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Headline earnings growth of 19%
The growth in headline earnings was driven by strong client acquisition which led to higher transactional volumes combined 
with enhanced credit management in a very competitive market. This complemented our focus to stay true to our 
fundamentals of a personal experience that is simple, affordable and accessible to all clients.

A total dividend of 1 750 cents (2018: 1 470 cents) was declared for the year. The dividend cover was maintained at 
2.6 times to provide us with the opportunity to grow, improve and innovate in the future. 

The compound annual growth rates (CAGR) are as follows:

%

Since listing 
in 2002

%

Last 
10 years

%

Last 
5 years

%

Last 
3 years

%
Last year

%

Headline earnings  32  33  21  18  19 

Headline earnings per share  27  29  21  18  19 

Dividend per share  27  29  21  18  19 

Share price  51  46  48  40  57 

The year under review
Our ability to serve millions of clients and address their 
fi nancial needs through our Global One solution remained 
one of the key underlying factors in delivering the results.

Highlights of the 2019 fi nancial year:
• The trust in our brand was tested in January 2018 with 

the allegations published by a short seller. This impacted 
our share price and deposit book at the time and both 
recovered and grew due to us remaining transparent in 
everything we do and addressing all allegations timeously 
and effectively in the market.

• On 1 March 2018, we successfully implemented 
International Financial Reporting Standard (IFRS) 9: 
Financial Instruments. For a detailed overview of our 
transition to IFRS 9, please refer to our transitional 
report, which is available on our website at 
https://resources.capitecbank.co.za/Capitec_-_IFRS9_
transitional_report.pdf. 

• The Capitec funeral cover product was launched on 
21 May 2018 and we are pleased with the market 
acceptance to date.

• During the fi nancial year we invested a further 
R180 million and increased our shareholding in Cream 
Finance Holdings Limited (Creamfi nance) to 40.25%. 
The investment provides Capitec with the opportunity to 
learn more about the behavioural trends, regulators and 
legislation in the foreign market and gain insight into the 
development of foreign online consumer credit markets. 

• On 22 November 2018, we announced that our bid 
to acquire Mercantile Bank Holdings Limited was 
successful. The acquisition price is R3.2 billion and will 
be adjusted by any change in the net asset value from 
30 April 2019 to the completion date of the transaction, 
when all conditions have been met. 

• For the month of January 2019 we experienced the 
largest uptake of clients in our history and our active 
client base now exceeds 11 million. For us, this is a 
confi rmation that we are delivering a client-centric 
solution.

We strongly believe that the commitment to our clients, 
the Capitec team and the delivery of our simple solutions 
have cemented a foundation for us to improve, grow and 
diversify further with the vision of remaining relevant and 
sustainable.
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Save
Funding 
The debt-to-equity ratio increased slightly from 3.5:1 to 
3.6:1 in 2019 due to continued strong growth in retail 
deposits. Total deposit funding increased by R12 billion to 
R76 billion.

Total retail deposits increased by 23% to R71 billion  
(2018: R58 billion). Retail call deposits and retail fixed 
deposits grew by 29% and 14% respectively. The strong 
growth in retail deposits was driven by the 15% growth 
in clients and is a true reflection of our clients’ trust in our 
brand. The average maturity of retail fixed deposits was 
16.9 months at February 2019 (2018: 18.1 months).

Wholesale funding (institutional bond and other funding) 
declined by 18% to R5 billion in 2019. Wholesale funding 
was deliberately managed lower due to the loan book 
growth, compared to strong retail fixed deposits and 
earnings growth. 

To retain our presence in the debt capital market, we 
auctioned R500 million in bonds in May 2018 that were 
3.6 times over-subscribed. Due to the strong investor 
appetite for wholesale funding, we will consider a further 
issuance during the 2020 financial year. 

The weighted average maturity of wholesale funding was 
14.9 months at February 2019. (2018: 19.7 months).

Liquidity
The approach to liquidity risk remains conservative. 
The management of liquidity takes preference over the 
optimisation of profits. This conservative approach results 
in the inherent compliance with the Basel 3 liquidity 
coverage ratio (LCR) and the net stable funding ratio 
(NSFR). 

Compliance with the LCR was required from  
1 January 2015, with a minimum required ratio of  
60%, increasing to 100% by 2019. Our LCR exceeded 
these minimums with a ratio of 1 450% (2018: 1 878%). 
Compliance with a NSFR of 100% was required from 
2018 onwards. Our NSFR is 196% (2018: 206%). 

To reduce liquidity risk, call deposits are only allowed to 
fund cash flows shorter than 6 months. The surplus funds 
compared to operational requirements are R44.3 billion 
(2018: R34.7 billion) and are invested in low risk, liquid, 
interest-bearing instruments. 

The weighted average remaining maturity of the 
investment portfolio at 28 February 2019 was 77 days 
(28 February 2018: 76 days). None of the longer-term 
investments have an original contractual maturity of longer 
than one year which assists in the management of interest 
rate risk. 

201920182017201620152014

COMPOSITION OF DEPOSITS (R’m)

0.2
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Wholesale deposits Retail fixed savingsRetail call savings

0.3

11 152 10 154
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Credit ratings 
Capitec Bank is rated by S&P Global Ratings (S&P). The 
ratings were affirmed on 22 November 2018: 

Global  – “BB” long-term rating 
 – “B” short-term rating 

National  – “zaAA” long-term rating 
 – “zaA-1+” short-term rating 

The global scale long-term ratings carry a stable outlook. 

Capital 
Capitec remains well capitalised with a capital adequacy 
ratio (CAR) of 33.9% (2018: 35.7%) and a core equity ratio 
(CET1) of 32.8% (2018: 33.9%). The bank continues to 
meet all prudential requirements.

