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BUSINE

SS

PHILOSOPHY

F

irstRand is a unique “federation” of business entities, held

together by a shared business philosophy which has its roots in an
entrepreneurial culture. Its components are distinctly autonomous
with an owner-manager culture. They are first league players that
focus on their area of expertise and are able to leverage off the
skills of their team mates.There is an interdependence that is clearly
understood due to the vigorous debate of the business case; which
option generates the maximum sustainable profitability.
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OPERATING

STRUC

TURE

T

he entities within the FirstRand Group report for operational

effectiveness into FirstRand Insurance Holdings and FirstRand Bank.
These two coordinating and operating units enable FirstRand to direct
the two divisions which have separate but complementary strategies.
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STRATEGIC ENABLER
The role of FirstRand is that of a
strategic enabler and facilitator.
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’S REVIEW

T

he vision was to create a new group of companies
structured with critical mass to take advantage of the

convergence of boundaries and changing paradigms in
the financial services industry without the limitations
imposed by minorities in operating companies.
A

The vision was to create a new group of companies

YEAR OF CHANGE

Throughout the world there is a rapid transformation in

structured with critical mass to take advantage of the

the financial services industry. The boundaries between

convergence of boundaries and changing paradigms in

banking and insurance are becoming increasingly

the financial services industry without the limitations

blurred. Competition, technology, consumerism and

imposed by minorities in operating companies.
After some four months of negotiations, the

resulting legislation are changing the shape of the
financial services industry. The arrival in South Africa

principal shareholder of Momentum Life, RMBH,

of numerous new foreign banks since we were

and AAC agreed to merge their respective financial

welcomed back into the international arena has

interests with effect from 1 April 1998.
In so doing, the controlling shareholders recognised

contributed to increased competition.

that Momentum Life and RMB were seen as pioneers

Leaders in the financial services industry have
responded by using technology and innovative

and innovators in the segments of the financial services

distribution systems to improve efficiencies and

industry in which they operated. Their entrepreneurial

service to customers. Opportunities have been sought

and empowerment management style, coupled with their

to share infrastructure, particularly in the field of

profit focus and excellence in the field of technology,

technology, and rationalise back office functions to

made them ideal partners to exploit the synergies

improve operating cost ratios. Leading institutions

presented by AAC’s interests. FNB and Southern Life

have also sought to broaden their product offering to

each serviced a broad client base, thereby providing

existing clients.

critical mass and a vast distribution network. In addition,
FNB’s local representation was supplemented by a

It was against this background that the merger
which created the FirstRand group occurred. The

London based international operation. FNB’s extensive

merger combined the financial services interests of

computer network created opportunities to reach more

The Anglo American Corporation of South Africa

South Africans at a lower cost.
It was decided that the holding company’s

(“AAC”) and RMB Holdings (“RMBH”). The principal
companies involved are First National Bank Holdings

subsidiaries should, where possible, be wholly owned to

(“FNB”), one of the “big four” commercial banks in

give flexibility and remove the limitations imposed by

South Africa, The Southern Life Association (“Southern

minorities. This arrangement would allow the group to

Life”), Momentum Life Assurers (“Momentum Life”),

be structured by product, market segment or distribution

the fourth and fifth largest insurance companies in

channels. This, in turn, would allow business units to

South Africa respectively and Rand Merchant Bank

focus on their core compentencies and facilitate the

(“RMB”), a leading merchant bank in South Africa.

optimum use of capital.

E IGHT

of entities held together by a
shared business philosophy.

• FNB and Southern Life shares would be

ment moved swiftly to establish a Merger Steering

exchanged for FirstRand shares in the ratio of

Committee with the mandate to analyse the existing

675 Momentum shares for every 100 shares in

businesses and agree strategies for the future. The

FNB or Southern Life.

committee believed that swift action was necessary to

• The deal was subject to high level due diligence

limit uncertainty, created by the merger, within the

investigations being carried out.

respective operations.
Life insurance

Market analysis showed

Th e e n t r e p r e n e u r i a l a n d e m p o w e r m e n t m a n a g e m e n t s t y l e o f
Momentum Life and RMB, coupled with their profit focus

to retain the two strong
brands, namely Momentum
Life and Southern Life.

and excellence in the field of technology, made them
ideal partners to exploit the synergies presented by
AAC’s interests in Southern Life and FNB.

that there was an opportunity

Momentum Life had
traditionally operated in
the upper-end of the market
and enjoyed a strong relationship with financial intermediaries, while Southern

The results of the due diligence investigations high-

Life had serviced the middle income market. It was

lighted the relatively more conservative accounting and

agreed that this positioning should be reinforced through

actuarial policies of Momentum Life and RMB. The

an arrangement whereby Momentum Life serviced

parties therefore agreed that undistributed profits in

its clients exclusively through financial intermediaries

Momentum Life to the value of R343 million would be

and Southern Life through a dedicated field force,

capitalised by the issue of shares to Momentum Life

and, in due course, the FNB distribution network.

shareholders in the ratio of 1,692 new shares for every

To improve service and operating efficiencies, the

100 shares held.

back office will be rationalised. After detailed analysis

T EN

Hillie Meyer, Managing Director of Momentum

The Group’s linked product packager, Momentum

Life, was appointed to the same position in Southern

Administration Services (“MAS”), has grown strongly.

Life. The Boards of the two companies are now the

The Merger Steering Committee approved manage-

same and a single Executive Committee is in place.

ment’s recommendations that Southern Life’s Investment

Laurie Dippenaar is the Executive Chairman of the

Management Company (“IMC”) should be merged

Insurance Group.

with MAS. The merger of the two operations was

Investigations are currently under way to determine

accomplished within the short space of two months. The

whether the two life offices should be merged. This

merger achieved significant rationalisation benefits and

will entail Southern Life and Momentum Life becoming

cost savings as well as improved profit ratios.

divisions of a single legal entity while retaining

Asset management

their brand names and separate identities. This will,

The Group’s asset management activities are to

in turn, determine the capital requirements of the

operate under the enabling and facilitating umbrella

Insurance Group.

of FirstRand Asset Management, a new holding

The challenge in the year ahead will be to ensure that

company which will be created. The new Group’s

the swift action taken is bedded down and that the focus

asset management activities are structured to provide

remains on providing clients with first-class service.

additional choice to clients while capitalising on

Stringent targets have been set for the conversion of

synergies and cost savings within the broad administra-

computer systems and for levels of new business.

tion and information technology functions. As a result

Employee Benefits

of the distinct difference in the investment philosophy

The Employee Benefits operations have been consoli-

and style of RMB Asset Management (“RMBAM”) and

dated into one powerful new market player under the

Southern Asset Management (“SAM”), it was decided to

banner of Momentum Employee Benefits. The new

retain these two activities as independent, stand-alone

company provides administrative and risk cover to

operations within the Group. Each has sufficient critical

more than 500 000 pension and provident fund

mass and existing and potential product differentiation

members. Its share of the group life and disability

to support this strategy. The asset management activities

market is more than 25%.

of FNB are to be brought under the umbrella of RMBAM.

E LEVEN

to acquire Southern Healthcare JV. After investigation

outsource their health care financing completely. This

of Southern Healthcare JV, it was felt inappropriate to

will provide corporates with the comfort that the risk

acquire the business, since it would require considerable

lies elsewhere while the quality of service, managed care

management time from Discovery Health to realise

and other developments will be available to their staff.

synergies. FirstRand’s share of that company has been

Distribution

sold to AAC.

The products of Momentum Life and MAS, together
with some of those of Discovery Health and RMBFM,

There were a number of compelling reasons to
change the name from Momentum Health to Discovery

are distributed through Momentum Distribution

Health. It was felt appropriate to align the company’s

Services (“MDS”). This division of Momentum Life is

corporate brand with its product brand, since the product

responsible for servicing more than 3 000 financial

brand is so prevalent when members utilise doctors

intermediaries and advisors. To maximise rationalisation

and hospitals. In addition, as there are considerable

benefits, Southern Life outsourced its broker distribution

differences between the investment, life insurance and

to MDS. To improve service, a virtual private network

health insurance markets, a separate branding to

with FNB as the main service provider is being rolled out

Momentum Life was deemed appropriate. The new brand

to all branches. The new network will enable

creates significant opportunities for the company and the

communication between branches and the company’s

aim is to ensure that the Discovery Health brand is the

representatives, thereby ensuring superior service to

ultimate seal of quality in the healthcare market.

both clients and intermediaries.

It was felt appropriate that a number of innovative
initiatives should accompany the change in the
company’s brand to ensure that Discovery Health

MERGER PROGRESS
– BANKING OPERATIONS

remains at the forefront in the marketplace. To this

The new Group is exploring the merits of housing its

end, considerable development has taken place to

banking interests under the umbrella of a single legal

maximise the combination of Medical Savings Accounts

entity known as FirstRand Bank. This will ensure that

and Managed Care. Notably, the Vitality plan, which

the individual operating units will be able to leverage

incentivises wellness and wraps around the Discovery

off an enlarged balance sheet. The merger created

T WELVE
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The Economic Empowerment Unit (“EEU”) is a new

division standard, the Corporate Bank has been

unit within RMB charged with the task of addressing

structured into a number of focused product areas.

the funding and growth requirements of black-owned

Since the FirstRand Group offers a complete range
of financial products for corporates, including merchant

companies. The unit cooperates closely with other

and investment banking, health care, asset management,

operating divisions within RMB to identify and

employee benefits, insurance and risk products, it will

maximise black economic empowerment (“BEE”)

in due course be possible to deliver these to the clients

opportunities and aims to grow the RMB profile as

of FNB Corporate Bank, thereby adding value.

a major BEE player.
FirstRand International will house the international

In order to provide the necessary focus in the
merchant banking area, it was decided to transfer

operations of the Group. RMB International (“RMBI”)

the Structured Finance, Treasury and Mergers and

is the medium through which RMB facilitates business

Acquisitions divisions of FNB to RMB. These teams

in the international markets. Each division of RMB

have already been integrated into RMB and are trading

has formulated an international strategy that will be

under its banner.

marketed through RMBI. The RMBI office in Dublin

The investment banking activities are being
conducted through three channels. FirstCorp Capital

will be expanded into an operational centre and will
consolidate some staff from the FNB Zurich operations.

Investors has been established as an independent

RMB Australia falls under RMBI and is well positioned

manager of third-party funds. RMB Ventures will

to build on its reputation as the leading South African

concentrate on medium-sized transactions with the

bank in cross-border transactions between the two

option to syndicate large transactions to FirstCorp

countries. RMB Energy Group, a new initiative, has

Capital Investors. RMB Corvest will specialise in the

already established itself as a major player in the field of

smaller end of the private equity market and

energy management in Australia and New Zealand.

management buy-outs.
RMB’s Special Projects division has been

The Group will expand its offshore banking services,
including investment management, through the Henry

considerably strengthened with the merger of FNB’s

Ansbacher Group. It is a well-established offshore

Structured Finance team and is now in a strong

banking organisation with a presence in ten offshore

F OURTEEN

structures will be reduced and
cross-subsidisation eliminated.

presented by the changed economic outlook.

This will enable FNB to reverse
its loss of market share to
niche/ foreign banks that all the
major South African banks have
experienced over the past eight years.

