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MESSAGE

PART I

MESSAGE FROM THE GOVERNOR
It is with pleasure that I present the 2007 Bank Supervision Annual report which has been
prepared in compliance with section 54 of the Banking Act. In this publication, the Reserve Bank
of Malawi seeks to highlight developments that have taken place in the banking sector during
2007, performance of the banking sector, and Banking Supervision activities carried out during
the year in pursuance of the mandate of the Reserve Bank of Malawi. The report also includes
some of the challenges that the Reserve Bank of Malawi faces as it continues to provide supervisory oversight to the banking industry.
Our banking industry continued to be stable and sound in the financial year ending December,
2007. The Reserve Bank of Malawi has continued to provide timely oversight of the banking
industry through a robust Offsite and Onsite supervisory process. We also continued with our
efforts to ensure that the liquidation process of the defunct Finance Bank be completed. However,
we met some challenges during the year that stalled the completion of the liquidation process.
Nevertheless, it is pleasing to note that all bonafide depositors’ claims were paid in full.
Malawi continued to attract investment opportunities in the banking industry. In this regard, the
Reserve Bank of Malawi licensed FDH Bank, to start operating a commercial bank. Another
application for banking license was received from International Commercial Bank, a
foreign bank from Malaysia. A due diligence exercise was completed during the year and it was
expected that the bank would be issued a licence early 2008. The Reserve Bank also conducted
a due diligence of Ecobank, a Pan African Bank that had expressed interest to acquire Loita Bank.
The due diligence involved visiting the home countries of the bank namely Ivory Coast and
Ghana. The final approval was also expected to be completed in the first half of 2008.
Let me take this opportunity to thank staff in Bank Supervision Department for working
tirelessly to ensure a stable and sound banking industry. Further, I extend my gratitude to Board
of Directors and management of banks operating in Malawi for their efforts in ensuring that they
adhere to the different laws and Directives that guide the banking industry in Malawi
Victor Mbewe
GOVERNOR
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PART II

AN OVERVIEW OF THE REPORT
This report is produced annually in compliance with the requirements of Section 54 of the
Banking Act, 1989. It is largely a joint effort of staff from Bank Supervision Department under
the guidance of the Senior Management of the Reserve Bank of Malawi.
Bank Supervision Department executes the Banking Act which provides mandate to the Reserve
Bank of Malawi to supervise banks and financial institutions to ensure a safe, sound and stable
financial system in Malawi. Financial sector stability, regulatory and supervisory issues
continue to be of great importance to policy makers following the aftermath of the closure of one
bank in January 2006. The general public has also developed interest in the soundness of the
banks that are operating in Malawi.
In 2007, in line with Reserve Bank of Malawi Act section 4 (h), which gives the mandate to the
Reserve Bank of Malawi to supervise banks and financial institutions in order to promote the
safety and soundness of these institutions, Bank Supervision Department continued on this
supervisory process. The major highlights of 2007 include the general improvement in the
macroeconomic landscape of the country; continuation of the offsite and onsite surveillance that
provided a strong oversight on the banks and financial institutions operating in Malawi; licensing
of new banks; drafting of new laws, the implementation of risk based supervision project and
drafting of a number of Directives to be issued in 2008.
Part 3 of this Annual report provides an overview of the macroeconomic conditions and the
general financial sector performance. The key highlight of this chapter indicates that banks
continue to operate in a more stable economic environment. This led to continued improvements
in the profitability of banks, which ultimately resulted in increased total asset base and total
capital of banks in Malawi.
Part 4 gives a synopsis of the activities of Bank Supervision in 2007. The Chapter details the
Offsite and Onsite activities undertaken in 2007, and gives a summary of the licensing activities
as well as an update on the receivership process.
Part 5 gives an update on the current supervisory issues affecting the Banking industry in Malawi.
The chapter gives a summary of the World Bank/ IMF Financial Sector Assessment Results on
adherence to the Basle Core Principles as well as Anti Money laundering and Know Your
Customer requirements.
4
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OVERVIEW OF THE REPORT
I wish to express my gratitude to all the staff who contributed to this annual report. I also thank
Senior Management of the Reserve Bank of Malawi for the support rendered to ensure the publication of this report. Finally, I commend the efforts of Bank Supervision Department for the
improvements in the publication of the 2007 Annual Report.
Tobias S Chinkhwangwa
EXECUTIVE DIRECTOR, SUPERVSION OF FINANCIAL INSTITUTIONS
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MACROECONOMIC CONDITIONS

PART III

MACROECONOMIC CONDITIONS AND BANKING SECTOR
PERFORMANCE 2007
3.1 Introduction
This chapter provides a description of the macroeconomic conditions, recent developments in the
financial sector, ownership and structure of the banking sector and lastly, the performance of the
banking sector in 2007.
3.2 Macroeconomic Conditions

3.2.1 Gross Domestic Product

Real gross domestic product (GDP) grew by 7.9 percent in 2007 compared to growth of 8.2
percent registered in 2006. This growth in GDP resulted from strong growth recorded in
small-scale agriculture, construction, transport and communication. Although slower than the 8.2
percent recorded in 2006, the growth rate was far above the 6.6 percent target as stipulated in the
Malawi Development and Growth Strategy. The slowdown in real GDP growth rate could also be
a reflection of the deceleration in both private and government spending.

