
SARB to the ReScue – AfRicAn BAnk
“The South African Reserve Bank 
(SARB) placed African Bank under cu-
ratorship on the 10th of August 2014,” 
said Gerbrand Smit, 
Chief Investment Of-
ficer of N-e-FG Fund 
Management. “The 
shares and debt in-
struments were ac-
cordingly suspended 
on the JSE on the 
11th of August.”

The announcement follows a third trad-
ing update issued on August 6, where 
African Bank flagged an expected 
headline loss of R 6.4 billion for the 
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year ended September 2014. The unse-
cured lender also said that it would need 
a minimum of R 8.5 billion new capital 

and that the founder and 
Chief executive Leon 
Kirkinis resigned with im-
mediate effect. This led 
to a wealth destruction of 
note. The shares tumbled 
by 97% from Wednesday 
until Friday.

SARB announced that it will be buying Af-
rican Bank’s “Bad book” (R 17 billion net 
of specific impairments) for R 7 billion, 
and that a consortium, including South 
Africa’s big four banks and the Public In-

vestment Corporation will be underwriting 
a R 10 billion capital raise for the “good 
bank”   (R 26 billion net of portfolio impair-
ments).

The financial impact for investors meant 
that shareholders have lost everything 
for now; bond and debt holders will take 
a 10% haircut on their capital and inter-
est. “Only time will tell to what extent this 
ordeal transforms for shareholders, bond 
and debt holders, said Smit. “The one 
thing that is, however, a certainty, is that 
a lot of people lost a lot of money”.

To top it off our beloved rating agency 
Moody’s came out with a downgrade on 

the bank only on the 13th of August all 
rating agencies for being behind the 
curve. The fact that rating agencies al-
ways lag behind the curve is something 
we have by now grown accustomed to.

None of the N-e-FG unit trust had any 
exposure to the troubled bank.” Although 
the shares looked very cheap over the 
past year or so, it was the quality of the 
business that concerned us at N-e-FG 
Fund Management.  The latter is one 
of the most important ingredients in our 
valuation models” Smit concluded.
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