Preference shares and subordinated debt instruments  
are subject to the applicable phase-out rules in terms 
of Basel 3. Non-qualifying perpetual preference shares 
amounting to R31 million and subordinated debt 
amounting to R619 million were redeemed during the 
financial year. 

The IFRS 9 transition after applying the phase-in resulted 
in 0.5% decrease in the CAR ratio based on the current 
year’s capital and risk weighted assets.

The implementation of IFRS 16 from 1 March 2019 will  
have an estimated impact of between 1.3% and 1.5% on 
the CAR ratio, which is not subject to phase-in. 

Insure
We are pleased with the market uptake of the Capitec 
funeral cover plan. The cover plan is a simple contract,  
and one that Capitec can leverage through branches  
or the app using existing infrastructure and systems.  
At financial year end more than 360 000 policies  
were active. 

The funeral income recognised on the income statement 
is received from the cell captive as a dividend after tax, 
subject to our profit share agreement. Funeral income 
includes the tax expense, commission fee earned from 
the cell captive as well as planned and experienced profits 
after claims paid.

Similar to all other solutions we offer, the funeral product 
is priced to achieve a desired return on equity while at the 
same time delivering real value to clients. 

Our mobile app functionality for buying and maintaining  
a funeral plan was an industry first when it launched. 
Clients who purchase cover via our remote app experience 
further savings on their premiums.

We are excited about the value the Capitec funeral cover 
plan creates, as we seek to diversify our income stream.

YTD CHANGE IN CAR%

35.7%

9.2%

(3.2%)

0.5%

(0.5%)
(0.5%)
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33.9%
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Transact 
Net transaction fee income grew by 26% to R6 464 billion 
in the 2019 financial year. The net transaction fee income 
to net income ratio increased to 44% (2018: 41%), while 
the net transaction fee income to operating expenses ratio 
increased to 86% (2018: 81%). 

By 2022 we want to cover 100% of our operating 
expenses through our transactional income.

We continue to focus on growing our quality banking 
clients, whom we define as those clients who have a stable 
inflow into their account and stable product usage over a 
consecutive 3-month period. Quality banking clients have 
increased by 16% in 2019.

Over 2.2 million clients actively use the banking app.  
In addition to the mobile app, we still offer Unstructured 
Supplementary Service Data (“USSD”) services which 
enables us to make our financial solutions available to 
wider group of clients. 

Our net transaction fee income from our digital channels 
(banking app and USSD) have increased by 47% from  
R494 million to R723 million.

We do however, acknowledge that not every client has the 
ability or the desire to access their financial services via 
digital channels. To ensure we remain accessible to all,  
we value our branch network that increased to 840 this  
year (2018: 826). The net transaction fee income from 
branch related transactions have increased by 15% to 
R1 387 million and contributes to 21% of the total net 
transaction fee income.

Investment in self-service banking innovation remains 
an integral part of our strategy to help our clients to 
effectively manage their own financial lives and remain  
in control of their money. 

Our self-service banking (mobile app, internet banking, 
self-service terminals, Dual Note Recycler (“DNR”) and 
USSD) channels have continued to improve in line with our 
current strategic objective. The net transaction fee income 
relating to these channels have increased by 52%.

Self-service terminals and DNRs at the branches  
save clients’ time and money and creates capacity  
for consultants to better serve clients. Self-service  
terminal transactions increased by 111% to 17.5 million 
(2018: 8.3 million) and DNR transactions increased by 
55% to 29.0 million (2018: 18.7 million).

2019201820172016

NET TRANSACTION FEE INCOME (R’m)

Net transaction 
fee income

Net transaction fee 
income to operating 
expenses coverage

Net transaction fee 
income % of net income

3 020

66%

33%
37%

41%
44%

72%

81%

86%

3 923

6 464

5 127

2019201820172016

SELF SERVICE BANKING (R’m)

Internet Cellphone banking app
Growth year-on-year

USSD
Self service terminal DNR

91%

68%

52%
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Credit 
The fierce competition and economic conditions impacted 
the unsecured market during 2019. However, our ability to 
continuously enhance our granting strategy resulted in an 
improved credit book and client composition.

We analyse the financial health of our clients and monitor 
and identify trends within the market to continuously 
enhance our granting strategy. Our strong growth of 
Global One clients further aids our analyses and gives us a 
competitive edge. 

Loan granting strategy
The reason why clients approach credit providers for 
credit is that they have specific requirements. These 
requirements include the need for emergency cash, 
education, second-hand vehicles, and housing.

In order to execute on this solution, we incorporate a 
comprehensive assessment of the client’s behaviour, 
affordability and source of income. For the assessment, 
we use information from the credit bureau, bank 
statements and payslips. We apply 2 parallel disposable 
income calculations i.e. the NCA affordability assessment 
regulations calculation, and our own disposable income 
calculation that maintains conservative buffers. We then 
apply the most stringent of the 2. Branch staff have no 
credit granting discretion and all exceptions are managed 
and monitored by a centralised specialist team.

During the loan application process, we present the 
maximum loan amount, maximum term and maximum 
instalment to the client. Within these constraints, the client 
may select any combination that best suits him or her. We 
encourage clients to take up credit for shorter periods 
of time and for smaller amounts. This is done through a 
pricing model that discounts the interest rate in instances 
where clients select a term that is shorter than the 
maximum for which they qualify. This is due to the manner 
in which the pricing for risk model reacts to the lower 
default rates for such clients.

When existing clients apply for further credit, we conduct 
a full credit assessment. If a client qualifies for further 
credit, it can be extended as a further agreement in 
addition to the current credit; or the client can have the 
existing credit consolidated into a new credit agreement. 
This is only available to clients if instalments are up-
to-date on all Capitec loans and to clients who have a 
satisfactory credit risk. 

Our scoring models react to instances where a client 
repeatedly takes up credit, and when their debt-to-income 
ratio becomes too high. In such instances we limit the 
term and amount of credit offered to clients or we decline 
the application for credit.