The re-organisation of the retail bank into strategic

In addition, a number of non-core businesses were

business units means that the provision of personal

disposed of and non-strategic functions were outsourced.
Subsequently, the Retail Banking Group was

banking services to customers has been segmented to
offer the customers a range of products and services

segmented into three main strategic business units,

from which they can choose. FNB Private Bank focuses

namely retail banking, installment credit, being the

on ultra high net worth customers. In the metropolitan

existing WesBank operation, and property finance.

areas of South Africa, FNB Personal Bank is focusing on

The development of a new customer management

providing a personalised flexible, professional service

strategy is well advanced. The aim of this initiative is to

through a choice of delivery channels. BOB Bank

develop a totally customer focused approach throughout

will be offering its customers technology-driven

the Retail Banking Group which will ensure consistency

fast, cost-effective banking services. Its use of

in the contact with customers. It involves a fresh

technology is supported by educators who will ensure

approach to the way customer relationships are managed.

that customers are familiar and comfortable with the

It abandons traditional methods in favour of more

high-tech services offered.

scientific application and behavioural scoring processes.
Because the role of call centres is increasingly more

In the business and commercial sectors First
Commerce offers its services in two market segments,

important in the delivery of service to customers, a

broadly defined as business clients with a turnover

group-wide approach to call centres is being developed

of up to R5 million a year and commercial clients

which will direct and co-ordinate the future develop-

with a turnover of between R5 million and R200

ment of the numerous call centres within the Group.

million a year. It will be providing its services to its

F IFTEEN

delivery mechanisms in retailer outlets. These include

A business unit focusing on short and long-term
insurance and investment products within the Retail

in-store branches, in-store ATMs, self-service and cash

Banking Group was established during the year. Its

dispensing devices and point of sale devices called

components include wholly-owned broking subsidiary

Speedpoints. Internationally, the provision of

First Bowring and First National Insurance, a short-term

supermarket banking has become a major strategic

insurer specialising in providing products for the FNB

initiative.
FNB Remote, a customer-owned network, is

client base. A bank assurance facilitation team, capable
of drawing on the expertise of Momentum Life and

responsible for the Group’s delivery channels accessed

Southern Life, will develop a competitive range of

by customers using their own electronic devices. These

products designed to meet the needs of the FNB

include the Group’s online banking services and Beltel

customer base. This unit will also be responsible for

delivered services.
Customer demands led to a need for FNB to establish

developing and managing a suite of FNB unit trust
products. The bank assurance initiative will result in a

a business unit dedicated to the marketing and servicing

significant increase in insurance revenues over time.

of its property finance products. It focuses on the
provision of home loan finance for first-time buyers,

Distribution was established as a separate business
unit to manage the Retail Banking Group’s delivery

repeat buyers and people making home improvements,

channels. These channels include the Branch Network,

as well as funding commercial and industrial property,

the ATM Network, the Retailer Network and FNB

corporate schemes and property development.
The first steps taken to establish FNB Properties were

Remote.
The Branch Network is currently the largest delivery

the transfer of the property assets from the metropolitan

channel in the group. Customer support activities are

branch network to centralised customer service centres

being centralised into operating hubs in the major

and the transfer of property staff from the branch

metropolitan areas. This centralisation is expected to

network to FNB Properties. The property assets of the

achieve economies of scale and efficiencies,

First National branches, i.e. those branches located in

standardisation and enhancement of service levels,

the rural areas of South Africa, remain within First

focused management and create centres of expertise.

National, which follows the policies established by FNB

S IXTEEN
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WesBank remains a market leader in the installment

These events were certainly triggered by factors

credit segment. It further expanded its alliances with key

determined in the international arena and which are

players in the motor industry during the year and

beyond our control. Among these are the lower gold

through these successful alliances is well positioned to

and commodity prices, the interconnectedness of

not only hold this position but to gain market share.

financial markets and the fact that international

WesBank has consistently received superior service

investors and financial market participants displayed

ratings from its customers. Management attributes its

a herd instinct when it came to emerging markets.

market leadership position to its customer-centric culture,

But South Africa was also more vulnerable than it

which is based on long-established core values that have

needed to be. Skittish foreign investors, who had

promoted dedication and service continuity among its

previously burnt their fingers elsewhere, immediately

staff. For some time now WesBank has focused on

started selling off South African financial assets. The

streamlining its structure and operations to improve

unwillingness of the central bank to raise interest rates

efficiencies and remain competitive against inter-

increased fears. In addition, doubts increased about the

national and niche competitors.

adequacy of the country’s foreign exchange reserves
when it was clear that there was a shortage of domestic

FINANCIAL

savings to finance domestic investment.

RESULTS

Consolidated Group earnings for the year amounted

South Africa’s vulnerability stemmed from the

to R688 million. Due to the merger, a comparison with

perception among investors that South Africa did

the earnings of the previous year is difficult. Headline

not have a sufficiently strong armoury of policy

earnings per share increased by 88% from 14,7 cents

weapons to shield itself from emerging market

per share to 27,6 cents per share. A final dividend of

contagion. The causes of these negative perceptions

4,5 cents per share has been approved by the Board,

included an unenthusiastic approach to privatisation

bringing the total dividend for the year to 10,39 cents

and the implementation of labour legislation which

per share, an increase of 44% over the previous year.

would make employment creation difficult and capable

An analysis of these results is set out in the Financial
Review on pages 22 to 24.

of contributing to a potentially unstable domestic
socio-political situation. Such instability, it is feared,

E IGHTEEN

its implementation of all aspects of the Growth

BOARD

Employment and Redistribution Strategy (“GEAR”),

Following the creation of FirstRand, the Board of

and to resist pressure to insulate the economy by

Directors was reconstituted to better reflect the new

reversing the commendable process of exchange control

shareholders.

abolition. Government has reason to be concerned

OF

DIRECTORS

Messrs J D Krige, H P Meyer, A Bottega, R B Gouws,

about the impact of volatile international capital flows

R J Hutchison, B Swartzberg and Ms W E Lucas-Bull

and to wonder with most other governments around the

resigned on 25 May 1998. They remain executives in

world, and with the multilateral institutions like the

the new group. Messrs D J du Preez and D J Malan

IMF, whether there is not some way of addressing the

retire after many years of service. We thank them for

issue on an international basis.
It is, however, right to reject
the possibility of unilateral
action on South Africa’s part, as

On l y a g r o w i n g e c o n o m y w i l l g e n e r a t e t h e

this is bound to have far more
costs than benefits.

savings and tax revenue which can make a sustainable,

Economic policy is not

understandable social transformation possible.

conducted in the first place to
satisfy an international audience
or even to attract foreign
capital. The South African
economy is under-performing
badly in terms of growth, investment and job creation,

their commitment and wish them well in their

and every policy action and pronouncement needs to be

retirement.

weighed up for its impact on these three goals. If there

We welcome Viv Bartlett, managing director of FNB,

has to be a short-run trade-off between growth,

and Jan Calitz, previously managing director of Southern

investment and job creation on the one hand and

Life, to the Board. Mike King, Deputy Chairman and

N INETEEN

effectiveness. We will seek to align our contributions

will present a challenge which management is confident

with government’s macro policy, thereby ensuring that

it can meet.
Your Group is adequately capitalised and uniquely

we work with government to build a better society.

structured to innovatively manage the challenges

The Group has substantial investments in black
economic empowerment initiatives. We will continue

presented by the changed economic outlook. Increased

to support these businesses. The FirstRand Group

provisions established at the time of the merger and

currently has no substantial black shareholder at the

aimed at aligning Group risk management practices

holding company level. This position, may change

have proved to be appropriate and comforting in the

in the future. However, we believe that a greater

prevailing investment climate.
We are very pleased with the progress of the

contribution can be made to wealth creation by a

merger. Our decisive actions have limited uncertainty

meaningful partnership at subsidiary level.

and will ensure early benefits to our shareholders. We
PROSPECTS

are particularly pleased with the way in which the

Events in the financial markets since 30 June 1998 have

FirstRand business philosophy is being embraced and

impacted significantly on companies in the financial

we are cautiously confident that the new group will

services industry making it difficult to accurately

meet stakeholder expectations.
We would like to thank the Board of Directors and

forecast earnings.

the many people in the FirstRand Group for their

The precipitous decline in investment markets will

contribution over the past year.

impact on fee income from fund management and
business units which have fee income streams based
on assets under management.
The current high interest rates are expected to
reduce banking interest margins and place severe
pressure on companies and individuals leading to an
increase in bad debts in the banking industry. However,

G T Ferreira

FNB’s “build a better bank” transformation is ahead of

Chairman

T WENTY

L L Dippenaar
Chief Executive Officer

encourages team work to leverage the
resources available within the Group.

21

appendix 4 to the annual financial statements.
GROUP

RESULTS

To facilitate a better understanding of the consolidated
group results for the year ended 30 June 1998, a distinction
is made between the contribution from the existing
operations, being those of the Momentum Life Group of
companies, and those operations that were acquired at
1 April as a result of the merger.
These results can be summarised as follows:
1998
R million

1997
R million

Earnings from existing
operations (twelve months)
Life insurance and asset management
Health insurance
Banking

168
36
110

110
19
78

Results from discontinued operation

314
(17)

207
10

297

217

308

–

–
290
18

–
–
–

83

–

688

217

Net taxed earnings before acquisitions
Earnings from acquired
operations (three months)
Southern Life
First National Bank
Rand Merchant Bank
Net income from rights issue proceeds
Net taxed earnings
attributable to shareholders

The different operating periods involved make
comparisons with the prior year difficult. Net income

(“IMC”), brought total assets under administration at 30 June
1998 to R6 500 million. The absorption of IMC should
allow the company to significantly increase its operating
profits in the year ahead.
RMB Asset Management increased their contribution to
profits. At 30 June 1998, RMBAM managed assets totalling
R46 263 million of which R28 394 million was on behalf of
third parties.
In addition to the above, RMBFM increased unit trust
assets under management by 89% to R3 457 million. This
was achieved through aggressive marketing and the launch
of five additional unit trusts.
RMBP maintained its contribution to profits under
difficult trading conditions.
During September 1998, Momentum Health, which is
67% owned by the Group, changed its name to Discovery
Health. Total profits after tax doubled to R54 million, with
premiums for the year increasing by 97% to R1 271 million.
During the year, Discovery Health changed its basis of
accounting. The result is a deferral of acquisition costs
and a reserving of early risk profits. This has allowed
the company to move to a basis where both risk and
administration profits are smoothed over the lifetime of
the contract. Comparative figures have been adjusted to
acknowledge this change.
RMB reported an impressive 40% increase in headline
earnings to R183 million, with all divisions of the bank
contributing to this success. With effect from 1 April, the
FirstRand Group acquired the 40% of RMB previously held
by Momentum Life policyholders. The valuation of the
RMB shares was performed by the company’s independent
auditors and reviewed by the valuator. As a result of the
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by FirstRand during the period under review. This
purchase was funded by the utilisation of a portion of the
rights issue proceeds.
Southern Life did not perform an actuarial valuation
at 30 June. At 31 March 1998, the company reflected
an actuarial surplus of R4 682 million after aligning
its reserving bases with that of the more conservative
Momentum Life. For the quarter to 30 June 1998
Southern Life’s premium income amounted to
R1 026 million and total assets were R33 841 million.
No earnings were reflected in respect of the three
months to 30 June 1998, notwithstanding industry
practice of declaring earnings based on prior periods
when no actuarial valuation is performed. This decision
was taken following the sharp decline in investment
markets subsequent to the last actuarial valuation.
Management are currently reviewing the possible
merging of Southern Life with Momentum Life while
retaining the distinct brands. This merger will allow
the valuators to determine appropriate levels of capital
for the merged entity and possibly free surplus reserves
for investment elsewhere in the group.
Earnings arising from the proceeds of the rights
issue, net of the purchase of the 40% of RMB previously
held by Momentum policyholders, totalled R84 million
after tax.
EARNINGS

PER SHARE

Earnings per share, using the weighted number of shares in
issue during the year totalled 27,4 cents per share,
representing an increase of 85% on the 14,8 cents per
share for the previous year. Headline earnings per share,

capitalisation award of R343,0 million during the year, all
dividend per share figures have been calculated based on
the increased weighted average number of shares in issue
following the special capitalisation award.
For the purpose of the final dividend declaration,
a weighted average dividend cover was calculated by
applying the dividend cover previously used by the major
companies in the new group.
PRO

FORMA HEADLINE EARNINGS

The pro forma headline earnings set out below assume that
the Group as it existed at 30 June 1998 had been in existence
for twelve months. The calculation acknowledges the payment of R1 700 million for the 40% stake in RMB previously
held by Momentum policyholders. As a result RMB’s total
earnings are reflected for the full year while the net proceeds
from the rights issue are reduced by the purchase price of the
RMB shares and are assumed to earn 10% after tax.
R million
Insurance group

