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IMPORTANT NOTICE

The Government Printing Works will not be held responsible for faxed documents not received due
to errors on the fax machine or faxes received which are unclear or incomplete. Please be advised
that an “OK” slip, received from a fax machine, will not be accepted as proof that documents were

received by the GPW for printing. If documents are faxed to the GPW it will be the sender’s respon-
sibility to phone and confirm that the documents were received in good order.

Furthermore the Government Printing Works will also not be held responsible for cancellations and
amendments which have not been done on original documents received from clients.

CONTENTS

Page Gazette
No. No. No.

GOVERNMENT NOTICE

South African Reserve Bank
Government Notice

R. 1029 Banks Act (94/1990): Regulations relating 10 BanKS ..........c.coiiiiiiiiiiiie et 3 35950




STAATSKOERANT, 12 DESEMBER 2012 No. 35950 3

GOVERNMENT NOTICE

SOUTH AFRICAN RESERVE BANK
No. R. 1029 12 December 2012

BANKS ACT, 1990 (ACT NO. 94 OF 1990)

REGULATIONS RELATING TO BANKS

The Minister of Finance has under section 90 of the Banks Act, 1990 (Act No. 94 of 1990), issued
the regulations contained in the Schedule.
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CHAPTER |

BASIS OF REGULATIONS

1.  Objective of Regulations and completeness of information

(1) The objective of these Regulations is to provide for the establishment of basic principles
relating to the maintenance of effective risk management by banks and controlling companies,
with due allowance for the ancillary objective that the benefits derived by banks and controlling
companies from compliance with these Regulations exceed the costs entailed by such
compliance.

(2) All information required to be reported in the forms prescribed in these Regulations shall
be reflected against the appropriate items and in the columns specified in the forms. For
example, subject to the provisions of regulation 2, all liabilities consisting of claims relating to
and all assets arising from the business of the reporting bank shall be included against the
appropriate liability or asset items in the relevant columns provided.

(8) Upon request, an analysis of any information or item furnished or appearing in any of the
forms referred to in subregulation (2) shall be made available to the Registrar within a
reasonable period of time.

2. Management accounts as basis for the completion of returns

(1) Unless expressly otherwise provided in the Act or these Regulations, all the prescribed
returns shall reflect the management accounts presented to the management and/or board of
directors of a bank or controlling company in the sense that the said returns-

(@) shall be prepared using the same principles used in the preparation of such
management accounts and/or board reports;

(b)  shall be easily reconcilable to such management accounts and/or board reports.

(@) In the event of a conflict between the instructions, directives and interpretations relating
to the completion of the returns, as prescribed in these Regulations, and the manner in which
the management accounts of the bank or controlling company concerned are completed, the
basis and composition of amounts disclosed in such management accounts shall after
consultation with the Registrar be presented to the Registrar for approval, provided that in all
cases the aggregate amount of the relevant amounts disclosed shall agree or easily be
reconcilable.

3. Financial Reporting Standards

(1) Subject to the provisions of regulation 9, unless expressly otherwise provided in the Act
or these Regulations, all the relevant prescribed returns shall be prepared in accordance with
Financial Reporting Standards issued from time to time, with additional disclosure when
required, provided that in the absence of a specific Financial Reporting Standard and an
approved interpretation reference shall be made to the relevant pronouncements of the
International Accounting Standards Board. In virtually all circumstances the appropriate
application of Financial Reporting Standards results in returns and information that provide a
fair presentation of the financial position, the results of operations and the relevant risk
positions of the relevant bank or controlling company.
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(@) Unless-
(@) specifically otherwise provided in these Regulations; or
(b)  on prior application, the Registrar authorised a deviation from such policy,

the same accounting policy applied by a bank or controlling company in the compilation
of its annual financial statements shall be applied by such bank or controlling company in
the compilation of the prescribed returns required to be furnished to the Registrar in
terms of the Act and these Regulations.

(3) In the event of a deviation in the compilation of the prescribed returns required to be
furnished by a bank or controlling company to the Registrar in terms of the Act and these
Regulations from the accounting policy applied by such a bank or controlling company in the
compilation of its annual financial statements, as envisaged in subregulation (2), the said
returns shall be easily reconcilable to the said annual financial statements.

(4) When a bank or controlling company, in accordance with the relevant requirements
contained in Financial Reporting Standards issued from time to time, wishes to implement or
adopt any fair value option or approach in respect of financial instruments, the said bank or
controlling company-

(@ shall have in place robust risk management systems and board approved
policies, procedures and controls prior to the initial application of the said fair
value option for a particular activity, instrument or purpose, and on an ongoing
basis, in order to ensure, amongst other things, that-

() sound risk management objectives consistent with the risk management
framework and overall risk appetite approved by the bank or controlling
company’s board of directors, or a relevant committee of the board, are
met when the fair value option or approach is applied;

(i)  the bank or controlling company applies appropriate valuation methods;

(iiiy  fair values are reliable for all instruments included in the fair value option
category;

(iv) relevant risk management and control policies pertaining to the use of the
fair value option and related valuation methodologies are consistently
applied and complied with; and

(vy appropriate information is periodically provided to the bank or controlling
company’s relevant senior management and board of directors, or a
relevant committee of the board, about the use of the fair value option, and
the impact thereof on the bank’s financial condition and performance;

(b) shall at all times, in form and in substance, comply with any relevant criteria or
requirements contained in the relevant Financial Reporting Standard;
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(c) shall duly document its application of the fair value option or approach and all
relevant or related matters;

(d) shall ensure that all relevant assets and liabilities designated as at fair value
under the fair value option are duly captured in the relevant risk measurement
systems and that the resulting exposure amounts are included in all relevant
internal reports that compare actual overall exposure to approved overall risk
management limits,

provided that-

(i)

(ii)

no bank or controlling company shall for the purposes of these Regulations
apply any fair value option or approach to instruments in respect of which it
is unable to reliably estimate fair values;

the Registrar may in writing require a bank or controlling company-

(A)

(B)

to provide supplemental information regarding its application of the
fair value option or approach in order to, amongst other things, assess
the impact thereof on the bank or controlling company’s-

0)

(ii)
(i)
(iv)
(v)
(vi)

overall risk profile;

capital adequacy position;

earnings, and the volatility in earnings;
net interest margin;

profit and loss position;

credit risk and related allowances for loss;

to exclude from its qualifying amount of capital and reserve funds-

(i)

(if)

any gains or losses arising from changes in its own credit risk
due to the application of the fair value option to financial
liabilities, that is, when a bank or controlling company, for
example, applies the fair value option to its own debt and
subsequently recognises a gain and a resulting increase in its
capital and reserve funds owing to a deterioration in its own
creditworthiness, the Registrar may require the said bank or
controlling company to exclude the relevant amount from its
qualifying amount of capital and reserve funds;

any unrealised gains or losses on items designated as at fair
value through profit and loss when such treatment gives rise to
safety and soundness concerns;
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(iii)  the relevant fair values of assets and liabilities designated as at fair value
under the fair value option shall be independently verified by an
appropriately qualified unit independent from the relevant business unit(s),
with the same frequency that the fair values of any related assets or
liabilities are independently verified;

(iv) all relevant models used to value items designated as at fair value under
the fair value option shall be independently verified by an appropriately
qualified unit as part of the bank or controlling company’s regular cycle of
model validation;

(v) staff independent from those responsible for the origination of transactions
shall monitor the application of the fair value option, amongst others, for
conformity with all relevant Financial Reporting Standards, including all
relevant accounting and disclosure requirements;

(vi) based on its risk assessment, the appropriateness of a bank or controlling
company’s use of the fair value option shall periodically be subject to
review by internal audit.

4, Certification and rendition of returns

(1) Irrespective whether a return is rendered on a prescribed form or by means of an
electronic facility, the chief executive officer, chief accounting officer and executive officer
responsible for the relevant reporting bank or controlling company’s compliance with the
Financial Intelligence Centre Act, 2001 (Act No. 38 of 2001), as amended (FICA), shall sign
and certify the prescribed form BA 099 in respect of each return indicated on the said form.

(2) Every set of returns rendered simultaneously, as mentioned in subregulation (1), shall be
accompanied by a duly completed, signed and certified form BA 099.

(3) When the chief executive officer, chief accounting officer or executive officer responsible
for compliance with FICA is not available to sign a completed form BA 099, the officer
performing the relevant function shall sign the said form in an acting capacity and not on behalf
of the absent officer, and the normal office of the officer so acting shall be clearly stated on the
form BA 099.

(4) The furnishing of the returns referred to in these Regulations, whether by way of the
completion of the prescribed forms or by electronic means, shall be done at the intervals
indicated in Chapter Il and Chapter VI of these Regulations, and such returns shall be
forwarded to the Registrar at the address set out in regulation 6(1).

(5) A reporting bank or controlling company shall submit every appropriate, duly completed
form prescribed in Chapter I and Chapter VI of these Regulations, reflecting the required
particulars relating to the business conducted by it in the Republic.
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(6) A reporting bank or controling company shall, apart from the forms referred to in
subregulation (5), submit every appropriate, duly completed form prescribed in Chapter Il and
Chapter VI of these Regulations, reflecting the required particulars relating to the relevant
business conducted by it, other than the business referred to in subregulation (5), through the
medium of an agency or in respect of a branch, a subsidiary company or a relevant associate
contemplated in regulation 45(2)(b) in each country elsewhere in the world.

(7) Unless otherwise indicated, all returns shall be completed in either the currency of the
country in which the banking or relevant business is being conducted or in the currency in
which the banking or relevant business is officially reported, whichever is applicable.

(8) When completing the returns in respect of banking business conducted outside the
Republic, the definitions and interpretation of items used in these Regulations shall be applied
to the circumstances prevailing in each relevant country and any difficulty experienced or
uncertainty in this regard shall be referred to the Registrar for an appropriate directive.

5. Failure or inability to comply with the provisions of the Regulations

(1)  Subject to the provisions of section 74 of the Act, a bank, controlling company, branch or
branch of a bank that fails or is unable to comply with a provision of these Regulations shall
report its failure or inability to comply in writing to the Registrar, stating the reasons for such
failure or inability to comply.

(2) The Registrar may summarily take action under the Act or these Regulations against a
bank, controlling company, branch or branch of a bank referred to in subregulation (1) or, if in
the circumstances the Registrar deems it fit to do so, condone the said failure or inability and,
subject to such conditions as may be specified in writing, afford the institution concerned an
opportunity to comply with the relevant provision within a specified period.

6. General

(1) Forms to be completed and submitted in terms of these Regulations can be obtained
from the Reserve Bank, Office for Banks, P O Box 8432, Pretoria, 0001, and shall be
completed and submitted in accordance with the relevant instructions, directives and
interpretations contained in the applicable chapters of these Regulations.

(2) A bank or controlling company is not obliged to use the forms provided by the Office for
Banks, but any reproduction used by the said bank or controlling company shall in all respects
correspond to the prescribed forms.

(8) Additional facilities are provided by the Office for Banks for the rendition by a bank or
controlling company of the required information in the prescribed statements and returns by
electronic means, and further details in this regard may be obtained from the said Office for
Banks.
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Means the supervision of the South African operations of a bank incorporated in the Republic.

Means a bank conducting business as such outside the Republic, through the medium of a branch
of a bank.

Means the supervision of a bank on a legal entity basis, that is, the combination of information of
the relevant bank in the Republic and its relevant branches.

Means a bank or other entity conducting the business of a bank, which bank or entity is not located
or incorporated in the Republic but is controlled by a bank or controling company that is
incorporated in the Republic, but does not include any branch of a bank.

Means any regulated or unregulated non-bank entity controlled by a bank or controlling company
incorporated in the Republic.

Means the supervision on a consolidated basis of a bank incorporated in the Republic and its
relevant branches, subsidiaries and associates, as envisaged in regulation 36.

Means the supervision on a sub-consolidated basis of a bank or controlling company and its
relevant branches, subsidiaries and associates when the said bank or controlling company is a
subsidiary of another bank or controlling company subject to the relevant requirements for
consolidated supervision specified in these Regulations.

Means the supervision on a consolidated basis of a bank controlling company incorporated in the
Republic and its relevant subsidiaries and associates, as envisaged in regulation 36.

Forms BA 099 and BA 099A are not prescribed financial returns, but shall be used as a control
sheet and to furnish the required declarations regarding compliance and the maintenance of
prescribed minimum balances.

The prescribed statements and returns shall be submitted within the periods specified below.

a. Before 09:00 am on the second business day immediately following on the day to which
the prescribed statement or return relates.

b. Within 15 business days immediately following on the month-end or quarter-end to which
the prescribed statement or return relates.

c. Within 20 business days immediately following on the month-end or quarter-end to which
the prescribed statement or return relates.

d. Within 30 business days immediately following on the month-end or quarter-end to which
the prescribed statement or return relates.

e. Within 20 business days immediately following on the sixth month of the financial year or
the date to which the annual financial statements relate.

f. Within 30 days of 31 December of each year.

g. Within 90 days immediately following on the date to which the annual financial statements
relate.

h. Within 60 days immediately following on the sixth month of the financial year and within 90

days immediately following on the date to which the annual financial statements relate.

i. Within 20 business days of 30 June and 31 December of each year.

(Note: As an example, a reference to 10c; 10h in respect of a specific prescribed return means two
independent submissions in respect of the specified return, interval and period.)
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DECLARATION IN RESPECT OF STATUTORY RETURNS SUBMITTED BA 099 | [ [ | | ] | |

(To accompany all relevant statutory returns submitted in terms of these Regulations)
Name of bank/Controlling COMPANY ..........cooiiiiiiiiiiieee ettt ettt ettt et e steetestaeeneesaeesaeeasessbe st enbeensesseeneesnseeneensennes
Periodended............oooooiiiiiiinn (yyyy-mm-dd)

A. DECLARATION IN RESPECT OF RETURNS

We, the undersigned, hereby declare as follows in respect of each of the relevant statutory statements and returns (identified
and rendered in the manner indicated in the space provided for such purposes in part C of this form) submitted herewith in
respect of the period indicated above:

1.

201892—B

GENERAL
()  The information contained in the statements and returns is to the best of our knowledge and belief correct; and

(i) the statements and returns have been compiled in accordance with the relevant provisions of these Regulations;
and

(i) the statements and returns reflect the management accounts presented to the management and board of
directors of the bank, as required in regulation 2 of these Regulations.

FORM BA 130

This bank has at all times during the reporting period complied with the relevant provisions and requirements specified
in sections 76 and 77 of the Act.

FORM BA 310

() None of the liquid assets included in items 16 to 23 of the form BA 310 have been pledged or otherwise
encumbered, as envisaged in section 72(3) of the Act, without the consent of the Registrar;

(i)  all securities included under the liquid assets envisaged in paragraph (i) have been valued in accordance with the
provisions of section 72(4) of the Act; and

(iii) this bank has from the fifteenth business day of the month following the month for which the preceding return of
form BA 310 was submitted to date maintained, and will continue to maintain, for every day until the fourteenth
business day of the month following the month to which this return relates, the prescribed average daily minimum
reserve balance with the Reserve Bank, as required in terms of section 10A of the South African Reserve Bank
Act, 1989, and the prescribed average daily minimum amount of liquid assets, as prescribed in regulation 27(3),
and complies/will comply, as from the fifteenth business day of the month following the month to which this return
relates, with the aforesaid prescribed minimum requirements on the basis of its prescribed amount of liabilities
during the reporting month. (When the bank failed to comply with the prescribed requirements, the declaration
shall be qualified, and a statement showing the relevant deficiency(ies), for every day on which a deficiency
existed, shall accompany this return.)

FORM BA 325

This bank has not exceeded the limit on its effective net open position(s) in foreign currency, as prescribed in regulation
29(3). (When the bank exceeded the prescribed limit, the declaration shall be qualified, and a statement showing the
relevant excess(es), for every day on which an excess existed, shall accompany this return.)

FORM BA 700

This bank has from the twentieth business day of the month following the month for which the preceding return of form
BA 700 was submitted to date maintained, and will continue to maintain, for every day until the nineteenth business day
of the month following the month to which this return relates, the relevant prescribed minimum aggregate amount of-

(i) allocated qualifying common equity tier 1 capital and reserve funds, additional tier 1 capital and reserve funds and
tier 2 capital and reserve funds relating to risks other than market risk; and

(i) allocated qualifying common equity tier 1 capital and reserve funds, additional tier 1 capital and reserve funds and
tier 2 capital and reserve funds relating to market risk,

and complies/will comply, as from the twentieth business day of the month following the month to which this return
relates, with the aforesaid relevant requirements relating to the maintenance of the prescribed minimum aggregate
amounts of:

() allocated qualifying common equity tier 1 capital and reserve funds, additional tier 1 capital and reserve funds and
tier 2 capital and reserve funds relating to risks other than market risk; and

(i) allocated qualifying common equity tier 1 capital and reserve funds, additional tier 1 capital and reserve funds and
tier 2 capital and reserve funds relating to market risk.

(When the bank failed to comply with the relevant prescribed requirements, the declaration shall be qualified, and a
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statement showing the relevant deficiency(ies), for every day on which a deficiency existed, shall accompany this
return.)

B. DECLARATION IN RESPECT OF RELATED MATTERS
We, the undersigned, hereby declare as follows:
1. INVESTMENTS BY CONTROLLING COMPANIES* (* Delete when not relevant)

The abovementioned controlling company has at all times during the reporting period complied with the provisions of
section 50 of the Act.

2.  FINANCIAL INTELLIGENCE CENTRE ACT, 2001 (FICA)

This bank/controlling company has to date complied with and will continue to comply with-

(U]

(ii)

any relevant requirement contained in the Financial Intelligence Centre Act, 2001 (Act No. 38 of 2001), as

amended; and

any relevant requirement contained in the Regulations that may be issued from time to time in terms of the

aforesaid Act.

(When the bank/controlling company failed to comply with any relevant requirement, the declaration shall be qualified,
and a statement indicating the relevant details of the failure to comply shall accompany this return.)

C. FORMS SUBMITTED

The following statement(s) and return(s), as identified by a hash total or cross in the relevant space provided, are submitted
herewith in the format indicated below:

Form
number

Title/ description

Hash total on
BA form
electronical}y
submitted

In the event of a query, the Reserve Bank

may contact:

Name

Tel no.

Ext

BA 100
BA 110
BA 120
BA 125
BA 130
BA 200
BA 210
BA 220
BA 300
BA 310
BA 320
BA 325
BA 330
BA 340
BA 350
BA 400
BA 410
BA 500
BA 600
BA 610
BA 700
BA 900

BA 920
BA 930

BA 940
BA 950

Balance sheet

Off-balance-sheet activities

Income statement

Return regarding shareholders

Restriction on investments, loans and advances
Credit risk: monthly return

Credit risk: quarterly return

Credit risk: six-monthly return

Liquidity risk

Minimum reserve balance and liquid assets
Market risk

Daily return: selected risk exposure
Interest-rate risk: banking book

Equity risk in the banking book

Derivative instruments

Operational risk: six-monthly return

Operational risk: six-monthly return
Securitisation schemes

Consolidated return

Foreign operations of South African banks
Capital adequacy and leverage

Institutional and maturity breakdown of liabilities and
assets

Analysis of instalment sale transactions, leasing
transactions and selected assets

Interest rates on deposits, loans and advances
Selected locational statistics based on residence
Selected locational statistics based on nationality of
bank
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Form Hard copies In the event of a query, the Reserve Bank
number Title/ description submitte may contact:
Name Tel no. Ext

BA 125 Return regarding shareholders
BA 210 Credit risk: quarterly return
BA 220 Credit risk: six-monthly return
BA 410 Operational risk: six-monthly return
BA 500 Securitisation schemes
BA 600 Consolidated return
BA 700 Capital adequacy and leverage
Other (Please specify)
1. Inrespect of relevant amounts electronically submitted.
2. Inrespect of detailed information not submitted in an electronic format on the relevant return.
ATTESTATION OF FORM BA 099
1.  CERTIFICATION BY OFFICIALS RESPONSIBLE FOR EACH RELEVANT RISK

RISK RESPONSIBLE OFFICIAL SIGNATURE DATE

Balance sheet

Income statement

Solvency

Liquidity

Counterparty

Interest rate

Market (Position)

Credit

Technological

Operational

Any other risk regarded as
material — please specify

2. CERTIFICATION BY CHIEF EXECUTIVE OFFICER, CHIEF ACCOUNTING OFFICER AND EXECUTIVE
OFFICER (FICA)

Signed at ........cooceviieieiiineee Jthis day Of oo (yyyy-mm)

Chief Executive Officer* Chief Accounting Officer*

Executive Officer: FICA*

*Please note: When the Chief Executive Officer, Chief Accounting Officer or Executive Officer (FICA) is not available to sign
a completed form BA 099, the officer performing the relevant function shall sign the said form in an acting
capacity and not on behalf of the absent officer, and the normal office of the officer so acting shall clearly be
stated.
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DECLARATION IN RESPECT OF STATUTORY RETURNS SUBMITTED BY

FOREIGN

OPERATIONS BA099A

(To accompany all statutory returns submitted by the above institutions in terms of the Regulations relating to Banks)

Name Of fOr@IGN OPEIAtION...........cuiiiiiiiiii ettt h e et b bbbt eh e as e e sa e e st sae et et e ense st e bt enteeaneneeeas

Period ende

0. e (yyyy-mm-dd) HOSt COUNEIY ...

A. DECLARATION IN RESPECT OF RETURNS

We, the undersigned, hereby declare as follows in respect of each of the relevant statutory statements and returns (identified
and rendered in the manner indicated in the space provided for such purposes in part C of this form) submitted herewith in
respect of the period indicated above:

1.

GENERAL
() The information contained in the statements and returns is to the best of our knowledge and belief correct; and

(i) the statements and returns have been compiled in accordance with the relevant provisions of these Regulations
or, when relevant, the rules and regulations of the relevant host supervisor; and

(i) the statements and returns reflect the relevant management accounts presented to the management and board
of directors of the relevant bank/ operation.

FORM BA 610

The issued common equity tier 1 capital and reserve funds, additional tier 1 capital and reserve funds and tier 2 capital
and reserve funds of the abovementioned bank/ operation have on ............cc.cccveinene (date) been reduced by the
relevant amounts of items prescribed in regulation 38(5) as deductions against the aforesaid categories of capital and
reserve funds.

Furthermore, this bank/operation has from the twentieth business day of the month following the quarter for which the
preceding return of form BA 610 was submitted to date maintained, and will continue to maintain, for every day until the
nineteenth business day of the month following the quarter to which this return relates, the relevant prescribed
minimum aggregate amount of-

() allocated qualifying common equity tier 1 capital and reserve funds, additional tier 1 capital and reserve funds
and tier 2 capital and reserve funds relating to risks other than market risk; and

(i) allocated qualifying common equity tier 1 capital and reserve funds, additional tier 1 capital and reserve funds
and tier 2 capital and reserve funds relating to market risk, or

(i) capital and reserve funds specified by the relevant host supervisor, should the latter be higher,

and complies/will comply, as from the twentieth business day of the month following the quarter to which this return
relates, with the aforesaid relevant requirements relating to the maintenance of the prescribed minimum aggregate
amounts of:

() allocated qualifying common equity tier 1 capital and reserve funds, additional tier 1 capital and reserve funds
and tier 2 capital and reserve funds relating to risks other than market risk; and

(i) allocated qualifying common equity tier 1 capital and reserve funds, additional tier 1 capital and reserve funds
and tier 2 capital and reserve funds relating to market risk.

(When the bank/ operation failed to comply with the relevant prescribed requirements, the declaration shall be qualified,
and a statement showing the relevant deficiency(ies), for every day on which a deficiency existed, shall accompany this
return.)

B. DECLARATION IN RESPECT OF RELATED MATTERS

We, the undersigned, hereby declare as follows:

1.

ANTI-MONEY LAUNDERING AND COMBATING THE FINANCING OF TERRORISM LEGISLATION

This bank/operation has to date complied with and will continue to comply with any relevant requirement contained in
relevant legislation in respect of anti-money laundering or combating the financing of terrorism.

(When the bank/operation failed to comply with any relevant requirement, the declaration shall be qualified, and a
statement indicating the relevant details of the failure to comply shall accompany this return.)



STAATSKOERANT, 12 DESEMBER 2012 No. 35950

21

FORMS SUBMITTED

The following statement(s) and return(s), as identified by a hash total or cross in the relevant space provided, are submitted
herewith in the format indicated below:

Hash total on |In the event of a query, the Reserve Bank
Form N BA form may contact:
number Heading of form elecironical*y
submitted Name Tel no. Ext
BA 610 Foreign operations of South African banks
Hard copies In the event of a query,t;h;:. Reserve Bank
submitted® may contact:
Name Tel no. Ext
BA 610 Foreign operations of South African banks
Other (Please specify)
1. Inrespect of relevant amounts electronically submitted.
2. Inrespect of detailed information not submitted in an electronic format on the relevant return
ATTESTATION OF FORM BA 099A
1. CERTIFICATION BY OFFICIALS RESPONSIBLE FOR EACH RELEVANT RISK
RISK RESPONSIBLE OFFICIAL SIGNATURE DATE

Balance sheet

Income statement
Solvency

Liquidity

Counterparty

Interest rate

Market (Position)

Credit

Technological
Operational

Any other risk regarded as
material — please specify

2. CERTIFICATION BY FOREIGN CHIEF EXECUTIVE OFFICER, FOREIGN CHIEF ACCOUNTING OFFICER AND
FOREIGN EXECUTIVE OFFICER (ANTI-MONEY LAUNDERING)

Signed at ......ccoooeeieeiiiiiiiecie Jthis day of oo (yyyy-mm)

Foreign Chief Executive Officer* Foreign Chief Accounting Officer*

Foreign Executive Officer* (Anti-money laundering)

*Please note: When the Foreign Chief Executive Officer, Foreign Chief Accounting Officer or Foreign Executive Officer (Anti-
money laundering) is not available to sign a completed form BA 099A, the officer performing the relevant
function shall sign the said form in an acting capacity and not on behalf of the absent officer, and the normal
office of the officer so acting shall clearly be stated.
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INSTRUCTIONS RELATING TO FINANCIAL, RISK-BASED
AND OTHER RELATED RETURNS

8. Calculation of averages

(1) Whenever relevant or required, unless specifically otherwise stated, the average daily
balance for a month in respect of any liability or asset item, or any other balance or prescribed
magnitude, identified in the prescribed forms, shall be calculated by totalling the amounts
thereof for each day of the month and by dividing such total by the number of calendar days in
the particular month to which the statement relates.

(2) The balance to be used in respect of any day on which the reporting bank is not open for
business shall be the total of the relevant liability or asset item, balance or magnitude as at the
close of business on the preceding business day.

(3) When a bank is unable to calculate an average daily balance for a month, as envisaged in
subregulation (1), the bank concerned may apply to the Registrar for approval to use, in respect
of a particular item, the month-end figure for the reporting month and the relevant figures for the
preceding two month-ends to calculate an average balance. (A bank shall indicate, in its
application to the Registrar, the approximate average difference between the month-end figure
and the average daily balance for the particular item and by which date it expects to be able to
calculate an average daily balance for the month, as envisaged in subregulation (1)).

9. Gross balances

(1) Unless expressly otherwise directed in writing by the Registrar or provided in these
Regulations, including the prescribed forms, all information required to be reported in the forms
shall be reported on the basis of gross balances.

(2) Subject to the provisions of subregulation (1), the reduction of balances shall be effected
only as a result of the application of set-off in terms of regulation 13, cash-management
schemes in terms of regulation 16 or netting in terms of the relevant requirements specified in
regulation 23.

(3) Assets pledged as security for liabilities of a bank, and such liabilities, shall respectively be
reported on the basis of gross balances.

10. Maturity classification

Unless specifically otherwise stated, the maturity classification of a liability or an asset (which
classification shall for the purpose of the determination of any average amount be effected on a
daily basis) shall be determined with reference to the remaining period to maturity of the
liability or asset in question and not with reference to the date on which the liability was incurred
or the asset was acquired.
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11. Reference to line item numbers

Arabic numerals appearing under the heading "Line item" and used to number individual
paragraphs of the regulations containing directives and interpretations for the completion of
returns correspond to the relevant line item numbers appearing on the relevant forms.