3.2.2 Inflation

Annual inflation rate dropped by 5.9 percent to 8.0 percent, in 2007 due to increased food
supply, relatively stable fuel prices and relatively stable exchange rate. This inflation rate is the
lowest recorded since 1974. Food inflation was stable due to the cushion that was provided by
maize stocks brought forward from the 2005/06 harvest in addition to the 2006/07 growing
season’s bumper harvest.
Monetary developments were expansionary during 2007 reflecting growth in economic activity.
Money supply grew by 36.1 percent to K83.5 billion compared to an expansion of 17.4 percent
in 2006. The increase was mainly on account of net foreign assets which rose by 41.4 percent to
K30.5 billion. In addition, increase in gross credit to the private sector – spurred by lower
interest rates - further fuelled the growth in money supply.

3.2.3 Exchange Rate

The Malawi kwacha exchange rate exhibited minor fluctuations during 2007 in line with the
patterns displayed by major currencies on the international scene as well as some domestic
developments. During the first half of the year the foreign exchange situation weakened whereas
in the second half of the year export proceeds from sales of maize to Zimbabwe somewhat
improved the foreign exchange position. The local currency marginally depreciated by 0.1
6
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MACROECONOMIC CONDITIONS
percent against both the United States dollar and pound sterling from the previous year to trade
at K140.4804 per United States dollar and K280.3567 per British pound, respectively.

3.2.4 Interest Rates

Interest rates for 2007 depicted a downward trend following downward adjustments of the Bank
Rate during the year. The Bank rate stood at 20.0 per cent during the months of January 2007 to
July 2007, before declining to 17.5 percent and 15.0 percent in August 2007 and November 2007,
respectively. Consequently, commercial banks’ average base lending rate also declined from 22.5
percent in January 2007 to 21.0 percent and closed the year at 19.6 percent. Yields on Treasury
Bills depicted a downward trend due to excess liquidity that prevailed in the market during the
year. Consequently, the all-type Treasury bill yield lost 2.83 percentage points and averaged 14.34
percent in 2007 from 17.17 percent in 2006.

3.2.5 Balance of Payments

The poor performance of the current account largely accounted for worsening of the country’s
balance of payments situation during 2007. Preliminary estimates indicate that the current
account continued to deteriorate with a deficit estimated at K100.6 billion (US$718.6 million) in
2007 compared to a deficit of K92.1 billion (US$667.1 million) registered in the preceding year.
This outcome was largely due to a corresponding deterioration in the merchandise trade account
which registered a higher growth in imports than exports.
3.3 Ownership and Structure of the Banking Sector
The Banking industry in Malawi in 2007 comprised of nine commercial banks namely National
Bank of Malawi, Standard Bank Malawi Limited, First Merchant Bank Limited, NBS Bank
Limited, INDEbank Limited, NEDbank Malawi Limited, Malawi Savings Bank Limited,
Opportunity International Bank of Malawi Limited and Loita Bank Limited. The sector also
includes one leasing company- the Leasing and Finance Company of Malawi Limited and two
discount houses (Continental Discount House and First Discount House Limited).
Commercial banks in Malawi provide an intermediary role of attracting deposits and channeling
them to profitable investments in both the domestic and foreign markets. They also provide
homogeneous products ranging from corporate and investment banking services which include
letters of credit, letters of guarantee, short and long term loan, overdrafts as well as personal
banking and business banking for individuals and small businesses. The leasing company
provides asset financing services to companies who can not raise enough funds to purchase
capital items. Most of the banks also have divisions within their structures that provide leasing
facilities. Discount Houses help in bringing liquidity to the market players by accepting to
purchase (sell) financial instruments from (to) the general public i.e. Treasury Bills and Local
Registered Stock.

7
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MACROECONOMIC CONDITIONS
The table below depicts the ownership structure of the banking industry in Malawi as at 31st
December 2007 in percentage:

3.4 Performance of the Banking Sector
The condition of banking industry in 2007 continued to be stable, despite some shortfalls in some
of the banks capital positions. This section analyses the balance sheet structure and performance
of major components of the aggregate balance sheet for the industry during the year 2007. The
balance sheet is analysed to determine the source and application of funds, as well as to consider
the impact of any changes thereto on the risk profile of the banking sector.
3.5 Balance Sheet Structure of the Banking Industry