668

Momentum
Southern Life

216
452

Banking group
RMB
FNB
Income on rights issue

1 303
183
1 120
325

2 296
Based on 5 445 million shares in issue, pro forma earnings
per share total 42,2 cents.
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sheet, but are detailed above under ”off-balance sheet
assets managed and administered on behalf of clients“.
CAPITAL

STRUCTURE

The merger had a significant effect on the capital structure
of the Group. The first step in the merger was to raise
capital via a rights issue, to be used to acquire the 40%
shareholding in RMB not already held by the Group, to
finance the elimination of crossholdings between FNB and
Southern Life and to strengthen the capital of certain of
the operating companies. An amount of R5 154 million was
raised, which was reduced by share issue expenses totalling
R119 million. In addition, FirstRand shares were issued as
consideration for the purchase of the shares in FNB and
Southern Life in terms of section 311 schemes. These
shares were issued at a value equal to the fair value of the
net assets acquired, which amounted to R4 043 million.
An important principle of the merger is the separation
of the banking and insurance interests into two distinct
groupings. A first step in achieving this segregation was
the sale by the Momentum Life policyholders of their
40% share of RMB to the FirstRand shareholders. An arm’s
length agreement was reached based on an independent
valuation performed by the external auditors of FirstRand,
which was reviewed by the valuator of Momentum Life.
A value of R1 700 million was placed on the RMB shares,
with the sale being financed by the utilisation of a portion
of the rights issue proceeds. As is often the case in the
financial services industry, the value placed on the shares
far exceeded the net asset value of the 40% of RMB
acquired. An amount of R1 444 million, being the excess
of the purchase price over the net assets acquired, has

capitalised and uniquely structured to face the challenges
set by the current economic climate. While it will take
some time before the real benefits of the enlarged group
emerge, early indications are that substantial cost savings
are possible and that opportunities exist for the various
profit centres to leverage off each other. Notwithstanding
these opportunities, the turmoil in the investment market
and the high interest rates which impact on business
confidence and bad debts, make the forecasting of earnings
difficult.

A H Arnott
Chief Financial Officer
Sandton
23 September 1998
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business risks with the objective of generating attractive
returns from these ventures. Management is empowered to
take and manage these risks so as to achieve the desired
outcomes while containing risk to eliminate or reduce the
impact of occurrences that could affect performance
adversely.
One of the key areas of focus as part of the integration
of the various banking operations following the merger, is
the preservation and promotion of the overall risk
management philosophies of the FNB and RMB Groups.
Banking risks
Banking is, by its very nature, exposed to many risks of
which liquidity, credit, operational, legal and market risk
are the most important.
The identification of risk is a top priority for all the
activities of the banking operations to control, reduce or
eliminate these risks and thereby to contain the impact of
adverse occurrences.
The structure of risk management
The boards of the individual banking entities take overall
responsibility for the implementation of risk management
policies through functional risk management structures
which cover all activities.
Risk is managed within a framework of risk management
policy, committees of the boards, the independent risk and
compliance functions and business unit risk managers, as is
appropriate.
Board committees
Various board committees oversee policy formulation and
implementation and monitor the risk management

limit the risk of loss which may result from the inability to
fund, unwind or hedge an exposure to the financial
markets. Exposures under these limits are monitored daily
by the business unit and independent risk management
functions.
Credit risk
The banking operations incur credit or counterparty risks
through payment, lending and trading activities. Credit
quality, concentration, pricing, the ongoing monitoring of
exposures and the management of defaults are controlled
through credit policy, the various credit committees and
the independent credit control functions.
All credit exposures, presettlement and settlement
exposures, are limited to formal counterparty limits.
Exposures under limits are monitored at regular intervals
appropriate to the nature of the specific activity.
The banking operations are engaged in an upgrade of
credit risk decision and reporting systems with the aim of
implementing the most modern credit scoring,
measurement and monitoring methodology.
Operational risk
The risks of loss of life, loss of assets, fraud, business
continuation, processing and settlement errors and systems
breakdown are actively managed and controlled
throughout the banking operations and are closely
monitored by the Risk and Audit committees through the
internal audit, risk and compliance functions.
Extensive control procedures are in place, augmented
by ongoing training and risk awareness programmes,
systems improvement and the implementation of best
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Basis and interest rate term mismatches are identified by
the ALCO risk management support group and reported to
ALCO at monthly intervals. ALCO sets limits for the
income sensitivity to basis risk and interest rate repricing
mismatches, approves hedging strategy and the resultant
interest rate risk and monitors the realised and projected
interest margin and the execution of hedging, funding and
liquidity policy and strategies.
Market risk
The bank trades actively in the financial markets. The
larger volumes are generated by currency trading in the
spot and forward markets, bond and bond option trading,
short-dated rand denominated interest rate derivatives,
equity arbitrage and money market trading. Lower volumes

Treasury market risk
Market risk is measured as an amount at risk under normal
market and assumed stress conditions. An example of the
bank’s ability to manage treasury market risk in extreme
conditions is set out below. In the graph, the inner
boundaries show the daily average amount at risk by week
within which one would expect most trading profits and
losses to lie with the occasional outlier. The outer
boundaries show the amount at risk under assumed stress
conditions. A prudential limit for the latter is set by the
Board.
The risk profile is shown for the period 1 July 1998 to
30 September 1998; one of the most volatile periods in the
history of the South African financial markets.
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S tre s s C ond i ti ons
Max . d ai l y prof i t

27-Sep-98

20-Sep-98

13-Sep-98

6-Sep-98

30-Aug-98

23-Aug-98

16-Aug-98

9-Aug-98

2-Aug-98

26-Jul-98

19-Jul-98

12-Jul-98

5-Jul-98

R an d

A mo u n t at r i sk : 1 Jul y 19 98 - 3 0 S eptemb er 19 98
We ekl y

Unimpaired capital in holding company
Less: impairments
Tier 2
Debentures
General provision

Total tier 1 and tier 2 capital
Risk-adjusted capital ratios
Tier 1
Tier 2
Total
RISK-ADJUSTED

–
–

(17,9)
(229,4)
6 921,8

299,4

1 207,0
1 016,0

220,0
57,2

2 223,0

277,2

9 144,8

576,6

7,7%
2,5%

4,3%
4,0%

10,2%

8,3%

ASSETS AND OFF-BALANCE SHEET EXPOSURE OF GROUP BANKS

Balance

Assets and off-balance sheet items
Cash, own bank and central government advances
Letters of credit and unutilised facilities
on behalf of public sector bodies
Public sector bodies advances
Other bank advances and letters of credit
Mortgage advances, remittances in transit
performance-related guarantees
Other advances

Risk

Risk-adjusted
balance
1998
1997
R million R million

1998
1997
R million R million

weights
%

23 986,4

1 860,3

0

–

–

349,4
2 796,0
17 123,4

–
463,1
2 136,6

5
10
20

17,5
279,6
3 424,7

–
46,3
427,3

24 031,6
74 460,2

1 095,3
5 970,8

50
100

12 015,8
74 460,2

547,7
5 970,8

142 747,0

11 526,1

90 197,8

6 982,1
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Operational risks
The risk of loss arising from fraud, systems breakdown and
transactional or control error is limited by the existence of
a risk management philosophy known as Control and Risk
Self Assessment, which is discussed in more detail in the
Corporate Governance Statement. Risk managers are allocated
responsibility to facilitate the risk assessment process for
each major business unit, and to ensure that the risks
identified are minimised by the implementation of
appropriate controls. These controls include, inter alia, the
segregation of duties as far as is practical, the
implementation and maintenance of disaster recovery
plans, the existence of data validation procedures as well as
regular monitoring of regulatory compliance.
Investment risks
Investment risk in the insurance environment is the risk
that the investment returns on policyholder assets will not
be sufficient to cover policyholders reasonable benefit
expectations, including minimum guaranteed returns.
The management of market risks includes the following:
• The matching of the duration and type of assets
appropriate to the nature of liabilities;
• The distribution of funds across the various asset
classes is subject to maximum exposure levels as
prescribed by the Insurance Act.
Credit risk
As in the banking operations, credit risk in the insurance
operations is represented by the risk of default by counterparties. In order to minimise credit risk, the banking credit
committee regularly reviews risk exposures and exposure

• The compulsory AIDS testing of applicants for risk
cover.
CAPITAL

ADEQUACY IN THE

INSURANCE OPERATIONS

Capital adequacy requirements in the insurance operations
are necessary to provide a cushion against the impact of
possible adverse deviations in actual future experience from
that assumed in the financial soundness valuation. The
capital adequacy requirements, which were determined in
accordance with the guidelines of the Actuarial Society of
South Africa, are set out below. These figures represent the
aggregate capital adequacy requirements as calculated
at the date of the latest actuarial valuations, being
30 June 1998 for Momentum Life and Momentum Health,
and 31 March 1998 for Southern Life. As can be seen from
the table, the aggregate excess of assets over liabilities as
calculated at the dates of the latest actuarial valuations, is
more than sufficient to cover the aggregate capital
adequacy requirements.
1998
R million
Capital adequacy requirements

2 172

Excess of assets over liabilities

18 755
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REPORT

TO

THE MEMBERS OF

OF

THE
INDEPENDENT

FIRSTRAND LIMITED

AUDIT

We have audited the group annual financial statements of
FirstRand Limited set out on pages 33 to 78 for the year
ended 30 June 1998. These financial statements are the
responsibility of the company‘s directors. Our
responsibility is to express an opinion on these financial
statements based on our audit.

SCOPE
We conducted our audit in accordance with statements of
South African Auditing Standards. Those standards require
that we plan and perform the audit to obtain reasonable
assurance that the financial statements are free of material
misstatement. An audit includes:
• examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements;
• assessing the accounting principles used and significant
estimates made by management; and
• evaluating the overall financial statement presentation.
We believe that our audit provides a reasonable basis for
our opinion.

AUDITOR S

OPINION

In our opinion, the financial statements fairly present, in
all material respects, the financial position of the Group
at 30 June 1998, and the results of its operations and cash
flows for the year then ended in accordance with generally
accepted accounting practice, and in the manner required
by the Companies Act.
Without qualifying our opinion, we draw attention to
the fact that we have relied on the report of the valuator
on the financial soundness of the company as reflected
on page 34.

PricewaterhouseCoopers Incorporated
Registered Accountants and Auditors
Chartered Accountants (SA)
Sandton
23 September 1998
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With effect from 1 April 1998, the merger of the financial
services interests of RMBH and AAC created the FirstRand
Group. This corporate governance statement deals with
the corporate governance mechanisms applied by the
different boards of directors.

BOARDS

OF DIRECTORS

Composition and frequency of meetings
FirstRand
The FirstRand board comprises thirteen directors, of whom
one serves in an executive capacity, while the remaining
twelve hold non-executive positions. Non-executive
directors comprise individuals with a wide range of skills
that enable them to bring independent judgement to board
deliberations and decisions.
The board of directors will meet at least four times
in the next financial year, retaining full and effective
control over the group. Additional board meetings will be
convened as and when major issues that need to be resolved
immediately, arise. Management responsibility rests with
the executive committee, which consists of FirstRand
directors and executive directors of the main operating
groups. The executive committee meets every two weeks.
Major subsidiaries
The boards of directors of all major subsidiaries comprise a
majority of non-executive directors. The number of board
meetings for major subsidiaries varies between four and eight
meetings per year. Management responsibility of major
subsidiaries rests with their respective executive committees.

Audit committees
Each of the various audit committees in the Group consists
of a majority of non-executive directors, with a nonexecutive director as chairman. The various audit
committees all have written charters, which clearly set out
the scope of their responsibilities and objectives. These
committees are responsible for reviewing the effectiveness
of the internal audit departments and the independent
external auditors. The internal audit departments in the
Group report to the audit committees on a periodic basis
throughout the year. The respective firms of external
auditors in the Group as well as the internal audit
departments have unrestricted access to the various audit
committees.
Remuneration committees
The Group‘s various remuneration committees comprise
mainly non-executive directors. The purpose of these
committees is to ensure that the Group‘s directors and senior
management are rewarded fairly for their individual
contributions to the Group‘s overall performance. In
performing their functions, the committees take into account
market trends and the need to retain key members of
management.
Actuarial committee (insurance operations)
Ensuring the financial soundness of an insurer is an important
part of the fiduciary responsibility of the insurer and the
approved valuator. An actuarial committee has been in
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approve all exposures to clients and potential clients.
This committee comprises senior management as well
as executive and non-executive directors of RMB and
FNB. An executive director of RMB is the chairman of
this committee.

