision for post-retirement benefits

Details on post-retirement benefits are provided in note 37 on pages 264 to 271.

21. Policyholders’ liabilities

Policyholders’ liabilities on investment contracts (note 21.2)
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Insurance
contracts
Rm

2007
Investment
contracts
with DPF
Rm

Reinsurance
assets1
Rm

122 875

1 719

(1 065)

Insurance
contracts
Rm

2006
Investment
contracts
with DPF
Rm

Reinsurance
assets1
Rm

102 439

1 540

(946)

21. Policyholders’
liabilities (continued)
21.1 Policyholders’ liabilities
under insurance
contracts and
reinsurance assets
Balance at beginning of the year
Reduction through business
disposal
Reclassification of mortgages
and loans
Inflow

(162)

162

38 421

1 843

(690)

(1 163)
46 646

548

(786)

Insurance premiums
Investment returns

22 334
16 047

1 375
468

(693)
3

20 763
25 834

80
468

(777)
(9)

Unwinding of discount rate
Investments

651
15 396

468

32
(29)

(251)
26 085

468

56
(65)

Equity accounted earnings from
joint ventures

40

49

Outflows

(27 778)

(202)

600

(23 760)

(335)

594

Claims and policyholders’ benefits

(20 576)

(163)

610

(16 767)

(292)

578

(20 576)

(311)

610

(16 767)

(119)

578

Claims and policyholders’ benefits
under insurance contracts
Switches between investment with
DPF and investment without DPF
Acquisition costs associated with
insurance contracts
General marketing and
administration expenses
Preference dividend
Finance costs
Taxation
Net income from insurance
operations
Changes in estimates
Planned margins and other
variances
New business
Shareholder taxation on transfer
of net income
Balance at end of the year
1

148

(173)

(2 543)

(9)

(2 195)

(7)

(2 763)
(274)
(7)
(1 615)

(27)

(20)

(3)

(10)

(2 712)
(184)
(10)
(1 892)

(16)

16

(1 804)

(7)

173

(1 287)

(34)

73

32

399

(9)

198

(1 980)
(345)

(48)

93

688

2

(57)

639

14

(20)

131 552

3 353

(820)

122 875

1 719

(1 065)

(809)
(1 334)
(349)

Reinsurance assets are included in insurance prepayments and reinsurance assets under other assets (note 11) on page 223.
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2007
Rm

2006
Rm

Balance at beginning of the year
Additions through business acquisition
Reduction through business disposal
Reclassification of mortgages and loans

44 304
131
(38)
–

36 856
–
–
(93)

Inflow

18 365

16 290

Fund Inflow from investment contracts (excluding switches)
Investment returns

11 736
6 629

7 835
8 455

6 332
34
263

8 272
40
143

Outflows

(11 370)

(8 602)

Fund outflows from investment contracts

(10 330)

(7 794)

Payments under investment contracts (excluding switches)
Switches between investment with DPF and investment without DPF

(10 182)
(148)

(7 967)
173

Expenses

(874)

(707)

General marketing and administration expenses
Acquisition costs associated with investment contracts
Finance costs

(699)
(172)
(3)

(494)
(211)
(2)

Taxation
Movement in deferred revenue liability

(151)
(15)

(90)
(11)

Net income from investment contracts

(160)

(147)

Service fee income
Expenses
Expenses applied to investment returns
Shareholder taxation on transfer of net income

(837)
874
(263)
66

(764)
707
(143)
53

21. Policyholders’ liabilities (continued)
21.2 Policyholders’ liabilities under investment contracts

Fair value adjustment prior to deferred taxation on investment property
Policyholder taxation on investment returns
Expenses applied to investment returns

Balance at end of the year

51 232

44 304

51 428
(196)

44 450
(146)

Comprising:
Investment contracts
Total deferred taxation applicable to fair value adjustments on investment property
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Carrying
value
2007
Rm

Notional
value
2007
Rm

Carrying
value
2006
Rm

Notional
value
2006
Rm

16 876

16 538

14 515

14 177

Redeemable in 20131
Redeemable in 2013 (SBK 3)2
Redeemable in 20143
Redeemable in 20154
Redeemable in 20155
Redeemable in 2016 (SBK 5)6
Redeemable in 20167
Redeemable in 20168
Redeemable in 20169
Redeemable in 201710
Redeemable in 201711
Redeemable in 2018 (SBK 8)12
Redeemable in 2020 (SBK 7)13
Redeemable in 2023 (SBK 9)14

57
2 054
691
1 722
36
2 069
1 406
58
150
2 464
75
1 528
3 037
1 529

57
2 000
681
1 703
35
2 000
1 362
57
150
2 418
75
1 500
3 000
1 500

58
2 072
714
1 783
36
2 080
1 468
60
150

58
2 000
705
1 761
35
2 000
1 409
59
150

1 528
3 037
1 529

1 500
3 000
1 500

Qualifying as tertiary capital in terms of applicable
banking legislation:

1 883

1 879

901

882

616
285

600
282

22. Subordinated debt
Unsecured, subordinated, redeemable bonds
Qualifying as secondary capital in terms of
applicable banking legislation:

15

Redeemable in 2007 (SBK 6)
Redeemable in 200716
Redeemable in 200917
Redeemable in 200918
Redeemable in 200919
Redeemable in 2012 (SBK 10)20

341
238
1 000
304

341
238
1 000
300

Qualifying as secondary capital for the insurance activities21

2 054

2 000

2 054

2 000

20 813

20 417

17 470

17 059

56
21
78

54
20
75

21
79

21
78

Total subordinated loans

155

149

100

99

Total subordinated debt

20 968

20 566

17 570

17 158

Total subordinated bonds

Subordinated loans
Qualifying as secondary capital in terms of applicable
banking legislation:
Repayable in 201622
Repayable in 201623
Repayable in 201624

The difference between the carrying and notional value represents accrued interest together with the unamortised fair value
adjustments relating to bonds hedged for interest rate risk.
1

2

3

Bonds issued in Botswana Pula (BP50 million) and paying interest at a floating rate equal to 125 basis points over three-month Botswana
Certificates. The bonds convert into preference shares in the event that Stanbic Bank Botswana eliminates its net worth. After 12 December 2008,
the bonds bear interest equal to 200 basis points over three-month Botswana Certificates, until maturity on 12 December 2013.
11,25% bonds issued in Rands and paying a fixed semi-annual coupon. The bonds carry an option to be called at their nominal value on
31 October 2008 or on any interest payment date thereafter. After this option date, the bonds bear interest equal to a floating average
mid-market yield rate per annum for three-month ZAR deposits plus 209 basis points, until maturity on 31 October 2013.
Bonds issued in US Dollars (USD100 million) bearing interest from issue date, 14 July 2004, to 15 July 2009 at a floating rate equal to the
aggregate of 2,5% per annum and the offered rate for three-month US Dollar deposits in the London interbank market. The bonds carry an option
to be redeemed in full at their nominal value on or after 15 July 2009. After this option date, the bonds bear interest at a rate per annum equal
to the aggregate of 3% per annum and the offered rate for three-month US Dollar deposits in the London interbank market, until maturity on
14 July 2014.
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4

Bonds issued in US Dollars (USD250 million) bearing interest from issue date, 7 October 2005, to 8 October 2010 at a floating rate equal to
the aggregate of 1,15% per annum and the offered rate for three-month US Dollar deposits in the London interbank market. From 8 October
2010 to 7 October 2015, the date of their redemption, these bonds bear interest at a rate per annum equal to the aggregate of 1,65% per
annum and the offered rate for three-month US Dollar deposits in the London interbank market. The issuer may, on 8 October 2010 or on any
subsequent interest payment date, redeem in full, the notes at their nominal value.
5
Bonds issued in Swaziland Emalangeni (E35 million) bearing interest from issue date, 15 September 2005, to 15 September 2010 at a fixed
rate of 9,73% per annum. From 15 September 2010 to 15 September 2015, the date of their redemption, they bear interest at a floating rate
per annum determined by the calculation agent. The issuer may, on 15 September 2010 or on any subsequent interest payment date, redeem in
full, the notes at their principal value.
6
9,5% bonds issued in Rands and paying a fixed annual coupon. The bonds carry an option to be called at their nominal value on
17 November 2011 or on any interest payment date thereafter. After this option date, the bonds bear interest equal to a three-month floating
Johannesburg interbank agreed rate plus 162 basis points, until maturity on 17 November 2016.
7
Bonds issued in US Dollars (USD200 million) bearing interest from issue date, 27 July 2006, to 26 July 2016 at a fixed rate equal to 8,012%
per annum. Thereafter the rates will bear interest at a rate reset quarterly of 3,25% per annum above the London interbank offered rate for
three-month US Dollar deposits payable quarterly in arrears. The issuer may at its option redeem the notes on 27 July 2016 or any interest
payment date thereafter.
8
Bonds issued in Botswana Pula (BP50 million) and bearing interest from issue date, 1 June 2006, to 31 May 2011 at a floating rate equal to
50 basis points over three-month Botswana Certificates. After this option date, these bonds bear interest at a rate per annum equal to
125 basis points over three-month Botswana Certificates, until maturity on 1 June 2016.
9
Bonds issued in Namibian Dollars (ND150 million) and bearing interest from issue date, 20 November 2006, to 19 November 2011 at a fixed
rate equal to 9,74%. After this option date, these bonds bear interest equal to a three-month floating Johannesburg interbank agreed rate plus
246 basis points, until maturity on 20 November 2016.
10
Bonds issued in US Dollars (USD355 million) redeemable on 31 July 2017, divided into two categories:
“A” – USD230 million bearing interest at 6,44% semi-annually, switching to floating three-month London interbank offer rate plus 188 basis
points on 31 July 2012.
“B” – USD125 million at the three-month London interbank offer rate plus 88 basis points until 31 July 2012. Thereafter bearing interest at
London interbank offer rate plus 188 basis points.
11
Bonds issued in Moçambique Metical (MZN260 million) carrying interest at a floating rate equal to the weighted average of the last six issues of
treasury bills maturing between 60 or more days, plus 0,5%. Interest is payable quarterly, until maturity on 29 June 2017.
12
8,20% bonds issued in Rands and paying a fixed semi-annual coupon. The bonds carry an option to be called at their nominal value on
10 April 2013 or on any interest payment date thereafter. After this option date, the bonds bear interest equal to a three-month floating
Johannesburg interbank agreed rate plus 150 basis points, until maturity on 10 April 2018.
13
9,63% bonds issued in Rands and paying a fixed semi-annual coupon. The bonds carry an option to be called at their nominal value on
24 May 2015 or on any interest payment date thereafter. After this option date, the bonds bear interest equal to a three-month floating
Johannesburg interbank agreed rate, until maturity on 24 May 2020.
14
8,40% bonds issued in Rands and paying a fixed semi-annual coupon. The bonds carry an option to be called at their nominal value on
10 April 2018 or on any interest payment date thereafter. After this option date, the bonds bear interest equal to a three-month floating
Johannesburg interbank agreed rate plus 168 basis points, until maturity on 10 April 2023.
15
7,7% bonds issued in Rands and paying a fixed semi-annual coupon. SBSA is entitled to defer the due date for payment of any principal or interest
in respect of the bonds if so required by the Registrar of Banks. Such deferment would be subject to conditions prescribed by the Registrar of
Banks. The bonds were redeemed on 1 March 2007.
16
Bonds issued in US Dollars (USD40 million) at a floating rate equal to the aggregate of 1,5% per annum and the offered rate for US Dollar
deposits in the London interbank market. The bonds were redeemed on 15 April 2007.
17

Bonds issued in US Dollars (USD50 million) at a floating rate equal to the aggregate of 1,85% per annum and the London interbank offer rate
for three-month US Dollar deposits, until maturity on 13 December 2009.

18

Bonds issued in US Dollars (USD35 million) at a floating rate equal to the aggregate of 2% per annum and the London interbank offer rate for
three-month US Dollar deposits, until maturity on 27 December 2009.

19

Bonds issued in Euros (Euro100 million) at a floating rate equal to the aggregate of 4% per annum and the interbank offered rate for threemonth Euro deposits. The bonds are redeemable in full on 29 December 2009 or on any interest payment date thereafter.
20
Bonds issued in Rands at a floating rate equal to the three-month Johannesburg interbank agreed rate plus 67,5 basis points. The bonds are
redeemable on 19 November 2012.
21
8,93% bonds issued in Rands and paying fixed semi-annual coupon. The bonds carry an option to be called at their nominal value in September
2012 by Liberty Life. After this option date, the coupon switches to a three-month floating Johannesburg interbank agreed rate plus 186 basis
points payable quarterly, until maturity on 12 September 2017.
22
Loan issued in Ghana in US Dollars (USD8 million) paying interest at the aggregate of 2,25% per annum and the offered rate for US Dollar
deposits in the London interbank market. The loan is repayable in full on 30 September 2016.
23
Loan issued in Tanzania in US Dollars (USD3 million) paying interest at the aggregate of 2,5% per annum, until the fifth anniversary of the
disbursement and 3,5% thereafter, and the offered rate for US Dollar deposits in the London interbank market. The loan is repayable in full on
15 September 2016.
24

Loan issued in Zambia in US Dollars (USD11 million) paying interest at the aggregate of 3% per annum, until the fifth anniversary of the
disbursement and 4% thereafter, and the offered rate for US Dollar deposits in the London interbank market. The loan is repayable in full on
15 September 2016.
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23. Classification of assets and liabilities
Accounting classifications and fair values
The table below sets out the group’s classification of each class of financial assets and liabilities, and their fair values.

Note
2007
Assets
Cash and balances with central banks
Derivative assets
Trading assets
Pledged assets
Financial investments
Loans and advances to banks
Loans and advances to customers
Interest in associates and joint ventures
Other non-financial assets

3
4
5
6
7
8
8
12

Held for trading
Rm

118 343
78 655
858
28
15 522

213 406
Liabilities
Derivative liabilities
Trading liabilities
Deposits from banks
Deposits from customers
Policyholders’ liabilities
Subordinated debt
Other non-financial liabilities2

4
17
18
18
21
22

25 810

3
4
5
6
7
8
8
12

100 832
79 344
2 225

4 960

4
17
18
18
21
22

103 122
36 790
1 845
6 258

284 767

Page 240 Standard Bank Group annual report 2007

343

302 954

5 093
204 058
286
34 001
7 157
250 595

7 342
74 317
168 898

259 116

Carrying value has been used where it closely approximates fair value.
Included in other non-financial liabilities designated at fair value are third party liabilities arising on consolidation of mutual funds.

2

343

14 629
94 148
186 137

8 559
148 015

1

6 613
228 148
3 167
36 542
10 297

8 040

187 361
Liabilities
Derivative liabilities
Trading liabilities
Deposits from banks
Deposits from customers
Policyholders’ liabilities
Subordinated debt
Other non-financial liabilities2

Held-to-maturity
Rm

120 046
33 730

179 586
2006
Assets
Cash and balances with central banks
Derivative assets
Trading assets
Pledged assets
Financial investments
Loans and advances to banks
Loans and advances to customers
Interest in associates and joint ventures
Other non-financial assets

Designated
at fair value
Rm

939

939

Loans and
receivables
Rm

Available-for-sale
Rm

Other
amortised cost
Rm

Other nonfinancial
assets/liabilities
Rm

Total carrying
amount
Rm

1 996
52 444

20 618
118 343
78 655
7 589
245 352
98 631
548 150
12 293
52 444

54 440

1 182 075

38 875

120 046
33 730
72 372
633 471
186 137
20 968
46 915

38 875

1 113 639

1 427
38 834

14 343
100 832
79 344
7 782
216 217
89 785
412 734
8 584
38 834

40 261

968 455

33 644

103 122
36 790
51 093
494 071
168 898
17 570
42 203

33 644

913 747

20 618

5 650
95 436
496 086

617 790

118
11 211

11 329

57 743
513 513
20 968
592 224

14 343

4
6 550
89 499
373 773

484 169

460
4 670

5 130

41 906
413 496
17 570
472 972

Fair value1
Rm

20 618
118 343
78 655
7 589
245 352
98 605
548 235
12 359

120 046
33 730
72 372
635 015
186 137
20 531

14 343
100 832
79 344
7 844
216 217
89 818
412 734
8 604

103 122
36 790
51 093
494 071
168 898
17 616
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24. Financial assets and financial liabilities designated at fair value through profit or loss
24.1 Loans and advances
The group’s maximum exposure to credit risk for loans and advances designated at fair value through profit or loss is
R39 709 million (2006: R34 287 million). No credit derivatives were used to mitigate credit risk on these instruments.
The change in fair value of the loans and advances designated at fair value through profit or loss attributable to changes
in credit risk amounts to R474 million (2006: R307 million).
The change in fair value of the designated loans and advances attributable to changes in credit risk is determined as the
amount of change in fair value that is not attributable to changes in market conditions.

24.2 Financial liabilities
The change in fair value of the financial liabilities designated at fair value through profit or loss attributable to changes
in credit risk amounts to R10 million (2006: Rnil).
The change in fair value of the designated financial liabilities attributable to changes in credit risk has been calculated by
reference to the change in credit risk implicit in the market value of the bank’s senior notes.
The amount the group would contractually pay at maturity for financial liabilities designated at fair value through profit or loss
amounts to R114 563 million (2006: R87 155 million), R5 786 million (2006: R5 496 million) higher than the carrying
amount. This does not include policyholders’ liabilities of R186 137 million (2006: R168 898 million) and third party liabilities
arising on consolidation of mutual funds of R8 040 million (2006: R8 559 million).
2007
Rm

2006
Rm

14 299
31 916
47 172

9 133
23 367
51 436

93 387

83 936

161
4 156

309
1 682

4 317

1 991

25. Contingent liabilities and capital commitments
25.1 Contingent liabilities
Letters of credit
Guarantees
Irrevocable unutilised facilities

No material losses are anticipated as a result of these transactions.

25.2 Capital commitments
Contracted capital expenditure
Capital expenditure authorised but not yet contracted

The expenditure will be funded from the group’s internal resources.
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2007
Rm

2006
Rm

785
1 911
253

555
1 103
394

2 949

2 052

68
74
2

41
56
2

144

99

25. Contingent liabilities and capital commitments (continued)
25.3 Operating lease commitments
The future minimum payments under non-cancellable operating leases are as follows:
Properties
Within 1 year
After 1 year but within 5 years
After 5 years

Equipment
Within 1 year
After 1 year but within 5 years
After 5 years

The operating lease commitments comprise a number of separate operating leases
in relation to property and equipment, none of which is individually significant
to the group.

26. Supplementary income statement information
26.1 Interest income
Interest on loans and advances and short-term funds
Interest on investments
Unwinding of discount element of credit impairments for loans and advances (note 8.3)
Fair value adjustments on dated financial instruments
Dividends on dated securities

59 836
2 893
444
(978)
1 346

43 693
972
269
701
932

63 541

46 567

565
6 446
1 592
1 708
30 681

359
4 633
815
1 097
23 009

40 992

29 913

All interest income reported above relates to financial assets not carried at fair value
through profit or loss, except for R10 354 million (2006: R7 260 million) on financial
assets that are at fair value through profit or loss.

26.2 Interest expense
Current accounts
Savings and deposit accounts
Foreign finance creditors
Subordinated debt
Other interest-bearing liabilities

All interest expense reported above relates to financial liabilities not carried at fair value through profit or loss, except
for R11 310 million (2006: R7 924 million) on financial liabilities that are at fair value through profit or loss.

Standard Bank Group annual report 2007 Page 243

Notes to the annual financial statements

continued

for the year ended 31 December 2007

2007
Rm

2006
Rm

5 506
3 119
2 425
1 277
1 130
769
767
279
1 266

5 018
2 680
1 388
1 216
880
657
369
396
794

16 538

13 398

267
641
297
324
355
47
96

221
538
94
324
296
45
55

2 027

1 573

2 614
2 484
1 515
444
159

2 014
1 480
1 078
290
(10)

7 216

4 852

1 819
364

618
322

2 183

940

110
584
961
559
762
44

396
743
769
198
382
–

3 020

2 488

26. Supplementary income statement information (continued)
26.3 Fee and commission revenue
Account transaction fees
Card based commission
Knowledge based fees and commission
Electronic banking
Insurance – fees and commission
Foreign currency service fees
Documentation and administration fees
Trust and other management fees
Other

All fee and commission revenue reported above relates to financial assets or liabilities
not carried at fair value through profit or loss.

26.4 Fee and commission expense
Account transaction fees
Card based commission
Knowledge based fees and commission
Electronic banking fees
Insurance – fees and commission
Documentation and administration fees
Other bank-related fees and commission

All fee and commission expenses reported above relates to financial assets or
liabilities not carried at fair value through profit or loss.

26.5 Trading revenue
Foreign exchange
Debt securities
Commodities
Equities
Other

Interest and dividend income included in trading revenue:
Net interest income
Dividend income

26.6 Other revenue
Banking and other
Property-related revenue
Insurance – underwriting and bancassurance profit
Profit on realisation of undated available-for-sale financial assets1
Net gains on financial instruments designated at fair value through profit or loss
Net gains on disposal of other financial assets or liabilities

1

R459 million (2006: R157 million) of the profit on realisation of undated available-for-sale financial assets relates to capital profit on
realisation of MasterCard shares.
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2007
Rm

2006
Rm

23 709
(693)

20 843
(777)

23 016

20 066

10 807
14 169

9 642
27 926

24 976

37 568

Comprising:
Investment income

10 807

9 642

Interest income1
Dividends received

6 279
2 589

5 036
2 630

Listed shares
Unlisted instruments
Manufactured dividends on scrip lending

2 022
402
165

2 223
295
112

Rental income from investment property
Hotel operations sales
Scrip lending fees
Sundry (expense)/income

1 339
597
19
(16)

1 416
506
8
46

26. Supplementary income statement information (continued)
26.7 Net insurance premiums
Insurance premiums
Reinsurance premiums

26.8 Investment income and gains
Investment income
Investment gains

Investment gains

14 169

27 926

Investment property
Financial instruments held at fair value through profit or loss
Cash and cash equivalents
Foreign exchange differences on subsidiaries
Consolidated mutual funds

1 745
12 579
12
18
(185)

1 207
25 206
362
10
1 141

24 976

37 568

1

Included in interest income is proceeds on the sale of rights to dividends of
R563 million (2006: Rnil million).