The balance sheet of the banking sector in Malawi stood at MK129.8 billion as at 31st December
2007, representing a 36.8 percent increase from MK94.8 billion in the previous corresponding
period. This is a higher increase as compared to 22.5 percent registered as at 31st December
2006. A quarter to quarter analysis of the increase in total assets indicates an initial upward trend
in the first quarter and downward trend in the preceding quarters. Total assets grew by 1.8
8
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MACROECONOMIC CONDITIONS
percent in the first quarter, 11.4 percent in the second quarter. However, during the third and
fourth quarter of 2007, the growth in total assets depicted a decreasing trend as the growth was at
10.2 percent and 9.5 percent respectively.
Figure 3.1 illustrates the Balance Sheet position and growth rate of the Banking Sector on a
quarterly basis between the years 2006 and 2007. Balance sheet growth was mainly funded by
Deposits, Capital and Reserves

3.5.1 Assets Analysis
Figure 3.2 graphically illustrates the composition of assets on a quarter-end basis from March
2006 to December 2007.
n

n

n

n

Cash and balances with other banks and the Reserve Bank of Malawi declined by 10.6
percent from K18.9 billion in December 2006 to K16.9 billion in December 2007.
Loans and advances at K54.8 billion in December 2007 were up from K40.3 billion in the
preceding year representing a growth rate of 35.9 percent.
Securities and investments recorded the highest growth rate of 87.8 percent, moving from
K22.2 billion in December 2006 to K41.7 billion in December 2007. The high growth is
attributed to investments in Government Treasury Bills which comprise the largest part of
Securities and investments despite the yield going down.
All Other Assets marginally increased from K4.1 billion to K4.8 billion representing a 17.1
percent increase.
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Loans and leases continued to make up the largest portion of the total assets in 2007.
3.5.2 Liability Analysis
Figure 3.3 depicts the main components of liabilities of the banking sector during the year under
review. Deposits remained the major source of funding and constituted 72.8 percent of total
liabilities including capital and reserves as at December 2007. In absolute terms, deposits
increased to K94.4 billion from K66.8 billion in December 2007 translating into an annual growth
rate of 41.3 percent.
Capital and reserves recorded a 21.3 percent increase from K14.5 billion in December 2006 to
K17.6 billion in the current period. The increase is mainly attributed to a rise in reserves and
retained profits. Other liabilities increased by 32.2 percent from K9.0 billion in December 2006
to K11.9 billion in December 2007.
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MACROECONOMIC CONDITIONS
Figure 3.4 illustrates the composition of deposits on a quarterly comparative basis over the past
two years. The structure of deposits in terms of type remained unaffected. Demand deposits at
K36.0 billion continued to be the dominating source of deposits. Time deposits increased by 37.0
percent to K25.5 billion from K18.6 billion. Foreign currency deposits marginally increased from
K11.8 billion to K14.3 billion. Savings deposits registered a 38.8 percent increase from K13.4
billion in December 2006 to K18.6 billion in December 2007.

A detailed review of the performance of the banking sector over the year 2007 with respect to
capital adequacy, asset quality, earnings and liquidity is provided below.
3.6 CAMEL Assessment

3.6.1 Capital Adequacy

Capital plays a very crucial role in the banking industry as it serves as a cushion to absorb
losses. For this reason, capital is regarded as one of the key factors in the assessment of the
soundness of a bank. The banking system is required to have adequate and strong capital position
at all times. In assessing banks’ capital, Reserve Bank of Malawi follows international
requirement on banks’ capital which prescribe minimum capital requirement for banking
institutions. Capital is categorised into Core Capital comprising: - paid up capital, retained
profits, current year profits and share premiums, and Total Capital which includes core capital
plus revaluation and other statutory reserves. The minimum ratio of core capital to risk based
assets which banks in Malawi are required to maintain at any time is 6.0 per cent. Banks are
encouraged to maintain a higher ratio and failure to achieve this is considered to be weak. Where
the ratios are below desired levels, banks are directed to increase their capital.

11
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An analysis of capital adequacy as at end December 2007 portrays total shareholders’ funds of
K17.6 billion, up by 21.4 percent from K14.5 billion recorded in December, 2006. Retained
earnings made up 64.2 percent (62.7 % in 2006) of total shareholders funds, paid up capital 11.9
percent (62.1 % in 2006), Share premium 7.4 percent (6.8 % in 2006) and reserves 15.9 percent
(15.2 % in 2006) respectively.
Figure 3.5 reflects in absolute values the position of core capital and total capital and capital
adequacy ratios. As at December 2007, Core capital stood at K12.2 billion from K10.7 billion in
December 2006. This represents a growth of 14.0 percent which is largely on account of growth
in retained earnings. Likewise, total capital increased by 17.4 percent from K13.2 billion to K15.5
billion in the year under review. On the other hand, risk weighted assets at K78.5 billion in
December 2007 have grown by 29.7 percent from K60.5 billion. The growth in risk weighted
assets is attributed to growth in loans and other assets. In response to the huge growth in risk
weighted assets, the ratios of core capital and total capital to risk weighted assets declined to 15.6
percent and 19.7 percent from 17.7 percent and 21.8 percent, respectively. Four of the nine banks
and the leasing institution recorded satisfactory capital rating as at December 2007, while three
banks had a fair rating and two banks were rated marginal.