GROUP

to the respective audit committees and access to all
information/ explanations needed by them in the
execution of their duties.
First National Bank
A centralised internal audit function examines and
evaluates their activities. The internal audit function
reviews the reliability and integrity of financial and
operating information, the systems of internal control, the
means of safeguarding assets, the effective management of
resources and the conduct of its operations.

RISK MANAGEMENT PROCEDURES

Details regarding the risk management procedures in
existence within the banking and insurance groups are
set out on pages 25 to 28 of this annual report.

INTERNAL

CONTROL MECHANISMS

The directors are responsible for ensuring that the Group
maintains accounting records and implements effective
systems of internal control. Management is responsible
for the implementation and maintenance of these controls,
designed to provide reasonable assurance on the achievement of objectives regarding:
• the effectiveness and efficiency of operations;
• the reliability and integrity of financial reporting;
• compliance with applicable laws and regulations;
• the detection and minimisation of significant risks
associated with fraud, potential liability, loss and
material misstatement; and
• accountability for the safeguarding and verification
of assets.
Furthermore, the controls that are in place throughout
the Group are based on established procedures and
implemented by trained skilled individuals with an
appropriate segregation of duties.

Rand Merchant Bank
Rand Merchant Bank has outsourced their internal audit
function to PricewaterhouseCoopers.
Life insurance, asset management and health insurance
This subgroup operates on the philosophy that the
primary responsibility for risk lies with the management
and employees of each profit centre and subsidiary.
To this extent dedicated independent Risk and
Compliance managers are responsible for a Control
and Risk Self-Assessment (CRSA) programme at each
of the profit centres or subsidiaries. This process has
been in place at Momentum Life since 1996, and has
recently been introduced at Southern Life. Prior to
the introduction of the CRSA programme at Southern
Life, an internal audit department that operated in
a similar way to that of First National Bank was in
existence.
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inhibits idea sharing.
Equal opportunities
The FirstRand Group is committed to providing
employment in an equitable manner to members of
all communities. The Group endorses the philosophy
of affirmative action as an integral part of its business
plans. As such, a number of initiatives within the different
group companies are currently in process.

YEAR 2000

COMPLIANCE

The FirstRand Group relies extensively on information
technology as a mission-critical component of business
solutions and is therefore dependent on the capability of
software and hardware applications to function properly.
In this light, the Group views the global millennium bug
as a threat to business continuation beyond the year 2000.

Cost implications
All costs associated with year 2000 compliance are being
funded with cash flow generated from operations. Material
expenses that can be estimated with reasonable certainty
have been provided for in full.
Management believes that the total expense for the
group to become year 2000 compliant will not exceed
R150 million. The target date for Group compliance is
30 June 1999.
The Group does not expect to encounter material
operational difficulties, and based on a reasonable
examination, considers the risk to the Group of legal
liability not to be material.

Approach
Year 2000 work groups have been assembled to ensure that
all accounting and operational systems situated in each
major business unit in the Group are year 2000 compliant.
These work groups report to their respective boards and
audit committees on a regular basis.
It is planned that the conversion of all missioncritical applications and processes will be completed
by 31 December 1998, after which the converted
systems will be tested extensively. Where applicable,
group companies have engaged the services of specialist
consultants in this area to assist with the compliance effort.
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CAPITAL

ADEQUACY REQUIREMENTS

RECONCILIATION OF EXCESS ASSETS:
EXCESS ASSETS AT BEGINNING OF THE
Operating surplus from life insurance
Investment return on free reserves
Dividends paid

PERIOD

816,2

6

2 440,8
134,7
2 557,9
(690,5)

585,5

4 442,9
9 501,1

New share capital
EXCESS

5

13 944,0

ASSETS AT END OF THE PERIOD

Note: This statement of actuarial values of assets and liabilities as at 30 June 1998 represents the financial soundness
valuation results of FirstRand Limited (previously Momentum Life). A statement of actuarial values of assets and
liabilities of Southern Life as at 31 March 1998 was published in Southern Life’s annual financial statements at
that date.
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1. FINANCIAL

SOUNDNESS VALUATION

This statement of actuarial values of assets and liabilities
has been prepared in accordance with the guidelines issued
by the Actuarial Society of South Africa with regard to
financial soundness valuations.
A financial soundness valuation gives a prudently
realistic picture of the financial position of a life insurance
company, according to a set of assumptions regarding
future investment returns, inflation rates, tax, bonus rates,
expenses, lapses, surrenders, mortality and other factors
that may have an impact on the financial position of the
company. The assumptions are based on past experience
and anticipated future trends. The liability calculations
also make due allowance for policyholders‘ reasonable
benefit expectations, which exceed the minimum
contractual liabilities of the insurance company.
This statement of actuarial values of assets and
liabilities provides a description of the actuarial
valuation methods and assumptions used for the
financial soundness valuation of FirstRand Limited
(previously Momentum Life).

2. VALUE

PLACED ON ASSETS

Assets are reflected at market value, except for unlisted
subsidiaries where directors‘ valuations were used.
The directors‘ valuations for FNB and Southern Life

were equal to the carrying values as disclosed in Appendix 4
to the financial statements. The revaluation of the other
unlisted subsidiaries from carrying value to directors‘
valuations is disclosed in note 3.5 of Appendix 3 to the
financial statements.

3. VALUE

PLACED ON POLICYHOLDER

LIABILITIES

Assets and liabilities were valued on mutually consistent
bases.
In the calculation of policyholder liabilities, provision
was made for realistic assumptions, plus explicit planned
margins. The purpose of the planned margins is to
introduce an appropriate degree of prudence to allow
for possible adverse deviations in the cost of rendering
services and the risk experience during the expected future
lifetime of the business. The planned margins also avoid
the premature recognition of profits that may give rise to
losses in future years.
The interest rate assumption of 16,5% per annum
(1997: 16%) was based on the market interest rates
prevailing on the valuation date. The realistic assumptions
regarding mortality, morbidity, surrenders, lapses and
expenses were based on the company‘s recent experience
and on anticipated future trends. Allowance was also made
for the expected increase of Aids-related claims. The
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future benefits and expenses, and the present value of
projected future premiums. Allowance was made for future
bonuses at an assumed long-term sustainable bonus rate.
For smoothed bonus policies, full allowance was made
for accrued vesting and non-vesting bonuses. Smoothed
bonus liabilities were further increased by bonus stabilisation reserves. The bonus stabilisation reserve in the
closed Lifegro portfolio was calculated as the Lifegro
policyholders‘ full future entitlement to the current surplus
in this portfolio. The bonus stabilisation reserve in the
Momentum portfolio consists of accrued investment
surpluses in the portfolio.
For immediate annuities, liabilities were calculated
as the present value of expected future annuity payments
and expenses, at market-related interest rates according to
the zero-coupon gilt yield curve on the valuation date.
For group investment contracts where benefits are
directly linked to the performance of an underlying
investment portfolio, liabilities were taken as the market
value of the underlying assets.
The liabilities for certain minor classes of
business were determined by using approximate
valuation methods.

adequacy requirements, allowance was made for the
anticipated management action that will reduce the
financial impact of the assumed adverse circumstances.

6. CHANGE

IN VALUATION BASIS

A number of changes were made to the valuation basis,
which reduced the excess of assets over liabilities as at
30 June 1997 by R86,1 million to R2 440,8 million. The
most important changes were as follows:
• The directors‘ valuation of Discovery Health
(previously Momentum Health) as at 30 June 1997 was
increased, following a restatement in Discovery
Health‘s disclosed profits;
• The liability valuation basis of the closed Lifegro
portfolio was refined to ensure that future surpluses
emerging from the Lifegro portfolio would be
consistent with the profits recognised on the portfolio;
• The allowance for future asset management expenses
was reduced to reflect anticipated actual expenses;
• Allowance was made for lighter anticipated future
mortality experience on immediate annuities; and
• Allowance was made for an anticipated worsening
in future morbidity experience.
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to 6 500 000 000 ordinary shares of one cent each. The
purpose of this increase in authorised share capital was
to have sufficient share capital to enable the company to
effect the proposed merger of the various financial services
interests of the Anglo American Corporation of South Africa
Limited (”AAC“) and RMB Holdings Limited (”RMBH“).
Issued
On 1 July 1997 the issued share capital consisted of
1 353 008 450 ordinary shares of one cent each.
On 10 September 1997 and on 18 February 1998 the
board declared a final dividend of 4,9 cents per share and a
first interim dividend of 3,22 cents per share respectively.
These dividends were awarded by way of a capitalisation
award, an alternative to which shareholders could elect
to receive a cash dividend. A total of 10 555 215 and
1 160 641 new shares of one cent each respectively were
issued as a result of these capitalisation share awards.
On 8 May 1998 a total of 572 696 739 new ordinary
shares of one cent each were issued in terms of a rights
offer to shareholders in the ratio of 42 new shares for every
100 held. These rights shares were issued at R9,00 each.
On 6 April 1998 it was announced that the board had
resolved to capitalise R343 million of distributable reserves
by way of a capitalisation award in the ratio of 1,692 new
shares of one cent each for every 100 shares held. As a
result of this award 32 781 164 new ordinary shares of
one cent each were issued on 11 May 1998.
The schemes of arrangement in terms of section
311 of the Companies Act between FirstRand Limited
and the shareholders of The Southern Life Association
Limited (”Southern Life“) and FNB resulted in the issue of
3 475 100 880 new ordinary shares of one cent each on
25 May 1998.

had a direct and indirect interest of 5,6% (1997: 19,2%)
in the company.

HOLDING

COMPANY

The company has no holding company. The principal
shareholders are AAC and RMBH, both of which are
quoted on the JSE.

SHARE

INCENTIVE SCHEMES

Details of the share incentive schemes in operation within
the group, are contained in note 6 to the annual financial
statements. These share incentive schemes enable senior
and other employees in the group to acquire equity in
the company.

