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GENERAL NoTICES ® ALGEMENE KENNISGEWINGS

NATIONAL TREASURY

GENERAL NOTICE 943 OF 2022

AMENDMENTS TO REGULATIONS IN TERMS OF BANKS'ACT, 1990
The Minister of Finance has, in terms of section 80 of the Banks Act, 1990 (Act No. 94 of 1990), made amendments to the Regulations relating
to Banks which were published in Government Notice No. R. 1029 of 12 December 2012, Government Notice No. R. 261 of 27 March 2015,

Government Notice No. R. 309 of 10 April 2015, Government Notice No. R. 297 of 20 May 2016, Notice No. 724 of 18 December 2020 and
Notice No. 1427 of 31 December 2020, as set out in the Schedule.

SCHEDULE
Definitions

1. In this Schedule, "the Regulations” means the Regulations published under Government Notice No. R. 1029, in Government
Gazette No. 35950 on 12 December 2012, as amended by—

(a) Government Notice No. R. 261, in Government Gazette No. 38616 of 27 March 2015;
(b) Government Notice No. R. 309, in Government Gazette No. 38682 of 10 April 2015,
(c) Government Notice No. R. 297, in Government Gazette No. 40002 of 20 May 2016;
(d) Notice No. 724, in Government Gazette No. 44003 of 18 December 2020; and

(e) Notice No. 1427, in Government Gazette No. 44048 of 31 December 2020.

Substitution of form BA 210

2. The form set out in Annexure A to this notice is hereby substituted for form BA 210 immediately preceding regulation 24
of the Regulations.

Amendment of regulation 24 of the Regulations

3.- Regulation 24 of the Regulations is hereby amended—
(a) by the substitution for subregulation (6) of the following subregulation:

“(6) Matters related to concentration risk, primarily credit concentration risk

(a) In order to, among others-
(i) protect a bank or controlling company's solvency in the event of the default or insolvency
of-

(A) a single counterparty; or

(B) a group of connected or closely related counterparties, which shall for the
purposes of this subregulation (6) be regarded as a single counterparty;
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(b)

2
(i) promote the stability of the financial system;
(i) fimit the size of a bank or controlling company’s exposure to—

(A) a single borrower; or

(B) a group of closely related borrowers, which shall for the purposes of this
subregulation (6) be regarded as a single counterparty,

in relation to the sum of the bank or controlling company's qualifying common equity tier
1 capital and reserve funds and additional tier 1 capital and reserve funds;

(iv) complement—
(A) other risk-based capital requirements specified in these Regulations; and
(B) any limits that may be included in the bank or controlling company’s policies,
processes or procedures, implemented as a result of matters related to its board-
approved risk appetite or risk profile;
(v) promote diversification of a bank or controlling company’s credit risk exposure;
(vi) ensure that banks and controlling companies—
(A) have in place sufficiently robust policies, processes and procedures to-
(i) identify concentration risk;
(i) assess relationships among persons or counterparties;
(iii) measure concentration risk;
(iv) evaluate concentration risk;
(v) monitor concentration risk;
(vi) report concentration risk; and
(vii) control or mitigate concentration risk,
on a timely basis;

(B) consistently measure, aggregate and control exposures to single counterparties
or to groups of connected counterparties across their books and operations,

(vii) mitigate risks related to—
(A) contagion; and
(B) the shadow banking system;

(vii)  ensure that material losses in one systemically important bank or controlling company do
not threaten the solvency of other systemically important financial institutions,

a bank or controlling company shall calculate and report its credit concentration risk at every
relevant tier within the banking group, that is, as a minimum, at every relevant branch, bank solo
and consolidated level, in accordance with the relevant requirements specified in these
Regulations, provided that when a bank or controlling company fails to or is unable to comply with
any relevant requirement specified in this regulation 24, the bank or controlling company shall
immediately report that failure or inability to comply in writing to the Authority, stating the reason(s)
for such failure or inability to comply, the measures taken to ensure compliance as soon as
possible and the date by when the bank or controlling company expects to comply with the
relevant requirement.