3.6.2 Asset Quality

Asset quality of a financial institution is measured by the quality of loan portfolio and the level
of non- performing advances. In assessing Asset quality, the Reserve Bank uses the Directive on
12

RBM ANN 07 ULAYA.qxd

1/23/09

9:37 AM

Page 15
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Asset Classification as a guiding tool. In addition, Directives on Large Exposure and Foreign
Currency Lending Ratio are also used in the assessment. Loans and advances form a major
portion of the asset structure and also present the greatest credit risk and therefore a potential loss
exposure to banks.

The quality of the loan portfolio as measured by the levels of non-performing loans (NPL) and
provisions on impaired loans is considered satisfactory. Total non-performing loans reported by
the banking sector increased by 15.0 percent from K2.0 billion at end December 2006 to K2.3
billion in December 2007. NPL constituted 3.4 percent of total loans and advances and 1.4
percent of total assets at December 2007 compared to 5.0 percent and 2.2 percent in December
2006, respectively.
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MACROECONOMIC CONDITIONS
Specific provisions for impaired loans stood at K992.6 million or 51.9 percent of
non-performing loans compared to 47.6 percent registered in December 2006.
As required under the Large Exposure Directive, banks are prohibited from extending and or
maintaining credit facilities to a single customer or a group of related borrowers, when such
facility is 25.0 percent or more of the bank’s core capital unless prior Reserve Bank approval is
granted. In some few cases, the Reserve Bank of Malawi has permitted banks to lend their
customers in excess of the prescribed limit provided that the facilities are export-related or the
purpose of the facility is considered to be of strategic importance to the economy. Except for such
cases, most banks operated within the lending limits.

3.6.3 Profitability

The earning capacity of any banking industry plays a very crucial role in sustaining a bank’s
capacity to expand its operations, strengthen its capital position and remain competitive in the
industry. It is very important that banks at all times generate adequate earnings if they are to
remain viable. In addition, earnings act as a cushion to capital depletion.
The analysis of earnings and profitability focuses on the following aspects:
m
The quality and sources of earnings;
m
The level of earnings, including trends and stability;
m
The earnings exposure to market risks such as interest rate risks and foreign exchange
risks;
m
The level of expenses in relation to operations; and
m
The ability to provide for adequate capital through retained earnings.
The banking system collectively recorded gross income of K25.1 billion from K20.7 billion
recorded in December 2006, representing an increase of 21.2 percent. Total interest income
accounted for 60.1 percent of gross income slightly down from 61.4 percent recorded in
December 2006. Non interest income rose to K9.9 billion representing 39.4 percent of gross
income from 38.6 percent recorded in 2006. The marginal increase reflects the untiring efforts by
banking institutions to open up more avenues for generating income.
Figure 3.8 presents a composition of the income statement for the previous two years. Net
interest income closed at K12.0 billion from K9.0 billion in December 2006, representing a
increase of 33.3 percent. Operating expenses at K13.2 billion were up from K10.9 billion
registered the previous year.
14
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Figure 3.9 graphically illustrates quarterly interest margins and efficiency ratios of the banking
sector in 2006 and 2007.

Interest margin in 2006 and 2007 remained fairly constant at 13.7 percent and 13.9 percent
respectively. This is attributed to relatively equal growth of earning assets and net interest income.
Efficiency of the banking sector is measured by using various methods. One of the common
methods is by expressing operating expenses as a percentage of total income. Using this method,
some pieces of literature suggest that international benchmark for efficiency is 60.0 percent. In
this case, banks that have an efficiency ratio above 60.0 percent are considered inefficient.
At the close of 2007, the banking sector achieved an efficiency ratio of 52.6 percent, increasing
from 50.0 percent in the preceding year. It is evident that the efficiency of the banking sector is
steadily increasing. This is mainly because of relatively low growth in gross income in
comparison to the growth in operating expenses as discussed above. High staff costs and other
15
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administrative expenses continued to contribute significantly to the growth in operating
expenses. Nonetheless, the banking sector still remained efficient within the international
benchmark of 60 percent.
Earnings can further be analysed by looking at the trends in the return on assets (ROA) and return
on equity (ROE) during the year under review. For the two consecutive years, these ratios have
revealed a downward trend.

Figure 3.10 depicts trends in ROE and ROA for the years 2006 and 2007 on a quarterly basis. As
can be seen from the graphs both ratios registered a remarkable increase in 2007 from the 2006
position. ROE increased to 39.9 percent in December 2007 from 36.0 percent in December 2006.
Similarly ROA marginally increased to 4.9 percent from 4.2 percent. The increase is attributed to
increase in net income after tax to K6.1 billion from K4.1 billion in December 2006 following a
decline in interest expenses from K3.7 billion in December 2006 to K3.1 billion in December
2007. At the same time, both equity and total assets registered notable growths as mentioned
above which further affected the ratios.