DIVIDENDS
The following capitalisation share awards and dividends
were declared during the financial year:

Interim dividend
(declared 18 February 1998)
Second interim cash dividend
(declared 24 April 1998)
Final cash dividend
(declared 23 September 1998)

1998
cents per
share

1997
cents per
share

3,22

2,30

2,67

-

4,50

4,90

10,39

7,20

Note: The first and second interim dividend per share, as
well as the 1997 dividend per share have been restated
based on the increased weighted average number of shares
in issue following the special capitalisation award detailed
under share capital above.
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DIRECTORS’

RESPONSIBILITY TO THE

MEMBERS OF

FIRSTRAND LIMITED

The directors of FirstRand are required by the Companies
Act to maintain adequate accounting records and to
prepare financial statements for each financial year
which fairly present the state of affairs, of the Company
and the Group at the end of the financial year, and of
the profit and cash flows for the period. In preparing
the accompanying financial statements, generally
accepted accounting practices have been followed,
suitable accounting policies have been used and reasonable
estimates have been made. The Board approves significant
changes to accounting policies and the effects thereof
are fully explained in the annual financial statements.
The financial statements incorporate full and responsible
disclosure in line with the philosophy on corporate
governance.
The directors have reviewed the Group‘s budget and
flow of funds forecast for the year to 30 June 1999. On
the basis of this review, and in the light of the current
financial position, the directors have no reason to believe

identified. Even an effective system of internal control,
no matter how well designed, has inherent limitations,
including the possibility of circumvention or the overriding of controls. An effective system of internal control
therefore aims to provide reasonable assurance with
respect to the reliability of financial information and,
in particular, financial statements presentation. Further,
because of changes in conditions, the effectiveness of
internal financial controls may vary over time.
The financial statements for the year ended 30 June
1998 and which appear on pages 30 to 78, have been
approved by the Board of Directors and are signed on
its behalf by:

G T Ferreira
Chairman
23 September 1998
Sandton
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L L Dippenaar
Chief Executive Officer

Consolidation
The group financial statements comprise the financial
statements of FirstRand Limited and its subsidiaries.
The results of subsidiaries are included from the effective
dates of acquisition to the effective dates of disposal. The
assets and liabilities acquired are assessed and included in
the balance sheet at their estimated fair values to the Group.
Such values are reviewed and amended as appropriate in the
financial year subsequent to the acquisition.
Where material, adjustments are made to update
consolidated results and balances of subsidiaries that have
financial year-ends which differ from that of the Group.
Companies acquired to increase security for advances,
or act as a conduit for advances, are not consolidated and
are shown as advances.
Investment in subsidiaries
The company‘s investment in subsidiaries is reflected at
the attributable net asset value of the subsidiaries. This is
achieved by applying equity accounting principles, which
are considered appropriate to the insurance operations of
FirstRand.
During the current year the company changed its policy
regarding the accounting for its investment in subsidiaries.
Previously, these investments were reflected at cost less
provision for losses.
Goodwill
Goodwill represents the excess of the purchase consideration of shares over the attributable fair value of the net

translation of these entities are recognised in the income
statement.
In both the above cases, capital and reserves are
translated at historical rates and income statement
items are translated at the weighted average rate for
the year.
Assets and liabilities denominated in foreign currencies
are translated into South African currency at the rates
of exchange ruling at the balance sheet date, or where
covered by forward exchange contracts, at the relevant
contract rates. Unrealised differences on assets and
liabilities are recognised in the income statement in
the period in which they arise.
Foreign exchange trading positions, including spot and
forward contracts, are valued at current market rates and
the resultant profits and losses are accounted for in the
income statement.
Investments
Banking operations
Financial assets held for trading purposes are revalued to
fair value. The fair values of listed assets are determined
by reference to quoted market rates, and in the case of
unlisted assets, the fair value is the amount for which
assets could be exchanged or settled between knowledgeable, willing parties in an arm‘s length transaction.
Any fair value differences are recognised in the income
statement.
Financial assets held for investment purposes are stated
at book value less any permanent diminution in value, and
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reflected in the income statement.
The policy of the group is to reflect long-term
investments on the valuation bases set out below:

Insurance operations
Investments in associates are held as long-term investments
and are not accounted for on the equity basis, as these
investments are revalued in accordance with the
accounting policies applicable to equity investments.

Stocks and debentures

Government and public authority stocks, debentures
and other loan stocks, all fixed-interest stocks, and
funds on deposit stocks, including redeemable
preference shares, are stated at market value.

Deferred taxation
Deferred taxation is accounted for on the comprehensive
basis in respect of all material timing differences between
the accounting and taxation treatment of income and
expenditure items. Account is only taken of taxation assets
arising from taxation losses where the recovery of such
losses, in the opinion of the directors, is assured beyond
reasonable doubt.
During the current year the insurance operations
changed its deferred taxation accounting policy from the
partial basis to the comprehensive basis in order to align
group policies.

Mortgages and other loans

Mortgages and other loans are reflected at par or
redemption value, after making provision for any
anticipated losses.
Property nvestments

Property investments include fixed property and
investments in property companies, and are stated at
a valuation based on open market values.
Investments in property companies are shown
at a value based on the valuation of the underlying
net asset values, after revaluation of fixed properties.
Properties in the process of being developed
are valued at development costs incurred, less
adjustments to reduce the costs to open market
value, if required.
Equity investments

Listed equity and unit trust investments are stated at
market value and repurchase prices respectively.
Unlisted investments are stated at directors‘ valuation
with reference to fair values based on accepted
valuation methodologies.

Retirement benefits
The Group has established defined benefit and defined
contribution schemes, the assets of which are held in
separate trustee-administered funds. These funds are
registered in terms of the Pension Funds Act, 1956, and
membership is compulsory for all Group employees. The
pension plans are generally funded by payments from
employees and the relevant Group companies, taking
account of the recommendations of independent qualified
actuaries. For defined benefit plans the pension accounting
costs are assessed using the projected unit credit method.
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Leases of equipment where the group assumes substantially
all the benefits and risks of ownership are classified as
finance leases, and are capitalised in terms of the
underlying asset category.
Other leases are classified as operating leases.
Obligations incurred under operating leases are charged
to the income statement in equal instalments over the
period of the lease.

Derivative instruments
Included in derivative instruments are financial futures,
options, swaps and forward rate agreements.

Property and equipment
Property and equipment consists of freehold land,
buildings, computer equipment, furniture, other equipment
and motor vehicles.
With the exception of property held by the insurance
operations, property and equipment is stated at historic
cost less accumulated depreciation calculated on a straightline basis over their expected useful lives.
Property investments in the insurance operations are
reflected as investment assets, and as such are not disclosed
as part of property and equipment. These investments are
stated in accordance with the accounting policy under
investments of insurance operations set out above.
Borrowing costs
Borrowing costs, incurred in respect of assets that require a
substantial period to construct or install, are capitalised up
to the date that the construction or installation of the
assets is substantially complete, provided that these
amounts are considered to provide benefits for future
periods.

Banking operations
Derivative instruments held for trading purposes are stated at
fair value, which includes a provision for the effects of market
risk in the portfolios where the bid/offer spreads for longdated derivative instruments are considered to be significant.
Profits and losses on derivative instruments, both
realised and unrealised, are included in income as incurred,
except for those instruments designated as hedges. Profits
and losses related to derivative instruments that are
designated as hedges are deferred and recognised on
the same basis as the hedged asset or liability.
Insurance operations
Derivative instrument contracts are entered into for hedging
purposes as well as to facilitate asset allocation. During the
lives of these contracts, they are reflected at market value
within the appropriate asset category. Profits and losses
related to derivative instruments are deferred and recognised
on the same basis as the hedged asset or liability.

ACCOUNTING

POLICIES SPECIFIC TO

BANKING OPERATIONS

Doubtful advances
Advances are stated after deduction of amounts that, in
the opinion of the directors, are required as specific and
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consideration received is included under deposit and
current accounts, since the risk of ownership remains
with the group. The value at which the asset is recorded
in the financial statements corresponds with the Group‘s
accounting policy applicable to that class of asset.
Conversely, where a financial asset is purchased subject
to a resale agreement, the consideration paid is included
under advances. The securities are not recorded on the
balance sheet, since ownership does not pass to the group.
Assets and liabilities subject to repurchase agreements
entered into by a foreign subsidiary are disclosed as a net
position.

ACCOUNTING

POLICIES SPECIFIC TO

INSURANCE OPERATIONS

Premium income
Premium income is reflected net of reinsurance premiums.
Individual life investment funds, lump sums, annuities
and single premiums are accounted for when the collection
of the premiums in terms of the policy contract is
reasonably assured.
All other individual life premiums are accounted for
when they become due and payable.

Policyholder benefit payments are shown net of
reinsurance recoveries and are accounted for when
claims are intimated.
Taxation
Taxation in respect of the South African life insurance
operations is determined using the four-fund method
applicable to life insurance companies.
Commission
Commission payments are net of reinsurance commission
received. Life insurance business commissions are expensed
as incurred. Commissions of the health insurance subsidiary
are paid annually in advance and are amortised over a
period of 12 months from the date they are incurred.
Marketing and administration expenses
Marketing and administration expenses include head
office and branch administration expenditure, marketing
and development expenditure as well as all other noncommission related expenditure, and are expensed as
incurred.
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Distributable reserve at beginning of year

301,0

196,5

641,9
(343,0)
(17,8)

303,1
–
(2,1)

281,1

301,0

27,4
27,6
10,4

14,8
14,7
7,2

314,0

207,3

Banking operations
Insurance operations

109,8
204,2

78,6
128,7

Discontinued operation
Insurance operations

(17,3)

10,1

Net income before acquired operations
Net income from acquired banking operations (three months)
Net income from rights issue proceeds

296,7
308,1
83,6

217,4
–
–

688,4

217,4

Capitalisation award
Transfer to reserves

3
8

Distributable reserve at end of year
4
4

Earnings per share (cents)
Headline earnings per share (cents)
Dividend per share (cents)
NET

INCOME AFTER TAX ATTRIBUTABLE

TO ORDINARY SHAREHOLDERS IS ANALYSED
BETWEEN EXISTING, DISCONTINUED AND
ACQUIRED OPERATIONS AS FOLLOWS

:

Existing operations (twelve months)
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TOTAL

SHAREHOLDERS’ EQUITY AND LIABILITIES

ASSETS
Banking operations
Cash and short-term funds
Short-term negotiable securities
Investment in trading securities
Advances
Other investments
Associated companies
Clients‘ liabilities under acceptances

15
16
17
18
19
20

Insurance operations
Government and public authority stocks
Mortgages, debentures and other loans
Equity investments
Property investments
Policy loans
Funds on deposit
Property and equipment
Current assets
TOTAL

29 709,1

125 264,3

8 636,4

186,6
573,4
978,6
955,4
372,3
130,5
1 067,5

450,6
1 883,5
1 394,7
4 649,7
177,8
–
80,1

54 487,3

18 465,5

10
10
7
94

21
22

7
3
29
3

032,3
628,1
876,8
973,8
546,7
9 429,6

3 256,4
2 014,9
9 589,3
1 271,7
132,9
2 200,3

23
24

3 557,1
11 383,1

298,9
2 308,3

194 691,8

29 709,1

10 916,2

856,0

ASSETS

Contingencies and commitments

194 691,8

26
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Net cash inflow/(outflow) from investment activities

619,2

CASH FLOWS FROM FINANCING ACTIVITIES
Proceeds from issue of ordinary shares
Repayment of long-term borrowings
Proceeds from debentures issued by insurance operations
Repayment of debentures by banking operations
Proceeds from issue of preference shares by banking
operations

29.7

5 035,2
(28,8)
–
–

(3 228,2)

–
(12,2)
350,0
(12,4)

–

100,0

Net cash inflow from financing activities

5 006,4

425,4

Net increase in cash and cash equivalents
Cash and cash equivalents at beginning of period
Cash and cash equivalents acquired/disposed of

8 555,9
2 650,9
8 409,4

680,5
1 970,4
–

19 616,2

2 650,9

Cash and cash equivalents at end of period

29.8
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Operating lease charges
Land and buildings
Equipment
Motor vehicles

Transformation and restructuring costs
Insurance operations
Directors‘ emoluments paid
Executive directors
Salaries, pension and medical aid contributions
Non-executive directors
Fees for services as directors/consultants

Directors emoluments paid by:
Company
Subsidiaries
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155,1

57,3

63,1
36,0
0,4

3,9
9,8
–

99,5

13,7

152,4

–

9,6

8,6

0,3

0,3

9,9

8,9

2,3
7,6

2,3
6,6

9,9

8,9

Final dividend provided as payable in cash
Estimated non-cash element transferred
to share election reserve (refer note 8)

3.

4.

