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THE rand was relatively steady yester-
day above the $0,40 level and foreign ex-
change dealers believe that if there are no
untoward events it could continue on this
tack for the remainder of the week, per-
haps even hardening to test a $0,42 cei ing.

Bull points for the rand are the inter-
related weakness of the dollar and the
stronger gold price. These are rops
which could sustain the currency in Jjollar
terms but not on the cross-rates.

The weakness of the market is its thin-
ness. -

Over-large corporate demands for dol-
lars could pull the rand down if the supply
is not forthcoming. Another factor is the
extent of multinational trading into and
out of the market which can have the

old and weak dollar co

I HAROLD FRIDJHON —-I

effect of edging the rand downwards.

But even a show of stability cannot
dispel the belief that the currency is vul-
nerable and could dip with the first nega-
tive whisper.

This means that importers should not
take the risk of relaxing their vigilance on
the question of cover.

Standard Bank in International Com-
ment recommends “in view of the uncer-
tainty surrounding the outlook for the
rand” that importers should cover portion
of their short-term commitments and in-
crease cover levels with any rand appre-
ciation. |

Barclays senior financial economist
Lauretta Gell advises importers to take

ntinue to

o> ) _
Brof and>
advantage of any ran\ /‘11 ing . :

$0,4050 to cover 50% of dollar payments
due this week.

Exporters, according to Standard,
should consider covering forward very
short-term dollar receivables.

On dollar/foreign currency transac-
tions, Standard Bank warns importers, be-
cause of bearish dollar sentiments, to cov-
er forward Dmark, Swiss franc and yen
payables against the dollar at current
rates.

Exporters would not be exposed to un-
due risk by staying out of the forward
dollar/foreign currency market. But Stan-
dard warns that the dollar’s decline might
be limited in the immediate future by -
central bank intervention.

BP pours in
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TRand inches up|SATS ¢

m Financial Staff
e unrelen essure against the doltar~dn world

foreign exchange markets is helping to underpin the
local currency which for the past 10 days has shown

resilience agamst the background of the local pohtl-
cal situation. -~ = :

This morning the currency opened firm at 4045 US
cents — slightly up on last.night’s close of 40,40c. The
rand has risen from below 40c at the beginning of last
week, but generally the market has lacked fireworks,
and vulumes have remained -low with little need fnr
any Reserve Bank intervention. |

‘The financial rand too has firmed I‘E(:El]‘ﬂ}" and this
morning opened at 23,30¢ from yesterday’s 23,25¢ close.

Dealers expec
week ahead as the benefits of a weaker dollar and a
stronger gold price will only combine to affect the
exchange rate substantially when importers come back
into the market during the next few days

T'he usual month-end demand was not present last
week, as importers had covered forward when the
rand hit its lows during June. ! -

Agamst sterling the rand has alsu been steady and
has held a level around the R3, 30 mark from over. R4
a coupie of weeks ago.! '
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t the currency to rise slightly in the |

| favourably with those i
tries, the “extraordinary increases” -
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hit ore ?

By Stan Kennedy
South African Transpory Services' ap-
parent determination to\link rail tar-

eroding South Africa’s competitive po-
sition in world markets on low value
exports such as manganese\and chro-.

ifis to some kind of inflarﬂgn index is -

mium ores, says Mr Steve EL 115 chair-"
A Mr Eilis says that Western steel pro-
/’ duction is expected to remain virtually
S - unchanged this year. Due to high stock

man of Samancor.

In the annuil re=
port for the year to
March 31, he'says a
continued high in-
flation rate without
a compensatory b e o S
weakening of the i X B
rand will produce o N BRAR.
the same effecet.~- ~:«

The electricity t X
tariff increased by &%= MG * .

25 percent in 1985. 545“ E""
While South African tariffs compared
other coun-

over past years were unexpected when
the ferroalloy industr
largescale in the 1970s!

“Samancor continfles. to undertake

research into alternative technologies .

for the production of alloys which are
less dependent on electrical power to

" ensure the group’s competitiveness.

“Several pro_]ects have been identi-
fied and encouraging results are being
(obtained from this research,” he says.™

With lower sales tonnages and prices
bemg forecast” for some of its major |

‘produéts and,” together with hlgher?“r
- on certain projecis.

costs resultmg from the high inflation

1ff mcr
ports W

Pr was ¢xpanded

he possibility of a higher av-
nd/dollar. exchange rate, a re-
in profits must be expected
" Aftributable income last year was a
record R227,6 million — a 149 percent
; rease on the previous year. Turn-
ver inereased by 51 percent to
‘R803,4 million.

rate an

" levels and the lower projected steel
production in Japan, there will be a

lower level of manganese ore sales in
the 1986/87 year.

Manganese ore contracts are being
conciuded at dollar prices which are
five to six percent below those re-
ceived in the past year. The high level
of manganese alloy sales, which in-
creased 35 percent, is expected to con-
tinue, but prices could again come

under pressure.

Stainless steel production in the
Western world declined 7,9 percent Al-
thgugh demand for the group’s charge
chryme remained firm, excess supply

‘resulted in dollar prices falling by
about Y0 percent.

Sales\tonnage fell by two percent but

"the weaker rand more than offset the

combined effects of lower sales ton-
nage, lower prices and higher produc-
tion costs and profits from the chrome

L allﬂy activities increased,

"Capex totalled R353m11]10n com-
pared with the estimate of R58,9 mil-
lion because of delays in expenditure
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ALAN SENDZUL

RESERVE Bank Governor (Yeshe d
De Kock yesterday reaffirmed that it
would no longer be possible to with.
draw from the forward foreign ex-
change market by September this
year as planned.

At the request'of some of the

banks we decided not to run the risk
of disrupting the spot market for dol-
- 1ars which a withdrawal could
spark.”
"The Reserve Bank sets the price of
forward dollars to, banks who then
price their customer commitments
accordingly. }

. 'De Kock said the Reserve Bank had
not abandoned its long-term intentjon |
of working toward a developed for- T

ward market,

" Pressure on the capital account
and a strain on the spot market was
likely if banks became immediately
responsible for providing dollars to
cover é:ustomers foreign obligations,
he said, ;
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AA Mutual notiffes staff on future

ONLY 160 — or §% — of the AA M tnal's
2 ﬂ{]ﬂtsta_ftlil cghmplqmdent will be kept on to'
assist wi € winding up of the short-
term insurance cumpagny.p ort All staff Imembers have been jnfd

Most of the retained staff have peey ~ ©fHhiS decision,

Egi;i;ﬁi rfﬁ?tlrlilsot;lh: administrative and were notified on Monday that their sey-

The rest, many of whom have alread mediate ef
been offered new jobs, will be paid unti}Ir ¢ effect, says
l ‘the end of July. _ ._'r:;@u 2

’.._T_.i.

LESLEY LAMBERT
Own Corresponde

_— —_—T— . -

| Staff ; formed .on futur

They were not paid ik liey of notice. It

IS believed the Insolvency Act allows day and could not be reached for com-
liquidators to terminate employees’ ser- ment.
3] vice instantlfy. Offices in eight major centres — Jo-

Other staff have been given six-month hannesburg, Pretoria, Cape Town, Dur-
contracts and have been kept on to ad- ban, Port Elizabeth, East London,
minister the company’s winding up. Bloemfontein and Krugersdorp — will

“We're all waiting to recejve precise stay open to administer the repayment
Instructions on the winding up,” Tovey creditors’ claims, according the joint lig-
said. uidators.

Notice had yet to be given of the form  Policyholders who have claims have
in which creditors’ claims were to be been advised to read the court liquida-
made. . tion order which will be published ir

Liquidators were not at the AA Mu- various newspapers throughout the coun-
tual’s Johannesburg head office yester- try.

)| Elwin Tovey. 7 q\?o b\)b DQ\J\ <:| ® From Page 1
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Rand ‘*closé*
below $0.40%\,
v $0, a\/)‘

ALAN SENDZUL |

THE rand fell swiftly after yesterday’s
bomb blast in central Johannesburg just
?B it-appeared to have scaled the $0,40
evel, - ,

After dipping some 40 points to the
day’s low of $0,3970, it closed slighlty
firmer at $0,3995.

It opened firmer at $0,4065 for the
third consecutive day after hardly being
| ruffied by traditional end-of-month im-
| porter:demand for dollars,

. However; traders said it struggled to
" move up and-hovered at about $0,4025
i for some, time before slipping back.
) Little export or import business was
 seen and-the-Reserve Bank did not play
'an active ‘part in shaping the rand’s
| direction. .
. 'The rise; towards the end of the day |
was: described-by. a trader:as “smaller
‘banks taking” profit”It-did-not-take-
much'to move'the tatid just béfore the:
- finish+when bitsiness was thin, he said.

f" Some alfhlysts said yésterday’s
‘évents demonstrated that the rand still

‘displayed a‘ tendency to lese ground
quickly, while its gains were usually
» gradual,
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JOHANNESBURG. —
The Automobile Associ-

most eight percent of its
staff as a result of the
crash of the AA Mutual
short-term insurance
firm.

And the’ association
will have to consider an;
even higher increase in
annual subscriptions
than originally envis-
aged for September,
sald the director-gener-
al, Mr Peter Elliott.

CLOSED

Twenty administra-
tive employees were re-
trenched in the first
phase of cost-cutting op-
erations this year and
another 40 have been
told they would have to
leave,

The organisation will
not fill vacant adminis-
trative posts.

Offices in a number of
small towns will be
closed or run on a fran-
chise.

-

r—__ — I I
..l.8 EREE CIET NCEED

mmmw

ation is to retrench al- .

over
crash

“We made cuts in the
administrative side be-
cause we do not want
the service we offer to
suffer,” said Mr Elliott.

The AA Mutual, on
whose membership sub-
sidy the AA relied, will
keep only about 150 of
its 2 000 staff in the
wake of the liquidation
rof the company.

In Natal staff have re-
portedly been told to
clear their desks. '

T Rt S O DD e e sttt T T M D o o

Natal/Kw
delayed —-f-z‘l:])l

The Argus Correspondent

DURBAN. — The Natal/Kw
for tomorrow have been pos
that the new Exco sworn i
enced discussions.

Chairman of the indaba;
Clarence said that the next r
postponed pending a report §
committee. All details of the‘

However, Professor Clar
the postponement had nothi
ing of office of the new Gov
tal Executive Committee o

. Professor Claréncve said
-Ierous inquiries about the
view of the fact that the |

Frank Martin who was the ¢
1otor. My Rav Haglarm. Mr T3
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'I%e Reserve Bank says it
wan't, for the time being,
withdraw from the
f(j;ward foreign exchange
narket.

Tt was originally envi-
saged that the Reserve
Bank’s obligation to sup-
ply forward cover to au-
thorised exchange dealers
wpuld fall away on Au-
gist 31 this year.

“The net forward forex
egposure limit for all au-
thorised dealers with the

serve Bank will re-
main at $3 350 million in
view of the exceptional
c,g;rcumstances regarding
th standstill in the re-
payment of the country’s
f'%i'eign debt.

‘ﬁxplaining the back-
‘ound, a statement said
ﬁkﬁat considerable
ffogress had been made
1E§ the evolutionary de-
velopment of South Afri-
¢a’s foreign exchange
market since January

79. This involved de-
vélopment of both the
spot and forward foreign

change markets.

1 The development of the
forward foreign exchange’ |
miarket, however, lagged
behind that of the spot
reign exchange market,
lainly because of the
é;”pntinued willingness of
{Hie Reserve Bank to pro-

de exchange rate cover

the market

gln} 1983 iié was an-

ounced that the forward
fdcilities provided for the
Bank should be phased out
dver a period of three
yéars to bring about the |
éventual establishment of [
5h independent forward |
Ekchange market outside
e ReserveBank! %4
At that date the ‘total
[imit for all authorised |’
xchange dealers was p
ixed at $10000 million. |
"This, was reduced in 1984
fo $6 700 million and to
ﬁge present $3 350 million
ifi 1985. |
% “With the (debt) stand-
iill in force, the final
@limination of the
" forward limit-of the mar-
tet with the Reserve
dank is not deerned to be
asible at this stage.” L
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growth

By AUDREY D’ANGELO

OCEANA DEVELOP-
MENT INVESTMENT
TRUST PLC, the rand
hedge share managed by
the Board of Executors
and its London advisers,
Lombard Odier Invest-
ment Management Ser-
vices, has achieved one
of the highest rates of
capital growth in the
City of London in the
Year to March.

Its sterling net asset
value has risen from
207p a stock unit last
September to 272.6p at
the end of the financidl
year. Its current value is
285p — an annualized in-
crease of 45%.

Performance

‘A spokesman for the
Board of Executors
pointed out that the per-
formance was even more
impressive in rand
terms.

Measured in rands the
net asset value of
Oceana is R18,78 a stock
unit compared with

R7,15 last September.

The Oceana share at-

. tracted attention in SA
in September when a M
nine-for-one rights jissue b
was privately placed‘ on t

the JSE,

It raised £10,4m net of
€xXpenses and the direc-
tors say this was utilized
to broaden its portfolio.

They say further infor-
mation on the invest-
ment policy and current

Anglos buys 14,9% of Poseidon

MELBOURNE, - Australian Anglo American In-
vestments (Pty), an indirect subsidiary of Anglo
American Corporation of SA, has bought about
14,9% of Poseidon’s issued shares — the maximum
permitted foreign investors without approval by the
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spread of investments

will be set out in the ae-.

counts and annual re-

port to be sent to stnf.'-k-

holders shortly,

Oceana’s investments' 8
are mainly in British in-I h
dustrial shares although' B

it also holds mineral’

rights in SA. |

Its income from divi-

dends and income roge:

Yo £192038 (£58208) in’
the year to March and
other income to £144 ﬁﬁﬂﬁi

r

(£3 344).