Acquisition and retention strategies are built on the 
principles of the client’s credit behaviour (willingness to 
pay), affordability and source of income. Rehabilitation 
strategies are need-driven to assist clients based on their 
unique circumstances.

Unforeseen circumstances may lead to reduced income or 
increased expenditure for the client. These circumstances  
may include:
• employers that reduce overtime and bonuses or place 

staff on short pay due to difficult economic conditions;
• strikes;
• clients may be forced to change employment at reduced 

salaries due to poor performance or health problems; or
• financial problems faced by employers.

These instances may result in a client missing an 
instalment on a loan and being in arrears. 

If the client is in arrears due to challenges regarding the 
client’s inability to repay the debt, we either negotiate with 
the client to immediately bring the arrears instalments up 
to date, or we attempt to help and manage the situation 
through agreeing a course of action with the client by 
amending the loan agreement (loan reschedule).

The first solution is preferable, as it:
• reduces arrears if the client pays on the same date;
• improves our cash flow;
• helps restore the client to a creditworthy position; and
• limits the overall cost of credit for clients.

We have extensive history that measures the yields we 
can receive by handing clients over to external debt 
collectors. We monitor the cash flow yields that we receive 
from this process against internal collection processes, 
including rescheduling. We optimise the strategy for 
different client groups and use handover samples for each 
strategy to monitor the relative performance and validate 
the strategy for each client group.
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Factors that we consider in delivering the optimal strategy 
for a client include:
• the risk profile and payment history of the client;
• the arrears status of the client;
• whether the client was rescheduled previously;
• the credit exposure amount;
• free cash flow estimates derived from clients’ bank 

accounts or credit bureau records (salary less debit 
orders); and

• any information we have about the client’s employer.

Depending on a combination of factors, the optimal 
strategy is to encourage clients with some free cash flow 
or limited credit exposure to bring arrear instalments up 
to date; or assist clients that have cash flow difficulty but 
have good behaviour history, to reduce their instalments 
and extend the term of the credit agreement (i.e. 
reschedule). When there is a clear temporary interruption 
of income such as a strike or a client is on maternity 
leave, we may allow a reduced instalment for a short 
period (typically 3 months) with subsequent increased 
instalments, in order to assist the client through this 
period (i.e. variable reschedule). 

We use system-based rules to limit instances where 
we allow rescheduling. The rules engine determines 
whether clients are eligible for rescheduling as well as the 
maximum term for which the loan can be extended. We 
do not reschedule all loans that meet our criteria, as this 
depends on the individual circumstances of each client 
applying to reschedule.  

We monitor the performance and cure rate of reschedules 
using a segmented approach to ensure that it remains 
within the bank’s risk appetite. This process allows us to 
optimise collections and reduce clients’ debt levels. Our 
aim is always to partner with our clients through both 
good and tough times and act in their best interest.

Loan sales

Term loan
We achieved loan sales (new credit granted) of  
R24.8 billion this year (2018: R24.3 billion) although the 
number of loans granted during the year decreased to  
1.8 million from 2.2 million.

Loan sales do not include any rescheduled loans. 
Rescheduling is an amendment to an existing loan contract 
with no credit granted. No initiation fees are charged on 
rescheduled loans.

Loan sales in the 61 to 84 months category increased 
by 11% in 2019, driven by the strategic focus on higher 
income earning clients, improving the performance of  
the credit book. 

The average credit granted of total term loans granted 
increased from R10 934 to R14 145. 

In the 13 to 36 month category we experienced a 20% 
increase of R1.3 billion in 2019. The increase was due  
to the increase in loans where clients decided to take 
shorter term loans at lower interest rates than the full loan 
for which they qualify. These results align with our strategy 
to support clients to take credit for the right reasons and 
periods.

The average credit granted greater than 6 months 
increased from R32 133 to R35 332.

We report the net amount of credit issued and we exclude 
the consolidation loans from loan sales in this analysis.

Credit card
The 2019 financial year is the second full year  
that our credit card has been in operation. By  
28 February 2019, approximately 445 000 cards  
were in issue, with disbursements increasing by 57% to 
R6.2 billion (28 February 2018: R3.9 billion). 

In each month that a credit card is utilised, 1 loan is 
counted towards the number of loans and advances 
granted.

The average disbursement amount granted decreased 
from R2 296 to R1 974 due to a increased number  
of loans granted at a lower value during the 2019  
financial year.

At 28 February 2019, the gross credit card book was  
R3.6 billion and comprises approximately 3.0% of total 
South African retail credit card market.
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Total lending and insurance income (excluding 
investment income)

Total lending and insurance income 
reconciliation (R’m) 2019 2018

Change 
%

Interest income on loans and advances 

to clients(1) 11 935 12 440 (4%)
Loan origination fees  787  776 1%
Monthly service fee  931  919 1%
Net insurance income(2)(3)  795  873 (9%)

Total lending and insurance income 14 448 15 008 (4%)

Loan fee expense(4) ( 219) (412) (47%)

Total net lending and insurance 
income 14 229 14 596 (3%)

(1) In the current year, under IFRS 9, interest income and credit impairment 
charge are recognised on a net basis for all loans classified as Stage 3 
(R1 073 million netting reversal for the year ended February 2019)

(2) Insurance and funeral profit is received from the related cell captives  
as a dividend after tax. The tax expense on insurance profit is included 
in net insurance and funeral income for the financial year ended  
28 February 2019.

(3) Third-party cell captive net insurance income from 6 May 2016.
(4)  First-party cell captive insurance expense on loans granted before  

6 May 2016 that are still on the credit book.

Total net lending and insurance income decreased by 3% 
from R14 596 million to R14 229 million. The main drivers 
behind the decrease in total lending and insurance income 
are the transition to International Financial Reporting 
Standard (IFRS) 9: Financial Instruments and the tax effect 
on insurance income, presented in the table above.