CAPITALISATION AWARD
Distributable reserves of R343 million were capitalised
by way of the issue of 32 781 164 shares in the ratio of
1,692 shares for every 100 shares registered in the
name of shareholders on 8 May 1998

245,0

11,4

–

64,4

347,5

110,8

343,0

–

EARNINGS PER SHARE
Attributable earnings basis
Earnings per share is based on the net income after tax attributable
to ordinary shareholders and the weighted number of ordinary shares
in issue. Earnings attributable to ordinary shareholders
amounted to R688,4 million (1997: R217,4 million) and
the weighted average number of ordinary shares in issue
during the year amounted to 2 509 989 723
(1997: 1 472 015 546).
Headline earnings basis
Headline earnings per share is based on the net income after
tax attributable to ordinary shareholders, adjusted for items
of a non-trading nature, and the weighted average number
of ordinary shares in issue.
Headline earnings reconciliation
Net income after tax attributable to ordinary shareholders
Less: Profit on sale of strategic investments
Add: Loss on disposal of joint venture

688,4
(0,6)
5,4

217,4
(1,8)
–

Headline earnings attributable to ordinary shareholders

693,2

215,6
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Authorised
6 500 000 000 ordinary shares of 1 cent each (1997: 1 500 000 000)
Issued
Balance at beginning of year:
1 353 008 450 ordinary shares of 1 cent each (1997: 1 346 852 110)
Shares issued during the year:
Capitalisation awards
44 497 020 ordinary shares of 1 cent each (1997: 6 156 340)
Issued in terms of rights issue
572 696 739 ordinary shares of 1 cent each
Issued for subsidiaries acquired
3 475 100 880 ordinary shares of 1 cent each

Share premium
Balance at beginning of year
Arising on issue of ordinary shares:
Capitalisation awards
Issued in terms of rights issue
Issued for subsidiaries acquired
Share issue expenses

65,0

15,0

13,5

13,4

0,4

0,1

5,7

–

34,8

–

54,4

13,5

419,4

384,5

422,1
5 148,6
4 008,5
(119,1)
9 879,5

Excess of cost of investment in subsidiary over attributable net asset value

(1 443,8)

The above set-off has been accounted for on the basis that the company
will be proceeding with an application to the High Court for a capital
reduction in terms of section 84 of the Companies Act (Act 61 of 1973).
The excess relates to the purchase, by shareholders, of the 40% shareholding in Rand Merchant Bank Limited previously held by the
Momentum policyholder portfolios. Details of the special
resolution proposed in this regard are contained in the addendum
to the notice of the annual general meeting enclosed with these annual
financial statements.
Ordinary share capital and share premium

8 490,1
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35,0
–
–
(0,1)
419,4
–

432,9

Granted at prices ranging between (cents)
Number of options granted during year (millions)
Granted at prices ranging between (cents)
Number of options exercised/released during
year (millions)
Market value range at date of exercise/
release (cents)
Number of remaining shares available for
future options (millions)
Value of company loan to share option
trust (R million)

85 – 910
6,5
700 – 910

93 – 1 029
0,6
1 029

40 – 1 069
0,1
1 026 – 1 069

13,9

3,7

5,7

700 – 1 215

888 – 1 071

905 – 1 069

33,2

28,5

5,4

395,2

161,1

480,1

R million

R million

350,0

350,0

The abovementioned figures for Southern Life
and FNB take account of the exchange ratio of
675 FirstRand shares for every 100 Southern
Life/FNB shares, and cover the three-month period
to 30 June 1998. In order to harmonise the terms
and conditions applicable to these schemes,
management is in the process of reviewing the
structure of the schemes.

7.

CONVERTIBLE DEBENTURES
Fixed rate unsecured subordinated compulsorily
convertible debentures
These debentures are convertible into 3%
non-redeemable non-cumulative preference
shares of the company at the option of the
debenture holders at any time after 30 June 2008.
Any debentures not converted by 30 June 2021
will be compulsorily converted on that date.
The debentures bear interest, payable six monthly
in arrears, at an average rate of 18,3% per annum.
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Other

27,0

0,5

6,6

49,3

3,7
–
0,9
2,0

22,4
25,7
0,1
1,1

Balance at end of year

223,2

49,8

Total reserves

504,3

415,2

49,8
17,8

38,2
2,1

46,5
4,4
(33,1)

–
2,1
–

Currency conversion reserve
Unrealised surplus on revaluation of investments
Other

179,7
(12,9)
(11,2)

0,1
9,7
(0,3)

Balance at end of year

223,2

49,8

Insurance operations
Unrealised surplus on revaluation of investment assets
Contingency reserve
Currency conversion reserve
Other

Movement for the year in non-distributable reserves:
Balance at beginning of year
Transfer from income statement relating to:
Banking operations
Insurance operations
Discontinued operation

F ORTY - NINE

Other

86,2

66,4

1 104,3

71,7

120,0

120,0

100,0

–

–

40,0

Note to the deferred taxation of insurance operations
Due to the lack of a consistent industry-wide basis for the determination
of the comprehensive deferred taxation liability relating to transfers
between the four tax funds, the estimated liability relating to
these timing differences has been provided for in the actuarial liability
under unmatured policies, and is not included in the deferred taxation
liability detailed above.
This provision amounts to R60,0 million for Momentum Life and
R136,0 million for Southern Life at their respective valuation dates.
11. DEBENTURES ISSUED BY SUBSIDIARIES
Non-redeemable subordinated debentures of banking subsidiary
Interest is payable six monthly in arrears on 30 June and 31 December
of each year at 2% below the prime overdraft rate. The holder has the
right, at any time after 30 June 2005, to convert the debentures into
non-redeemable preference shares. The debentures will automatically
convert into non-redeemable preference shares in the event that such
conversion has not already taken place by 30 June 2020.
Redeemable subordinated debentures of banking subsidiary
Interest is payable at 1,75% below the prime overdraft rate.
The debentures are redeemable on 19 December 1998 and
do not have any conversion rights.
Compulsorily convertible non-redeemable debentures of joint venture
Less: Current portion transferred to current liabilities
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220,0
(100,0)

160,0
–

120,0

160,0

Maturity analysis
Withdrawable on demand
Maturing within one month
Maturing after one month but within six months
Maturing after six months but within twelve months
Maturing after twelve months

630,7
705,0
071,3
148,0
566,7

3 476,0
2 274,9
817,5
118,9
1 462,0

118 121,7

8 149,3

365,1

–

72,1

95,4

26,9
8,2

–
–

65
25
17
7
2

The maturity analysis of deposit and current accounts is based on the
remaining periods to contractual maturity from year-end.
13. L O N G - T E R M L I A B I L I T I E S
Banking operations
Debt securities amortising annually over the period to 2005
These debt securities are unsecured, with interest being payable
six-monthly in arrears at rates that vary between 16,74% and
17,66% per annum.
Insurance operations
Property-management subsidiary
The loan is unsecured and bears interest at rates agreed upon
from time to time. There are no fixed terms of repayment
Capitalised lease commitments
Other long-term loans
Less: Current portion transferred to current liabilities
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472,3
(133,8)

95,4
–

338,5

95,4

Smooth bonus business
Individual life
Employee benefits
With-profits reversionary bonus business
Non-profit business
Individual life
Employee benefits
Annuity business
Health operations

17,1
11,1
4,9

29,4
0,1
0,1

0,8
1,2
9,1
0,6

0,4
0,3
8,5
0,7

100,0

100,0

R million

R million

1 773,8
7 458,0
954,8

0,4
307,1
143,1

10 186,6

450,6

The above percentages are based on the actuarial valuations of
Momentum Life and Discovery Health at 30 June 1998 and of
Southern Life at 31 March 1998, the last date on which an actuarial
valuation was performed. The life funds of the group at 30 June 1998
exceeded the amount of the actuarial value of liabilities under policies
and contracts at that date. The change in the actuarial value of policy
liabilities includes amounts relating to policyholders‘ participation in
surplus by way of reversionary and other bonuses.

15. C A S H A N D S H O R T - T E R M F U N D S
Coin and bank notes
Money at call and short notice
Balances with central banks

Money at short notice constitutes amounts withdrawable
in 32 days or less.

F IFTY - TWO

Valuation

6 094,7

1 018,6

810,6

220,7

822,1

220,7

964,1

25,8

Valuation

1 046,4

25,8

Total book value

7 978,6

1 394,7

Total market value or directors‘ valuation

7 963,2

1 265,1

Analysis of investment and trading securities
Listed
Book value

6 811,7

1 394,7

6 796,6

1 265,1

1 166,9

–

1 166,6

–

Total book value

7 978,6

1 394,7

Total market value or directors‘ valuation

7 963,2

1 265,1

Investment portfolio
Trading portfolio

4 019,7
3 958,9

317,4
1 077,3

Total investment and trading securities

7 978,6

1 394,7

Other dated securities
Book value
Valuation
Undated securities
Book value

Market value
Unlisted
Book value
Directors‘ valuation

Market prices of listed investments are those as quoted on
the JSE or as certified by the Public Investment Commissioner.
Assets under repurchase agreements included in the above
are detailed in note 30.
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Doubtful debt provisions (specific and general)

(2 893,8)

Advances after doubtful debt provisions

94 955,4

4 649,7

Geographic analysis
South Africa
Europe
Namibia
Botswana
Swaziland

91 066,5
3 377,2
2 220,6
958,2
226,7

4 756,7
–
–
–
–

97 849,2

4 756,7

22
18
13
7
8
9
2
15

791,0
687,7
613,8
233,0
477,1
139,6
650,9
256,1

–
3,5
291,3
–
–
–
–
4 461,9

97 849,2

4 756,7

52 237,0
22 303,6
23 308,6

2 683,6
2 073,1
–

97 849,2

4 756,7

Category analysis
Overdrafts and managed account debtors
Home loans
Instalment sales
Lease payments receivable
Offshore loans
Bills and bankers acceptances
Card loans
Other advances

Maturity analysis
Maturing within 1 year
Maturing after 1 year but within 5 years
Maturing after five years

The maturity analysis of advances is based on the
remaining periods to contractual maturity from year end.
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(107,0)

Cost less amounts written off
Unlisted associates
Cost less amounts written off

76,6

–

15,1

–

Total cost less amounts written off

91,7

–

Income for the year
Dividends received for the year

15,0
(3,9)

–
–

Equity accounted earnings
Share of retained earnings at beginning of year

11,1
20,5

–
–

Share of retained earnings at end of year
Share of other reserves

31,6
7,2

–
–

Total retained income and reserves

38,8

–

Total carrying value

130,5

–

Valuation
Listed associates at market value
Unlisted associates at directors‘ valuation

213,2
23,1

–
–

Total valuation

236,3

–

A detailed list of associated companies is available for inspection
at the registered offices.
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prior to 1 April 1998.
Investments in listed shares were distributed as follows:

%

%

Mining
Gold
Financial – mining houses
Financial – other
Industrial
Overseas instruments
Unit trusts
Other

1
1
4
29
35
16
13
1

6
2
11
17
47
5
10
2

100

100

R million

R million

3 823,3
150,5

1 213,9
57,8

3 973,8

1 271,7

22. PROPERTY INVESTMENTS
Fixed property
Listed property equities

Schedules of freehold property and equity investments are open
for inspection at the offices of the various Group companies
in terms of the provisions of the Companies Act, 1973.
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Freehold
land and
buildings
R million

Leasehold
premises
R million

Equipment
R million

1998
Total
R million

1997
Total
R million

Movement in property and equipment
Cost at beginning of the year
Subsidiary balances acquired/disposed of
Additions
Disposals
Transfers and other movements

187,4
1 802,0
11,3
(5,0)
18,9

–
411,7
7,9
–
9,2

267,7
3 528,9
198,4
(96,5)
16,4

455,1
5 742,6
217,6
(101,5)
44,5

419,5
–
37,3
(1,7)
–

Cost at end of the year

2 014,6

428,8

3 914,9

6 358,3

455,1

Accumulated depreciation at
beginning of the year
Subsidiary balances acquired/disposed of
Depreciation charge for the year
Disposals
Transfers and other movements

–
237,2
1,3
(0,5)
2,0

–
180,5
6,6
–
4,7

156,2
2 093,2
147,2
(49,3)
22,1

156,2
2 510,9
155,1
(49,8)
28,8

100,0
–
57,3
(1,1)
–

Accumulated depreciation at end of the year

240,0

191,8

2 369,4

2 801,2

156,2

1 774,6

237,0

1 545,5

3 557,1

298,9

Net book value at end of the year
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11 383,1

2 308,3

25. C U R R E N T L I A B I L I T I E S
Dividends payable

245,0

11,4

Fair value provisions

100,0

–

116,9
1 585,7
100,0
1 851,1
188,2
7 079,9

–
465,4
–
574,6
38,2
197,7

10 921,8

1 275,9

1 221,7
854,4
287,2
186,5

187,0
237,1
13,9
42,8

2 549,8

480,8

13 816,6

1 768,1

Total current assets

Banking operations
Accrued interest
Accounts payable
Debentures (note 11)
Non-banking loan accounts
Taxation
Other creditors