Pre-tax profit wag.
£196 589 (£35 464), After-

tax profit rose; to

£116 774 (£16 992).
The final dividend,

however, is lower at 1,7p

~ The directors say this
1S because the proceeds

of the rights issue were
invested in high yielding
fixed interest securities
for a time before being
committed to equities
and because the pro-
ceeds were available for
only the 'last seven
months of the financial
year,

“The leve] of divi-

dends for the year to|l

arch 1986 should not
ion of future djvi-
dends,” their report
states. :

“The main objective
continues to he the
achievement of above
average total returng

e taken as an indicg. (|

through capital appre-
ciation.”
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SA'S ability to rolll ]over

sador Denis Worri
‘mark in London th
could renege on- ity

sanctions were applied.
Finance Minister
moved quickly yestefrday to

its foreign

debt may be enda tgaered by ambas-

I's tactless re-
is week that SA
foreign débt if

4

Barend du Plessis

calm foreign

bankers by issuing a|statement that Wor-

rall's comments we
threat, but were m

¢ not intended as a
rely a statement of
inent below)

One foreign banke; rr, who declined to be

r
J

] fact. (See full state
E named, says:

r

" | very sensitive issuei,
fl its credibility in wolrl

IP -

ey

Debt row

| { lines mature.”
- “This could cause
[ | current account surplus,”

‘ still net thig

the monetary authorities.
1 surplus of about $2,5bn

ability of SA’s position,
repayment of $2bn —
$500m due in terms of

statement of hard fact, which

SA authorities are look

$2bn of foreign debt.
“We are a little nervous

Uncertainty was

Total dubt maturing outside the stand. :

| year is put at$3,5bn, accord-
Ing to figures circulated to SA b

“This 15 rot the right time
to issue threats. SA.'s foreign debt is a
SA needs to build up
d finan‘cial markets

problems for the

ankers by

Of a projected
5 this year, the
authorities have carmarked $2bn for re-
fa[\;ﬂent of foreign debt with the balance
0 e rolled over, Thig reveals the vulper-

A foreign banker said: “The figure of

which includes the
the interim agree-
ment — is an €xpectation rather than a

means the

ing to roll-over

about the

¥y outcome of the next two or three

‘ _ caused in interna-
tional banking circles by the standstili on

he said,

any impression that
dent,

memories,

locked

markets because it still wanted to be
part of the

needed foreign loans tg finance growth,

SA, however, dppeaged\to be dj
concluded. A %

" GERALD PROSALEND|S
Economice Editor

and the Worrall statement will not help.

“Worrall’s statement unnerved the
market because he is a senior member of
the SA political hierarchy, even though it
is generally assumed that if SA was put
into an intolerable position, it would not
be able to fulfil its debt obligations,” he
adds.

Another foreign banker said: “If the
Worrall statement is allowed to pass
without amplification, foreign bankers
may be tempted to pre-empt non-pad}_'-
ment and call up their dollars as credit

: ® To Page 2 @

end acts
<;| @ From Page 1

this was a prece-
Reassurance was now called for.

Said a banker: “Markets have Ionhg

exicq had no desire tp be
out of International financial

COommunity of nations apg
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THIOMF/NEDBirﬁl%

Now that its R345m rights monej
could Nedbank be on the way to solving 1ts
biggest remaining problem: Triomf? Ned-
bank’s lending to Triomf is probably around
R350m, and likely to be growing, as Triomf
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Vn der Merwe Vance

absorbs more money to fund its massive price
discounting in an apparent attempt to cap-
ture more market share. So the pressure is
growing on Nedbank to find an answer.
According to industry sources, last Tues-
day a bidder initiated discussions with Ned-
bank and Old Mutual on the possible pur-
chase of Triomf. if our informant is correct,

| an overseas consortium is interested in buy-

ing Triomf (debt and all} at a knock-down
pricc. Payment in financial rands would sub-
stantially reduce the cost 1o an overscas buy-
er. AECI sold its 49% stake in Triomf to
Louis Luyt Holdings in 1983 for a reputed
R38m. However, MD Anton van der Merwe
Vance denies that an offer is on the table.
“J've never even heard of a contemplated
offer,” he says. Adds Triom{ MD Philip
Clarke, “There’s certainly been no approach
made to us.”

Indeed, it is hard to envisage the attraction
of Triomf for an overseas buyer. However
cheap the rand price, an investment 1n

Triomf is hardly worthwhile if profit cannot
be earned. On present trends, SA’s overtrad-

ed and loss-making fertiliser market and
Triomf's debt mountain make profit an un-
likely prospect.

Can Triomf be turned around? The Rich-
ards Bay plant now operates at full capacity,
but still appears unprofitable at present
world phosphoric acid prices. If Triomf is
correct when it claims to have increased
market share, this is likely to have been
bought at the cost of margins. Price dis-
counting is much heavier this year than last,
and, apparently led by Triomf, has intensi-
fied in recent weeks.

Measured on a short-term (and probably
anrealistic) basis, market share may indeed
have been bought with the aim of proving the
group is a goimg concern, but how will
Triomf fund discounting? Sources say that
fertiliser is being offered on extended pay-
ment terms. Losses, both for Triomf and
other producers, will surely be compounded
in the process.

Higher losses at Triomf in turn give Ned-
bank the unenviable choice of having to
decide whether to further increase support
for Triomf. With Nedbank’s exposure possi-
bly rising, any deal which involves a buy-out
of Triomf by a foreign company and a stand-
ing surety of debt would prove a godsend to

the bank. Nedbank has apparently asked
UAL to investigate alternatives affecting

| Triomf, and it has been suggested that talks

could take place with another fertiliser
major, possibly AECI or Sasol. But why a
foreign purchaser should want to buy Triomf

remains to be seen. Christopher Marchand
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FOREIGN EXCHANG
Steadier movemeént

Volatility seems to have steadied, as does the
sharp gap between the pre-opening price and
the previous evening’s close. As noted last
week, such movements fuelled talk (strongly
denied by banks) of large inter-bank posi-
tion-taking. There is talk that the Reserve
Bank might take measures to ease such prob-
lems.

Currency Risk Management MD David
de Kock reckons many dollar purchases take
place outside official trading hours. The Re-
serve Bank naturally cannot meet demand at
such times. He also claims that position
limits within the total banking sector exceed
the Reserve Bank’s reserves. He suggests
these limits be lowered.

The rand appreciated some US1,5¢ over
the week by the time of going to press on
Tuesday after falling to a low of US38.68¢
last Tuesday on a combination of month-end
factors, exporter interest at lower levels and
a higher goid price. Over the week ending
Monday, the rand also firmed slightly
against the DM (DM87,5 to DM88.7) and
yen (Y63,65 to Y66,1). Last Monday £1
cost R3,83; R3,80 a week later. This trend
was reversed on Tuesday mainly because of a
weaker dollar,

Standard Bank explains: “Many import-
ers had secured forward cover when the rand
traded at US42,5¢, which tended to reduce
importer activity last week and consequently
lessened the normal downward pressures at
month-end.”

In their weekly reports, major banks make
the often-repeated point that politics remain
a crucial influence on the exchange rate.

Standard comments: “With the threat of
| sanctions the rand is unlikely to stage any
dramatic recovery. .. Limiting South Afri-
can export markets would severely curtail
the ability to generate an ongoing trade sur-
plus sufficient to offset capital outflows an-
ticipated during the remainder of the year.”

Rand: weighted value

Us %
557 {cents
+ 50
Sl
—45
Dollar/Rand rate
45+
rade weighted average - 40
40 Base year 1983
35
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Source Standard Bank

Forward $ costs

%
4,5

4,0

3.5-
3,0+
2,5+

3 months

2,0+
25 2 9 16 23 30 6 13 20 27
Apr May Jun

2ource Standard Bank

As for Citibank: “Once the month-end is
past the market will again focus on the issues
that might arise up till the end of August.
Politics will dominate and importers will
probably be keen to cover 90-day commit-
ments on any rallies. Accordingly, we antici-
pate a range of US38¢-US42¢ over the near
term.”

Citibank is confident that “the rand ap-
pears to be finding near-term support at
LIS38,8¢ and, in the absence of significant
corporate interest, some sort of equilibrium
around US40c¢.”

Standard advises importers to cover part
of short-term commitments and increase
cover levels with rand appreciation. It sug-
gests importers cover forward on very short-
term dollar receivables. Barclays advises im-
porters 1o take advantage of any firming
toward US40,5¢ to cover 50% of dollar pay-
ments due in the next week. u
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MONEY MARKET

Anoth

In the week which saw out June, dealers, who
thrive (and profit) on trying to predict a
change in the rediscount rates, started to talk
of another round of cuts. Rates are reflecting
such sentiment. Says one: “The market is
really anticipating a drop, probably by a
percentage point, within the next fortnight.”

June was a relatively easy month-end, the
market shortage peaking at R1,27 billion on
Monday (up from R509m last Monday).
This was in spite of June being a heavy tax-
payment month, an estimated R300m going
to government (hence out the system). Cus-
toms and Excise payments also left the sys-
tem. With the R800m that the Corporation
for Public Deposits has in deposit with ais-
count houses, the effective month-end shor:-
age was R2 billion, compared to R2.4 billion
at the end of May.

The three-month bankers’ acceptance
(BA) rate dropped five points last Friday to
10,85% and traded 10 points lower on Tues-
day. Without agreement on the BA fix, dis-
count houses are quoting opening rates and
trading from there. Call rates firmed to
11,25% on month-end considerations, but by
Tuesday call was down to around 10,75%.

The Treasury Bill (TB) rate was 10,75%,
slightly up from the previous 10,72%, while
the average rate at Monday’s Land Bank
tender was bid down nine points to 10,81%.
The gap between the two tendered rates
(now six points) is much narrower than usual
(around 20 points). Dealers explain that be-
tween the TB and later Land Bank tender

RAND’S PRICE
Jun 30 1386 One foraign
R1 equals unit equals {R)
1 SDR 0,344 2,911
0,507 14972
ECU | . . 0,411 2,432
0.693 1.442
| uk & 0,261 3,837
0.384 2,601
US & 0,401 2,494 |
| G,503 1.988
Canada $ 0,565 1,802
0,682 1,466
Swatzerlang Fr 0,718 1,383
1,280 0,781
| France Fr 2,708 0,367
4 659 0,215
Germany DM 0,877 1,140
1,630 D.654
I Japan Yen 85,600 0,015
124,500 0,008
Iraly Lira 602,250 0,002
976,500 0.001
I Zimbabwe $ 0,678 1,476
0,788 1,269
Austna Schil | 6,175 0,182 |
10,750 0.083
I Holland Guitdar 0,989 1,0%1
1,724 0,580
US % walue of SDR nfa 1,776
US % value of ECU 0,737 0,982
Financral Rand I
I Cost in US % ~— 0,235
Discount (%) 1 — 41,397
Year ago figuras in light print
Average of the Te'egraphic Transfer buying and seling ratas used |
by the banking sector for the day, for armounts up te R20 000
dependmg on foregn currency invohved
The above rates are for gurdance purposes anly
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er rate cut coming?
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the mood became more bullish and there was
keen support in anticipation of lower redis-
count rates and to build up portfolios at the
beginning of the month. |

Dealers still report little supply of assets
but plenty of demand, as reflected in the
rates and the well-subscribed weekly tenders
~— the Reserve Bank received R216m for the
allotted R70m TBs and the Land Bank ten-
der attracted R407m for the R 100m on offer
— sharply up from R140m and R225m at
the respective previous tenders. |

N




| SOLVENCY MARG

New Controversy

Sinceé the demise of AA Mutuaj Insurance,
the size of short-term insurers’ solvency mar-
gins has beep Preoccupying brokers and
clients, There has been much debate whether
the required 109 is adequate, Internation-
ally, 25%-30% is more common.

T However, there is another — almost ynex-
plored — pomnt .about solvency margins.
There are (hose who question the validity of

relating them to Premium income in the first
place,

€xcess of assets over Habilities, €xpressed as a

percentage of gross Premium income (GPI),

less approved reinsurance, to glve approved
net premium income. Approved reinsurance

ey,

32

—

‘net assets — habilities

“u 1
L s

e ot

Commerciaj Union's Rutherford
- -« Premium income not infallible

is defined as business reinsured locally. For
risks directly reinsured overseas, the relevant
premium cannot be deducted from GPI, ef-

. % 100 = Solvency margin
premium income ‘

Premium income js used in the equation
because, conventionally, ji js considered a
sound measure of risk. Says a leading broker;
“It is the only way. you can take account of
both probability and exposure.”

But there is another view,

“Premium income,” SAys an actuary, *ig
more often than not a product of instinct and
a desire for market share, and a poor sybsti.
tute for proper scientific assessment of the
risks involved.”

Support for this heresy comes from the
latest issue of Lioyd's of London Newsletter,
which describes Premium income as *an im.

perfect measure of risk,”
|
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Assocom’s monthly Business Confidence In-
dex (BCI) continues to indicate a thumbs
down for the economic situation, and govern-
ment policy in particular. Having dropped
steadily since March (FM June 6), BCI
registered a subdued rise for June in the
wake of the less than inspiring “package.” It
now stands at 80,1, against 78,6 for May.

The usual bugbears — fall in the rand,
declines in retail sales, and inflation — were
the principal negative factors. There was
positive reaction from the stock market, un-
employment, and net migration indices. Mi-
gration figures are, however, arguably a less
significant component now, as the exodus is
probably rcaching a peak for the time being.
The bullish stock market represents a last
refuge for depreciating money, rather than a
confident indicator of an inherently sound
€conomic base,

The impact of an easing of interest rates is
partly reflected, and will remain favourable
in months 1o come.

Significantly, Assocom corroborates the
growing view “that 3% growth is unlikely.”
This supports the statement by Minister of
Finance, Barend du Plessis, that further
measures may be forthcoming if the eco-
nomy remains prostrate. N

=
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Puhtlcal Staff
CAPE TOWN — Assurances

from Minister of Finance Mr'}

Barend du Plessis could not .,

undo the initial harm caused by

Dr Denis Worrall’s “ill-ad- -

vised” remarks suggesting that *'

South Africa could renege on .
its foreign debt under pressure ’

of sanctions.
This was said yesterday by a
Progressive Federal Party

spokesman on finance, Mr Ken "'

5

Andrew, MP.
He was commenting on an
explanation from Mr du Ples-

r

sis that the remarks by Dr .

Worrall, the South African Am-"*

| bassadur to London, were not:*'

intended as a threat, but as a.«

statement of fact.

Mr du Plessis had said in a !
| statement that Dr Worrall had
| merely pointed out that South '
Africa would have to consider.!

not repaying its foreign loans if
it was put in an intolerable sit- -,
uation by the Kind of sanctmns”

proposed.
Mr Andrew said: “It is inter-

‘)

esting to see that Mr du Ples-'>

sis is attempting to undo the:i;
damage that is likely to be.;

caused by Dr Worrall's ill-ad- .,
vised remarks about South
Africa reneging on the repay- -
ment of foreign debts. R

FIRST IMPRESSION

“Mr du Plessis can rational- -
ise as much as he likes, but he’
is naive if he believes the first

impressions created by Dr.°

Worrall’s remarks will not
harm South Africa’s financial
standing.”

Mr Andrew said it was un-

| fortunate for South Africa that

some Cabinet Ministers and se-

| nior officials seemed to think
that beiligerence and counter-:
| threats were the way to handle

“a very delicate and dangeruus.
situation”.

Good international relations:
were of great importance ta

"1

¥
:
¥
l-
3

i

-

"l'

r

South Africa, and it was about';

time the Government took ,

| swift action internally to brmg
i about change, he said.

Externally, the Governmentf f

should concenirate on “building ;

threats”.