26.9 Credit impairment charges
4 877
(287)

2 940
(207)

4 590

2 733

Comprising:
Net credit impairment charges for non-performing loans (note 8.3)

3 764

2 022

Credit impairment charges for non-performing loans
Recoveries on loans and advances previously written off

4 051
(287)

2 229
(207)

826

711

4 590

2 733

Net credit impairments raised for loans and advances
Recoveries on loans and advances previously written off

Credit impairment charges for performing loans (note 8.3)

Standard Bank Group annual report 2007 Page 245

Notes to the annual financial statements

continued

for the year ended 31 December 2007

2007
Rm

2006
Rm

20 739
(610)

17 059
(578)

20 129

16 481

10 554

21 659

8 838
1 634
82

21 599
179
(119)

30 683

38 140

14 226
262

10 776
225

198
64

159
66

14 488

11 001

2 552
172
170

2 202
211
–

2 894

2 413

2 911
(203)
186

2 423
(174)
164

2 894

2 413

10 218

8 104

Information technology
Communication
Premises
Other

2 109
993
1 873
5 243

1 707
799
1 571
4 027

Investment management and life insurance activities

4 529

4 073

Employee costs
Office costs
Training and development costs
Other

1 567
1 163
268
1 531

1 447
916
216
1 494

14 747

12 177

26. Supplementary income statement information (continued)
26.10 Net insurance benefits and claims
Claims and policyholders’ benefits under insurance contracts
Insurance claims recovered from reinsurers (note 21.1)

Change in policyholder liabilities under insurance contracts
Insurance contracts
Investment contracts with DPF
Reinsurance assets

26.11 Staff costs – banking activities
Salaries and allowances
Equity-linked transactions
Group equity compensation plans
Group equity participation plans (note 16)

26.12 Acquisition costs
Insurance contracts
Investment contracts
Asset management

Comprising:
Incurred during the year
Deferred acquisition costs
Amortisation and impairment of deferred acquisition costs

26.13 Other operating expenses
Banking activities
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2007
Rm

2006
Rm

The following disclosable items are included in other operating expenses:
Amortisation – intangible assets
Auditors’ remuneration

289
132

263
120

Audit fees
– Current year
– Prior year

110
–

91
7

22

22

1 126

925

30
28

19
26

695
111
49
213

570
115
44
151

Impairments

36

9

Property and equipment (note 14.2)
Intangible assets (note 13.2)

10
26

9
–

26. Supplementary income statement information (continued)
26.13 Other operating expenses (continued)

Fees for other services
Depreciation (note 14.2)
Property
– Freehold
– Leasehold
Equipment
– Computer equipment
– Motor vehicles
– Office equipment
– Furniture and fittings

Profit on sale of businesses and divisions
Operating lease charges

(6)
1 138

(374)
900

Properties
Equipment

1 110
28

827
73

Professional fees

1 393

1 244

Managerial
Technical and other

340
1 053

351
893

Profit on sale of property and equipment
Defined benefit pension fund employer surplus
Recoveries on motor vehicle disposals
Restructuring costs

(61)
(162)
(24)
179

(53)
–
(23)
112

26.14 Goodwill (gain)/impairment
Negative goodwill recognised on acquisition

(382)

–

Goodwill impairment recognised on acquisition (note 13.1)
Negative goodwill recognised on acquisition

12
(394)

–
–

Goodwill impairment charge on subsidiaries (note 13.1)

6
(376)

15
15
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2007
Rm

2006
Rm

18
14

20
11

7

6

7
4
1

6
–
1

51

44

1 185
6 232

841
5 852

7 417

6 693

–
965
38
10
70
102

77
670
8
10
60
16

1 185

841

27. Emoluments of Standard Bank Group directors
Executive directors
Emoluments of directors in respect of services rendered1:
While directors of Standard Bank Group
– as directors of subsidiary companies2
– otherwise in connection with the affairs of Standard Bank Group or its subsidiaries2

Non-executive directors
Emoluments of directors in respect of services rendered:
As directors of Standard Bank Group
While directors of Standard Bank Group
– as directors of subsidiary companies
– otherwise in connection with the affairs of Standard Bank Group or its subsidiaries
Pensions of past directors

1

In order to align emoluments with the performance to which they relate, emoluments reflect the
amounts accrued in respect of each year and not the amounts paid.
2
Including gains on exercise of options and other related payments.

Details of directors’ emoluments are given on pages 43 and 44.

28. Taxation
Indirect taxation (note 28.1)
Direct taxation (note 28.2)

28.1

Indirect taxation
Regional services council levies
Value added tax
Duties
Financial services levy
Skills development levy
Other indirect taxes
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2007
Rm

2006
Rm

Current year

6 473

6 074

– South African normal tax
– South African deferred tax
– Normal secondary tax on companies
– Deferred secondary tax on companies
– Foreign normal and withholding tax
– Foreign deferred tax
– Retirement fund tax
– Capital gains tax – current
– Capital gains tax – deferred

3 965
516
465
(27)
1 029
(22)
(1)
601
(53)

2 953
1 099
409
(28)
634
(92)
176
352
571

28. Taxation (continued)
28.2

Direct taxation

Prior years
– South African normal tax
– South African deferred tax
– Capital gains tax – current
– Capital gains tax – deferred
– Foreign normal and withholding tax
– Foreign deferred tax

Charged directly to equity
Deferred tax
Current tax
Direct taxation per the income statement

(205)

3

(87)
(19)
–
(32)
(9)
(58)

13
19
(50)
–
20
1

6 268
(36)

6 077
(225)

5
(41)

(210)
(15)

6 232

5 852

Future tax relief
The group has no estimated tax losses which are available for set-off against future taxable income
(2006: R172 million).

Standard Bank Group annual report 2007 Page 249

Notes to the annual financial statements

continued

for the year ended 31 December 2007

2007
%

2006
%

28. Taxation (continued)
28.2

Direct taxation (continued)
Rate reconciliation including indirect and direct tax
The total tax charge for the year as a percentage of net income before indirect tax
Value added tax
Duties and skills development levy
Secondary tax on companies
Foreign tax

31
(4)
(1)
(2)
–

35
(4)
–
(2)
(1)

Tax on policyholder funds:
– Normal tax
– Retirement fund tax
– Capital gains tax

(2)
–
(2)

(2)
(1)
(4)

The direct tax charge for the year as a percentage of profit before tax
Tax relating to prior years

20
1

21
–

Net tax charge
The charge for the year has been reduced/(increased) as a consequence of:
– Dividends received
– Other non-taxable income
– Other permanent differences

21

21

4
3
1

4
6
(2)

Standard rate of South African tax

29

29

Direct taxation
Rate reconciliation including direct taxation
The direct taxation charge for the year as a percentage of profit
before direct taxation
Secondary tax on companies
Capital gains tax
Foreign tax

27
(2)
–
–

32
(2)
(1)
(1)

Tax on policyholder funds:
– Normal tax
– Retirement fund tax
– Capital gains tax
Tax relating to prior years

(2)
–
(2)
1

(2)
(1)
(4)
–

Net tax charge
The charge for the year has been reduced/(increased) as a consequence of:
– Dividends received
– Other non-taxable income
– Other permanent differences

22

21

4
3
–

4
7
(3)

Standard rate of South African tax

29

29
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Gross
Rm

2007
Minorities
and
preference
shareTax
holders
Rm
Rm

Net
Rm

Gross
Rm

13 651

18 362

2006
Minorities
and
preference
shareTax
holders
Rm
Rm

Net
Rm

29. Headline earnings
Profit attributable to
ordinary shareholders
Headline adjustable items
(reversed)/added
Goodwill (gain)/impairment
– IFRS 3
Profit on sale of property and
equipment – IAS 16
Impairment of property and
equipment – IAS 16
Gains on the disposal of
businesses and divisions
– IAS 27
Impairment of intangible
assets – IAS 38
Fair value gains on availablefor-sale assets – IAS 39
Profit on sale of MasterCard
Other
Standard Bank Group
headline earnings

22 804

(6 232)

(966)

32

(2 921)
4

(376)

(5 852)

(930)

(601)

(376)

15

(1 992) 10 518

14

257

(330)
15

(61)

12

(49)

(53)

3

(50)

10

(3)

7

9

(2)

7

(6)

4

(2)

(374)

257

(117)

26

(6)

20

(559)

29

(530)

(198)

13

(185)

(459)
(100)

13
16

(446)
(84)

(157)
(41)

4
9

(153)
(32)

21 838

(6 200)

(2 917)

12 721

17 761

(5 838)

(1 735) 10 188

Headline earnings is calculated in accordance with Circular 8/2007. The circular allows the inclusion in headline earnings of any
gains or losses recognised by life insurers on all the fair value gains and losses of investment property. The circular also allows
the inclusion in headline earnings on any sale of private equity joint ventures or associates held by a banking institution. These
associates are ring-fenced, refer to Annexure C on page 286 for the required disclosure in terms of the circular.
2007

2006

Earnings based on weighted average shares in issue
Headline earnings (Rm)

12 721

10 188

Earnings attributable to ordinary shareholders (Rm)

13 651

10 518

30. Earnings per share
The calculations of headline earnings, basic earnings per share, diluted
headline earnings and diluted earnings per share are as follows:

Weighted average number of ordinary shares in issue (number of shares)
Weighted average number of ordinary shares in issue before adjustment
Adjusted for shares issued in terms of the Tutuwa initiative
Adjusted for deemed treasury shares held on behalf of policyholders

1 369 222 915
(98 378 426)
(39 884 415)

1 358 415 014
(99 190 197)
(42 537 769)

1 230 960 074

1 216 687 048

Headline earnings per share (cents)

1 033,4

837,4

Basic earnings per share (cents)

1 109,0

864,5
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2007

2006

1 230 960 074

1 216 687 048

Adjusted for the following potential dilution:
Standard Bank Group Share Incentive Scheme
Standard Bank Equity Growth Scheme
Tutuwa

15 729 951
3 264 070
57 458 641

19 196 558
2 804 338
43 790 330

– Tutuwa consortium and Community Trust
– Black Managers’ Trust

35 754 000
21 704 641

28 517 983
15 272 347

1 307 412 736

1 282 478 274

973,0

794,4

1 044,1

820,1

2 408

1 969

2 482

1 959

4 890

3 928

–

–

–

–

219

111

231

158

450

269

30. Earnings per share (continued)
Diluted earnings
Weighted average number of ordinary shares in issue (number of shares)

Diluted weighted average number of ordinary shares in issue (number of shares)
Diluted headline earnings per share (cents)
Diluted earnings per share (cents)

31. Distributions
Ordinary shares
Dividend No. 75 of 176,0 cents per share (2006: 145,0 cents per share),
paid on 16 April 2007 to shareholders registered on 13 April 2007
Distribution No. 76 of 181,0 cents per share (2006: 144,0 cents per share), paid on
17 September 2007 to shareholders registered on 14 September 2007

A final dividend No. 77 of 205,0 cents per share, payable on 14 April 2008, was
declared to shareholders, registered on 11 April 2008, bringing the total distributions
declared in respect of 2007 to 386,0 cents per share (2006: 320,0 cents).

Preference shares
6,5% first cumulative preference shares:
Dividend No. 75 of 3,25 cents per share (2006: 3,25 cents), paid on 2 April 2007
to shareholders registered on 30 March 2007
Dividend No. 76 of 3,25 cents per share (2006: 3,25 cents), paid on
10 September 2007 to shareholders registered on 7 September 2007
Non-redeemable, non-cumulative, non-participating preference shares:
Dividend No. 5 of 412,31 cents per share (2006: 370,52 cents),
paid on 2 April 2007 to shareholders registered on 30 March 2007
Dividend No. 6 of 436,09 cents per share (2006: 366,12 cents), paid on
10 September 2007 to shareholders registered on 7 September 2007

6,5% first cumulative preference shares dividend No. 77 of 3,25 cents per share (2006: 3,25 cents), payable on 7 April 2008,
was declared to shareholders registered on 4 April 2008.
Non-redeemable, non-cumulative, non-participating preference shares dividend No. 7 of 482,03 cents per share
(2006: 412,31 cents), payable on 7 April 2008, was declared to shareholders registered on 4 April 2008.
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2007
Rm

2006
Rm

23 258

18 943

(160)
289
4 590
(162)
1 126
(444)
348
253
978
36
(1 185)
(14 151)
189
(6)
554
16 837
(61)
(24)
431
(2)

(29)
263
2 733
–
925
(269)
85
225
(701)
9
(841)
(27 821)
1 480
(374)
(735)
29 935
(53)
(23)
15
(4)

32 694

23 763

68 875
14 511
10 465

50 703
11 825
35 990

93 851

98 518

(41 384)
(24 189)

(30 128)
(48 596)

(65 573)

(78 724)

4 068
348

3 884
85

4 416

3 969

32. Cash flow statement notes
32.1

Reconciliation of net income before goodwill to cash flows
from operating activities
Net income before goodwill
Adjusted for:
Bond hedging relationships
Amortisation of intangible assets (note 26.13)
Credit impairment charges on loans and advances (note 26.9)
Defined benefit pension fund employer surplus (note 26.13)
Depreciation – property and equipment (note 26.13)
Discount element recognised from credit impairments for loans and advances (note 26.1)
Dividends from associates (note 12)
Equity-settled share-based payments
Fair value adjustments on dated financial instruments (note 26.1)
Impairment losses (note 26.13)
Indirect taxation (note 28.1)
Investment gains due to policyholders
Investment gains attributable to third party mutual fund liabilities
Profit on sale of businesses and divisions (note 26.13)
Net fund flows after service fees on policyholder investment contracts
Policyholders’ liability transfers
Profit on sale of property and equipment (note 26.13)
Recoveries on motor vehicle disposals (note 26.13)
Provision for post-retirement benefits (note 20.2)
Other
Net cash flows from operating activities

32.2

Cash receipts from customers
Interest income
Fee and commission revenue
Trading and other revenue

32.3

Cash paid to customers, employees and suppliers
Interest expense
Total operating expenses (including indirect tax expense)

32.4

Dividends received
Dividends from investment securities and preference shares
Dividends from associates
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Rm

2006
Rm

32. Cash flow statement notes (continued)
32.5

Increase in income-earning assets
Net derivative assets
Trading assets
Pledged assets
Financial investments
Loans and advances
Other assets

32.6

81
(43 296)
4 558
2 476
(112 640)
(3 044)

(154 816)

(151 865)

147 549
(2 234)
(714)

120 892
13 520
8 581

144 601

142 993

Increase in deposits and other liabilities
Customers’ current, savings and other deposits, and deposits from banks
Trading liabilities
Other liabilities and provisions

32.7

(275)
(1 250)
1 822
(11 354)
(138 877)
(4 882)

Direct taxation paid
Taxation payable and deferred taxation at beginning of the year
Net addition through business acquisition
Direct taxation attributable to group

(6 837)
(176)
(6 268)

(5 936)
–
(6 077)

Charged directly to equity (note 28.2)
Charged to income statement (note 28.2)

(36)
(6 232)

(225)
(5 852)

8 540

6 837

(4 741)

(5 176)

Taxation payable and deferred taxation at end of the year
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2007
Rm

2006
Rm

32. Cash flow statement notes (continued)
32.8

Investment resulting in acquisition of subsidiaries
3 385
315
4 803
13 787
127
988
490
761

Cash and balances with central banks
Trading assets
Financial investments
Loans and advances
Current and deferred taxation
Other assets
Goodwill and other intangible assets
Property and equipment

24 656
(25)
(16 760)
(303)
(4 235)

Total assets acquired
Derivative liabilities
Deposit and current accounts
Current and deferred taxation
Other liabilities and provisions
Net asset value
Minority interests

3 333
(1 580)

Net assets acquired
Net goodwill
Less: Fair value of subsidiary effectively disposed to minorities

1 753
2 814
(1 377)

Cash paid on acquisition of subsidiaries
Less: Cash and cash equivalents acquired through business acquisitions

3 190
(3 385)
(195)

Net cash inflow resulting from acquisition of subsidiaries

32.9

Distributions paid
Amounts unpaid at beginning of the year
Distributions to ordinary shareholders
Dividends to preference shareholders
Distributions received from Tutuwa initiative and policyholders’ deemed treasury shares
Distributions to minority shareholders in subsidiaries
Amounts unpaid at end of the year

–
(4 890)
(450)
596
(711)
–

–
(3 928)
(269)
590
(1 597)
–

(5 455)

(5 204)

20 618

14 343

20 618

14 343

32.10 Cash and cash equivalents
Cash and balances with central banks
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BankBoston
Argentina

IBTC
Chartered
Bank Plc

Other

Total

1 April 2007 24 September 2007
76,68
50,10
129
67

39

235

33. Business acquisitions
Date of acquisition
Percentage of voting equity instruments acquired (%)
Contribution to net profit since acquisition (Rm)1
Contribution to revenue if acquisition occurred
on 1 January 2007 (Rm)
Contribution to net profit if acquisition occurred
on 1 January 2007 (Rm)

1 378

1 099

115

2 592

177

227

38

442

Fair
value
Rm

Carrying
amount
Rm

1

Excludes excess recognised as a goodwill gain on the BankBoston acquisition.

The details of the fair value of the assets and liabilities acquired and goodwill arising
are as follows:

BankBoston Argentina
Cash and balances with central banks
Trading assets
Financial investments
Loans and advances
Other assets
Current and deferred taxation asset
Property and equipment
Derivative liabilities
Deposit and current accounts
Other liabilities
Current and deferred taxation liability
Net asset value
Less: Minority interest
Excess of acquirer’s interest in the net fair value of acquiree’s net asset value
Total purchase consideration paid

1 796
291
1 548
9 865
175
115
400
(25)
(12 589)
(786)
(24)
766
(355)
(382)

1 796
291
1 548
9 865
175
115
400
(25)
(12 589)
(786)
(24)
766

29

Cost of acquisition
Less: Cash and cash equivalents in subsidiary acquired

29
(1 796)

Cash inflow on acquisition

(1 767)

With effect from 1 April 2007, Standard Bank Argentina S.A. (SBA), a subsidiary of Standard International Holdings S.A., acquired
from BankBoston N.A. Buenos Aires Branch (a branch of Bank of America N.A.), its underlying corporate and investment banking
and retail banking business in Argentina, with a net asset value of ARS$36 million, for a nominal value. Under the terms of the
acquisition, Standard Bank London Holdings Plc (SBLH), the immediate holding company of SBA, in turn acquired from Bank of
America N.A. a USD170 million intercompany loan receivable due from SBA, for a nominal purchase price. This loan was
immediately capitalised into 527 119 000 new ordinary shares in SBA each with a par value of ARS$1, of which 197 548 151
were transferred to minority shareholders, leaving SBLH with 649 570 849 shares representing a 76,68% holding in SBA. SBLH
has also entered into an option agreement with the minority shareholders of SBA, whereby they can acquire from SBLH sufficient
shares to take their shareholding from 23,32% to 25,0% over the two weeks beginning 1 April 2008 (at ARS$1,05 per share),
and further to 30% over the two weeks beginning 1 April 2009 (at ARS$1,265 per share).
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Rm

Carrying
amount
Rm

33. Business acquisitions (continued)
IBTC Chartered Bank Plc
Cash and balances with central banks
Financial investments
Loans and advances
Other assets
Property and equipment
Intangible assets
Deposit and current accounts
Other liabilities
Current and deferred taxation liability

1 514
3 255
3 922
784
361
118
(4 171)
(3 110)
(278)

1 514
3 255
3 922
784
361
3
(4 171)
(3 110)
(244)

Net asset value
Less: Minority interest
Goodwill

2 395
(1 195)
2 998

2 314

Total purchase consideration

4 198

Cost of acquisition
Less: Fair value of 49,9% of subsidiary effectively disposed to minorities

4 198
(1 377)

Cash consideration paid
Less: Cash and cash equivalents in subsidiary acquired

2 821
(1 514)

Cash outflow on acquisition

1 307

With effect from 24 September 2007, IBTC Chartered Bank Plc (IBTC) and Stanbic Bank Nigeria Limited (SBN) have merged
their business operations in Nigeria. Through the structure of the deal, Stanbic Africa Holdings Limited (SAHL) acquired the
majority shareholding in IBTC. SAHL was allotted 6,25 billion new IBTC shares in exchange for SBN, representing 33,33% of the
combined entity. All assets and liabilities of SBN were transferred to IBTC and the entity’s share capital was cancelled without
being wound up. The fair value of the SBN shares was based on the total value of the IBTC shares acquired as SBN shares are
not traded on an active market. SAHL made a simultaneous tender offer to all existing shareholders to acquire 3,14 billion IBTC
shares at Naira 16 per share to obtain control of IBTC. This offer represented an additional 16,78% of IBTC, taking SAHL’s
shareholding to 50,1%. The goodwill arose due to the control obtained in IBTC and the allocation between goodwill and
intangible assets is based on preliminary calculations.
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33. Business acquisitions (continued)
Other acquisitions
75
24
29
12
372
(339)
(1)

75
24
29
12
–
(60)
(1)

Net asset value
Less: Minority interest and interest previously held
Goodwill

172
(30)
198

79

Total purchase consideration paid

340

Cost of acquisitions
Less: Cash and cash equivalents in subsidiaries acquired

340
(75)

Cash outflow on acquisitions

265

Cash and balances with central banks
Trading assets
Other assets
Current and deferred taxation assets
Intangible assets
Other liabilities
Current and deferred taxation liabilities

Other acquisitions include the purchase of 61,33% in Dundas Ünlü Menkul Degerler A.S. and 61,35% of Dundas Ünlü Partners
S.A. (Luxembourg) with effect from 1 September 2007 as well as the acquisition of the remaining 76% of Fountainhead
Property Trust on 31 May 2007.