12. Revaluation surplus ranking as common equity tier 1 or additional tier 1 unimpaired
reserve funds

(1) A surplus resulting from a revaluation of assets shall rank as common equity tier 1 or
additional tier 1 unimpaired reserve funds only to the extent permitted in terms of relevant
provisions contained in regulation 38 of these Regulations or such directive as may be issued in
writing by the Registrar from time to time.

(2) Subject to the provisions of subregulation (1), no surplus resulting from a contingency item
shall rank as common equity tier 1 or additional tier 1 unimpaired reserve funds in terms of
section 1(1) of the Act.

13. Set-off

(1)  When a client maintains both debit and credit balances with a bank, it may be permissible
in certain circumstances to set such balances off against one another for the purposes of
completing the prescribed forms, resulting in only net balances being reported.

(@) Unless specifically otherwise provided in these Regulations, set-off shall be allowed only if
all of the circumstances specified below apply.

(@ A legal right to set-off shall exist, and the reporting bank shall in cases of legal
uncertainty obtain a legal opinion to the effect that its right to apply set-off is legally
well founded and would be enforceable in the liquidation or bankruptcy of the client
or the bank.

(b) The debit and credit balances shall relate to the same obligor.

(c) Both the debit and credit balances shall be denominated in the same currency.

(d) The debit and credit balances shall have identical maturities.

(e) The reporting bank shall monitor and control the relevant debit and credit balances
on a net basis in its risk management process and client database for the granting of

facilities.

(3) For the purposes of this regulation 13, obligor means any natural person or juristic person,
and "person" shall not have the same meaning as a "person" defined in regulation 67.
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14. Trading activities

(1)

All items included in a bank’s trading book or comprising a bank’s trading portfolio-

@)

(b)

(©

(d)

(€)

shall be reported in the forms prescribed in these Regulations and shall be reflected
against the appropriate items and in the columns specified in the relevant forms;

shall be reported in accordance with the relevant instructions, directives and
interpretations of these Regulations;

shall on a daily basis be marked to market or when the bank adopted an approach
of marking to model, the bank shall assess on a daily basis the relevant parameters
of the model;

shall be managed and monitored in terms of duly defined policies and procedures,
and a duly defined trading strategy, which policies, procedures and strategy-

() shall be approved by the bank’s board of directors and senior management;

(i)  shall be duly documented,;

shall be managed through a trading desk by dealers with the autonomy, amongst
other things, to enter into or manage the positions within the agreed limits and in
accordance with the said board approved policies, procedures and trading strategy
of the bank;

shall be subject to appropriate position limits;

shall be reported to the senior management of the bank as an integral part of the
bank’s day-to-day risk management process;

shall actively be monitored with reference to relevant market information, including a
continuous assessment by the bank of-

()  market liquidity;
(i)  the ability to hedge positions;
(iii) the extent of turnover in the market;

(iv) the quality and availability of information that has an impact on the bank’s
valuation process;

(v) the extent and nature of relevant positions traded in the market.
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15. Accrued interest and amounts

(1)  All liabilities and all assets shall include interest accrued up to the end of the period to
which the relevant statement relates.

(20 When a bank is unable to include interest accrued up to the end of the period to which the
statement relates, as required by subregulation (1), the bank concerned may apply to the
Registrar for approval to respectively reflect such accrued interest under other liabilities or other
assets. (The bank shall indicate in its application to the Registrar by which date it expects to be
able to include accrued interest in the respective liability or asset items, as required by
subregulation (1)).

(3) Amounts shall be reported to the nearest thousand units of currency, for example,
R4 107 498 and R4 107 540 shall respectively be reported as R4 107 and R4 108.

16. Cash-management schemes

(1)  Unless specifically otherwise specified or prescribed in these Regulations, the reduction of
balances resulting from the application of a cash-management scheme shall be taken into
account in completing the prescribed forms only when all of the conditions specified below are
met.

(@) The cash-management scheme shall be conducted only for companies that are
subsidiaries of the same holding company and that are included in the group audited
annual financial statements of such holding company, as well as for such holding
company.

(b) Any transfers of debit or credit balances from individual accounts to a central group
account shall be shown as actual transactions on individual accounts, as well as in
the accounting records of the individual account holders, in order to ensure that the
accounting system of the relevant bank reflects the true debtor/creditor and legal
relationships.

(c) The bank shall provide its clients with statements of account evidencing the effect of
transfers, whenever such transfers are made between their accounts and a central
group account, in order to enable the clients of the bank to make the necessary
entries to ensure that their respective accounting records reflect the true
debtor/creditor and legal relationships vis-a-vis the bank (except for uncleared items,
balances in the books of clients should therefore correspond to balances on client
accounts in the accounting system of the relevant bank).

(d) A group account, or any other account to which transfers are made, shall be in the
name of a legal entity in order to protect the legal position of the bank.
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17.

(e)

(i)

@)

Any transfer between client accounts and a central group account shall be supported
by legal authorisation granted to the bank by its clients, including resolutions of
clients' boards of directors to effect such transfers.

Written agreements whereby authorisation is granted as contemplated in paragraph
(e) shall legally limit the bank's risk to the debtor/creditor relationship that exists after
transfers have been effected.

Any statutory return shall reflect the true debtor/creditor and legal relationships of the
bank vis-a-vis its clients.

The bank entering into written agreements relating to cash-management schemes
with its clients shall ensure that the clients are fully aware that after the transfer of
balances on their accounts, they have no claim against or obligation to the bank in
respect of the amounts so transferred.

The bank shall ensure that all written agreements relating to cash-management
schemes entered into by it with clients are legal and binding.

Any cash-management scheme involving the transfer of balances among different
legal entities, as well as a standardised written agreement, providing for the conduct
of such a scheme, entered into between a bank and its clients, shall be submitted to
the Registrar for approval.

Assets sold or acquired in terms of a repurchase or resale agreement

All repurchase and resale agreements concluded by a bank shall comply with the
conditions specified below, and such further conditions as may be specified in writing by
the Registrar.

(@)

(b)

(c)

No repurchase or resale agreement shall be concluded by a bank with a client of
that bank without such client's prior consent.

A bank shall advise its client in writing of every such agreement concluded between
them.

All documentation relating to such agreements, including letters of confirmation,
statements of account and audit certificates, furnished to its clients by a bank, shall
clearly identify the relevant transactions as repurchase or resale agreements.

Each transaction shall be recorded in the accounting records of the bank, including
the client's account in the books of the bank, and the client shall be advised in
writing of each transaction on his/her/its account with the bank concerned.

The underlying asset of such agreement shall at all times separately be identified
physically and in the accounting records of the bank.
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1.

2.

Form BA 100

Regulation 18

BALANCE SHEET
Page no.
Balance Sheet......ccouuiiniiiiiiiiii e 28

Directives and interpretations for completion of
monthly balance sheet (Form BA 100) .........ccccvviveeeviciivnennnn. 34
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18. Balance sheet - Directives and interpretations for completion of monthly balance
sheet (Form BA 100)

(1) The content of the relevant return is confidential and not available for inspection by the
public.

(2) In accordance with the relevant requirements specified in regulation 3 of these
Regulations, unless expressly otherwise stated in this regulation 18 or the form BA 100 or
directed in writing by the Registrar, the form BA 100 shall be prepared in accordance with
Financial Reporting Standards issued from time to time, with additional disclosure when required,
provided that-

(@ in the absence of a specific Financial Reporting Standard and an approved
interpretation reference shall be made to the relevant pronouncements of the
International Accounting Standards Board;

(b) any uncertainty or difficulty experienced in this regard shall be referred to the Registrar
for an appropriate directive.

(3) Instructions relating to the completion of the monthly balance sheet are furnished with
reference to the headings and item descriptions of certain columns and line item numbers
appearing on the form BA 100, as follows:
Column number
1 Banking
This column shall include all asset and liability items other than the asset and liability
items designated in terms of the reporting bank’s board-approved policy as constituting
part of the bank’s trading activities.

2 Trading

This column shall include all asset and liability items designated in terms of the reporting
bank’s board-approved policy as constituting part of the bank’s trading activities.

3 Total SA operations, excluding foreign branches

This column shall reflect the aggregate amount of columns 1 and 2 and relates only to
the South African operations of the reporting bank.
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4 Total bank, including foreign branches

This column shall reflect the relevant amounts relating to the balance sheets of the
reporting bank and its foreign branches, which amounts shall be calculated on a
consolidated basis.

5 Bank intragroup balances

Column 5 is a memorandum column and shall reflect any amount included in column 3
that relates to an amount received by/ owed to the reporting bank from any person,
entity, institution or company that is a member of the group to which the reporting bank
belongs, including any subsidiary, associate or joint venture of the reporting bank and its
controlling company, and the controlling company itself.

6 Consolidated bank

This column shall reflect on a consolidated basis the consolidated amounts relating to
the balance sheets of the reporting bank and its branches, subsidiaries, joint ventures
and relevant associates.

7 Consolidated bank controlling company

This column shall reflect on a consolidated basis the consolidated amounts relating to
the balance sheets of the controlling company and its subsidiaries, joint ventures and
relevant associates.

Line item
number

5 Mandatory reserve deposits with central bank

This item shall include any credit balance in an account, and any relevant balance in a
contra account, maintained by the reporting bank with the Reserve Bank in terms of
section 10A of the South African Reserve Bank Act, 1989 (Act No. 90 of 1989).

In completing the return in respect of banking business conducted outside the Republic,
the definitions and interpretations of items used in these Regulations shall be applied to
the circumstances prevailing in each relevant country and any difficulty experienced or
uncertainty in this regard shall be referred to the Registrar for an appropriate directive.

6 Other balances with central bank
This item shall include any credit balance in a clearing account with the Reserve Bank,

provided that the reporting bank shall include in the relevant item under item 12 any
other balance in respect of loans or advances to/ with any other central bank.
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7 to 11 Short-term negotiable securities

13

25

30

31

These items shall include the relevant required gross amounts relating to-
e Negotiable certificates of deposit;

e Treasury bills; and

e Any other relevant security of a short-term nature,

provided that the reporting bank shall report in item 11 any relevant amount relating to a
credit impairment raised in respect of the instruments included in items 7 to 10.

Homeloans

This item shall reflect the relevant aggregate amount in respect of loans secured by
mortgage on occupied urban residential dwellings or occupied individual sectional title
dwellings that are or will be occupied by the relevant borrowers, or that is rented with the
consent of the relevant obligors, provided that the bank shall report in item 14 the
relevant aggregate amount relating to any loans secured by mortgage other than the
aforesaid mortgaged lending in respect of residential property.

Credit impairments

This item shall include the aggregate amount relating to specific and portfolio credit
impairments raised in respect of discounts, loans or advances included in item 24.

Government and government guaranteed securities

This item shall reflect the aggregate amount relating to debt securities issued by a
sovereign, including any multilateral development bank that qualifies for a risk weight of
zero per cent in terms of the provisions of regulation 23(6), the Bank for International
Settlements, the International Monetary Fund, the European Central Bank or the
European Community.

Other dated securities

This item shall reflect the aggregate amount relating to debt securities issued by-

e abank;

e a public-sector entity; or

e any other person, entity or institution.
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34to Pledged assets

38
In accordance with relevant Financial Reporting Standards issued and relevant
accounting practices applied from time to time these items shall reflect the relevant
required amounts in respect of assets lodged or pledged to secure liabilities.

40 Investments in associate companies
This item shall reflect the relevant required amounts relating to investments in associate
companies, which amounts shall be reported at carrying value, including any relevant
amount in respect of equity accounted earnings, and net of any impairment for a
diminution in value.

41 Investments in joint ventures

This item shall reflect the relevant required amounts relating to investments in joint
ventures, which amounts shall be reported at carrying value, including any relevant
amount in respect of equity accounted earnings, and net of any impairment for a
diminution in value.

70 Term debt instruments qualifying as capital

This item shall reflect the aggregate amount in respect of subordinated debt issued by
the reporting bank and in respect of which the bank obtained the prior written approval of
the Registrar for the relevant amount to qualify as capital of the bank.

71 Term debt instruments, other

This item shall include the aggregate amount in respect of subordinated debt instruments
issued by the reporting bank, other than amounts relating to instruments reported in item
70, including any relevant amount that constitutes non-qualifying capital due to a
prescribed limit or haircut being applied in respect of the said amount.

78 Other liabilities
This item shall include the relevant aggregate amount in respect of liabilities not

specifically provided for elsewhere in the return, including but not limited to creditors and
any accrual for leave payment.
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OFF-BALANCE-SHEET ACTIVITIES

Page no.
1. Form BA 110 - Off-balance sheet activities........ccccovvcceeeiiiecciee s 39
2. Regulation19 - Directives and interpretations for completion of monthly

off-balance sheet activities (Form BA 110).......cccevverirrininnnnnnnn. 40
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19. Off-balance sheet activities - Directives and interpretations for completion of
monthly return concerning off-balance sheet activities (Form BA 110)

(1) The content of the relevant return is confidential and not available for inspection by the
public.

(2) The purpose of the return is to determine, among other things, the nature and extent of a
bank or controlling company’s unfunded off-balance sheet activities or exposures, including-

(@) off-balance sheet activities to which the reporting bank is irrevocably committed;
and
(b) off-balance sheet activities that may be revocable,

Provided that the funded component of any relevant exposure already included in the
form BA 100 shall not be duplicated or also included in the form BA 110.

(8) In order to ensure that the reporting bank can duly distinguish between, among other
things, committed undrawn facilities, that is, facilities to which the reporting bank is irrevocably
committed, and undrawn unconditionally cancellable commitments, that is, facilities to which the
reporting bank is not irrevocably committed, the bank shall ensure that any relevant
documentation or facility letter between the bank and its client clearly provides for such a
distinction.

(4) For the purposes of this regulation 19 and the completion of the form BA 110-

(@) a bank shall regard any issued guarantee that represents an undertaking by the
bank to fulfill a financial obligation of the person (buyer) in respect of which/whom it
was issued with regards to the purchase of property upon the registration of a
mortgage bond, that is, a property guarantee, as a lending related guarantee;

(b) letters of credit comprise all unutilised letter of credit facilities granted in respect of
domestic and foreign transactions, confirmed letters of credit in respect of banks
and letters of authority, including-

() documentary credits outwards for domestic and foreign transactions (sight
and usance); and

(i) documentary credits inwards (sight and usance) confirmed and/ or accepted;

provided that any letter of credit serving as a financial guarantee shall be regarded
as a lending related guarantee;
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(c) committed undrawn or unutilised facilities shall include-

() loans and other credit facilities granted, whether for fixed or varying amounts,
but not paid out to or used by clients;

(i)  undrawn or unutilised overdraft facilities on current account;
(i) undrawn loan commitments;

(iv) undrawn or unutilised acceptance facilities; and

(v) undrawn or unutilised revolving credit facilities,

to which the reporting bank is irrevocably committed;

(d) irrevocable undrawn or unutilised draw-down facilities shall include any facility,
regardless of its original maturity, granted in terms of a written agreement in terms
of which the said facilities will be drawn down in agreed amounts during
prearranged periods, provided that a bank shall include in the form BA 110 only
those amounts that the bank is committed to advance during the three month period
following the reporting month;

(e) underwriting exposures shall include all quantifiable underwriting commitments,
whether in writing or given verbally, including-

() all note-issuance facilities; and
(i)  revolving underwriting facilities,

in respect of which the contingent risk arise from the bank’s role as underwriter of
such issues, guaranteeing to provide a known amount of funds when other parties
fail to do so;

() a bank shall record its potential credit exposure originating from a credit-derivative
contract when the bank acts as a protection provider/seller.

(5) When a bank arranges a repurchase agreement, resale agreement, securities lending
transaction or securities borrowing transaction, acting as an agent, but the bank provides a
guarantee in respect of the performance of the third party, the bank shall be regarded as acting
as principal and shall maintain capital in respect of the said transaction as if the bank acted as
principal in respect of the relevant transaction.
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(6)

Instructions relating to the completion of the return are furnished with reference to the

headings and item descriptions of certain items appearing on the form BA 110, as follows:

Line item
number

1

12

13

Guarantees on behalf of clients

This item shall include the aggregate amount in respect of all relevant lending related
guarantees and performance related guarantees issued on behalf of clients.

Customers’ indebtedness for acceptances

This item shall include the relevant aggregate amount in respect of bankers’ acceptances
issued by customers or clients and subsequently endorsed and on-sold by the bank, that
is, the relevant aggregate amount related to undertakings by the bank to fulfill an
obligation of a customer or client who issued an acceptance, when the said customer or
client fails to fulfill the relevant obligation at the due date.

Other contingent liabilities

This item shall include the aggregate amount of all other liabilities where an outflow of
economic benefits is possible, not probable, including the relevant aggregate amount
related to undrawn unconditionally cancellable commitments, that is, facilities to which the
reporting bank or controlling company is not irrevocably committed.

Portfolios managed by others on behalf of the reporting institution

This item shall include assets not reported on the form BA 100.

Portfolios managed for others and for which financing is provided

This item shall include financing provided for the purpose of acquiring a portfolio of

investments managed by the reporting bank, which financing has not been reported on
the form BA 100.
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1.

2.

Form BA 120

Regulation 20

INCOME STATEMENT

Income statement

Directives and

Page no.

interpretations for completion of
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Percentages1
Consolidated
Du Pont analysis based on interest earning assets Lr::? Total bank® cons::::fted cor:’t?g:l(ing
company*
1 2 3
Net interest income as a percentage of interest earning assets, plus 92
Non interest revenue as a percentage of interest earning assets 93
Total (of items 92 and 93) 94
Less: Credit losses as a percentage of interest earning assets 95
Less: Operating expenses as a percentage of interest earning assets 96
Add: Associate income as a percentage of interest earning assets 97
Net profit before tax (item 94 less items 95 and 96, plus item 97) 98
Multiply by: (1 - effective tax rate) 99
Equals: Earnings as a percentage of interest earning assets 100
Multiply by: Interest earning assets as a percentage of total assets 101
Equals: Return on assets (ROA) 102
Multiply by: Gearing ratio 103
Equals: Return on accounting equity (ROE) 104
Supervisory deductions and non-qualifying amounts (item 106 less item 104) 105
Equals: Return on qualifying common equity tier 1 capital and reserve funds 106
Percentages’
Consolidated
Du Pont analysis based on risk weighted assets l;::? Total bank® Cons:rl::: ted ¢ o:tfglll(ing
company*
1 2 3
Net interest income as a percentage of risk weighted assets, plus 107
Non interest revenue as a percentage of risk weighted assets 108
Total (of items 107 and 108) 109
Less: Credit losses as a percentage of risk weighted assets 110
Less: Operating expenses as a percentage of risk weighted assets 111
Add: Associate income as a percentage of risk weighted assets 112
Net profit before tax (item 109 less items 110 and 111, plus item 112) 113
Multiply by: (1 - effective tax rate) 114
Equals: Earnings as a percentage of risk weighted assets 115
Multiply by: Risk weighted assets as a percentage of total assets 116
Equals: Return on assets (ROA) 117
Multiply by: Gearing ratio 118
Equals: Return on accounting equity (ROE) 119
Supervisory deductions and non-qualifying amounts (item 121 less item 119) 120
Equals: Return on qualifying common equity tier 1 capital and reserve funds 121
Percentages’
Consolidated
. Line Consolidated bank
Other selected ratios no. | Total bank? bank* controlling
company*
1 2 3
Cost to income ratio 122
Credit losses as a percentage of net interest income 123
Interest income as a percentage of risk weighted assets 124
Interest expense as a percentage of risk weighted assets 125
Fee and commission income as a percentage of total income 126
Trading income as a percentage of total income 127
Other income as a percentage of total income 128
Staff expenses as a percentage of operating expenses 129
Other expenses as a percentage of operating expenses 130

1. Items shall be expressed as percentages, rounded to two decimal places.
2. Including foreign branches
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20. Income statement - Directives and interpretations for completion of monthly income
statement (Form BA 120)

(1) The content of the relevant return is confidential and not available for inspection by the
public.

(2) The columns titled “Current year to date” in form BA 120 shall reflect the year-to-date
amounts in respect of the financial year of the reporting bank. In order to ensure that the
relevant columns titled “Current year to date” in form BA 120 reconcile with the aggregate
amounts reported in the columns titled “Current month” for the particular financial year of the
reporting bank a bank shall include any adjustment to amounts previously incorrectly reported in
the columns titled “Current month”, provided that amounts reported in columns 7 to 9 of items 1
to 91 relate only to the relevant year-to-date amounts.

(8) Allincome and expense items, including gains and losses, shall be divided between those
items relating to the bank’s banking activities and those items relating to the bank’s trading
activities.

(4) Instructions relating to the completion of the monthly income statement are furnished with
reference to the item descriptions and line item numbers appearing on the form BA 120, as
follows (where appropriate, the corresponding balance sheet item number is indicated):

Line item
number

1 Interest and similar income

The items listed in the income statement under this heading shall reflect interest income
in respect of the corresponding asset items listed in the balance sheet, as follows:

- Income statement Corresg:lr;:g;gsl;eer:ton the
Item description Form BA120 Form BA100
Line item Line item
Short term negotiable securities 2 7
Loans and advances to customers 3 12
« Homeloans 4 13
« Commercial mortgages 5 14
« Credit cards 6 15
« Lease and instalment debtors 7 16
« Overdrafts 8 17
+ Redeemable preference shares and
other equivalent instruments 9 18
o Trade, other bills and bankers'
acceptances 10 19
o Term loans 11 20
« Factoring accounts 12 21
Government and other securities 14 30 plus 31 plus 37 plus 38
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16 Interest expense and similar charges

The items listed in the income statement under this heading shall reflect the interest
expense in respect of the corresponding liability items listed in the balance sheet, as

follows:
income statement | o 2t PRI RS
ltem description Form BA120 Form BA100
Line item Line item
Deposits, current accounts and other creditors 17 55
e Current accounts 18 56
e Savings deposits 19 57
e Term and other deposits 20 58 plus 59
o Negotiable certificates of deposit 23 60
e Other deposits and loan accounts 24 61
Term debt instruments 26 69

47 Subsidiary companies

This item shall reflect the aggregate amount in respect of dividends received from
subsidiary companies.

48 Other

This item shall reflect the aggregate amount in respect of dividends received from
investments other than investments in subsidiary companies.

52 Commodities

This item shall include any profit or loss resulting from the reporting bank’s trading in
commodities.

68 Staff costs
This item shall include any relevant amount in respect of-
° salaries and wages for staff;
° post retirement benefits;
° training costs;

° costs paid for contractors;

201892—D
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69

70

71

73

. temporary staff costs; and
o employee share-based payment expenses.
Computer processing

This item shall include any amount relating to depreciation in respect of computer
equipment.

Communication and travel

This item shall include any relevant amount in respect of-
° telecommunication costs;

° local and foreign travel costs;

. postage and freight costs;

° vehicle depreciation costs; and

o vehicle operating lease charges.

Occupation and accommodation

This item shall include any relevant amount in respect of-
. external rental costs;

o wear and tear on leasehold properties and improvements;

related operating lease charges; and

other occupation and accommodation costs.
Fees and insurances

This item shall include any relevant amount in respect of fee and insurance costs but not
any amount in respect of-

° fees paid for auditing services, which fees shall be included in item 75; or

. direct fees and commissions paid in the generation of income, which fees and
commissions shall be included in item 36.
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74

75

76

92 to
130

Office equipment and consumables

This item shall include any relevant amount in respect of-

depreciation for furniture and other equipment;
operating lease charges for furniture and other equipment;
stationery and printing costs; and

other office equipment or office consumable cost.

Auditors remuneration

This item shall include any relevant amount in respect of remuneration paid to auditors
for audit services but not any fees paid to auditors for services other than audit services.

Other

This item shall include any relevant amount in respect of-

share-based payment costs relating to BEE schemes;

joint venture fees;

deficiency;

theft and fraud expenditure;

maintenance costs relating to any property in possession; and

any other expenditure item not included in items 68 to 75.

Du Pont analysis and other selected ratios

For the completion of items 92 to 130 of the form BA 120, risk weighted assets shall in
the case of-

(a)

a bank, as envisaged in column 7 of the form BA 120, be deemed to be equal to
(item 8, column 7, of the form BA 700) divided by (item 9, column 6, of the form
BA 700);

a consolidated bank, as envisaged in column 8 of the form BA 120, be deemed to
be equal to (item 8, column 7, of the form BA 700) divided by (item 9, column 6,
of the form BA 700);
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92

93

95

96

97

99

(c) a consolidated bank controlling company, as envisaged in column 9 of the form
BA 120, be deemed to be equal to (item 8, column 7, of the form BA 700) divided
by (item 9, column 6, of the form BA 700).

Provided that the aforesaid form BA 700 used in the calculation of the relevant amount
of risk-weighted assets shall be the form BA 700 relating to the reporting period
immediately preceding the reporting period in respect of which the current form BA 120
is completed.

Net interest income as a percentage of interest earning assets

This item shall be equal to item 28 divided by (item 6 plus item 7 plus item 12, of the
form BA 100) multiplied by (365 days divided by the year to date number of days to
the end of the current reporting month).

Non interest income as a percentage of interest earning assets

This item shall be equal to item 64 divided by (item 6 plus item 7 plus item 12, of the
form BA 100) multiplied by (365 days divided by the year to date number of days to
the end of the current reporting month).

Credit losses as a percentage of interest earning assets

This item shall be equal to item 66 divided by (item 6 plus item 7 plus item 12, of the
form BA 100) multiplied by (365 days divided by the year to date number of days to
the end of the current reporting month).

Operating expenses as a percentage of interest earning assets

This item shall be equal to item 67 divided by (item 6 plus item 7 plus item 12, of the
form BA 100) multiplied by (365 days divided by the year to date number of days to
the end of the current reporting month).

Associate income as a percentage of interest earning assets

This item shall be equal to item 84 divided by (item 6 plus item 7 plus item 12, of the
form BA 100) multiplied by (365 days divided by the year to date nhumber of days to
the end of the current reporting month).

1 — effective tax rate

This item shall be equal to 1 minus ((item 86 plus item 77) divided by (item 85 less
item 79 plus item 77)).
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101 Interest earning assets as a percentage of total assets

This item shall be equal to (item 6 plus item 7 plus item 12, of the form BA 100)
divided by item 54 of the form BA 100.

103 Gearing ratio

This item shall be equal to (item 88 of the form BA 100) divided by (item 80 of the form
BA 100).

105 Supervisory deductions and non-qualifying amounts

In order to reconcile the reporting bank’s return on accounting equity, that is, ROE, and
its return on qualifying common equity tier 1 capital and reserve funds, this item shall
reflect the difference between accounting equity and qualifying common equity tier 1
capital and reserve funds owing to all relevant prescribed supervisory deductions and
other non-qualifying amounts.

106 Return on qualifying common equity tier 1 capital and reserve funds
This item shall be equal to (item 87 less item 79 of the form BA 120) divided by (item
64, column 1, of the form BA 700) multiplied by (365 days divided by the year to date
number of days to the end of the current reporting month).
107 Net interest income as a percentage of risk weighted assets
This item shall be equal to item 28 divided by the relevant amount of risk weighted
assets as defined hereinbefore in this subregulation (4) multiplied by (365 days
divided by the year to date number of days to the end of the current reporting month).
108 Non interest income as a percentage of risk weighted assets
This item shall be equal to item 64 divided by the relevant amount of risk weighted
assets as defined hereinbefore in this subregulation (4) multiplied by (365 days
divided by the year to date number of days to the end of the current reporting month).
110 Credit losses as a percentage of risk weighted assets
This item shall be equal to item 66 divided by the relevant amount of risk weighted
assets as defined hereinbefore in this subregulation (4) multiplied by (365 days
divided by the year to date number of days to the end of the current reporting month).
111 Operating expenses as a percentage of risk weighted assets
This item shall be equal to item 67 divided by the relevant amount of risk weighted

assets as defined hereinbefore in this subregulation (4) multiplied by (365 days
divided by the year to date number of days to the end of the current reporting month).
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112

114

116

118

120

121

122

123

Associate income as a percentage of risk weighted assets

This item shall be equal to item 84 divided by the relevant amount of risk weighted
assets as defined hereinbefore in this subregulation (4) multiplied by (365 days
divided by the year to date number of days to the end of the current reporting month).