Without derogating from any of the provisions of section 73 of the Act, for the purposes of this
subregulation (6)}—

(i) two or more natural or legal persons shall be deemed to be a group of connected
counterparties, which shall for the purposes of this subregulation (6) be regarded as a
single counterparty, if—
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(A) one of the persons or counterparties directly or indirectly has control over the
other(s), which relationship shall for the purposes of this subregulation (6) be
referred to as a control relationship; or

(B) as a result of one of the counterparties experiencing financial problems, such as,
for example, funding or repayment difficulties, the other(s) are likely to also
encounter funding or repayment difficulties, which relationship shall for the
purposes of this subregulation (6) be referred to as economic interdependence.

That is, based on the aforesaid, a group of connected counterparties, which must for the
purposes of this subregulation (6) be regarded as a single counterparty, means two or
more natural or legal persons with a specific control relationship or specific
interdependencies such that, should one of the persons or counterparties fail or
experience substantial financial difficulties, the other relevant counterparties are very
likely to fail or also experience substantial financial difficulties, provided that the relevant
requirements specified hereinbefore related to connected counterparties shall not apply
in relation to exposures to central counterparties, arising from clearing activities.

(ii) in order to determine—

(A) whether a control relationship or connectedness envisaged in subparagraph
(i)(A) above exists, the bank or controlling company—

(i) shall automatically accept that such a control relationship exists when
one person or entity owns more than 50% of the voting rights of the other
person or entity;

(i) shall, as a minimum, duly take into account—

(aa) any relevant voting agreement, such as, for example, an
agreement with other shareholders to control a majority of the
voting rights;

(bb) any significant influence being exercised in relation to the
appointment or dismissal of any relevant administrative,
management or supervisory body, such as, for example, the right
to appoint or remove a majority of the members, or the fact that
a majority of such members have been appointed solely as a
result of the exercise of an individual person or entity’s voting
rights;

(cc)  significant influence that may be or have been exercised in
relation to the senior management, such as, for example, an
entity that has the power, pursuant to a contract or otherwise, by
means of consent rights or otherwise, to exercise a controlling
influence over the management, key policies or key decisions of
the other entity;

(dd)  other relevant criteria related to a control relationship specified in
any relevant internationally agreed accounting or financial
reporting standard,

Provided that, in exceptional cases, when control has been established based
upon any of the aforementioned criteria, and the bank or controlling company is
of the opinion that such control does not necessarily result in the entities
concerned constituting a group of connected counterparties that has to be
regarded as a single counterparty, the bank or controlling company shall
demonstrate to the satisfaction of the Authority that due to the existence of
specific circumstances or corporate governance safeguards, such a group should
not be regarded as a group of connected counterparties and should not be
regarded as a single counterparty;

(B) whether a situation of economic interdependence or connectedness envisaged
in subparagraph (i)(B) above exists, the bank or controlling company shall, as a
minimum, duly take into account the factors specified below:

(i) When 50% or more of the one counterparty's—
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(vi)
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(aa)  gross annual receipts is derived from; or
(bb)  gross annual expenditures relates to,

transactions with the other counterparty, such as, for example, the owner
of a residential/commercial property and the tenant who pays a significant
part of the rent;

When the one counterparty has fully or partly guaranteed the exposure
of the other counterparty, or is liable by other means, and the exposure
is so significant that the guarantor is likely to default or experience
substantial financial difficulties if a claim occurs;

When a significant part of the one counterparty’s production/output is sold
to the other counterparty, and it cannot easily be replaced by other
customers;

When the expected source of funds to repay the loans of two or more
counterparties is the same source for the respective counterparties, and
the said counterparties do not have another independent source of
income from which to fully repay the loan;

When financial problems or difficulties of the one counterparty is likely to
cause difficulties for the other counterparties in terms of full and timely
repayment of liabilities;

When the insolvency or default of the one counterparty is likely to be
associated with the insolvency or default of the other counterparty(ies);

When two or more counterparties rely on the same source for the majority
of their funding and, in the event of the common provider's default, it is
unlikely that an alternative provider would be found, that is, the funding
problems of the one counterparty are likely to spread to another due to a
one-way or two-way dependence on the same main funding source,