34. Change in accounting policy
The effects of the changes in accounting policies are as follows. Refer to accounting policy 1 in the accounting policies section
for detailed descriptions of the nature of each change in accounting policy:

34.1

Transactions with minority shareholders
These transactions relate to where the group purchases an additional interest from minority shareholders or sells a
portion of its interest to minority shareholders, while the group controls the entities both before and after the
transaction. Any excess of the purchase consideration over the group’s proportionate share of the additional net asset
value of a subsidiary acquired is now accounted for directly in retained earnings. Previously, the group accounted for
the excess as goodwill. Any profit or loss on the partial disposal of the group’s interest in a subsidiary is also accounted
for directly in retained earnings. Previously, the group accounted for the profit or loss on partial disposal in the income
statement.
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2007
Rm

2006
Rm

34. Change in accounting policy (continued)
34.1

Transactions with minority shareholders (continued)
The change in accounting policy had the following impact on
the consolidated financial statements:
34.1.1

Income statement for the year ended 31 December
Decrease in profit on partial disposal of subsidiaries included in
other non-interest revenue
Decrease in income tax expense

(664)
99

–
–

Decrease in profit for the year

(565)

–

Basic earnings per share (cents)

45,9

–

Diluted earnings per share (cents)

43,2

–

Statement of changes in equity for the year ended 31 December
Increase/(decrease) in retained earnings as a result of transactions
with minority shareholders recognised directly in equity
Decrease in foreign currency translation reserve
Decrease in profit for the year

531
–
(565)

(133)
(1)
–

(34)

(134)

Balance sheet at 31 December
Cumulative decrease in goodwill
Cumulative decrease in foreign currency translation reserve
Cumulative decrease in minority interest

(570)
1
126

(536)
1
126

Cumulative decrease in retained earnings

(443)

(409)

The change in accounting policy resulted in a decrease in basic earnings
per share and diluted earnings per share as follows:

34.1.2

Decrease in total recognised income and expense for the year
34.1.3

This change in accounting policy is considered appropriate as it results in transactions with minority
shareholders, which are presented as equity holders, being accounted for in the statement of changes in
equity and not in the income statement. The policy has been applied on a retrospective basis and
consequently the 2006 results have been restated. 2006 opening ordinary shareholders’ equity has
accordingly been restated by R276 million.

34.2

Measurement of certain insurance contracts
34.2.1

Investment guarantees
The revised PGN 110 was issued by the ASSA effective for valuation dates on or after 31 December 2007.
As a result, the group has moved from a real-world stochastic model (a model that projects investment
returns for various asset classes according to the estimated probability distribution based on historical
observations and future expectations) to a market-consistent stochastic model (a model that reproduces the
market prices of tradeable assets as closely as possible). The new model will result in investment guarantees
being reflected at fair value.
The cumulative effect as at 1 January 2006 is not provided as it is not practicable as a result of data not
being collected in a way that permits retrospective application of the new policy. In addition, the cumulative
impact at 31 December 2006 is not material as the change was anticipated and additional reserves were
created in the insurance liability valuation to approximate the difference between a real-world valuation and
a market-consistent valuation.
The net cumulative impact at 31 December 2006 is a R136 million increase in retained earnings. However,
as the amount is not considered material to the group’s prior year results, no restatement has been made to
retained earnings.
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34. Change in accounting policy (continued)
34.2

Measurement of certain insurance contracts (continued)
34.2.2

Changes to existing insurance liability valuation models
The group changed the liability valuation models in respect of its Lifestyle series of products. This has had
the effect of altering the timing and extent of future best estimate cash flows. These changes do not affect
the ultimate profitability of the business, only the timing of the release of that profit. Consequently these
changes were considered to be accounting policy changes. The more significant changes related to maturity
dates and recognition of management fees.
The modelling was refined to make allowances for universal life policies continuing after their review term.
Previously, only cash flows up to the review date were valued. The valuation now allows for all expected best
estimate cash flows up to termination of the contracts. This change is in line with the group’s observed
experience.
The group also amended its policy on the recognition pattern of management fees charged to recoup initial
expenses incurred when issuing these contracts. Previously, the valuation method resulted in a portion of
the future fees being recognised upfront to offset initial expenses incurred. Going forward, the fees will be
recognised when earned. The results will therefore reflect more accurately the actual earnings on a year by
year basis.
Cumulatively, the financial impact at 1 January 2006 is R155 million and at 31 December 2006
R140 million reduction to policyholders’ liabilities. Both amounts are not considered material to the group’s
prior year results or the value of policyholders’ contracts and consequently, restatements have not been
processed. After taxation the amounts are R110 million and R99 million respectively.
2007
Rm

2006
Rm

93 097
375 552

71 445
333 702

468 649

405 147

220 073
248 576

207 460
197 687

468 649

405 147

35. Third party funds under management
Members of the group provide discretionary and non-discretionary investment management
services to institutional and private investors. Commissions and fees earned in respect of
trust and management activities performed are included in the income statement.
Assets managed on behalf of third parties include:
Asset management
Fund management

Geographical area
Africa (including Stanlib)
Outside Africa
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36. Related party transactions
36.1

Group entities and related parties
36.1.1

Parent
Standard Bank Group Limited is the ultimate holding company for the Standard Bank Group of companies.

36.1.2

Subsidiaries
Details of effective interest, investments and loans to subsidiaries are disclosed in Annexure B on page 280.
Following an approach by the Liberty Group Limited (Liberty Life) board of directors, Standard Bank Group
Limited disposed of its investment in Stanlib (37,4%) to its subsidiary, Liberty Life, effective 29 January
2007. Further details of this transaction are provided in the directors’ report on page 167.

36.1.3

Associates and joint ventures
Details of effective interest, investments and loans to associates and joint ventures are
disclosed in Annexure C on page 284.

36.1.4

Key management personnel
Key management personnel has been defined as: Standard Bank Group Limited board of directors and
Standard Bank Group Limited executive committee. The definition of key management includes the close
members of family of key management personnel. Close members of family are those family members who
may be expected to influence, or be influenced by that individual in their dealings with Standard Bank Group.
They may include the individual’s domestic partner and children, the children of the individual’s domestic
partner, and dependents of the individual or the individual’s domestic partner.

Key management compensation
Salaries and other short-term benefits
Post-employment benefits
Other long-term benefits
IFRS 2 value of share options and rights expensed

Mortgage loans
Loans outstanding at beginning of the year
Loans granted during the year
Loan repayments during the year
Interest earned

2007
Rand

2006
Rand

187 455 451
4 536 436
4 597 674
14 665 134

125 595 142
3 864 429
3 781 655
12 029 857

211 254 695

145 271 083

9 615 360
23 338 138
(16 869 564)
2 132 121

8 084 155
9 594 296
(8 899 321)
836 230

Loans outstanding at end of the year

18 216 055

9 615 360

Interest rate range for the year

11% – 14%

9% – 11,5%

No impairment has been recognised in respect of loans granted to key management (2006: Rnil). Mortgage
loans are repayable monthly over 20 years. These loans are secured by properties with a total fair value of
R58 914 968 (2006: R21 741 000).
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2007
Rand

2006
Rand

36. Related party transactions (continued)
36.1

Group entities and related parties (continued)
36.1.4

Key management personnel (continued)
Vehicle and asset finance
Loans outstanding at beginning of the year
Net new loans granted
Net repayments
Net interest earned
Loans outstanding at end of the year
Interest rate range for the year
Credit cards
Balance at beginning of the year
Net credit card (repayments)/spend
Total annual fees
Total net interest
Balance at end of the year
Interest rate range for the year

7 422 201
2 641 047
(3 681 805)
663 964

5 358 324
4 821 781
(3 298 328)
540 424

7 045 407

7 422 201

9% – 16,5%

8% – 12,5%

2 162 981
(1 657 382)
10 277
12 158

820 029
1 311 399
6 121
25 432

528 034

2 162 981

0% – 22%

0% – 17%

No impairments have been recognised in respect of credit cards
held by key management (2006: Rnil). These loans are unsecured.
The interest rate range disclosed for credit cards starts at 0% as
interest is only charged on amounts not settled in the month
following the card transactions. This is in line with the normal
rates charged to customers.
Cheque and current accounts
Credit balance at beginning of the year
Key management changes
Interest paid
Interest earned and service fee charges
Net (withdrawals)/deposits
Exchange difference
Credit balance at end of the year
Interest rate range for the year
Savings accounts
Credit balance at beginning of the year
Key management changes
Interest paid
Net new deposits/(withdrawals)
Credit balance at end of the year
Interest rate range for the year
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59 924 359
(641 227)
1 704 070
(177 480)
(14 608 102)
2 323 516

36 047 851
(218 947)
3 064 590
(1 103 380)
11 438 604
10 695 641

48 525 136

59 924 359

0% – 4%

0% – 3%

8 339 698
97 036
1 487 235
2 600 096

20 034 210
622 812
466 631
(12 783 955)

12 524 065

8 339 698

0% – 9,2%

4,5% – 5,9%

2007
Rand

2006
Rand

30 865 734
400 866
–
3 058 124

30 025 155
459 144
–
2 180 802

Other insurance
Aggregate insured cover
Premiums received
Claims paid

206 529 246
93 723
133 854

71 936 018
425 743
516

Investment products
Fund value at the beginning of the year
Key management changes
Deposits
Net investment return credited
Commission and other transaction fees

470 691 978
235 000
239 991 675
15 270 627
(2 993 887)

229 717 943
77 975 765
80 592 372
84 848 193
(2 442 295)

Fund value at end of the year

723 195 393

470 691 978

Third party funds under management
Fund value at beginning of the year
Net deposits including commission and other transaction fees

762 923 757
106 291 794

495 771 167
267 152 590

Fund value at end of the year

869 215 551

762 923 757

23 201

8 265

12 428 388
8 392 482

12 778 081
8 664 882

36. Related party transactions (continued)
36.1

Group entities and related parties (continued)
36.1.4

Key management personnel (continued)
Insurance and investment
Details of key management personnel’s investment transactions
and balances with Standard Bank Group.
Insurance:
Life and disability insurance
Aggregate insured cover
Premiums received
Claims paid
Surrender value

Other fees
Financial consulting fees and commission
Shares and share options held
Aggregate details of Standard Bank Group Limited shares and
share options held by key management personnel.
Shares beneficially owned (number)
Share options held (number)
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36. Related party transactions (continued)
36.1

Group entities and related parties (continued)
36.1.4

36.1.5

Key management personnel (continued)
Details of contracts with key management personnel is disclosed in the directors’ report under management
by third parties on page 167 and contracts on page 169.
2007
R’000

2006
R’000

Fee income
Deposits held with the bank
Interest paid
Value of assets under management
Deposits held in bonds and money market

53 709
789 039
139 791
20 035 691
417 636

38 836
311 318
68 642
17 982 212
528 698

Standard Bank Group shares held (number)

3 171 951

6 837 247

Post-employment benefit plans
Details of transactions between Standard Bank Group Limited
and the group’s post-employment benefit plans are listed below:

2007
Rm

2006
Rm

Standard Bank operations
Retirement funds (note 37.1)

497

323

Post-retirement healthcare benefits (note 37.2)

742

493

– Provider fund
– Other funds

(22)
764

(2)
495

Liberty Life

293

285

Post-retirement healthcare benefits (note 37.3)
Retirement funds (note 37.4)

293
–

273
12

1 532

1 101

37. Pensions and other post-retirement benefits
Amounts recognised as a liability in the balance sheet (note 20.2)

The total amount recognised as an expense for the defined contribution plans operated by the group amounted to
R839 million (2006: R670 million).
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37. Pensions and other post-retirement benefits (continued)
37.1

Standard Bank retirement funds
Membership of the principal fund, the Standard Bank Group Retirement Fund (SBGRF), exceeds 95% of Standard Bank
operations’ permanent staff in South Africa. The fund, one of the largest in South Africa, is a trustee-administered
defined contribution fund governed by the Pension Funds Act, 1956. Member-elected trustees represent 50% of the
trustee board. The assets of the fund are held independently of the group’s assets.
The fund is subject to statutory financial review by actuaries at an interval of not more than three years. The latest full
actuarial valuation was performed on 31 December 2007 and, in the opinion of the actuary, the fund is considered to
be financially sound. The next actuarial valuation is to be performed on 31 December 2008.
Employees who were members of the fund on 31 December 1994 have guaranteed benefits available under the rules
of the defined benefit fund. A specific liability has been recognised within the fund to provide for the guaranteed
benefits which may arise under the rules of the scheme. New members from 1 January 1995 participate only in the
benefits of the defined contribution fund. There have been no alterations to the contribution rate recommended by the
actuary during the year.
At 31 December 2007, the valuation of the fund, the determination of its financial position and the determination of
any shortfall or surplus position are still to be finalised and approved by the Registrar of Pension Funds in terms of the
Pension Fund Second Amendment Act, 39 of 2001. Consequently no account has been taken of a potential shortfall
or surplus.
The majority of employees in South Africa who are not members of the SBGRF are members of two other funds
designed for their occupational groups. Employees in territories beyond South African jurisdiction are members of either
defined contribution or defined benefit plans governed by legislation in their respective countries.
2007
Rm
The amounts recognised in the balance sheet in respect of the retirement funds
are determined as follows:
Present value of funded obligations
Fair value of plan assets

22 875
(22 858)

2006
Rm

20 449
(20 409)

Unfunded obligation
Unrecognised actuarial gains deferred

17
480

40
283

Included in other liabilities and provisions in the balance sheet

497

323

Unrecognised actuarial gains or losses are deferred and recognised in the income
statement over a period not exceeding the estimated service lives of the employees,
except in the case of retired employees in which case it is recognised immediately.
Movement in the present value of defined benefit obligations
Balance at beginning of the year
Current service cost and interest cost
Contributions paid by employees
Actuarial losses
Benefits paid

20 449
2 422
335
813
(1 144)

17 190
1 774
285
2 342
(1 142)

Balance at end of the year

22 875

20 449
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2007
Rm

2006
Rm

Movement in the fair value of plan assets
Balance at beginning of the year
Expected return on plan assets
Contributions received
Actuarial gains
Benefits paid

20 409
1 874
682
1 037
(1 144)

17 141
1 550
582
2 278
(1 142)

Balance at end of the year

22 858

20 409

Plan assets consist of the following:
Cash
Equities
Government bonds
Property and other

142
12 708
4 798
5 210

1 206
10 787
4 416
4 000

22 858

20 409

715
1 707
(1 874)
(16)

308
1 466
(1 550)
(28)

37. Pensions and other post-retirement benefits (continued)
37.1

Standard Bank retirement funds (continued)

The group expects to pay R365 million in contributions to defined benefit plans in
2008 (2007: R314 million).
The amounts recognised in the income statement are determined as follows:
Current service cost
Interest cost
Expected return on plan assets
Net actuarial gain recognised in the year
Included in staff costs
Actual return on plan assets

532

196

2 915

3 760

The expected long-term rate of return is based on the expected long-term returns on equities, cash and bonds. The
split between the individual asset categories is considered in setting these assumptions. Adjustments were made to
reflect the effect of retirement funds tax and expenses.

Historical information
2007
Rm
Present value of defined benefit
obligations
Fair value of plan assets
Unfunded obligation/(surplus)
Experience adjustments arising on
plan liabilities
Experience adjustments arising on
plan assets
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22 875
(22 858)
17

2006
Rm
20 449
(20 409)
40

2005
Rm
17 190
(17 141)
49

2004
Rm

2003
Rm

13 138
(13 217)

10 167
(10 499)

(79)

( 332)

(1 582)

(2 279)

(2 506)

(1 844)

1 041

2 210

2 487

1 790

518
(2)

37. Pensions and other post-retirement benefits (continued)
37.2

Standard Bank post-retirement healthcare benefits
The bank provides the following post-retirement healthcare benefits to its employees:
Provider fund
A post-retirement healthcare benefit fund provides eligible employees, who were employed in South Africa on
1 March 2000, with a lump sum benefit on retirement enabling them to purchase an annuity to be applied towards their
post-retirement healthcare costs. This benefit is pre-funded in a provident fund. Any shortfall in the payment to be
made by these employees towards their healthcare costs subsequent to retirement is not the responsibility of the bank.
The last actuarial valuation was performed on 1 March 2007 and reflected an excess in the fund.
In the prior year, the group received approval from the Financial Services Board to transfer the excess to an employer
reserve.
Other
The largest portion of this liability represents a South African post-retirement healthcare benefit scheme that covers all
employees who went on retirement before 1 March 2000. The liability is unfunded and is valued every year using the
projected unit credit method. The latest full actuarial valuation was performed on 31 December 2007. The next
actuarial valuation is to be performed on 31 December 2008.

The amounts recognised in the balance sheet in respect of post-retirement
healthcare benefits are determined as follows:
Present value of unfunded obligations
Present value of funded obligations
Total present value of obligations
Fair value of plan assets

2007
Rm

2006
Rm

646
765

615
990

1 411
(1 374)

1 605
(1 196)

Unfunded obligation
Unrecognised actuarial gains

37
705

409
84

Included in other liabilities and provisions in the balance sheet

742

493

Movement in the present value of defined benefit obligations
Balance at beginning of the year
Current service cost and interest cost
Contributions paid by employees
Actuarial (gains)/losses
Benefits paid

1 605
197
3
(277)
(117)

1 389
154
3
184
(125)

Balance at end of the year

1 411

1 605

Movement in the fair value of plan assets
Balance at beginning of the year
Expected return on plan assets
Contributions received
Actuarial gains
Benefits paid

1 196
110
12
134
(78)

1 051
94
15
126
(90)

Balance at end of the year

1 374

1 196
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2007
Rm

2006
Rm

145
950
128
151

76
854
127
139

1 374

1 196

37. Pensions and other post-retirement benefits (continued)
37.2

Standard Bank post-retirement healthcare benefits (continued)
Plan assets consist of the following:
Cash
Equities
Government bonds
Property and other

The group expects to pay R59 million in contributions to post-retirement
healthcare benefit plans in 2008 (2007: R51 million).
The amounts recognised in the income statement are determined as follows:
Current service cost
Interest cost
Expected return on plan assets
Net actuarial gain recognised in the year

59
138
(110)
(19)

36
118
(94)
(3)

68

57

244

262

Included in staff costs
Actual return on plan assets

Assumed medical inflation rates have a significant effect on the amounts recognised in profit or loss. A one percentage
point change in the medical inflation rate would have the following effects on amounts recognised in 2007:
2007
1% increase
Rm
Effect on the aggregate of the current
service cost and interest cost
Effect on the defined benefit obligation

2007
1% decrease
Rm

12
101

2006
1% increase
Rm

(8)
(79)

6
69

2006
1% decrease
Rm
(5)
(59)

Historical information

Present value of obligations
Fair value of plan assets
Unfunded obligation
Experience adjustments arising on
plan liabilities
Experience adjustments arising on
plan assets

Page 268 Standard Bank Group annual report 2007

2007
Rm

2006
Rm

2005
Rm

2004
Rm

2003
Rm

1 411
(1 374)

1 605
(1 196)

1 389
(1 051)

1 145
(846)

892
(652)

37

409

338

299

240

280

(81)

(129)

(138)

143

134

122

152

114

37

37. Pensions and other post-retirement benefits (continued)
37.3

Liberty Life post-retirement healthcare benefits
Liberty operates an unfunded post-retirement medical aid benefit for employees who joined before 1 July 1998.
For past service of employees, Liberty recognises and provides for the actuarially determined present value of postretirement medical aid employer contributions on an accrual basis using the projected unit credit method.
2007
Rm

2006
Rm

2005
Rm

2004
Rm

2003
Rm

Movement in the liability recognised in
the balance sheet
Present value of unfunded obligation at
beginning of the year
Income statement charge

273
20

206
67

170
36

165
5

152
13

Present value of unfunded obligation
at end of the year

293

273

206

170

165

2007
Rm

2006
Rm

The amounts recognised in the income statement are determined as follows:
Current service cost
Interest cost
Net actuarial (gain)/loss recognised in the year

5
21
(6)

6
18
43

Included in staff costs

20

67

A one percentage point change in medical inflation rates would have the following effect on the post-retirement
medical aid recognised in 2007:
2007
1% increase
Rm
Increase/(decrease) in the liability

37.4

56

2007
1% decrease
Rm
(44)

2006
1% increase
Rm
52

2006
1% decrease
Rm
(40)

Liberty Life retirement funds
The Liberty Life defined benefit pension scheme closed to new employees from 1 March 2001 and with effect from
this date, the majority of employees accepted an offer to convert their retirement plans from defined benefit to defined
contribution. Employees joining after 1 March 2001 automatically become members of the defined contribution
schemes. The ACA and Rentmeester defined benefit pension funds are all fully funded. All funds are governed by the
Pension Funds Act, 1956.
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2007
Rm

2006
Rm

2005
Rm

2004
Rm

2003
Rm

1 379
(1 838)

624
(1 662)

688
(1 372)

569
(1 108)

520
(914)

(459)
459

(1 038)
1 050

(684)
707

(539)
539

(394)
394

37. Pensions and other postretirement benefits (continued)
37.4

Liberty Life retirement funds1
(continued)
The amounts recognised in the
balance sheet in respect of the
retirement benefit obligation are
determined as follows:
Present value of funded obligations
Fair value of plan assets
Surplus
Excess not recognised2
Included in other liabilities in the
balance sheet
Fund assets recognised in the
balance sheet

–

12

23

–

–

162

–

–

–

–

2007
Rm

2006
Rm

Movement in the defined benefit funded obligations
Balance at beginning of the year
Disposals3
Adjustments4
Current service cost and interest cost
Actuarial losses/(gains)
Benefits paid

624
(23)
688
64
133
(107)