»

J bridges rather than handing :
Jout insults and making,

R s
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“Clearly South Africa should !
not accept being dictated tu by 2
other countries,” added Mr An-
drew., vl

To believe, however, that.
South Africa could ignore the
advice of well-intentioned ?
friends abroad, and to think the::
country could live in isolationd
from the rest of the world was -,
short-sighted and dangerous.

-
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A new set of income tax tables for married
women, effective July 1, which jack up their
PAYE with immediate effect, is likely to

cause more than just a rumpus in the kit-
chen.

After the March Budget, which included a
tax reduction for women through a new 20%
income-tax free rule with a minimum of
R1 800, married women could be forgiven
for expecting their tax liability to fall. But
such are the wiles of revenue seekers that the
re-arrangements mean more, not less tax.

One effect of the new tables will be that
many wives with incomes identical to their
husband’s will pay more than their partners.

Each joint tax case is unique, but there are
| many problems that the new tables do not
solve. There has always been a problem with
PAYE in that a married woman is mostly
taxed without reference to her husband’s
income. In other words, she has paid a lower
tax rate than she should, when allowance is
made for her income being added to her
husband’s and taxed at the marginal rate. So
when & couple file their joint tax return, they
invariably have to pay in. The amount is
often material.

The new tables were announced in princi-
ple by Barend Du Plessis in the March Bud-
get. Now that the figures are out (see table),
their method of calculation is open to endless
guesswork. The best guess is that some form
of averaging was applied — the classic shot-
gun approach, '

Logically the tables should address three
issues: husband’s, wife’s, and joint income. A
husband is taxed by the normal PAYE
tables, so what he pays can be deducted from
joint tax payable. The balance would be
what his wife owes.

The new married women’s table does
nothing like this. It simply lays down PAYE
deductible at her income level.

How information on a husband’s earnings
could be had and how willing he may be to
volunteer it, are questions aside from equity.
Perhaps this was the major stumbling block
in producing a more satisfactory table.

The 5% discount on tax payable is avail-
able immediately to a married man and
unmarried taxpayer; it is only applicable on

Remuneration Annual
R1 000 R12 Q00

1200 14 400

1 500 18 000

1 BOOD 21600

2 000 24 000

2 500 30 000

3 000 36 000

3 500 42 000

assessment for a married woman. Then, the
new tables apparently do not recognise the
20% tax-free rule, so it too can only be won
on assessment.

These two points prejudice married house-

hold cash-flows, as PAYE is payable month-

ly, not on assessment.

The new tables discriminate in the ex-
treme against higher income earners. A mar-
ried woman with monthly earnings of
R3 000 now pays 30,6% more PAYE; one
earning R3 500 a month 37,4% more. The
only explicable logic is the assumption that if
a married woman is a high-earner, her hus-
band must be as well,

Finally, the new tables, unlike the normal

| PAYE tables, ignore how many, if any,

children the woman has.

Under the new married women’s PAYE
tables taxable income of R1 500 a month
atiracts PAYE of R289. On the standard
tables taxable income of R1 500 a month
incurs tax of R113 a month — after all
relevant deductions. The difference of R176
is the extra tax a married woman must pay.

On taxable income of R1 500 a month a
married woman’s PAYE adds up to R3 468
a year. If her husband earns the same, his
PAYE is some R2 280, a total of R5 748.
They would be assessed for R6 813 after all
deductions and rebates (assuming they have
no children), giving a shortfall of R1 065 to
be paid in.

Take another couple each earning R3 000
a month. His annual PAYE is R8 652, hers
R8 940, to total R17 592. They would be
assessed for R21 147 — a shortfall of
R3 555. In reality, most wives earn less than
their husbands and the pay-in amounts
would not be as large.

Taxpayers who manage their cash flows
can avoid the danger of paying too little tax
by saving for the payment on assessment.
And there is some remedy for married wom-
en who are the sole income earners. Where
the husband is, for example, a student or in
the army, Inland Revenue can be approach-
ed for a directive for a married woman to pay
less tax than specified on the new table.

Costa Divaris of Silke Divaris Stein ar-
gues that to devise married women’s PAYE

|
MARRIED WOMEN'S PAYE |

Pay now, pay mora

New Old Difference
R1 991 R1 846 +R145
2 567 2 326 +241
3471 3077 +394
4 440 3 832 +608
5112 4 337 +77b
6 952 5597 +1 365
8 8563 6 856 +2 097
11 163 +3 037

B 116
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tables is extremely difficult. He notes the I
great difficulty that can be associated with
revealing a husband’s income to his wife’s
employer, never mind to his wife.

Divaris argues that an option could have
been given for a husband to reveal his income
50 that accurate PAYE could be deducted
from the couple’s monthly incomes. Al-
though total tax liability will not be affected,

. the main overall effect of the married wom-

en’s PAYE tables is that Revenue’s coffers
will swell faster. This is in line with Pretor-
1a’s hardline attempts to garner every cent
owed it as quickly as possible. N

BUILDING SOCIETIES @ cit

Provision puzzle?

Is the United Building Society (UBS) suffer-
ing from an embarrassment of riches?

Ahead of new legislation and of an almost
certain listing, the UBS reports a 35% in-
Créase 1n net income before taxation for the
I985-1986 financial year. This does not,
however, reveal the full extent of its success.
Had provisions against loss been in line with
other building societies, its profit increase
would have been more than 60%.

The R44m loss provision is 176% of the
amount owing on properties in possession,
and 0,6% of total exposure on mortgage
advances. This is in addition to a specific
provision of R1,7m. The table shows that }
this sum is far in excess of amounts allocated
by other sociceties, both in absolute and com-
parative terms.

Says UBS CE Piet Badenhorst: “This
item is a general provision against the book.
It is made for potential losses in line with
prudent banking practices. In a climate like
this, it is best to be conservative.”

However, cynics believe the UBS prefers
not to draw too much attention to its exceed-
ingly healthy profitability. There has been
much criticism of building societies’ 3%-4%
gross margins — the difference between
average cost of funds and average return on
mortgages and other interest-earning assets.
Historically, this margin has been closer to
2,5%-3%.

Certainly, the large amount allocated for

potential losses was not the resulit of bad debt
experiences. Although the amount owing on

properties in possession climbed steeply from
R4,5m in 1984-1985 to R25m, it is dwarfed
by the provision.

The other four major societies, although
not on the same lavish scale, are also sub-
stantially increasing their provisions for bad
debt. Executives are reluctant to admit to

——
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CUSHION AGAINST FUTURE LOSSES

Building Society Debt Provision

-

Millions UBS Porm Allied NBS Saambou
Total exposure on mortgages ............ccecevevivenenenee. R 973,3 R4 394 R3 528 R1 781,55 R1508.9
Amount owing on properties in possession ............ R25 R19,1 R16 R4.4 R5.5

As 8 ratio of 1013] BXPOSUIE ..ocvveiivniriiieirrernrernenens 0,36% 0.44% 0,45% 0,25% 0,37%
Provision fOr 10SS . v srs e naens R44 R2.6 R7 RO.4 not reported
As a ratio of total axpusure eerrertaersaanaatr et onarneanens 0,6% 0.06% 0,2% 0.02%

As B ratio of properties in pnssasamn ....... .. 176% 13,6% 43,76% 9% ,

el el Ml

anxiety, but try to give the impression that |  Says Peter Von Broembsen, Perm AGM | “This is worse than the downturn of 1976
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| = £250m. .

they are merely observing the Boy Scouts’
motto: be prepared.

Whatever the reason, they have allocated
more than R10m between them. The SA
Perm and the Allied record the amounts in
their reports for the year ended March. The
NBS does not disclose the amount in its
income statement, but assistant GM loans,
Trevor Olivier, provided the figure. Saam-
bou’s income statement also does not reveal
the exact amount; nor will GM (finance)
Hennie Prinsloo. Market sources believe it
may be in the region of Rim.

All the disclosed amounts are well up on

last year: UBS from Rém to R44m; SA
Perm from. R180000 to R2,6m; Natal

Building Society (NBS) from R200 000 to
R400 000; and Allied from zero to R7m.

Why are these amounts so much smaller
than that allocated by the UBS? The SA
Perm, for instance, has allowed only 0,06%
of the R19,1m owing on properties in repos-
Session.

= Lloyd’s of London is expected next week
~ 1o announce the next step towards settiing
#the affair of the Peter Cameron-Webb
- {PCW) syndicates, whose | 525 under-
writing | mcmbers face losses nf up to
i d Nagat:atmns are: going on between
Lioycl‘s and representatives of the PCW
-*names” . to help those worst affected to

w; pass the market’s internal solvency test.

" Last week, Lloyd’s chairman Peter
M:ller annnunced that the June 30 dead- -
+ line for proving solvency was being put
back to July 7. He said Lloyd’s believes
244t will be-possible to arrange for PCW
~names to pass the solvency test on a basis
‘. % which will leave open the possibility of a
settlﬂment before the end of this year.”
~ While Miller refused to say how, it is -
w1dely believed Lloyd’s will nffer the
‘* . PCW 'names security against which to
~ra:sa bridging loans — as was done for
. members mvﬂlved in the Sasse syndi-
catcs.

The nffer is cﬂndltmnal on the names
clrnppmg their claims against Lloyd’s in
the US courts under the Racketeer Influ-

‘enced and Corrupt Organisations Act, In
addition to the £80m of members’ money
.misused by former managers, it is
~claimed ' that insurance losses are also
‘linked to improper practices which

. .
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marketing: “QOur previous provision proved
adequate. Based on this experience and con-
ditions in the market, we consider this year's
provision prudent.”

None of the societies are exuding confi-
dence; their representatives all speak of the
deteriorating bad debt situation.

“One would like to be optimistic, but you

have to be realistic,”” says NBS’s Olivier.
Although the NBS made a profit of R14 000

| in the last financial year on properties in

possession, this is unhkely to be repeated.

“The difficulty lies in the high cost of
repossesston. By the time you have a public
auction, tens of thousands of rands have been
lost in interest and liquidation costs. If suffi-
cient isn’t bid, you need a property surrender
and that means 5% transfer duty. By then,
the debt has risen substantially and it’s very
difficult to recover, and there’s still commis-
sion to the agent of 5%. So your margin of
20% is eaten away in no time.”

Says Allied’s senior GM Geoff Bowker:

LLOYD’'S LITIGATION

Lloyd’s failed to catch in its self-regula-
tory net.

Miller said Lloyd’'s wants to avoid five
or more vears of expensive litigation,

which would be *“of no assistance to our
good name and might cast doubts on our

~ ability to deal with our problems.”

At the same time, he emphasised, there
is no question of the PCW names being
bailed out of losses. However, Lloyd’s
wants a fair settiement and, he said, it is
the Council’s duty to “ensure that those
who have contributed in any way to the
misfortunes of these syndicates, or who
have had a moral or legal responsibility in
their management, should make a just
contribution.”

Representatives of the syndicates say it
will not be easy to sort out the position of
the names. Last year, Lloyd’s earmarked
£54m to cover liabilities of defaulting
PCW names.

The latest loss position is not known. It

. will be another two weeks before accounts
are finalised. Meanwhile, it is argued that
as the question of solvency is intertwined
with settlement of the losses, Lloyd’s may
again have to extend Monday’s deadline.
A spokesman told the FM: “We can’t say
anything about the negotiations, but an-
other statement is not expected before
Monday.”

because it has lasted longer. Try as we will to
help people, some are beyond help.” o
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PERKS TAX ‘5% ‘\

Car changes

Reflecting the volatility of ¢ fax system,
this week's FM perks tax survey has, to some
extent, been overtaken by events. However,
changes emanating from the 1986 Income
Tax Bill and Finance Minister Barend du
Plessis’ economic package are covered.

The survey’'s company car table has been
replaced by a new-principle table published
last week. Following Naamsa pleas, the new
table is based on car value and engine size.
The phasing-in of the tax has been frozen at
the current 40% level.

Most points discussed in principle in the
survey have not been affected by the new
developments. One point of speculation,
after change of the company car table, is
what will happen to car allowances. Arthur
Andersen’s Kevin Wiles argues that an
anomaly will arise unless these are also
changed.

It appears that the normal five-year phas-
ing-in will continue to apply to car allow-
ances. Before the company car change, many
employers had switched employees to car
allowances as they were more favourable.

For users of the survey, a re-cap of the
most significant changes:

Daily out-of-town allowances for business
travel may exceed the current R100 tax-free
limit — at the Commissioner’s discretion:

O Relocation costs paid by employers may
now also cover the cost of selling the employ-
ee’s previous residence. However, both the
kind of costs and the amount of the settling-
in allowance will be at the Commissioner’s
discretion;

An additional exemption from tax is pro-
posed for benefits granted to retired employ-
ees who continue to work part-time for their
employer;

Qualifications for the seven-year phasing-
in of housing perks have been altered; and
{J The table for private use of company cars
has been changed.

What happens next in the perks tax circus
IS anyone’s guess. Says Wiles: “One may
legitimately ask where the Margo Commis-
ston on tax stands on all this. Principles such
as the objective of taxing perks on the same
basts as cash remuneration have apparently
been thrown overboard. This leaves a num-
ber of awkward anomalies — presumably to
be subject to further amendments.” N
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FORMER Swiss National Bank

| chairman Dr Fritz Leutwiler has re-

signed as mediator between SA and
its creditor banks because reforms

are too slow in coming.

His spokesman, Erich Heini, said in
Zurich yesterday the decision, taken
shortly after the imposition of the emer-
gency three weeks ago, had already been

communicated to SA officials.

Heini said the February agreement
“gave SA’s politicians and economy

some breathing room to introduce re-

forms.

“But this opportunity wasn’t seized, or
at least it wasn’'t used sufficiently,” he
said.

Leutwiler had continually warned that
his patience would run out if there was

Reform process too slow, says spokesman

Leutwiler qui
A’s debt mediator

e

STANDSTILL Commitiee chairman
Chris Stals says the report of Leutwiler’s
resignation is based on a misunderstand-
ing, SABC TV reported last night.

Stals said he had received a message

from Leutwiler’s office saying Leutwiler
had indicated there was no active role

for him to play as mediator at this stage.
However, should he bhe asked to re-
sume the role by SA and the creditor
banks at a later stage, he would consider
doing so in the light of circumstances
then prevailing.
T ——

Leutwiler took his decision several
weeks ago — long before statements

were made about stopping repayment of
SA’s foreign debt if sanctions were 1m-

osed.
P But this did not mean Leutwiler had

changed his long-standing. opposition to

83

sanctions.