3.6.4 Liquidity

Liquidity management is the process of ensuring that a licensed institution is able to meet all of
its funding obligations. When a bank has adequate liquidity it will be able to fund its obligations
such as deposit withdrawals and liabilities maturing in the normal course of business at reasonable cost. Inadequate liquidity may lead to failure by a bank to settle its maturing
16
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obligations leading to loss of public confidence. Illiquidity can also affect profitability, capital and
may lead to insolvency. For these reasons, banks are required to maintain adequate liquidity at all
times.

Liquidity performance of the banking sector measured by the level and stability of liquid assets
remained satisfactory. As at December 2007, total liquid assets held by the banks amounted to
K56.5 billion from K39.6 billion registered in the previous year. Liquid assets constituted 56.5
percent of total deposits and short term liabilities slightly up from 55.9 percent in December 2006.
The ratio of liquid assets to total deposits and short term liabilities is one of the ratios that are used
to measure a bank’s ability to fund maturing obligations as they fall due. The regulatory minimum
for this ratio in Malawi is 30 percent. Liquidity ratio has been declining for the past two years as
banks have leaned towards more financial intermediation in light of falling yields on treasury bills
which constitute a high percentage of total liquid assets.
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BANKING SUPERVISION ACTIVITIES

PART IV

BANKING SUPERVISION ACTIVITIES IN 2007
4.1 Introduction
The activities of Bank Supervision Department are based on the mandate of the Reserve Bank
of Malawi under the Reserve Bank of Malawi Act 1989 and Banking Act 1989. It is mandated
to supervise banks and other financial institutions.
4.2
Off-Site Surveillance
An off-site analysis involves the assessment of the financial condition of an institution using
information obtained from prudential returns. The key quantitative prudential ratios on capital
adequacy, asset quality, profitability and liquidity, are computed. The focus is on the levels, trends
and comparison of the key prudential measures with prudential benchmarks. The other focus is
on verification of compliance with laws and prudential regulations. A full financial analysis on
the performance of a bank is carried out on a quarterly basis. Thus, the main functions of the OffSite Surveillance Division are to:
n
Receive and analyse data from banks and financial institutions;
n
Monitor the condition of banks and financial institutions and compliance with the
Banking Act and prudential directives;
n
Provide reports to the On-Site Division on emerging or severe problems in an
institution identified from the off-site data analysis;
n
Follow-up on examination findings, where possible, to ensure that
recommendations are implemented.
n
Control entry into, and exit from, the banking industry.
During the year 2007, the Division continued to conduct offsite surveillance for the banking
industry. The offsite rating of the banking industry overall depicted a somewhat mixed picture.
The overall composite rating of four banks was satisfactory. Four banks had a composite rating
of fair and two banks were rated marginal. On Capital, five Banks were rated satisfactory; three
banks were rated fair, while two banks were rated marginal. The banks rated marginal were on
the account of lower capital levels which continued to deteriorate and impair their financial position. This led to a huge number of their facilities turning into unauthorised concentrations, thus
violating the large exposure Directive. On Asset quality, five banks were rated satisfactory and
the rest were rated fair. One bank did not adhere fully to the requirements of the Asset
Classification directive. In terms of Earnings, three banks were rated satisfactory and four banks
were rated fair. Two banks were rated marginal and one bank was rated unsatisfactory. Liquidity
wise, five banks were rated satisfactory and the rest were rated fair. A summary of the composite rating is provided under Appendix 5.
18
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4.3

On-Site Examination

The main objective of the on-site division is to conduct on-site, adhoc and follow-up
examinations of banks and other financial institutions registered under the Banking Act, 1989.
The division is also responsible for conducting premises inspection for banks and other financial
institutions aimed at ascertaining existence of adequate security and operational infrastructure
suitable for banking business. Recommending remedial and enforcement action on problem/
non-compliant banks relating to observations made during the examinations also falls
under the ambit of the On-site division.
During the year 2007, the division conducted six full scope on-site examinations and one adhoc
examination. Of the six examinations conducted, two banks were rated satisfactory, three were
rated fair and one was rated marginal. The marginal rated bank had serious capitalisation and
asset quality problems. On the other hand, two of the fair rated banks had noticeable
weaknesses in their credit underwriting and administration practices while the other had problems
in their management information system and monitoring of its overdraft facilities. The adhoc
exam was to a bank that had experienced significant liquidity problems for a period of almost one
month. The purpose of the examination was therefore to establish the underlying causes of the
liquidity squeeze.
As part of the full scope examinations, the division also conducted branch examinations1 of the
two satisfactory rated banks and one fair rated bank focusing mainly on credit underwriting
practices and adherence to KYC and AML principles.
As part of remedial measures, the department also devised an action plan for another marginal
rated bank which also had serious capitalisation problems. The plan culminated into an agreement
with the shareholders to inject additional capital which was effected in December 2007.
The division also conducted premises inspection of 11 branches/agencies of different banks
during the year. All the premises inspected were deemed suitable for banking business. In
addition to these inspections, the department also conducted a country wide premises inspection
for all bank branches/agencies to ascertain their suitability to conduct banking business.
4.4