688
–
–
65
(68)
(61)

Balance at end of the year

1 379

624

Movement in the fair value of plan assets
Balance at beginning of the year
Disposals3
Expected return on plan assets
Contributions received
Actuarial gains
Benefits paid

1 662
(10)
138
12
143
(107)

1 372
–
90
17
244
(61)

Balance at end of the year

1 838

1 662

1

This includes the Liberty Group defined benefit pension fund, ACA defined benefit fund and Rentmeester defined benefit fund.
The excess not recognised has arisen for the period after 1 January 2003 which was the date of application of the surplus
apportionment now approved. The trustees have yet to decide how to utilise this additional surplus.
3
The group is no longer obligated or related to the Alnet Defined Benefit Fund.
4
The adjustment in 2007 represents the effect of the Financial Services Board approved surplus apportionment. The surplus
apportionment scheme of the Liberty Pension Fund was approved by the Financial Services Board on 31 August 2007. As part of the
surplus apportionment scheme, an amount of R162 million was allocated to the employer surplus account. This was immediately
recognised as income.
2
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2007
Rm

2006
Rm

684
908
80
166

323
935
203
201

1 838

1 662

37. Pensions and other post-retirement benefits (continued)
37.4

Liberty Life retirement funds (continued)
Plan assets consist of the following:
Cash
Equities
Government bonds
Property and other

The group’s best estimate of contributions expected to be paid to the Liberty
Pension Fund during 2008 is nil as it is anticipated that the contributions will be
decreased to utilise the employer portion of the surplus apportionment approval.
The amounts recognised in the income statement are determined as follows:
Current service cost
Interest cost
Expected return on plan assets
Net actuarial gain recognised in the year
Included in staff costs

14
50
(138)
(10)

19
46
(90)
(312)

(84)

(337)

The principal actuarial assumptions used for accounting purposes were:
Standard Bank

2007
Discount rate
Return on investments
Salary/benefit inflation
CPI inflation
Medical inflation
Remaining service life of
employees (years)
2006
Discount rate
Return on investments
Salary/benefit inflation
CPI inflation
Medical inflation
Remaining service life
of employees (years)

Retirement
fund
%

Provider
fund
%

Other
funds
%

8,50
9,75
6,25
5,25

8,50
9,00
7,25
5,25

8,50

14,47

17,0

8,25
9,25
6,25
5,25

8,25
8,75
7,25
5,25

14,95

Liberty
Defined
Postbenefit
retirement
pension
medical
fund
aid
%
%
9,0
9,0
6,0

5,25
7,25

8,25

5,25
7,25

8,0
8,0
6,0
6,0

8,0
8,0
6,0

8,0
8,0

6,0

18,0
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2007
Rm

2006
Rm

3
106
12
13
305
33 195
142

–
73
75
11
73
27 507
131

33 776

27 870

33 725

27 832

6 871
26 854

7 942
19 890

51

38

41
10

–
38

33 776

27 870

9 012
111
811

9 357
33
61

Total income
Interest expense

9 934
–

9 451
29

Net income
Operating expenses

9 934
51

9 422
16

Note

Balance sheet at 31 December
Assets
Derivative assets
Financial investments
Current taxation
Deferred taxation
Other assets
Interest in subsidiaries
Interest in associate

38
39
39
40
41

Total assets

Equity and liabilities
Equity
Share capital and premium
Reserves

15

Liabilities
Derivative liabilities
Other liabilities

38

Total equity and liabilities

Income statement for the year ended 31 December
Distributions from subsidiaries
Interest income
Other income

43

Net income before indirect taxation
Indirect taxation

44

9 883
–

9 406
7

Profit before direct taxation
Direct taxation

45

9 883
278

9 399
61

9 605

9 338

Profit for the year
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Company
Note

2007
Rm

2006
Rm

46.1

9 127

9 406

166
(51)
9 012

94
(45)
9 357

Cash flow statement for the year ended 31 December
Net cash flows from operating activities
Interest and other income
Interest and other expenses
Distributions received
Net cash flows used in operating funds

46.2

(260)

(36)

Taxation paid

46.3

(217)

(23)

Net cash flows used in investing activities

(4 964)

(7 246)

Increase in associates and financial investments
Proceeds on disposal of subsidiary
Increase in interest in subsidiaries

(44)
384
(5 304)

(65)
–
(7 181)

Net cash flows used in financing activities

(3 686)

(2 101)

Proceeds from issue of share capital
Decrease in loans from other banks
Decrease in treasury shares
Share buy-backs
Net distributions paid

300
–
1 000
–
(4 986)

2 811
(900)
–
(102)
(3 910)

46.4

46.5

Net increase in cash and cash equivalents
Cash and cash equivalents at beginning of the year

–
–

–
–

Cash and cash equivalents at end of the year

–

–
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Company
Share capital Revaluation
and premium
reserve
Note
Rm
Rm

Cash flow
hedging
reserve
Rm

Empowerment
reserve
Rm

Retained
earnings
Rm

Total
Rm

Statement of changes in equity
for the year ended 31 December
Balance at 1 January 2006
Profit for the year
Dividends paid
Dividends received in terms of the
Tutuwa initiative
Issue of share capital and share premium
Share issue cost
Share buy-backs

5 233

3 100

–

(4 017)

31

15 379 19 695
9 338
9 338
(4 197) (4 197)
287

15
15
15

2 817
(6)
(102)

287
2 817
(6)
(102)

Balance at 31 December 2006

7 942

3 100

–

(4 017)

20 807

Balance at 1 January 2007
Profit for the year
Distributions paid
Dividends received in terms of the
Tutuwa initiative
Issue of share capital and share premium
Fair value adjustments on cash flow hedges
Net decrease in treasury shares

7 942

3 100

–

(4 017)

20 807 27 832
9 605
9 605
(3 969) (5 340)

Balance at 31 December 2007
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31

(1 371)

354
15

300
(26)
1 000
6 871

3 100

(26)

(3 017)

26 797

27 832

354
300
(26)
1 000
33 725

Notes to the company annual financial statements
for the year ended 31 December 2007

Company
Net
fair
value
Rm

Fair
value of
assets
Rm

Fair
value of
liabilities
Rm

Contract/
notional
amount
Rm

38. Derivative assets and liabilities
Derivatives designated as cash flow hedges

(38)

3

(41)

6 925

The net fair value of derivatives designated as cash flow hedges matures after five years.
Forward exchange contracts have been entered into in terms of a cash flow hedging relationship for a forecasted foreign
investment in a group company. The forecast on which the expected cash flows both arise and affect profit or loss and will result
in the release of the cash flow hedging reserve at 31 December 2007 is R26 million after five years.
2007
Rm

2006
Rm

12
13

75
11

29
(16)

22
(11)

25

86

Deferred tax asset at beginning of the year
Originating/(reversing) temporary differences for the year
Secondary tax on companies
Fair value adjustment

11

19

7
(5)

3
(11)

Deferred tax asset at end of the year

13

11

Shares at cost
Indebtedness to the company

33 682
121

26 364
2 365

Indebtedness by the company

33 803
(608)

28 729
(1 222)

33 195

27 507

Carrying value at beginning of the year
Net acquisitions

131
11

131
–

Carrying value at end of the year

142

131

39. Current and deferred taxation
Current taxation asset
Deferred taxation asset
– STC credits
– Mark-to-market adjustment on assets

39.1

Deferred tax analysis

40. Interest in subsidiaries

Subsidiaries and investments and loans therein are listed in Annexure B on pages 280 to 283.

41. Interest in associate

Directors’ valuation
The directors’ valuation of the investments in associates is R142 million (2006: R131 million).
The associate comprises an investment in South African Home Loans (Proprietary) Limited, refer Annexure C on page 284.
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42. Liquidity, credit and market risk information
Other assets and liabilities consist mainly of non-financial assets and liabilities which are not subject to liquidity, credit and market
risk for IFRS 7 purposes. Investment securities consist of R102 million investments held at fair value. These investments are
subject to market risk, however any reasonable possible changes in the underlying equity price on which these investments are
valued are not significant for the company.
Company
2007
Rm

2006
Rm

768
43

–
61

811

61

Regional services council levies
Value added tax

–
–

6
1

Indirect taxation

–

7

Current year
South African normal tax
Deferred tax
Foreign and withholding taxes
Secondary tax on companies

94
7
6
171

32
11
13
5

Direct taxation

278

61

Total taxation

278

68

43. Other income
Profit on disposal of Stanlib
Other

In 2007 the company sold its stake in Stanlib to Liberty Group for R1 014 million and realised a
profit of R768 million. The proceeds were made up of a cash element (R384 million) as well
as ordinary shares received in Liberty Group which had a fair value of R630 million at the
time of the sale.
Other revenue includes negative mark-to-market adjustments on derivatives held at fair value
of R12 million.

44. Indirect taxation

45. Direct taxation

South African tax rate reconciliation (%)
The total tax charge for the year as a percentage of net income before direct taxation:
Secondary tax on companies
Foreign and withholding tax

3
(2)
–

1
–
–

Net tax charge
The charge for the year has been reduced as a consequence of:
– Distributions received
– Other non-taxable income

1

1

26
2

28
–

Standard rate of South African tax

29

29
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Company
2007
Rm

2006
Rm

9 883
(768)
12

9 406
–
–

9 127

9 406

46. Cash flow statement
46.1

Net cash flows from operating activities
Net income before indirect taxation
Less: Profit on disposal of Stanlib
Add: Negative fair value adjustments on derivatives

46.2

Net cash flows used in operating funds
Increase in other assets
Decrease in other liabilities

46.3

(260)

(36)

86
(278)
(25)

131
(68)
(86)

(217)

(23)

(6 934)
1 630

(5 257)
(1 924)

(5 304)

(7 181)

–
(4 890)
(450)
354
–

–
(3 928)
(269)
287
–

(4 986)

(3 910)

Increase in interest in subsidiaries
Cost of acquisition of subsidiaries net of disposal
Movement in net indebtedness

46.5

(60)
24

Taxation paid
Taxation payable and deferred taxation at beginning of the year
Income statement charge
Taxation payable and deferred taxation at end of the year

46.4

(232)
(28)

Net distributions paid
Amounts unpaid at beginning of the year
Distributions paid to ordinary shareholders
Dividends paid to preference shareholders
Dividends received in terms of Tutuwa initiative
Amounts unpaid at end of the year
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Annexure A – restatements

Group balance sheet reclassifications and restatements at 31 December 2006
As
previously
reported
Rm

Change in
accounting
policy1
Rm

IFRS 72
Rm

Restated
Rm

14 343
–
100 832
79 344
7 782
216 217
502 519

Assets
Cash and balances with central banks
Short-term negotiable securities
Derivative assets
Trading assets
Pledged assets
Financial investments
Loans and advances

74 154
29 175
100 832
81 569
–
186 896
448 411

(59 811)
(29 175)

Loans and advances to banks
Loans and advances to customers

35 677
412 734

54 108

Investment property
Current and deferred taxation
Other assets
Interest in associates and joint ventures
Goodwill and other intangible assets
Property and equipment
Total assets

13 200
1 043
16 975
8 584
2 910
5 242

(2 225)
7 782
29 321
54 108

89 785
412 734
13 200
1 043
16 975
8 584
2 374
5 242

(536)

968 991

(536)

–

968 455

Equity

55 244

(536)

54 708

Equity attributable to ordinary shareholders

43 326

(410)

42 916

Ordinary share capital
Ordinary share premium
Reserves

136
2 303
40 887

(410)

136
2 303
40 477

5 503
6 415

(126)

5 503
6 289

Equity and liabilities

Preference share capital and premium
Minority interest
Liabilities

913 747

913 747

Derivative liabilities
Trading liabilities
Deposit and current accounts

103 122
36 790
545 164

103 122
36 790
545 164

Deposits from banks
Deposits from customers

48 374
496 790

Current and deferred taxation
Other liabilities
Policyholders’ liabilities
Subordinated debt

7 880
34 323
168 898
17 570

Total equity and liabilities

968 991

1

2 719
(2 719)

51 093
494 071
7 880
34 323
168 898
17 570

(536)

–

968 455

Goodwill relating to the acquisition of additional interests in subsidiaries controlled before these transactions has been reclassified to equity.
Following the adoption of IFRS 7 the following reclassifications have been performed on results previously disclosed:
– balances with banks previously included in cash and balances with banks have been reclassified to loans and advances to banks;
– short-term negotiable securities have been reclassified to financial investments;
– non-cash financial assets pledged, where the counterparty has the right to sell or repledge the assets to a third party, have been reclassified to pledged
assets; and
– certain deposits from banks have been reclassified from deposits from customers.

2
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Group income statement reclassifications and restatements for the year ended 31 December 2006
As
previously
reported
Rm

Reclassification1
Rm

IFRS 72
Rm

Restated
Rm

(547)

35 819

Income from banking activities

36 366

Net interest income

16 654

Interest income
Interest expense

50 855
34 201

Non-interest revenue

19 712

(547)

19 165

Net fee and commission revenue

12 372

(547)

11 825

Fee and commission revenue
Fee and commission expense

12 372

Trading revenue
Other revenue

16 654
(4 288)
(4 288)

46 567
29 913

1 026
1 573

13 398
1 573

4 852
2 488

4 852
2 488

Income from investment management and life insurance activities

59 344

59 344

Net insurance premiums
Investment income and gains
Management and service fee income

20 066
37 568
1 710

20 066
37 568
1 710

Total income
Credit impairment charges
Benefits due to policyholders

95 710
2 733
47 896

Net insurance benefits and claims
Fair value adjustment to policyholders’ liabilities under investment contracts
Fair value adjustment on third party fund interests

38 140
8 276
1 480

Income after credit impairment charges and policyholders’ benefits
Operating expenses in banking activities

45 081
19 652

(547)
(547)

44 534
19 105

Staff costs
Other operating expenses

11 001
8 651

(547)

11 001
8 104

(547)

95 163
2 733
47 896
38 140
8 276
1 480

Operating expenses in investment management and life
insurance activities

6 486

6 486

Acquisition costs – insurance and investment contracts
Other operating expenses

2 413
4 073

2 413
4 073

Net income before goodwill
Goodwill impairment

18 943
15

18 943
15

Net income before associates and joint ventures
Share of profit from associates and joint ventures

18 928
275

18 928
275

Net income before indirect taxation
Indirect taxation

19 203
841

19 203
841

Profit before direct taxation
Direct taxation

18 362
5 852

18 362
5 852

Profit for the year

12 510

12 510

Attributable to minorities
Attributable to preference shareholders
Attributable to ordinary shareholders

1 723
269
10 518

1 723
269
10 518

1

Following a review of interest rate swap transactions, interest income has now been set-off against corresponding interest expense amounts.
Following the adoption of IFRS 7, fee and commission expenses relating to financial assets or liabilities that are not at fair value through profit or loss
and fee and commission expenses relating to trust and fiduciary activities have been included in a separate line item in the income statement.

2
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Annexure B – subsidiaries
Standard Bank Group

Liberty Holdings
(59,2%)1
2,56%

The Standard Bank
of South Africa

Diners Club (SA)
Blue Bond Investments
Standard Bank Insurance
Brokers

Melville Douglas
Investment Management
Standard Insurance
Standard Executors and
Trustees
Stanvest

Stanbic Africa
Holdings

IBTC Chartered Bank Plc
(Nigeria) (50,1%)
Stanbic Bank Botswana
Stanbic Bank Congo
Stanbic Bank Ghana
(97,5%)
Stanbic Bank Kenya
(96,3%)
Stanbic Bank Tanzania
Stanbic Bank Uganda
(80%)
Stanbic Bank Zambia
Stanbic Bank Zimbabwe
Standard Bank Limited
(Malawi) (60,1%)
Standard Bank Mauritius
Offshore Banking Unit
Standard Bank s.a.r.l.
(Moçambique) (96%)

Standard International
Holdings

UK
Standard Bank Plc
Asia
Standard Bank Asia
Standard Merchant Bank
(Asia)
Standard London (Asia) SB
USA
Standard Americas
Standard New York
Standard New York
Securities
Brazil
Banco Standard de
Investimentos
China
Standard Resources (China)
Turkey
Standard Yatirim
Standard Ünlü (61,3%)
Russia
ZAO Standard Bank
Argentina
Standard Bank Argentina
(76,7%)

Standard Lesotho Bank
(80,0%)
Standard Bank Namibia
Standard Bank Swaziland
(65%)

Standard Bank Group
International

Isle of Man
Stanbic International
Insurance
Standard Finance
SBIC Finance
SML

Standard Bank
Offshore Group

Jersey
Standard Bank Jersey
Standard Bank Fund
Administration Jersey
Standard Bank Fund
Managers Jersey
Standard Bank Offshore
Trust Company Jersey
Isle of Man
Standard Bank Isle of Man
Mauritius
Standard Bank Trust
Company (Mauritius)

This diagram depicts principal subsidiaries only.
The holding in subsidiaries is 100% unless otherwise indicated.
1
Representative of legal effective holding.
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British Virgin Islands
Melville Douglas
International

Liberty Group (51,2%)1
Effective 32,8%

Liberty Active
Liberty Group Properties
Capital Alliance Holdings

Stanlib (100%)
Effective 32,8%

Stanlib Collective
Investments
Stanlib Multi-manager
Stanlib Wealth
Management
Stanlib Asset Management

Nature of
operation
Standard Bank Group will ensure that, except in
the case of political risk, and unless specifically excluded by
public notice in a country where a subsidiary is domiciled,
its banking subsidiaries, and its principal non-banking
subsidiaries denoted by #, are able to meet their
contractual liabilities.
Banking subsidiaries
Banco Standard de Investimentos S.A. (Brazil)1
Investment bank
IBTC Chartered Bank Plc (renamed
Stanbic IBTC Chartered Bank Plc)1
Commercial bank
Stanbic Bank Botswana Limited (Botswana)1
Commercial bank
Stanbic Bank Congo s.a.r.l (D R Congo)1
Commercial bank
Stanbic Bank Ghana Limited (Ghana)1
Commercial bank
Stanbic Bank Kenya Limited (Kenya)1
Commercial bank
Stanbic Bank Tanzania Limited (Tanzania)1
Commercial bank
Stanbic Bank Uganda Limited (Uganda)1
Commercial bank
Stanbic Bank Zambia Limited (Zambia)1
Commercial bank
Stanbic Bank Zimbabwe Limited (Zimbabwe)1
Commercial bank
Standard Bank Argentina S.A.1
Investment bank
Standard Bank Asia Limited (Hong Kong)1
Investment bank
Standard Bank Isle of Man Limited
(Isle of Man)1
Merchant bank
Standard Bank Jersey Limited (Jersey)1
Merchant bank
Standard Bank Limited (Malawi)1
Commercial bank
Standard Bank Mauritius Limited (Mauritius)1
Commercial bank
Standard Bank Namibia Limited (Namibia)
Commercial bank
Standard Bank Plc (United Kingdom)2
Investment bank
Standard Bank s.a.r.l. (Moçambique)1
Commercial bank
Standard Bank Swaziland Limited (Swaziland)
Commercial bank
Standard Lesotho Bank Limited (Lesotho)
Commercial bank
Standard Merchant Bank (Asia)
Limited (Singapore)1
Investment bank
The Standard Bank of South Africa Limited
Commercial bank
ZAO Standard Bank (Russia)1
Investment bank
Non-banking subsidiaries
Accelerator Fund 1 (Pty) Limited3
Securitisation vehicle
Accelerator Fund 2 (Pty) Limited3
Securitisation vehicle
Alisier Investments (Pty) Limited1
Investment holding company
Blue Banner Securitisation
Vehicle RC1 (Pty) Limited3
Mortgage financing
Blue Bond Investments Limited1
Participation mortgage
bond finance
Blue Granite Investments
No. 1 (Pty) Limited3
Securitisation vehicle
Blue Granite Investments
No. 2 (Pty) Limited3
Securitisation vehicle
Blue Granite Investments
No. 3 (Pty) Limited3
Securitisation vehicle
Blue Granite Investments
No. 4 (Pty) Limited3
Securitisation vehicle
Blue Titanium Conduit Limited3
Asset backed
commercial paper conduit

Nominal
share
capital
issued
Rm

Effective
holding
2007
2006
%
%

365

100

100

259
31
41
78
205
29
19
21
**
1 918
642

50
100
100
98
96
100
80
100
100
77
100

–
100
100
97
96
100
90
100
100
–
100

25
51
13
226
2
3 313
54
9
17

100
100
60
100
100
100
96
65
80

100
100
60
100
100
100
96
65
–

56
60
277

100
100
100

100
100
100

**

100

100

**

100

100

Book value
of shares
2007
2006
Rm
Rm

Net
indebtedness
2007
2006
Rm
Rm

444
929

444
929

50

–

33
13

33
13

18
–

–
42

21 097

15 614

–

1 484
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Annexure B – subsidiaries