“He helieved these were not a good
condition for more reform in SA,” Heini
said. ‘

Governor of the Reserve Bank Dr Ger-
hard de Kock said last night he was
aware of Leutwiler’s decision, but de-

clined to comment.
A senior banking official said that

technically Leutwiler’s resignation
would have no affect on the debt settle-

ment agreement, but that Esychnlngieal-
ly it was “bad news” which could have a
temporary adverse influence on the

rand. _
Last year’s debt negotiations were In

place and SA had already paid $400m in -
terms of the agreement. He did not think

Leutwiler’s resignation would have any
influence on the banks’ ability to negoti-
ate trade credits, but so far as new loans
were concerned the position was bad. -,

® To Page 2 |:>
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no further political progress.
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Leutwiler step

~ Leutwiler’s presence in the debt nego-
tiations had given creditor banks confi-
) dence and had led to their successful

outcome. After agreement had been

{ reached “dollars flowed into the coun- .
the meetin

F

<:I ® From Page 1 I

with the major creditor banks.”
Nedbank’s Gerry Muller felt that after

try”, the banker said.

But Leutwiler had been subjected to
considerable pressure from internation-

{ al bankers and no doubt this pressure

intensified in recent weeks, he said.
Most bankers approached by Busi-

| ness Day agreed that while the resigna-

tion would possibly have a negative im-
Eact on future negotiations with creditor
anks, a channel for communication had

been established and negotiations could
continue without a mediator.

Jrust Bank MD Chris van Wyk said:
The detail of the standstill agreement
has been beaten out in meetings between
the SA Standstill Committee and the
group of 12 major creditor banks. We
have established a good infrastructure
by which we can communicite directly

g In June next year, banks
would have established a good enough
working relationship to be able to
arrange further meetings without a me-
diator. “Hopefully the political climate
will be better by then.”

Muller believed that Leutwiler may
have abandoned his task because of his

appointment as CE of the engineering |

manufacturing company, Brown Boveri.

Although most bankers were surprised |

by the annoucement, they were aware of

rumours that Leutwiler would relinquish

his role if the pace of political reform did

not speed up.

., Standard Bank’s Conrad Strauss said:
I am not sure whether the significance

of this is symbolic or real. Either way, 1

find it regrettable that he should aban-
don his role now.”

o
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' BANKORP

Getting 1t to¢

Bankorp Property Services (BPS), which ad- |
ministers some R500m worth of property
nationwide, has embarked on a major ration-
| alisation programme that will see extensive
changes in 1ts operation.

Already that has involved taking manage-
ment control of the Mercabank property
portfolio and a rationalisation that will see
the scrapping of the once well-known home-
builder, Merbuild.

The next step in that direction, says gener-
al manager Terry Daniel, is the internal
restructuring that is taking place. This has
already seen the establishment of an oper-
ations division in the Transvaal which will
operate independently of the administration

set-up in Goodwood, Cape. Both, however,
will still fall firmly under MD Donald Slade.

The move, says Daniel, will continue the
rationalisation process which could see even
greater changes in the Bankorp-controlled
portfolios. The sale of the L K Jacobs prop-
erty administration arm, L K Jacobs, to
Landmark { Property, June 6) is part of that
process.

Bankorp has opted to retain the residential
sales arm, Curries, and put its muscle behind
the Witwatersrand-based estate agency.
With the retirement of previous Curries MD
John Croeser, it has restructured the opera-
tion and management control has now
passed to BPS’s Rob Reid who is acting MD.

Curries branches have been reduced to
five main and four sub-branches and its head
office will move to Braamfontein once the
existing lease at National Board House ex-
pires end-August.

Reid is confident that he will turn Curries
around and has already increased turnover
since the change of management. The agen-
cy, says Reid, is starting to attract top staff
with big company benefits such as pension
funds and medical aid.

Since taking management control of the
Mercabank property empire in February,
there have already been major changes. The
decision to scrap Merbuild, once one of the
country’s larger homebuilders, was taken
after heavy losses both in terms of money
and market position.

Unsold stock in Merbuilld and associate
companies, some 710 homes, wiil be soid
through Curries which has sole agency. The
homes, says Daniel, will be sold at “more
competitive prices than they have been in the
past.”

Merbuild Construction has already been
wound down with all senior management

retrenched. |
Merbuild land, as well as the maintenance

of unsold houses, will now fall under Ban-
korp’s Mondorp arm, which is essentially

ether

involved in township development.
Other Mercabank stock will be sold off

systematically, including the large R22m
Ponte flats in Hillbrow, on which negotia-
tions are already in progress.

Management of Sanland, SA’s first prop-
erty trust, falls under BPS which is now busy
trying to upgrade and change the image of
its portfolio.

For this purpose, BPS has appointed a
strategic management committee, inciuding
outside professionals Corné de Leeuw and
architect Robin Vorster to maintain and im-
prove the quality of the portfolio.

Other Sanland buildings where income
growth has levelled off will be sold off in time
and replaced with better stock.

Programmes for other portfolios being
managed include the sale of 108-o0dd flats in
its Libertas Hotel, Goodwood, as retirement
flats with frail care and other essential ser-
vices provided.

With prices in the R20 000 region, sales
are expected to be brisk when marketing

of “life rights™ rather than sectional title or
! block share. The purchase price will be held
on fixed deposit at Trust Bank, with interest
accruing to the seller. It will be accompanted
by a repurchase agreement from the estate at
original cost.

Daniel reagts strongly to the impression in
| the marketplace that Sanland’s portfolio is
not as good as other property trusts. He
believes that the unit price 18 undervalued
and that there is good, long-term potential of
the underlying assets.

As for the Mondorp township develop-
ment side, Daniel says that it holds top-class
industrial-commercial land in the fast devel-

into the

Bankorp’s Daniel ...
lion's den

starts in July, The units will be sold on a type

oping Midrand area, as well as good residen-
tial land in Pretoria’s go-go Rooihuiskraal
area, bordering Midrand.

It is thus well geared for a take-off when
the market improves.

BPS has also entered the project manage-
ment field, although initially only through
managing its own R37m Bankorp admini-
stration centre in Blackheath, Johannesburg.
But Daniel views this as the start of a new
business opportunity and BPS will be seek-
ing outside jobs to expand its base.

It has also tied up with security firm Peter
Walls & Associates to offer a comprehensive
security advisory service to clients.

Daniel points out that BPS, the successor
to Trust Property Corporation, inherited

most of its present problems. A good many
were properties taken over, through Trust
Bank, from insolvent companies such as

Hofman and Leon Pascal.

Other properties, such as Trust Bank’s
unsuccessful venture at Wavecrest, Jeffreys
Bay, and other high-risk property ventures,
have been difficult challenges.

Nonetheless, some buildings acquired
years ago in these insolvencies, such as Over-
port City and Commercial City in Durban
(ex-Hofman) are now proving profitable.

The Trust Bank centres in downtown Jo-
hannesburg and Randburg are now highly
profitable, he points out. Returns on the
Cape Town Trust Bank centre are hampered
by the lower returns from the Heerengracht
Hotel, which occupies a sizeable chunk of
space in the building.

At present, BPS manages 80 major com-
mercial and industrial buildings nationwide,
excluding the Mercabank stock. They also

include properties held by other Bankorp
subsidiaries such as Santambank, In addition
to the Trust and Mercabank stock.

The properties acquired from Mercabank,
he says, still have to be “injected into the
system,” so that 1t does not disrupt existing
management structures.

As for the future, Daniel believes that
once the rationalised programmes have been
phased in, returns will be improved for its

property clients. e\ |
t |
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Soiith  Africa’s foreign debt
problems have again been high-
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Bankers expect negative impact on rand as mediator
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By Neil Behrmann
LONDON — Dr Fritz Leutwiler’s deci-
sion to end his role as mediator be-
tween South Africa and its bank credi-
tors is expected to have a strong nega-
tive impact on the rand in the immedi-
ate future.

And a senior official speaking to The
Star last night said Leutwiler’s pull
out was “serious” and disappointing.

The international currency markets
are likely to be fairly quiet today with
all US markets closed for Indepen-
dence Day, but bankers said the rand
was expected to ease.

There was some confusion yester-
day as to whether Leuwiler had decid-
ed to end his mediator role because of
a lack of real political change in South
Africa.

Reuter quoted Leutwiler frem Swit-
zerland as saying: “There is nothing to
resign... There is no contract.” But he
reiterated that he would consider me-
diating again if requested in the next
major round of talks due next year.

Misunderstanding

He said there had been a “misunder-
standing” between himself and his for-
mer Press spokesman, but declined to
say how the misunderstanding had
arisen.

Mr Erich Heine, a former official of

the Swiss National Bank {that nation’s

central bank) who has acted as a

spokesman, told me that Leutwiler had
decided to abandon his role as media-
tor when the state of emergency was

declared several weeks ago.

He made the decision because the
South African Government had not
carried out his request to bring about
“meaningful politi- EX
cal reforms”.

Dr Leutwiler man-
aged to negotiate a
settlement to extend
repayment on South
Africa’s $14 billion
(R36 billion) of its
$24 billion % RN
(R61 billion) foreign pgemR &«
debt last February. S0

The agreement
“gave South Africa’s
politicians and econ-
omy some breathing
space to introduce reforms”, Mr Heine
said.

“But this opportunity was not
seized,” he said.

At a media conference in February
and in subsequent statements Dr Leu
twiler continualty warned that his pa-
tience would run out if there was no
further political progress.

Dr Leutwiler is in a sensii-
tion because he is chairman of a large
Swiss company Brown Boveri. His role

"Dr Chris Stals

$IEL, TS inausc -

as mediator placed him in a sometimes
embarrassing international spotlight.
He is known to be strongly in favour
of Press freedom and has been open
about Brown Boveri. When he was
president of the Bank for Internation-
al Settlements, the central banks’ cen-
tral bank, he gave informal media
briefings to financial journalists.

I attended some of those briefings.’

One briefing in 1882 revealed that cen-
tral banks would take firm action to
counter an international banking crisis.
Within weeks, central banks pumped
funds into the financial system, inter-
est rates dropped and a hanking crisis
was averted.

“Dr Leutwiler is well aware of the
importance of Press freedom,” said a
banker.

Mr Heine emphasised that Dr Leu-
twiler was opposed to sanctions. Ear-
lier this year, he said that sanctions
would hurt “the sector of the popula-
tion who are discriminated against,
those who one claims to be helping”.

The spokesman said, however, that
Dr Leutwiler believed that the drop in
direct investment was already an ef-
fective form of sanctions.

Dr Leutwiler’s decision means that
he will not be chairing the meeting
planned for next April.

Bankers in London were ‘“not sur-
prised” to hear that Dr Leutwiler had

il i A Sl g v ———— —

quits

Dr Leutwiler
decided to withdraw. American banks
in particular were putting pressure on
him to increase the repayments on
South Africa’s debt. They had indicated
time and again that they were un-
happy with the situation in South Afri-
ca.

In an interview a fortnight ago, Dr
Chris Stals said that Softh Africa had
repaled $2 billionr of the $24 billior
debt. But the repayment had exacted a
price on the economy.

Bankers were not sure whether there
would be a mediator at next April’s
crucial meeting. When the initial
agreement expires international bank-
ers will try to obtain higher repay-
ments.

South American countries and their
bank creditors meet without a media-
tor.

The withdrawal of Dr Leutwiler is

bad news for the South African econ-

omy, bankers said. As former president
of the Swiss National Bank, Dr Leu-
twiler had influence over leading Swiss
and German bank creditors. He always
stressed however that he was an inde-
pendent mediator.
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in London Dr Leutwiler's withdraw- }—

al did not have an immediate impact
on the commercial and financial rands
which traded at 39,5 US cents and 23
cents respectively.
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[ LEUTWILER

. meet its commitments an

AST WEEK'’s confusion sur-

rounding both SA Ambassa-

dor to Britain Denis Wor-

rall’s London outburst and
the supposed resignation of Swiss
debt mediator Fritz Leutwiler
gives the lie to the pretence that,
following this year’s interin
agreement, all is well between
international bankers and the SA
monetary authorities.

What it does do is indicate the
continning uneasiness in foreign
bankers’ minds about SA’s debt 1pt::-
sition and its willingness or ability
to repay.

In recent weeks their concern
has been cumfuunded by renewed
concern about Mexico's abilitll;y .ii:{sl

1
stance at this year’s World Bank
/IME meeting. ‘

Some foreign commentators are
once again wondering whether ef-

| forts to arrange another lifeboat

for beleaguered Mexico merely
amounts to rearranging deck-
chairs on the Titanic.

Says a senior SA official, with
customary understatement: “It has
been an interesting few days. A lot
of people discovered we still have
a Standstill Committee.” -

Farlier last week, Worrall let
the cat out of the bag when he
remarked to a House of Commons
sub-committee that SA, if pushed
too far, could renege on its foreign
debt commitments.

This forced Finance Minister
Barend du Plessis hastily to issue a
statement to calm the banking
community. Worrall had merely
been pointing out the obvious if
stringent economic sanctions were
forced on SA, he said.

Nonetheless, the damage was
done, not because what Worrall
said was not in the back of every-
one's mind, but, it appears, because

| some things are better left unsaid

Vv Je But it was the confusion around
" the resignation of mediator:

GERALD PROSALENDIS/Economics Editor

Y

S A il e—

in the present hothouse negotiating
climate.

In the end the incident did up the
ante in the on-going tussle between

the wily SA monetary authorities
»owepolitieal 1
woh -After the subsequent refutal of
i the Heini announcement by Price

and their reluctant creditors:'-

Leutwiler, as announced by this
ersonal Press secretary Erich
eini, that really set the cat

among the pigeons.

Leutwiler is both to SA and inter-
national bankers a reassuring
presence. Recruited in a midnight
visit to his home by Reserve Bank
Governor Gerhard de Kock in
Switzerland last year, it was he
who would give SA the scope to

_improve its position from a inan-

g

cial point of view.

What he would be doing would
be for the good of international
banking and not merely in the in-
terest of SA, he was told.

Says an SA official: “Leutwiler is
a symbol of our determination to
return to normality. If Heini’s an-
nounement had been true it would
have hurt our credibility and cre-
ditworthiness. Okay, he is critical
about SA — but who is not?

“We can understand that people
overseas do feel more despondent
than if they had more information
and saw things from our perspec-
tive. Certainly the iron fist is more
visible than tﬁe velvet glove in our
apprnach. .

‘But political reform still has
high priority. Without reform the

emergency regulations do not have
much content” °
Leutwiler set some precondi-
tions before taking on the task of
forging an agreement between two
reluctant partners at a time when
emotions were running high.

He would only go ahead if re-
quested by both the SA authorities
and the creditor banks; if he would
not be seen to be dealing directly

' with the S§A , government; and if

form continued in SA.

Waterhouse, Leutwiler's London
office, some wondered whether
Leutwiler was equivocating oOr
whether the whole incident was
merely a misunderstanding be-
tween himself and Heini.

Nonetheless, for a few brief
hours there was panic in both SA
and the finanr:iar capitals of the
world. The unease among foreign
bankers about SA revolves around
two Issues.

Firstly, is SA able or willing In-
definitely to maintain a current
account surplus, at great cost to
the local economy and with no tan-
geible payoffs, merely to transfer
captial to the industrialised world?