Insurance operations
Outstanding benefit payments
Creditors
Provisions
Taxation

Total current liabilities
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Funds to meet these commitments will be provided from group resources.
Commitments under derivative instruments
Option contracts, financial futures contracts, forward rate and
interest rate swap agreements and other financial instruments
have been entered into in the normal course of business.
In terms of the group‘s accounting policies these instruments
are stated at fair value or, where not listed, at valuation.
Profits and losses, both realised and unrealised, are included
in income.
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28. R E L A T E D P A R T I E S
Major shareholders
The major shareholders of FirstRand Limited are AAC
and RMBH. Both of these companies are incorporated
in South Africa and are listed on the JSE.
Transactions with directors
There are no material transactions with directors other than the
directors’ emoluments detailed in note 1.
Transactions with entities in the group
FirstRand Limited is the ultimate chief controlling entity in the group .
The company advanced, repaid and received loans from other entities
in the group during the current and previous financial years.
These transactions were on commercial terms and conditions.
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Increase in items in transit
Increase in accrued interest
(Increase)/decrease in accounts receivable
Increase in non-banking advances
Increase in other debtors
Increase in accrued investment income
Increase in premium debtors
Increase in other debtors

Current liabilities
Increase in accrued interest
Increase/(decrease) in accounts payable
Increase in non-banking loan accounts
Increase in other creditors
Increase in outstanding benefit payments
Increase in creditors
Increase/(decrease) in provisions

Net working capital changes

29.3 Taxation paid
Balance at beginning of year
Balances of subsidiaries acquired/disposed of
Taxation charged for the year
Balance at end of year
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(661,7)
(26,0)
(819,5)
(259,0)
(2 334,8)
(276,2)
(45,2)
(125,1)

–
–
274,2
(571,5)
–
(176,8)
(69,1)
(2,8)

(4 547,5)

(546,0)

47,3
236,6
1 276,5
3 209,8
190,3
39,4
79,5

–
(32,9)
367,6
68,0
11,9
9,0
(9,5)

5 079,4

414,1

531,9

(131,9)

(79,6)
(279,8)
(330,4)
374,7

(42,1)
–
(116,6)
79,6

(315,1)

(79,1)

(12 894,4)
14 151,0

Deposits and current accounts
Net decrease/(increase) in banking investment activities
29.6 Insurance investment activities
Net purchases of government and public authority stocks
Net purchases of mortgages, debentures and other loans
Net purchases of equity investments
Net purchases of property investments
Net increase in policy loans

29.7 Proceeds from issue of ordinary shares
By the company
Share issue expenses

29.8 Cash and cash equivalents
Cash and cash equivalents consist of cash on hand and balances
with banks, and investments in money market instruments.
Cash and cash equivalents included in the cash flow statement
comprise the following balance sheet amounts:
Cash and short-term funds
Funds on deposit
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1 256,6

(2 115,9)
1 907,2
(208,7)

220,0
(516,5)
(283,3)
37,9
(44,1)

(861,8)
(438,9)
(1 685,2)
9,6
(15,1)

(586,0)

(2 991,4)

5 154,3
(119,1)

–
–

5 035,2

–

10 186,6
9 429,6

450,6
2 200,3

19 616,2

2 650,9

Securities sold under agreement to repurchase

(7 032,6)
80,6

31. RETIREMENT BENEFIT INFORMATION
Staff pension funds
All full-time employees in the Group are members of either a
defined benefit pension fund or defined contribution schemes which
are governed by the Pension Funds Act. At the last valuation all
defined benefit funds were adequately funded. Contributions to
the pension funds are charged against expenditure when incurred.
Any deficits advised by the actuaries are funded either immediately
or through increased contributions to ensure the ongoing
soundness of the funds.
The assets of these schemes are held in administered trust funds separated
from the Group‘s assets. Scheme assets primarily consist of listed shares,
fixed income securities and property investments.
Medical aid benefits
In certain instances, the Group provides for medical aid contributions
beyond the date of normal retirement. The present value of expected
future medical aid contributions relating to existing pensioners has been
determined and the liability provided for.
The present value of expected future medical aid contributions relating
to current employees is charged against expenditure over the service
period of such employees.
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(8 384,8)
129,6

Associated companies
Other investments
Clients‘ liabilities under acceptances
Insurance operations
Government and public authority stocks
Mortgages, debentures and other loans
Equity investments
Property investments
Policy loans
Funds on deposit
Property and equipment
Current assets
Liabilities
Outside shareholders’ interest
Debentures
Deposits and current accounts
Deferred taxation
Long-term liabilities and provisions
Life insurance fund
Current liabilities
Liabilities to clients under acceptances

136,0
122,1
2 069,1

–
–
–

136,0
122,1
2 069,1

4 857,2
1 217,0
20 825,1
2 919,7
369,7
1 645,2
3 438,7
4 633,9

–
(47,0)
–
–
–
–
(200,0)
–

4 857,2
1 170,0
20 825,1
2 919,7
369,7
1 645,2
3 238,7
4 633,9

(267,9)
(100,0)
(95 821,4)
(1 287,0)
(299,0)
(31 477,4)
(6 577,0)
(2 069,1)

–
–
–
285,3
–
–
(150,0)
–

(267,9)
(100,0)
(95 821,4)
(1 001,7)
(299,0)
(31 477,4)
(6 727,0)
(2 069,1)

5 030,0

(986,7)

4 043,3

Less: Settled by the issue of shares
Share capital
Share premium

(34,8)
(4 008,5)

Cash flow on acquisition

0,0

The fair value adjustments detailed above reflect the effects of the merger on the carrying amounts of the related net
assets. These adjustments relate primarily to the alignment of the accounting policies and accounting estimates of
acquired subsidiaries with those of the Group in order to reflect the fair value of subsidiaries at date of acquisition.
33. C O M P A R A T I V E F I G U R E S
Comparative figures are restated where necessary to afford proper comparison.
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Net income after taxation
Equity accounted earnings (refer note 20
in annual financial statements)

485,2

133,5

11,1

–

Net income after tax
Earnings attributable to policyholders

496,3
(54,9)

133,5
(52,4)

441,4

81,1

1.5

Net income after tax attributable to shareholders
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Current deposit accounts
Savings accounts
Debentures
Deposits from banks

(586,8)
(65,4)
(71,4)
(96,3)

–
–
(35,9)
–

(3 114,5)

(182,6)

1 007,4

59,7

107,0
2 622,1
(164,6)

93,0
–
(4,1)

Recoveries of amounts previously written off
Charge to income statement

2 564,5
17,3
312,0

88,9
0,9
17,2

Balance at end of year

2 893,8

107,0

Analysis:

2 893,8

107,0

Specific provision
General provision

1 722,6
1 171,2

17,4
89,6

Net interest income
1.2 BAD AND DOUBTFUL DEBT
Balance at beginning of year
Subsidiary balances acquired
Amounts written off

PROVISIONS
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Home loans
Instalment sales
Lease payments receivable
Card loans
Offshore loans
Other advances

1 079,9
538,7
206,9
195,1
0,2
406,1

657,7
96,6
37,6
–
0,6
14,8

243,2
107,7
39,8
85,3
–
51,1

248,6
220,6
81,3
151,4
0,2
223,4

Total

4 182,1

1 263,5

978,5

1 722,6

48,9

26,6

4,9

17,4

1997 total non-performing lendings
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Current
Deferred
Net contributions to project finance deals and lessor trusts
Secondary taxation on companies (”STC“)
Stamp duties
Other taxes and levies

65,0
31,4
(0,3)
4,5
12,1
64,5

27,5
14,0
–
–
–
1,5

177,2

43,0

16,9

–

%

%

Effective rate of taxation
Total taxation has been affected by:
Non-taxable income
Other permanent differences

19,2

24,0

6,0
9,8

13,0
(2,0)

Standard rate of taxation

35,0

35,0

Total taxation
Estimated taxation losses available for set-off
against future taxable income
Other taxes and levies consist of Greater Metropolitan
Transitional Council and Financial Services Board
levies, the levy on financial services and value-added tax.
Taxation rate reconciliation

1.5 EARNINGS ATTRIBUTABLE TO POLICYHOLDERS
Until 31 March 1998, 60% of the earnings of Rand Merchant Bank
Limited were attributable to shareholders, with the balance of 40%
being attributable to Momentum Life policyholders. The portion
attributable to policyholders amounting to R54,9 million
(1997: R52,4 million) has been excluded from earnings attributable
to shareholders.
Effective 1 April 1998, the shareholders of the Group acquired the
entire shareholding of Momentum Life policyholders.
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to shareholders

205,4

147,0

Analysed as follows:
Life insurance and asset management
Health insurance
Short-term insurance

168,3
54,4
(17,3)

109,7
27,2
10,1

205,4

147,0

2.5
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Recurring premiums
Total premium income

403,0

61,8

7 038,0

4 360,2

274,7
25,5

143,3
17,2

79,9
1 448,1
20,6

1,7
995,5
27,0

1 848,8

1 184,7

Funds retained through the extension of the policy term amounted
to R306,6 million (1997: R94,5 million). These funds are not included
in the individual life single premium income figures above.
2.2 INVESTMENT INCOME
Investment income earned in respect of:
Dividends – listed shares
Dividends – unlisted shares
Net rental income from properties owned by the
insurance operations
Interest-bearing investments
Income from subsidiaries
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Total benefits paid in respect of individual life business
Health business
Gross claims
Medical savings accounts
Less: Claims recoveries

2 212,2

1 236,8

468,0
420,4
(149,5)

181,9
277,2
(33,1)

Withdrawal benefits

738,9
2,5

426,0
0,7

Total benefits paid in respect of health business

741,4

426,7

1 262,3

46,1

124,4
39,4
39,1
110,7
927,5
21,2

17,9
10,4
1,5
14,8
–
1,5

Investment funds
Withdrawals and transfers to off-balance sheet funds

2 323,2

518,9

Total benefits paid in respect of employee benefits business

3 585,5

565,0

Total benefits paid

6 539,1

2 228,5

Employee benefits business
Benefits in respect of risk business
Death
Disability
Maturities
Member withdrawals
Scheme terminations and investment withdrawals
Annuities
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2.5 DISCONTINUED OPERATION
The group disposed of its short-term insurance operation (joint venture)
effective 1 January 1998. The results of this operation had previously
been reported in investment income. The results relating to this operation
are as follows:
Operating (loss)/profit to date of discontinuation
included in headline earnings
Loss on sale of joint venture

(11,9)
(5,4)

10,1
–

Total (loss)/profit on discontinued operation

(17,3)

10,1
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Ordinary share capital and share premium
Convertible debentures
Reserves
Shareholders‘ equity
Life insurance fund
Current liabilities
TOTAL

3.1

SHAREHOLDERS‘ EQUITY AND LIABILITIES

ASSETS
Investments
Government and public authority stocks
Mortgages, debentures and other loans
Equity investments
Property investments
Policy loans
Subsidiaries and joint venture ( Appendix 4 )
Funds on deposits
Fixed assets
Current assets
TOTAL

ASSETS

S EVENTY - THREE

8 490,1
350,0
504,3

432,9
350,0
415,2

9 344,4
20 283,5
551,2

1 198,1
17 872,7
184,6

30 179,1

19 255,4

29 374,2

18 641,7

2 915,7
2 491,3
9 533,5
331,5
166,0
6 416,3
7 519,9

3 179,4
2 014,8
9 260,2
241,8
132,8
1 744,2
2 068,5

9,1
795,8

13,1
600,6

30 179,1

19 255,4

Net cash outflow from investment activities

(893,4)

(2 837,0)

Cash flows from financing activities
Proceeds from issue of ordinary shares
Proceeds from issue of debentures
Payment of long term borrowings

5 035,2
–
–

–
350,0
(15,1)

Net cash inflow from financing activities

5 035,2

334,9

Net increase in cash and cash equivalents
Cash and cash equivalents at beginning of period

