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A repentant National Australia Bank yesterday agreed to nearly 80 changes recommended by the nation's prudential regulator to exorcise the cowboy culture that lost it $360 million in foreign currency trading.

The second damning report into the losses in 12 days describes a bank where pressures to meet targets created a "profit is king" mentality that led to repeated professional and personal attacks by senior management on risk and audit staff.

The executive risk committees - which were headed by Graham Kraehe, now NAB chairman, and board member Catherine Walter - were singled out as "particularly ineffective" for missing or dismissing risk information pertinent to the problems that emerged and failing to escalate warnings.

The report also describes how last December - after the Australian Prudential Regulation Authority had expressed concerns - the principal board recorded its satisfaction that traders "work within tight structures" at a time when exposure from illegal trades was soaring to $2 billion.

APRA chairman John Laker told the board on Tuesday that the bank's internal control systems failed at every level to detect and shut down the currency options trading. Mr Laker has imposed several new controls on the bank until the problems are rectified. [image: image1.png]




Among the most costly requirements is raising the capital adequacy ratio (CAR) - the minimum level of assets to support lending and investment activities - to 10 per cent from about 9.7 per cent in September 2003.

The bank's currency options desk is to remain closed to corporate business and proprietary trading until various remedial actions are taken; and the regulator has withdrawn its approval for the bank to use an internal method for calculating market-risk capital requirements.

Analysts said this would limit the bank's flexibility and make it more cautious in setting the interim dividend. They believe the 10 per cent CAR could raise the cost of funding and make it harder for chief executive John Stewart "to buttress the balance sheet and create a platform to underwrite future performance".

The nation's largest lender announced it had cancelled its share buyback of 25.5 million shares after spending $162 million buying back 5.5 million shares.

The bank's share price yesterday closed at $31.36, down 9¢.

"We have already started to implement a series of actions to enhance our policies and systems," said Mr Stewart. "We will continue to work co-operatively with APRA and other regulatory authorities to implement all remedial actions within agreed timelines."

APRA has set a series of deadlines that are being incorporated into the four-point action plan the bank announced after the announcement of the findings of the PricewaterhouseCoopers report on March 12.

The regulator heard evidence from more than 60 bank employees and consultants before finalising the 87-page report that attempts to identify how the currency traders were able to run up the losses, and to prevent a repetition.

The report is also likely to attract the attention of regulators in the US and Britain at a time when NAB is attempting to stabilise its British banking operations amid speculation that some parts could be for sale.

The Australian business could also be feeling the effects of negative publicity following January's foreign exchange drama, as figures released yesterday show it has lost corporate and commercial customers in recent months.

According to JP Morgan/East & Partners' quarterly corporate banking survey, its share of commercial customers with annual turnover from $20 million to $100 million fell from 18.9 per cent in August 2003 to 17.8 per cent in February 2004.

By contrast, Commonwealth Bank took the dominant position in commercial customers, lifting market share to 22.3 per cent, and St George Bank increased its share of this segment from 5 to 5.58 per cent over the same period.

Among the top 500 companies only, NAB suffered a smaller fall in market share, to 10.8 per cent. 
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