And secondly, with the threat of
mandatory sanctions against SA
growing, could the country be
pushed to the point of retalitating
against opponents?

SA itself is caught on the horns
of a dilemma. In order to argue
against sanctions the authorities

have to point to the terrible things.

that could have happehed if the
emergency had not been imple-
mented. But in doing so they inevi-
tably scare off foreign bankers.
To justify the emergency to the
outside world the authorities have
had to admit the country had a
roblem. Bankers, however, do not
ike either the emergency or the
problem that precipitate it.
“This is not the story they want
to hear. What they want to hear is
that for SA it is business as usual
and that everything is normal,”

says an SA official. “The economic
potential for this country is enorm-
ous, but for the moment foreign
bankers are not keen to come and
join in the fun.”

" A working relationship with SA’s
creditors is a prerequisite to
growth. But if this looks unlikely
there is the possibility that some
less palatable alternative may be
unavoidable.

For the moment, however, it is
unlikely SA will renege on its
foreign commitments even though
{xayments are slowly bleeding the

ocal economy.

B ut nerves are fraying under the
sword of sanctions. It is ultimately
the fear that the payment mecha-
nism abroad for SA’s exports could
become blocked up, as it did brief-
ly last September, that will cause
SA to tread carefully.

“This would make things ex-
tremely difficult for us,” says an
official. “If foreign banks asked for
the attachment of SA’s assets the
present agreement will break
down, but T do not think they will
do this.

“Als0, they would have to do this
simultaneously and in a unified
manner for it to be effective. You
will always find some banks pre-
pared to provide export finance.”

. However, because of the present

olitical impasse between SA and

oreign governments, some say the
chance of successful financial ne-
gotiations next June are diminish-
ing.

Unless common goals can be re-
stated, both bankers and the SA
authorities ap[)ear to be heading
towards a collision course. And
even small incidents — such as the
two last week — could threaten o
disturb the present uneasy equilib-
rium.

-—ﬂ-
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FOREIGN debt mediator
Fritz Leutwiler’s private
media secretary, Erich
Heini, has heen given the
axe afier he startled the fg3 RN
financial world by claim- B8 SRR
ing on Thursday that SAT
Leutwiler had resigned for
political reasons as media-
tor between SA and its Rl i3S =
creditors. ® LEUTWILE

Heini’s announcement was rejected by
Price Waterhouse, Leutwiler’s London
office,

Heini said in Switzerland: “After 10
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[years [ am no langer Leutwiler’s spokes-
man. But I have no reason to bhe disap-
pointed and on Friday Leutwiler wished
me all the best for the future.

“I agree, Lentwiler is right and I am

- wWrong. He has the last word — he cannot

resign from something he is no longer in-
volved in. He thinks he has had no man-
date since February 20.

“There are many other questions one
could ask, but I afh.not able or willing to
answer them,”

A spokesman for UK’s National West-
minister Bank, which played a leading
role in the agreement forged between SA
and its creditors in March, said: “Heini’s
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1 GERALD PROSALENDIS
: Economics Editor
Statement came as a complete surprise
to us and everyone in London and caused

great confusion.” :

It is possible that SA ambassador
Denjs Worrall’s statement, that SA could
renege on its debt if pushed too far, trig-
gered a harder line from Heini.

Heini has put the entire incident down

to a misunderstanding between himself
and Leutwiler.

He said: “I sent Leutwiler two letters
and told him that I would do what I set
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out In the letters unless he told me other-
wise. There must have been an accident
with the second Jetter. Leutwiler says he
never received the second letter and I
did not receive an answer.

“Being a spokesman in these circum-
stances is a.risky business, especially if
one has to communicate with Leutwiler
over a distance of severalkm.”

Heini believes Leufwiler is no longer
the official mediator between SA and its
creditors.

It is well known that Leutwiler has not
been involved in the functioning of the in-
terim agreement and, for the moment, is
merely a figurehead.

r r - * __-... m -
a1 =
*
AR .umvﬂ,,,wuwmjﬂ..ﬂaldc.‘_. S )
a0 ' 1,43 R = Num..h ] - ' "

el {1007 ,ﬂ?unﬁ.ﬂ“mqm Cﬁ.m—m. aﬁﬁv 1YL o

- B T TN A AT Y ge ! *,
- s LY e Sk .—.......-_._.M.M_ "y Y. __wl.m\h!-.- YN Frgcmeg - o, " g

) ﬂuw el 50 nH }nfﬂhlh..ﬁw-wt‘.w.mﬂﬂ_;hr ¥ opnryd m.m.__.mu * s, wuur PR mL.. dgto s s . -

. - E. e r—— T ﬂl.u..ll. 1“-....1.!!- Ll i “ ] ~|.._-|+ll1dilai.t-:.l...|1h......1l_._..lil. . I_.l.liu-...l-..__-.. e - T
rr....r:h.w..-.n_"._._ v 1 ..:_._.u1 «a Yaor r .1+_J_._._ru.u.:.__._.._nr...._.r-.__.-ﬁ.:..._.__..._% _.”r -

- ' a4 mqr. ™ - ._._... _._ L ."..r-.. -

. " - \ 1, { L3 roow
-
.. -

An SA official said: “At the end: of ;
March, Leutwiler said he would prefer to

4 H= +d o N ok

- play a’smaller role, For the time being

heis inactive as mediator. Biit it is clear
that he will be available next should we

i

“need him. T -
“However, by-early Friday-afterngon,

= 4 Ly

 ‘despite what we said the preyious night,
Heini sfill carried on as though Leutwiler

 had resigned and would not carry on'with

ot |

- ‘the negotiatiops.next year.” ¢’ 509
Leutwiler however, has indicated-he
wotld be available to smooth things.gver
between SA and its creditors should hebe
needed next year. . ~

® See Page 8
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Thp rand opened the week marginally ea
ier against all major currencies, foreign

‘exchange dealers said.
.- The rand closed the week on 39,70 US
-cents, slightly down on the previous week’s

40c¢ close. Against sterling the currency

also deteriorated, from R3,80 to R3,89 on
Friday.

*" Indications were that the majority of im-

port payments due in the short term (next
week or two) had already been covered
forward. Exporters who were due to ship

. their goods in the near future were general-

v, 41y uncovered. '

L.

by

“This leads and lags situation suggests

B o W -

depregjate

i a rétovery of theﬁ nd*s possible.
dowever, anxiety about upcoming socio-po-
litical events may prevent this from occur-
ring for some time”, says Barclays Bank.

The short-term outlook for the rand thus
hinges critically on upcoming socio-politi-
cal developements, which are largely un-
predictable. Only if fears about labour un-
rest and further political stalemate prove
to be unfounded, will unfavourable leads
and lags unwind further and provide the
rand with some upward momentum.

“Importers are advised to cover 50 per
cent of dollar payments due before mid
July,” dealers said.



1 anboyd padjuviend 3 24 55 . ity g T Bif] - *
' VRO S S |
wr Veide ety e '
YA R I '
5 - A r 1 . ' | ’ | I
.’-'.':h. . - I%‘}‘n" T f‘;i" ,i;‘i “ K ) ST I
T  dthe DU DAL ‘
"‘I T rri&.ﬁ-ﬁ#t‘: H"ﬂ ' I: hﬂ"l* .:' :' ‘u | *
: TR L T A I
v ceoedd | [ In midst of forex uncertainty |
D A I ' | lr
.~ ! ' . | | .
| il

] r -
o
1"'1*-.-

1 S1deways move |
- x P : ' y ‘ImOVe '?

o f e |
seen tor rand ||
\r if-igﬂliggrs;ggneé{ csﬁﬂ%&;ﬂ?ﬁﬁf { Eﬂﬂln .an.moh

I ~eertain,’ dealers say:’ But 'the " of fewer forey '
- 'Ry wer foreign debts bein '
main banks fEE] the rand could over than the authorities hﬂgdgc;'lilgeﬁ i
} ,
j
r
|

4
L ]

R e e A A G A WA S AT SR

YT

continue to move sideways this  D2lly envisaged.
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ALAN SENDZUL |

SA COMPANIES no longer have an
incentive to repay foreign trade loans
prematurely and to switch to local
market trade finance. -

Until recently, even if foreign
banks were prepared to roll these
loans, companies were repaying them
because local finance was cheaper

and reduced the exchange rate risk.

The swing away from the domestic
market for finance to offshore bor-
rowing has occurred as a result of a

_marked change in the cost of forward

COVET,.

At .mnmwmﬁ the cost.of borrowing
offshore, including foreign exchange

SA firms

cover, is at least two percentage
points cheaper than rand finance us-
ing a 90-day bankers’ acceptance
(BA).

Consequently, an SA corporaie has
titile incentive to accelerate repay-
ﬁnmu_“ on foreign loans or settle the
oall. -3

The forward market — as opposed
to the spot market for-currency —

now heavily favours importers rather ~

1 w I

,wrwuﬂ exporters as if-would do normal-
Pt wﬂ.ﬂ , . * ’

-

stick 1o

H:m_zmm.m,ﬁbd. Ennunumnﬁ u:.ﬁu.m ,.ﬂ_,mw,mm -

“If the cost buying of forward dol-
lars does not reflect the interest rate
differentials between the US and SA,
bargains can crop up. Thisis provided

.the Reserve Bank does not alter these
rates,” says a banker. wd

At yesterday’s market rates, a 90-
day BA would:cost an SA borrower

10,95%. After adding commission and
stamp duty the eifective cost would
rise to 12,53%. e

* By using‘offshore* finance from the

Furo-market, however, 92-day money

i would' cost 6,81%; making it cheaper. .

oreign loans

-
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This would apply even if a mE.mumm_

bank charged 1% commission andihe
SA intermediary bank yet mnpﬁmm
1%. In this instance, with forwar

cover added, the rate available to, ah
SA corporate would be 10,49%. - «

e o

Only US banks would charge morg
than the average %%-%% charged
by their European counerparts, -

enmacmﬂaﬁmuﬂnmumﬁﬂmmuwcom_
and foreign finance becomes more
pronounced:in favour of foreign fund-

ing when using six-month money. :
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i, 1 do not'understand
the arrest of beople such as Zwelakhe Sisulu,” Ball
said. o

by the lacl;:%*ppf.imagina-
tion and the lack of latera] thinking in_SA,

have cunstraineg our ini-
tiative,” he said s
. ® Some accounts were withdrawn from Barclays
Bank last week afte

r the bomb attacks in'Yohannes-
burg and Pretoria, Chris Ball, said. §

:
“My bank is abparently being associated with the
ANCD

€cause of my contacts with the Organization,”
he said.

He later refused to say how many -accounts had
been withdrawn.
- Ball said he rejects the ANC’s violence and «T do
blea with the ANC that if

11-you talk in terms of
dialogue and reconciliation, hitting soft targets is
not the way to g0 about it.”
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JOHANNESBURG. —
About 60 employees of
the Automobhile Associa-
tion — among them
freelance radio and TV
presenter Colin Flux-
man, who was the asso-
ciation’s public relations
officer — have been
sacked in a staff reduc-
tion programme, °

The managing direc-
tor of the AA, Mr Peter
Elliot, confirmed the
dismissals yesterday but
denied that the reduc-
tion programme was the

result of resignations of

membership by .moétor-.
ists following the AA
Mutual fiasco.

A total of 230 000 of
the AA’s 700 000 mem-
bers were insured with
the AA Mutual.

It was too early to tell
at this stage how many
members the AA had
lost because of resigna-
tions, and the AA was
conducting a marketing
programme to arrive at
an accurafe figure. Mr
Elliot said he expecied
results at the end of this

month.
The AA had invested a

‘large sum of money

with the AA Mutual and
membership fees were
heavily subsidised by in-
come from insurance
premiums. With AA Mu-
tual’s liguidation income
was now lower, Mr El-
liot said.

To make up the short-
age the AA had a num-
ber. of choices, among
them cutting costs.

— Sapa.




AA ﬁutdal’s assets

to be auctioned

Staff Reporter RG4S ﬂl?{ vt
MOST of AA Mutual’s unencumbt
— mainly office furniture — will
tioned at branch offices throughout South Af-
rica between July 25 and 31. &

Mr Michael James, spokesman for 'the
company handling the sales in the Cape and
the Transvaal, said the joint liquidators had s
authorised the sale of all assets not subject
to lease or hire-purchase agreements to cut
expenses on rented office space.

On sale will be office furniture, pictures,
carpets, stationery and smaller assets.

Encumbered assets such as computers, N
motor vehicles and typewriters would be ~
sold in August and September, Mr James

said.
All auctions will be without reserve.
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Unit trust; chiefs
clash -with But

;.

THE Association of Unit Trusts is clash-
ing with the Registrar of Financial Insti-
tutions over the floating of further man-
agement companies and portfolios.

The confrontation revolves around the
apparently restrictive attitude of the
registrar towards the establishment of

—

new funds.

The lengthening list of applications be-
fore Registrar Robert Burton is now be-
lieved to number more than 20. Many
have been his hands for some time.

The association has been negotiating
with him for a relaxation of the strict
criteria laid down for the establishment
of new funds. But impatience is mount-
ing over the lack of progress.

‘It is a matter of concern that he is

;

" MIERVYN HARRIS ]

.y

freedom in an open economy. -
“We feel there is scope for the addition
of further portfolios, particularly those
which are more specialised. The rules for
the establishment of trusts are noi too

strict.

“The issue now is over the interpreta-
tion of the registrar’s power to make
decisions. We do not hold the view that
the registrar should have such power.,-

ap .

“While the registrar has been obliging.
and helpful in answering our questions;
we have not been able to get him.fo,
approve the floating of more manage-

ment companies and trusts.”
Frustrated unit trust managers be-

taking' such a long time to come to a
~-decigion,” . says association vice-chair-

ik
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| man,Jan Visger. “There should be more
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, lieve Burton is still haunted bv the reat“ - g @
stock market crash of 1969 whlirch in%pnv- " <—_—| ® From Page 1

F'«'.*.ﬂ{'lshe@ thousands of small investors, treet §

" With*the'istock market" approaching 54, = OF th? past I3 years. A

new peaks, Burton is apparently con- - - _HOwever, it is not a ‘get-rich-quick

cerned that the imresting public should vehicle, but essentiall :
: ’ am .
not lose its money, particularly during - lPﬂg-term investment. y edium-to-

his term of office
- " The last fund to be ' :
Burton was unavailable for co 's gi it oot istered was Hill
Rt miment .; Samuel’s gilt unit trust, whi '
yesterday. ' o ", operation in 1985, ch went into

" More than 220 000 smal] i in- -
vest their money in SA’:ll ;nl:.rneisitt:::lsmltg' e Nearly all management companies

The industry has been unsurpassed as a but the

vehicle of investment for the man in the prnlifergfigéxsltrar seems set against their {
-1-_"1-*"*““‘-------...___________-_________-___;_ _ -
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By GERALD
PROSALENDIS

JOHANNESBURG. —
Nedbank is negotiating
with the Triomf board
for the reconstruction of
the beleaguered fertiljz-
er giant. This emerged
last night after Nedbank
yesterday stopped “one
large’’ payment at
Triomf’s request.