Nature of
operation

continued

Nominal
share
capital
issued
Rm

Effective
holding
2007
2006
%
%

Book value
of shares
2007
2006
Rm
Rm

Non-banking subsidiaries (continued)
Diners Club (S.A) (Pty) Limited1 #

Travel and
entertainment card
Erf 224 Edenburg (Pty) Limited
Property owning
and investing company
Gleneagles Retail Centre (Pty) Limited
Property owning
and investing company
Grand Central Shopping Centre (Pty) Limited
Property owning
company
Liberty Group Limited2, 4
Insurance company
Liberty Holdings Limited4
Insurance holding company
Melville Douglas International Limited
(British Virgin Islands)1#
Portfolio management
Melville Douglas Investment
Management (Pty) Limited#
Portfolio management
SBIC Finance Limited (Isle of Man)1
Project finance
SBIC Investments S.A. (Luxembourg)1 # Investment holding company
SBN Holdings Limited
Bank holding company
SML Limited (Isle of Man)1
Investment holding company
SMT Limited (Isle of Man)1
Investment holding company
Stanbic Africa Holdings Limited
(United Kingdom)2
Investment holding company
Stanbic International Insurance
Limited (Isle of Man)1
Insurance company
Standard Americas, Inc
(United States of America)1 #
Trading company
Standard Aval s.r.o. (Czech Republic)1
Trade and other finance
Standard Bank Fund Administration
Jersey Limited (Jersey)1
Portfolio management
Standard Bank Fund Managers
Jersey Limited1 #
Fund administration
Standard Bank Group International
Limited (Isle of Man)
Investment holding company
Standard Bank Insurance Brokers
(Pty) Limited1 #
Insurance broking
Standard Bank London Holdings
Plc (United Kingdom)1
Investment holding company
Standard Bank Manx Holdings
Limited (Isle of Man)1
Investment holding company
Standard Bank Offshore Group
Limited (Jersey)2
Investment holding company
Standard Bank Offshore Trust
Company Jersey Limited (Jersey)1 #
Trust company
Standard Bank Trust Company
(Isle of Man) Limited (Isle of Man)1 #
Trust company
Standard Bank Trust Company (Mauritius)
Limited (Mauritius)1 #
Trust company
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**

100

100

**

100

100

**

100

100

**
29
14

100
33
59

100
30
58

**

100

100

**
**
287
**
**
**

100
100
100
100
100
100

351

3 162

2 649

100
100
100
–
100
100

53

53

100

100

1 930

500

1

100

100

**
1

100
100

100
100

1

100

100

**

100

100

**

100

100

5 220

5 220

**

100

100

817

100

100

1

100

100

18

100

100

49

49

3

100

100

1

100

100

**

100

100

Net
indebtedness
2007
2006
Rm
Rm

Nature of
operation

Nominal
share
capital
issued
Rm

Loan origination
and money lending

**

100

100

Commodities trading
Trust company

**
**

100
100

100
100

Finance company
Stockbrokers

**
**

100
100

100
100

–

3

Standard Insurance Limited
Short-term insurance
Standard International Holdings S.A.
(Luxembourg)2 #
Investment holding company
Standard London (Asia) Sendirian
Berhad (Malaysia)1
Introducing broker
Standard New York, Inc
(United States of America)1 #
Investment holding company
Standard New York Securities, Inc
(United States of America)1 #
Securities broker/dealer
Standard Resources (China) Limited1
Trading company
Standard Securities (Asia) Limited
(Hong Kong)1
Securities company
Standard Ünlü Menkul Degerler A.S.1
Securities broker/dealer
Standard Yatirim Menkul Kiymetler
A.S. (Turkey)1 #
Securities broker/dealer
Stanlib Limited1
Wealth and asset management
Stanvest (Pty) Limited
Investment holding company
Triskelion Trust Company Limited1
Trust company
Miscellaneous
Finance companies

15

100

100

30

30

157

100

100

99

99

1

70

100

**

100

100

**
1

100
100

100
100

156
**

100
61

100
–

41
**
**
1

100
33
100
100
100

100
48
100
100
100

341

687

27

29

282

41

(582)

(412)

33 682

26 364

(487)

1 143

Effective
holding
2007
2006
%
%

Book value
of shares
2007
2006
Rm
Rm

Net
indebtedness
2007
2006
Rm
Rm

Non-banking subsidiaries (continued)
Standard Capital Japan Co. Limited1
Standard Commodities (Asia)
Limited (Hong Kong)1
Standard Executors and Trustees Limited #
Standard Finance (Isle of Man)
Limited (Isle of Man)1 #
Standard Financial Markets (Pty) Limited #
#

The nominal share capital issued of foreign subsidiaries has been stated in the above table at their rand equivalents at the rates of
exchange ruling on the dates of provision of capital. Detailed information is not given in respect of subsidiaries which are not material
to the financial position of the group.
1

Held indirectly.
Effective holding comprises direct and indirect holdings.
3
Special purpose entity, no shareholding.
4
Listed on the JSE.
2
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Annexure C – associates and joint ventures

Ownership structure
Nature of business
Year end
Date to which equity accounted

Effective holding

Carrying value

Edu-Loan
(Proprietary) Limited

Safika Holdings
(Proprietary) Limited

South African Home Loans
(Proprietary) Limited

Associate

Associate

Associate

Student loans

Investment holding company

Finance

December

February

February

31 December 2007

31 December 2007

31 December 2007

2007

2006

2007

2006

2007

2006

25%

45%

16,5%

16,5%

44%

43%

Rm

Rm

Rm

Rm

Rm

Rm

23

23

164

84

234

149

35
202
(34)
(149)

25
173
(77)
(45)

194
697
(59)
(294)

172
483
(71)
(219)

70

41

–

–

–

–

8

7

89

13

73

70

Balance sheet
Non-current assets
Current assets
Non-current liabilities
Current liabilities
Loans to entity

3 594
557
(1 929)
(408)

2 821
46
(1 356)
(190)

Income statement
Attributable income

Ownership structure
Nature of business
Year end
Date to which equity accounted

Effective holding

Carrying value

Defy
(Proprietary) Limited

RCS Investment Holdings
(Proprietary) Limited

Dairy Belle
(Proprietary) Limited

Associate

Associate

Associate

Manufacturing

Finance

Dairy products

March

March

September

31 December 2007

31 December 2007

31 December 2007

2007

2006

2007

2006

2007

2006

43%

50%

45%

35%

50%

0%

Rm

Rm

Rm

Rm

Rm

Rm

–

100

860

593

91

Balance sheet
Non-current assets
Current assets
Non-current liabilities
Current liabilities
Loans to entity

–
246
–
(246)

429
813
(646)
(413)

87
1 838
(1 161)
(184)

45
1 622
(1 045)
(176)

409
285
(339)
(177)

–

172

503

367

279

53

53

85

73

8

Income statement
Attributable income
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Credit Suisse Standard
Securities (Proprietary)
Limited

The Standard Bank
African Bank partnership

The Cullinan Hotel
(Proprietary) Limited

Ownership structure

Joint venture

Joint venture

Joint venture

Nature of business

Stockbroker

Banking

Leisure

Year end
Date to which equity accounted

Effective holding

Carrying value

February

September

March

31 December 2007

31 December 2007

31 December 2007

2007

2006

2007

2006

2007

2006

50%

50%

60%

60%

50%

50%

Rm

Rm

Rm

Rm

Rm

Rm

80

53

95

142

294

258

24
423
–
(334)

13
550
–
(506)

287
118
(227)
(22)

671
96
(533)
(23)

302
22
(52)
(24)

267
23
(53)
(19)

Balance sheet
Non-current assets
Current assets
Non-current liabilities
Current liabilities
Loans to entity

–

–

101

250

46

39

27

4

3

67

40

49

Income statement
Attributable income

Other associates

Other joint ventures

Associates

Joint ventures

Nature of business

Various

Various

Year end

Various

Various

31 December 2007

31 December 2007

Ownership structure

Date to which equity accounted

Effective holding

Carrying value

Total associates and
joint ventures

2007

2006

2007

2006

2007

2006

Various

Various

Various

Various

Rm

Rm

Rm

Rm

Rm

Rm

105

(21)

50

46

1 996

1 427

573
592
(437)
(559)

472
486
(140)
(553)

1
27
–
(11)

–
36
(16)
(5)

5 506
5 007
(4 238)
(2 408)

4 915
4 328
(3 937)
(2 149)

421

200

(63)

(69)

Balance sheet
Non-current assets
Current assets
Non-current liabilities
Current liabilities
Loans to entities

–

–

1 420

1 069

32

8

355

275

Income statement
Attributable income
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Annexure C – associates and joint ventures

continued

Private equity/venture
capital associates and
joint ventures1
Ownership structure

Various

Nature of business

Various

Year end

Various

Date to which equity accounted

31 December 2007
2007

2006

Various

Various

Rm

Rm

Cost

198

99

Carrying value

317

254

Fair value

383

274

Effective holding

Balance sheet
Non-current assets
Current assets
Non-current liabilities
Current liabilities
Loans to entity

4 470
1 576
(2 444)
(1 230)

3 628
1 239
(2 127)
(898)

442

204

144
–
–

72
–
–

Income statement
Attributable income
Other income from associates
Profit or loss on disposal of associates

All investments in associates and joint ventures, other than those recognised at fair value through profit and loss in accordance with
IAS 39, made by a private equity organisation are ring-fenced for headline earnings purposes. On the disposal of these associates and
joint ventures held by the private equity division of the group, profit or loss on the disposal will be included in headline earnings in
terms of Circular 8/2007, Headline Earnings, issued by the South African Institute of Chartered Accountants.
1

Included in total associates and joint ventures on page 285.

.
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Annexure D – group share incentive schemes

Equity compensation plans
Equity-settled share-based payments
The group’s share incentive schemes enable key management personnel and senior employees to benefit from the performance of
Standard Bank Group Limited and Liberty Group Limited shares.
Standard Bank Group has two equity-settled schemes, namely the Group Share Incentive Scheme and the Equity Growth Scheme. The
Group Share Incentive Scheme confers rights to employees to acquire ordinary shares at the value of the Standard Bank Group (SBG)
share at the date the option is granted. This scheme is being phased out. The Equity Growth Scheme was implemented in 2005 and
allocates appreciation rights to employees. The eventual value of the right is settled by receipt of shares equivalent to the full value of
the rights.
The two schemes have three different sub-types of vesting categories as illustrated by the table below:
Vesting category
Type A
Type B
Type C

Year

% vesting

Expiry

3, 4, 5
5, 6, 7
2, 3, 4

50, 75, 100
50, 75, 100
50, 75, 100

10 years
10 years
10 years

Refer to the remuneration report, page 45 for a detailed schedule of movements in share options issued to executive directors during
the year.
A reconciliation of the movement of all share options and appreciation rights is detailed below.
Option price
range (rands)
2007

Group Share Incentive Scheme
Reconciliation
Options outstanding at beginning of the year
Granted
Exercised
Lapsed

Number
2007

92,05 – 107,91
13,50 – 50,91
25,00 – 98,00

Options outstanding at end of the year

2006

35 203 500
1 331 400
(9 900 850)
(1 041 400)

46 554 439
1 547 500
(11 489 839)
(1 408 600)

25 592 650

35 203 500

Share options were exercised regularly throughout the period. The weighted average share price for the year was R104,61
(2006: R80,35).
The following options granted to employees, including executive directors, had not been exercised at 31 December 2007:
Number of ordinary shares
1 280 600
1 166 200
1 316 100
3 540 800
2 537 500
5 325 100
6 893 750
784 400
1 447 800
1 300 400

Option price range
(rands)
13,50
17,15
25,00
27,70
27,25
27,70
39,90
59,90
76,40
92,05

– 28,90
– 26,40
– 28,15
– 35,90
– 35,70
– 34,85
– 62,00
– 65,60
– 85,80
– 107,91

Weighted average price
(rands)
19,42
18,63
25,30
31,89
28,09
27,97
41,03
64,89
79,52
98,26

Option expiry period
Year to 31 December 2008
Year to 31 December 2009
Year to 31 December 2010
Year to 31 December 2011
Year to 31 December 2012
Year to 31 December 2013
Year to 31 December 2014
Year to 31 December 2015
Year to 31 December 2016
Year to 31 December 2017

25 592 650
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Annexure D – group share incentive schemes

continued

The following options granted to employees, including executive directors, had not been exercised at 31 December 2006:
Number of ordinary shares

Option price range
(rands)

605 600
1 746 800
1 671 900
2 197 500
4 556 100
4 431 500
7 699 200
9 950 700
833 900
1 510 300

Weighted average price
(rands)

18,30 – 27,80
13,50 – 32,69
17,15 – 26,40
25,00 – 28,15
27,70 – 35,90
27,25 – 35,70
27,70 – 34,85
39,70 – 62,00
59,90 – 65,60
76,40 – 85,80

Option expiry period

20,76
19,17
18,50
25,21
31,88
28,08
27,97
41,02
65,01
79,52

Year to 31 December 2007
Year to 31 December 2008
Year to 31 December 2009
Year to 31 December 2010
Year to 31 December 2011
Year to 31 December 2012
Year to 31 December 2013
Year to 31 December 2014
Year to 31 December 2015
Year to 31 December 2016

35 203 500
The share options granted during the year were valued using a Black-Scholes option pricing model. Each grant was valued separately.
The weighted fair value of the options granted per vesting type and the weighted assumptions utilised are illustrated below.
Type A
Number of options granted
Weighted average fair value at
grant date (R)
The principal inputs are as follows:
Weighted average share price (R)
Weighted average exercise price (R)
Expected life (years)
Expected volatility (%)
Risk-free interest rate (%)
Dividend yield (%)

Type B

Type C

2007

2006

2007

2006

2007

627 150

647 600

699 250

899 900

5 000

32,32

24,59

33,65

25,75

27,50

98,22
98,22
6,1
31,0-33,3
8,5-9,6
3,5

79,52
79,52
6,1
30,0
7,8
3,5

98,29
98,29
7,0
31,0-33,3
8,5-9,5
3,5

79,52
79,52
7,0
30,0
7,9
3,5

98,00
98,00
4,0
31,0
8,7
3,5

2006

The options granted during the year which are expected to vest, have an estimated fair value of R32 million (2006: R30 million).
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Average price
range (rands)
2007

Equity Growth Scheme
Reconciliation
Rights outstanding at beginning of the year
Granted
Exercised1
Lapsed

Number
2007

2006

15 644 487
7 078 945
(56 218)
(1 946 372)

94,50 – 117,30
99,20 – 116,60
60,35 – 98,00

Rights outstanding at end of the year2

20 720 842

7 481 100
9 135 550
(15 906)
(956 257)
15 644 487

1

During the year 12 042 (2006: 2 141) SBG shares were issued to settle the appreciated rights value.
At the end of the year the group would need to issue 3 874 005 (2006: 3 502 274) SBG shares to settle the outstanding appreciated rights value.

2

The following rights granted to employees, including executive directors, had not been exercised at 31 December 2007:
Number of rights

Option price range
(rands)

Weighted average price
(rands)

Option expiry period

6 150 494

60,35 – 75,01

65,50

Year to 31 December 2015

7 889 647

74,00 – 87,00

79,58

Year to 31 December 2016

6 680 701

94,50 – 117,30

98,40

Year to 31 December 2017

20 720 842
The following rights granted to employees, including executive directors, had not been exercised at 31 December 2006:
Number of rights

Option price range
(rands)

Weighted average price
(rands)

Option expiry period

6 913 354

60,35 – 75,01

65,50

Year to 31 December 2015

8 731 133

73,79 – 87,00

79,58

Year to 31 December 2016

15 644 487
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Annexure D – group share incentive schemes

continued

The share appreciation rights granted during the year were valued using a Black-Scholes option pricing model. Each grant was valued
separately. The weighted fair value of the options granted per vesting type and the weighted assumptions utilised are illustrated below:
Type A
Number of appreciation rights granted
Weighted average fair value at
grant date (rands)
The principal inputs are as follows:
Weighted average share price (R)
Weighted average exercise
price (R)
Expected life (years)
Expected volatility (%)
Risk-free interest rate (%)
Dividend yield (%)

Type B

Type C

2007

2006

2007

2006

2007

3 422 072

4 189 075

3 646 873

4 946 475

10 000

32,41

24,60

33,72

25,77

27,50

98,39

79,55

98,36

79,59

98,00

98,39
6,1
31,0 – 33,7
8,5 – 9,6
3,5

79,55
6,1
30,0
7,8
3,5

98,36
7,0
31,0 – 33,7
8,4 – 9,5
3,5

79,59
7,0
30,0
7,9
3,5

98,00
4,0
31,0
8,7
3,5

2006

The appreciation rights granted during the year which are estimated to vest have a fair value of R173 million (2006: R166 million).
Tutuwa initiative
The group entered into a Black Economic Empowerment (BEE) transaction during 2004, which also resulted in the recognition of a
share-based payment expense. The instrument was valued using a number of valuation techniques including the Black-Scholes and
discounted cash flow methods. Due to the uniqueness of the instrument, the mid-point of the range of valuations was used arriving at
a value of R8,50 per Standard Bank Group share.
Total expense recognised
Standard Bank has recognised a total expense of R199 million (2006: R174 million) relating to equity-settled share-based payments,
comprising R135 million (2006: R108 million) for share options and appreciation rights, and R64 million
(2006: R66 million) relating to the Tutuwa initiative. Standard Bank has recognised R63 million (2006: R51 million) relating to cashsettled share-based payments on the SIH Shadow Share Scheme discussed on the following page.
Liberty Life has similar share-based payment transactions and has recognised a total expense of R54 million (2006: R51 million)
relating to the share-based payments, comprising R26 million (2006: R26 million) for share options and R25 million
(2006: R24 million) relating to the Tutuwa initiative.
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Cash-settled share-based payments
Standard International Holdings SA (SIH) has a long-term incentive scheme (the Scheme) whereby certain employees, including certain
executive directors of the bank, are granted notional 'shadow' share options. The Scheme, which was set up in 1998, provides for
eligible employees to be rewarded in cash, the value of which is derived from current and future performance of SIH. Throughout the
life of the Scheme, the liability is valued based on a defined formula. The notional share options which have a 10 year life are generally
exercisable as follows: 50% after three years, up to 75% after four years and 100% after five years.
Up until March 2004 the Scheme options were underpinned by share options issued by Standard Bank Group Limited. From March
2005 Scheme options have been issued without funding from Standard Bank Group options.
The change in liability under the Scheme is accounted for through the income statement over the vesting period of the shadow share
options and includes assumptions about future performance and leavers.
The provision in respect of liabilities under the Scheme amounts to USD44,5 million at 31 December 2007 (2006: USD35,5 million),
and the amount charged for the year is USD9,0 million (2006: USD7,6 million).

SIH Shadow Share Scheme
Reconciliation
Options outstanding at beginning of the year
Granted
Exercised
Lapsed
Options outstanding at end of the year

2007
Option price range
(USD cents)

0 – 248
0 – 283
0 – 159

2007
Number
(‘000)

2006
Number
(‘000)

30 201 712
11 261 090
(2 825 727)
(469 378)

30 216 541
5 937 000
(849 509)
(5 102 320)

38 167 697

30 201 712

During the year 51 200 SBG shares were issued to settle the underpinning SIH Shadow Scheme liability.
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Annexure D – group share incentive schemes

continued

The following options granted to employees had not been exercised at 31 December 2007:
Number of
shadow share
options

Option price range
(USD cents)

Weighted average
exercise price
(USD cents)

2 928 023
1 686 414
2 149 303
3 080 902
3 094 175
2 923 548
6 744 371
4 167 328
11 253 133
140 500

0 – 115
221
279
238
159
283
0 – 220
179 – 189
0 – 199
248

98
158
279
238
159
283
138
179
177
248

Option expiry period
Year to 31 December 2008
Year to 31 December 2009
Year to 31 December 2010
Year to 31 December 2011
Year to 31 December 2012
Year to 31 December 2013
Year to 31 December 2014
Year to 31 December 2015
Year to 31 December 2016
Year to 31 December 2017

38 167 697
The following options granted to employees had not been exercised at 31 December 2006:
Number of
shadow share
options

Option price range
(USD cents)

Weighted average
exercise price
(USD cents)

3 075 542
1 766 879
2 345 995
3 340 177
3 715 541
3 218 585
7 499 122
4 517 328
722 543

0 – 115
221
279
238
159
283
0 – 220
179 – 189
0

97
158
279
238
159
283
136
179
0

30 201 712

Page 292 Standard Bank Group annual report 2007

Option expiry period
Year to 31 December 2008
Year to 31 December 2009
Year to 31 December 2010
Year to 31 December 2011
Year to 31 December 2012
Year to 31 December 2013
Year to 31 December 2014
Year to 31 December 2015
Year to 31 December 2016
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Directorate

Standard Bank Group
Limited

The Standard Bank of
South Africa Limited

Standard Bank Plc

Liberty Holdings
Limited

DE Cooper
Chairman

DE Cooper
Chairman

JH Maree
Chairman

DE Cooper
Chairman

SJ Macozoma
Deputy chairman

JH Maree1
Chief executive

RAG Leith1, 2
Chief executive (International)

DA Hawton

JH Maree1
Chief executive

DDB Band

SJ Macozoma
1, 4

DJ Duffy
Chief executive

E Bradley
DDB Band

ME Austen2

TS Gcabashe
E Bradley

DPH Burgess2

DA Hawton
TS Gcabashe
DA Hawton

JK Knott2

Sir Paul Judge2

BJ Kruger

KP Kalyan
Sir Paul Judge2

CJ Sheridan2

SJ Macozoma
KP Kalyan

HE Staunton2

RP Menell
RP Menell
Adv KD Moroka
AC Nissen
MC Ramaphosa

JB Hemphill1
Chief executive

DA Hawton

MJD Ruck
MJD Ruck

JH Maree

MJ Shaw
MJ Shaw

EM Woods

SJ Macozoma
Chairman

AWB Band

SP Ridley1

Sir Robert Smith

Liberty Group Limited

HI Appelbaum

AC Nissen

EM Woods

MJ Shaw

RG Tomlinson1
Deputy chief executive

Adv KD Moroka

Sir Robert Smith2

A Romanis2

DE Cooper

SE Jonah KBE3

SE Jonah KBE3

MC Ramaphosa

JH Maree

Prof L Patel
2

A Romanis2
TDA Ross
Dr SP Sibisi
BS Tshabalala

1

Executive director
British
3
Ghanaian
4
Irish
2
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Shareholders’ diary

2007 financial year
Annual general meeting

28 May 2008

2008 financial year
Financial year end

31 December

Reports
Interim report and declaration of interim dividend
Summarised annual financial statements and declaration of final dividend
Publication of annual report

August 2008
March 2009
April 2009

Dividend payments
Ordinary shares:
– Interim
– Final

September 2008
April 2009

6,5% first cumulative preference shares
Six months ending 30 June 2008
Six months ending 31 December 2008

September 2008
April 2009

Non-redeemable, non-cumulative, non-participating preference shares
Six months ending 30 June 2008
Six months ending 31 December 2008

September 2008
April 2009

Annual general meeting

May 2009
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Shareholder analysis
Ten major shareholders1
2007
Number
of shares
(million)

2006
%
holding

Number
of shares
(million)

%
holding

202,0
102,3

14,7
7,5

181,2
102,3

13,3
7,5

– Staff
– Strategic partners
– Communities and regional businesses

42,0
40,2
20,1

3,1
2,9
1,5

42,0
40,2
20,1

3,1
2,9
1,5

Old Mutual Group
Dodge & Cox
Liberty Group2
Sanlam Group
Investment Solutions
ABP Investments

72,0
47,5
41,2
39,2
37,2
13,2

5,2
3,4
3,0
2,9
2,7
1,0

121,1
28,6
38,6
36,1
40,3
11,2

8,9
2,1
2,8
2,7
3,0
0,8

554,6

40,4

559,4

41,1

1 056,7
315,9

77,0
23,0

1 069,1
293,5

78,5
21,5

4,5
202,0
6,6
102,3
0,5

0,3
14,7
0,5
7,5

2,6
181,2
6,9
102,3
0,5

0,2
13,3
0,5
7,5

1 372,6

100,0

1 362,6

100,0

Number
of shares

%
holding

Number
of shares

%
holding

7 952 800

99,4

7 953 000

99,4

47 200

0,6

47 000

0,6

8 000 000

100,0

8 000 000

100,0

52 606 720
375 528

99,3
0,7

52 567 206
415 042

99,2
0,8

368 661
6 867

0,7

388 763
26 279

0,7
0,1

52 982 248

100,0

52 982 248

100,0

Public Investment Corporation
Tutuwa participants

International shareholders held 25,9% (2006: 23,2%) of the
Standard Bank Group shares.