1 — effective tax rate

This item shall be equal to 1 minus ((item 86 plus item 77) divided by (item 85 less
item 79 plus item 77)).

Risk weighted assets as a percentage of total assets

This item shall be equal to the relevant amount of risk weighted assets as defined
hereinbefore in this subregulation (4) divided by item 54 of the form BA 100.

Gearing ratio

This item shall be equal to (item 88 of the form BA 100) divided by (item 80 of the form
BA 100).

Supervisory deductions and non-qualifying amounts

In order to reconcile the reporting bank’s return on accounting equity, that is, ROE, and
its return on qualifying common equity tier 1 capital and reserve funds, this item shall
reflect the difference between accounting equity and qualifying common equity tier 1
capital and reserve funds owing to all relevant prescribed supervisory deductions and
other non-qualifying amounts.

Return on qualifying common equity tier 1 capital and reserve funds

This item shall be equal to (item 87 less item 79 of the form BA 120) divided by (item
64, column 1, of the form BA 700) multiplied by (365 days divided by the year to date
number of days to the end of the current reporting month).

Cost to income ratio

This item shall be equal to item 67 divided by item 65.

Credit losses as a percentage of net interest income

This item shall be equal to item 66 divided by item 28.
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124

125

126

127

128

129

130

Interest income as a percentage of risk weighted assets

This item shall be equal to item 1 divided by the relevant amount of risk weighted
assets as defined hereinbefore in this subregulation (4) multiplied by (365 days
divided by the year to date number of days to the end of the current reporting month).
Interest expense as a percentage of risk weighted assets

This item shall be equal to item 16 divided by the relevant amount of risk weighted
assets as defined hereinbefore in this subregulation (4) multiplied by (365 days
divided by the year to date number of days to the end of the current reporting month).
Fee and commission income as a percentage of total income

This item shall be equal to item 39 divided by item 65.

Trading income as a percentage of total income

This item shall be equal to item 49 divided by item 65.

Other income as a percentage of total income

This item shall be equal to (the sum of items 40, 43, 46, 56 and 61) divided by item 65.
Staff expenses as a percentage of operating expenses

This item shall be equal to item 68 divided by item 67.

Other expenses as a percentage of operating expenses

This item shall be equal to (item 67 less item 68) divided by item 67.
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SHAREHOLDERS OF A BANK/CONTROLLING COMPANY

Page no.

1. FormBA 125 - Return regarding shareholders of a bank/controlling
(o704 ] o= o VPP RR PP 57

2. Regulation21 - Directives and interpretations for completion of the annual

return concerning shareholders of a bank/controlling
company (FOrm BA 125)......cccueeieiiieieeee et 58
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21. Shareholders of a bank/controlling company - Directives and interpretations for
completion of the annual return concerning shareholders of a bank/controlling
company (Form BA 125)

(1)  The content of the relevant return is confidential and not available for inspection by the
public.

(2)  The purpose of the return, amongst other things, is to obtain from the relevant bank or
controlling company’s shareholder register selected information in respect of significant
domestic and foreign shareholders, including selected information relating to significant or
associated shareholders that control or may potentially control the relevant bank or
controlling company.

(8)  Subject to the provisions of subregulations (4) and (5) below, in respect of every
relevant class of shares, that is, shares with voting rights, shares with potential voting rights
and shares with no voting rights, the return shall contain or be accompanied by detailed
separate lists of domestic and foreign shareholders, separately providing the relevant
required details in respect of shareholders holding 1 per cent or more of the total number or
nominal value of, or in relevant cases the exercisable voting rights attached to, the issued
shares in respect of the specific class of share, or the total number or nominal value of, or in
relevant cases the exercisable voting rights attached to, all the relevant classes of issued
shares, which lists-

(@  shall be compiled from the relevant bank or controlling company’s shareholder
register;

(b)  shall be compiled in alphabetical order according to the names of the respective
shareholders, stating opposite each relevant shareholder name-

(i) the address of the relevant shareholder;
(i)  the number of shares registered in the name of that shareholder;

(i) the nominal value of the shares registered in the name of that
shareholder;

(iv)  in all relevant cases, the exercisable voting rights attached to the shares
registered in the name of that shareholder;

(v the total number and nominal value of, or in relevant cases the
exercisable voting rights attached to, shares issued in respect of the
relevant class of shares;

(vi)  the percentage which the total number or nominal value of, or in relevant
cases the exercisable voting rights attached to, those shares registered
in the name of that shareholder represents of the total number or nominal
value of, or in relevant cases the exercisable voting rights attached to,
the issued shares of the bank or controlling company in respect of the
relevant class of shares;
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(vi)  the percentage which the total number or nominal value of, or in relevant
cases the exercisable voting rights attached to, those shares registered
in the name of that shareholder represents of the total number or nominal
value of, or in relevant cases the exercisable voting rights attached to, all
the issued shares of the bank or controlling company; and

(vii) when the shareholder is a bank, controlling company or, in the case of a
foreign shareholder, an institution conducting business similar to the
business of a bank, the fact that it is such a bank, controlling company or
institution, as the case may be.

(c) shall in the case of two or more domestic or foreign shareholders that are
associates, in alphabetical order according to their names and listed as a group
under the name of one of the said associates, in addition to the particulars

- referred to in paragraph (b), indicate-

(i) the fact that the said shareholders are associates;

(i)  the total number and nominal value of, or in relevant cases the
exercisable voting rights attached to, all the shares registered in the
names of the respective shareholders;

(i)  the percentage which the total number or nominal value of, or in relevant
cases the exercisable voting rights attached to, those shares registered
in the names of the said shareholders represents of the total number or
nominal value of, or in relevant cases the exercisable voting rights
attached to, the issued shares of the bank or controlling company in
respect of the relevant class of shares;

(iv)  the percentage which the total number or nominal value of, or in relevant
cases the exercisable voting rights attached to, those shares registered
in the names of the said shareholders represents of the total number or
nominal value of, or in relevant cases the exercisable voting rights
attached to, all the issued shares of the bank or controlling company,

(d) shall separately specify the aggregate number and nominal value of, and in
relevant cases the exercisable voting rights attached to, shares respectively
registered in the names of all domestic and foreign shareholders.

(4)  When a domestic or foreign shareholder holds less than 1 per cent of the total number
or nominal value of, or in relevant cases the exercisable voting rights attached to-

(@) issued shares relating to a specific class of shares; or
(b)  all the classes of issued shares,

the respective lists envisaged in subregulation (3) shall instead of the required
individual names and other details of the said shareholders specify-
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()  the aggregate number of such domestic or foreign shareholders;

(i) the aggregate number of shares registered in the name of the relevant
shareholders;

(iii)  the total nominal value of such shares;
(iv) inrelevant cases, the exercisable voting rights attached to such shares;

(v) the percentage which the total nominal value of such shares represents of
the total nominal value of the issued shares of the bank or controlling
company in respect of the relevant class of shares;

(vi) the percentage which the total nominal value of such shares represents of
the total nominal value of all the issued shares of the bank or controlling
company;

(vii) in relevant cases, the percentage which the exercisable voting rights
attached to such shares represents of the total exercisable voting rights
attached to the issued shares of the bank or controling company in
respect of the relevant class of shares; and

(viii) in relevant cases, the percentage which the exercisable voting rights
attached to such shares represents of the total exercisable voting rights
attached to all the issued shares of the bank or controlling company.

(5) When the total number or nominal value of, or in relevant cases the exercisable voting
rights attached to, shares in a bank or controlling company registered in the name of a
shareholder is less than one per cent of the total number or nominal value of, or in relevant
cases the exercisable voting rights attached to, issued shares in respect of a specific class
of shares or all the issued shares of the bank or controlling company concerned, such bank
or controlling company, for the purposes of this regulation, unless it has knowledge to the
contrary, may accept that the shareholder concerned-

(@) is a domestic shareholder when the address entered in respect of such
shareholder in the register of members referred to in section 105 of the
Companies Act, No 61 of 1973, or section 50 of the Companies Act, No 71 of
2008, as amended, is an address in the Republic; and

(b) is not an associate of any other shareholder of the bank or controlling company.

(6) In addition to the relevant required information relating to shares, specified in
subregulations (3) and (4) above, a bank or controlling company shall in respect of any
instrument convertible into shares report to the Registrar-

(@) the relevant number of persons holding the said instruments;

(b) the relevant number of such instruments issued;

(c) the relevant value of such instruments issued; and

(d) whether or not the holders of the said convertible instruments are associates.
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(7)  For the purposes of this regulation 21 “associate” means an associate as defined in
section 37(7) of the Act.

(8) Instructions relating to the completion of the return are furnished with reference to
certain item descriptions and line item numbers appearing on the form BA 125, as follows:

Line item
number

1103 These items shall reflect the relevant required aggregate amounts relating to shares
with voting rights, such as ordinary shares.

4 and 5 These items shall reflect the relevant required aggregate amounts relating to shares
with potential voting rights, such as cumulative preference shares.

6 and 7 These items shall reflect the relevant required aggregate amounts relating to shares
with no voting rights, such as certain classes of non-cumulative preference shares.

9to 11 These items shall reflect the relevant required aggregate amounts relating to
convertible instruments, such as convertible debentures.
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INVESTMENTS, LOANS AND ADVANCES
Page no.

1. Form BA 130 - Restriction on investments, loans and advances ..........ccc.ocvvvvveennnens 63
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RESTRICTION ON INVESTMENTS, LOANS AND ADVANCES BA 130
(Confidential and not available for inspection by the public) Quarterly
Name of bank... ... ... oo coe e veeniie s e e
Quarter ended.. ... ... ... ... ... ... (yyyy-mm-dd)
(All amounts to be rounded off to the nearest R'000)

Restriction on investments in immovable property and shares, and on loans and advances l;::e Tc:tal
Total (of items 2 to 4) 1

Investment in immovable property 2

Investment in shares, excluding preference shares that are not convertible into ordinary shares 3

Loans and advances to subsidiaries investing in and/or developing immovable property 4
Less: Investment in immovable property bought-in and shares acquired during the preceding five
years in order to protect an investment, including loans and advances 5
Investments as reduced (item 1 less item 5) 6
Qualifying common equity tier 1 capital and reserve funds, additional tier 1 capital and reserve
funds and tier 2 capital and reserve funds relating to risks other than market risk 7
Amount by which the bank's reported qualifying common equity tier 1 capital and reserve funds,
additional tier 1 capital and reserve funds and tier 2 capital and reserve funds exceed its
investments in immovable property and shares and loans and advances to specified subsidiaries
(item 7 less item 6) 8
Restriction on investments in and loans and advances to certain associates ‘;::? To1tal
Total (of items 10 to 12) 9

Total amount of the bank's investments in specified debentures and preference shares 10

Total amount owing to the bank in respect of loans and advances to associates 11

Total amount of guarantees and/or other instruments, relating to the liabilities or contingent

liabilities of associates 12
Less: Amount by which the bank's qualifying common equity tier 1 capital and reserve funds,
additional tier 1 capital and reserve funds and tier 2 capital and reserve funds exceed its
investments in immovable property and shares, and loans and advances to certain subsidiaries
(item 8) 13
Adjusted amount of investments, loans and advances (item 9 less item 13) 14
10 per cent of specified liabilities to the public (10 per cent of item 55 of the form BA 100) 15
Excess/(deficiency) (item 15 less item 14) 16
Memorandum item
Loans and advances to associates not conducted on an arm's-length basis
(Please provide details on a separate schedule) 17
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22. Restriction on investments, loans and advances - Directives and interpretations
for completion of the quarterly return concerning investments, loans and
advances (Form BA 130)

(1) The content of the relevant return is confidential and not available for inspection by the
public.

(2) The purpose of the return, amongst other things, is to determine the reporting bank's-

(@) investments in immovable property and shares, and on loans and advances to
certain subsidiaries; and

(b) investments with, and loans and advances to certain associates.

(3) Based on, amongst others, the relevant requirements specified in section 76(1) of the
Act, a bank shall manage its business in such a manner that the aggregate amount of its-

(@) investment in immovable property; plus

(b) investment in shares (excluding preference shares that are not convertible into
ordinary shares); plus

(¢) loans and advances to subsidiaries of which the main object is the acquisition
and holding or development of immovable property; less

(d) investment in immovable property bought in and shares acquired during the
preceding five years in order to protect an investment, including loans and
advances,

does not at any time exceed its qualifying amount of common equity tier 1 capital and
reserve funds, additional tier 1 capital and reserve funds and tier 2 capital and reserve
funds relating to risks other than market risk, as reported in item 88 of the form BA 700
less item 89 of the form BA 700, as at the latest reporting date for which the relevant
statement was submitted.

(4) Notwithstanding the provisions of subregulation (3) above, based on, amongst others,
the relevant requirements specified in section 77(1) of the Act, a bank shall manage its
business in such a manner that the aggregate amount of-

(@) its investments in debentures or preference shares of any of its associates,
excluding such an associate that is a subsidiary referred to in subregulation (3), a
bank or mutual bank, which debentures or preference shares are not convertible
into ordinary shares; plus

(b) its advances to any such associates; plus

(c) its guarantees and/or other instrument relating to the liabilities or contingent
liabilities of such associates; less
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(d) the excess amount of qualifying common equity tier 1 capital and reserve funds,
additional tier 1 capital and reserve funds and tier 2 capital and reserve funds,
determined in terms of the provisions of subregulation (3),

does not at any time exceed ten per cent of the bank’s aggregate amount of deposits,

current accounts and other creditors as reported in item 55 of the form BA 100 as at
the latest reporting date for which the relevant statement was submitted.

201892—E
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CREDIT RISK

(Confidential and not available for inspection by the public)
Name of bank: ...............cc o

Month ended:... ... ... ... oo oo e e e e e (YYYY/MM/dd)

(All amounts to be rounded off to the nearest R'000)

BA 200
Monthly

Country:

Standardised approach:
Summary of selected credit risk related information

Line
no.

Total

Total gross loans and advances (item 24 of form BA100)
Impaired advances’
Assets bought-in (total of items 4 to 6)
Immovable property (item 6, column 5, of form BA 220)
Movable property
Companies acquired (item 1, column 5, of form BA 220)
Total credit impairments related to total gross loans and advances (item 25 of form BA 100)
Total specific credit impairments (item 39, column 2, of form BA 200)
Total portfolio credit impairments (item 39, column 3, of form BA 200)
Credit losses charge to income statement (item 66 of form BA 120; item 45, column 1, of form BA 200)
Total gross credit exposure (item 34, column 5, of form BA 200)
Credit exposure post credit risk mitigation (item 34, column 14, of form BA 200)

Credit exposure post credit risk mitigation and credit conversion factors (item 47, column 11, of form
BA 200)

W oo N D WON =

—_
o

11
12

13

1. Means advances in respect of which the bank raised a specific impairment, and shall include any advance or restructured credit

exposures subject to amended terms, conditions or concessions that are not formalised in writing.
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(Al amounts to be rounded off to the nearest R'000?)

IRB approach: Total
Summary of selected credit risk related information Line no. 1
Total gross loans and advances (item 24 of form BA 100) 112
Impaired advances' 113
Assets bought-in (total of items 115 to 117) 114
Immovable property (item 6, column 5, of form BA 220) 115
Movable property 116
Companies acquired (item 1, column 5, of form BA 220) 117
Total credit impairments related to total gross loans and advances (item 25 of form BA 100) 118
Total specific credit impairments (item 216, column 2, of form BA 200) 119
Total portfolio credit impairments (item 216, column 3, of form BA 200) 120
Credit losses charge to income statement (item 66, column 3, of form BA 120; item 222, column 1, of
form BA 200) 121
Total credit extended? (item 156, column 5, of form BA 200) 122
Exposure at default (EAD) (item 156, column 7, of form BA 200) 123
Average probability of default® (PD, EAD weighted) (item 205, column 3, of form BA 200) 124
Average loss given default® (LGD, EAD weighted) (item 208, column 27, of form BA 200) 125
Total expected loss (EL) (item 156, column 8) 126
Best estimate of expected loss (BEEL) 127
Net excess*/(deficit)® of total credit impairments compared to expected loss 128

1. Means advances in respect of which the bank raised a specific impairment, and shall include any advance or restructured credit exposures

subject to amended terms, conditions or concessions that are not formalised in writing.
Not on an EAD basis.

Refer to item 85 of form BA 700 and regulation 23(22)(d)(i)(B)(ii) when positive.
Refer to items 48 of form BA 700 and regulation 23(22)(d)(i)(B)(i) when negative.

[l ol o

Specified items require percentages instead of amounts to be reported, which percentages shall be rounded to two decimal places.
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23. Credit risk - Directives and interpretations for completion of monthly return
concerning credit risk (Form BA 200)

(1) The content of the return is confidential and not available for inspection by the public.

(2) The purpose of form BA 200, amongst other things-

(@)

(b)

(©

(d)

(€)

is to provide an executive summary and overview of the reporting bank’s exposure
to and capital requirement in respect of credit risk;

is to provide a detailed analysis of the reporting bank’s exposure to credit risk,
including information in respect of key credit risk parameters, counterparty credit risk
and credit impairments;

in the case of a bank that adopted the IRB approach for the measurement of its
exposure to credit risk, is to provide an analysis in respect of expected loss and
credit impairments, including information in respect of any related impact on
qualifying capital and reserve funds;

is to provide an analysis of any relevant exposure in respect of specialised lending,
which exposure is subject to specified risk weights and specified risk grades;

is to provide an analysis of any other assets and their relevant capital requirements.

(3) For the measurement of a bank’s exposure to credit risk the bank shall at the discretion of
the bank use one of the alternative methodologies specified below:

(@)

(b)

(©

The standardised approach, using one of the alternative frameworks prescribed in
subregulation (5) read with the relevant provisions specified in subregulations (6) to

9);

Subject to the prior written approval of the Registrar and such conditions as may be
specified in writing by the Registrar, the IRB approach, using one of the alternative
frameworks prescribed in subregulation (10) read with the relevant provisions
specified in subregulations (11) to (14);

Subject to the prior written approval of the Registrar and such conditions as may be
specified in writing by the Registrar, a combination of the approaches envisaged in
paragraphs (a) and (b) above;
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Provided that:

(i) when a bank is unable, unwilling or unprepared to comply with the relevant
qualifying criteria specified in respect of the foundation or advanced IRB
approach for the measurement of the bank’s exposure to credit risk, the
Registrar may in writing direct the bank to apply a specified method, subject to
such conditions as may be specified in writing by the Registrar;

(i) unless specifically otherwise provided in these Regulations or specified in
writing by the Registrar, a bank shall in all cases other than the items specified
below complete the form BA 200 based on the outstanding amount at the end
of the reporting month, provided that in respect of the items specified below
and any related eligible credit risk mitigation in respect of that specified item,
instead of the outstanding amount at the end of the reporting month, the bank
shall report the average daily balance of the said specified item and the
average daily balance related to any eligible credit risk mitigation in respect of
that specified item in respect of the reporting month.

(A)  Any credit card or overdraft facility.
(B) Any corporate exposure related to working capital or an overdraft facility.
(C) Any SME working capital facility or overdraft.
(D) Any money market exposure to a financial institution.
(E) Any call or overnight loan.
(4) In order to facilitate reporting on the form BA 200 and ongoing review by the Registrar of
the reporting bank’s exposure to credit risk, including any relevant peer group comparison, a

bank that adopted the IRB approach for the measurement of the bank’s exposure to credit risk-

(@) shall in a mutually exclusive and jointly exhaustive manner map its internal master
rating scale to the relevant rating scale and PD bands specified in the form BA 200;

(b) shall duly document its mapping process, including any relevant definitions applied
in its mapping process.

(56) Calculation of credit risk exposure: standardised approach

Subject to the relevant provisions of regulation 38(2) and subregulation (20), a bank
that adopted the standardised approach for the measurement of the bank’s exposure
to credit risk-

(@) shall calculate its exposure to credit risk, at the discretion of the bank, either in
accordance with Method 1, as set out in subregulations (6) and (7), or Method 2,
as set out in subregulations (8) and (9);
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shall in a consistent manner, in accordance with the relevant requirements
specified below, and in terms of the bank’s internal risk management process,
apply the ratings or assessments issued by an eligible external credit
assessment institution of the bank’s choice, or export credit agency, to calculate
the bank’s risk exposure in terms of the relevant provisions contained in these
Regulations, that is, the bank shall not “cherry pick” ratings or assessments
issued by different external credit assessment institutions, arbitrarily change the
use of eligible external credit assessment institutions or apply ratings or
assessments for purposes of these Regulations differently from the bank’s
internal risk management process.

()  Multiple assessments
When a bank has a choice between-

(A) two assessments issued by eligible external credit assessment
institutions, which assessments relate to different risk weighting
categories, the higher of the two risk weights shall apply;

(B) three or more assessments issued by eligible external credit
assessment institutions, which assessments relate to different risk
weighting categories, the higher of the lowest two risk weights shall

apply.
(i)  Issuer versus issue assessment

(A)  When a bank invests in-

(i) an instrument with an issue-specific assessment, the risk
weighting of the instrument shall be based on the said specific
assessment;

(i) an unrated instrument issued by an obligor, which obligor is
assigned-

(aa) a high-quality credit assessment, that is, an assessment
that results in a lower risk weight than the risk weight
normally applied to an unrated position, the bank may
assign the lower risk weight to the said unrated position,
provided that-

() the claim in respect of that unrated position shall
rank pari passu or senior to the claims to which the
issuer assessment relates;
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(i)  when the unrated position ranks junior to the claims
to which the issuer assessment relates, the bank
shall assign to the said position a risk weight
relating to unrated positions.

(bb) a low-quality assessment, that is, an assessment that
results in a higher risk weight than the risk weight
normally applied to an unrated position, the bank shall
assign to the said unrated position the said higher risk
weight if that unrated instrument ranks pari passu or is
subordinated to either the relevant senior unsecured
issuer assessment or exposure assessment.

Provided that in all cases, irrespective whether the bank relies on an
issuer or issue-specific assessment, the bank shall ensure that the
relevant assessment takes into account and reflects the aggregate
amount of credit exposure in respect of all amounts due, that is, the
relevant principal amount and any related interest.

(B) A bank shall in no case use an external assessment relating to a
particular entity within a corporate group to risk weight other entities
within the same group.

(i)  Foreign currency and domestic currency assessments

When a bank assigns a risk weight to an unrated position based on the
rating of an equivalent exposure to that borrower to which an issuer rating
is assigned, the bank-

(A) shall use that borrower’s foreign-currency rating in respect of
exposure denominated in foreign currency;

(B) shall use that borrower’s domestic-currency rating in respect of
exposure denominated in domestic currency.

(iv) Short term versus long term assessments

(A) Unless specifically otherwise provided in these Regulations, for the
measurement of a bank’s exposure to credit risk, a short-term credit
assessment-

() shall be deemed to be issue-specific, that is, the assessment
shall be used only to derive risk weights for claims arising from
a rated facility. For example, when a short-term rated facility is
assigned a risk weight of 50 per cent, an unrated short-term
claim can not be assigned a risk weight lower than 100 per
cent;
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(6)

(i)  shall in no event be used to support a risk weight for an unrated
long-term claim;

(iii)  shall only be used for short-term claims relating to banks and
corporate institutions, such as a particular issuance of
commercial paper.

(B) Subject to the provisions of subregulation (6) or (8) below, when a
short-term facility of a particular issuer is assigned a risk weight of
150 per cent based on the facility’s credit assessment, all unrated
claims of the said issuer, whether long-term or short-term, shall be
assigned a risk weight of 150 per cent.

(v)  Unsolicited ratings

A bank shall not without the prior written approval of the Registrar or
otherwise than in accordance with conditions approved in writing by the
Registrar make use of unsolicited ratings issued by an external credit
assessment institution.

(c) shall duly assess all relevant credit exposures, regardless of whether the said
exposures are rated or unrated, to determine whether the risk weights applied to
the said exposures in terms of the provisions of subregulations (6) to (9) are
appropriate, based on the respective exposures’ inherent risk, provided that,
when the bank determines that the inherent risk of an exposure, particularly if the
exposure is unrated, is significantly higher than that implied by the risk weight to
which it is assigned, the bank shall consider the higher degree of credit risk in
the evaluation of its overall capital adequacy;

(d) shall comply with the relevant requirements specified in subregulations (6) to (9)
below.

Method 1: Calculation of credit risk exposure in terms of the simplified standardised
approach

Unless specifically otherwise provided in these Regulations, a bank that adopted the
simplified standardised approach for the measurement of the bank’s exposure to credit
risk arising from positions held in its banking book shall risk weight its relevant
exposure, net of any credit impairment, in accordance with the relevant requirements
specified below:

(@ In the case of exposure to sovereigns, central banks, public-sector entities,
banks, securities firms and corporate institutions, in accordance with the
provisions of table 1 below.
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(b)

Table 1
Export Credit Agencies: risk scores relating to
Claim in respect of- sovereign'
0-1 2 3 4 to 6 7
Sovereigns (including
the Central Bank of that 0% 20% 50% 100% 150%
country)
Public-sector entities 20% 50% 100% 100% 150%
Banks ~° 20% 50% 100% 100% 150%
Securities firms” > ° 20% 50% 100% 100% 150%
Ba"kzi asi:::’s"ﬁ'te"“ 20% 20% 20% 50% 150%
Se‘“:::ﬁsc:;:ss’fshm' 20% 20% 20% 50% 150%
Any corporate exposure, including claims on
Corporate entities insurance companies
100%

1. Relates to the consensus country risk scores of export credit agencies participating in the
“Arrangement on Officially Supported Export Credits”. The consensus country risk classification is
available on the OECD website, at www.pecd.org, in the Export Credit arrangement web-page of the
Trade Directorate.

2. Based on the sovereign rating.

3. No claim on an unrated bank or securities firm shall be assigned a risk weight lower than the risk
weight assigned to a claim on the central government of the country in which the bank or securities
firm is incorporated.

4. Claims with an original maturity of three months or less, excluding a claim which is renewed or
rolled resulting in an effective maturity of more than three months.

5. Provided that such firms are subject to supervisory and regulatory arrangements comparable to
banks in the Republic, including, in particular, risk-based capital requirements and regulation and
supervision on a consolidated basis. Otherwise a securities firm shall be regarded as a corporate
entity.

In the case of an exposure that meets the criteria specified below, which
exposure shall be regarded as forming part of the bank’s retail portfolio,
excluding any exposure that is overdue, at a risk weight of 75 per cent.

()  Criteria relating to orientation

The exposure shall relate to an individual person or persons or to a small
business.

(iiy  Criteria relating to the product
The exposure shall be in the form of-

(A) a revolving credit exposure or line of credit, including exposures
relating to credit cards and overdraft facilities;
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(i)

(B) a personal term loan or lease, including instalment loans, vehicle
finance and leases, student and educational loans and personal
finance; or

(C) asmall business facility or commitment,

provided that the exposures specified below shall at no stage form part of a
bank’s retail portfolio.

(i)  Securities such as bonds and equities, whether listed or not.

(i) Mortgage loans that qualify for inclusion in the category of
claims secured by residential property.

Criteria relating to granularity

In order to ensure that the retail portfolio of the reporting bank is sufficiently
diversified, no aggregate exposure to a counterparty shall exceed 0.2% of
the aggregate amount relating to the bank’s retail portfolio.

For the purposes of this subparagraph (jii)-

(A) aggregate exposure means the gross amount of all forms of debt
included in the retail portfolio before any form of credit risk mitigation
is taken into consideration;

(B) counterparty means one or more persons or entities that may be
considered a single beneficiary, including small businesses affiliated
to each other; and

(C) all retail exposures that are overdue as envisaged in paragraph (e)
below shall be excluded from the aggregate amount when the bank
calculates the said granularity of the retail portfolio.