Credit card 1 – 6 months 7 – 12 months 13 – 36 months 37 – 48 months 49 – 60 months 61 – 84 months Total

2018 (R’m)

2019 (R’m)

2018 % of total

2019 % of total

28 292

30 968
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4.5

6 312
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22.3

24.4

4 373

4 039

15.5

13.0

3 959
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14.0

10.8

5 484

6 111

19.3

19.7
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LOAN SALES BY PRODUCT (R’m)

Interest income on loans and advances, initiation  
fees and monthly services fees decreased by 4% to 
R11 935 million (2018: R12 440 million). Under IFRS 9, 
both interest income and credit impairment charge are 
recognised on a net basis for loans in stage 3 resulting in a 
zero profit impact. In addition to the net interest recognition 
our enhanced granting strategy of shorter term loans at 
lower interest rates (13 to 36 months) and the increase in 
longer term lower interest rate loans also resulted in lower 
interest yields which further contributed to the decrease.

Insurance income is received from the related cell  
captives as a dividend after tax. In the current period, the 
tax attributable to the profits from the cell captives of 
R309 million was deducted from the net insurance income. 
This has resulted in the 9% decrease to R795 million.

The loan fee expense due to our first-party cell captive 
structure has decreased by 47% (2018: 36%) in the 
2019 financial year. The first-party insurance expense 
relates to loans issued prior to National Credit Act (“NCA”) 
amendments on 6 May 2016 and third-party net insurance 
relates to loans issued after this date. The first-party loan 
book rolls off over time as amounts are repaid and credit is 
extended under the third-party cell captive. 
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3 280
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795

Loan fee
expense

(412)

(219) 683 93 237 236 2 581 2 575 2 980 4 268 14 229

Total

TOTAL NET LENDING AND INSURANCE INCOME
(EXCLUDING INVESTMENT INCOME) (R’m)

Application of Expected Credit Losses (ECL) model
From 1 March 2018, we transitioned and applied the ECL 
model in terms of IFRS 9. 

ECL is calculated as an unbiased, probability weighted 
amount which is determined by evaluating the range 
of reasonably possible outcomes, the time value of 
money and considering all reasonable and supportable 
information including that which is forward-looking.

The most significant class of financial asset subject to an 
ECL is loans and advances. Loans and advances comprise 
a large number of small, homogeneous assets. We use an 
ECL provisioning model based on historical roll rates using 
the Markov chain method.

We stratify the Markov roll rate results into similar groups 
to ensure results are stable and appropriate to predict 
future cash flows for clients with similar characteristics. We 
stratify on the group’s aspects such as client risk groups, 
time on book, product term, payment frequency (monthly, 
fortnightly or weekly), default statuses, employment, 
industry and rescheduling status, and the behaviour score 
of the client.

Furthermore, the model combines the roll rate matrices 
with a loan amortisation model on a loan-by-loan basis. 
The specific features of each loan such as balance, 
interest rate, fees, remaining term, instalments and arrears 
status, combined with the roll rates applicable to loans with 
the same characteristics, estimate the expected cash flow 
and balance amortisation of the loan. The rolled up results 
enable us to analyse portfolio and segmented views.

Forward-looking economic assumptions are incorporated 
into the model where relevant and where they influence 
credit risk. These assumptions are incorporated using 
the group’s most likely forecast for a range of macro-
economic assumptions. Three forward-looking scenarios 
are incorporated into the range of reasonably possible 
outcomes (base case, negative and positive scenarios).

The period over which the ECL is calculated is limited to 
the maximum contractual period.

The resultant ECL calculation amounts to the excess 
of the balance of a loan above the present value of its 
expected cash flows, discounted using the effective 
interest rate on the financial instrument as calculated at 
initial recognition (initiation fee plus interest).

The key inputs used for measuring ECL are: 
• probability of default (PD); 
• loss given default (LGD); and 
• exposure at default (EAD). 

PD is an estimate of the likelihood of default over a 
given time horizon. PDs are estimated considering the 
contractual maturities of exposures and estimated 
prepayment rates. The estimation is based on current 
conditions, adjusted to take into account estimates of 
future conditions that will impact the PD.

The calculation is based on a statistical model that 
predicts the future repayment performance of clients 
based on their arrears status, model segment and tenure. 
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Future cash flows and arrears status probabilities are 
generated from which an expected ECL provision is 
calculated. The prediction of future repayment is based 
on observed roll rates over the last 12 months. Roll rates 
refer to the rates at which clients transition or roll from a 
repayment status in a given month to a repayment status 
in the following month.

LGD is an estimate of the loss arising on default. LGD 
models for unsecured assets consider time of recovery 
and recovery rates. The calculation is on a discounted 
cash flow basis.

EAD is an estimate of the exposure at a future default 
date, taking into account expected changes in the 
exposure after the reporting date, including repayments 
of principal and interest, and expected drawdowns on 
committed facilities. 

The EAD is calculated by creating an amortisation 
structure for each account. This structure includes the 
expected monthly repayment, as well as the projected 
monthly cumulative repayment status probabilities and the 
cash flows associated with every repayment status.

Our modelling approach for EAD reflects expected 
changes in the balance outstanding over the lifetime 
of the loan exposure that are permitted by the current 
contractual terms, such as amortisation profiles, early 
repayment or overpayment, changes in utilisation of 
undrawn commitments and credit mitigation actions 
taken before default. We use EAD models that reflect the 
characteristics of the portfolios.

The developing and measuring of the group’s processes 
for measuring ECL, including the monitoring of Significant 
Increases in Credit Risk (SICR), the incorporation of 
economic forward-looking information and the methods 
used to calculate ECL and ensuring that polices and 
procedures are in place to appropriately maintain and 
validate models used to measure ECL, are overseen by 
the group’s credit committee. The internal audit function 
performs regular audits to ensure that established 
controls and procedures are both adequately designed 
and implemented.