Spread of ordinary shareholders
Public3
Non-public3
Directors of Standard Bank Group, its subsidiaries
and embargoed employees4
Public Investment Corporation
Standard Bank Group and Liberty Group retirement funds
Tutuwa participants5
Associates of directors

2007

2006

Spread of 6,5% cumulative preference shareholders
Public3
Non-public3
Directors of Standard Bank, its subsidiaries
and embargoed employees

Spread of non-redeemable, non-cumulative,
non-participating preference shareholders
Public3
Non-public3
Directors of Standard Bank, its subsidiaries
and embargoed employees
Associates of directors

1

Beneficial holdings determined from the share register and investigations conducted on our behalf in terms of S140A of the Companies Act.
Policyholders’ funds.
3
As per S4.25 of the JSE Limited Listings Requirements.
4
Excludes indirect holdings of strategic partners which are included in the Tutuwa participants.
5
Includes Tutuwa Strategic Holdings 1 and 2, Tutuwa Staff Holdings 1, 2 and 3, Tutuwa Community and General Staff Share Trust.
2
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Group shareholder information
2007

2006

Number of shareholders
Ordinary shareholders

56 360

41 958

– Public
– Non-public

56 042
318

41 874
84

6,5% first cumulative preference shareholders

408

387

– Public
– Non-public

405
3

386
1

Non-redeemable, non-cumulative, non-participating
preference shareholders

9 990

8 050

– Public
– Non-public

9 946
44

8 003
47

Share statistics

JSE Limited

Share prices (cents)
– High for the year
– Low for the year
– Closing
Shares traded
– Number of shares (thousands)
– Value of shares (Rm)
– Turnover in shares traded (%)
Number of shares in issue (million)
– End of period
– Weighted average

2007

2006

11 950
9 000
10 008

9 650
6 850
9 450

1 056 767
110 552
77,2

1 014 873
81 541
74,7

1 373
1 369

1 363
1 358
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Instrument codes

JSE Limited
Ordinary shares
Share code: SBK
ISIN code: ZAE000109815

6,5% cumulative preference shares
Share code: SBKP
ISIN code: ZAE000038881

Non-redeemable, non-cumulative, non-participating
preference shares
Share code: SBPP
ISIN code: ZAE000056339

Deposit notes
SBR001: ZAE000077780
SBR002: ZAE000083853

Bond Exchange of South Africa
Subordinated debt
SBK 3: ZAG000018086
SBK 5: ZAG000023078
SBK 7: ZAG000024894
SBK 8: ZAG000029679
SBK 9: ZAG000029687
SBK 10: ZAG000046640
SBS 1: ZAG000023235
SBS 2: ZAG000024522
SBS 3: ZAG000030586
SBS 4: ZAG000035049
SBS 5: ZAG000035650

Namibian Stock Exchange (NSX)
Ordinary shares
Share code: SNB
ISIN code: ZAE000109815
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Credit ratings

Short-term

Long-term

Outlook

The latest credit ratings for entities within Standard Bank Group are detailed below:

The Standard Bank of South Africa
Fitch Ratings (July 2007)
Foreign currency
Local currency
National
Standard & Poor’s (November 2007) public information rating
Local currency
Moody’s Investors Services (November 2007)
Bank deposit rating

F2
F1+(zaf)

AAAA+(zaf)

Stable
Stable
Stable

BBBpi
P-2

Baa1

Stable

F2

A-

Stable

Baa1

Stable

F2

A-

Stable

P-2

A3

Stable

Standard International Holdings S.A.
Fitch Ratings (September 2007)
Issuer default rating
Moody’s Investors Services (January 2008)
Issuer rating

Standard Bank Plc
Fitch Ratings (September 2007)
Issuer default rating
Moody’s Investors Services (January 2008)
Bank deposits

Liberty Life
Fitch Ratings (December 2007)
National Insurer Financial Strength
National Long-term

AA(zaf)
AA-(zaf)

Positive
Positive

Sovereign ratings
RSA Sovereign ratings: Foreign currency
Fitch Ratings
Standard & Poor’s
Moody’s Investors Services
RSA Sovereign ratings: Local currency
Fitch Ratings
Standard & Poor’s
Moody’s Investors Services

BBB+
BBB+
Baa1
A
A+
A2
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Financial and other definitions

Standard Bank Group
Basic earnings per share (EPS) (cents)

Earnings attributable to ordinary shareholders divided by the weighted average
number of ordinary shares in issue.

CAGR (%)

Compound annual growth rate.

Capital adequacy ratio (%)

Capital divided by risk-weighted assets.

Diluted earnings per share (DEPS) (cents)

Headline earnings divided by the weighted average number of shares, adjusted
for potential dilutive ordinary shares resulting from share-based payments.

Distribution cover (times)

Headline earnings per share divided by distributions per share.

Distributions per share (cents)

Total distributions to ordinary shareholders including distributions declared per
share in respect of the year.

Distribution yield (%)

Distributions per share as a percentage of the closing share price.

Earnings yield (%)

Headline earnings as a percentage of the closing share price.

Headline earnings (Rm)

Earnings attributable to ordinary shareholders excluding goodwill gain or
impairment, capital profits and losses, and recycled profits or losses on
available-for-sale financial instruments.

Headline earnings per share (HEPS) (cents)

Headline earnings divided by the weighted average number of ordinary shares
in issue.

Net asset value (Rm)

Equity attributable to ordinary shareholders.

Net asset value per share (cents)

Net asset value divided by the number of ordinary shares in issue at year end.

Price earnings ratio (times)

Closing share price divided by headline earnings per share.

Price-to-book (times)

Market capitalisation divided by net asset value.

Profit attributable to ordinary shareholders (Rm)

Profit for the year attributable to ordinary shareholders, calculated as profit for
the year less dividends on non-redeemable, non-cumulative, non-participating
preference shares declared before year end, less minority interests.

Profit for the year (Rm)

Income statement profit attributable to ordinary shareholders, minorities and
preference shareholders for the year.

Return on equity (ROE) (%)

Headline earnings as a percentage of monthly average ordinary shareholders’
funds.

Shares in issue (number)

Number of ordinary shares in issue as listed on the JSE.

Turnover in shares traded (%)

Number of shares traded during the year as a percentage of the weighted
average number of shares.

Weighted average number of shares (number)

The weighted average number of ordinary shares in issue during the year as
listed on the JSE.

Banking activities
Cost-to-income ratio (%)

Operating expenses as a percentage of total income including share of profit
from associates and joint ventures.

Credit loss ratio (%)

Total impairment charges on loans and advances per the income statement as a
percentage of average daily and monthly gross loans and advances.

Effective taxation rate (%)

Direct and indirect taxation as a percentage of income before taxation.
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Gross coverage ratio (%)

Non-performing loan impairments as a percentage of gross non-performing
loans.

Impairment of non-performing loans (Rm)

Impairment for specific identified credit losses, net of the present value of
estimated recoveries.

Impairment of performing loans (Rm)

Impairment for incurred credit losses inherent in the performing loan book.

Net interest margin (NIM) (%)

Net interest income (NII) as a percentage of daily and monthly average total
assets, excluding trading derivative assets.

Non-interest revenue to total income (%)

Non-interest revenue as a percentage of total income.

Return on equity (ROE) (%)

Headline earnings, excluding Liberty Life as a percentage of monthly average
ordinary shareholders’ funds, after deducting capital relating to Liberty Life.

Risk-weighted assets (Rm)

Determined by applying prescribed risk weightings to on- and off-balance sheet
exposures according to the relative credit risk of the counterparty.

Other definitions
Black

African, Coloured and Indian South African citizens.

Black small and medium enterprise (BSME)

These are enterprises that are classified as either black empowered or black
owned enterprises whose annual revenue is between R500 000 and
R20 million.

Broad-based black economic empowerment

Socioeconomic term concerning formalised initiatives and programmes to
enable historically disadvantaged black individuals and groups to participate
gainfully and equitably in the mainstream economy.

Business risk

Risk of loss, usually from inflexible cost structures or inefficiencies, due to
adverse operating conditions caused by market-driven pressures such as
decreased demand, increased competition or cost increases and by group
specific causes such as a poor choice of strategy, reputational damage or the
decision to absorb costs or losses to preserve reputation.

Capital adequacy requirement (CAR)

The amount by which the Financial Services Board requires an insurer’s assets
to exceed its liabilities. The assets, liabilities and capital adequacy requirement
must all be calculated using a method which meets the Financial Services
Board’s requirements. This amount is required to be held to ensure the ongoing
solvency of the insurer.

Country risk

Risk of loss arising when political or economic conditions or events in a particular
country reduce the ability of counterparties in that country to meet their
financial obligations to the group.

CPIX

A South African index of prices used to measure the change in the cost of basic
goods and services excluding interest rates on mortgage bonds.

Credit risk

Risk of loss to the group as a result of the failure by a client or counterparty to
meet its contractual obligations to the group.

Cross-border risk

Risk that actions taken by a government may restrict the transfer and
convertibility of funds (of local currency into non-local currency), thereby
impacting the ability to obtain payment from counterparties on their financial
obligation to the group.

Deferred acquisition costs

The direct and indirect costs incurred during the financial period arising from
the writing or renewing of investment contracts without DPF, which are
deferred to the extent that these costs are recoverable out of future premiums.
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Financial and other definitions

continued

Deferred revenue liability (DRL)

Initial and other front-end fees received for the rendering of future investment
management services relating to investment contracts without DPF, which are
deferred and recognised as revenue when the related services are rendered.

Discretionary participation features (DPF)

A contractual right given to a policyholder to receive, as a supplement to
guaranteed benefits, additional benefits that are:
• likely to be a significant portion of the total contractual benefits;
• whose amount or timing is contractually at the discretion of the issuer; and
• that are contractually based on the:
– performance of a specified pool of contracts or a specified type of contract;
– realised and or unrealised investment returns on a specified pool of assets
held by the issuer; or
– profit or loss of the company, fund or other entity that issues the contract.

Embedded value (EV)

The net worth of an insurer plus the value of in-force business less the cost of
solvency capital. The net worth of an insurer includes financial services
subsidiaries, other than life companies, at fair value.

Exposure at default (EAD)

Counterparty’s expected exposure to the group at the time a default occurs.

Financial soundness valuation (FSV)

The valuation methodology used to value insurance contracts and investment
contracts with DPF as described in PGN 104 issued by the Actuarial Society of
South Africa.

Incurred but not reported (IBNR)

Claims expected to be made by policyholders in respect of events that have
already occurred at the insurer’s year end but have not yet been reported to it.

Insurance risk

Risk that future claims and related expenses will exceed the amounts set aside
to meet these obligations. It occurs due to the uncertainty of the timing and
amount of future cash flows arising under insurance contracts, whether due to
deviations from mortality, morbidity, withdrawal rate and investment
performance assumptions in the case of life products and claims incidence and
severity assumptions in the case of short-term insurance products.

International Financial Reporting Standards (IFRS) International accounting standards issued by the International Accounting
Standards Board.
Junior management

Employees whose salaries are in excess of R173 605 but less than or equal to
R289 343 per annum (increased each year by CPIX).

Life Offices Association (LOA)

The LOA is a membership body representing South Africa’s major life assurance
companies.

Liquidity risk

Arises when the group is unable to meet its payment obligations when they fall
due. This may be caused by the group’s inability to liquidate assets or to obtain
funding to meet its liquidity needs.

Loss given default (LGD)

Amount of counterparty’s obligation to the group that is not expected to be
recovered after default and is expressed as a percentage of the EAD.

Market risk

Risk of a change in the actual or effective market value or earnings of a portfolio
of financial instruments caused by adverse movements in market variables such
as equity, bond and commodity prices, currency exchange rates and interest
rates, credit spreads, recovery rates, correlations and implied volatilities in all of
the above.

Middle management

Employees whose salaries are in excess of R289 343 but less than or equal to
R520 816 per annum (increased each year by CPIX).
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Normalised results

The financial results and ratios restated on an economic substance basis – refer
page 83.

Operational risk

Risk of loss resulting from inadequate or failed processes, people and systems
or from external events. This includes information risk and legal risk.

Policyholder liabilities

Measured liabilities on contracts that are in force. In-force contracts have not
yet matured or reached their contractual termination date.

Probability of default (PD)

Probability of a counterparty not making full and timely repayment of credit
obligations over a specific time horizon.

Reinsurance

Insurance or investment risk that is ceded to another insurer in return for
premiums. The ultimate obligation to the policyholder remains with the entity
who issued the original insurance contract.

Reputational risk

Caused by damage to an organisation's reputation, name or brand.

Reversionary bonus policy

A policy with DPF where the benefit at a point in time is defined as the sum
assured plus past bonus additions, to which annual bonuses are added. A final
terminal bonus may also be added.

Risk appetite

An expression of the maximum level of residual risk that the group is prepared
to accept in order to deliver its business objectives.

Senior management

Employees whose salaries are in excess of R520 816 per annum (increased
each year by CPIX).

Special Purpose Entity or Vehicle

An entity created to accomplish a narrow and well-defined objective

Taxation risk

Possibility of suffering loss, financial or otherwise, as a result of the application
of tax systems (whether in legislative systems, rulings or practices) applicable to
the entire spectrum of taxes and other fiscal imposts to which the group is
subject.

Tutuwa

Tutuwa is the group’s Black Economic Empowerment Ownership initiative
entered into in terms of the Financial Sector Charter.

Value of in-force business

The present value of the projected stream of after tax profits for all business in
force at the reporting date.

Value of new business

The present value, at point of sale, of the projected stream of after-tax profits
for new business issued, net of the cost of solvency capital. The present value
is calculated using a risk-adjusted discount rate.
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Acronyms and abbreviations

AGM
AIRB
ALCO
ASSA
ATM
Basel
BEE
BSME
CAGR
CAR
CGT
Charter
Companies Act
CSDP
DPF
DRL
DTI
EAD
EGS
ERM
EU
FAIS
FICA
FIRB
FSB
FSV
GAAC
GAAP
GAC
GCC
GCRC
GIAS
GLC
GRC
GRCMC
GROC
GSIS
IAS
IASB
IBNR
ICAAP
ICC
IFRIC
IFRS
IRB
ISA
ISDA
JSE
King Code

Annual general meeting
Advanced internal ratings based
Asset and liability committee
Actuarial Society of South Africa
Automated teller machine
Basel Capital Accord
Black economic empowerment
Black small and medium enterprises
Compound annual growth rate
Capital adequacy requirement
Capital gains taxation
Financial Sector Charter
South African Companies Act
Central Securities Depository Participant
Discretionary participation features
Deferred revenue liability
Department of Trade and Industry
Exposure at default
Equity growth scheme
Enterprise-wide risk management
European Union
Financial Advisory and Intermediary Services
Financial Intelligence Centre Act
Foundation internal ratings based
Financial Services Board
Financial Soundness Valuation
Liberty Life audit and actuarial committee
Generally Accepted Accounting Practice
Group audit committee
Group credit committee
Group country risk committee
Liberty Life internal audit services
Global Leadership Centre
Liberty Life risk committee
Group risk and capital management committee
Group or Liberty Life risk oversight committee
Group share incentive scheme
International Accounting Standards
International Accounting Standards Board
Incurred but not reported
Internal capital adequacy assessment process
International Cricket Council
International Financial Reporting
Interpretations Committee
International Financial Reporting Standards
Internal ratings based
International Standards on Auditing
Institute of Swap Dealers Association
Johannesburg Securities Exchange
Code of Corporate Practices and Conduct as
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LGD
LHS
LTV
MCAR
NCA
NII
NIM
NPL
OCAR
ODI
ORC
ORM
OTC
PD
PGN
PL
PVIF
Remco
RHS
Rm
ROE
RSC
SAQA
SARB
SBGRF
SENS
SME
SPE
SPV
SRI
STC
STRATE
TCAR
Tier I
Tier II
Tier III
TSA
Tutuwa
UK
US
VaR
VAT
ZAR

set out in the King Report on Corporate
Governance for South Africa 2002
Loss given default
Left hand side
Loan-to-value
Minimum capital adequacy requirement
National Credit Act
Net interest income
Net interest margin
Non-performing loan
Ordinary capital adequacy requirement
One Day International
Operational risk committee
Operational risk management
Over-the-counter
Probability of default
Professional Guidance Note
Performing loan
Present value in-force
Standard Bank Group remuneration committee
Right hand side
Millions of rands
Return on equity
Regional service council
South African Qualification Authority
South African Reserve Bank
Standard Bank Group Retirement Fund
Securities exchange news service
Small and medium enterprise
Special purpose entity
Special purpose vehicle
Socially Responsible Investment
Secondary tax on companies
Share transactions totally electronic
Termination capital adequacy requirement
Primary capital
Secondary capital
Tertiary capital
The standardised approach
Black Economic Empowerment Ownership
United Kingdom
United States
Value-at-risk
Value added tax
South African Rand

International representation

Standard Bank Group
Limited

Botswana
Stanbic Bank Botswana Limited

Standard Bank Plc –
representative office

Reg No. 1969/017128/06

1st Floor Stanbic House
Off Machel Drive
Fairground Office Park
Gaborone
Botswana

Suite 121, 15th Floor, HSBC Tower
1000 Lu Jia Zui Ring Road
Pudong New Area
Shanghai 200120
The People’s Republic of China

DW Kennedy
Managing director

F Bing
Representative

Registered Office
9th Floor
Standard Bank Centre
5 Simmonds Street
Johannesburg 2001
PO Box 7725
Johannesburg 2000
Telephone: +27 11 636 9111
Facsimile: +27 11 636 4207
e-mail: info@standardbank.co.za
website: http://www.standardbank.co.za

Angola
The Standard Bank of South Africa
– representative office
R Dr. Americo Boavida
Edificio Modus Vivendi, 4° B
Luanda
C Duarte
Representative

Argentina
Standard Bank Argentina S.A.
Della Paolera 265
15th floor
Buenos Aires C1001 ABA
Argentina
E Spangenberg
Chief executive

Australia
Standard Bank Plc – Sydney branch
Level 42
The Gateway
1 Macquarie Place
Sydney
NSW 2000
Australia

Democratic Republic of
Banco Standard de Investimentos S.A. Congo
Brazil

Edificio Plaza Iguatemi
Av. Brig. Faria Lima, 2277
12° andar
01452-000
São Paulo
Brazil
F Solferini
Managing director

Standard Bank Plc –
representative office
Edificio Plaza Iguatemi
Av. Brig. Faria Lima, 2277
12° andar
01452-000
São Paulo
Brazil
F Solferini
Representative

China
Standard Resources (China) Limited
Suite 022, 28th Floor, HSBC Tower
1000 Lu Jia Zui Ring Road
Pudong New Area
Shanghai 200120
The People’s Republic of China

Stanbic Bank Congo s.a.r.l.
Avenue de la Mongala No 12
BP 16297
Kinshasa 1
Democratic Republic of Congo
L Nallet
Managing director

Ghana
Stanbic Bank Ghana Limited
Valco Trust House
Castle Road, Ridge
Accra
Ghana
A Andani
Managing director

Hong Kong
Standard Bank Asia Limited
36th Floor
Two Pacific Place
88 Queensway
Hong Kong
JT Chenoweth
Chief executive

V Yu
General Manager

W Horsnell
Branch manager
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International representation

continued

The Standard Bank of South Africa
Limited – representative office

Japan

Malawi

Standard Bank Plc – Tokyo branch

Standard Bank Limited

36th Floor
Two Pacific Place
88 Queensway
Hong Kong

11th Floor, Ark Mori Building
1-12-32 Akasaka, Minato-ku
Tokyo 107-6011
Japan

Cnr. Victoria Avenue and Glyn Jones Roads
Blantyre
Malawi

JT Chenoweth
Representative

S Kazunari
Branch manager

Standard Commodities (Asia)
Limited

Standard Capital Japan Limited

36th Floor
Two Pacific Place
88 Queensway
Hong Kong
JT Chenoweth
Director

Standard Securities Asia Limited
36th Floor
Two Pacific Place
88 Queensway
Hong Kong
J Chung
Chief executive

11th Floor, Ark Mori Building
1-12-32 Akasaka, Minato-ku
Tokyo 107-6011
Japan
M Saito
Representative

Standard Bank (Mauritius) Limited

M du Toit
Managing director

1st Floor
Bank Building
Kingsway
Town Centre
Maseru 100
Lesotho
R Snelgar
Managing director

Madagascar
Italy

Union Commercial Bank S.A.