Licensing, Compliance Review and Corporate Governance

A strong banking system helps monetary authorities carry out their objectives, reduces the
possibility and cost of bank failure to society and serves as a link between surplus and deficit
customers. It is therefore important for the Reserve Bank of Malawi to ensure the existence at all
times of a safe and secure market environment for all stakeholders. This is achieved through
1

Two branches for each bank were visited.
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licensing new entrants, conduct reviews on existing market players and review of the guiding
laws and regulations to incorporate latest developments.
Licensing and compliance review form an integral aspect of the regulatory process. Licensing
controls entry and exit of institutions from the banking industry while compliance review ensures
that licensed institutions operate in accordance with established laws, regulations, directives and
other guidelines. Compliance review also avails the regulator an opportunity to determine level
of compliance and the need to review current laws, policies and guidelines.
4.4.1 Licensing
During the year, the Reserve Bank of Malawi awarded a licence to FDH Bank Ltd and carried out
a due diligence examination of ECOBANK Transnational Incorporated (ETI) to determine its
ability to acquire majority stake (73.03 percent) in Loita Bank Ltd – a wholly-owned subsidiary
of Loita Capital Partners International (LCPI). Another due diligence was also carried out at head
office of International Commercial Bank (ICB) Holdings Ltd in Malaysia. The purpose of the
exercise was to determine its suitability as a potential investor in a commercial bank in Malawi.
Results of the evaluations indicated that both entities were potentially good investors and
indications showed that banking licences would be recommended for both applicants.
4.4.2 Compliance Review
This involves an examination of the operations of commercial banks and financial institutions,
the applicability of the guiding laws, policies, directives and regulations as set by the Reserve
Bank of Malawi to determine level of compliance with statutes.
Based on the aggregate results of the 2007 Off-site analysis and On-site examination, there was
general compliance with established statutes. Occasional departures were, however, noted from
the requirements of the directives on Liquidity Reserve Requirement, Foreign Currency Lending
Limits, Asset Classification, Large Exposures, Minimum Capital Adequacy, and Submission of
Call Reports.
The main reasons for noncompliance with the directives included the following:n
Excessive risk-accommodating behaviour that resulted in incompatible growth in assets
and capital and ultimately, an increase in the number of waivers on large loan exposures;
n
Over-lending to other sectors leading to excessive requests for credit concentration
waivers towards essential facilities like fertiliser, fuel and road maintenance;
n
Late recognition of non-performing assets and inadequate provisioning, which resulted in
disproportionate reduction of earnings and capital;
n
High dividend payouts and costly management support contracts with parent companies,
which affected capital augmentation;
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n
n

Liquidity squeezes due to unexpected huge payments on behalf of customers; and
General lapses in credit administration of foreign currency loans and overexposure to
specific industries of the economy.

Overall, the above information points to the need for the Reserve Bank of Malawi to review
exposure limits, minimum statutory capital requirements and the practice of allocating funding to
non-essential sectors and then seeking credit concentration waivers for the essential sectors. A
policy position should then be taken based on the results of the exercise.
4.4.3 Challenges of the Compliance Process
The following constitute the major challenges of the compliance process:
n
Need to secure adequate staff numbers that match the demands of the supervisory work as
the role of supervision increases with the number of banking institutions and products;
n
Need to build capacity in specialized skills areas presently lacking in the available staff
pool;
n
Need to introduce new as well as improve on existing penalties to encourage compliance
with statutes; and
n
Need to have Parliament pass all outstanding Financial Services Bills into laws in order
to
incorporate all issues not covered in the existing laws.
4.5

Regulatory Review

In the year under review, a Premises Inspection Directive was being drafted to provide guidelines
on what issues banks should consider when identifying and maintaining banking premises. The
directive will be issued in 2008.
Having noted gaps in the regulatory process as highlighted by the closure of Finance Bank Ltd
and acquisition of Loita Bank Ltd by ECOBANK, the Reserve Bank is in the process of
developing regulatory guidelines on problem bank resolution and mergers and acquisitions for
local banking institutions. The work is being carried out with assistance from our technical
partners – Financial Services Volunteer Corps (FSVC).
4.6

Finance Bank Malawi Limited under Liquidation

Following the liquidation of Finance Bank Malawi Limited in 2006, the Reserve Bank of Malawi
continued to receive depositors’ claims during the first quarter of 2007, which were submitted to
the Liquidator for him to assess their validity and correctness and ultimately honour them. Some
of the claims received related to those accounts that were blocked pending further investigations
on the foreign exchange malpractices.
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In a bid to resolve outstanding issues with the liquidator, meetings were held with the liquidator
to ensure that the problems encountered were resolved. As the Reserve Bank of Malawi
continued to receive several claims from former depositors of Finance Bank Malawi, the
liquidator was requested to submit a progress report of the liquidation process. This it was felt,
would provide the Reserve Bank of Malawi with an update of the extent of the disbursements
made by the Liquidator at a point in time.
The Reserve Bank also instituted a confirmation exercise which involved meeting depositors who
had complaints or who had not yet been paid, and liaising with the liquidator to ensure that their
complaints were addressed and their payments made. The last phase involved meeting the
Liquidator to get his reaction to the complaints raised by depositors. The Liquidator submitted a
report which confirmed that the liquidator had paid 89 percent of the depositor’s funds.