Low value of individual exposures

An exposure to an individual person or small business shall be included in
the retail portfolio only when the aggregate amount of the said exposure
after the application of the relevant credit conversion factors but before the
effect of any risk mitigation is taken into consideration, is less than or equal
to R7,5 million.
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()

In the case of lending fully secured by mortgage on an occupied urban residential
dwelling or occupied individual sectional title dwelling, when the exposure is not
overdue for more than 90 days, and to the extent that the capital amount
outstanding-

() does not exceed 80 per cent of the current market value of the mortgaged

property, at a risk weight of 35 per cent;

(i) exceeds 80 per cent but is less than 100 per cent of the current market value
of the mortgaged property, at a risk weight of 75 per cent;

(iiiy is equal to or exceeds 100 per cent of the current market value of the
mortgaged property, at a risk weight of 100 per cent,

For example, when a bank granted and paid out a loan of R1 050 000 to a
borrower, which loan is fully secured by mortgage on an occupied urban
residential dwelling, the current market value of which urban residential dwelling is
equal to R1 million, the bank shall risk weight the loan as follows:

(i)  R800 000 at 35 per cent;

(i) R199 999 at 75 per cent; and
(i) R 50001 at 100 per cent.
Occupied

For the purposes of this paragraph (c), only urban residential dwellings or
individual sectional title dwellings that are occupied or intended to be occupied
as the principal place of residence of either the borrower or, with the consent
of the borrower, a person other than the borrower shall be regarded as adhering
to the requirement of being “occupied”. In this regard, although the intention of
the borrower may be an important indicator, the purpose for which the dwelling
is/will be utilised shall be determined with reference to objective factors and
reasonability. For example, the fact that the residence may be unoccupied for
short periods of time, such as when the resident is on vacation, does not change
the classification. On the other hand, a residence used mainly for purposes of
vacation or to conduct business activities can clearly not be regarded as the
principal place of residence.
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(d)

()

Urban

For the purposes of this paragraph (c), urban area means an area inside the
boundaries of any local government area fixed by law.

Dwelling
For the purposes of this paragraph (c), dwelling means any building that-

(i) after its construction contains or will contain living rooms with a kitchen and
the usual appurtenances and permanent provision for lighting, water
supply, drainage and sewerage, whether such building is or is to be
constructed as a detached or semi-detached building or is or is to be
contained in a block of buildings;

(i) is designed and utilised or meant to be utilised for residential purposes;
and

(i) is located in an area-
(A) in which the majority of the premises are residential premises; or
(B) comprising at least 100 residential premises and which is defined for
this purpose by means of cadastral boundaries, as shown on the

compilation maps of the Surveyor General.

In the case of lending fully secured by mortgage on commercial real estate, at a
risk weight of 100 per cent.

In the case of an exposure, other than an exposure secured by a mortgage bond
on residential property as envisaged in paragraph (c), which exposure is overdue
for more than 90 days-

()  the unsecured portion of the exposure shall be risk weighted as follows:

(A) 150 per cent when the specific credit impairment in respect of the
outstanding amount of the exposure is less than 20 per cent;

(B) 100 per cent when the specific credit impairment in respect of the
outstanding amount of the exposure is equal to or more than 20 per
cent;
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(f)

(C) 50 per cent when the specific credit impairment in respect of the
outstanding amount of the exposure is equal to or more than 50 per
cent.

(i) the secured portion of the exposure shall be risk weighted at 100 per cent,
provided that the bank obtained adequate eligible collateral and raised a
specific credit impairment equal to or higher than 15 per cent of the
outstanding exposure.

In the case of a loan that is fully secured by a mortgage bond on an occupied
urban residential dwelling or occupied individual sectional title dwelling as
envisaged in paragraph (c), which loan is overdue for more than 90 days,

() atarisk weight of 100 per cent when the specific credit impairment in respect
of the loan is less than 20 per cent of the outstanding amount;

(i) at a risk weight of 50 per cent when the specific credit impairment in
respect of the loan is equal to or higher than 20 per cent of the outstanding
amount.

In the case of off-balance-sheet exposure other than unsettled securities or
derivative contracts subject to counterparty risk as envisaged in subregulations
(15) to (19), or securitisation or resecuritisation exposure as envisaged in
paragraph (h) below, the bank shall convert the off-balance-sheet exposure to a
credit equivalent amount by multiplying the said exposure with the credit-
conversion factors specified in table 2 below:
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Table 2
- Credit conversion
Description factor
Any solicitation limit, that is, a facility not yet contracted 0 per cent
Any revocable commitment’ 0 per cent

Drawn self-liquidating trade letters of credit arising from the 20 per cent’
movement of goods, that is, documentary credits
collateralised by the underlying shipment, with an original
maturity of up to one year, which credit conversion factor
shall apply to both issuing and confirming banks
Irrevocable commitments with an original maturity of up to 20 per cent
one year, excluding any commitment which is renewed or
rolled resulting in an effective maturity of more than one year
Drawn self-liquidating trade letters of credit arising from the 50 per cent
movement of goods, that is, documentary credits
collateralised by the underlying shipment, with an original
maturity of more than one year
Irrevocable commitments with an original maturity of more 50 per cent
than one year and commitment which is renewed or rolled
resulting in an effective maturity of more than one year
Performance related guarantees 50 per cent
Irrevocable note issuance facilities and irrevocable revolving 50 per cent
underwriting facilities
Any exposure arising from a securities lending/borrowing 100 per cent
transaction
Direct credit substitutes such as general guarantees of 100 per cent
indebtedness, including standby letters of credit serving as
financial guarantees, and acceptances
Any relevant off-balance-sheet exposure rated by an eligible 100 per cent
external credit assessment institution
Off-balance-sheet exposures other than the exposures 100 per cent
specified above
1. Revocable commitment includes an obligation of the reporting bank which may be cancelled at
the discretion of the bank without prior notice or which provide for automatic cancellation due to
deterioration in the creditworthiness of the obligor. Refer to the relevant definition contained in

regulation 67.
2. Relates to issuing and confirming banks.

(h) In the case of a securitisation or resecuritisation exposure, in accordance with
the relevant requirements specified below:

(i) In the case of investment in senior commercial paper, that is, on-balance-
sheet positions, the bank shall multiply the relevant position with the risk
weights specified in table 3 below:
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(ii)

Table 3
Long-term rating category'
External credit | AAA to BBB+to| BB+t |B. andbelow or
A+ to A- 3,4,5,6
assessment AA- BBB- BB->3 unrated
Securitisation exposure
Riskweight | 20% | 50% | 100% | 3s0% | 1250%%%°
Resecuritisation exposure
Riskweight | 40% | 100% | 225% | 650% | 1250%%“°
Short-term rating category'
All other
External credit .
assessment A-1/P-1 A-2/P-2 A-3/P-3 ratings or
unrated
Securitisation exposure
Riskweight |  20% | 50% | 100% | 1250%°
Resecuritisation exposure
Riskweight |  40% | 100% | 225% | 1250%°

1. The notations used in this table relate to the ratings used by a particular credit assessment
institution. The use of the rating scale of a particular credit assessment institution does not
mean that any preference is given to a particular credit assessment institution. The
assessments/ rating scales of other external credit assessment institutions, recognised as
eligible institutions in South Africa, may have been used instead.

2. Relates to investors in a securitisation scheme other than an institution that acts as an
originator.

3. Or such imputed percentage that will effectively result in an amount equivalent to a
deduction against capital and reserve funds.

4. Subject to the provisions of subparagraphs (iii) to (v) below, senior commercial paper rated
B+ or below, or the equivalent thereof, and unrated tranches in a rated structure shall for
purposes of calculating a bank's prescribed required amount of capital and reserve funds be
regarded as a first-loss credit-enhancement facility: Provided that the Registrar may in the
Registrar's sole discretion and subject to such conditions as may be determined by the
Registrar allow a bank to assign a specified risk weight to an unrated tranche in a rated
structure, instead of treating the said unrated tranche as a first-loss credit-enhancement
facility.

5. Excluding a second loss position that complies with the relevant conditions specified in
subparagraph (vi) below.

6. Excluding a liquidity facility that complies with the relevant conditions specified in
subparagraph (vii) below.

In the case of an off-balance-sheet position, unless specifically otherwise
provided in this paragraph (h), the bank shall convert the off-balance-sheet
exposure to a credit equivalent amount by multiplying the said exposure
with the credit-conversion factors specified in table 4 below, before the
bank risk weights the relevant exposure in accordance with the provisions
of this paragraph (h).
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(i)

Table 4

Nature of exposure

Credit conversion factor

Most senior position in an unrated
structure

Refer to subparagraph (jii) below

Any unrated second loss position provided
by a bank that acts as a sponsor in respect
of an ABCP programme

Refer to subparagraph (iv) below

First-loss credit enhancement facilities

Refer to subparagraph (v) below

Second-loss credit enhancement facilities

Refer to subparagraph (vi) below

Eligible liquidity facilities

Refer to subparagraph (vii) below

Eligible servicer cash advance facilities

Refer to subparagraph (viii) below

Facilities that overlap

Refer to subparagraph (ix) below

Securitisation of revolving facilities with
early amortisation features

Refer to subparagraph (xi) below

Any other rated exposure

100 per cent

Other exposures

100 per cent

In the case of the most senior securitisation exposure, which most senior
securitisation exposure is unrated, the bank shall determine its risk-

weighted exposure in accordance with the relevant requirements specified

below:

(A)  When a bank invests in or guarantees the most senior position in a
traditional or synthetic securitisation scheme, which most senior
position is unrated, the bank shall, provided that the composition of

the underlying or reference pool is known at all times, apply the "look-
through" approach specified in item (B) below.

(B) When purchased or guaran\teed by a bank, the most senior unrated
securitisation exposure shall be assigned the risk weight applicable to

the assets transferred in terms of a traditional securitisation scheme

or risk transferred in terms of a synthetic securitisation scheme
regardless whether such bank is also acting in a primary role,

provided that-

()  when the transferred assets or risks are subject to different risk
weights, the unrated most senior securitisation exposure shall

be assigned the average risk weight of the relevant assets or

risk exposures;

(i)  when the bank is unable to determine the risk weights assigned
to the underlying assets or credit exposures, the bank shall

assign to the relevant amount related to the said unrated most

senior position a risk weight of 1250 per cent, or such imputed
percentage that will effectively result in an amount equivalent to
a deduction against capital and reserve funds.
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(iv)

v)

(C) Any investment in or guarantee in respect of any other unrated
securitisation exposure, other than the most senior unrated
securitisation exposure in a traditional or synthetic securitisation
scheme, shall for purposes of calculating the bank's prescribed
required amount of capital and reserve funds be regarded as a first-
loss credit enhancement facility.

In the case of an exposure relating to an ABCP programme, which
exposure constitutes a second loss position or better, a bank shall
determine its risk-weighted exposure in accordance with the relevant
requirements specified below:

When the bank grants an unrated facility to an ABCP programme, which
bank acts as a sponsor in respect of the said ABCP programme, the bank
shall assign to the unrated facility a risk weight equal to the higher of-

(A) 100 per cent; or

(B) the highest risk weight assigned to any of the underlying exposures
covered by the facility,

provided that-

(i) economically, the bank’s exposure shall be in a second loss
position, or better;

(i)  the first loss position shall provide significant credit protection to
the second loss position;

(iii) the credit risk associated with the exposure shall be equivalent
to investment grade, or better;

(iv) the bank that acts as a sponsor and that holds the unrated
position shall not provide any first loss protection to the relevant
securitisation scheme.

In the case of a first-loss credit enhancement facility the bank shall risk
weight the relevant exposure amount in accordance with the relevant
requirements specified in paragraph (j) below;
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(vi)

(vii)

In the case of a second-loss credit enhancement facility other than a
second loss position in an ABCP programme provided by a bank that acts
as a sponsor, the bank shall treat the second-loss credit enhancement
facility as a direct credit substitute and assign to the said facility a risk
weight of 100 per cent, provided that-

A)

(B)

(€)

the associated credit risk of the second-loss credit enhancement
facility shall be the equivalent to investment grade, that is, a rating of
BBB- or an equivalent rating, or better;

a second-loss credit enhancement facility that does not meet the
aforesaid criteria shall for purpose of calculating the bank’s required
amount of capital and reserve funds be risk weighted in accordance
with the relevant requirements specified in subparagraph (v) above;

the aggregate amount of capital maintained by a bank in terms of
subparagraphs (v) and (vi) shall be limited to the amount of capital
that the bank would have been required to maintain in respect of all
the assets or credit risk inherent in the assets transferred had it not
been for the securitisation scheme.

In the case of eligible liquidity facilities the bank shall determine its risk-
weighted exposure in accordance with the relevant requirements specified
below, provided that a bank that acts as an originator shall in no case
provide any liquidity facility in respect of the securitisation scheme in
respect of which that bank acts as such an originator.

(A)

When a bank or another institution within a banking group of which
such a bank is a member, acting as a servicing agent, a repackager
or a sponsor in respect of a securitisation scheme or resecuritisation
exposure, provides an eligible liquidity facility in respect of such a
securitisation scheme, that is, a facility that complies with the
conditions specified in paragraph 7 of the exemption notice relating to
securitisation schemes, the said bank or institution shall in the case
of-

() a facility with an external rating apply to the said position a
credit-conversion factor of 100 per cent and the risk weight
relating to the specific rating, as specified in subparagraph (i)
above;
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(i)  a facility other than a facility with an external rating, irrespective
of the maturity of the facility, apply a credit-conversion factor of
50 per cent in respect of the said eligible liquidity facility, which
credit-conversion factor shall be applied to the highest risk
weight assigned to any of the senior commercial paper covered
by the liquidity facility.

(B) When a bank that provides a liquidity facility in respect of a traditional
or synthetic securitisation scheme does not comply with the
conditions specified in this subparagraph (vii) and the conditions
specified in paragraph 7 of the exemption notice relating to
securitisation schemes, the liquidity facility concerned-

(i) shall be regarded as a first-loss credit-enhancement facility
provided to the scheme by the aforementioned bank; and

(i) shall be risk weighted in accordance with the relevant
requirements specified in subparagraph (v) above,

provided that the aggregate amount of capital maintained by the said
bank in terms of this item (B) shall be limited to the amount of capital
that the bank would have been required to maintain in respect of all
the assets or credit risk inherent in the assets transferred to the
special-purpose institution in terms of the securitisation scheme if the
said assets or credit risk inherent in the assets were actually held on
the balance sheet of the bank that provided the said liquidity facility.

(vii) In the case of eligible servicer cash advance facilities the bank shall
determine its risk-weighted exposure in accordance with the relevant
requirements specified below, provided that a bank that acts as an
originator shall in no case provide any servicer cash advance facility in
respect of the securitisation scheme in respect of which that bank acts as
such an originator.

When a bank or another institution within a banking group of which such a
bank is a member, acting as a servicing agent, provides an eligible servicer
cash advance facility in respect of a securitisation scheme, that is, a facility
that, among other things, complies with the conditions specified in
paragraphs 7 and 9 of the exemption notice relating to securitisation
schemes, the said bank or institution may in the case of any undrawn
servicer cash advance facility that is unconditionally cancellable by the said
bank or institution without prior notice, apply a credit-conversion factor of nil
per cent in respect of the said undrawn facility, provided that-
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(ix)

(xi)

(A) the said facility shall duly state that the servicing agent is under no
obligation to advance funds to investors or the special-purpose
institution in terms of the servicer cash advance facility;

(B) any cash advance made by the servicing agent shall be at the
servicing agent’s sole discretion and solely to cover an unexpected
temporary shortfall that arose from delayed payments;

(C) the servicing agent's rights for reimbursement in terms of the said
cash advance facility shall be senior to any other claim on cash flows
arising from underlying exposures or collateral held in respect of the
securitisation scheme.

In the case of facilities or exposures that overlap the bank shall determine
its risk-weighted exposure in accordance with the relevant requirements
specified below:

When a bank or another institution within a banking group of which such a
bank is a member provides several types of facilities to a special-purpose
institution, which facilities overlap in the sense that the utilisation of one
facility may preclude any utilisation of the other facility, and which facilities
may be drawn under various conditions, the bank or said institution shall
not be required to calculate and maintain a capital requirement in respect
of the said overlap in facilities, provided that-

(A) when the facilities are subject to different credit-conversion factors,
the bank shall assign to the portion of the facilities that overlaps the
highest relevant credit-conversion factor;

(B) when the various facilities are provided by different banks, each bank
shall calculate and maintain a capital requirement in respect of the
full amount granted in terms of the relevant facility.

In the case of a securitisation exposure in respect of which protection is
obtained or provided, the bank shall determine its risk-weighted exposure
in accordance with the relevant requirements specified in subregulation
(7)(e) below.

In the case of a securitisation scheme with early amortisation features the
bank shall determine its risk-weighted exposure in accordance with the
relevant requirements specified below:
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When a bank that acts as an originator transfers assets or risk exposures
to a special-purpose institution in terms of a transaction that contains an
early amortisation mechanism, which assets or exposures are of a
revolving nature, the bank shall calculate and maintain capital in respect of
the originator’s interest and the investors’ interest, provided that-

(A)

(B)

©)

(D)

the bank’s aggregate capital requirement shall duly reflect the type of
mechanism through which the early amortisation is triggered;

the bank shall not be required to calculate and maintain a capital
requirement relating to early amortisation in the case of-

(i) a replenishment structure, in terms of which structure the
underlying exposures are not of a revolving nature and the
early amortisation terminates the ability of the bank to transfer
any further exposures;

(iiy a transaction in respect of revolving assets, which transaction
contains early amortisation features that mimic a term structure,
that is, the risk relating to the underlying facilities does not
return to the originator,;

(iii) a structure in terms of which-

(aa) the bank securitised one or more credit lines but the
investors remain fully exposed to any future draws by the
borrowers, even after an early amortisation event has
occurred;

(bb) the early amortisation clause is solely triggered by events
unrelated to the performance of the securitised assets or
the bank that transferred the assets, such as material
changes in tax laws or regulations.

when the underlying pool of exposures comprises revolving and term
exposures, the bank shall apply the relevant early amortisation
requirements specified in this subparagraph (xi) to the portion of the
underlying pool that contains revolving exposures;

the capital requirement to be maintained by the originating bank in
respect of the investors’ interest shall be equal to-

() the investors’ interest, multiplied by

(i) the appropriate credit-conversion factor specified in item (E)
below, which credit-conversion factor shall depend upon-
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(i)

(aa) the nature of the early amortisation mechanism, that is,
based on the requirements specified in paragraph 13(2)
of the exemption notice relating to securitisation
schemes, whether the early amortisation mechanism is
regarded as a controlled mechanism or an uncontrolled
mechanism;

(bb) the nature of the exposure, that is, whether the exposures
that were transferred in terms of the securitisation
scheme consist of-

()  uncommitted retail credit lines such as credit card
receivables, that is, the credit facilty is
unconditional and may be cancelled without prior
notice;

(i) other credit lines such as revolving corporate
facilities,

multiplied by

the risk weight relating to the underlying exposure type;

(E) when the early amortisation mechanism-

(i

complies with the requirements specified in paragraph 13(2) of
the exemption notice relating to securitisation schemes, which
requirements relate to a controlled early amortisation
mechanism, and the underlying revolving exposure is in respect
of-

(aa) an uncommitted retail credit facility such as credit card
receivables, the bank-

() shall compare the three-month average excess
spread to the point at which the bank is required to
trap excess spread, that is, the excess spread
trapping point specified in the structure, provided
that when the transaction does not require excess
spread to be trapped the trapping point shall be
deemed to be equal to 4,5 percentage points;

(i) shall divide the excess spread level by the
transaction’s excess spread trapping point in order
to determine the appropriate segments;
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(ii)

(i) shall apply to the investors’ interest the relevant
credit-conversion factors specified in table 5 below:

Table 5

Controlled mechanism in respect of uncommitted
retail credit facilities

Segment based on 3-month Credit conversion

average excess spread factor
133.33% or more of trapping point 0%
less than 133.33% to 100% of 1%
trapping point

less than 100% to 75% of trapping 2%
point

less than 75% to 50% of trapping 10%
point

less than 50% to 25% of trapping 20%
point

less than 25% 40%

(bb) committed facilities or revolving exposures other than
retail exposures, the bank shall apply to the relevant off-
balance-sheet exposure a credit-conversion factor of 90
per cent.

does not comply with the relevant requirements specified in
paragraph 13(2) of the exemption notice relating to
securitisation schemes, which requirements relate to a
controlled early amortisation mechanism, and the underlying
revolving exposures is in respect of-

(@a) an uncommitted retail credit facility such as credit card
receivables, the bank-

() shall compare the three-month average excess
spread to the point at which the bank is required to
trap excess spread, that is, the excess spread
trapping point specified in the structure, provided
that when the transaction does not require excess
spread to be trapped the trapping point shall be
deemed to be equal to 4,5 percentage points;

(i) shall divide the excess spread level by the
transaction’s excess spread trapping point in order
to determine the appropriate segments;
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(iiiy shall apply to the investors’ interest the relevant
credit-conversion factors specified in table 6 below:

Table 6
Uncontrolled mechanism in respect of uncommitted
retail credit facilities
Segment based on 3-month Credit conversion
average excess spread factor
133.33% or more of trapping 0%
point
less than 133.33% to 100% of 5%
trapping point
less than 100% to 75% of 15%
trapping point
less than 75% to 50% of trapping 50%
point
less than 50% of trapping point 100%

(bb) committed facilities or revolving exposures other than
retail exposures, the bank shall apply to the relevant off-
balance-sheet exposure a credit-conversion factor of 100
per cent.

(F) the aggregate amount of capital maintained by the originating bank
shall be equal to the higher of-

(i) the capital requirement in respect of any retained exposures; or

(i) the amount of capital that the bank would have been required
to maintain in respect of all the assets or credit risk inherent in
the assets transferred had it not been for the securitisation
scheme,

provided that the originating bank shall deduct from its common
equity tier 1 capital and reserve funds the entire amount relating to
any gain-on-sale included in the bank’s common equity tier 1 capital
and reserve funds and any credit enhancing interest-only strip that
arose from the securitisation transaction.

(G) for the purposes of this subparagraph (xi), retail exposure means any
exposure to a person of less than R7,5 million.

() In the case of all unsettled securities or derivative contracts subject to
counterparty risk, in accordance with the relevant provisions specified in
subregulations (15) to (19) below.
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(d In the case of all other exposures, in accordance with the relevant requirements
specified in table 7 below:

Assets

Table 7
Risk weight | Transactions with the foIIowintg counterparties, including
assets
0% Transactions with the following counterparties

Central government of the RSA, provided that the relevant
exposure is repayable and funded in Rand

Reserve Bank, provided that the relevant exposure is
repayable and funded in Rand

Corporation for Public Deposits, provided that the relevant
exposure is repayable and funded in Rand

Bank for International Settlements (BIS)
International Monetary Fund (IMF)
European Central Bank (ECB)

World Bank Group, including the International Bank for
Reconstruction and Development (IBRD) and the
International Finance Corporation (IFC)

Asian Development Bank (ADB)
African Development Bank (AfDB)

European Bank for Reconstruction and Development
(EBRD)

Inter-American Development Bank (IADB)
European Investment Bank (EIB)

European Investment Fund (EIF)

Nordic Investment Bank (NIB)

Caribbean Development Bank (CDB)

Islamic Development Bank (IDB)

Council of Europe Development Bank (CEDB)
Intragroup bank balances’

Intragroup balances with other formally regulated financial
entities with capital requirements similar to these
Regulations

Intragroup balances with branches of foreign banks

Cash and cash equivalents such as gold bullion

1. Provided that-

(a) the relevant entity is managed as an integrated part of the relevant banking group;

(b) the relevant entity is consolidated in accordance with the relevant requirements specified in
regulation 36;

(c) capital resources are freely transferable between the relevant entity and the relevant parent
bank or controlling company.
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Risk weight

20%

100%

150%

Transactions with the following counterparties. including
assets

Transactions with the following counterparties

RSA public-sector bodies, excluding exposures to the central
government, SA Reserve Bank and the Corporation for
Public Deposits when the said exposure is repayable and
funded in Rand

Banks in the RSA, provided that the claim on the bank has
an original maturity of three months or less, excluding any
claim on a RSA bank that is renewed or rolled resulting in an
effective maturity of more than three months

A securities firm in the RSA, provided that such a firm is
subject to comparable supervisory and regulatory
arrangements than banks in the RSA, including, in particular,
risk-based capital requirements and regulation and
supervision on a consolidated basis and the claim on the
securities firm has an original maturity of three months or
less, excluding any claim on a securities firm in the RSA that
is renewed or rolled resulting in an effective maturity of more
than three months

Assets
Cash items in process of collection

Transactions with the following counterparties or assets
An investment in a significant minority or majority owned or
controlled commercial entity, which investment amounts to
less than 15 per cent of the issued common equity tier 1
capital and reserve funds, additional tier 1 capital and reserve
funds and tier 2 capital and reserve funds of the reporting
bank, as reported in items 41, 65 and 78 of form BA 700

All other counterparties or assets not covered elsewhere in
this paragraph (j)

Assets
Venture capital
Private equity
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Risk weight

1250'%

Transactions with the following counterparties, including
assets

A first-loss position, including a credit enhancement facility in
respect of a securitisation or resecuritisation scheme

A materiality threshold specified in a guarantee or credit-
derivative contract, which materiality threshold either reduces
the amount of payment or requires a given amount of loss to
occur for the account of the protection buyer before the
protection seller is obliged to make payment to the said
protection buyer

The excess amount relating to a significant investment, that is,
a shareholding of 20 per cent or more, in a commercial entity,
which investment is equal to or exceeds 15 per cent of the
issued common equity tier 1 capital and reserve funds,
additional tier 1 capital and reserve funds and tier 2 capital
and reserve funds of the reporting bank, as reported in items
41, 65 and 78 of the form BA 700

The relevant excess amount when the aggregate amount of
significant investments, that is, a shareholding of 20 per cent
or more, in commercial entities, exceeds 60 per cent of the
sum of the issued common equity tier 1 capital and reserve
funds, additional tier 1 capital and reserve funds and tier 2
capital and reserve funds of the reporting bank, as reported in
items 41, 65 and 78 of the form BA 700

Credit protection provided, which credit protection has a long-
term rating of B+ or below or a short-term rating other than A-
1/P-1, A-2/P-2 or A-3/P-3

Any unrated position in a rated structure relating to credit
protection provided in terms of a credit-derivative instrument

In the case of a synthetic securitisation scheme, any retained
position that is unrated or rated below investment grade

The net amount, that is, the amount after any specific credit
impairment or provision, and any deduction directly against
common equity tier 1 or additional tier 1 capital and reserve
funds, have been taken into account, in respect of any credit
enhancing interest-only strip relating to a securitisation
transaction

1. Or such imputed percentage that effectively results in a risk weighted exposure amount equivalent to a
deduction against capital and reserve funds.
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(7)  Credit risk mitigation: simplified standardised approach

Credit risk mitigation relates to the reduction of a bank's credit risk exposure by
obtaining, for example, eligible collateral or guarantees or entering into a netting
agreement with a client that maintains both debit and credit balances with the reporting
bank.

When a bank that adopted the simplified standardised approach for the calculation of
the bank’s credit exposure in its banking book obtains eligible collateral or guarantees,
a reduction in the credit risk exposure of the reporting bank shall be allowed to the
extent that the bank achieves an effective and verifiable transfer of risk.

No transaction in respect of which the reporting bank obtained credit protection shall
be assigned a risk weight higher than the risk weight that applies to a similar
transaction in respect of which no credit protection was obtained.

(@ On-balance-sheet netting

When a client maintains both debit and credit balances with a bank and the bank
enters into a netting agreement in respect of the relevant loans and deposits with
the said counterparty, the bank may in the calculation of the bank’s risk exposure
regard the exposure as a collateralised exposure in accordance with the
provisions of paragraph (b) below, provided that the bank-

(i) shall have a well-founded legal basis for concluding that the netting or
offsetting agreement is enforceable in each relevant jurisdiction, regardless
whether the counterparty is insolvent or bankrupt;

(i)  shall at any time be able to determine the loans and deposits with the same
counterparty that are subject to the netting agreement;

(i)  shall monitor and control any potential roll-off risk in respect of the said
debit and credit balances;

(iv) shall monitor and control the relevant exposures on a net basis.
(b) Collateral
() When-

(A) abank’s exposure or potential exposure to credit risk is secured by the
pledge of eligible collateral; and
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(i)

(B) the bank meets the minimum requirements set out in subparagraph (jii)
below,

the bank may in the calculation of its required amount of capital and reserve
funds in terms of the provisions of subregulation (6) recognise the effect of
such collateral in accordance with the relevant provisions of this paragraph

(b).
Eligible collateral

The collateral instruments specified below shall constitute eligible collateral
for risk mitigation purposes in terms of the simplified standardised
approach, provided that, irrespective of its credit rating, a resecuritisation
instrument shall in no case constitute an eligible instrument for risk
mitigation purposes in terms of these Regulations.