5 451,4
2 068,5

524,3
1 544,2

Cash and cash equivalents at end of period

7 519,9

2 068,5

4 897,9
1 943,5

3 752,4
1 275,2

6 841,4

5 027,6

214,7
160,3
3 979,6
130,1

224,2
156,0
1 801,8
87,6

4 484,7

2 269,6

2 356,7

2 758,0

742,5
(2 410,8)

1 516,5
(4 057,1)

A. CASH GENERATED
Income
Premium income
Net investment income

BY OPERATIONS

3.2

Outgo
Commissions
Marketing and administration expenses
Policyholder benefits
Taxation

3.3
3.4

Income less outgo
Capital appreciation on policyholders and shareholders
assets for the year
Transfer to life fund

3.1

Net income after tax attributable to shareholders
Adjustment for non-cash items
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688,4
782,2

217,4
3 083,2

1 470,6

3 300,6

Non-profit business
Individual life
Employee benefits
Annuity business

1,2
0,3
8,0

0,4
0,3
8,6

100,0

100,0

R million

R million

2 799,2

2 383,5

414,3
1 124,7
821,0
439,2

521,7
949,3
562,5
350,0

563,7

295,3

3 362,9
1 535,0

2 678,8
1 073,6

1 469,0
66,0

1 011,8
61,8

4 897,9

3 752,4

The life fund at 30 June 1998 exceeded the amount
of the actuarial value of liabilities under policies and
contracts at that date.
The change in the actuarial value of policy liabilities
includes amounts relating to policyholders‘ participation
in surplus by way of reversionary and other bonuses.
3.2 PREMIUM INCOME
Individual life
Single premuims
Recurring premiums
Unit linked annuities
Annuities
Corporate business
Investment funds
Total premiums received in respect of
individual life business
Employee benefits business
Investment lump sums
Recurring premiums
Total premium income
Funds retained through the extension of the policy
term amounted to R306,6 million (1997: R94,5 million).
These funds are not included in the individual life single
premium income figures above.
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Surrenders
Maturities

11,3
97,5

20,9
65,1

1 591,6

1 236,9

64,8

46,0

24,8
11,7
4,0
6,2
16,5
1,6

17,9
10,3
1,4
14,9
–
1,5

Investment funds
Withdrawals and transfers to off-balance sheet assets

2 323,2

518,9

Total benefits paid in respect of employee benefits business

2 388,0

564,9

Total benefits paid

3 979,6

1 801,8

Total benefits paid in respect of individual life business

Employee benefits business
Benefits in respect of risk business
Death
Disability
Maturities
Member withdrawals
Scheme terminations and investment withdrawals
Annuities
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Total assets as per company balance sheet
Revaluation of shareholders‘ investments to directors‘ valuation

30 179,1
4 713,4

19 255,4
1 411,9

Total company assets per actuarial balance sheet

34 892,5

20 667,3

The revaluation of shareholders‘ investments represents the
cumulative revaluation of strategic subsidiary investments.
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Momentum Trust Limited
Discovery Health Limited
MC2 Solutions (Pty) Limited
RMB Asset Management (Pty) Limited
RMB Properties (Pty) Limited

JOINT VENTURE
Aegis Insurance Company Limited

100
67
100
100
100

–

100
70
100
100
100

50

Total interest in subsidiaries
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3,4
(0,8)
31,9
7,9
10,7

2,8
0,2
14,0
5,4
4,0

0,4
87,0
(25,7)
81,3
3,0

0,4
51,9
(12,4)
36,8
1,7

499,9

509,2

1 890,4

542,6

–

–

–

129,2

501,2

508,3

5 915,1

1 235,9

6 416,3

1 744,2

M W KING (61)
Deputy Chairman, Anglo American Corporation
of SA Limited
G R PARDOE1 (41)
Finance Director, Anglo American Corporation
of SA Limited

FIRST NATIONAL BANK
AFRICA LIMITED

OF

SOUTHERN

G T FERREIRA (50)
Chairman
V W BARTLETT1 (55)
Deputy Chairman, Chief Executive Officer, First National
Bank of Southern Africa Limited
P K HARRIS (47)
Deputy Chairman, Chief Executive Officer, Rand
Merchant Bank Limited
M P C BROGAN (AUSTRALIAN) (48)
Executive Chairman, RMB Australia
J P BURGER (39)
Executive Director, Rand Merchant Bank Limited
T N CHAPMAN (64)
Director of companies
L L DIPPENAAR (49)
Chief Executive Officer, FirstRand Limited
D G K FISH1 (51)
Alternate Director, Anglo American Corporation
of SA Limited
J W GAFNEY (64)
Director of companies
P M GOSS (50)
Director of companies
M W K I N G 1, 2 ( 6 1 )
Deputy Chairman, Anglo American Corporation
of SA Limited
MS W E LUCAS-BULL (45)
Executive Officer, Rand Merchant Bank Limited

H P MEYER (40)
Managing Director
B H ADAMS1 (62)
Director of companies
A J ARDINGTON4 (58)
Director of companies
A H ARNOTT (51)
Chief Financial Officer, FirstRand Limited
MS P N BARDILL4 (48)
Director of companies
V W BARTLETT (55)
Chief Executive Officer, First National Bank of Southern
Africa Limited
W F E BRAGG (56)
Alternate Director, Anglo American Corporation
of SA Limited
G T FERREIRA2 (50)
Chairman, FirstRand Limited
A GORE (34)
Chief Executive Officer, Discovery Health Limited
R B GOUWS3 (55)
Consulting Actuary
P K HARRIS (48)
Chief Executive Officer, Rand Merchant Bank Limited
R J HUTCHISON (51)
Chief Investment Officer, FirstRand Asset Management
M W KING2 (61)
Deputy Chairman, Anglo American Corporation of S A
Limited
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MS W E LUCAS-BULL (45)
Executive Officer, Rand Merchant Bank Limited
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Limited
B J V A N D E R R O S S 1, 4 ( 5 1 )
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Range of
shareholding

Number of
shareholders

AAC and RMBH
Individuals
Banks and nominee companies
Pension and provident funds
Insurance companies
Corporate bodies

2
24 393
251
135
26
779
25 586

STO

CK

% of
shareholders

Number
of shares

% of
shares

2 638 331 673
199 971 637
2 065 730 207
180 388 298
112 440 744
248 440 530

48,45
3,67
37,94
3,32
2,06
4,56

100,00 5 445 303 089

100,00

0,01
95,34
0,98
0,53
0,10
3,04

E XCHANGE
PERFORMANCE

FirstRand was first quoted on the JSE on 25 May 1998 under the Banks and Financials sector after the successful merger
of the financial interests of RMBH and AAC. The statistics provided below are for the period 25 May 1998 to 30 June 1998
and do not include the statistics of Momentum Life as it previously existed.
30 June 1998
Shares traded (‘000)
Price (cents)
Highest
Lowest
Closing price

96 183
1 140
825
910
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being newly appointed, they will all retire, but being
eligible, offer themselves for re-election.

6.2.2 If the director who deposes to the affidavit
in support of the said application to the
High Court of South Africa should consider
that it is no longer in the interests of the
company’s shareholders to proceed with
such application by reason of any conditions
which the High Court may wish to impose
prior to confirming the envisaged reduction
of the company’s share capital, or for any
other reason, the director may withdraw the
said application.

5. To place the unissued share capital of the company
under the control of the directors and to authorise
them to allot and issue the shares at such prices and
to such person, and on such terms as they deem fit,
until the next annual general meeting of the company.
6. To consider and, if deemed fit, pass, with or without
modification, the following resolutions:
6.1

As a special resolution:

RESOLVED THAT, subject to the confirmation of the
High Court of South Africa:
6.1.1 the share capital of the company, in the
form of the share premium account of the
company, be and it is hereby reduced
from R9 879 524 655 by the amount
of R1 443 841 378 to the amount of
R8 435 683 277 with effect from the date
on which this resolution is adopted;
6.1.2

the aforesaid amount of R1 443 841 378 be
applied in writing off the amount by which
the sum transferred out of the company’s
shareholders’ funds to its policyholders’
funds for the acquisition by the company’s
shareholders of the 40% (forty percentum)
shareholding in Rand Merchant Bank
Limited, previously held by the policyholders, exceeded the book value of the
underlying net assets by the said 40% of
the share capital of Rand Merchant Bank
Limited at 1 April 1998. Full details are
provided in the atached addendum.

7. To conclude any business that may be raised at an
annual general meeting.
A member who is entitled to attend and vote at the
meeting is entitled to appoint a proxy (or proxies) to
attend and speak and, on a poll, to vote in his or her stead.
A proxy form is enclosed for that purpose. A proxy need
not be a member of the company, and to be effective,
the proxy form must be sent to Optimum Registrars
(Proprietary) Limited, 4th Floor, Edura Building,
41 Fox Street, Johannesburg, 2001 (PO Box 62391,
Marshalltown, 2107) to be received before 12:00
on Friday, 20 November 1998.
By order of the board

P F DE BEER (FCIS)
Secretary
23 September 1998
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In accordance with legislation and practice affecting
long-term insurers, the assets of the company are allocated
to a shareholders’ fund and to various policyholders’ funds.
Until 1 April 1998, 60% of the share capital of Rand
Merchant Bank Limited (RMB) was allocated to the
company’s shareholders and the remaining 40% thereof
to policyholders.
In terms of an undertaking made by the company to
the Registrar of Insurance, and as the first step towards

RMB from policyholders exceeded 40% of the
underlying net assets of RMB at the time.
The implementation of the reduction of the share
premium account is conditional upon the confirmation
thereof by the High Court of South Africa.
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RESOLUTION

1

2

3

4

5

6.1.1

6.1.2

6.2.1

6.2.2

FOR
AGAINST
ABSTAIN

Signed for an on behalf of

Signature

on

1998

assisted by me (where applicable)

Notes
1.

An ordinary shareholder may insert the name of a proxy or the names of two alternate proxies of the ordinary shareholder‘s choice in the space provided,
with or without deleting ”the chairman of the general meeting“. The person whose name stands first on the form of proxy and who is present at the general
meeting will be entitled to act as proxy to the exclusion of those whose names follow.

2.

An ordinary shareholder‘s instructions to the proxy must be indicated by the insertion of the relevant number of votes exercisable by that ordinary
shareholder in the appropriate box/es provided. Failure to comply with the above will be deemed to authorise the chairman of the general meeting, if
he is the authorised proxy, to vote in favour of the resolutions at the general meeting, or any other proxy to vote or to abstain from voting at the general
meeting, as he deems fit, in respect of all the ordinary shareholder’s votes exercisable thereat.

3.

An ordinary shareholder or his proxy is not obliged to vote in respect of all the ordinary shares held or represented by him but the total number of votes
for or against the resolutions in respect of which any abstention is recorded may not exceed the total number of votes to which the ordinary shareholder
or his proxy is entitled.

4.

Forms of proxy must be lodged with or posted to Optimum Registrars Limited, 4th Floor, Edura Building, 41 Fox Street, Johannesburg, 2001 (PO Box
62391, Marshalltown, 2107), to be received not later than 12:00 on Friday, 20 November 1998.

5.

The completion and lodging of this form of proxy will not preclude the relevant ordinary shareholder from attending the general meeting and speaking
and voting in person thereat to the exclusion of any proxy appointed in terms hereof should such ordinary shareholder wish to do so.

6.

Each ordinary shareholder is entitled to appoint one or more proxies (none or whom need to be a member of the company) to attend, speak, and in a
poll, vote in place of that ordinary shareholder at the general meeting.

90 Rivonia Road
Sandton
2146
ADMINISTRATION
Bankers
ABSA Bank
First National Bank
Rand Merchant Bank
Transfer Secretaries
Optimum Registrars Limited
4th Floor, Edura Building
41 Fox Street
Johannesburg, 2001
(PO Box 62391
Marshalltown, 2107)

F

REGISTERED OFFICE AND HEAD OFFICE
17th Floor
One Merchant Place
Cnr Fredman Drive and Rivonia Road
Sandton, 2199
(PO Box 786273, Sandton, 2146)
Telephone (011) 282-8000
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