The stopping of pay-
ment was described by a
Nedbank official as “not
unusual” but it brought
to a head the long sim-
mering problems which
have attended Triomf
and doubts about its so]-
vency,

Nedbank’s exposure to
Triomf is believed to be
in the order of R300m.

Nedbank MD Gerry
Muller said last night:
“The present negotia-
tions do not mean fore-
closure. Provision has
been made in our new
raising of R345m capital
to cope adequately with
the restructuring that
will have to be made and
to make Triomf a viable
Operation.”

He said there was only
one large item on which
Payment was stopped

yesterday, but is was, h

possible other transac-
tions were delayed by
telegraphic transfer or

- Dn“.—:l _,,_...l i
g T e

Brian Parter hove Alfg tervice facibnes
1 Poarden Eland os well 2 in the

Ports Manager will be happy to

: Norherr and Swuthern Suburbs
Mr Colin Atkin nurh5erwf:e ang 5

help you wilh any enguines
Contact him on Tel No: 51. 1201
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" Louis Lu

other means,

Muller hopestobe jn a
position by Sunday night
or Monday to be able tg
make an announcement
toncerning the conclu-
sion of the negotiations
between the bank and
Triomf

The Triomf problem
has been hanging over
Nedbank for months and
has been seen as the fi-
nal hurdle to restoring
investor confidence.

In its interim report
for the six months end-
ing March 31, Nedbank
allowed for 3 specific
provision, against known
ad debts on which a
loss is expected to arise,
of R138,7m.

Its genera} provision,

i Y - |

Bty mﬂ,@'ﬁ*ﬂ' 84

to cover potential losses
was set at R258.5m after
the transfer of R144m
from distributable re- .
Sérves and R10m to Ned-
fin from the same
source. This made a totg]
Provision for bad debts
of R397.2m.

However, at the time !
observers pointed out
that if one took into
account that the R144m
from distributable re-
5€rves was a taxed
figure, as was the R10m
transferred to Nedfin, .
this would be equivalent
to a general provision of f
about R425m and 2 tota] .
pre-tax provision of °
about R560m., Taken to-
gether with the R345m
rights issue, this makes
for an amount which is |
considerable in any-
one’s books.

In the interim report
to December Triomf de-
clared a loss of R50,5m
which wiped out share-
holders’ funds of
R49.5m.

In May this year, Louis
Luyt announced that he
had launched 3 personal
bid — reputedly set at
about R30m — to rescue
the company from insol-
vency, after a request by
JSE president Tony Nor-
ton for proof of the com-
Pany’s solvency.
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SHORT-TERM INSURANCE

Rumours of financial services sanctions in-
crease while UK Foreign and Common-
wealth Secretary, Sir Geoffrey Howe, delays
his visit to SA.

Insurance connections in London claim
the UK government could apply such sanc-
tions if Sir Geoffrey’s visit is not a “success.”
Yet PM Margaret Thatcher repeated in par-
liament last Tuesday (FM July 4) that her
government “‘does not believe in general eco-
nomic sanctions.” A newspaper report con-
firmed it was unlikely that financial sanc-
tions would feature in any selective measures
supported by the UK government.

However, SA corporate insurance buyers
are not taking any chances. Several big com-
panies are already considering whether their
overseas insurance placings should be re-
placed entirely domestically. Up to R300m
per individual risk could be placed, provided
the capacity included that of local reinsur-
ance treaty facilities.

UK insurers are reportedly ‘“‘tense, as gov-
ernment hedges on sanctions,” fearing that
many leading firms with subsidiaries in SA
“could be prevented from sending funds if
sanctions were imposed.”” A report says sanc-

tions could mean that in the event of a major |

disaster, SA firms would be unable to meet
claims or to call on the UK parent for money.

“The European reinsurance market could
also be prevented from stepping in if the
European Economic Community (EEC) de-
cided to impose sanctions,” says the report.

It is difficult to estimate the amount of
premium business involved because of the
intricacies of insurance and the fact that
inwards business is included in net figures.
For 1984, however, it is broadly estimated
that some R400m in premiums was export-
ed, while about R180m came in. It is the
cover for which these premiums change
hands that is at stake.

Loss potentials

Says Ernst Kahle, GM of Munich Re:
“The history of reinsurance has proved that
a nation or region cannot become fully self-
sufficient in the field of reinsurance. Coun-
tries such as SA have a particular need for
access to world markets; for instance, be-
cause of increasing industrialisation and
building activities, which raise loss potentials
all the time.”

Kahle emphasises: “But we are not par-
ticularly concerned since worldwide experi-
ence has been that ways and means can be
found to circumvent sanctions.”

SA is prone to natural catastrophes, for

which reinsurance cover 1s essential. As one

insurer put it: *I'm worried about this as-

} pect. Total free reserves of the SA insurance

N

Sanctions shiver

S

market could be wiped out overnight by just
one catastrophe claim.”

Treaty reinsurance, however, which pro-
vides greater capacity for taking on, say,
industrial risks, is not so much a problem,

“If the UK or any number of countries
decide to impose financial services sanc-
tions,”’ says the insurer, *“all you need is one
or two notable exceptions to get cover. Be-
sides, you can easily spread it under various
guises and wrapped-up forms.”

If some sanctions did have an effect, the
market could ask the government to come in
as reinsurer of last resort, as with Sasria,
“Otherwise,” says the insurer, “the market
could only provide about R20m capacity per
risk.” (A risk is an incident which gives rise
to a claim or series of claims.) He bases this
on 5% of estimated capital and free reserves
of the total market.

David Way, director of Willis Faber Enth-
oven, disagrees with the figure. “If all insur-
ance companies and reinsurers have to oper-
ate on a net local lines basis, local capacity
would be about R50m per risk.”

Way has classified what he terms the
“sanctions environment” into three: low,

BOOST FOR RESERVES

A weakening rand, which necessitated
valuation adjustments, was a big infiu-
ence in the slight improvement in gold
and foreign exchange reserves in June.

From R3,23 billion in April, the re-
serves improved to R3,53 billion in May
and R3,58 billion in June. Of this, R2,9
billion is accounted for by gold.

The average gold price used to calcu-
late the reserves rose from R719,57 /oz to
R766,15. This is because of the fall in the
rand/dollar exchange value and a firmer
dollar price for gold, which was $346/0z

. on Tuesday afternoon.

The gold stock fell from 4moz to
3,8m oz, but a senior economist feels this
is not indicative of a gold swap (a pledge
agamnst a loan of dollars). In the past, gold
gswaps have been in the region of
400 000 oz or more.

For the long term, economists believe
gold swaps may play a larger role if debt
issues take a negative turn. This will of
course reduce the gold component of the
reserves. It would seem from the June
figures that a large outflow of capital is
not taking place. The weak rand, coupled

with strict foreign exchange regulations,
is ironically the source of some good news.

€N M
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medium and high. The first is already hap-
pening where sanctions on, say, coal and
mineral exports influence thinking among
providers of financial services. “We are al-
ready finding some insurance companies are
saying, ‘no, we don’t do SA business,” says
Way. “That’s been going on for about 18
months.”

Little effect

The effect is, however, minimal. Indeed,
even “medium level sanctions,” as Way puts
it, would have little effect. This is where
insurers overseas are told they must not write
SA business, although the “chances of that
happening are slim, in my view,” he adds.
*“This doesn’t have a terribly dramatic effect
so long as the reinsurance route remains
open.”

The only people who would notice medium
level sanctions would be those who placed, or
wanted to place business overseas, and those
with risk values of, say, R300m or more.
Local cost would increase because of the
removal of international competition. In ali,
perhaps 1% of insurance buyers would be
affected, he believes.

“High level sanctions™ would be where no
business with SA was entertained. Reinsur-
ance would be withdrawn, contracts can-
celled and claims repudiated. “This would
obviously have 2 major impact on the local
insurance industry,” which would be down to
its capacity of about R50m per risk. Such
steps are, however, extremely unlikely, he
says.

Gareth Bradburn, manager of Swiss Re,
says: “l disagree that contracts could be
cancelled, certainly from my company’s
point of view, Indeed, the likelihood of sanc-
tions affecting us is negligible, especially
bearing in mind that Switzerland is not a
member of the UN nor the EEC, and in fact
recently voted not to join these bodies,”

Bill Rutherford, MD of Commercial
Union, has heard nothing from London, and
does not feel there is much to worry about.

Sanctions are, however, certainly at the
forefront of the minds of local insurance
companies. Several observers suggest it is
more a question of putting on a brave face
than really knowing what is going on. W

FREE ENTERPRISE
Call for leaders

Adding its voice to, the weltep0f business
lobbyists calling for $gci
form, Standard Bank
Review,
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leadership dynamic to be able to do so. We
don’t hold the view that Howe is the man
that will assist in galvamsing to that purpose
what little dynamic Pretoria does possess.
We believe too that both Howe and Thatcher
are aware of the futility of attempting to do
so. Perhaps for the present 1t is best that he
stays away.

Our tragedy now is that we don’t appear to
have anyone in the ruling National Party
who can supply the leadership dynamic that
we so badly and urgently need at a mos

difficult and taxing time. We stumble on
with political reforms, the significance of

which is too often masked by our blunders.

However, while Howe would be seen as an
interfering busybody here, that might not
necessarily be the case among the frontline
states. Having been rebuffed by Pretoria, he
will no doubt have gained face among the
dictators to the north who harbour the ANC
and a lot more that is undesirable.

He is in a position, therefore, to get across
to them in uncompromising fashion, which
we are told is his droll characteristic, that if
the full force of punitive sanctions were ap-
plied against this country, they cannot hope
to receive succour from a guilt-ridden West,
Nor do they have a moral claim to be cush-
toned from the rigours that they want fellow
blacks in SA to face in consequence.

has of winning our recalciifant Boe
appeasement.

It 1s probably clegr to the ANC that the
country is not on tie brink of revolution and
that the hooligadism of the comrades could
have rapidly ¢fminishing returns. The atten-
tion of the Mmedia has also given the ANC
leadership” new dignity that could be en-
hanced/by a readiness to seek compromise.
They have much to gain now by demonstrat-
ing that they are reasonable.

They are also cannily aware in the ANC

and in the frontline states of political real-
ifies even if they are not too good on some
EConomic Ones,

Perhaps, therefore, that is the more sensi-

_ble diplomatic path to tread and that is

presisely what Howe is doing.

A measure of success north of the Limpo-
po would enable him to face the Bothas in
Cape Town later on with some concrete
diplomatic advance which they would not
want to ignore or have any difficulty ac-
knowledging in public. Trouble right now is
that if he were to appear in Cape Town he
would have nothing remotely of that sort
with which to parley. N

BANKING

Riding a wild horse

Chief executives in banking, in common with
their clients, are facing more than a handful
of critical issues. The sector’s time-honoured
method of making profits out of the differ-
ence between the cost of deposits and interest
charged on loans — their margin — still
reigns supreme. But banks are in the throes
of change, experiencing their own kind of
revolution. There is a rough ride ahead.

Chris Ball, Barclays’ CE, says the most
important current issues are management of
the balance sheet, and management of risk.
The most important development for the
future is greater bank supervision; and the
most important factor for profitability is the
changing composition of bank revenues.

A big problem is that lending books are
practically flat; new credit demand from
largeiborrowers is static. Banks remain wary
of lending to less-creditworthy small fry. But
the sector is still a major employer and few
employees have been retrenched — in sharp
contrast to other sectors.

A number of important trends which have
emerged in recent years could reach maturi-
ty this year. Capital bases will have to be
raised to comply with new regulations; banks
will increasingly need to emphasise profita-
bility rather than pursue market share.

To improve efficiency, hundreds of mil-
lions of rands have been spent on technologi-
E:al development (see table), and the real

Banks’ profitability is vulnerable to eco-
nomic and political developments — and
the need for higher reserve requirements.
So they are going for profit, which could
mean better client service and less scrab-
bling for market share.

fruits are still to be seen. Moreover, the
competitive emphasis in marketing has shift-
ed clearly to customer servicing — for which
hi-tech automation is important.

The costs of evolving banking practice,
tough economic conditions and changes in
tax law have all hit bottom lines, Bank shares
— which have underperformed the JSE
financial and industrial index in the past six
months — do not offer exciting prospects.

Interest rate uncertainty {which affects
margins), flagging confidence (which is un-
dermining economic recovery and credit de-
mand), fears over bad debts and the need to
bolster reserves could all limit potential. The
political scene is not making things easier,

There are other areas of concern. In com-
mon with other industries, the departure of
employees, for what appear to be safer
climes, has drained skills from some banks.
That aside — as some senior bankers admit
— there are weaknesses, particularly at mid-

L
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dle-management level.

Staff movements — in an industry re-
nowned for staff loyalty — are on the in-
crease. The smaller and sometimes more
specialist banks — Rand Merchant, Volks-
kas, and Finansbank — are known for their
head-hunting and attractive pay packages.
Another banking tradition has been the large
slice of income paid in perks; when perks are
taxed as cash, employer-employee ties will
become more tenuous.

Perhaps most important to profitability is
the changing composition of income. With
lending flat, banks find capital under-used.
“New"” loans are more often simply rollovers
— so income from that source remains static
and under pressure from interest rate
changes.

Funding mix is vital to the maintenance of
earnings. Nedbank, for example, has some
60% of deposits on short term, making it
vulnerable to sharp rises in interest rates; but
decreases give it an automatic fillip.

Conversely, Bankorp is well placed to
benefit from swelling interest rates, with a
good weighting towards long-term deposits.

The primary banking task now is asset and
liability management, but interest rate vola-
tility makes planning near impossible. Banks
are making relatively more profits from fee,
rather than margin income. And profits are
made in the market by trading securities:

. - il
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RATING THE BIG FIVE

Earnings per share 1985 _I '
Yoar {Estimate) Earnings: Earnings: Taxed profit: valued.
ganl; End Prico 1986 1987 Total assets NAV Total assets With Old Mutual behind it, Nedbank
tandard 31 Dec  1975c 255¢ 290c Orfaiﬁ 19,5% — {| could attract attention as a recovery stock.
Barclays 31 Dec  1900c 24350 300¢ 0.53% 13.4% __{ | Progress on the Triomf imhrﬂgliu would bol-
| | Nedbank 30 Sep 580c 6b¢c 77¢ — 17% 0,63% || ster the recovery potential enormously.
Bankoarp 30 Jun 316¢ 115¢ 100¢  0,18(0,44%% 7.3 (17.6/% — Bankorp 1s at 330c¢c after its rights issue
Volkskas 31 Mar 1100c¢ 176c 200c¢ —— 11.6% 0.46% p g .