IFRS 9’s ECL model requires the classification and 
measurement of ECL using the general model for loans 
and advances measured at amortised cost. In essence, 
the general model is a three stage model. Capitec has 
interpreted the three stages as being up-to-date (stage 1), 
up-to-date loans with SICR and loans up to 1 month  
in arrears (stage 2) and credit impaired (stage 3). Loans  
and advances within stage 1 are measured based on a  
12 month ECL and a lifetime ECL is determined for loans 
and advances within stage 2 and stage 3.

Stage 1:

The ECL model is applied in terms of IFRS 9 stages as 
follows:

An ECL is recognised at the time of initial recognition of 
the financial debt instruments and represents  
the lifetime cash shortfall arising from possible default 
events up to 12 months into the future from the balance 
sheet date.

An ECL continues to be determined on this basis until 
there is a SICR event or the financial debt instrument 
becomes credit impaired.

A cash shortfall is the difference between the cash flows 
that are due in accordance with the contractual terms 
of the loan and the cash flows that the group expects to 
receive over the contractual life of the loan.

Loans and advances, up-to-date loans and clients  
that applied for debt review more than 12 months ago that 
are currently performing are included in stage 1.

Stage 2:

We monitor loans and advances subject to impairment 
requirements at each reporting date to determine whether 
evidence exists that there has been a SICR since initial 
recognition of the loan and advance.

We identify SICR for clients that are up-to-date on their 
loans, but who have reached certain behaviour risk 
thresholds or specific events have occurred that raise a 
SICR flag in the model. The ECL is extended to a lifetime 
ECL for these clients.

We consider the following to be a SICR for all loans and 
advances extended to the client:
• A client who has been reported as being unemployed;
• A client with a term loan that is up-to-date, but with a 

Capitec credit card which is in arrears;
• A client with a behaviour score that has decreased below 

the internal SICR threshold set by the group; and
• A client with an updated granting score below the 

internal SICR threshold set by the group.

We consider reasonable and supportable information based 
on our historical experience, credit risk assessment and 
forward-looking information (including macro-economic 
factors) when determining whether the credit risk (i.e. 
the risk of default) of loans and advances has increased 
significantly since initial recognition. The ECL framework 
aligns with our credit granting strategy.

We have set certain behaviour and granting score 
thresholds which are used to identify SICR.
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The purpose of the behaviour score in the ECL model is 
to provide a measure of an existing client’s propensity to 
default on a loan within 12 months. The score was built on 
a client level, utilising Capitec loans and savings account 
information, as well as the credit exposure and repayment 
behaviour at external credit providers. The behaviour score 
is updated monthly on all existing loan clients to ensure 
that Capitec has a consistently updated view of the client.

The updated granting score in the ECL model aims to 
provide an assessment of SICR on a collective basis for 
groups of exposure that share similar credit characteristics 
in order to account for forward-looking information that 
may not be identified at an individual loan level.

The updated granting view is simply a reinterpretation of 
the information available at granting date and is not an 
updated view on the client. Updated client information is 
incorporated in the behaviour score.

The SICR thresholds are reviewed on an annual basis to 
ensure that they are able to identify SICR throughout the 
lifetime of the loan.

The following loans and advances are included in stage 2:
• up-to-date loans with a SICR;
• loans up to 1 month in arrears and;
• clients that applied for debt review between 6 and  

12 months ago which are currently performing.

Stage 3 – Credit impaired:

Loans and advances are considered impaired if there is 
objective evidence of impairment as a result of events 
that occurred after initial asset recognition (known as loss 
events). These loss events have an adverse impact on the 
asset’s estimated future cash flows that can be measured 
reliably.

We define loans and advances as being ‘credit-impaired’ 
when one or more events that have a detrimental impact 
on the estimated future cash flows of the financial asset 
has occurred. Loans and advances are considered to 
be credit impaired upon the occurrence of any of the 
following events:
• the client is currently under debt review;
• the client is handed over for collection or has a legal 

status; 
• the client is in default. We define default as the point at 

which the client is past due on 2 contractual payments, 
i.e. more than 1 month in arrears;

• clients that applied for debt review less than 6 months 
ago and are currently performing;

• up-to-date loans rescheduled from up-to-date (not yet 
rehabilitated);

• up-to-date loans rescheduled from arrears (not yet 
rehabilitated).

Interest on loans and advances categorised as stage 3 is 
recognised in the income statement and balance sheet, 
net of ECL impairments.

It is a fundamental principle of IFRS 9 that the ECL 
impairment provision that the group holds against 
potential future credit losses should not only depend on 
the health of the economy presently, but should take into 
account changes to the economic environment in the 
future.

To capture the effects of changes to the economic 
environment in the future, the forward-looking model 
considers economic variables specific to South Africa 
that directly impact the group’s clients. We utilise the 
Bureau of Economic Research (BER) macro-economic 
outlook for the country over a planning horizon of at least 
3 years. The outlook is provided to the asset and liability 
committee (ALCO) for review and approval.

Write-off is a derecognition event:

Following the implementation of IFRS 9, loans and advances 
are written off when it is has been determined that the 
reasonable expectation of recovery is less than 5% of  
gross balance before write-off.

On 1 March 2018, when we transitioned to IFRS 9, we 
informed the market that we would apply a partial write-off 
policy. The policy was to immediately write off 20% of 
all loans rolling into debt review and 70% for accounts 
handed over or in legal status. The partial write-off was 
supported by statistical evidence. The write-off point of  
the remaining balance was then determined by the time 
since last payment (TSLP) received on a loan. For loans  
in debt review, the remaining 80% of the loans were 
written off 16 months TSLP and for loans handed over  
6 months TSLP.