Subsequently, the liquidator presented his second report to the Reserve Bank of Malawi on 30th
July, 2007. As at the date of his report, only K90.00 million was remaining in unpaid depositors.
Most of the funds belonged to the accounts that were suspected to have been used in exchange
control violations and were blocked pending further investigations. The other funds
surprisingly, belonged to accounts of well established institutions including statutory corporations
that had not yet claimed their deposits fifteen months after the close of the bank.
As the year came to an end, the Liquidator was still tackling the final stages of the liquidation
process. The major outstanding activities included processing claims relating to expenses
incurred prior to the liquidation, confirming outstanding liability to the public, determining
residual assets of shareholders and producing final report.
4.7 Training and Technical Assistance
The Reserve Bank of Malawi continued to receive several invitations to attend courses and
seminars related to Bank Supervision. The main objectives of these courses were to sharpen skills
of members of staff and keep them up to date with new developments in supervision. To this end,
several staff from Bank Supervision department attended courses and seminars in different
subjects.
During the year 2007, staff members of the department attended seminars and courses on
Receiverships and Liquidations, Intermediate Course on Supervision of Banking Institutions,
Risk Management and Internal Controls, Strategic Risk Management and Basle II, and Overview
of Financial Sector Issues and Analysis Workshop. Two members of staff attended a Financial
Analysis & Statistical Analysis & Reporting for Supervisors organised by Macroeconomic
Institute of Southern Africa (MEFMI) in Uganda. One member of staff attended the Financial
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Stability Institute Seminar on Risk Management Governance and Internal Controls. The Director
of Bank Supervision joined other supervisory authorities to attend the Supervisory College for
senior supervisors from supervisory authorities in countries where Stanbic Bank has its operations.
In addition to the above courses, the department subscribed to FSI Connect, a web based information resource and learning tool for bank supervisor’s world wide developed by the Financial
Stability Institute. FSI Connect offers a comprehensive range of on-line courses directly related
to bank supervision.
Notwithstanding, due to other constraints, some members of staff in the department failed to
attend the Credit Risk Analysis School and Bank Management School both of which were to be
attended in Washington D.C. It is expected that these members will proceed to attend these
courses at the earliest opportune time.
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PART V

CURRENT ISSUES IN BANK SUPERVISION
5.1 Introduction
This chapter focuses on the most important supervisory and regulatory developments during 2007
The most significant developments were the Financial Sector Assessment Program which
included Anti Money Laundering assessment done jointly by the International Monetary Fund
and the World Bank; and finally the introduction of Risk Based Supervision.
5.2 Core Principles for Effective Banking Supervision
Malawi underwent its first Financial Sector Assessment Programme (FSAP) in July 2007 by the
IMF and World Bank. As part of the assessment, the FSAP team evaluated Malawi’s compliance
to the Basel Core Principles (BCP). The key finding was that Malawi largely complies with a
majority of the BCP, although some important areas of non-compliance remain. Of the 25 core
principles, Malawi fully or largely complied with 17, and is materially or fully non-compliant
with 7. One principle was not assessed. Non-compliance were centered around areas of
transparency, licensing, the framework for mergers and acquisitions, assessing market and
interest risk, the supervisory approach and techniques, and enforcement.
The Reserve Bank of Malawi recognises the importance of the BCPs as a necessary foundation
to achieve a sound supervisory system and remain committed to fully complying with them. To
this effect, a number of initiatives and actions such as adoption of risk based supervision and
review of financial sector laws were commenced in the year to ensure full compliance with the
BCPs, particularly relating to those principles whose assessment ratings were either non
compliant (NC) or materially non compliant (MNC). Full compliance to most of the principles
will be achieved once the new Financial Services and Banking Bills have been enacted by
Parliament.
5.3

Risk Management Survey and Risk Management Guidelines

In order to determine the risk management practices of financial institutions in Malawi, the RBM
conducted a survey in March 2007 on the structure of risk management function, the types of risks
faced by these institutions, the risk management tools and monitoring systems they use and their
risk management philosophies. The survey revealed that not all institutions have a high level of
awareness on the importance of employing systematic methods of identifying, measuring, monitoring and controlling/mitigating risks. In addition, it was found that only few institutions had
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committed adequate resources to build capacity on risk management, generate effective reports,
apply risk management tools, and ensure independent review of their risk management functions.
The survey also revealed that substantial effort needs to be taken to manage risks other than
financial risks in the financial institutions particularly, operational, reputational and strategic risk.
5.4