Provided that—

(aa) in exceptional cases, when economic interconnectedness has
been established based upon any of the aforementioned criteria,
and the bank or controlling company is of the opinion that such
economic interdependence does not necessarily result in the
entities concerned constituting a group of connected
counterparties that has to be regarded as a single counterparty,
the bank or controlling company shall demonstrate to the
satisfaction of the Authority that a counterparty that is
economically closely related to another counterparty is likely to
overcome the seemingly financial difficulties, or even the second
counterparty’s default, by finding alternative business partners or
funding sources within an apprapriate time period acceptable to
the Authority, and the bank or controlling company shall
thereafter comply with such requirements related to those entities
as may be directed in writing by the Authority;

(bb)  when the sum of the bank or controlling company’s exposures to
one individual counterparty exceeds 5% of the sum of the bank
or controlling company’s qualifying common equity tier 1 capital
and reserve funds and additional tier 1 capital and reserve funds,
as reported in item 77, column 1, of the form BA 700, as at the
end of the reporting date immediately preceding the reporting
date to which the current form BA 210 relates, the bank or
controlling company shall carefully consider possible connected
counterparties on the basis of economic interdependence.

covered bonds mean bonds—

(A) issued by a bank or mortgage institution;

(B) subject by law to special public supervision designed to protect the relevant bond

holders;
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(C) of which the proceeds derived from the issuance thereof must be invested in
confarmity with the relevant legislation, in assets that—

(i) during the entire period of the validity of the bonds, are capable of
covering claims attached to the bonds; and

(ii) in the event of the failure of the issuer, will be used on a priority basis for
the repayment of the relevant principal amount and any relevant amount
related to accrued interest.

(c) Subject to the provisions of subregulation (8) below, a bank or controlling company—

(i) shall calculate its credit concentration risk exposure to a single counterparty or a group
of connected counterparties, which shall for the purposes of this subregulation (6) be
regarded as a single counterparty, as the sum of all relevant on-balance-sheet and off-
balance-sheet credit exposures, including transactions in instruments that give rise to
counterparty credit risk, envisaged in these Regulations, included in either its banking
book or trading book, provided that—

(A) in the case of on-balance sheet non-derivative assets held in the bank or
controlling company’s banking book, the exposure value shall either be—

(i) the relevant accounting value net of any relevant specific provision or
value adjustment, or

(i) in exceptional cases, after the bank or controlling company informed the
Authority in writing of the relevant reasons and subject to such conditions
as may be specified in writing by the Authority, the exposure value gross
of any relevant specific provision or value adjustment;

(B) in the case of off-balance sheet commitments, excluding OTC derivative
instruments or transactions in other instruments that expose the bank or
controlling company to counterparty credit risk, held in the bank or controlling
company’s banking book, the bank or controlling company shall convert the
relevant off-balance sheet commitment into a credit exposure equivalent through
the use of the relevant credit conversion factors (CCFs) specified in the
standardised approach for credit risk in regulation 23(8), subject to a CCF floor
of 10%;

) in the case of exposures arising from OTC derivative instruments or other
instruments that expose the bank or controlling company to counterparty credit
risk, other than securities financing transactions, held in the banking book or
trading book, the exposure value shall be the relevant exposure at default
amount, calculated in accordance with the relevant requirements specified in
regulation 23(18) in respect of the standardised approach for counterparty credit
risk;

(D) in the case of securities financing transactions, the bank or controlling company
shall use the comprehensive approach and the relevant standardised haircuts
specified in regulation 23(9);

(E) in the case of any position held in the bank or controlling company’s trading book,
the bank or controlling company shall calculate the relevant trading book
exposure value to be added to the relevant banking book exposure value in
accordance with the relevant requirements specified in paragraph (e) below;

(F) in the case of a covered bond, the bank or controlling company shall calculate
the relevant exposure value in accordance with the relevant requirements
specified in subparagraph (ii) below;

(G) in the case of exposures incurred via structures with underlying assets, the bank
or controlling company shall calculate the relevant exposure value in accordance
with the relevant requirements specified in subparagraph (iii) below;

H) in the case of exposures to any central counterparty not exempted from the
provisions of this subregulation (6)—

(i) the bank or controlling company shall measure its exposure as the sum
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of all the relevant clearing exposures and non-clearing exposures
envisaged in these Regulations;

arising from clearing activities, the bank or controlling company shall
aggregate those relevant exposures, in accordance with the relevant
requirements specified below, provided that when the bank or controlling
company acts as a clearing member or is a client of a clearing member,
the bank or controlling company shall determine the counterparty to
which the relevant exposures must be assigned, based on the relevant
requirements specified in these Regulations.