Subsequent to transition, we refined and simplified the 
method to estimate the point of write-off by applying a 
more scientific method aligned to handover scores. This is 
now defined as follows:
• Loans in debt review: 4 consecutive missed payments 

after termination of debt review.
• Loans handed over: handover score less than the 

predetermined threshold or handover score more than 
predetermined threshold and 4 consecutive missed 
payments.

The change in methodology aligns with operations and 
collections strategies.

Integrated Annual Report 2019  |  11

 Leadership teams and 
governance oversight

Risk management 
report

Remuneration 
report

Social 
responsibility

About this 
report

Appendices Leadership teams and 
governance oversight

Risk management 
report

Remuneration 
report

Social 
responsibility

About this 
report Appendices



Capitec_CFO_2019_12829_20190327_SLS_V20b_18h20

Credit book
The following terminology is used when referring to the credit quality of loans and advances to clients:

Loans status 2019 – Description (IFRS 9)

Up-to-date Clients that are fully up to date with their original contractual obligations or amended contractual 
obligations and rehabilitated post rescheduling, are classified as up-to-date.

Arrears Arrears reflect the outstanding balances, where 1 or more instalments (or part of an instalment on 
any of the client’s loans and advances) remain unpaid after the contractual payment date, that is  
1 day past the contractual payment date. The arrears balance therefore includes rescheduled loans 
when the amended instalment was not paid in full.

Rescheduling Rescheduling refers to an amendment of the original terms of the loan contract, as formally agreed 
between the bank and the client. Rescheduling is used as a rehabilitation mechanism for clients 
in arrears who are contacted successfully by centralised collections. It is also used as a proactive 
mechanism to assist up-to-date clients who contact the bank when wanting to reschedule their loans 
due to changes in their circumstances. No initiation fee is charged on a rescheduled loan  
as no new credit is granted. Rescheduled loans do not form part of loan sales.

Rehabilitated Clients with rescheduled loans are deemed to be rehabilitated once they have made contractual 
payments for 6 months post rescheduling and are up-to-date with their amended contractual 
obligations. This is supported by statistical analysis.

Rescheduled from 
up-to-date not 
rehabilitated

These are loans and advances relating to clients that were fully up to date with their original 
contractual obligations, have contacted the bank to reschedule the original terms of their loan due to 
a change in their circumstances and have made payment under the rescheduled terms. These loans 
are up-to-date with their amended contractual obligations post rescheduling but have not yet made 
payments for 6 consecutive months under the amended contract.

Rescheduled 
from arrears not 
rehabilitated

These are loans and advances relating to clients that were in arrears and were subsequently 
rescheduled and have made payment under the rescheduled terms. These clients are up-to- date 
with their amended contractual obligations but have not yet made payments for six consecutive 
months under the amended contract.

Application for debt 
review

Clients that apply for debt review are identified as credit impaired, and the related loan is classified 
as stage 3 for the first 6 months following application.

Clients that applied for debt review more than 6 months ago that are up-to-date are identified as 
SICR and the related loan is classified as stage 2 between 6 to 12 months following application.

Clients that applied for debt review more than 12 months ago and remained up-to-date and the 
related loan is classified as stage 1 subject to the SICR assessment.

Expected recoveries 
receivable

The expected recoveries receivable under IAS 39 that existed at transition date were transferred  
to stage 3.

Stage 1 These are loans and advances which are up-to-date with no indication of SICR, clients that applied 
for debt review more than 12 months ago and remained up to date, as well as loans that have been 
rescheduled from up-to-date or arrears and have been rehabilitated.
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Loans status 2019 – Description (IFRS 9)

Stage 2 These are loans and advances that have raised a SICR flag due to:
• unemployment;
• behaviour score below the threshold;
• granting score below the threshold; or
• a client that has a term loan that is up-to-date but has a credit card in arrears

Stage 2 also includes loans that are up to 1 month in arrears, as well as clients that applied for debt 
review between 6 to 12 months ago, but who are performing

Stage 3 These are loans and advances that are more than 1 month in arrears or:
• have been rescheduled but not yet rehabilitated;
• where the client has applied for debt review less than 6 months ago and are currently performing;
• is currently under debt review; or
• has another legal status (among others, under administration).

Write-off Loans are written off when there is no reasonable expectation of recovery. This point is defined as a 
loan with a present value future recovery of less than 5% of the gross balance before write-off.
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Analysis of net loans and advances by status – 28 February 2019 (IFRS 9)

Stage 1 Stage 2 Stage 3

R’m
Up-to-

date

Up-to-date 
loans and 
advances 
with SICR 

and 
applied

 for debt 
review 

>6 months

Up to 
1 month 

in arrears

2 and 3 
months 

in arrears

Re-
scheduled

from
up-to-date 
(not yet re-
habilitated)

Re-
scheduled 

from 
arrears 

(not yet re-
habilitated)

More than 
3 months 

in arrears, 
legal 

statuses 
and 

applied
 for debt 

review 
<6 months(1)(2)

Expected 
recoveries 
receivable Total

Balance at 28 February 2019

Gross loans and advances  41 587  3 765  1 087  1 389  856  1 272  4 923 –  54 879 

Cumulative provision  (2 671)  (771)  (582)  (1 097)  (345)  (534)  (4 364) –  (10 364) 

Net loans and advances 38 916  2 994  505 292  511  738 559 –  44 515 

ECL coverage % 6.4 20.5 53.5 79.0 40.3 42.0 88.6 – 18.9

% of total gross loans and 

advances 75.8 6.9 2.0 2.5 1.6 2.3 8.9 –

(1)  Includes loans that are currently up to 1 month in arrears that were previously rescheduled but have not been rehabilitated.
(2) In the transition report application for debt review within 6 months and arrears – 2 and 3 months in arrears were aggregated.