(A) Cash on deposit with the reporting bank;

(B) Certificates of deposit or comparable instruments issued by the
reporting bank;

(C) Credit-linked notes issued by the reporting bank in order to protect an
exposure in the banking book;

(D) Gold;

(E) Securities issued by a sovereign, which sovereign is assigned a
rating equal to or better than category 4 of table 1 above;

(F) Securities issued by public-sector bodies that are treated as
sovereigns in their country of incorporation with a rating equal to or
better than category 4 of table 1 above;

(G) Securities issued by the Central Government of the RSA, provided
that the reporting bank’s exposure and the said securities are
denominated in Rand;

(H) Securities issued by the Reserve Bank, provided that the reporting
bank’s exposure and the said securities are denominated in Rand.
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(i)  Minimum requirements relating to collateral

(A) General requirements

(B)

A reduction in the risk exposure of a bank shall be allowed to the
extent-

@)

that such collateral was not already taken into account in the
calculation of the reporting bank’s risk exposure. For example, no
reduction in the risk exposure of the reporting bank shall be
allowed in respect of an exposure for which an issue specific
rating was issued, which rating already reflects the effect of the
risk mitigation;

that the bank complies with the relevant requirements relating to
disclosure, prescribed in regulation 43;

that the bank is able to establish title to the collateral in order to
liquidate it;

that such collateral can be realised by the reporting bank under
normal market conditions, that is, the value at which the
collateral can be realised in the market does not materially
differ from its book value, provided that a bank shall maintain an
appropriate margin of collateral in excess of the amount in
respect of which a reduction in the risk exposure is allowed in
order to provide for fluctuations in the market value of the
relevant collateral.

Specific requirements

(i

Legal certainty

Collateral is effective only when the legal process by which
collateral is given is robust and ensures that the reporting bank
has clear rights over the collateral, and may liquidate or retain it
in the event of a default, insolvency or bankruptcy (or an
otherwise defined credit event set out in the transaction
documentation) of the obligor and, where applicable, the
custodian holding the collateral.
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(iii)

(iv)

v)

A bank shall take all steps necessary to fulfil contractual
requirements in respect of the enforceability of security interest,
for example, by registering a security interest with an issuer or
a registrar. When the collateral is held by a custodian, the bank
shall seek to ensure that the custodian ensures adequate
segregation of the collateral instruments and the custodian's
own assets.

In cases of uncertainty, a bank shall obtain legal certainty by
way of legal opinions confirming the enforceability of the
collateral arrangements in all relevant jurisdictions, and that the
bank’s rights are legally well founded.

Legal opinions shall be updated at appropriate intervals in order
to ensure continued enforceability.

Documentation

The collateral arrangements shall be duly documented with a
clear and robust procedure in place for the timely liquidation of
collateral. A bank's procedures shall be sufficiently robust to
ensure that any legal conditions required for declaring the
default of the client and liquidating the collateral are observed.

Low correlation with exposure

In order for collateral to provide effective protection, the credit
quality of the obligor and the value of the collateral shall not
have a material positive correlation.

Mismatches

No currency mismatch shall exist between the underlying
exposure and the collateral.

Collateral obtained by the bank as security against an exposure
of the bank shall be pledged as security for the full duration of
the bank’s exposure.

Rating

The rating issued in respect of the collateral instrument shall
not relate only to the principal amount.
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(vi)  Robust risk-management process

While collateral reduces credit risk, it simultaneously increases
other risks to which a bank is exposed, such as legal risk,
operational risk, liquidity risk and market risk. Therefore, a bank
shall employ robust procedures and processes to control all
material risks.

As a minimum, a robust risk-management process relating to
collateral management shall include the fundamental elements
specified below:

(aa)

(bb)

(cc)

(dd)

Strategy

A duly articulated strategy for the use of collateral shall
form an intrinsic part of a bank's general credit strategy
and overall liquidity strategy.

Focus on underlying credit

A bank shall continue to assess a collateralised exposure
on the basis of the borrower's creditworthiness. A bank
shall obtain and analyse sufficient financial information to
determine the obligor's risk profile and its risk-
management and operational capabilities.

Valuation

A bank shall mark its collateral to market and revalue its

collateral at regular intervals but not less frequently than

once every six months.

Policies and procedures

Clear policies and procedures shall be established and

maintained in respect of collateral management,

including:

() the terms of collateral agreements, types of
collateral and enforcement of collateral terms (for
example, waivers of posting deadlines);

(i)  the management of legal risks;
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(iv)

(iii) the administration of agreements; and

(iv) the prompt resolution of disputes, such as valuation
of collateral or positions, acceptability of collateral,
fulfilment of legal obligations and the interpretation
of contract terms.

A bank shall regularly review its policies and procedures
in order to ensure that the said policies and procedures
remain appropriate and effective.

(ee) Systems

A bank's policies and procedures shall be supported by
collateral management systems capable of tracking the
location and status of posted collateral.

(fl  Concentration risk

A bank shall have in place a duly defined policy with
respect to the amount of concentration risk that it is
prepared to accept, that is, a policy in respect of the
taking as collateral of large quantities of instruments
issued by the same obligor.

A bank shall take into account collateral and purchased
credit protection when it assesses the potential
concentrations in its credit portfolio, including when
determining its concentration risk in terms of section 73 of
the Act.

Proportional cover

When a bank obtains collateral of which the value is less than the amount
of the bank’s exposure to credit risk, the bank shall recognise the credit
protection on a proportional basis, that is, the protected portion of the
exposure shall be risk weighted in accordance with the relevant provisions
of this paragraph (b) and the remainder of the credit exposure shall be
regarded as unsecured.
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v)

(vi)

Risk weighting

For the protected portion of a credit exposure, a bank may substitute the
risk weight relating to the collateral for the risk weight of the counterparty or
underlying exposure subject to a minimum risk weight of 20 per cent, except
in the cases specified below when a lower risk weight may apply.

A bank shall apply the said lower risk weight relating to collateral to the
outstanding amount of the relevant protected exposure.

Exceptions to the risk weighting floor of 20 per cent

A bank may assign a risk weight of zero per cent, or such other percentage
as may be specified below, to the protected portion of a credit exposure or
potential credit exposure, provided that-

A)

(B)

the exposure and the collateral shall be denominated in the same
currency and the collateral shall consist of cash on deposit with the
reporting bank;

the exposure and the collateral shall be denominated in the same
currency and the collateral shall consist of securities issued by a
sovereign or central bank eligible for a risk weight of zero per cent,
when the market value of the security has been reduced by 20 per
cent;

the transaction shall be an OTC derivative transaction subject to daily
mark-to-market requirements, collateralised by cash, with no
currency mismatch.

When the transaction is collateralised by a security issued by a
sovereign or public sector entity that qualifies for a risk weight of zero
per cent in terms of the standardised approach, instead of cash, the
bank shall risk weight the protected portion of the exposure at 10 per
cent;

the collateral shall form part of a repurchase or resale agreement,
which agreement shall comply with the conditions specified below:

(i) Both the exposure and the collateral shall consist of cash or a
sovereign security or public-sector security qualifying for a zero
per cent risk weight in terms of the simplified standardised
approach.
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(ii)

(i)

(iv)

(vi)

(vii)

(viii)

(ix)

Both the exposure and the collateral shall be denominated in
the same currency.

The transaction shall be overnight or both the exposure and the
collateral shall be marked to market on a daily basis and shall
be subject to daily remargining.

Following the failure of a counterparty to remargin, the time that
is required from the last mark-to-market adjustment, before the
failure to remargin occurred, and the liquidation of the
collateral, shall be no more than four business days.

The transaction shall be settled across a settlement system
proven for the relevant type of transaction.

The documentation covering the agreement shall be standard
market documentation for the said transactions.

The transaction shall be governed by documentation that
specifies that when the counterparty fails to satisfy an
obligation to deliver cash or securities or to deliver margin, or
otherwise defaults, the transaction shall be immediately
terminable.

Upon any default event, regardless of whether the counterparty
is insolvent or bankrupt, the bank shall have the unfettered
legally enforceable right to immediately seize and liquidate the
collateral for the bank’s benefit.

The agreement shall be concluded with-

(aa) a sovereign;

(bb) a central bank;

(cc) a public-sector entity;

(dd) a bank or securities firm, provided that in the case of a
securities firm the firm shall be subject to supervisory and
regulatory arrangements comparable to banks in the
Republic, including, in particular, risk-based capital

requirements and regulation and supervision on a
consolidated basis;
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(ee) another financial institution, including an insurance
company, eligible for a risk weighting of 20 per cent in
terms of the simplified standardised approach;

(ff) regulated mutual funds that are subject to capital or
leverage requirements;

(9g) regulated pension funds;

(hh) any clearing institution approved in writing by the
Registrar.

When a bank complies with all of the requirements specified above
but the repurchase or resale agreement was concluded with a
counterparty other than the counterparties specified above, the bank
may assign a risk weighting of ten per cent to the protected portion of
a credit exposure or potential credit exposure.

(¢) Guarantees

()

(i)

Risk weighting

When a bank obtains protection against loss relating to an exposure or
potential exposure to credit risk in the form of an eligible guarantee, the risk
weight applicable to the guaranteed transaction or guaranteed exposure may
be reduced to the risk weight applicable to the guarantor in accordance with
the provisions of this paragraph (c).

The lower risk weight of the guarantor shall apply to the outstanding amount
of the exposure protected by the guarantee, provided that all the
requirements set out in this paragraph (c) are met.

Proportional cover

When a bank obtains a guarantee for less than the amount of the bank’s
exposure to credit risk, the bank shall recognise the credit protection on a
proportional basis, that is, the protected portion of the exposure shall be
risk weighted in accordance with the relevant provisions of this paragraph
(c) and the remainder of the credit exposure shall be regarded as
unsecured.
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(ifi)

(iv)

Eligible guarantors

Guarantors qualifying for a risk weight of 20 per cent or better, and a risk
weight lower than the protected credit exposure, shall be recognised for
risk mitigation purposes in terms of the simplified standardised method,
provided that for purposes of calculating the minimum required amount of
capital and reserve funds of a branch in terms of the provisions of the
Banks Act, 1990, read with these Regulations, no guarantee received from
the parent foreign institution or any other branch of the parent foreign
institution in respect of an exposure incurred by the branch in the Republic
shall be regarded as an eligible guarantee.

Minimum requirements relating to guarantees
(A)  General requirements

A reduction in the risk weight of a bank's exposure to the risk weight
applicable to the relevant guarantor shall be allowed only to the extent-

() that such guarantee was not already taken into account in the
calculation of the reporting bank’s risk exposure. For example, no
reduction in the risk exposure of the reporting bank shall be
allowed in respect of an exposure for which an issue specific
rating was issued, which rating already reflects the effect of the
guarantee;

(i) that such guarantee may be realised by the reporting bank under
normal market conditions;

(B)  Specific requirements

() The guarantee shall be an explicity documented obligation
assumed by the guarantor.

(i) The guarantee shall be legally enforceable in all relevant
jurisdictions and the bank’s rights in terms of the guarantee
shall be legally well founded.

Legal opinions shall be updated at appropriate intervals in order
to ensure continued enforceability of the bank’s rights in terms
of the guarantee.
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(iii)

(iv)

v)

(vi)

(vii)

Direct
The guarantee shall constitute a direct claim on the guarantor.

When a qualifying default or non-payment by the obligor
occurs, the reporting bank shall pursue the guarantor for
amounts outstanding under the loan, rather than having to
continue to pursue the obligor.

When the guarantee provides only for the payment of principal
amounts, any interest amount and other unprotected payments
shall be regarded as unsecured amounts.

Payment by the guarantor in terms of the guarantee may grant
the guarantor the right to pursue the obligor for amounts
outstanding under the loan.

Explicit

The guarantee shall be linked to specific exposures, so that the
extent of the cover is duly defined and incontrovertible.

Irrevocable

Other than the reporting bank's non-payment of money due in
respect of the guarantee, there shall be no clause in the
contract that would allow the guarantor unilaterally to cancel the
guarantee or increase the effective cost of the protection as a
result of deterioration in the credit quality of the protected
exposure.

Unconditional

There shall be no clause in the guarantee that could prevent
the guarantor from being obliged to pay out, in a timely manner,
in the event of the original obligor failing to make the
payment(s) due.

Robust risk-management process
While guarantees reduce credit risk, they simultaneously

increase other risks to which a bank is exposed, such as legal
and operational risks.
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Therefore a bank shall employ robust procedures and
processes to control the aforesaid risks.

As a minimum, a robust risk-management process relating to
guarantees shall include the fundamental elements specified
below:

(aa) Strategy

A duly articulated strategy for guarantees shall form an
intrinsic part of a bank's general credit strategy and
overall liquidity strategy.

(bb) Focus on underlying credit

A bank shall continue to assess a guaranteed exposure
on the basis of the borrower's creditworthiness. A bank
shall obtain and analyse sufficient financial information to
determine the obligor's risk profile and its risk-
management and operational capabilities.

(cc) Systems

A bank's policies and procedures shall be supported by
management systems capable of tracking the location
and status of guarantees.

A bank shall regularly review its policies and procedures
in order to ensure that the said policies and procedures
remain appropriate and effective.

(dd) Concentration risk

A bank shall have in place a duly defined policy with
respect to the amount of concentration risk that it is
prepared to accept.

A bank shall take guaranteed positions into account when
assessing the potential concentrations in its credit
portfolio, including when determining its concentration risk
in terms of section 73 of the Act.

In order to mitigate its concentration risk a bank shall
monitor general trends affecting relevant guarantors.
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(e)

(ee) Roll-off risks

When a bank obtains guarantees that differ in maturity
from the underlying credit exposure, the bank shall
monitor and control its roll-off risks, that is, the fact that
the bank will be exposed to the full amount of the credit
exposure when the guarantee expires.

The bank may be unable to obtain further guarantees or
to maintain its capital adequacy when the guarantee
expires.

Treatment of pools of risk mitigation instruments

i)

(ii)

When a bank obtains-

(A) multiple risk mitigation instruments that protect a single exposure, that
is, the bank has obtained both collateral and guarantees partially
protecting an exposure; or

(B) protection with differing maturities,

the bank shall subdivide the exposure into portions covered by the relevant
types of risk mitigation instruments.

A bank shall separately calculate its risk-weighted exposure relating to
each relevant portion in accordance with the relevant provisions of
subregulation (6) read with this subregulation (7).

Treatment of risk mitigation in respect of securitisation exposure

When-

(i)

a bank obtains protection in the form of on-balance-sheet netting,
collateral, guarantees or credit-derivative instruments in order to protect an
exposure that arose from a transaction relating to a securitisation scheme,
the bank shall recognise such protection in accordance with the relevant
requirements specified below:

In the case of-
(A) collateral, only instruments that qualify as eligible collateral in terms

of the provisions of subregulation (9)(b) below shall qualify as eligible
collateral in respect of the relevant securitisation exposure;
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(B) guarantees and credit-derivative instruments, protection obtained
from eligible protection providers specified in subregulations (9)(c)
and (9)(d) shall qualify as eligible protection providers in respect of
the relevant securitisation exposure, provided that-

() the said guarantee or credit-derivative instrument shall comply
with the relevant minimum requirements specified in
subregulations (9)(c) and (9)(d) below;

(i) no special-purpose institution involved in a securitisation
scheme shall qualify as an eligible protection provider;

(i) the bank shall calculate and maintain capital requirements in
respect of the protected and the unprotected portion of the
relevant exposure in accordance with the relevant requirements
specified in subregulations (9)(c) and (9)(d) below;

(C) a maturity mismatch, the bank shall calculate and maintain a capital
requirement in respect of the protected portion of the relevant
exposure in accordance with the relevant requirements specified in
subregulation (9)(e), provided that when the securitisation exposures
in respect of which protection is obtained have different maturities,
the bank shall base the relevant capital requirement on the exposure
with the longest time to maturity.

(i) a bank other than a bank that acts as an originator provides protection in
respect of a securitisation exposure, the bank shall calculate and maintain
a capital requirement in respect of the relevant exposure in accordance
with the relevant requirements specified in subregulation (9), provided that
when the bank provides protection relating to an unrated credit-
enhancement facility, the bank shall treat the exposure as if the bank
directly provided an unrated credit-enhancement facility in respect of the
relevant securitisation scheme.

(8) Method 2: Calculation of credit risk exposure in terms of the standardised approach

Unless specifically otherwise provided, a bank that adopted the standardised approach
for the measurement of the bank’s exposure to credit risk in respect of positions held in
the bank’s banking book shall risk weight its exposures, net of any relevant credit
impairment, in accordance with the relevant requirements specified below:

(@ In the case of exposures to sovereigns, central banks, public-sector entities,
banks, securities firms and corporate exposures, in accordance with the relevant
provisions of table 8 below:
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Table 8
- Credit assessment issued by eligible institutions’
Claiminrespect MAAto |A+to | BBB+ |BB+to | Below |Unrated
AA- A- to BBB- B- B-
Sovereigns Export Credit Agencies: risk scores’
(including the 0-1 2 3 4t0 6 7
Central Bank of
that particular 0% 20% 50% 100% 150% 100%
country)
P“':'I:‘t’i't‘?::m’ 20% | 50% | 50% | 100% | 150% | 50%
Banks™* 20% 50% 50% 100% 150% 50%
sﬁerf"“s'é,tl,e? 20% 50% 50% 100% | 150% 50%
gf;kz;a?;:&tl 20% 20% 20% 50% 150% 20%
Securities firms:
short-term 20% 20% 20% 50% 150% 20%
claims®*°®
Corporate AAAto A+ to BBB+ Below BB-
entities® "8 AA- A- to BB-
20% 50% 100% 150% 100%
Short-term credit assessment” *°
Banks and A-1/P-1 A-2/P-2 A-3/P-3 Other
°:;‘t’l‘t’|’:;° 20% 50% 100% 150%

1. The notations used in this table relate to the ratings used by a particular credit assessment
institution. The use of the rating scale of a particular credit assessment institution does not mean
that any preference is given to a particular credit assessment institution. The assessments/ rating
scales of other external credit assessment institutions or, in certain cases, Export Credit Agencies
(“ECAs”), recognised as eligible institutions in South Africa, may have been used instead.

2. With the exception of short-term self-liquidating letters of credit, no claim on an unrated bank
shall be assigned a risk weighting lower than the risk weighting assigned to a claim on the central
government of the country in which the bank is incorporated.

3. Claims with an original maturity of three months or less, excluding a claim which is renewed or
rolled, resulting in an effective maturity of more than three months.

4. Refer to subregulation (5)(b)(iv). Only relates to exposures when no specific short-term
assessment was issued.

5. Provided that such a firm is subject to comparable supervisory and regulatory arrangements than
banks in the RSA, including, in particular, risk-based capital requirements and regulation and
supervision on a consolidated basis. Otherwise a securities firm shall be regarded as a corporate
entity.

6. Including entities conducting insurance business. 4

7. No claim in respect of an unrated corporate exposure shall be assigned a risk weight lower than
the risk weight assigned to a claim on the central government of the country in which the
corporate entity is incorporated.

8. Provided that no significant investment in a minority or majority owned or controlied commercial
entity, which investment amounts to less than 15 per cent of the sum of a bank’s issued tier 1 and
tier 2 capital and reserve funds, as reported in items 41, 65 and 78 of the form BA 700, shall be
assigned a risk weight of less than 100 per cent.

9. Refer to subregulation (5)(b)(iv). Only relates to claims against banks and corporate entities.
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(b)

(©)

(d)

In the case of an exposure that meets the criteria specified in subregulation
(6)(b), which exposure shall be regarded as forming part of the bank’s retail
portfolio, excluding any exposure that is overdue, at a risk weight of 75 per cent.

In the case of lending fully secured by mortgage on an occupied urban residential
dwelling or occupied individual sectional title dwelling, when the exposure is not
overdue and to the extent that the capital amount outstanding-

(i) does not exceed 80 per cent of the current market value of the mortgaged
property, at a risk weight of 35 per cent;

(i) exceeds 80 per cent but is less than 100 per cent of the current market value
of the mortgaged property, at a risk weight of 75 per cent;

(i) is equal to or exceeds 100 per cent of the current market value of the
mortgaged property, at a risk weight of 100 per cent,

For example, when a bank granted and paid out a loan of R1 050 000 to a
borrower, which loan is fully secured by mortgage on an occupied urban
residential dwelling, the current market value of which urban residential dwelling is
equal to R1 million, the bank shall risk weight the loan as follows:

(i) R800 000 at 35 per cent;

(i) R199 999 at 75 per cent; and

(ii) R 50001 at 100 per cent.

For the purposes of this paragraph (c), the terms occupied, urban and dwelling
shall have the same meaning as set out in subregulation (6)(c) above.

In the case of lending fully secured by mortgage on commercial real estate, at a
risk weight of 100 per cent;

In the case of exposures, other than exposures secured by a mortgage bond on
residential property as envisaged in paragraph (c), which exposures are overdue
for more than 90 days-
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()

(i)

0)

(i) the unsecured portion of the exposure shall be risk weighted as follows:

(A) 150 per cent when the specific credit impairment in respect of the
outstanding amount of the exposure is less than 20 per cent;

(B) 100 per cent when the specific credit impairment in respect of the
outstanding amount of the exposure is equal to or more than 20 per
cent;

(C) 50 per cent when the specific credit impairment in respect of the
outstanding amount of the exposure is equal to or more than 50 per
cent.

(i) the secured portion of the exposure shall be risk weighted at 100 per cent,
provided that the bank obtained adequate eligible collateral and raised a
credit impairment equal to or higher than 15 per cent of the outstanding
exposure.

In the case of a loan that is fully secured by a mortgage bond on an occupied
urban residential dwelling or occupied individual sectional title dwelling, as
envisaged in paragraph (c), when the exposure is overdue for more than 90 days-

(i) at arisk weight of 100 per cent when the specific credit impairment in respect
of the loan is less than 20 per cent of the outstanding amount;

(i) at a risk weight of 50 per cent when the specific credit impairment in
respect of the loan is equal to or higher than 20 per cent of the outstanding
amount.

Unless specifically otherwise provided, all off-balance-sheet exposures in
accordance with the provisions of subregulation (6)(g) above.

In the case of any securitisation or resecuritisation exposure, in accordance with
the relevant requirements specified in subregulation (6)(h) above;

In the case of all unsettled securities or derivative contracts subject to
counterparty risk, in accordance with the relevant requirements specified in
subregulations (15) to (19).

Unless specifically otherwise provided in this subregulation (8), in the case of all
other relevant exposures, in accordance with the relevant provisions of
subregulation (6)(j).
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(9) Credit-risk mitigation: standardised approach

When a bank that adopted the standardised approach for the measurement of its
exposure to credit risk in its banking book obtains eligible collateral, guarantees or
credit-derivative instruments, or enters into a netting agreement with a client that
maintains both debit and credit balances with the reporting bank, a reduction in the
credit risk exposure of the reporting bank shall be allowed to the extent that the bank
achieves an effective and verifiable transfer of risk.

No transaction in respect of which the reporting bank obtained credit protection shall
be assigned a risk weight higher than the risk weight that applies to a similar
transaction in respect of which no credit protection was obtained.

(@ On-balance-sheet netting

When a bank entered into a netting agreement in respect of loans and deposits
as envisaged in subregulation (7)(a) above, the bank-

(i) may in the case of loans and deposits with no maturity or currency
mismatches calculate its exposure to credit risk in accordance with the
relevant provisions of the simple approach specified in this subregulation

9);

(i) shall in all other cases calculate its risk exposure in accordance with the
relevant provisions of the comprehensive approach specified in this
subregulation (9),

provided that the bank shall at all times comply with the relevant conditions
specified in subregulation (7)(a) above.

(b) Collateral

()  When a bank’s exposure or potential exposure to credit risk is secured by the
pledge of eligible financial collateral, the bank may recognise the effect of
such collateral-

(A) inthe case of exposures held in the banking book, in accordance with
either the simple approach or comprehensive approach, but not both
approaches;
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(i)

(iii)

(B) in the case of OTC derivative transactions, in accordance with the
comprehensive approach specified in this subregulation (9);

(C) inthe case of exposures held in the bank’s trading book, in accordance
with the comprehensive approach specified in this subregulation (9),

provided that-

()  the bank shall comply with the relevant minimum requirements
specified below;

(i)  when the bank wishes to adopt the comprehensive approach the
bank shall in writing inform the Registrar of its decision, and
comply with such further conditions as may be specified in writing
by the Registrar.

Minimum requirements: general

A bank that adopted the standardised approach for the measurement of its
exposure to credit risk shall in addition to the requirements specified in this
subregulation (9), comply with all the relevant requirements and conditions
relating to eligible collateral specified in subregulation (7)(b).

Eligible financial collateral: simple approach

For risk mitigation purposes, the instruments specified below shall be
regarded as eligible collateral in terms of the simple approach, provided that,
irrespective of its credit rating, a resecuritisation instrument shall in no case
constitute an eligible instrument for risk mitigation purposes in terms of
these Regulations.

(A) Cash, including certificates of deposit or comparable instruments
issued by the reporting bank, on deposit with the bank that is
exposed to credit risk.

When cash on deposit, certificates of deposit or comparable
instruments issued by the lending bank are held as collateral at a
third-party bank in a non-custodial arrangement, the bank may assign
the risk weight related to the third party bank to the exposure amount
protected by the collateral provided that the cash/instruments are
pledged/assigned to the lending bank, the pledge/assignment is
unconditional and irrevocable, and the bank has applied the relevant
haircut specified below in respect of currency risk.
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(B)

(D)

(E)

@)

Credit-linked notes issued by the reporting bank in order to protect an
exposure in the banking book.

Gold.

Debt securities rated by an eligible external credit assessment
institution, which debt securities have been assigned the ratings
specified below:

(i)  BB- or better when issued by sovereigns.

(i) BBB- or better when issued by other institutions, including
banks and securities firms.

(iii)  A-3/P-3 or better in respect of short-term debt instruments.

Debt securities not rated by an eligible external credit assessment
institution, which debt securities-

()  were issued by a bank; and

(i) are listed on a licensed exchange; and

(i) are classified as senior debt,

including all senior instruments issued by a bank that is rated at least
BBB- or A-3/P-3 and the reporting bank has no information that
suggests a lower rating in respect of the said senior instrument.
Provided that when the Registrar is of the opinion that the
instruments are no longer sufficiently liquid, the Registrar may
determine that the aforesaid instruments no longer qualify as eligible

collateral.

Equities, including convertible bonds, that are included in a main
index.

Undertakings for collective investments in transferable securities
(*UCITS”) and mutual funds, provided that-

() aprice for the units is publicly quoted on a daily basis; and

(i) the UCITS/mutual fund may only invest in the instruments
specified in this subparagraph (iii).
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(H)

()

Securities issued by the Central Government of the RSA, provided
that the reporting bank’s exposure and the said securities are
denominated in Rand.

Securities issued by the Reserve Bank, provided that the reporting
bank’s exposure and the said securities are denominated in Rand.

(iv)  Eligible financial collateral: comprehensive approach

(A)

(B)

In addition to the instruments specified in subparagraph (iii) above,
which instruments qualify as eligible collateral in terms of the simple
approach, the instruments specified below shall be regarded as
eligible collateral in terms of the comprehensive approach for the
recognition of risk mitigation in respect of the bank’s banking book
exposures, provided that, irrespective of its credit rating, a
resecuritisation instrument shall in no case constitute an eligible
instrument for risk mitigation purposes in terms of these Regulations.

()  Equities, including convertible bonds, which equities are not
included in a main index but are listed on a licensed exchange.

(i)  UCITS/mutual funds which include the equities specified in sub-
item (i) above.