In the case of—

(aa) trade exposures, the exposure value shall be the relevant
exposure amount calculated in terms of the relevant
requirements specified in these Regulations, such as, for
example, the exposure amount arising from specified derivative
instruments, calculated in terms of the standardised approach for
counterparty credit risk, specified in regulation 23(18);

(bb)  segregated initial margin, that is, for example, when initial margin
posted is held by a third-party custodian, bankruptcy remote from
the relevant CCP, the relevant exposure value shall be equal to
zero;

(cc) non-segregated initial margin, the relevant exposure value shall
be the nominal amount of the initial margin posted;

(dd)  pre-funded default fund contributions, the relevant exposure
value shall be the nominal amount of the funded contribution;

(ee)  unfunded default fund contributions, the relevant exposure value
shall be equali to zero;

(ff) equity interests or exposure, the relevant exposure value shall be
the relevant nominal amount;

(gg) any other type of exposure not directly related to clearing
services provided by the CCP, such as, for example, funding
facilities, credit facilities and guarantees, the relevant exposure
value shall be measured in accordance with the relevant
requirements specified in this subregulation (6), as for any other
type of counterparty exposure.

in the case of any relevant exposure—

0]

(it)

deducted from the bank or controlling company’s capital and reserve
funds, the bank or controlling company, as the case may be, shall
exclude that relevant exposure so deducted from the aforementioned
calculation when it aggregates all the other relevant exposures to that
counterparty for the purposes of this subregulation (6);

risk weighted at 1,250%, the bank or controlling company, as the case
may be, shall include that exposure so risk weighted in the
aforementioned calculation when it aggregates all the relevant exposures
to a particular counterparty for the purposes of this subregulation (6);

when the bank or controlling company obtains eligible unfunded credit protection
in the form of guarantees or credit derivative instruments, or eligible financial
collateral, as envisaged in regulation 23(9), the bank or controlling company, as
the case may be, may take that eligible unfunded credit protection into
consideration, in accordance with the relevant requirements specified in
paragraph (d) below, when it calculates the relevant exposure to that counterparty
for the purposes of this subregulation (6).

shall in the case of a covered bond—

(A)

that at inception and throughout the remaining maturity of the relevant covered
bond meets all the conditions specified below, assign to the relevant issuing bank

This gazette is also available free online at www.gpwonline.co.za




STAATSKOERANT, 31 MAART 2022 No. 46159 9

7

or institution such exposure value as may be directed in writing by the Authority,
which may range between 20% and less than 100%, but in no case less than
20%, of the relevant nominal value of the bank or controlling company’s covered
bond holding:

(i) the pool of underlying assets shall consist exclusively of:

(aa) claims on or guaranteed by sovereigns, their central banks,
public sector entities or multilateral development banks;

(bb)  claims secured by mortgages on residential real estate that—

(i) qualify for a risk weight of 35% or lower in terms of the
Standardised Approach for credit risk specified in
regulation 23(8); and

(i) have a loan-to-value ratio of 80% or lower, provided that,
in order to calculate the required loan-to-value ratio, the
operational requirements specified in regulation
23(12)(b)(ii)(B)(ii) related to the objective market value of
collateral and frequent revaluation shall apply.

and/or
(cc)  claims secured by commercial real estate that—

(i) qualify for a risk weight of 100% or lower in terms of the
Standardised Approach for credit risk specified in
regulation 23(8); and

(i) have a loan-to-value ratio of 60% or lower, provided that,
in order to calculate the required loan-to-value ratio, the
operational requirements specified in regulation
23(12)(b)(ii)(B)(ii) related to the objective market value of
collateral and frequent revaluation shall apply.