Analysis of net loans and advances by status – 1 March 2018 (IFRS 9)

Stage 1 Stage 2 Stage 3

R’m
Up-to-

date

Up-to-date 
loans and 
advances 
with SICR 

and applied
 for debt 

review 
>6 months

Up to 
1 month 

in arrears

2 and 3 
months 

in arrears

Re-
scheduled

from
up-to-date 
(not yet re-
habilitated)

Re-
scheduled 

from 
arrears 

(not yet re-
habilitated)

More than 
3 months 

in arrears, 
legal 

statuses 
and applied

 for debt 
review 

<6 months(1)(2)

Expected 
recoveries 
receivable Total

Balance at 1 March 2018

Gross loans and advances  37 165  4 401  1 003  1 697  1 085  1 277  108  906  47 642 

Cumulative provision  (2 675)  (1 033)  (558)  (1 311)  (462)  (609)  (67) –  (6 715) 

Net loans and advances  34 490  3 368  445  386  623  668  41  906  40 927 

ECL coverage % 7.2 23.5 55.6 77.3 42.6 47.7 62.0 14.1

% of total gross loans and 

advances 78.0 9.2 2.1 3.6 2.3 2.7 0.1 2.0

(1)  Includes loans that are currently up to 1 month in arrears that were previously rescheduled but have not been rehabilitated.
(2) In the transition report application for debt review within 6 months and arrears – 2 and 3 months in arrears were aggregated.
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The most significant impact of IFRS 9 is the change in 
write-off policy, which changed the composition of the loan 
book and provision. Previously, loan balances were written 
off at the earlier of having a legal status, e.g. debt review, 
deceased or handed over, or being 3 months or more in 
arrears. An expected recovery receivable was raised on 
the loans written off.

Under IFRS 9, loans and advances are written off when it 
has been determined that no reasonable expectation of 
recovery exists. We consider this point to be when a loan 
has a present value future recovery less than 5% of the 
gross balance before write-off. 

The consequence of the new write-off policy is that loan 
balances that were previously written off under the old 
write-off policy are now kept on book longer.

The stage 1 up-to-date book increased by 12% compared 
to 1 March 2018 while up-to-date loans with SICR 
decreased by 14% from R4.4 billion to R3.8 billion.

Loans up to 3 months in arrears can be compared to the 
prior year under IAS 39. At year end, loans up to 3 months 
in arrears decreased by 8%. 

Loans more than 3 months in arrears increased to  
R4.9 billion with a related credit impairment of  
R4.4 billion (89% provision coverage) being on book  
as at 28 February 2019. 

The total up-to-date loans rescheduled from up-to-date 
and arrears (not yet rehabilitated) decreased by 10%. 
The decrease is a direct result of enhancements made on 
rescheduling strategies.

Clients that have applied for debt review within the last  
6 months decreased by 35% from 1 March 2018. Clients 
under debt review, clients more than 3 months in arrears 
and legal status are included in stage 3.

The net loans and advances in stage 1 as a percentage  
of total net loans and advances improved to 87%  
(1 March 2018: 84% ). The quality and performance of the 
book is well aligned with our enhanced credit strategy.

The expected recoveries receivable (R906 million) on  
1 March 2018 represent the net present value of expected 
future recoveries on loans that were written off in full 
previously under IAS 39 (the receivable). Under IFRS 9,  
no future expected receivable is recognised post write-off. 
The receivable was settled in the current period and bad 
debts recovered reduced by R906 million.

Our provisioning methodology remains conservative.  
The coverage ratio for all stage 3 loans (excluding 
expected recoveries receivable) and stage 2 (up to  
1 month in arrears) is 109% (1 March 2018: 130%).

28 February 20191 March 2018

Stage 3 Provision for 
doubtful debts

Stage 2 
(Up to one month 
in arrears)

4 167

6 715

4 401

1 003

3 765

8 440

1 087 10 364

The table below illustrates the appropriate change in write-
off, related movement in credit impairment and bad debts 
recovered under IFRS 9 compared to the prior period 
under IAS 39.

Net provision for credit impairment 
charge (R’m) 2019 2018

Change 
%

Bad debts written off 1 268 6 662 (81)

Movement in credit impairment 3 649 (102)

Gross provision of credit impairment 

charge 4 917 6 560 (25)

Bad debts recovered  (467) (1 280) (64)

Net provision for credit impairment 

charge 4 450 5 280 (16)

Under IFRS 9, the credit impairment charge is recognised 
on a net basis for all loans in stage 3.
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Vintage graphs
We grant credit on risk-based pricing that includes the 
probability that a client may default on payments. Default 
in the graphs below, is defi ned as the client being more 
than 90 days in arrears, legally handed over to external 
debt collectors or under debt review.

The vintage graphs below express the balance at risk at 
the time a loan goes into arrears as a percentage of the 
total original instalments (capital, interest, initiation fees, 

monthly fees and insurance) expected for loans granted in 
a given quarter. The vintage graphs refl ect our expectation 
of clients defaulting on payments and our ability to 
appropriately adapt pricing in specifi c loan categories to 
match our granting strategy and risk appetite.

Vintage graphs are tracked monthly against price risk 
targets which ensures that our risk appetite is not 
exceeded.
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Investing in growth and efficiencies
Due to IFRS 9 and the interest recognition on a net basis, 
the cost-to-income ratio increased to 39% (2018: 36%). 
By adjusting the income to a gross basis to compare year-
on-year, the cost-to-income ratio would have increased 
by only 1% from last year. Operating expenses have 
increased by 18% from R6.4 billion to R7.5 billion in line 
with earnings growth. 

The increase in operating cost and capital commitments 
is an investment in our future growth and ability to unlock 
efficiency. A majority of the increased cost in salaries is 
due to the focus on further developing and enhancing our 
digital and credit offerings.