Standard Bank Plc – representative
office

Rue Solombavambahoaka Frantsay 77
Antsahavola (101)
Antananarivo
Madagascar
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A Ang
Country manager

Mauritius

Standard Lesotho Bank Limited

U Forasassi
Representative

Level 32, Suite B, Menara Maxis
Kuala Lumpur City Centre
50088 Kuala Lumpur
Malaysia

Kenyatta Avenue
Nairobi
Kenya

Standard Bank Plc – representative
office

Largo Treves, 5
20121 Milan
Italy

Standard London (Asia)
Sendirian Berhad

Stanbic Bank Kenya Limited

Lesotho

H Anoushahpour
Representative

Malaysia

Kenya

Iran
4th Floor, No 33
Sepid Building
16th Street Ahmad Ghasir Ave
Tehran 15148
Iran

C Mudiwa
Managing director

H Fleurot
Chief executive

6th floor
Medine Mews
La Chaussee
Port Louis
C Clarkson
Managing director

Mexico
Standard Bank Plc – representative
office
Campos Eliseos 345
Edificio Omega, Piso 5
Col. Chapultepec Polanco
11560 Mexico City
Mexico
A Flores
Representative

Moçambique
Standard Bank s.a.r.l.
Praça 25 de Junho No. 1
Maputo
Moçambique
A Coutinho
Managing director

Namibia
Standard Bank Namibia Limited
5th floor, Standard Bank Centre
Cnr. Post Street Mall & Werner List Street
Windhoek
Namibia
M Pupuma
Managing director

Nigeria
IBTC Chartered Bank Plc
IBTC Place
Walter Carrington Crescent
Victoria Island
Lagos
Federal Republic of Nigeria
C Newson
Managing director

Peru
Standard Bank Plc – representative
office
Edificio Fundación
Oficina 702
Av. José Pardo 513
Lima 18
Peru
L Saenz
Representative

Russian Federation
ZAO Standard Bank
30th floor, Block C
Naberezhnaya Tower
Moscow City
18 Krasnopresnenskaya nab.
Moscow, 1233317
Russian Federation
Y Voicehovsky
Chief executive

Singapore
Standard Merchant Bank (Asia)
Limited
80 Raffles Place
No. 41-01 UOB Plaza 1
Singapore 048624

The Standard Bank of South Africa
Limited – representative office
80 Raffles Place
No. 41-01 UOB Plaza 1
Singapore 048624
N Hamilton
Representative

Standard Bank Plc – Singapore
branch
80 Raffles Place
No. 41-01 UOB Plaza 1
Singapore 048624
N Hamilton
Chief executive

Swaziland
Standard Bank Swaziland Limited

Turkey
Standard Yatirim Menkul Kiymetler
A.S.
Baltalimani Cad. No:4
v
Ressam Sevket
Dag Yalisi
,
34450 Rumelihisari
Sariyer
Istanbul
Turkey
B Uz
Representative

Standard Ünlü Menkel Degerler
Büyükdere Cad. USO Centre
No:61 Kat:9
Maslak
Istanbul
Turkey

Standard House
Swazi Plaza
Mbabane
Swaziland

M Ünlü
Chief executive

T Mawocha
Managing director

Baltalimani Cad. No:4
v
Ressam Sevket
Dag Yalisi
,
34450 Rumelihisari
Sariyer
Istanbul
Turkey

Taiwan
The Standard Bank of South Africa
Limited – Taipei branch
13th floor
218 Dun Hua South Road
Section 2
Taipei 10669
Taiwan

Standard Bank Plc – representative
office

B Uz
Representative

Uganda
Stanbic Bank Uganda Limited

J Hsu
General manager

Tanzania
Stanbic Bank Tanzania Limited
Stanbic Centre
Corner Kinondoni and Ali Hassan Mwiniyi
Roads
Dar es Salaam
Tanzania
B Awale
Managing director

Plot 17 Hannington Road
Kampala
Uganda
P Odera
Managing director

Ukraine
Standard Ukraine LLC
9/2 Velyka Vasylkivska Str 33
Kyiv 01004
Ukraine
P Mosna
General director

N Hamilton
Chief executive
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International representation

continued

United Arab Emirates

United States of America

Standard Bank Plc – Dubai branch

Standard New York, Incorporated
Standard Americas, Incorporated
Standard New York Securities, Inc

Emirates Towers
16th Floor
Dubai
United Arab Emirates
G Norris
Chief operating officer

19th Floor
320 Park Avenue
New York
N.Y. 10022
USA

Standard Bank Plc –
representative office

WS Dorson
Managing director

979 Al Wasl Road
Umm Suqueim 2
Dubai
United Arab Emirates

The Standard Bank of South Africa
Limited – representative office

N Farah
Representative

United Kingdom
Standard Bank Plc
5th Floor
Cannon Bridge House
25 Dowgate Hill
London
EC4R 2SB
England
United Kingdom
DJ Duffy
Chief executive

The Standard Bank of South Africa
Limited – representative office
5th Floor
Cannon Bridge House
25 Dowgate Hill
London
EC4R 2SB
England
United Kingdom
K Thompson
Representative
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19th Floor
320 Park Avenue
New York
N.Y. 10022
USA
M Chiaviello
Representative

Zambia
Stanbic Bank Zambia Limited
6th Floor
Woodgate House
Cairo Road
Lusaka
Zambia
L Kalala
Managing director

Zimbabwe
Stanbic Bank Zimbabwe Limited
Stanbic Centre
59 Samora Machel Avenue
Harare
Zimbabwe
J Tapambgwa
Managing director

Standard Bank Offshore
Group Limited
IG Gibson
Chief executive

Jersey
Standard Bank Jersey Limited
Standard Bank House
47-49 La Motte Street
St Helier
Jersey
JE4 8XR
Channel Islands
IG Gibson
Chief executive

Isle of Man
Standard Bank Isle of Man Limited
Standard Bank House
One Circular Road
Douglas
Isle of Man
IM1 1SB
J Coyle
Managing director

Mauritius
Standard Bank Trust Company
(Mauritius) Limited
6th Floor Medine Mews
La Chausse
Port Louis
Mauritius
K Foden
Managing director

Contact details

Chief financial officer
Simon Ridley

Director, investor relations
Kim Howard

Tel: +27 11 636 3756
e-mail:
Simon.Ridley@standardbank.co.za

Tel: +27 11 636 7811
e-mail:
Kim.Howard@standardbank.co.za

Group economist
Goolam Ballim

Group secretary
Loren Wulfsohn

Tel: +27 11 636 2910
e-mail:
Goolam.Ballim@standardbank.co.za

Tel: +27 11 636 5119
e-mail:
Loren.Wulfsohn@standardbank.co.za

Registered address

Contact details

9th Floor
Standard Bank Centre
5 Simmonds Street
Johannesburg 2001

Tel: +27 11 636 9111
Fax: +27 11 636 4207

PO Box 7725
Johannesburg 2000

e-mail: shareholder queries:
InvestorRelations@standardbank.co.za
e-mail: customer queries:
information@standardbank.co.za

www.standardbank.co.za

Notice to members
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9

Proxy form: ordinary shares

11

Proxy form: non-redeemable
preference shares

Chairman’s letter to shareholders

Dear Shareholder
I extend an invitation to you to attend the 39th annual general
meeting (AGM) of Standard Bank Group Limited to be held in
the HP de Villiers Auditorium, Ground Floor, Standard Bank
Centre, 6 Simmonds Street, Johannesburg on Wednesday,
28 May 2008 at 09h30.
This is your opportunity to meet and question members of the
Standard Bank Group Limited board regarding the group’s
performance for the year ended 31 December 2007.
If you hold certificated shares or if you have dematerialised your
shares and have elected “own-name” registration through a
Central Securities Depository Participant (CSDP) or broker, and
you are not able to attend the meeting, I would urge you to
complete the proxy form in accordance with the instructions and
return it to the address indicated.
If you have dematerialised your shares on STRATE, and you have
not elected “own-name” registration and cannot attend the
meeting, you should submit voting instructions to your CSDP or
broker. You will need to contact them regarding their particular
cut-off time for votes to be lodged with us. If you wish to attend
the meeting, you will have to approach your CSDP or broker to
provide you with the necessary authority in terms of the
agreement that you have entered into with them.

Explanatory note on resolutions to be tabled at the
AGM
The AGM will deal with the following ordinary business:
and adopt the annual financial statements for the
• toyearreceive
ended 31 December 2007 as required in terms of the
Companies Act (ordinary resolution number 1);
line with the recommendations of King II, you will be
• inrequested
to approve the non-executive directors’ fees in
respect of 2008, which have been considered by the group
remuneration committee and recommended by the board
(ordinary resolution number 2); and
company’s articles of association make provision for the
• the
annual retirement of a certain proportion of the board of
directors. Those directors retiring in terms of this provision as
well as directors appointed for the first time to the board since
the previous AGM, offer themselves for re-election. Their
abridged curriculum vitae have been included in the notice
(ordinary resolution number 3).
Ordinary resolution 4.1 proposes the participation by Koosum
Kalyan in Tutuwa Managers Trust 1 in terms of the black
ownership initiative. Standard Bank Group proposed that black
non-executive directors should be beneficiaries of the Managers
Trusts. The directors propose that, subject to the reappointment
of Ms Kalyan as a director of the company, she be offered
125 000 Standard Bank Group ordinary shares acquired by the
Managers Trust.
Ordinary resolutions 4.2 to 4.5 deal with placing certain
authorised share capital under the control of the directors until
the following AGM:
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resolutions 4.2 and 4.3 provides the directors with
• ordinary
the ability to allot and issue ordinary shares for the practical
functioning of the Standard Bank Equity Growth and Standard
Bank Group Share Incentive Schemes. Please note that in
terms of the rules of both schemes, an individual employee
may not acquire in the aggregate in excess of 2,5% of the
maximum number of shares reserved for the operation of
both schemes;
resolution 4.4 provides the directors with the ability
• ordinary
to allot and issue ordinary shares (other than those required
for the operation of the schemes as dealt with in ordinary
resolutions 4.2 and 4.3) up to a maximum of 5% of the
ordinary shares in issue at 31 December 2007. The directors
do not intend to issue shares for cash during the year; and
directors’ ability to allot and issue non-redeemable, non• the
cumulative, non-participating preference shares is contained
in the provisions of ordinary resolution 4.5.
You will also be requested to give authority to the directors to
make payments to shareholders on a pro-rata basis, in compliance
with the provisions of the Companies Act and the Listings
Requirements of the JSE Limited (Listings Requirements)
(ordinary resolution 4.6). The annual renewal of this resolution is
necessary pursuant to the Listings Requirements to enable the
directors to pay capital distributions in lieu of dividends and
should such payment(s) be made in any one financial year, they
may not exceed 20% of the company’s issued share capital.
Ordinary resolution 4.7 proposes an amendment to the provisions
of the Standard Bank Equity Growth Scheme to allow for flexibility
of movement of employees around the group. This will enable
management to deploy resources in the group to other entities
where they may be needed without any prejudicial remuneration
consequences for the individual.
The following special resolutions will be tabled for consideration
at the AGM:
renewal of the authority given by shareholders at the
• aprevious
AGM that will allow the repurchase of the company’s
securities by the company or any subsidiary during the course
of the year should the directors feel that the circumstances
are appropriate. Any repurchases made will be in accordance
with the Companies Act, the Banks Act and the Listings
Requirements (special resolution 5.1); and
amendment to the company’s articles of association, to
• anpermit
the company to increase or decrease the percentage of
the prime rate in respect of the non-redeemable, noncumulative, non-participating preference shares as a result
of any reform of South African tax legislation (special
resolution 5.2).
I look forward to welcoming you at the AGM.

Derek Cooper
Group chairman
29 April 2008

Notice to members

Notice is hereby given that the 39th annual general meeting of
Standard Bank Group Limited (Standard Bank Group or the
company) will be held in the HP de Villiers Auditorium, Ground
Floor, Standard Bank Centre, 6 Simmonds Street, Johannesburg
on Wednesday, 28 May 2008 at 09h30.
In terms of the articles of association of the company the
holders of non-redeemable, non-cumulative, non-participating,
variable rate, par-value preference shares (non-redeemable
preference shares) are entitled to receive notice and be present
and vote at any meeting if a resolution is proposed at such
meeting which directly affects the rights attached to, or the
interests of, holders of the non-redeemable preference shares.
In such event the holders of the non-redeemable preference
shares are entitled to vote only on such resolution. As special
resolution number 5.2 directly affects the rights attaching to
non-redeemable preference shares and/or interests of the
holders of non-redeemable preference shares this notice is also
given to the holders of non-redeemable preference shares and
the holders of non-redeemable preference shares shall be
entitled to vote only on special resolution number 5.2.
The meeting will deal with the following business:

Ordinary resolutions
1. To receive and adopt the annual financial statements for the
year ended 31 December 2007, including the reports of
the directors and auditors.
2. To approve the proposed fees payable to the non-executive
directors for 20081:
2.1 Chairman of Standard Bank Group – R3 272 947 per
annum2.
2.2 Director of Standard Bank Group – R128 000
per annum.
2.3 International director of Standard Bank Group
– £30 100 per annum.
2.4 Group credit committee:
Member – R12 500 per meeting.

2.6 Group risk and capital management committee:
Chairman – R200 000 per annum;
Member – R100 000 per annum.
2.7 Group remuneration committee:
Chairman – R136 000 per annum;
Member – R62 500 per annum.
2.8 Group transformation committee:
Chairman – R108 000 per annum;
Member – R54 000 per annum.
2.9 Group audit committee:
Chairman – R254 000 per annum;
Member – R117 000 per annum.
2.10 Ad hoc meeting attendance3 – R12 500 per meeting.
3. To elect directors in place of those retiring in accordance
with the provisions of the company’s articles of association
Messrs DDB Band, SJ Macozoma, RP Menell,
MC Ramaphosa, MJ Shaw and Adv KD Moroka retire by
rotation while Ms KP Kalyan and Messrs K Yang and Y Liu
are required to retire at the annual general meeting
following their appointment. All being eligible offer
themselves for re-election. Mr DA Hawton retires at the
conclusion of this meeting.
RP Menell, MJ Shaw, Adv KD Moroka and Ms KP Kalyan are
independent non-executive directors. Details of the
directors offering themselves for re-election are as follows:
3.1 Kaisheng Yang
Age: 58
Appointed: 2008
Educational qualifications: Chinese Certified Public
Accountant, Doctorate in economics (Wuhan University)
Directorships: Standard Bank Group (deputy
chairman), ICBC Credit Suisse Asset Management
Company, Industrial and Commercial Bank of China
(vice chairman and president)

2.5 Directors’ affairs committee:
Chairman – R80 000 per annum;
Member – R40 000 per annum.

1

1 January 2008 to 31 December 2008.
Standard Bank Group chairman’s fees include the board, subsidiary board and all committee memberships but do not include fees for Liberty Holdings
Limited or Standard Bank Plc. A company motor vehicle, against which fringe benefit tax is levied, is made available for use by the chairman. The
chairman is currently the chairman of the directors’ affairs and group credit committees and is a member of the group remuneration, group risk and
capital management and group transformation committees.
3
Fee per meeting for attendance by non-executive director or person acting in an alternate capacity (not a member of the committee). This same fee
is applicable to all committees where attendance is on an ad hoc or in an alternate capacity.
2
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3.2 Yagan Liu
Age: 34
Appointed: 2008
Educational qualifications: Chinese Certified Public
Accountant, MA in accounting (Beijing Technology
Business University)
Directorships: Standard Bank Group, Seng Heng
Bank Limited
3.3 Doug Band
Age: 63
Appointed: 1997
Educational qualifications: BCom (Wits), CA(SA)
Directorships: Standard Bank Group, The Standard
Bank of South Africa, MTN Group, The Bidvest Group,
Tiger Brands
Committee member: Directors’ affairs, group audit,
group credit, group remuneration, large exposures
credit
3.4 Koosum Kalyan
Age: 52
Appointed: 2007
Educational qualifications: BCom (Honours)
Directorships: Standard Bank Group, The Standard
Bank of South Africa, MTN Group, South African
Airways, South African Bank Note Company, South
African Mint Company
3.5 Saki Macozoma
Age: 50
Appointed: 1998
Educational qualifications: BA (Unisa), BA (Honours)
(Boston)
Directorships: Standard Bank Group (deputy
chairman), The Standard Bank of South Africa, Andisa
Capital (chairman), Iliso Consulting (chairman), Liberty
Group (chairman), Liberty Holdings, Safika Holdings
(deputy chairman), Stanlib (chairman), Tutuwa
Strategic Holdings 2, VW South Africa
Committee member: Allocation (chairman), directors’
affairs, group audit, group credit, group remuneration,
group risk and capital management, group
transformation (chairman)
3.6 Rick Menell
Age: 52
Appointed: 1997
Educational qualifications: MA (Cambridge), MSc
(Stanford)
Directorships: Standard Bank Group, The Standard
Bank of South Africa, African Rainbow Minerals,
Anglovaal Holdings, Bateman Engineering (chairman),
Mutual & Federal, Teal Exploration & Mining
(president and chief executive)
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Committee member: Group remuneration, group risk
and capital management
3.7 Adv Kgomotso Moroka
Age: 53
Appointed: 2003
Educational qualifications: BProc (University of the
North), LLB (Wits)
Directorships: Standard Bank Group, The Standard
Bank of South Africa, Fidelity Security Group, Gobodo
Forensic & Investigative Accounting (chairman),
Network Healthcare Holdings, New Seasons
Investments Holdings, Schindler Lifts (SA), South
African Breweries
3.8 Cyril Ramaphosa
Age: 55
Appointed: 2004
Educational qualifications: BProc (Unisa)
Directorships: Standard Bank Group, The Standard
Bank of South Africa, Alexander Forbes, Assore,
BDFM, Macsteel Global, Mondi South Africa, MTN
Group (chairman), MTN Holdings (chairman), SAB
Miller, Shanduka Group (chairman), The Bidvest Group
(chairman), Tutuwa Strategic Holdings 1
3.9 Martin Shaw
Age: 69
Appointed: 2004
Educational qualifications: CA(SA)
Directorships: Standard Bank Group, The Standard
Bank of South Africa, Illovo Sugar, JD Group, Liberty
Holdings, Murray & Roberts Holdings, Pretoria
Portland Cement (chairman), Reunert (chairman)
Committee member: Group audit (chairman), group
risk and capital management (chairman)
4. To consider and if deemed fit to pass, with or without
modification, the following resolutions as ordinary
resolutions:
4.1 Standard Bank Group facilitated the conclusion of
various agreements during 2004, which resulted in
the acquisition of an effective 10% interest in its
South African banking operations by a broad-based
grouping of black entities, which is referred to as the
“black ownership initiative”, consisting of the Tutuwa
Consortium, the Community Trust (a trust formed for
the benefit of local businesses and established
community and charitable organisations in the
different regions of South Africa), the Managers Trusts
(trusts formed for the benefit of Standard Bank
Group’s current and future black managers) and black
employees.

In terms of the black ownership initiative, Standard
Bank Group proposed that black non-executive
directors should be beneficiaries of the Managers
Trusts. Shareholders approved the allocation of shares
to three qualifying black non-executive directors on
6 December 2004. Similarly, it is now being proposed
that Koosum Kalyan be offered 125 000 Standard
Bank Group ordinary shares acquired by the Managers
Trusts, subject to similar terms and conditions as the
black managers.
“Resolved as an ordinary resolution that, subject to
the reappointment of Koosum Parsotam Kalyan
(Kalyan) as a director of the company, the
participation by Kalyan in the Tutuwa Managers Trust
1 (Masters reference number IT 7153/2004) as a
beneficiary in respect of a maximum of 125 000
Standard Bank Group ordinary shares be and is hereby
approved.”
4.2 “Resolved that all the ordinary shares required for the
purpose of carrying out the terms of the Standard
Bank Equity Growth Scheme (the Equity Growth
Scheme), other than those which have specifically
been appropriated for the Equity Growth Scheme in
terms of ordinary resolutions duly passed at previous
annual general meetings of the company, be and are
hereby specifically placed under the control of the
directors, who be and are hereby authorised to
allot and issue those shares in terms of the Equity
Growth Scheme.”
4.3 “Resolved that all the ordinary shares required for the
purpose of carrying out the terms of the Standard
Bank Group Share Incentive Scheme (the Scheme),
other than those which have specifically been
appropriated for the Scheme in terms of ordinary
resolutions duly passed at previous annual general
meetings of the company, be and are hereby
specifically placed under the control of the directors,
who be and are hereby authorised to allot and issue
those shares in terms of the Scheme.”
4.4 “Resolved as an ordinary resolution that the unissued
ordinary shares in the authorised share capital of the
company (other than those specifically identified in
ordinary resolutions number 4.2 and 4.3) be and are
hereby placed under the control of the directors of the
company who are authorised to allot and issue the
ordinary shares at their discretion until the next annual
general meeting of the company, subject to the
provisions of the Companies Act, 61 of 1973, as
amended, the Banks Act, 94 of 1990, as amended and
the Listings Requirements of the JSE Limited and
subject to the aggregate number of ordinary shares

able to be allotted and issued in terms of this resolution
being limited to five percent (5%) of the number of
ordinary shares in issue at 31 December 2007.”
4.5 “Resolved as an ordinary resolution that the unissued
non-redeemable, non-cumulative, non-participating
preference shares (non-redeemable preference
shares) in the authorised share capital of the company
be and are hereby placed under the control of the
directors of the company who are authorised to allot
and issue the non-redeemable preference shares at
their discretion until the next annual general meeting
of the company, subject to the provisions of the
Companies Act, 61 of 1973, as amended, the Banks
Act, 94 of 1990, as amended and the Listings
Requirements of the JSE Limited.”
4.6 “Resolved that the directors of the company be and
are hereby authorised and given a renewable general
authority to make payments to shareholders in terms
of section 5.85(b) of the Listings Requirements of the
JSE Limited (the Listings Requirements), subject to
the provisions of the Companies Act, 61 of 1973, as
amended (the Companies Act), the Banks Act,
94 of 1990, as amended and the Listings
Requirements, including, amongst others, the
following requirements:
(a) payments to shareholders in terms of this
resolution shall be made in terms of section 90 of
the Companies Act and be made pro rata to all
shareholders;
(b) in any one financial year, payments to
shareholders in terms of this resolution shall not
exceed a maximum of 20% of the company's
issued share capital, including reserves but
excluding minority interests, and revaluations of
assets and intangible assets that are not
supported by a valuation by an independent
professional expert acceptable to the JSE Limited
prepared within the last six months, measured as
at the beginning of such financial year; and
(c) this general authority to make payments to
shareholders shall be valid until the next annual
general meeting of the company or for
15 months from the date of this resolution,
whichever period is the shorter.”
The directors of the company are of the opinion that,
taking into consideration the effect of the maximum
payment in terms of this authority:
–

the company and the group would be in a
position to repay its debts in the ordinary course
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of business for a period of 12 months after the
date of the notice of this annual general meeting
(“the Next Year”);

The directors of the company are of the opinion that,
taking into consideration the maximum number of
ordinary shares that could be repurchased:

–

the assets of the company and group, fairly
valued in accordance with International Financial
Reporting Standards (IFRS), would be in excess
of the liabilities of the company and the group for
the Next Year; and

–

the company and the group would be in a
position to repay its debts in the ordinary course
of business for a period of 12 months after the
date of the notice of this annual general meeting
(“the Next Year”);

–

the share capital and reserves of the company
and the group for the Next Year will be adequate.