But uncertainty about earnings next year —

Notes 1. Nedbank's profits were understated due to the closure of foreign operations. 2 Bankorp following a 60% increase in the ordinary

38

bills of exchange, bankers’ acceptances
(BAs) and negotiable certificates of deposit.

As the returns on these are small, volumes
have to be massive — and this makes profita-
bility ever more a function of greater risk.
This means “traders” in bank securities may
have become a euphemism for speculators.

The danger for the sector, and the eco-
nomy, is that a bank can become over-traded
in secondary markets — money, capital,
BAs, gilts, and interbank loans — and so
exposed to large loss positions should interest
rates move adversely. As one banker puts it:
“You can easily find yourself on the wrong
side.”

It could happen to any bank. Nedbank’s
R.142m potential or book loss on its gilt
portfolio at end-February arose from an ag-
gressive position in the gilts market. It ex-
pected interest rates to fall, not firm.

Nedbank’s Anton van der Merwe Vance
says he is happy with the balance sheet and
risk management — especially after the
recent R350m rights issue. The bank has
undertaken a successful mop-up operation in
the past four months and is emphasising
quality in existing and new business.

The litany of troubles at Nedbank illus-
trates an important safeguard of the sector:
that the Reserve Bank stands ready to pre-
serve stability as lender of last resort. It
emphatically stood behind Nedbank during
the recent run on some branches, as deposi-
tors (temporarily) withdrew. This and the
documented troubles at African Bank have
set both bankers and investors on edge.

To monitor its position, Barclays has cre-
ated a special assets and liabilities manage-
ment committee (Alco). The task is chal-
lenging, to say the least, for risk is always
characterised by the unknown; by intangi-
bles. The authorities are working towards
greater official supervision, especially of in-
ternational banking operations.

Probably owing to bureaucratic sta-
sis, the drive to increase banking
supervision 1s taking longer than it

One characteristic of the sector is the lack
of any single indicator of worth. Perhaps the
best 1s the share market. On dividend and
earnings prospects, Stanbic looks one of the
more attractive banking investments. In-
deed, at 1 825¢, it offers a 3,9% dividend, the
narrowest in the banking sector.

But Stanbic’s solid earnings record indi-
cates that it offers the sector’s best prospect
for short-term dividend growth. As indicat-
¢d, banking shares are
not currently in vogue —
though Stanbic is often
recommended as a Core
banking portfolio stock. §f

But if Stanbic’s total Ei
dividend next year rises B
from 71c to 80c, the pro- [

only 4,4%. This, perhaps, i3 B
is not sufficient to attract f |
investors. With higher [ |
dividend yields, Stanbic’s fg |
preferred ords could offer |44 |
a more profitable point- [
of-entry.
At 2 000c Barclays pii |
looks expensive, and 1t 1s B
believed the dividend fiA
may remain unchanged
this year. But Barclays has undertaken much
cost rationalisation, and the longer-term
earnings advance could be impressive.
After its rights issue, Nedbank touched
655¢ but now stands at 630c. The deferred
ords, however, are priced at 580c. These
carry no dividend this year and, assuming
Nedbank's total dividend rises from 30c to
35¢ in the end-September 1987 financial
year, stand on a 6% prospective dividend
next year — which makes them look fully
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should. Ball argues that supervision is {3
merely an administrative function.
The authorities monitor lending vol-
umes; and in measuring activity en-
sure that ventures have not crossed the

red risk line.

This may be a safeguard for deposi-
tors — but increased supervision must
be an additional cost if it means higher
capital ratios. For the time being,

Hi-tech
investment trends
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there is little joy for investors in bank

Al —

profitability ratios in parentheses are prior to abnormal and extraordinary 1tems, share Eﬂpilal — is A majnr damprsner o1
Source: Martin and Co. Inc. prospects.
At 130c, Trust (a Bankorp subsidiary)

offers a 6,8% dividend yield. It appears very
weak and a policy of limited disclosure has
detracted from its rating. The market be-
lieves — despite disclaimers by CE Chris
van Wyk — that Trust needs a huge rights
issue to bolster reserves, and that it has been
hit by heavy bad debts.

Volkskas, at 1050c, is rated on a 5,5%
dividend yield. The share historically tends
to move sharply withina R9-R12 range (two
weeks ago it was 950c). In its lower range it
usually offers potential
for trading gains. But the
dividend record is medio-
cre, with pay-out pegged
at 158c for the past three
years.

Hill Samuel’s (Hill-
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#4 favourable publicity and
2| a solid set of second-half
#4 results in its year to end-
] March, remained stuck
around 240c¢ in the first
=xb p224 half of 1986, before

1 b7 shooting up to 300c last
Y Bad week.,

el R Rt R
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iR [%77] some ecarnings recovery
- #7372 this year, after the effect

e ey £/ Hillsam can expect
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of last year’s heavy write-
offs on its lending book. But its profit record
has fluctuated sharply.

Sage (not strictly a bank) has outper-
formed the sector in the last few weeks,
rising from 950c¢ at end-April to 1 100c.

Sectoral profitability is exposed to eco-
nomic and political developments and the
need for higher reserve requirements. The
latter dictates that banks must bolster profit,
which has resulted in competition focusing
less on margin-paring drives for market
share, and more on the quality of client
SErvice,

The International Accounting Stan-
dards Committee has produced a doc-
ument on bank accounting which calls

_for statements comparable with those
@ of normal businesses. If this line is
< adopted In SA it should ginger up
confidence and make analysis easier.
| When new capital requirements are
met and greater supervisory powers
given to the central bank, banks
should generate more investor confi-
dence. But what banks really need
now is an upturn in business activity
and more quality credit demand. And
that may still be some way off.

shares.

197911980 11981 1 1982 '1883 119584 | 1985 | 10686
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Detalls ef deal expected w1th1n next few days

..erqgiant.-This emerged late yester-*

day after Nedbank had stopped a

:ilql'i%e gl yment at Triomf’s request.

ocked payment was described |
by a Nedbank of icial as not unusual. But
© it brou ght to a head the long-simmering -

problems attending Triomf and doubts .

about its solvency.

" Nedbank’s exposure to Triomf is be- b

lieved to be in the order of R300m.

- Nedbank MD Gerry Muller said last .'

" night: “The present negotiations do not

mean foreclosure. Provision has been .
, made in our new raising of R3456m cap- {'
* ital to cope adequately with the restruc- »
turing that will have tn be made and to :

make Triomf a viable operation.”
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"' GEHALD PROSBALENDIS .
" Ecunumius Editor

rlomf debt
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NEDBANK is-negotiating with the: »
“IFriomf ‘board: for the total recon-
+gtruction.of the'beleaguered fertiliz-"" ““1 B

He sald there was nnly one large item -

un which. 'F

ayment was stuﬂped yester-
y, but

‘was possible other transac-

tmns had been delayed by telegraphic

' transfer or other means.
Muller hoped to be in a position by
Sunday night or Monday to be able to

make an announcement over the conclu- -

smn of negotiations with Triomf.
The Triomf problem has been hanging

" over Nedbank for months and has been

seen as the final hurdle in the way of
restoring investor confidence.

In its interim report for the six months
to March, Nedbank allowed for a specific

provision — against known bad debts on '

* which a loss was expected to arlse —of v

R138,7m. ) B
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Its general provision — to cove fputen-
tial losses not specifically identified —
was set at R258,5m after the transfer of
R144m from dlstrihutable reserves.and
R10m to Nedfin from the same source.'

* 'This made a total provision for bad dﬁhFS

of R397,2m.
Hewever, at the time observers pnmt-

ed out that if one took into account that ,
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the R144m from distributable reserves -

was a taxed figure, as was the R10m
transferred to Nedfin, this would be
equivalent to a general provision of
about R425m and a total pre-tax provi-
sion of about R560m.

Taken together with the R345m righis
issue, this makes for an amount wh&chils
considerable in anyone’s books. | '™ 1

In the interim report to December,
Triomf declared a loss of R50,5m, which
wiped out shareholders’ funds of R49,5m.
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| Shouldn’t they have got it ;
| right first time?”

- commission. He now has to

. way through the term, cost- &

Vei\\d

A mutual tangle?

Disentangling the affairs of AA Mutual In-
surance (AAM]I) could give the liquidators
more headaches than they bargained for.
One will concern the position of brokers’
commissions on cancelled business.

A calculated guess of unearned commis-
sions involved suggests that as much as
R20m could be outstanding. The question 1s,
who owes what to whom? It is a highly
emotional topic, especially for clients who
had to fork out large premiums for alterna-
tive cover while becoming a creditor to
AAMI for premiums on can-
celled policies.

Brokers have been earning
windfall commissions.
Though, as on¢ observer re-
marks: “Why should brokers
receive a second dollop of

commission for placing busi- . « WL~ ~

ness with another insurer”?

Says an insurer: “['m not
sure what the brokers are
doing. But supposing 2

broker had placed R20 000

of business with AAMI and
received R4 000 (or 20%)

find a new underwriter half-

ing the client at least another
R10000 in premium, but
giving the broker another R2 000 commis-
sion.”

Now the broker could go to the client and
say: “As a gesture of goodwill I won’t charge
commission a second time.” And, there
again, the client might say: *‘Big deal, you
shouldn’t have placed with AAMI in the first
place. You pay the premium.”

Don Gallimore, executive director of Pri-
ceforbes Federale Volkskas (PFV), says: *It
has involved a great deal of work for brokers,
while there's still the claims mess to sort out.
So maybe we've earned that extra amount.”

But PFV has left it to branch managers.
“It’s a matter of negotiation between the
various offices and their clients,” he says.

Refunding of commissions has been a
practice on bigger accounts for many years,
since they are based on relatively high premi-
ums. Sometimes brokers chargea fee instead
of commissions. Either way, the mechanism
for negotiation is available, at least for the
corporate insurance buyer.

But are brokers still liable to AAMI for

unearned commissions? There are even more |

theories on this one.

“Whatever the liquidator pays out, he will
debit the appropriate rate of commission,”
kelieves Bill Rutherford, MD of Commercial
Union. So, if the liquidator announces &
ssttlement of 50c in the rand, the client

would get back 50% of hus outstanding gross
premium, or R5 000 based on the above

Newman

example. The broker would pay AAMI
R1 000 back in commissions.

In other words, he’d have earned R3 000,
or 33% on the half-year’s premium. Doesn’t
that contravene the Insurance Act which
says 20% is the maximum, or is this a special
case? No one seems to know.

Another insurer disagrees. He says surely
brokers are debtors for the full amount of
unearned commissions. This should go into
the overall pool from which the liquidator
will determine the dividend. Or, perhaps
brokers should receive additional remunera-
tion as part of the overall liquidation coOsts.

Mike Newman, MD of Guardian
National, says the 1ssue is tricky. “But the

" broker has been paid com-
Gl 1ission for annual business.

At the time the contract was
taken out neither the insur-
er, client nor broker antici-
pated AAMI would go un-
der.” So he feels the broker
should keep the whole com-
., Mission.

i “But it's arguable whe-
. ther a broker should get ad-
& ditional commission when
% replacing business,” he adds.
/8 “1 don’t think they're enti-
A8 tlcd to it. Insurers taking up
R A AMI business should |
i therefore pay a net rate.”
S (Which suggests Insurers
BEERSA obtain the new business at

geen AAMI's expense.)

As for cancellation, Ruth-

erford says: “‘Normally 1
would pay direct to the client and debit the
broker the commission element.” Perhaps
AAMT/’s liquidator would work on the same |
basis. Bul many larger brokers operate a
commission, or trust, account with the insur-
er. Only the net amount is refunded to the
broker who, in turn, must refund the gross
amount to the client. In this case, as Onc
broker admits: “There’s no way the 1nsur-
ance company can check the full refund has
been paid to the client.”

Meanwhile, most brokers have held large
amounts on trust account, some paying in to §
the liquidators, others refunding to chients.
Says a major broker: “We haven't paid
AAMI since March. We have processed can-
cellations and refunded all gross premiums
except for the periods for which AAMI has
been legitimately on risk.”

So sort that lot out. |




The Minister of Finance’s decision inge
laws to prevent South African investors depositing
savings in the Ciskei has been strongly cpitigised by

Mr C B Jennings, chairman of the Ciske; ng So-

ciety (CBS).

The CBS, whose investments have pwn to
R13,2 million in the 18 months since its establishment,
has financed the building of hundreds of homes for
Ciskeians.

Speaking at the annual general meeting of the so-
ciety in Bisho this week, he said it was difficult to
understand the reasoning, particularly as Mr Barend
du Plessis had just announced hundreds of millions of
rands would be made available for low-cost housing
in South Africa.

“How can he legislate against the State of Ciskel
which is attracting funds through its own building
society to provide housing for Ciskeian citizens with-
out taking money from South African taxpayers
pockets?”’ Mr Jennings asked.

In housing projects financed by CBS most of the
new houses under construction were not “low cost”
but were being sold at prices ranging from R30 000 to
R100 000. There were hundreds of new homes spring-
ing up in the veld, giving Ciskei the appearance of
any modern white town on the Reef.

Houses at Phakamisa, built on stands of between
400 and 500 msq, sold at more than R100000 each.

Some were designed in western fashion, others had an

ethnic look. R “
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A major breakthrough in the
fmancmg of black taxi pur-

.} chases by Weshank was an-
| nounced yesterday by Godfrey

| Ntlatleng, vice-president of the
‘| Southern Africa Black Taxi As-

sociation {Sabta).

From yesterday, the new deal
with Wesbank will enable the

1 bank to approve loans using spe-

.cial related criteria devised by

' Wesbank and Sabta.

Sabta’s marketing arm, Taxi
{ SA, has for three months heen
negotiating with Wesbank to
bring a better understanding of
the black taximan’s financial
needs closer to Weshank offi-
cials.

Said Mr Ntlatleng: “Sabta
members constitute the biggest
united group of free enterprise

biacks in SA.

“Operating in a white-domin-
ated environment, we put our
own house in order and then
started looking outside to im-
prove the taximan’s life,

“Although we have been mak-
ing use of Wesbank’s facilities
for some time, we have been un-
comfortable with the current
arrangements.

“The biggest stumbling block
has been the fact that Wesbank
has been applying what we call
‘first world criteria’ in evaluat-
ing the credit-worthiness of
Sabta members.

“Most of our members do not
understand these criteria and
are uncomfortable with the cur-
rent procedure.

“The new deal we have en-

Wesbank, Sabta in loan bréaﬁ (9

tered into with Wesbank will en-
able Sabta to play a direct part
in the decision to approve an ap-
plication for finance.”

In terms of this arrangement
Sabta wiil provide Weshank
with adequate security to facili-
tate a relaxation by Wesbank of
their normal credit require-
ments.