Risk Based Supervision

In order to foster sound risk management systems among financial institutions in Malawi, the
Reserve Bank of Malawi through Bank Supervision Department adopted a Risk Based Approach
to Supervision of financial Institutions in 2007. Risk Based Supervision (RBS) is a proactive
supervisory approach that emphasises on understanding and assessing each institution’s risk
management systems in place to identify measure, monitor and control risk in an appropriate and
timely manner. The approach therefore focuses on risk mitigation rather than risk avoidance. RBS
is also in line with International Best Practices in Supervision more specifically, the revised Basel
Core Principles for Effective Banking Supervision issued by the Basel Committee in October
2006.
In response to the weaknesses observed in the risk management systems of commercial banks,
the Department issued to the banking industry a set of Risk Management Guidelines providing
minimum requirements for sound risk management of Strategic risk, Credit risk, Liquidity risk,
Interest Rate risk, Foreign Exchange Rate risk, Price risk, Operational risk, Compliance risk and
Reputational risk. With the aid of the guidelines, the commercial banks were tasked to come up
with Risk Management Programs (RMP) for their banks. The RMPs will cover all the eight risks
mentioned above, and discuss the risk identification, measurement, monitoring and control for
each type of risk. Further the RMPs are also expected to cover the following key elements of a
sound risk management system:
n
n
n
n

Active board and senior management oversight;
Adequate policies, procedures and limits;
Adequate risk monitoring and Management Information Systems and;
Adequate internal controls.

The department envisages that the adoption of RBS Approach will bring several benefits for both
RBM as supervisors and the supervised banking institutions. On the part of the Supervisors it
will provide an effective structure for analysing institutional risks leading to correct decision
making and efficient allocation of resources by focusing greater resources to areas of higher risks
within individual institutions. For the banks, proper management of their risks will enhance risk
return decisions and therefore increase profitability, and help them understand and adequately
manage risk associated with their business.
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5.5

Overview of the Findings of the Joint IMF/World Bank FSAP and AML

Assessment

The department continued with its efforts in building up an AML/CFT regime in the financial
sector. In this regard, a Resident Advisor on Bank Supervision was provided to the department by
the Millennium Challenge Corporation (MCC), to train Supervisors and the banking industry on
AML/CFT issues. Through the technical assistance the department developed and implemented
AML/CFT Examination Procedures Manual and was formally introduced to the financial
institutions during the year.
The department in conjunction with the Financial Intelligence Unit conducted an AML/CFT
Workshop for Compliance Officers. The workshop led to banks being the first institutions in the
country to comply with the reporting requirements under the Money Laundering, Proceeds of
Serious Crime and Terrorist Financing Act.
The department also got involved in the preparations for a World Bank Mutual Evaluation which
was to be conducted in 2008 and was being coordinated by the Ministry of Finance through the
Financial Intelligence Unit. The evaluation preparations exercise involved a number of
government institutions, and it provided the opportunity for these agencies to work together. The
preparation exercise also helped the department to identify shortfalls in its AML/CFT regime.
The department also participated at the National AML/CFT committee meetings. The committee
helped in the coordination of the different agencies with regard to AML/CFT issues. It also helped
to provide a platform for discussing complex money laundering cases.
With regard to reform of legislation, the Banking and Financial Services and Insurance Bills were
being drafted during the year. The financial sector, being the centre of activity of money
laundering, it needs an effective regulatory and supervisory oversight. Thus the above pieces of
legislation are aimed at strengthening the regulatory capacity of the Reserve Bank of Malawi to
provide supervisory oversight and enforcement actions against non-compliance with prudential
requirements as well and AML/CFT requirements.
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APPENDICES
Appendix 1
DIRECTIVES IN FORCE DURING 2007
DO2-93/MCR
Minimum Capital Ratios for Banks
DO1-97/FX
Foreign Currency Exposure Limits
DO2-97/FXLR
Foreign Currency Lending Ratio
DO1-04/CR
Submission of Call Reports by Banks and other Financial Institutions
DO1-05CDD
Customer Due Diligence for Banks and Financial Institutions
DO1-06/FMO
Liquidity Reserve Requirement
DO1-06/SF
Supervisory Fees
DO1-06/ASCL
Asset Classification and Provisioning
DO2- 06/LA FX
Large Exposures
DO3- 06/DAS
Audit Committee and Annual Audits
DO4- 06/TRP
Transactions with Related Persons
DO5- 06/IA
New Directors and Senior Management Officials
Policy Statement on the Prudential Aspects of Bank Liquidity
DRAFT DIRECTIVES EXPECTED TO BE ISSUED
Capital Adequacy
Asset Classification and Provisioning
Corporate Governance
Premises Inspection
Market Disclosure
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Appendix 2
ORGANISATIONAL STRUCTURE OF BANK SUPERVISION DEPARTMENT
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APPENDICES
Appendix 3
REGISTER OF COMMERCIAL BANKS AND OTHER FINANCIAL INSTITUTIONS AS
AT 31st DECEMBER 2007
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APPENDICES
APPENDIX 4
BRANCH NETWORK AND OTHER INFORMATION FOR BANKS IN 2007

N/A: Information not available
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APPENDICES
Appendix 5
NUMBER OF BANKING INSTITUTIONS PER CATEGORY OF CAMEL RATING
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