–

the assets of the company and group, fairly
valued in accordance with IFRS, would be in
excess of the liabilities of the company and the
group for the Next Year; and

–

the share capital and reserves of the company
and the group for the Next Year will be adequate.

The purpose of this general authority is to authorise
the company’s directors to return excess cash
resources to shareholders on a pro rata basis if they
deem it appropriate.
4.7 The Equity Growth Scheme does not make provision
for employees who transfer from Standard Bank Group
Limited or one of its subsidiaries or associates to
Liberty Holdings Limited or one of its subsidiaries or
associates (as defined in the Equity Growth Scheme)
to retain their rights under the Equity Growth Scheme.
The purpose of this resolution is to allow for flexibility
of movement of employees around the group. This will
enable management to deploy resources in the group
to other entities where they may be needed without
any prejudicial remuneration consequences for the
individual.
“Resolved as an ordinary resolution that the Standard
Bank Equity Growth Scheme (the Equity Growth
Scheme) be amended by deleting the following
wording in the definition of “the Group” in clause
1.22 of the Equity Growth Scheme: “excluding Liberty
Holdings Limited and its Subsidiaries”.”

Special resolutions
5. To consider and if deemed fit, to pass, with or without
modification, the following resolutions as special resolutions:
5.1 The directors of the company intend, if the
circumstances are appropriate, to implement a
repurchase of the company’s ordinary shares as
permitted in terms of the Companies Act, 61 of 1973,
as amended (the Companies Act), the Banks Act, 94
of 1990, as amended and the Listings Requirements
of the JSE Limited (the Listings Requirements) either
by the company or one of its subsidiaries.
The reason for and effect of this special resolution is
to generally approve, in terms of section 85(2) of the
Companies Act and, in terms of section 89 of the
Companies Act, the acquisition by the company
and/or a subsidiary of the company, of ordinary shares
issued by it subject to the Listings Requirements.
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“Resolved as a special resolution that the company
approves, with effect from the date of this annual
general meeting, as a general approval in terms of
section 85(2) of the Companies Act, 61 of 1973, as
amended (the Companies Act), the acquisition by the
company and, in terms of section 89 of the Companies
Act, the acquisition by any subsidiary of the company
from time to time, of such number of ordinary shares
issued by the company and at such price and on such
other terms and conditions as the directors may from
time to time determine, subject to the requirements of
the Companies Act, the Banks Act, 94 of 1990, as
amended and the Listings Requirements of the JSE
Limited (the Listings Requirements), which include,
amongst others, the following:
–

the authority shall be valid only until the next
annual general meeting of the company or
15 months from the date on which this resolution
is passed, whichever is the earlier;

–

any such acquisition will be implemented through
the order book operated by the trading system of
the JSE Limited and done without any prior
understanding or arrangement between the
company and the counterparty (reported trades
being prohibited);

–

the acquisition must be authorised by the
company’s articles of association;

–

the authority is limited to the purchase of a
maximum of 10% of the company’s issued
ordinary share capital in any one financial year;

–

acquisition must not be made at a price more
than 10% above the weighted average of the
market value for the ordinary shares of the
company for the five business days immediately
preceding the date of acquisition;

–

at any point in time, the company may only
appoint one agent to effect any repurchase(s) on
the company’s behalf;

–

the company may only acquire its ordinary shares
if, after such acquisition, it still complies with the
shareholder spread requirements as set out in the
Listings Requirements;

–

the company or its subsidiary may not repurchase
securities during a prohibited period, unless they
have in place a repurchase programme where the
dates and quantities of securities to be traded
during the relevant period are fixed (not subject
to any variation) and full details of the
programme have been disclosed in an
announcement over SENS prior to the
commencement of the prohibited period;

–

that an announcement containing full details of
such acquisitions of shares will be published as
soon as the company and/or its subsidiary(ies)
has/have acquired shares constituting, on a
cumulative basis, three percent (3%) of the
number of shares in issue at the date of the
general meeting at which this special resolution is
considered and, if approved, passed, and for each
three percent (3%) in aggregate of the initial
number acquired thereafter; and

–

in the case of an acquisition by a subsidiary of the
company, the authority shall be valid only if:
– the subsidiary is authorised by its articles of
association;
– the shareholders of the subsidiary have
passed a special resolution authorising the
acquisition; and
– the number of shares to be acquired, is not
more than 10% in the aggregate of the
number of issued shares of the company.”

5.2 The reason for and effect of this special resolution is
to amend the articles of association of the company to
permit the company to increase or decrease the
percentage of the prime rate in respect of the nonredeemable preference shares as a result of any
reform of South African tax legislation.
“Resolved as a special resolution that the articles of
association of the company be amended by the
deletion of article 184.2.7 and replacing it with the
following new article 184.2.7:
‘184.2.7 If there is any amendment to the Income
Tax Act, or if there is any reform of South

African tax legislation (including an
amendment or reform that results in the
preference dividend being taxable in the
hands of the preference shareholders and
which results in payment of the preference
dividends becoming a deductible expense
for the company), which results:
184.2.7.1 in the costs and/or taxes incurred by the
company in relation to servicing of the
preference shares being reduced, the
directors shall be entitled to increase
the preference dividend rate to the extent
to which the costs and/or taxes of the
company are so reduced, with effect from
the date that such reduction in the costs
and/or taxes takes effect; and
184.2.7.2 in the costs and/or taxes incurred by the
company in relation to servicing the
preference shares being increased, the
directors shall be entitled to reduce the
preference dividend rate to the extent to
which the costs and/or taxes of the
company are so increased, with effect from
the date that such increase in the costs
and/or taxes takes effect,
provided that:
(i) any reduction or increase in costs
and/or taxes is uniformly applicable to
all South African resident corporate
taxpayers or to all of a class of such
taxpayers (the banking sector being
one such class) and not only because
of the particular circumstances of
the company or any preference
shareholder; and
(ii) any increase in the preference
dividend rate shall be limited to an
amount sufficient to bring the
effective return to a preference
shareholder, after any tax borne by
such preference shareholder on the
preference dividend, up to the
effective preference dividend rate
prevailing at the time of the allotment
and issue of the preference shares.
The directors shall be entitled to request
the company’s auditors to give an opinion
to the directors on the amount of the
increase or reduction. The costs of such
auditors shall be borne and paid by the
company.’ ”
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Notes in regard to other Listings Requirements
applying to ordinary resolutions 4.1 to 4.5 and to the
special resolutions
1. Details of directors
Director’s details as required by the Listings Requirements
are set out on pages 3 and 4 of this Notice to Members and
pages 26 and 27 of the annual report that accompanies this
notice of annual general meeting.
2. Directors’ responsibility statement
The directors, whose names are given on pages 3 and 4 of
this Notice to Members and pages 26 and 27 of the annual
report, collectively and individually accept full responsibility
for the accuracy of the information given in these notes
1-7 and certify that to the best of their knowledge and
belief there are no facts that have been omitted which
would make any statement in these notes 1-7 false or
misleading, and that all reasonable enquiries to ascertain
such facts have been made and that the notice contains all
information required by law and the Listings Requirements.
3. Interests of directors
The interests of the directors in the share capital of the
company are set out on pages 164 and 165 of the annual
report.
4. Major shareholders
Details of major shareholders of the company are set out on
page 296 of the annual report.
5. Share capital of the company
Details of the share capital of the company are set out on
pages 228 to 230 of the annual report.
6. Material change
There has been no material change in the financial or
trading position of the company and its subsidiaries since
the date of publication of the company’s annual results on
5 March 2008.
7. Litigation
The company and its subsidiaries are not, and have not, in
the 12 months preceding the date of this notice of the
annual general meeting been involved in any legal or
arbitration proceedings which may have or have had a
material effect on the financial position of the company and
its subsidiaries, nor is the company aware of any such
proceedings that are pending or threatened.
Standard Bank Group shareholders holding certificated shares
and shareholders of the company who have dematerialised their
shares and have elected “own-name” registration in the subregister maintained by the CSDP, may attend, speak and vote at
the annual general meeting or may appoint one or more proxies
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(who need not be shareholders of the company) to attend,
speak and vote at the annual general meeting on behalf of such
shareholder. A proxy form is attached to this notice of annual
general meeting. Duly completed proxy forms must be returned
to the transfer secretaries of Standard Bank Group or the
registered office of the company to the addresses set out
below, to be received by not later than 09h30 on Tuesday,
27 May 2008.
Standard Bank Group shareholders who have dematerialised
their shares through a CSDP or broker and who have not elected
“own-name” registration in the sub-register maintained by a
CSDP and who wish to attend the annual general meeting,
should instruct their CSDP or broker to issue them with the
necessary authority to attend, or if they do not wish to attend
the annual general meeting, they may provide their CSDP or
broker with their voting instructions in terms of the custody
agreement entered into between such shareholders and their
CSDP or broker.
On behalf of the board

L Wulfsohn
Group secretary
29 April 2008
Registered office
9th Floor
Standard Bank Centre
5 Simmonds Street
Johannesburg 2001
(PO Box 7725, Johannesburg 2000)
Fax No. +27 11 636 4207
Transfer secretaries in South Africa
Computershare Investor Services (Proprietary) Limited
Ground Floor
70 Marshall Street
Johannesburg 2001
(PO Box 61051, Marshalltown 2107)
Fax No. +27 11 688 5238
Transfer secretaries in Namibia
Transfer Secretaries (Proprietary) Limited
Shop 8, Kaiserkrone Centre
Post Street Mall
Windhoek 9000
(PO Box 2401 Windhoek)
Fax No. +264 61 248 531

Proxy form: ordinary shares

Standard Bank Group Limited
(Registration number 1969/017128/06)
(the company)
JSE share code: SBK
NSX share code: SNB
ISIN: ZAE000109815
To be completed by certificated ordinary shareholders and dematerialised ordinary shareholders with “own-name” registrations only.
A shareholder entitled to attend and vote at the annual general meeting is entitled to appoint one or more proxies to attend, speak and
vote in his/her stead. A proxy need not be a member of the company.
I/We

(Name in block letters)

of

(Address in block letters)

being a shareholder(s) and the holder(s) of

ordinary shares of 10 cents each and entitled to vote hereby appoint (see note 1)

1

or, failing him/her

2

or, failing him/her

the chairman of the annual general meeting,
as my/our proxy to vote for me/us and on my/our behalf at the annual general meeting of shareholders to be held at 09h30 on Wednesday,
28 May 2008, in the HP de Villiers Auditorium, Standard Bank Centre, 6 Simmonds Street, Johannesburg, and at any adjournment thereof as follows:
Number of votes
For
Ordinary resolution to:
1

Adopt annual financial statements

2

Remuneration:
Approve non-executive directors’ fees (2008):

2.1

Standard Bank Group chairman

2.2

Standard Bank Group director

2.3

Standard Bank Group International director

2.4

Group credit committee

2.5

Directors’ affairs committee

2.6

Group risk and capital management committee

2.7

Group remuneration committee

2.8

Group transformation committee

2.9

Group audit committee

2.10 Ad hoc meeting attendance

1

3

To elect directors:

3.1

Kaisheng Yang

3.2

Yagan Liu

3.3

Doug Band

3.4

Koosum Kalyan

3.5

Saki Macozoma

3.6

Rick Menell

3.7

Kgomotso Moroka

3.8

Cyril Ramaphosa

3.9

Martin Shaw

Insert a cross or tick or number of votes. If no options are marked, the proxy can vote as he/she deems fit.

1

Against1

Abstain1

Proxy form continued
Number of votes
For

1

Against1

Abstain1

4 Ordinary resolution to:
4.1 subject to the reappointment of Koosum Kalyan as a director of the company,
offer 125 000 Standard Bank Group ordinary shares acquired by the Managers Trust
4.2 place shares for the Standard Bank Equity Growth Scheme under control of directors
4.3 place shares for the Group Share Incentive Scheme under control of directors
4.4 place unissued ordinary shares (5%) under control of directors
4.5 place unissued preference shares under control of directors
4.6 give directors general authority to make payments to shareholders
4.7 to amend clause of the Standard Bank Equity Growth Scheme
5 Special resolution to:
5.1 give general authority until the next annual general meeting for the company or
subsidiaries to repurchase the company’s shares
5.2 amend the articles of association of the company to permit the company to increase
or decrease the percentage of the prime rate in respect of the non-redeemable,
non-cumulative, non-participating preference shares as a result of any reform of
South African tax legislation
1

Insert a cross or tick or number of votes. If no options are marked, the proxy can vote as he/she deems fit.

Signed at

on

2008

Signature
Assisted by (where applicable) (State capacity and full name)
Please provide contact details:

Tel: (

)

Fax: (

)

e-mail:
Please read the notes below.
Notes
1. A shareholder may insert the name of a proxy or the names of two alternative proxies of his/her choice in the space provided. The person whose name stands first
on the proxy form and who is present at the annual general meeting will be entitled to act as proxy to the exclusion of those whose names follow.
2. To be effective, completed proxy forms must be lodged by not later than 09h30 on Tuesday, 27 May 2008 with either the transfer secretaries or the registered
office:
South Africa:
Namibia
Computershare Investor Services (Pty) Limited
Transfer Secretaries (Pty) Limited
Ground Floor, 70 Marshall Street
Shop 8, Kaiserkrone Centre
Johannesburg
Post Street Mall, Windhoek
PO Box 61051, Marshalltown 2107
PO Box 2401 Windhoek
Fax number +27 11 688 5238
Fax number +264 61 248 531
Registered office:
9th Floor, Standard Bank Centre
5 Simmonds Street, Johannesburg
PO Box 7725, Johannesburg 2000
Fax number +27 11 636 4207.
3. The completion and lodging of this form of proxy will not prevent the relevant ordinary shareholder from attending the annual general meeting and speaking and
voting in person at the annual general meeting instead of the proxy.
4. The chairman of the annual general meeting may accept or reject any proxy form which is completed and/or received other than in compliance with these notes.
5. The signatories must initial any alteration to this proxy form, other than the deletion of alternatives.
6. Documentary evidence establishing the authority of a person signing the proxy form in a representative capacity must be attached to this proxy form unless
previously recorded by the company.
7. Where there are joint holders of ordinary shares:
(a) any one holder may sign the proxy form; and
(b) the vote of the senior ordinary shareholder (for that purpose seniority will be determined by the order in which the names of the ordinary shareholders who
tender a vote (whether in person or by proxy) appear in the company’s register) will be accepted as to the exclusion of the vote(s) of the other joint shareholders.
8. All beneficial shareholders of ordinary shares who have dematerialised their shares through a CSDP or broker, other than those shareholders who have elected to
dematerialise their shares in “own-name” registrations, must provide their CSDP or broker with their voting instructions. Voting instructions must reach the CSDP
or broker in sufficient time to allow the CSDP or broker to advise the company or its transfer secretaries of this instruction by no later than 09h30 on Tuesday,
27 May 2008. We recommend that you contact your CSDP or broker to ascertain their deadline for submission.
If you have dematerialised your shares and wish to attend the meeting in person, you may do so by requesting your CSDP or broker to issue you with a letter of
representation in terms of the custody agreement entered into with your CSDP or broker. Letters of representation must be lodged with the company’s transfer
secretaries or at the registered office of the company by no later than 09h30 on Tuesday, 27 May 2008. We recommend that you contact your CSDP or broker to
ascertain their deadline for submission.
Shareholders who hold certificated shares and shareholders who have dematerialised their shares in “own-name” registrations, must lodge their completed proxy
forms with the company’s transfer secretaries or at the registered office of the company by not later than 09h30 on Tuesday, 27 May 2008.

Proxy form: non-redeemable, non-cumulative, nonparticipating preference shares (non-redeemable
preference shares)

Standard Bank Group Limited
(Registration number 1969/017128/06)
(the company)
JSE share code: SBPP
ISIN: ZAE000056339

To be completed by certificated non-redeemable preference shareholders and dematerialised non-redeemable preference shareholders with
“own-name” registrations only.
A non-redeemable preference shareholder entitled to attend and vote at the annual general meeting is entitled to appoint one or more
proxies to attend, speak and vote in his/her stead. A proxy need not be a member of the company.

I/We

(Name in block letters)

of

(Address in block letters)

being a shareholder(s) and the holder(s) of

non-redeemable preference shares of 1 cent each and entitled to vote hereby appoint (see note 1)

1

or, failing him/her

2

or, failing him/her

the chairman of the annual general meeting,
as my/our proxy to vote for me/us and on my/our behalf at the annual general meeting of shareholders to be held at 09h30 on Wednesday,
28 May 2008, in the HP de Villiers Auditorium, Standard Bank Centre, 6 Simmonds Street, Johannesburg, and at any adjournment thereof
as follows:
Number of votes
For

1

5

Special resolution to:

5.2

amend the articles of association of the company to permit the
company to increase or decrease the percentage of the prime
rate in respect of the non-redeemable, non-cumulative,
non-participating preference shares as a result of any reform
of South African tax legislation

1

Against1

Abstain1

Insert a cross or tick or number of votes. If no options are marked, the proxy can vote as he/she deems fit.

Signed at

on

Signature

Assisted by (where applicable) (State capacity and full name)
Please provide contact details:

Tel: (

)

Fax: (

)

e-mail:
Please read the notes on the reverse side.

2008

Notes
1. A non-redeemable preference shareholder may insert the name of a proxy or the names of two alternative proxies of his/her
choice in the space provided. The person whose name stands first on the proxy form and who is present at the annual general
meeting will be entitled to act as proxy to the exclusion of those whose names follow.
2. To be effective, completed proxy forms must be lodged by not later than 09h30 on Tuesday, 27 May 2008 with either the
transfer secretaries or the registered office:
South Africa:
Computershare Investor Services (Pty) Limited
Ground Floor, 70 Marshall Street
Johannesburg
PO Box 61051, Marshalltown 2107
Fax number +27 11 688 5238
Registered office:
9th Floor, Standard Bank Centre
5 Simmonds Street, Johannesburg
PO Box 7725, Johannesburg 2000
Fax number +27 11 636 4207.
3. The completion and lodging of this form of proxy will not prevent the relevant non-redeemable preference shareholder from
attending the annual general meeting and speaking and voting in person at the annual general meeting instead of the proxy.
4. The chairman of the annual general meeting may accept or reject any proxy form which is completed and/or received other
than in compliance with these notes.
5. The signatories must initial any alteration to this proxy form, other than the deletion of alternatives.
6. Documentary evidence establishing the authority of a person signing the proxy form in a representative capacity must be
attached to this proxy form unless previously recorded by the company.
7. Where there are joint holders of non-redeemable preference shares:
(a) any one holder may sign the proxy form; and
(b) the vote of the senior non-redeemable preference shareholder (for that purpose seniority will be determined by the order
in which the names of the non-redeemable preference shareholders who tender a vote (whether in person or by proxy)
appear in the company’s register) will be accepted as to the exclusion of the vote(s) of the other joint shareholders.
8. All beneficial shareholders of non-redeemable preference shares who have dematerialised their shares through a CSDP or
broker, other than those shareholders who have elected to dematerialise their shares in “own-name” registrations, must provide
their CSDP or broker with their voting instructions. Voting instructions must reach the CSDP or broker in sufficient time to allow
the CSDP or broker to advise the company or its transfer secretaries of this instruction by no later than 09h30 on Tuesday,
27 May 2008. We recommend that you contact your CSDP or broker to ascertain their deadline for submission.
If you have dematerialised your shares and wish to attend the meeting in person, you may do so by requesting your CSDP or
broker to issue you with a letter of representation in terms of the custody agreement entered into with your CSDP or broker.
Letters of representation must be lodged with the company’s transfer secretaries or at the registered office of the company by
no later than 09h30 on Tuesday, 27 May 2008. We recommend that you contact your CSDP or broker to ascertain their
deadline for submission.
Shareholders who hold certificated shares and shareholders who have dematerialised their shares in “own-name” registrations,
must lodge their completed proxy forms with the company’s transfer secretaries or at the registered office of the company by
not later than 09h30 on Tuesday, 27 May 2008.