When a bank includes repurchase or resale agreements in the bank’s
trading book, any instrument obtained as collateral in respect of the
bank’s exposure to counterparty risk shall be regarded as eligible
collateral, provided that-

() the said collateral instruments shall be included in and be
managed as part of the bank’s trading activities;

(i) irrespective of its credit rating, a resecuritisation instrument
shall in no case constitute an eligible instrument for risk
mitigation purposes in terms of these Regulations;

(i)  in the case of a bank that applies-

(aa) the standardised haircuts specified in subparagraph (xi)
below, the bank shall apply the haircuts relating to non-
main index equities listed on a licensed exchange;

(bb) its own haircuts to collateral, the bank shall comply with the
relevant minimum requirements relating to own estimates
specified in subparagraphs (xii) and (xiii) below;
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(cc) the VaR approach for the measurement of the bank’s
credit exposure to credit risk, the bank shall comply with
the minimum requirements relating to VaR estimates
specified in subparagraph (xvii) below,

in respect of all collateral instruments that do not otherwise than
in accordance with this item (B) qualify as eligible collateral.

(v)  Proportional cover

In respect of both the simple approach and the comprehensive approach
for the recognition of risk mitigation, when a bank obtained collateral of
which the value is less than the amount of the bank’s exposure to credit
risk, the bank shall recognise the credit protection on a proportional basis,
that is, the protected portion of the exposure shall be risk weighted in
accordance with the relevant provisions of this paragraph (b) and the
remainder of the credit exposure shall be regarded as unsecured.

(vi)  Risk weighting: Simple approach

A bank that adopted the simple approach relating to credit risk mitigation
shall risk weight its exposures in accordance with, and comply with, the
relevant requirements specified in subregulation (7)(b).

(vii)  Risk weighting: Comprehensive approach

A bank that obtained eligible financial collateral and that adopted the
comprehensive approach for the measurement of the bank’s protected
exposure-

(A) shall calculate an adjusted exposure in accordance with the relevant
formulae set out in subparagraphs (viii) to (x) below;

(B) shall in the calculation of the bank’s adjusted exposure-

() make use of the haircut percentage specified in table 9 in
subparagraph (xi) below in order to adjust both the amount of
the exposure and the value of the collateral; or

(i)  with the prior written approval of the Registrar and subject to
the bank complying with the minimum quantitative and
qualitative requirements specified in subparagraphs (xii) and
(xiii) below, and such further conditions as may be specified in
writing by the Registrar, rely on the bank’s own estimates of
market price volatility and foreign exchange volatility, provided
that the bank-
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©)

(aa) shall separately estimate the volatility of the collateral
instrument or foreign exchange mismatch;

(bb) shall not take into consideration any correlation between
the unsecured exposure, the collateral or the exchange
rates;

(iii) in the case of transactions subject to further commitment, that
is, repurchase or resale agreements-

(aa) apply a haircut of zero per cent, provided that the bank
complies with the minimum conditions relating to a haircut
of zero per cent specified in subparagraph (xv) below;

(bb) recognise the effects of bilateral master netting
agreements, provided that the bank complies with the
minimum conditions relating to bilateral master netting
agreements specified in subparagraph (xvi) below; or

(cc) apply the results of a VaR model approach to reflect the
price volatility of the exposure and the collateral, provided
that the bank complies with the minimum conditions
relating to the VaR model approach specified in
subparagraph (xvii) below.

Notwithstanding the choice made between the standardised
approach and the foundation IRB approach for the measurement of
the bank’s exposure to credit risk, a bank may choose to use the
standard haircut percentages specified in table 9 in subparagraph (xi)
below or the bank’s own estimates of haircuts.

However, once a bank decided to use its own estimated haircuts, the
bank shall apply its own haircuts to the full range of instrument types
for which the bank obtained approval to use own estimates, except in
the case of immaterial portfolios when the bank may use the
standard haircuts prescribed in table 11 in subparagraph (xi) below.

shall calculate its risk weighted exposure by multiplying the adjusted
exposure with the risk weight of the relevant counterparty.
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(viii) Comprehensive approach: formula for the calculation of a bank’s adjusted
exposure in the case of a collateralised transaction

A bank-

(A)

(B)

shall in the case of a collateralised transaction, other than a
collateralised OTC derivative transaction subject to the current
exposure method, calculate its adjusted exposure through the
application of the formula specified below, which formula is designed
to recognise the effect of the collateral and any volatility in the
amount relating to the exposure or collateral. The formula is
expressed as:

E* =max {0, [Ex (1 + He) - Cx (1 - Hc - HiX)]}
where:

E* is the amount of the exposure after the effect of the collateral
is taken into consideration, that is, the adjusted exposure

E is the current value of the exposure before the effect of the
collateral is taken into consideration

He is the relevant haircut that relates to the exposure
C is the current value of the collateral obtained by the bank
He is the haircut that relates to the collateral

Hfx is the haircut that relates to any currency mismatch between
the collateral and the exposure

The haircut that relates to currency risk shall be 8 per cent,
based on a ten business day holding period and daily mark-to-
market.

shall in the case of a collateralised OTC derivative transaction subject
to the current exposure method, calculate its adjusted exposure in
accordance with the relevant formula and requirements specified in
subregulation (17).
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(ix) Comprehensive approach: formula for the calculation of a bank’s adjusted

)

exposure when the effect of a master netting agreement is taken into
consideration

A bank that applies the standard haircuts specified in subparagraph (xi)
below, or its own estimated haircuts, which bank wishes to recognise the
effects of bilateral master netting agreements, shall calculate its adjusted
exposure through the application of the formula specified below, provided
that the bank shall comply with the minimum requirements relating to
bilateral netting agreements specified in subparagraph (xvi) below. The
formula is expressed as:

E* = max {0, [(2(E) - 2(C)) + X (Es x Hs ) +3 (Efx x HX)]}
where:

E* is the adjusted exposure after the effect of risk mitigation is taken
into consideration

E is the relevant current value of the exposure

C is the value of the relevant collateral

Es is the absolute value of the net position in a given instrument

Hs is the relevant haircut that relates to Es, that is, the net long or short
position of each instrument included in the netting agreement shall

be multiplied with the appropriate haircut

Efx is the absolute value of the net position in a currency that differs
from the settlement currency

Hfx s the haircut in respect of the currency mismatch

The haircut that relates to currency risk shall be 8 per cent, based
on a ten business day holding period and daily mark-to-market.

Comprehensive approach: formula for the calculation of a bank’s adjusted
exposure based on a VaR model approach

A bank that uses a VaR model approach to reflect the price volatility of the
exposure and the collateral shall calculate its adjusted exposure through
the application of the formula specified below:
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E*= max{0, [ E - ¥ C) + VaR output from the internal model]}

where:

E* is the adjusted exposure after the effect of risk mitigation is taken
into consideration

E is the relevant current value of the exposure

(o is the relevant value of the collateral

VaR is the previous business day’s VaR amount
(xi) Comprehensive approach: standard haircuts

Table 9: Standard haircut’

Issue rating in Residual | Other |Securitisation
res:eecc:rci)tfi:sebt maturity Sovereigns issuers exposure
<1 year 0.5 1 2
AAA to AA-/A-1 > 1 year; <5 years 2 4 8
> 5 years 4 8 16
A+ to BBB-/ A-2/ A-3/ <1 year 1 2 4
P-3 and unrated bank |> 1 year; < 5 years 3 6 12
securities qualifying as
eligible collateral in
ter?ns of the simple >5 years 6 12 24
approach
BB+ to BB- All 156 YA S ST
Securities issued by <1year 1
the Central > 1 year; < 5 years 3
Government of the
RSA or the Reserve > 5 years 6
Bank
Main index equities, including convertible 15
bonds, and gold
Other equities, including convertible o053
bonds, recognised on a licensed exchange
Highest haircut applicable to any
UCITS/ Mutual funds security in which the fund may invest
Cash in the same currency4 0

1. Based on daily mark-to-market adjustments, daily remargining and a ten business day
holding period, expressed as a percentage.

2. Including multilateral development banks or public-sector entities that qualify for a risk
weight of zero per cent.

3. Also relates to instruments that are not recognised as eligible collateral in respect of
exposures included in the banking book but qualify as eligible collateral for repurchase or
resale agreements included in the bank’s trading book — refer to subparagraph (iv)(B) above.

4. Including cash collateral instruments qualifying as eligible collateral in terms of
subparagraphs (jii)(A) and (iii)(B) above.
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(xii)

When a bank obtained collateral that consists of a basket of instruments,
the haircut in respect of the basket of instruments shall be calculated in
accordance with the formula specified below, which formula is designed to
weight the collateral in the basket.

H= z Qi Hi
where:
a is the relevant weight of the asset, measured in terms of the

relevant currency units, in the basket
Hi is the haircut applicable to the relevant asset

Comprehensive approach: quantitative criteria relating to own estimates of
haircuts

As a minimum, a bank that wishes to calculate its own haircuts for
purposes of calculating the bank’s adjusted exposure-

(A) shallusea 99" percentile, one-tailed confidence interval;

(B) shall base its calculations on the relevant requirements specified in
table 10 in subparagraph (xiv) below in respect of the type of
transaction, the minimum holding period and the frequency of
remargining and marking to market, provided that when a bank’s own
estimates of haircuts are based on shorter or longer holding periods
than the minimum holding periods specified in table 10, the bank
shall use the relevant square root of time formula to scale the
relevant haircuts up or down to the appropriate minimum holding
period;

(C) shall take into account the lack of liquidity of lower quality assets, that
is, the bank shall adjust the holding period upwards in cases where
the holding period is regarded as inappropriate based on the liquidity
of the collateral;

(D) shall identify any situations in which historical data may understate
potential volatility, such as in the case of a pegged currency, in which
case the bank shall subject the data to stress tests;

(E) shall apply a historical observation period for the calculation of
haircuts of no less than one year.
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(xiii)

(F)
G)

When a bank uses a weighting scheme or other method for the
historical observation period, the effective observation period shall be
at least one year, that is, the weighted average time lag of the
individual observations shall not be less than 6 months.

shall update its data sets at least once every three months;

shall reassess the data whenever market prices are subject to
material change.

Comprehensive approach: qualitative criteria relating to own estimates of
haircuts

As a minimum, a bank that wishes to calculate its own haircuts for
purposes of calculating the bank’s adjusted exposure-

(A)

shall use the estimated volatility data, including the holding period, in
the day-to-day risk management process of the bank;

shall have in place a robust process in order to ensure compliance
with the bank’s documented set of internal policies, controls and
procedures relating to the operation of the risk measurement system;

shall use its risk measurement system in conjunction with internal
exposure limits;

shall on a regular basis conduct an independent review of its risk
measurement system as part of the bank’s own internal auditing
process;

shall at regular intervals, but not less frequently than once a year,
conduct a comprehensive review of the bank’s overall risk
management process, which review, as a minimum, shall address-

() the integration of the bank’s risk measures into its daily risk
management process;

(i) the validation of any significant change in the bank’s risk
measurement process;

(iii) the accuracy and completeness of any position data;
(iv) the verification of the consistency, timeliness and reliability of

data sources used in the application of the bank’s internal
models, including the independence of such data sources;
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(v) the accuracy and appropriateness of assumptions relating to
volatility.

(xiv) Comprehensive approach: requirements related to adjustments for different
holding periods and non daily mark-to-market or remargining

(A) The framework for collateral haircuts applied in these Regulations in
respect of the comprehensive approach-

(i) distinguishes between-

(aa) repo-style transactions, that is, transactions such as
repurchase or resale agreements, and securities lending
or borrowing transactions;

(bb) other capital-market-driven transactions, that s,
transactions such as OTC derivatives and margin lending;
and

(cc) secured lending;

(i) is summarised in table 10 below, also specifying the relevant
respective minimum holding periods:

Table 10
. Minimum holding .

Transaction type period Condition

. . . Daily

Repo-style transaction Five business days s
remargining

Other caplta! market Ten business days Dall'y'
transactions remargining

Secured lending Twentzabyussmess Daily revaluation

(B) When-

() a bank entered into a transaction or has a netting set that
meets the relevant criteria specified in subregulations
(19)(e)(ii)(A) to (19)(e)(i)(D), the relevant minimum holding
period specified in table 10 shall be adjusted to be equivalent to
the relevant margin period of risk envisaged in subregulation

(19)(e)(ii);

(i) the frequency of remargining or revaluation is longer than the
minimum period specified in table 10 above, the relevant
percentage in respect of the relevant specified minimum haircut
shall be scaled up depending on the actual number of business
days between remargining or revaluation, using the square root
of time formula specified below:
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H=H, NE +(Tm—1)
Tu
where:
H is the relevant haircut
Hy is the relevant haircut in respect of the minimum

holding period

Tm is the relevant minimum holding period for the type of
transaction
Ng is the actual number of business days between

remargining for capital market transactions or
revaluation in respect of secured transactions

For example, when a bank calculates the volatility on a Ty day
holding period which is different from the specified minimum holding
period Ty, the bank shall calculate the relevant haircut Hy using the
square root of time formula specified below:

Hw=H, 1/%
N

where:

Hy= the adjusted haircut

Tn=  holding period used by the bank for deriving Hy
Hy=  haircut based on the holding period Ty

Similarly, when the frequency of remargining or revaluation is longer
than the minimum period specified in table 10 above, the relevant
percentage in respect of the minimum haircut shall be scaled up
depending on the actual number of business days between
remargining or revaluation, using the relevant square root of time
formula.
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For example, based on the relevant specified square root of time
formula, a bank that uses the standard haircuts specified in table 9 in
subparagraph (xi) above shall use the relevant ten business day
haircut percentages specified in the table as a basis in scaling the
said haircut percentages up or down depending on the type of
transaction and the frequency of remargining or revaluation, as
specified below:

N +([Tm—-1
H=Huo = 1(5 )

where:
=  adjusted haircut

Hy = the ten business day standard haircut in respect of the
instrument, specified in table 9 in subparagraph (xi) above

Ng= the actual number of business days between remargining for
capital market transactions or revaluation for secured
transactions

Tw=  the minimum holding period for the type of transaction

(xv) Comprehensive approach: Minimum conditions relating to a haircut of zero
per cent in the case of repo-style transactions

In the case of any repo-style transaction, a bank other than a bank that
obtained the approval of the Registrar to apply its VaR model to reflect
price volatility as envisaged in subparagraph (xvii) below may apply a
haircut of zero per cent, provided that-

(A)

(D)

both the exposure and the collateral shall consist of cash or a
sovereign security or public-sector security qualifying for a zero per
cent risk weight in terms of the standardised approach;

both the exposure and the collateral shall be denominated in the
same currency;

the transaction shall be overnight or both the exposure and the
collateral shall be marked to market on a daily basis and shall be
subject to daily remargining;

following the failure of the counterparty to remargin, the time that is
required from the last mark-to-market adjustment, before the failure
to remargin occurred, and the liquidation of the collateral, shall be no
more than four business days;
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(E) the transaction shall be settled across a settlement system proven for
the said type of transaction;

(F) the documentation in respect of the agreement shall be standard
market documentation for the said transactions;

(G) the transaction shall be governed by documentation that specifies
that when the counterparty fails to satisfy an obligation to deliver cash
or securities or to deliver margin, or otherwise defaults, the
transaction shall be immediately terminable;

(H) upon any default event, regardless whether the counterparty is
insolvent or bankrupt, the bank shall have the unfettered, legally
enforceable right to immediately seize and liquidate the collateral for
the bank’s benefit;

() the agreement shall be concluded with-

(i) asovereign;

(i) acentral bank;

(iii)  a public-sector entity;

(iv) a bank or securities firm provided that in the case of a
securities firm the firm shall be subject to supervisory and
regulatory arrangements comparable to banks in the Republic,
including, in particular, risk-based capital requirements and
regulation and supervision on a consolidated basis;

(v) other financial institutions, including an insurance company,
eligible for a risk weight of 20 per cent in terms of the
standardised approach;

(vi) a regulated mutual fund specified in writing by the Registrar
provided that the said mutual fund shall be subject to capital or
leverage requirements;

(vii) a regulated pension fund specified in writing by the Registrar;

(viii) a clearing institution specified in writing by the Registrar;

(ix) subject to such conditions as may be specified in writing by the

Registrar, such other person or institution as may be
determined by the Registrar.
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(xvi) Comprehensive approach: Minimum conditions relating to bilateral master
netting agreements

A bank-

(A)

that concludes a repo-style agreement or transaction with a
counterparty, which agreement or transaction is included in a bilateral
master netting agreement, may recognise the effects of the bilateral
master netting agreement, provided that the said netting agreement-

() shall be legally enforceable in each relevant jurisdiction upon
the occurrence of an event of default, regardless whether the
counterparty is insolvent or bankrupt.

In cases of legal uncertainty, the reporting bank shall obtain a
legal opinion to the effect that its right to apply netting of gross
claims is legally well founded and would be enforceable in the
liquidation, default or bankruptcy of the counterparty or the
bank;

(i)  shall provide the non-defaulting party upon an event of default,
including in the event of insolvency or bankruptcy of the
counterparty, the right to terminate and close-out, in a timely
manner, all transactions included in the agreement;

(iii)  shall make provision for-

(aa) the netting of gains and losses relating to all transactions
included in the agreement, including the value of any
collateral, which transactions were terminated and closed
out, resulting in a single net amount which shall be owed
by the one party to the other;

(bb) the prompt liquidation or set-off of collateral upon an
event of default.

may net positions held in its banking book against positions held in its
trading book, provided that-

(i) all the relevant transactions shall be marked to market on a
daily basis; and

(i)  the collateral instruments used in the relevant transactions shall
constitute eligible financial collateral in the banking book.
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(xvii) Comprehensive approach: Minimum conditions relating to the use of VaR
models

As an alternative to the use of the standard haircuts specified in table 9 in
subparagraph (xi) above, or the calculation of own estimated haircuts, a
bank that obtained the prior written approval of the Registrar for the use of
risk measures derived from the bank’s internal risk-management model in
respect of the bank’s trading activities may use a VaR-model approach to
reflect the price volatility of the exposure and the collateral in respect of
repurchase or resale agreements, taking into account the effects of
correlation between security positions, provided that-

(A) subject to the prior written approval of and such conditions as may be
specified in writing by the Registrar, the bank may also apply the VaR
approach to margin lending transactions and other transactions
similar to repo-style transactions or securities financing transactions;

(B) the VaR approach shall be applied-

() only to transactions covered by bilateral master netting
agreements, that is, the VaR approach shall not be applied in
respect of any repurchase agreement, resale agreement or
margin lending transaction unless the relevant transaction is
covered by a bilateral master netting agreement, which bilateral
master netting agreement shall comply with the relevant
requirements specified in subparagraph (xvi) above, and the
relevant requirements specified in subregulations (17) to (19)
below;

(i)  on a counterparty-by-counterparty basis;
(C) the bank-

() shall at all times comply with the relevant model validation
requirements and operational requirements specified in
regulations 39(8) and in subregulation (19), and such further
requirements as may be specified in writing by the Registrar;

(i) may in the case of repurchase and resale agreements apply a
minimum holding period of five business days unless a five
business day holding period is inappropriate based on the
liquidity of the instrument;

(D) when the bank entered into a repo-style or similar transaction or has
a netting set that meets the relevant criteria specified in subregulation
(19)(e)(ii), the relevant minimum holding period shall be adjusted to
be equivalent to the relevant margin period of risk envisaged in
subregulation (19)(e)(ii).
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(¢) Guarantees
()  Minimum requirements

As a minimum, a bank that adopted the standardised approach for risk
mitigation relating to guarantees shall comply with-

(A) the relevant minimum requirements specified in subregulation (7)(c)
above; and

(B) such further conditions as may be specified in writing by the Registrar.
(i)  Eligible guarantees/guarantors

For risk mitigation purposes in terms of these Regulations, credit protection

obtained from guarantors that are assigned a risk weight lower than the

protected exposure shall be recognised as eligible guarantees, including

guarantees obtained from-

(A) sovereigns;

(B) central banks;

(C) public-sector entities;

(D) banks;

(E) multilateral development banks;

(F) securities firms;

(G) other externally rated entities assigned a risk weight lower than the
protected exposure,

Provided that-

(i)  when credit protection is provided in respect of a securitisation
exposure, only entities that are externally rated BBB- or better
at the end of the reporting month, and that were externally
rated A- or better at the time that the credit protection was
provided, shall constitute eligible protection for purposes of
these Regulations, including any relevant credit protection
provided by a parent institution, subsidiary or affiliate
companies;
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(i)

(iv)

v)

(i) for purposes of calculating the minimum required amount of
capital and reserve funds of a branch in terms of the provisions
of the Banks Act, 1990, read with these Regulations, no
guarantee received from the parent foreign institution or any
other branch of the parent foreign institution in respect of an
exposure incurred by the branch in the Republic shall be
regarded as an eligible guarantee.

Risk weighting

When a bank that adopted the standardised approach for risk mitigation
obtains protection against loss in the form of an eligible guarantee in respect
of the bank’s exposure or potential exposure to credit risk, the risk weight
applicable to the guaranteed transaction or guaranteed exposure may be
reduced to the risk weight applicable to the relevant guarantor in accordance
with the provisions of this paragraph (c).

The lower risk weight of the guarantor shall apply to the outstanding amount
of the exposure protected by the guarantee, provided that the bank shall
comply with the said relevant minimum requirements.

The unprotected portion of the exposure shall retain the risk weight relating
to the relevant counterparty.

Materiality thresholds

For purposes of these Regulations, a materiality threshold below which no
payment will be made in the event of a loss to the reporting bank or that
reduces the amount of payment by the guarantor shall be regarded as
equivalent to a retained first-loss position and shall be risk weighted in
accordance with the relevant provisions of subregulation (6)(j) above.

Proportional cover

When a bank obtains a guarantee for less than the amount of the bank’s
exposure to credit risk, the bank shall recognise the credit protection on a
proportional basis, that is, the protected portion of the exposure shall be
risk weighted in accordance with the relevant provisions of this paragraph
(¢) and the remainder of the credit exposure shall be regarded as
unsecured.
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(vi)  Currency mismatches

When a bank obtains credit protection that is denominated in a currency
that differs from the currency in which the exposure is denominated, the
amount of the exposure deemed to be protected shall be reduced by the
application of the formula specified below, which formula is designed to
recognise the effect of the currency mismatch. The formula is expressed
as:

Ga= Gx(1-Hgx)
where:
G is the relevant nominal amount of the credit protection obtained

Hex  is the haircut relating to the currency mismatch between the credit
protection and the underlying obligation.

The haircut shall be based on a ten business day holding period
and daily mark to market.

When a bank applies the standard haircuts, a haircut equal to 8 per
cent shall apply.

A bank shall use the relevant square root of time formula specified
in paragraph (b)(xiv) above to scale up a haircut percentage when
the holding period or frequency of mark-to-market adjustment
differs from the specified minimum requirements.

(d) Credit-derivative instruments
()  Risk weighting: Protection buyer (seller of credit risk)

(A) For the protected portion of a credit exposure, a bank that is a
protection buyer shall substitute the risk weight relating to the eligible
protection provider for the risk weight of the reference asset,
reference entity or underlying asset.

The lower risk weight relating to the eligible protection provider shall
apply to the outstanding amount of the transaction or exposure
protected by the credit-derivative instrument, provided that all the
relevant conditions specified in this paragraph (d) are met.

The unprotected portion of the exposure shall retain the risk weight
relating to the relevant underlying exposure.
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(B)

©)

(D)

When a bank hedges the credit risk relating to an exposure included
in the bank’s banking book with a credit-derivative instrument
included in the bank’s trading book, the bank shall only recognise the
credit protection to the extent that the bank transferred the relevant
credit risk to an eligible third party protection provider.

In the case of-

() a first-to-default structure, the protection buyer shall recognise
the credit protection in respect of the exposure with the lowest
risk-weighted amount provided that the notional amount of the
relevant credit exposure shall be lower than or equal to the
notional amount of the credit-derivative instrument;

(i) a second to default structure, the protection buyer shall
recognise the protection only when the protection buyer also
obtained first-to-default protection, or when one of the assets in
the basket already defaulted;

(iii) a proportional structure, the protection buyer may proportionally
recognise protection in respect of all relevant reference assets,
reference entities or underlying assets.

When a bank buys protection in the absence of an underlying
exposure, or when bought protection is not eligible for recognition in
the reporting bank's calculation of required capital in respect of an
underlying exposure, the relevant credit-derivative instrument shall be
ignored for purposes of calculating the reporting bank's capital
requirements relating to banking activities.

A materiality threshold contained in a credit-derivative contract that
requires a given amount of loss to occur to the protection buyer
before the protection seller is obliged to make payment to the
protection buyer or reduces the amount of payment to the protection
buyer shall be regarded as equivalent to a first-loss credit-
enhancement facility applied in asset securitisation and synthetic
securitisation structures.

A bank that is a protection buyer shall risk weight such a materiality
threshold in accordance with the relevant provisions specified in
subregulation (6)(j) above. The capital requirement in respect of such
bought protection shall be limited to the capital requirement relating
to the underlying asset or reference asset when no protection is
recognised.
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(i)

Risk weighting: Protection provider/seller (buyer of credit risk)

A)

(B)

A bank that is a protection provider shall treat the position arising
from the credit-derivative instrument as though the bank had a direct
credit exposure to the reference asset, reference entity or underlying
asset.

When a protection provider-

(i)

(ii)

provides protection in the form of a funded credit-derivative
instrument, the protection seller, upon conclusion of the credit-
derivative contract, is exposed to the sum of the credit risk
relating to the reference asset, reference entity or underlying
asset and the credit risk relating to the funds placed with the
protection buyer.

The protection provider shall risk weight the exposure
according to the risk weight applicable to the reference asset or
underlying asset, or the risk weight applicable to the protection
buyer, whichever risk weight is the highest.

The exposure at risk shall be limited to the maximum payment
in terms of the credit-derivative contract.

entered into an unfunded credit-derivative contract, the
protection seller is exposed only to the credit risk relating to the
reference asset, reference entity or underlying asset.

In the case of a first-to-default structure, the protection provider shall
risk weight its exposure to credit risk in accordance with the relevant
requirements specified below:

i)

In the case of a credit-derivative instrument with a rating
assigned by an eligible institution, the protection provider shall
multiply the amount of the position with the risk weight specified
in table 11 below:
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(E)
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Table 11
Long term rating’
External credit B+ and
assessment’ Nl'\_\ﬁ_to A+ to A- ng;-to Bg;_to below or
unrated
Risk weight 20% 50% 100% 350% 1250%"
External credit Short term rating’
assessment' | A-1/P-1 A-2/P-2 A-3/P-3 | All other
Risk weight 20% 50% 100% 1250%"

1. The notations used in this table relate to the ratings applied by a particular
credit assessment institution. The use of the rating scale of a particular credit
assessment institution does not mean that any preference is given to a
particular credit assessment institution and the assessments/ rating scales of
other external credit assessment institutions,
institutions in South Africa, may have been used instead.

2. Or such imputed percentage that will effectively result in an amount
equivalent to a deduction against capital and reserve funds.

recognised as eligible

(i) In the case of unrated exposures, the protection seller shall
maintain capital against each of the reference assets, reference
entities or underlying assets in the basket by aggregating the
risk weights of the assets included in the basket up to a
maximum of 1250 per cent, or such imputed percentage as
may be applicable from time to time, and multiplying the
aggregated risk weight with the notional amount of the
protection provided, that is, the aggregate amount of capital
held by the protection provider shall not exceed an amount
equal to a deduction from capital.

In the case of a second-to-default structure, the protection seller shall
risk weight its exposure to credit risk in a manner similar to the
method set out in item (C) above, which item (C) relates to a first-to-
default structure, provided that in aggregating the risk weights
relating to unrated exposures, the protection seller shall exclude from
the aggregated risk weight the exposure with the lowest risk weight.

In the case of a proportional structure, the protection seller shall
proportionally attribute the relevant risk weights to all relevant
reference assets, reference entities or underlying assets.
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(ii)

()

v)

Eligible protection providers

For risk-mitigation purposes in terms of these Regulations, credit protection
obtained from protection providers that are assigned a risk weight lower
than the protected exposure shall be recognised as eligible protection
providers, including protection obtained from:

(A) sovereigns;

(B) central banks;

(C) public-sector entities;
(D) banks;

(E) securities firms;

(F) other externally rated entities that are assigned a risk weight lower
than the protected exposure,

Provided that when credit protection is provided in respect of a
securitisation exposure, only entities that are externally rated BBB- or
better at the end of the reporting month, and that were externally rated A-
or better at the time the credit protection was provided, shall constitute
eligible protection for purposes of these Regulations, including any relevant
credit protection provided by a parent institution, subsidiary or affiliate
companies.