The arrangement hinges
around the concept of collective
responsihility.

| Mr Ntlatleng added: “We be-
lieve this decision by Wesbank
will have a tremendous impact
on the market.

“It would enable Sabta mem-
bers currently unable to meet
the financial criteria being ap-
plied, to obtain immediate fi-
nance,

had a previous credit record.

“The other problem is that

-I.-l

banks have been calling for
proof of ability to pay. How can';
a man earn before he has a
tax1?

!'J'

“In terms of the new 'deal -

members will be subjected -to
requirements that are far less
stringent than those currently
being employed.

A motor vehicle manufactur-
er that is committed to supply-
ing taxi vehicles to the indus-
try, commented: “This is the
shot in the arm we have beén
waiting for and could lead 'to
possible re-employment of hun-:
dreds of retrenched motor and
allied workers.” — Sapa. - .,
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ses
face a cash-flow crisis as bad debts
and slow payments by debtors in-
crease.

L )
: Worst slow payers, say businessmen, are
Ehl%cnmpanles —revel for small amounts.
' Computer sy Fliers, small manufacturers,
weontractors, puE le relations and advertising
«companles are faced with problems.

One promotlons consultant has written off
‘R4 000 In bad, debt — half owed by a large
corporation. A manufacturer of cnmdputer
furniture has learnt the hard way and now
demands cash on dellvery — at great cost to
the order book,

* Eeconomy harmed

Michael Katz, a supporter of small busl-
ness, says: “Small flrms and people In the
informal sector have lEcFE] rlg ts. They
-should charge Interest and include It in the
amount they clalm In court.

“However, many small concerns cannot
afford to challenge the big companles in
court,”

Professor Katz says many small businesses
rely on a major cllent. If the client goes under
or does not pay, the supplier may have tq
borrow to pay staff — or close shop.

This Is harming the economy.,

When the time comes to hand over g debt,
businessmen should ask for a lawyers' esti-
mate of costs before going to court,

Jan Prinsloo, general manager (Transvaal
and Free State) of the Small Business Devlop-

ment Corporation (SBDC) says: "The trend is

HUNDREDS of small busines

Big firms worst of slow payers

Lynn_Smerczak

becoming critical. Bad debt and slow ay-
ment are one of the most serious prnblgma
facing the fledgling small business sector.”

The SBDC will soon start a “legal clinie” to
help small businesses.

r Prinsloo says: “It is time business —
large and small — developed a gense of repo-
sibility and recognised the need to pay on
time. Cash management 1s a crucia) skill In
managing a business.”

Ken Mills, managing director of Credit
Management Learning Systems, 34y8 money
management expertise is essential.

“Everyone I8 quilck to blame debtors. ]
argue that the credit granters are as much to
blame. You have to open credit lines to get
Into the position of having money owed to
you,

“What is the polnt of a full order book, if
youdon't get pald? A company accustomed to |
paying after 80 days will not change for you
— and you have to plan for this.”

Small businessmen, however, balk at the
ldea of openly checking the pedigree of big
customers, or askln% for money.

Mr Mills finds thls strange. “Why be
ashamed to ask for what I3 yours? any
Fec:ple In ousiness are cmllv1 Interested In mak-
ng sales and seem {0 have forgotten the
proflt motlve.”

Mr Mills says discussion with a debtor can
often be mnre productive than threats. Other
means of keeping afloat If customers cannot
Fny I3 to take cesslons and guarantees, or ask
or guaraniors.
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THE 1986 tax bil}
1s in the books,
but the  Ciskei

Building Society oA
(CBS) is still
waging battle g wo#75
against a provi- [ Ry, - .
sion it says coulq e

impede the inde- ,
pendent state’s efforts to main:

tain economic growth without

ouiside help.

The measure also tp-::-ints to the like-
lihood of broader efforts by govern-
ment to counter the success of Cis-
kei's status as a tax haven in
atiracting outside investment,

CBS, now 18 months old, built up

rfunds in the past year by taking depo-
 stts from SA investors attracted by
Ciskei’s 15% personal income tax.

Finance Minister Barend du Ples-

sis effectively shut off the loophole

last month, when he ordered that in- -

come from investments in foreign
building societies would be taxed at a
rate that brought after-tax income in
‘Hne with that available from compar-
“able local investments.
v+ -Analysts say the move was meant

ear. They say deposits have come
argely from a low-profile network of
investors who are friends or ac-
quaintances of the society’s directors.

Approximately R4m of the soci-
ety’s R23,5m in deposits have come
from SA investors attracted by the
tax advantage, according to execu-
tives,

CBS. executives continue to decry

| the measure — “it is difficult to un-

derstand the reasoning”, said chair-

. man Cecil Jennings — bhut are in a

weak position to change govern-
ment’s thinking.
The man who could put some politi-

. cal weight behind the society's argu-

ment, Development Bank of Southern
Africa chairman Simon Brand, is said
to be unwilling to champion the soci-

ety’s cause in government cireles.
The tax law change would force
CBS to raise its deposit rates to as
much as 1,5 percentage points above
rates offered by SA societies in order
to attract funds. Evep then, said MD
Edgar van Deventer, the society is
unlikely to attract enough deposits to
meet the growing financing needs for
housing around Bisho, Ciskei’s new
capital city.

Observers say the larger question
now is whether this relatively insig-
nificant action will lead to further
attacks on Ciskei’s free market ap-
proach.

“It’s been almost explicitly stated
by Margo that the Ciskel system is
one that will not be tolerated,” said
Arthur Andersen’s Kevin Wiles. “And
SA has the power to nullify any tax
advantages of Ciskej.”

% more as insurance against the possi-
phility of a large future drain of tax
revenue into the tax havens than as a
reaction to the present loss — seen as
'small by any standard.
" CBS officials, for example, esti-
mate the total tax loss to SA on in- -
.come from,its SA-based deposits to-.,
talled ju;lafgijﬂ 000 in the current
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Own Currespondengs -

JOHANNESBURG. —
Refusal by Nedbank to
honour cheques and de-
mands by creditors for
repayment of debt, both
totalling R29m, caused
the cash crunch that
forced the fertilizer
giant Triomf to apply for
provisional liquidation
of its Richards Bay plant
yesterday.

The application,
brought ex parte hy
Triomf director Laur-
ence Pereira, was grant-
ed by J ustice R J Gold-
stone 1in the Rand
Supreme Court with a
refurn date of SEptem-
ber 16.

David Rennie of Sy-
fret’'s Trust, Ben de Wet
of Kaap- Vaal Trust and
Billy van de Merwe of
Hofmeyer Van De
Merwe have been ap-
pointed joint provision-
al liquidators, a Ned-
bank spokesman said
last night. '

Nedbank chairman
Owen Horwood said yes-

——

I' ‘ats aVFaVal pd ] I

edbank
stake in

terday that the bank
would hold 75,1% of the
restructured Triomf,
which would consists of
only the Potchefstroom
plant.

The existing share-
holders, Triomf, the
Natmnal Maize Pruduc—
ers Organisation
(Nampo) and the public
will retain an interest of

. 24,9%. The bank's 75.1%

share in a restructured
Triomf means it has
gained full control of the
company.

Prior to this, Louis
Luyt and Nampu held
about 52% of Triomfs
egquity. Co-operatives
had 16% and farmers
and other investors the
rest.

“This is obviously not
an investment Nedbank
were looking for. It is
safe to surmise that Ned-
bank want to remain
bankers and therefore
the present arrangement

~ 1s only temporary,” said

a source close to the
bank.

According to the court
document Nedbank
stopped payment on July
11 of cheques to suppli-
ers totalling R9m. In ad-
dition Nedbank refused
to offer any further fi-
nancing. -

Concerned

“Nedbank were obvi-
ously extremely con-
cerned about Triomfs
trading position, par-

v it 1L, I

ticularly because it did
not look as though the
company would pull out
of its present nosedive,”
says a banker.

In the court papers
Triomf cited demands
from other creditors for
immediate repayment of
debt totalling R20m
following “the negative
pubhc:ty the appllcant
enjoyed in the press in
the last few days."”

The Richard’s Bay
plant had sustained op-
erating losses totalling
R54,7m for the eleven
mﬂnths ended May, and
Triomf projected a fur-
ther loss in June of at
least R2,5m. Total accu-
mulated loss was
R117,5m which had ef-
fectively wiped out the
subsidiary’s capital
base.

Triomf said its operat-
ing position had weak-
ened hecause of higher
input prices, the decline
of the rand and lower
selling prices in over-
seas markets.

It also blamed Foskor,
the IDC controlled rock
phosphate supplier, for
“high and unrealistic
prices’ charged for
phosphate concentrate,
an important input tn
fertlizer production, as
well as the rallways for

“unrealistic” charges for
transport of the phos-
phate concentrate be-
tween Phalaborwa and
Richards Bay.

Assets

In addition, the sub-
sidiary sustained ex-

penses of R18,5m due to
fluctuations in the ex-
change rate and R224m
from interest charges on
its R160,9m debt.

However, from the
court record it appears
the Triomf Richards Bay
plant was not technical-
ly insolvent, with net
worth of R56, 9m at buuk
value.

Total assets are
R343.9m and liabilities
R287m. This points to
the importance of the
creditors’ and Ned-
bank’s demands in fore-
ing the liquidation.

It is at present uncer-
tain how much the sub-
sidiary could raise on re-
alization.

Fixed assets are val-
ued at R263,5m but jt is
unlikely given that the
fertiliser industry is op-
erating at below 50% ca-
pacity, that Triomf could
raise as much as half of
book value from a sale of

5 75%
riomf

rr‘

CHl 7, rp\
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plant and equipment.

However, most of its
current assets of R79.3m
should be readily sold at
close to book value.

In the court papers the
subsidiary said it was
under pressure from
local utilities and its
1000 employees fcon-
cerned about paymerits.

Bankers believe Ned-
bank will carry the re-
structured company and
sell off the shares once it
is viable.

Says a banker: “Ned-
bank could not afford to
hold on to the Potchef-
stroom plant for too long
as 1t would impair its
capital base — capital

would not be available.

for expansion of normal
banking operations.”
But a Nedbank spokes-
man said: “The manner
in which the restructur-
ing is done will deter-
mine whether it will im-
pair the bank’s capital
base or not., It could be
structured in a manner
whereby the capital im-

pairment would be more
or less the same as the
existing requirement for
the facilities presently
extended.”

Following the suspen-
sion of Triomf and par-
ent Landchem shares
JSE President Tony Nor-
ton said last night that
“an announcement is ex-
pected any day now and

thereafter trading will

be resumed”’.
Yesterday Nampo

chairman Hennie de
Jager criticised the
government for failing to
intervene to save the
Triomf Rjchards Bay
plant.

-He said internal cost
pressures had killed off
“this large processor of
raw materials for export,

' This unco-operative
attltude was to be regret-
ted because of the hun-
fireds of jobs lost with
'%he closing of the plant

‘at a time when govern-

-ment is spending mil-

lions in an effort to cre-

|
ate work opportunities.”

He said speculation of
the the future of the Pot-
chefstroom fertilizer
factory had ended. It
would now fulfil all or-
ders and would be ex-
panded to hold its mar-
Ket share.

Nampo's involvement
with Triomf would con-
tinue and with the active
entry of a new partner
(Nedbank) the Potchef-
stroom factory financial
‘stabilty was assured.
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‘Retrenc

bank staff hik
4 L Own Correspondent

LONDON. — A substantial reorganization of the,
Standard Chartered banking groub - including fur-y\
ther retrenchment in South Africa — is expected 1n
\the months ahead after its pyrrhic victory over
Lloyds Bank whose .,1£1_,3-bi11iun bid failed at the
I'v,',eekend. ! - |
¢’ Standard’s chief executive Mr Michael McWilliam
yesterday forecast the likely flotation of its note-
issuing Chartered Bank in Hong Kong as one obvi-
olls repercussion of the bid. ° $on
“Other parts of the bank may also be floated off as
is happening with the Kenyan operations.
; Other moves could include sale and leasebacks on
‘ the group’s new £83-million headquarters in Lon-
don and its £136-million, 44-storey tower block in
Singapore and retrenchment 1n South Africa.
Lloyds ended up with 44,4 parcent of Standard

¢, for the bidder. '
It "was the late apd dramatic share buying of
+ yarious “friends” of Standard — Mr McWilliam
called them “gquires’ — who scuppered the deal.

The biggest power-play came from 68-year-old
shipping magnate Sir Y K Pao, a former deputy
chairman of the Kong Kong bank to which he is still
an adviser,

Robert Holmes &’ Court, a valued Standard cus-
tomer who holds a $2-billion line of credit with the
bank, and Tan Sri Khoo Teck Puat of Malaysia, also
bought heavily along with other Hong Kong inves-
tors and Tiny Rowlands of Lonrho who is an impor-
tant customer in Africa.

1t Jooks as though together they bought from sell-
ing institutions around 35 percent of Standard’s
shares. But as Mr Smith points out with a further 44
percent backing from Lloyds there were very few
shareholders who refused to sell and back Stan-

In fact barely 20 percent of the bank’s sharehold-
ers on the register at the beginning of the year are
still there now, according to Mr McWilliams.

Analysts are expecting Standard’s shares to weak-
en on the weekend price of T75p which compares
with the 870p for most of the recent share purchases
when the stock market opens this morning.

However, the fall is expected to be limited while
¢o many possible developments may stem from

1 Standard’s new shareholders. «Without them the

. price would be nearer 600-650p," Mr Smith said

. yesterday.

A seat alongside chairman Lord Barber is to be

~ offered to gir ¥ K Pao by Qtandard after his extra
£125-mi11inn-investment in the bank. “We would be

' honoured and flattered if he were to join the
board,” said Mr McWilliam. |
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BANKING

Stancha

Financial Staff

‘THE Standard Bank Invest-
ment Corporation (SBIC),
which controls all Standard
Bank operations in South Afri-
ca, has issued a statement in
which it flatly denies that it
has any intention of laying off
staff.

The statement follows a re- -
port from London appearing .

in certain morning newspa-
pers today that the Standard
Chartered Bank would have to

T —

rescue:

retrench further in South Afri-
ca following its defeat of the
Lloyd’s takeover bid.

The SBIC says that reports
of staff retrenchments are
“without foundation”.

It continues: “Neither the
SBIC nor anK of its constituent
companies has any intention
of reviewing their staff com-
plements or changing their
staffing arrangements in con-
Sequences of negotiations be-
tween Standard Chartered

fenchiments in SA

Bank and third parties.”

® Standard Chartered’s share
price fell 57p to close at 718p
on the London Stock Exchange
yesterday.

The fall left Standard Char-
tered’s three leading saviours,
Sir Yue-Kong Pao, Tan Sri
Khoo Teck Puat and Mr Rob-
ert Holmes a Court, holding
between them paper losses es-
timated at £39.7 million {about
R 140 million).
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