In August 2018, we broke ground to build our own head 
office that will allow all staff to collaborate under one roof. 
We are excited about the increased productivity, strategic 
alignment and culture growth that will be unlocked. 

September 2018 saw us embark on a project to implement 
a new SAP general ledger, procurement and human 
resource system to support the increase in growth, drive 
processing efficiency and enhance decision-making 
capacity. We plan to implement the first phase of the 
project with respect to a new general ledger system by 
September 2019.

Forward looking

Mercantile Bank Holdings Limited
Mercantile Bank will provide many opportunities in the 
market to better serve small-to-medium enterprises and 
owner-managed businesses. The acquisition of Mercantile 
Bank Holdings Limited will obviate the need to reinvent 
and create new systems and processes anew and thus 
fast track Capitec’s objective to expand its focus to a 
broader bank strategy.

The transaction is subject to regulatory approvals. All 
regulatory applications have been prepared and submitted 
to the Prudential Authority, the Minister of Finance and the 
Competition Commission. The acquisition is now pending 
the outcome from the regulatory authorities. 

IFRS 16
IFRS 16: Leases, will become effective from 1 March 2019.

The group will apply IFRS 16 using the modified 
retrospective approach and therefore the comparative 
information for the financial year ending 28 February 2020 
will not be restated.

The group will recognise lease liabilities in relation to all 
leases which had previously been classified as ‘operating 
leases’ under the principles of IAS 17 Leases. These 
liabilities will be measured at the present value of the 
remaining lease payments, discounted using the group’s 
incremental borrowing rate as of 1 March 2019. 

The associated right-of-use assets will be measured  
at the amount equal to the lease liability, adjusted by the 
amount of any prepaid of accrued lease payments  
relating to the lease recognised in the balance sheet as  
at 28 February 2019. 

On 1 March 2019, we will recognise lease liabilities 
estimated at R2.6 billion and right-of-use assets of 
approximately R2.5 billion.
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Regulation
The regulatory environment constantly changes. We continue to proactively contribute to and manage our regulatory 
environment by taking care of the interests of all our stakeholders and clients.

The table below summarises the status of these developments and their impact:

Regulator Status

South African 
Reserve Bank 
(SARB)

The Authenticated Collections/DebiCheck system, which aims to provide a more secure debit order 
collection system to replace the existing AEDO and NAEDO systems, pilot was implemented on  
1 August 2018. The banks and users are in a system stabilisation phase to repair the remaining 
technical challenges while gradually increasing the volumes on the new system. The Reserve Bank 
Directive stated that the system must be fully implemented by 31 October 2019. The impact of changes 
will be addressed in our processes.

Review of various methods used for calculating the capital requirements for credit risk (which includes 
counterparty credit risk exposures and the large exposures framework) and the introduction of a 
method for holding capital on interest rate risk positions. Capitec is involved in the working groups that 
are part of assessing these developments.

The Deposit Insurance Scheme (DIS), a wholly owned subsidiary of the SARB, which will require banks 
to contribute to the fund was introduced. Contributions will be based on the level of covered deposits, 
which covers up to R100 000 per client deposit.

Department of 
Trade and Industry 
(DTI) and National 
Credit Regulator 
(NCR)

The National Credit Amendment Bill [B 30 – 2018], which provides for the establishment of a debt 
intervention solution for consumers who, on average, earn no more than R7 500 per month and who have 
unsecured debt of no more than R50 000, is in the finalisation stage. Despite many objections from industry, 
little has been changed to the proposed Bill. The draft Bill still makes provision for repayment suspension of 
up to 24 months and the expungement of debt. It furthermore places an obligation on the credit provider to 
ensure that the consumer enters into and maintains credit life insurance for the duration of the term of the 
credit agreements.

The Bill may also adversely affect the supply of credit to borrowers in certain income thresholds, which 
could have negative implications for financial inclusion. There may also be an increase in moral hazard 
on the part of some borrowers who may enter into further credit arrangements in anticipation of debt 
being expunged.

NCA Section 
103 In Duplum: 
University of 
Stellenbosch 
Law Clinic versus 
BASA (as well as 
most of the banks, 
including Capitec)

The law clinic argues that all collection fees, including attorneys’ and advocates’ fees, form part of the 
in duplum calculation in order to determine whether the in duplum amount is reached. The clinic also 
argues that the calculation of the in duplum amount applies even after judgment is granted and that the 
in duplum calculation does not start once again after judgment is granted.

The banks, represented by the Banking Association of South Africa, argues that the legal fees of 
attorneys and advocates do not form part of collection costs and should therefore not be taken into 
consideration when calculating the NCA in duplum amount. BASA also argues that judgment creates a 
new debt and after judgment is granted the calculation of the in duplum amount starts to run again on 
the new judgment debt. The view of Capitec and the other banks was taken into consideration when 
BASA filed the opposing affidavit.
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Regulator Status

Financial Sector 
Conduct Authority 
(FSCA)

conduct regulator, with full jurisdiction over all financial institutions in South Africa. Historically, the 
SARB focused on the prudential oversight of banks while the FSB regulated banks’ intermediation only 
in respect of the FAIS Act. Market conduct of banks will now be directly regulated by the FSCA, with 
the National Credit Regulator (NCR) continuing to regulate consumer credit extension.

on the extent to which banks in South Africa treat their retail customers fairly in relation to transactional 
and fixed-deposit accounts. The study’s analysis and recommendations as well as public comments 
on the study will help shape the FSCA’s approach to regulating the way banks treat their customers, 
including the development of conduct standards for banks.

The draft Conduct of Financial Institutions Bill (COFI) has also been published. The COFI Bill is the next 
phase of the legislative reforms aimed at strengthening the regulation of how the financial services 
sector treats its customers. The banking industry, through BASA, is commenting on the Bill.

market-leading solutions.

André du Plessis

Chief financial officer
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