Funded credit-derivative instruments

A bank may issue cash instruments, such as credit-linked notes, in respect
of which instruments the repayment of the principal amount is linked to the
credit standing of a reference asset, reference entity or underlying asset.

For risk-mitigation purposes, a bank shall treat credit-linked notes in a
manner similar to cash-collateralised transactions.

Unfunded credit-derivative instruments

(A) The capital treatment of the different credit risk-mitigation instruments
recognized in terms of these Regulations shall be based on the
economic effects of the instruments and not the legal construction of
the said instruments.
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(B)

Although the legal construction of guarantees may differ from credit-
derivative instruments, only credit-default swaps and total-return
swaps that provide credit protection equivalent to guarantees shall be
recognised as credit risk-mitigation instruments, in addition to credit-
linked notes, in terms of these Regulations.

When a bank buys credit protection through a total-return swap and
records the net payments received on the swap as net income, but
does not record the offsetting deterioration in the value of the asset
that is protected, either through a reduction in fair value or an
adjustment to reserves, the credit protection shall not be recognised.

(vi) Materiality thresholds

(A)

(B)

Normally, a materiality threshold is specified in a credit-derivative
contract in order to ensure that the protection seller is obliged only to
make payment in terms of the credit-derivative contract once a
material default has occurred in respect of an underlying asset,
reference asset or reference entity.

However, the economic effect of a materiality threshold specified in a
credit-derivative contract may be that the protection buyer will suffer a
specified amount of loss before payment in terms of the credit-
derivative contract is triggered or the amount of payment by the
protection seller to the protection buyer may even be reduced.

Materiality thresholds specified in a credit-derivative contract may
therefore result in a significant loss being incurred by the protection
buyer on an underlying asset or reference asset without a credit-
event payment being made.

Materiality thresholds below which no payment will be made in the
event of a loss to the protection buyer or that reduce the amount of
payment by the protection seller to the protection buyer shall for
purposes of these Regulations be regarded as equivalent to a
retained first-loss position and shall be risk weighted in accordance
with the relevant provisions specified in subregulation (6)(j) above.

A credit-derivative instrument with a materiality threshold that
requires a high percentage of loss to occur before the protection
seller is obliged to make payment to the protection buyer shall not be
recognised for credit-risk mitigation purposes in terms of these
Regulations.
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(vi) Multiple-name instruments

(A)

Multiple-name instruments refer to credit-derivative instruments that
reference more than one reference asset, reference entity or
underlying asset, that is, a basket of instruments. Multiple-name
structures generally include-

(i) first-to-default structures, that is, the first default amongst the
reference names triggers the credit protection and the credit
event also terminates the protection;

(i) second-to-default structures, that is, the second default
amongst the reference names triggers the credit protection and
the credit event also terminates the protection.

When the number of exposures in a basket is significant, the
transaction will be regarded as a synthetic securitisation scheme.
Such transactions shall be subject to the provisions of the exemption
notice relating to securitisation schemes.

For the purposes of these Regulations, the number of exposures in a
basket shall be regarded as significant when the envisaged
transaction will cause-

() the capital requirement of the reporting bank to increase or
decrease by 5 per cent or more; or

(i)  the amount of the relevant portfolio of the reporting bank in
respect of which the transaction will be concluded to increase
or decrease by 5 per cent or more.

(viii) Settlement

A)

(B)

Normally, credit-derivative instruments provide for either physical
settlement or cash settlement.

Some credit-derivative instruments provide for pre-agreed amounts to
be paid when a credit event occurs. These contracts are generally
referred to as binary or digital contracts.

When the payment in terms of a credit-derivative instrument is a fixed
amount, that is, a binary payment, the amount of protection shall be the
amount of the fixed payment.

CONTINUES ON PAGE 162—PART 2
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(C) Pnhysical settlement, for example, involves the delivery by a protection
buyer of an obligation of the reference entity specified in the contract in
return for cash settlement by the protection seller of the reference
amount.

When obligations in terms of credit-derivative instruments are
physically settled, problems associated with the valuation of the
reference asset, reference entity or underlying asset following a credit
event are avoided.

(D) Cash settlement requires a cash settlement amount to be calculated by
a calculating agent specified in the contract. Following the occurrence
of a credit event in respect of the reference asset, reference entity or
underlying asset, the cash settiement amount is normally caiculated
as-

° the nominal amount of protection purchased; multiplied by

o the value of the reference asset, reference entity or underlying
asset at inception (the value is normally expressed as a
percentage, for exampie, 100 per cent); less

o the "final value", which value is normally expressed as a
percentage of the reference asset, reference entity or underlying
asset on the cash-settlement date.

(ix)  Foreign-currency positions

)

A bank shall include in the forms BA 320 and BA 325 all relevant foreign-
currency positions created by credit-derivative instruments when the bank
calculates its aggregate effective net open foreign-currency position.

Proportional cover

When a bank obtains credit protection for less than the amount of the
bank's exposure to credit risk, the bank shall recognise the credit
protection on a proportional basis, that is, the protected portion of the
exposure shall be risk weighted in accordance with the provisions of this
paragraph (d) and the remainder of the credit exposure shall be regarded
as unsecured.
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(xi) Minimum requirements relating to credit-derivative instruments

(A) General requirement

B)

()  Notwithstanding the provisions of these Regulations, a bank
that wishes to engage in credit-derivative transactions-

(aa) shall obtain the prior written approval of the Financial
Surveillance Department of the Reserve Bank in respect
of any such transaction involving a non-resident person;

Should the Financial Surveillance Department of the
Reserve Bank grant its approval to the said transaction,
the bank shall adhere to such rules, conditions or such
regulations as may be specified by the Financial
Surveillance Department of the Reserve Bank relating to
such credit-derivative instruments;

(bb) shall comply with such rules, conditions or such
regulations as may be specified by the Financial
Surveillance Department of the Reserve Bank relating to
credit-derivative instruments.

(i) Protection from a credit-derivative contract shall be recognised
in terms of these Regulations to the extent-

(aa) that such protection was not already taken into
consideration in the calculation of the reporting bank’s
required amount of capital and reserve funds;

(bb) that such protection can be realised by the reporting bank
under normal market conditions, that is, the value at which
the protection can be realised shall not differ materially
from its book value.

Specific requirements

A bank that wishes to recognise the risk-mitigation effect of protection
obtained in the form of a credit-derivative instrument in the calculation
of the bank’s credit exposure shall comply with the requirements
specified below:
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(i

(i)

(iif)

(iv)

(vi)

Direct

The credit protection shall constitute a direct claim on the
protection seller.

Explicit

The credit protection shall be linked to specific credit
exposures, so that the extent of the cover is duly defined and
incontrovertible.

Irrevocable

Other than a protection buyer's non-payment of money due in
respect of the credit protection contract, there shall be no
clause in the contract that would allow the protection seller
unilaterally to cancel the credit protection or increase the
effective cost of the protection as a result of deterioration in the
credit quality of the protected exposure.

Unconditional

There shall be no clause in the contract other than clauses
relating to procedural requirements that could prevent the
protection seller from being obliged to make payment in a
timely manner should a credit event occur in respect of an
underlying asset, reference entity or reference asset.

The credit protection shall be legally enforceable in all relevant
jurisdictions

In cases of uncertainty, a bank shall obtain legal opinion
confirming the enforceability of the credit protection in all
relevant jurisdictions and that the bank’s rights are legally well
founded. Legal opinions shall be updated at appropriate
intervals in order to ensure continuing enforceability.

The protection seller shall not have any formal recourse to the
protection buyer in respect of losses incurred by the protection
seller.
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(vii)

(viii)

In the case of a funded single-name credit-derivative contract,
the protection buyer shall not be obliged to repay any funds
received from the protection seller in terms of the credit-
derivative contract, except at the maturity date of the contract,
provided that no credit event has occurred during the period of
bought protection or as a result of a defined credit event, and
then in accordance with the terms of payment defined in the
contract.

In order to obtain full recognition of the protection obtained, the
base currency of a credit-derivative instrument shall be the
same currency as the currency in which the credit exposure
that is protected is denominated.

When a credit-derivative instrument is denominated in a
currency that differs from the currency in which the credit
exposure is denominated, that is, when there is a currency
mismatch, the bought protection may be less than expected
owing to fluctuations in the exchange rates.

When a bank obtains credit protection that is denominated in a
currency that differs from the currency in which the exposure is
denominated, the amount of the exposure deemed to be
protected shall be reduced by the application of the formula
specified below, which formula is designed to recognise the
effect of the currency mismatch. The formula is expressed as:

Ga =G x (1-Hgx)
where:
Ga is the relevant adjusted value of the protection

G is the relevant nominal amount of the credit protection
obtained

Hex is the haircut relating to the currency mismatch between
the credit protection and the underlying obligation.

The haircut shall be based on a ten business day
holding period and daily mark to market.

When a bank applies the standard haircuts, a haircut
equal to 8 per cent shall apply.
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(ix)

A bank shall use the relevant square root of time
formula specified in paragraph (b)(xiv) above to scale up
a haircut percentage when the holding period or
frequency of mark-to-market adjustment differs from the
specified minimum requirements.

Robust risk-management process

While credit-derivative instruments reduce credit risk, they
simultaneously increase other risks to which a bank is exposed,
such as legal and operational risks.

Therefore, a bank shall employ robust procedures and
processes to control the aforesaid risks.

As a minimum, a robust risk-management process relating to
credit-derivative instruments shall include the fundamental
elements specified below:

(aa) Strategy

A duly articulated strategy for credit-derivative
instruments shall form an intrinsic part of a bank's general
credit strategy and overall liquidity strategy.

(bb) Focus on underlying credit

A bank shall continue to assess an exposure that is
hedged by a credit-derivative instrument on the basis of
the borrower's creditworthiness. A bank shall obtain and
analyse sufficient financial information to determine the
obligor's risk profile and its risk management and
operational capabilities.

(cc) Systems
A bank's policies and procedures shall be supported by

management systems capable of tracking the location
and status of its credit-derivative instruments.
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x)

(dd) Concentration risk

A bank shall have in place a duly defined policy with
respect to the amount of concentration risk that it is
prepared to accept.

A bank shall take into account purchased credit protection
when assessing the potential concentrations in its credit
portfolio, including when the bank determines its
concentration risk in terms of section 73 of the Act.

A bank shall monitor general trends affecting its credit-
protection sellers, in order to mitigate its concentration
risk.

(ee) Roll-off risks

When a bank obtains credit protection that differs in
maturity from the underlying credit exposure, the bank
shall monitor and control its roll-off risks, that is, the
factthat the bank will be exposed to the full amount of the
credit exposure when the credit protection expires.

As a minimum, the risk management systems of the reporting
bank shall be adequate-

(aa) to capture the credit risk relating to a reference asset,
reference entity or underlying asset acquired through a
credit-derivative contract and any counterparty risk arising
from an unfunded over-the-counter credit-derivative
contract within the normal credit approval and credit
monitoring processes;

(bb) to assess the probability of default correlation between
the reference asset, reference entity or underlying asset
and the protection provider;

(cc) to provide valuation procedures, including assessment
and monitoring of the liquidity of the credit-derivative
instrument and the reference asset or underlying asset.
This is particularly important for credit-derivative contracts
when the reference asset or underlying asset is illiquid,
for example, a loan, or when the derivative instrument has
multiple reference assets, reference entities or underlying
assets;
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(i)

(dd)

(ee)

(ff)

(hh)

(ii)

to assess the impact on liquidity risk when the reporting
bank has transferred a significant amount of credit risk
through the use of funded credit-derivative instruments
with a shorter maturity than the underlying credit
exposure;

to assess the impact on capital adequacy when the
reporting bank has transferred a significant amount of
credit risk through the use of unfunded credit-derivative
instruments and when a replacement contract may not be
available when the credit protection expires;

to assess the change in the risk profile of the remaining
credit exposures in terms of both the quality and the
spread of the portfolio, when the reporting bank makes
extensive use of credit-derivative instruments to transfer
risk;

to assess the basis risk between the reference asset
exposure and the underlying asset exposure when these
exposures are not the same;

to monitor the legal and reputational risk associated with
credit-derivative instruments;

to monitor the credit risk on an ongoing basis.

As a minimum, the credit events relating to non-sovereign debt,
specified by the contracting parties shall include:

(aa)
(bb)

(cc)

(dd)

Bankruptcy or insolvency.
Any application for protection from creditors.

Payment default, that is, failure to pay the principal
amount or related interest amounts due.

Any restructuring of the underlying obligation that results
in a credit loss event such as a credit impairment or other
similar debit being raised, including-

(i)  areduction in the rate or amount of interest payable
or the amount of scheduled interest accruals;
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(xii)

(i) a reduction in the amount of principal, fees or
premium payable at maturity or at the scheduled
redemption dates;

(iiiy a change in the ranking in the priority of payment of
any obligation, causing the subordination of such
obligation;

(iv) a postponement or other deferral of a date or dates
for either the payment or accrual of interest or the
payment of the principal amount or premium.

When the credit-derivative instrument does not include
the restructuring of the underlying obligation as a credit
event, it shall be deemed that the bank obtained
protection equal to a maximum of sixty per cent of the
amount covered in terms of the credit-derivative
instrument.

As a minimum, the credit events relating to sovereign debt,
specified by the contracting parties shall include:

(aa) Any moratorium on the repayment of the principal amount
or related interest amounts due.

(bb) Repudiation.

(cc) Payment default, that is, failure to pay the principal or
related interest amounts due.

(dd) Any restructuring of the underlying obligation that results
in a credit loss event such as a credit impairment or other
similar debit being raised, including-

(i) areduction in the rate or amount of interest payable
or the amount of scheduled interest accruals;

(i) a reduction in the amount of principal, fees or
premium payable at maturity or at the scheduled
redemption dates;

(i) a postponement or other deferral of a date or dates
for either the payment or accrual of interest or the
payment of the principal amount or premium;
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(xiii)

(xiv)

(xv)

(xvii)

When the credit-derivative instrument does not include
the restructuring of the underlying obligation as a credit
event, it shall be deemed that the bank obtained
protection equal to a maximum of sixty per cent of the
amount covered in terms of the credit-derivative
instrument.

Contracts allowing for cash settlement will be recognised for
risk-mitigation purposes, provided that a robust valuation
process is in place in order to estimate loss reliably. There shall
be a duly specified period for obtaining post credit-event
valuations of the reference asset or underlying obligation,
typically not more than 30 days.

The grace period specified in the credit-derivative contract shall
not be longer than the relevant grace period provided for failure
to pay in terms of the underlying obligation.

The protection buyer shall have the right and ability to transfer
the underlying obligation or reference asset to the protection
seller, if such underlying obligation or reference asset is
required for settlement.

The delivery of the underlying obligation or reference asset
shall not contravene any term or condition relating to the
underlying asset or reference asset, and consent shall be
obtained when necessary.

The identity of the person(s) responsible for determining
whether a credit event has occurred, and the sources to be
used, shall be duly defined. This determination shall not be the
sole responsibility of the protection seller. The protection buyer
shall have the right and ability to inform the protection seller of
the occurrence of a credit event.

(xviii) Asset mismatch

When the reference asset and the underlying asset being
hedged differ the protection buyer may suffer a loss on the
underlying credit exposure that will not be fully compensated by
an equivalent claim against the protection seller.
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(e

When there is an asset mismatch between the underlying
exposure and the reference asset the protection buyer will be
allowed to reduce the credit exposure provided that-

(aa) the reference asset and the underlying exposure relate to
the same obligor, that is, the same legal entity;

(bb) the reference asset ranks pari passu with or more junior
than the underlying asset in the event of bankruptcy;

(cc) legally effective cross-default clauses, for example, cross-
default or cross-acceleration clauses apply; and

(dd) the terms and conditions of the credit-derivative contract
do not contravene the terms and conditions of the
underlying asset or reference asset.

Maturity mismatches

(i)

A maturity mismatch occurs when the residual maturity of the credit
protection obtained in the form of eligible collateral, guarantees or credit-
derivative instruments, or in terms of a netting agreement, is less than the
residual maturity of the underlying credit exposure, that is, when the
residual maturity of the credit protection is-

(A) less than the residual maturity of the underlying credit exposure a
maturity mismatch exists and the bank shall treat the relevant
positions in accordance with the relevant requirements of this
paragraph (e);

(B) longer than the residual maturity of the underlying credit exposure,
the position shall be regarded as fully protected.

A bank shall conservatively define the maturity of the underlying exposure
and the maturity of the credit protection.

The effective maturity of the underlying exposure shall be the longest
possible remaining time before the obligor is scheduled to fulfil its
obligation.

Embedded options that may reduce the term of the credit protection shall
be taken into account when the effective maturity of the credit protection is
determined so that the shortest possible effective maturity is used. For
example, the effective maturity of credit protection with step-up and call
features will be the remaining time to the first call.
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(i)

(iv)

In the case of maturity mismatched credit protection in respect of which the
original maturity of the relevant credit protection is less than one year such
credit protection shall not be recognised for credit-risk mitigation purposes
in terms of these Regulations unless the said credit protection has a
matching maturity with the underlying credit exposure(s), that is, credit
protection with an original maturity of less than one year shall be
recognised only when-

(A) the maturity of the protection and the maturity of the exposure is
matched; or

(B) the residual maturity of the protection is longer than the residual
maturity of the exposure,

provided that in the calculation of its minimum required amount of capital
and reserve funds a bank shall in no case recognise credit protection
obtained when the residual maturity of such credit protection is less than or
equal to three months.

When a bank obtained eligible protection, which bank adopted-

(A) the simple approach for the recognition of risk mitigation relating to
collateral, a reduction in the risk exposure of the bank shall be
allowed only when the maturity of the collateral and the maturity of
the exposure is matched, that is, collateral obtained by the bank as
security against an exposure of the bank shall be pledged as security
for the full duration of the bank’s exposure;

(B) the comprehensive approach for the recognition of risk mitigation
relating to netting, collateral, guarantees or credit-derivative
instruments, shall recognise the effect of mismatches between the
maturity of the bank’s underlying exposure and the protection obtained
through the application of the formula specified below, which formula
is designed to recognise the effect of the maturity mismatch. The
formula is expressed as:

Pa = P x (t-0.25)/(T-0.25)
where:

Pa is the relevant value of the credit protection obtained, adjusted
for the maturity mismatch

P is the relevant amount of credit protection obtained, adjusted
for any haircuts
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(¢)]

t is min (T, residual maturity of the credit protection
arrangement), expressed in years

T is min (5, residual maturity of the exposure), expressed in
years

(v)  When a bank obtains protection that differs in maturity from the underlying
credit exposure the bank shall monitor and control its roll-off risks, that is,
the fact that the bank will be exposed to the full amount of the credit
exposure when the protection expires.

The bank may be unable to obtain further protection or to maintain its
capital adequacy when the protection expires.

Treatment of pools of risk mitigation instruments
()  When a bank obtains-

(A) multiple risk mitigation instruments in order to protect a single
exposure, that is, the bank has obtained, for example, collateral,
guarantees and credit-derivative instruments partially protecting an
exposure; or

(B) protection with differing maturities,

the bank shall subdivide the exposure into portions covered by the relevant
types of risk mitigation instruments.

(i) A bank shall separately calculate its risk-weighted exposure relating to
each relevant portion envisaged in subparagraph (i) above.

Risk mitigation in respect of a securitisation exposure

When a bank that adopted the standardised approach for the measurement of
the bank’s exposure to credit risk obtains protection in respect of a securitisation
exposure the bank shall calculate its risk weighted exposure in respect of the
said exposure in accordance with the relevant requirements specified in
subregulation (7)(e) read with the relevant requirements specified in this
subregulation (9).
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(h)

Tranched cover

When a bank transfers to a protection seller or sellers a portion of the risk arising
from an exposure in one or more tranches whilst the said bank retains some
level of risk, and the risk transferred and the risk retained are of different
seniority, the bank may obtain credit protection, for example, in respect of the
more senior tranches, such as the second loss position, provided that in all cases
the bank shall apply the relevant rules and requirements relating to securitisation
exposures specified in the exemption notice relating to securitisation schemes
read with the relevant requirements specified in subregulations (6)(h), (6)(),
(7)(e) and (8)(h) above.

(10) Calculation of credit risk exposure: IRB approach

(17)

Subject to the relevant provisions of regulation 38(2) and subregulation (20), a bank
that wishes to adopt the IRB approach for the measurement of the bank’s exposure to
credit risk-

(@)

(b)

shall obtain the prior written approval of the Registar;

Should the Registrar grant his/her approval, the bank shall in addition to the
minimum requirements relating to the IRB approach specified in subregulation
(11)(b) below, continuously comply with such conditions as may be specified in
writing by the Registrar;

shall calculate its exposure to credit risk, at the discretion of the bank, either in
accordance with the provisions of Method 1, as set out in subregulations (11)
and (12) below, or Method 2, as set out in subregulations (13) and (14) below, or,
subject to such conditions as may be specified in writing by the Registrar, a
combination of the said methods.

Method 1: Calculation of credit risk exposure in terms of the foundation IRB approach

(@)

Unless specifically otherwise provided, a bank that obtained the prior written
approval of the Registrar to adopt the foundation IRB approach to calculate the
bank’s exposure to credit risk in respect of positions held in the bank’s banking
book-

(i) shall continuously comply with the relevant minimum requirements
specified in paragraph (b) below and such further conditions as may be
specified in writing by the Registrar in respect of any asset class subject to
the IRB approach;

(i) shall continuously comply with the relevant minimum disclosure
requirements specified in regulation 43(2);
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(b)

(vi)

(vii)

shall categorise its exposures in accordance with the relevant requirements
specified in paragraph (c) below;

shall calculate its risk-weighted exposures in accordance with the relevant
requirements and risk components specified in paragraph (d) below;

shall apply the IRB approach for the measurement of the bank’s
securitisation or resecuritisation exposure, that is, a bank shall not use the
IRB approach for the measurement of the bank’s securitisation or
resecuritisation exposure unless the bank obtained the prior written
approval of the Registrar to apply the IRB approach for the measurement
of the bank’s exposure to underlying credit exposure, provided that the
bank shall in respect of the said securitisation or resecuritisation exposures
comply with the relevant requirements specified in paragraph (b)(xii) below.

shall calculate any relevant credit impairment, amongst other things, in
accordance with the relevant requirements specified in subregulation (22);

shall deduct from the bank’s capital and reserve funds, or risk weight such
amounts, as may be specified in paragraph (q) below.

Minimum requirements

(i

(ii)

Subject to such conditions as may be specified in writing by the Registrar,
a bank that adopted the foundation IRB approach for the measurement of
the bank’s exposure to credit risk in respect of positions held in the bank’s
banking book shall apply the said approach in respect of all the bank’s
material asset classes and business units.

For a minimum period of three years or such lesser minimum period as
may be specified in writing by the Registrar, prior to a bank’s
implementation of the foundation IRB approach for the measurement of the
bank’s exposure to credit risk, the rating and risk estimation systems and
processes of the bank should have-

(A) provided a meaningful assessment of borrower and transaction
characteristics;

(B) provided a meaningful differentiation of risk;

(C) provided materially accurate and consistent quantitative estimates of
risk;



176 No. 35950

GOVERNMENT GAZETTE, 12 DECEMBER 2012

(i)

(D)

(E)

(F)

produced internal ratings and default and loss estimates that formed
an integral part of the bank’s-

(i) credit approval process;

(i) risk management process;

(iii)  internal capital allocation process;
(iv) corporate governance process;

been subjected to appropriate internal controls and independent
review,

been broadly in compliance with the minimum requirements specified
in this subregulation (11).

As a minimum, a bank that adopted the IRB approach for the measurement
of the bank’s exposure to credit risk in respect of positions held in the
bank’s banking book shall have in place a duly documented credit policy,
which credit policy-

A)

(B)

©)

shall be applied consistently over time for internal risk management
purposes and in terms of the IRB approach;

shall in the case of exposures relating to corporate institutions,
sovereigns or banks duly specify the relationship between borrower
grades in terms of the level of risk that each grade implies, that is,
the perceived and measured risk shall increase as the credit quality
of an exposure declines from one grade to the next;

shall in the case of exposures relating to corporate institutions,
sovereigns or banks duly specify the risk represented in each risk
grade in terms of both a description of the probability of default risk
typical for obligors assigned to the specific grade and the criteria
used to distinguish that level of credit risk;

shall be sufficiently robust to ensure that-

()  each relevant individual legal entity or person to which the bank
is exposed is separately rated;

(i)  the bank duly specifies the treatment of individual entities in a
connected group, including the circumstances under which the
same rating may or may not be assigned to all or some related
entities;
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(E)

@)

(i) the bank develops and maintains a robust process for the
identification of specific wrong way risk for each relevant
person or legal entity to which the bank is exposed,;

(iv) transactions with counterparties where specific wrong way risk
has been identified are appropriately treated in accordance with
the relevant requirements specified in these Regulations;

shall reinforce and foster the independence of the rating process;

shall duly specify the bank’s process relating to the assignment of
ratings to credit exposures;

shall duly specify the situations in which the senior management of
the bank may override the output of the rating process, including how
and to what extent such overrides may be used, and the names of
senior management who may approve overrides of the model's
output;

shall contain comprehensive requirements to assess the
creditworthiness of persons with overdraft facilities;

shall comprehensively deal with-

(i) overdue amounts, including the manner in which the bank
determines the number of past due days in respect of credit
exposures;

(i) exposures that are in default;

(iii) re-ageing of facilities or exposures, which re-aging, amongst
other things, shall comprehensively deal with-

(aa) persons responsible for approval;
(bb) reporting requirements;

(cc) the minimum age of a facility or exposure before it is
eligible for re-ageing;

(dd) the delinquency levels of facilities or exposures that are
eligible for re-ageing;

(ee) the maximum number of exposures per facility, eligible for
re-ageing;
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(iv)

(ff) a reassessment of the borrower's capacity to repay
amounts due;

(iv) the granting of extensions, deferrals, renewals or rewrites in
respect of existing accounts.

A bank that uses multiple systems to support its assessment of credit risk-
(A)  shall duly document-

() the rationale for assigning a particular obligor to a particular
rating system;

(i)  the specific industries or market segments to which a particular
rating system applies;

(B) shall allocate the bank’s obligors to a rating system in a manner that
best reflects the level of risk of a particular obligor.

Without derogating from the provisions of subparagraphs (i) to (iv) above,
the rating and risk estimation systems and processes of a bank that
adopted the IRB approach for the measurement of the bank’s exposure to
credit risk in respect of positions held in the bank’s banking book-

(A) shall in the case of exposures to corporate institutions, sovereigns or
banks, excluding any exposures relating to specialised lending that
were mapped into the standardised rating categories specified in
paragraph (d)(iii)(C) below, have separate and distinct dimensions
relating to-

(i) the risk of borrower default, that is, separate exposures to the
same obligor shall be assigned to the same borrower grade,
irrespective of any differences in the nature of each specific
transaction unless-

(aa) the one exposure is denominated in local currency whilst
the other exposure is denominated in foreign currency; or

(bb) protection was obtained in the form of a guarantee, which
protection resulted in an adjusted borrower grade,

in which case separate exposures may result in multiple grades
in respect of the same obligor.
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(B)

(i)  transaction-specific factors such as collateral, seniority and
product type, provided that-

(aa) when the rating system of a bank that adopted the
foundation IRB approach contains a facility dimension,
which facility dimension reflects both borrower and
transaction-specific factors, that is, the rating dimension
reflects expected loss by incorporating both borrower
strength (PD) and loss severity (LGD) considerations, the
rating system shall be deemed to comply with the
requirements of this item (A);

(bb) a separate rating system that exclusively reflects LGD
ratios shall be deemed to comply with the relevant
requirements of this item (A);

(cc) when the rating dimension reflects expected loss but it
does not separately quantify the LGD ratio in respect of
the said exposure, the bank shall apply the LGD
estimates determined by the Registrar.

shall in the case of exposures to corporate institutions, sovereigns or
banks ensure a meaningful distribution of exposures across risk
grades, that is, the bank shall not have excessive concentrations of
exposure in any one of the bank’s borrower rating or facility rating
scales.

As a minimum, a bank that adopted the IRB approach-

() shall in the case of exposures other than specialised lending
that were mapped into the standardised rating categories
specified in paragraph (d)(iii))(C) below, have no less than
seven borrower grades in respect of borrowers that are not in
default and one grade for borrowers that have defaulted,
provided that-

(aa) the bank shall in the case of concentrations within a
single grade have empirical evidence that-

() the grades cover sufficiently narrow PD bands;

(i) the default risk posed by borrowers in a particular
grade falls within the specific band;
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(D)

(bb) the Registrar may require a bank with a diverse portfolio
of credit exposure to have more borrower grades than the
minimum number of borrower grades specified in this
sub-item (i);

(i) shall in the case of exposures relating to specialised lending,
which exposures were mapped into the standardised rating
categories specified in paragraph (d)(iii)(C) below, have no less
than four borrower grades in respect of borrowers that are not
in default and one grade for borrowers that have defaulted;

(i) shall assign a rating to each obligor and all eligible guarantors,
which rating shall be reviewed or approved by a person who
does not directly benefit from the extension of credit;

(iv) shall associate each exposure with a facility rating as part of the
loan approval process;

(v) shall review assigned borrower and facility ratings on a regular
basis, but not less frequently than once a year, provided that
the bank shall review all relevant ratings as soon as material
new information comes to the attention of the bank;

(vi) shall have in place an effective process in order to obtain and
update all relevant information;

may in the case of exposures relating to specialised lending, which
exposures were mapped into the standardised rating categories
specified in paragraph (d)(iii)(C) below, have a single rating
dimension, which rating dimension reflects expected loss by
incorporating both borrower strength, that is, PD, and loss severity,
that is, LGD;

shall in the case of retail exposures-
()  be oriented towards and comprehensively capture-

(aa) borrower risk, which borrower risk shall include matters
such as borrower type and demographics such as age or
occupation; and

(bb) transaction risk, which transaction risk shall include
matters relating to product and collateral types such as
loan-to-value or lending-to-value measures, guarantees
and seniority;
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(ii)

(cc) the delinquency status of all relevant exposures, that is,
the bank shall separately identify exposures that are
delinquent and exposures that are not delinquent;

be sufficiently robust to ensure that the bank assigns each retail
exposure to a relevant pool of retail exposures as part of the
bank’s loan approval process, which loan approval process
shall make provision for-

(aa) a meaningful differentiation of risk, that is, there shall be a
meaningful distribution of borrowers and exposures
across the relevant retail pools of exposure in order to
ensure that no single pool of exposures results in undue
concentration in relation to the bank’s total retail
exposure;

(bb) a grouping of sufficienty homogenous exposures
provided that the bank shall consider the risk drivers in
respect of borrower risk, transaction risk and the
delinquency status of retail exposures when the bank
assigns a particular exposure to a particular retail pool of
exposures;

(cc) accurate and consistent estimates of loss characteristics
at a pool level, that is, for each pool of retail exposures,
the bank shall estimate the risk components of PD, LGD
and EAD, provided that the number of exposures in a
particular exposure pool shall be sufficient to allow for a
meaningful quantification and validation of the loss
characteristics at the pool level;

(dd) regular review, but not less frequently than once a year,
of the status of individual borrowers within each pool and
the loss characteristics and delinquency status of each
relevant pool, provided that the bank-

(i) shall review all relevant risk characteristics as soon
as material new information comes to the attention
of the bank;

(i)  may make use of a representative sample to review
the status of individual borrowers within each pool;
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(E)

@G)

shall make provision for specific rating definitions and criteria in order
to assign exposures to relevant risk grades, which definitions and
criteria-

(i)

(ii)

(i)
(iv)
v)

(vi)

shall be plausible and intuitive in order to ensure a meaningful
differentiation of risk;

shall be sufficiently detailed to allow-

(aa) persons responsible for assigning of ratings to
consistently assign borrowers or facilities that pose similar
risk to the same grade;

(bb) third parties such as the internal audit department or an
equally independent function, and the Registrar, to
understand the assignment of ratings and to evaluate the
appropriateness of the grade or pool assignments;

shall be duly documented;

shall be consistent with the bank’s internal lending standards;

shall take into consideration all relevant and material
information;

shall periodically be reviewed in order to ensure that the
definitions and criteria remain relevant and current.

shall incorporate an appropriate time horizon in order to assign a risk
rating to a borrower, which rating shall be based on a sufficiently long
time horizon-

i)
(ii)

to estimate an obligor’s probability of default;

to represent the borrower’s ability and willingness to repay
contractual obligations despite adverse economic conditions or
the occurrence of unexpected events;

shall be sufficiently robust to ensure that all relevant PD estimates of
highly leveraged borrowers, or borrowers of which the assets consist
predominantly of traded assets, reflect the performance of the
relevant underlying assets based on periods of stressed volatilities;
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(H)

may include statistical models and mechanical methods to assign
borrower and facility ratings or estimate PD ratios, LGD ratios and
EAD amounts, which models and methods-

() shall take into account all relevant and material information;
(i)  shall be used appropriately;
(i)  shall have good predictive power;

(iv) shall incorporate a reasonable set of risk predictors and the
bank shall have in place clear guidelines and processes to
monitor situations in which variables or risk inputs were altered;

(v) shall be materially accurate across a range of borrowers or
facilities;

(vi) shall not contain any known material biases;

(vii) shall be subject to a regular validation process of data inputs,
including an assessment of accuracy, completeness and
appropriateness;

(viii) shall be subject to written policies and procedures for human
review and judgement, provided that when human judgement is
used to override the model's output, the bank shall separately
keep track of the performance of the relevant exposure;

(ix) shall be subject to regular backtesting.
shall be duly documented, which documentation, as a minimum-
() shall address matters such as-

(aa) specific definitions of default and loss, which definitions
shall materially be consistent with the definitions
contained in this subregulation (11) and in regulation 67;

(bb) portfolio differentiation;

(cc) rating criteria and the rationale for the bank’s choice of
particular internal rating criteria, provided that the bank
shall be able to demonstrate to the satisfaction of the
Registrar that the selected rating criteria and procedures
are likely to result in ratings that meaningfully differentiate
risk;
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W)

(dd) the responsibilities of persons responsible for the rating of
borrowers and facilities;

(ee) definitions relating to rating exceptions and the persons
authorised to approve any rating exceptions;

(ff)  the frequency of rating reviews;

(gg) management oversight and the bank’s internal control
structure;

(hh) the history of major changes in the bank’s risk rating
process;

(i) shall provide adequate evidence of the bank’s compliance with
all relevant minimum requirements;

(i) shall duly indicate any differences between the bank’s risk
estimates for purposes of complying with the IRB approach and
for internal risk management purposes, such as pricing;

(iv) shall in the case of statistical models used in the bank’s rating
process, comprehensively deal with-

(aa) the relevant methodologies, including a detailed outline of
the theory, assumptions and/ or mathematical and
empirical basis to assign risk estimate to risk grades,
individual obligors, exposures or pools;

(bb) the data sources used;

(cc) the process to validate the model;

(dd) any circumstances under which the model does not work
effectively.

shall be subject to appropriate independent review.

(vi) Risk quantification

(A)

Unless specifically otherwise provided, a bank shall in the case of
exposures to corporate institutions, sovereigns or banks, estimate a
PD ratio in respect of each internal borrower grade, which PD
estimate-
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may be based on one or more of the three techniques specified
below, provided that the underlying historical observation period
shall be a minimum period of five years in respect of at least
one of the said techniques. .

(aa) Internal default experience
A bank-

()  shall demonstrate that the PD estimates are based
on the bank’s underwriting standards and
sufficiently reflect any differences between the
rating system that generated the data and the
bank’s current rating system.

(i)  may use pooled data provided that the bank shall
demonstrate to the satisfaction of the Registrar that
the internal rating systems and criteria of the other
banks in the pool are comparable with the bank’s
own internal rating systems and criteria.

(bb) Mapping to external data, that is, the bank may map its
internal risk grades to a risk scale used by an eligible
external credit assessment institution and then attribute
the default rate observed in respect of the external credit
assessment institution’s grades to the bank’s grades,
provided that-

() the bank shall compare and avoid any biases or
inconsistencies between the bank’s internal rating
criteria and the criteria used by the external
institution;

(i)  the bank shall compare and avoid any biases or
inconsistencies between the internal and external
ratings of any common borrowers;

(iii) the external institution’s criteria underlying
quantification shall be oriented to the risk of
borrower default and shall not reflect transaction
characteristics;

(iv) the bank shall compare and avoid any biases or
inconsistencies between the definitions used in
respect of default;
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(i)

(i)

(v) the bank shall document the basis on which the
mapping was done.

(cc) Statistical default models, that is, the bank may use a
simple average of default-probability estimates in respect
of individual borrowers assigned to a particular grade,
which estimates were generated by statistical default
prediction models, provided that the statistical model shall
comply with the relevant minimum requirements specified
in subparagraph (v)(G) above;

shall be based on the definition of default, specified in
regulation 67;

shall be based on a population of exposures that closely
matches or is at least comparable to the bank’'s existing
exposures and lending standards;

shall be based on economic and market conditions that are
relevant and current;

shall be a long-run average of the one-year default rates
relating to the borrowers in a particular grade;

shall incorporate all relevant and material information;

shall take into account any changes in lending practice or the
process for pursuing recoveries over the observation period;

shall be reviewed on a regular basis but not less frequently than
once a year or when material new information is obtained;

shall be based on historical experience and empirical evidence;

shall be based on a sufficient number of exposures and data
periods that will ensure accurate and robust PD estimates;

shall be based on an estimation technique that performs well in
out-of-sample tests;
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(B)

Unless specifically otherwise provided, a bank shall in the case of
retail exposures estimate a PD ratio and a LGD ratio in respect of
each retail pool of exposures, which PD estimate and LGD estimate-

(i) shall be based on the bank’s internal data as the primary
source of information;

(i) shall be based on a number of exposures in a particular
exposure pool that is sufficient to allow for a meaningful
quantification and validation of the loss characteristics;

(i) shall be based on the definition of default, specified in
regulation 67;

(iv) may rely on external data or statistical models for quantification
provided that the bank shall demonstrate to the satisfaction of
the Registrar a strong link between-

(aa) the bank’s process of assigning exposures to a particular
pool and the process used by the external data source;

(bb) the bank’s internal risk profile and the composition of the
external data;

(v)  shall incorporate all relevant and material information;

(vi) shall be based on a population of exposures that closely
matches or is at least comparable to the bank’s existing
exposures and lending standards;

(vii) shall be based on economic and market conditions that are
relevant and current;

(viii) shall be based on an estimation technique that performs well in
out-of-sample tests;

(ix) shall be reviewed on a regular basis but not less frequently than
once a year or when material new information is obtained;

(x) shall be based on long-run average estimates of PD and
default-weighted average loss rates given default, based on an
estimate of the expected long-run loss rate, provided that-

(aa) the bank may use an appropriate PD estimate to infer the
long-run default-weighted average loss rate given default;
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(©)

D)

(E)

(bb) the bank may use a long-run default-weighted average
loss rate given default to infer the appropriate PD;

(cc) the LGD ratio used to calculate the bank’s IRB capital
requirement shall not be less than the long-run default-
weighted average loss rate given default;

(xi) shall, irrespective whether the bank is using external, internal,
pooled data sources or a combination of the said three sources
for the estimation of loss characteristics, be based on an
underlying historical observation period of not less than five
years, provided that the bank may with the prior written
approval of the Registrar place more reliance on recent data
when the said data better reflects loss rates in respect of the
bank’s retail exposures;

Based on the definition of default specified in regulation 67, a bank
shall record all actual defaults in respect of all exposures subject to
the IRB approach;

When the status of a previously defaulted exposure subsequently
changes, and as such no longer constitutes a defaulted exposure,
the reporting bank shall rate the relevant obligor and estimate the
relevant LGD ratio in a manner similar to a non-defaulted facility,
provided that when the relevant exposure subsequently triggers one
of the criteria relating to default, which criteria are specified in
regulation 67, the relevant bank shall record a second default in
respect of the said exposure;

As a minimum, a bank-

() shall determine and specify a credit limit in respect of all
authorised overdraft facilities, which credit limit-

(@a) shall in writing be brought to the attention of the
relevant client of the bank;

(bb) shall on a continuous basis be monitored by the
relevant bank for compliance with the limit by the
relevant client;

(i) shall assign a limit of zero to any unauthorised overdraft facility.
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(F)

Unless specifically otherwise provided, a bank that obtained the
approval of the Registrar to apply the “top-down” approach for default
risk and/or the IRB approach for dilution risk in respect of purchased
corporate receivables or purchased retail receivables-

() shall group the relevant receivables into sufficiently
homogeneous pools in order to accurately and in a consistent
manner estimate PD ratios, LGD ratios or expected loss ratios
for default risk and dilution risk;

(i) shall comply with the relevant minimum risk quantification
standards for retail exposures specified in item (B) above;

(i) shall take into account all relevant information, including
information in respect of the quality of the underlying
receivables and data relating to similar pools;

(iv) shall establishwhether or not the data provided by the seller in
respect of the type, volume and on-going quality of the
receivables are consistent with the bank’s information;

(v) shall ensure that the bank maintains effective ownership and
control over the cash remittances derived from the receivables,
including in cases of seller or servicer distress or bankruptcy;

(vij shall ensure that all relevant payments are forwarded
completely and within the contractually agreed terms when the
obligor makes payments directly to a seller or servicer,

(vii) shall be able to monitor the quality of the receivables and the
financial condition of the seller or servicer;

(viii) shall assess any correlation between the quality of the
receivables and the financial condition of the seller or servicer;

(ix) shall conduct periodic reviews in respect of sellers or servicers
in order to-

(aa) verify the accuracy of any reports received from the seller
or servicer;

(bb) detect any fraud or operational weaknesses;

(cc) verify the quality of the seller's credit policies and
servicer’s collection policies and procedures;
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(xii)

(xiii)

shall duly document the findings of the reviews envisaged in
sub-item (ix) above;

shall be able to assess the characteristics relating to the pool of
receivable amounts, including-

(aa) any relevant over-advances;

(bb) the history relating to the seller’s arrears, bad debts, and
allowances for bad debt;

(cc) payment terms;
(dd) potential contra accounts;

shall receive timely and sufficiently detailed reports in respect of
the ageing and dilution of receivable amounts in order to-

(aa) ensure continuous compliance with the bank’s eligibility
criteria and policies relating to purchased receivables;

(bb) monitor and confirm the seller’s terms of sale;

shall have in place clear and effective policies and procedures,
and sufficiently robust information systems-

(aa) to detect any concentration risk within and across pools of
receivable amounts;

(bb) to monitor compliance with all contractual terms of the
facility, including covenants, advancing formulas,
concentration limits and early amortisation triggers;

(cc) to monitor compliance with the bank’s internal policies in
respect of advance rates;

(dd) to limit inappropriate drawings;
(ee) to effectively deal with financially weakened sellers or
servicers and/or a deterioration in the quality of the pool

of receivable amounts;

(ff) to initiate legal actions or deal with problem receivables;
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(gg) that specify all material elements of the bank’s
programme relating to purchased receivables, including-

() advance rates;

(i) eligible collateral;

(i)  required documentation;
(iv) concentration limits;

(v) the manner in which cash receipts should be
handled;

(hh) that ensure that funds are advanced only when specified
supporting collateral and documentation such as servicer
attestations, invoices or shipping documents are received;

(xiv) shall have in place an effective internal control process in order
to assess the bank’s continued compliance with all critical
policies and procedures, which internal control process shall
include-

(aa) regular internal and/or external audits of all critical phases
of the bank’s programme relating to purchased
receivables;

(bb) verification of the separation of duties between-

(i) the assessment of the seller or servicer and the
assessment of the obligor;

(i) the assessment of the seller or servicer and the
field audit of the seller or servicer;

(cc) evaluations of the effectiveness of the back-office
operations, with specific emphasis being placed on
qualifications, experience, staffing levels and supporting
systems.
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(vii)

Unless specifically otherwise provided, a bank that obtained the prior
written approval of the Registrar to adopt the internal model market-based
approach for the measurement of the bank’s risk exposure in respect of
equity instruments held in the bank’s banking book shall in addition to such
conditions as may be determined by the Registrar continuously comply with
the quantitative and qualitative requirements specified below:

(A) Quantitative requirements

In order to calculate a bank’s risk exposure relating to equity
positions held in the bank’s banking book in terms of the internal
model market-based approach, the bank-

(i)

may use any type of value-at-risk (“VaR”) model, including
models based on variance-covariance, historical simulation or
Monte Carlo, provided that the model-

(aa)

shall duly capture all material risks contained in the
bank’s equity positions, including general market risk and
specific risk exposure;

shall be sufficiently robust to adequately explain historical
price variation;

shall duly capture the magnitude of and changes in any
concentration risk;

shall be robust to adverse market conditions;

shall be appropriate for the risk profile and complexity of
the bank’s equity positions, including positions in respect
of non-linear instruments such as options;

shall have good predictive power and shall not produce
materially incorrect capital requirements;

may with the prior written approval of the Registrar
incorporate portfolio correlations into the bank’s internal
risk measures provided that the said correlations shall be
based on empirical evidence and analysis;
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(ii)

(i)

(iv)

may use modelling techniques such as historical scenario
analysis, provided that the said modelling technique shall
produce a capital requirement equivalent to a potential loss
based on a 99" percentile, one-tailed confidence interval of the
difference between quarterly returns and the appropriate risk-
free rate computed over a long-term sample period;

may use single or multi-factor models, provided that-
(aa) the risk factors-

() shall be sufficient to capture the risks inherent in the
bank’s equity portfolio;

(i)  shall correspond to the appropriate equity market
characteristics in which the bank holds significant
positions;

(bb) the bank shall demonstrate by way of empirical analyses,
to the satisfaction of the Registrar, the appropriateness of
the risk factors, including the risk factors’ ability to cover
both general risk and specific risk;

shall calculate estimated losses, which estimated losses-
(aa) shall be sufficiently robust to adverse market movements;

(bb) shall be relevant to the long-term risk profile of the bank’s
specific equity holdings;

(cc) shall incorporate all relevant and material data,
information and methods;

(dd) shall be based on-

() realistic long-run experience, including a period of a
reasonably severe decline in equity prices;

(i) a number of risk exposures in the sample and a
data period sufficient to provide the bank with
confidence in respect of the accuracy and the
robustness of its estimates;
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(viii)

(v) shall use internal data and/or data from external sources,
including pooled data, which data-

(aa) shall reflect the longest sample period for which data are
available;

(bb) shall be meaningful in the sense that the data shall
represent the risk profile of the bank’s specific equity
holdings;

(cc) shall be sufficient to provide conservative, statistically
reliable and robust loss estimates;

(dd) shall be closely matched to or comparable with the bank’s
equity exposures;

(ee) shall be independently reviewed.
(B) Qualitative requirements
A bank that adopted the internal model market-based approach for
the calculation of the bank’s risk exposure in respect of equity
instruments held in the bank’s banking book shall comply with the
relevant qualitative requirements specified in regulation 39(14)(a).
Data maintenance
As a minimum, a bank that adopted the IRB approach for the measurement
of the bank’s exposure to credit risk shall collect and store data in respect

of all key borrower and facility characteristics, which data-

(A) shall provide effective support to the bank’s internal credit risk
measurement and management process;

(B) shall be sufficiently detailed to allow retrospective re-allocation of
obligors and facilities to the bank’s various risk grades;

(C) shall in the case of corporate, sovereign or bank exposures include-

() the rating histories in respect of obligors and eligible
guarantors;

(i)  the date on which a rating was assigned;

(iii) the methodology, key data and the model/person used to derive
the rating;



STAATSKOERANT, 12 DESEMBER 2012 No. 35950

195

(ix)

(iv) the identity of borrowers and facilities that defaulted, and the
timing and circumstances of such defaults;

(v) the PD ratios and realised default rates associated with the
bank’s rating grades;

(vi) rating migration in order to keep track of the predictive power of
the rating system;

(D) shall in the case of retail exposures include-

() the data that was used to allocate particular exposures to
particular pools, including the data relating to borrower and
transaction risk characteristics;

(i)  the data in respect of delinquent exposures;

(i) data related to the estimated PD ratios, LGD ratios and EAD
amounts associated with each relevant pool of exposures;

(E) shall in the case of defaulted retail exposures include data in respect
of the pool to which the exposure was assigned during the year
preceding the default and the realised outcomes in respect of the
LGD ratio and the EAD amount.

Stress testing

As a minimum, a bank that adopted the IRB approach for the measurement

of the bank’s exposure to credit risk shall have in place a stress-testing

process in respect of the bank’s exposure to credit risk, which stress
testing process-

(A) shall include an identification of possible events or future changes in
economic conditions that may have an unfavourable effect on the
bank’s risk exposures and an assessment of the bank’s ability to
withstand such events or changes, which events or changes may
include-

(i)  economic or industry downturns;
(i)  market-risk events;

(ii)  liquidity constraints;

(iv) mild recession scenarios;
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)

(B)

©)

(D)

(E)

(F)

shall in the case of protected exposure subject to the double default
approach envisaged in subregulation (12)(g) include an assessment
of the impact of-

() a deterioration in the credit quality of protection providers, in
particular the impact of protection providers falling outside the
eligibility criteria specified in subregulation (12)(g) due to rating
changes;

(i) the default of one but not both the obligor and the protection
provider,

and the consequent increase in risk exposure and the required
amount of capital and reserve funds at the time of the said default;

shall be meaningful, based on the environment in which the bank
conducts business;

shall assess the effect of a recession on the bank’s PD ratios, LGD
ratios and EAD amounts;

shall make provision for an internal ratings migration in respect of at
least some of the bank’s exposure to credit risk;

shall appropriately evaluate evidence of rating migration in respect of
external ratings.

Validation of internal estimates

As a minimum, a bank that adopted the IRB approach for the measurement
of the bank’s exposure to credit risk-

(A)

(B)

shall have in place a robust system to validate the accuracy and
consistency of the bank’s rating systems and processes, including all
estimates of relevant risk components, which internal assessments
shall be based on long data histories, covering a range of economic
conditions and ideally one or more complete business cycles;

shall regularly compare realised default rates with estimated PD
ratios in respect of each grade and shall demonstrate to the
satisfaction of the Registrar that the realised default rates are within
the expected range for a particular grade;
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(xi)

(xii)

(C) shall duly document the data and the methods used to compare
realised default rates with estimated PD ratios in respect of each
grade, including the periods that were covered and any changes in
the data and methods that were used, which analysis and
documentation shall be updated at appropriate intervals, but not less
frequently than once every year;

(D) shall make use of quantitative validation tools and comparisons with
relevant external data sources in order to validate the bank’s internal
estimates of risk components;

(E) shall demonstrate to the satisfaction of the Registrar that the bank’s
quantitative testing methods and validation methods do not vary
systematically with the economic cycle;

(F) shall have in place sufficiently robust internal standards to deal with
situations where realised PD ratios deviate substantially from
expected PD ratios provided that when the realised values continue
to be higher than expected values the bank shall adjust its estimates
of risk components upward in order to reflect the appropriate default
and loss experiences.

Disclosure

A bank that obtained the approval of the Registrar to adopt the IRB
approach for the measurement of the bank’s exposure to credit risk shall
disclose in its annual financial statements and other disclosures to the
public sufficiently detailed qualitative and quantitative information in
accordance with the relevant requirements specified in regulation 43(2).

Securitisation and/or resecuritisation exposures

A bank that obtained the prior written approval of the Registrar to adopt the
IRB approach for the measurement of the bank’s exposure to credit risk
shall apply the IRB approach for the measurement of the bank’s
securitisation or resecuritisation exposure, provided that-

(A) the bank shall in addition to such conditions as may be specified in
writing by the Registrar comply with the relevant requirements
specified in this subparagraph (xii) and the relevant requirements
specified in paragraphs (e) to (p) below;
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(B)

©)

(D)

unless the Registrar determines otherwise, a bank that adopted the
IRB approach in respect of some underlying exposures and the
standardised approach in respect of the remainder of underlying
credit exposures shall apply the approach that relates to the
predominant part of underlying credit exposures in respect of the
bank’s exposure to a securitisation scheme or resecuritisation
exposure;

when no specific IRB treatment is specified in respect of a particular
underlying asset type, a bank that obtained the approval of the
Registrar to adopt the IRB approach, which bank-

(i)

(ii)

acts as an originator, shall apply the standardised approach
specified in subregulation (6)(h) above to calculate the bank’s
capital requirement in respect of the relevant securitisation or
resecuritisation exposure;

does not act as an originator in respect of the securitised or
resecuritised assets or exposures, but instead invests in an
instrument issued in respect of the securitisation or
resecuritisation scheme, shall apply the ratings-based approach
specified in paragraph (e) below to calculate the bank’s capital
requirement in respect of the relevant securitisation or
resecuritisation exposure.

when-

i)

(ii)

a securitisation or resecuritisation exposure is rated or a rating
can be inferred as envisaged in paragraphs (e) and (f) below,
the bank shall apply the ratings-based approach specified in
paragraph (e) below to the relevant securitisation or
resecuritisation exposure;

an external or inferred rating is not available in respect of a
securitisation or resecuritisation exposure, the bank shall apply
the internal assessment approach or standard formula
approach respectively specified in paragraphs (g) and (i) below,
provided that the internal assessment approach shall be
applied only to exposures that relate to an asset-backed
commercial-paper programme, which exposures shall comply
with the relevant requirements specified in paragraph (g) below;
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(i)

the bank or another institution within the banking group of
which such a bank is a member, acting as a servicing agent, a
repackager, a sponsor in respect of a securitisation scheme
other than an asset-backed commercial paper programme or a
sponsor in respect of an asset-backed commercial paper
programme provides a liquidity facility in respect of such a
securitisation scheme, which liquidity facility complies with the
relevant conditions specified in paragraph 7 of the exemption
notice relating to securitisation schemes, the said bank or
institution shall in the case of-

(aa) a rated liquidity facility apply-

() the ratings-based approach specified in paragraph
(e) below;

(i) a credit-conversion factor of 100 per cent to the
relevant rated liquidity facility;

(bb) an unrated facility in respect of which an inferred rating is
not available apply-

() the internal assessment approach specified in
paragraph (g) below, provided that the bank shall
comply with the relevant requirements specified in
paragraphs (g) and (h) below, or

(i) the standard formula approach specified in
paragraph (i) below;

(cc) an eligible liquidity facility that may only be drawn in the
event of a general market disruption apply a 100 per cent
credit-conversion factor in terms of the ratings-based
approach when the facility is externally rated,;

(dd) a facility in respect of which neither the bottom-up
approach nor the top-down approach can be applied to
calculate the Kgs amount specified in paragraph (k)
below, apply the highest risk weight assigned in terms of
the standardised approach to any of the underlying
individual exposures covered by the liquidity facility and a
credit-conversion factor of 100 per cent;
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(iv)

(ee) all liquidity facilities other than the liquidity facilities
envisaged above, assign to the relevant notional amount
of the said liquidity facility a risk weight of 1250 per cent,
or such imputed percentage that will effectively result in
an amount equivalent to a deduction against capital and
reserve funds,

Provided that a bank that acts as an originator shall in no case
provide any liquidity facility in respect of the securitisation
scheme in respect of which that bank acts as such an
originator.

the bank or another institution within the banking group of
which such a bank is a member, acting as a servicing agent,
provides an eligible servicer cash advance facility in respect of
a securitisation scheme, that is, a facility that, amongst other
things, complies with the relevant conditions specified in
paragraphs 7 and 9 of the exemption notice relating to
securitisation schemes, the said bank or institution may in the
case of any undrawn servicer cash advance facility that is
unconditionally cancellable by the said bank or institution
without prior notice, apply a credit-conversion factor of nil per
cent in respect of the said undrawn facility, provided that-

(aa) the said facility shall duly state that the servicing agent is
under no obligation to advance funds to investors or the
special-purpose institution in terms of the servicer cash
advance facility;

(bb) any cash advance made by the servicing agent shall be at
the servicing agent’s sole discretion and solely to cover
an unexpected temporary shortfall that arose from
delayed payments;
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