(ii) the nominal value of the pool of assets assigned to the covered bond
instrument(s) by its issuer shall exceed its nominal outstanding value by
10% or more, provided that—

(aa) the issuing bank or institution shall publicly disclose on a regular
basis, but not less frequently than once a year, that the cover
pool in practice actually meets the minimum requirement of 10%
or more envisaged hereinbefore, irrespective of whether or not
any other relevant legislative framework stipulates a requirement
of at least 10%,;

(bb)  in addition to the asset types specified in sub-item (i) above,
additional collateral may include substitution assets, such as, for
example, cash or short-term liquid and secure assets held in
substitution of the primary assets, to top-up the cover pool for
managemernt purposes, and derivative instruments entered into
for the purposes of hedging the risks arising from the relevant
covered bond programme;

(B) other than a covered bond envisaged in item (A) above, assign to the relevant
issuing bank or institution an exposure value equal to 100% of the nominal value
of the bank or controlling company’s covered bond holding;

(i} shall in the case of exposures incurred via structures with underlying assets, such as, for
example, exposures to funds, collective investment undertakings and securitisation
vehicles, look through the structure to identify the relevant underlying assets and the
counterparty corresponding to each of the relevant underlying assets in respect of which
the relevant exposure value is equal to or higher than 0.25% of the sum of the bank or
controlling company’s qualifying common equity tier 1 capital and reserve funds and
additional tier 1 capital and reserve funds, as reported in item 77 of the form BA 700, as
at the end of the reporting date immediately preceding the reporting date to which the
current form BA 210 relates, and add those relevant underlying exposures to any other
direct or indirect exposure to that relevant counterparty, provided that—
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(D)

(E)

(F)

the bank or controlling company may assign any exposure amount to an
underlying asset that is less than 0.25% of the sum of the bank or controlling
company’s qualifying common equity tier 1 capital and reserve funds and
additional tier 1 capital and reserve funds, as reported in item 77 of the form
BA 700, as at the end of the reporting date immediately preceding the reporting
date to which the current form BA 210 relates—

(i) to any other direct or indirect exposure to the relevant counterparty when
the bank is able to look through the structure to identify the relevant
underlying assets and the counterparty corresponding to each of the
relevant underlying assets; or otherwise;

(i) to the structure itself;

the bank or controlling company is not required to look through the structure to
identify the underlying assets, if the bank or controlling company, as the case
may be, can demonstrate to the satisfaction of the Authority that—

(i) the bank or controlling company’s entire investment in that structure is
less than 0.25% of the sum of the bank or controlling company's
qualifying common equity tier 1 capital and reserve funds and additional
tier 1 capital and reserve funds, as reported in item 77 of the form BA 700,
as at the end of the reporting date immediately preceding the reporting
date to which the current form BA 210 relates; or

(i) the bank or controlling company’s exposure amount to each relevant
underlying asset of the structure is smaller than 0.25% of the sum of the
bank or controlling company’s qualifying common equity tier 1 capital and
reserve funds and additional tier 1 capital and reserve funds, as reported
in item 77 of the form BA 700, as at the end of the reporting date
immediately preceding the reporting date to which the current form
BA 210 relates,

in which case the bank or controlling company may assign the relevant exposure
amount to the structure itself, and regard that exposure as a distinct counterparty;

when the bank or controlling company is unable to identify the relevant underlying
assets of a structure where the total amount of its exposure does not exceed
0.25% of the sum of the bank or controlling company’s qualifying common equity
tier 1 capital and reserve funds and additional tier 1 capital and reserve funds, as
reported in item 77 of the form BA 700, as at the end of the reporting date
immediately preceding the reporting date to which the current form BA 210
relates, the bank or controlling company, as the case may be—

0] shall assign the relevant total exposure amount of its investment to that
structure, which shall for the purposes of these Regulations be regarded
as an unknown client, and the bank or controlling company shall
aggregate all those unknown client exposures as if they related to a
single counterparty, which is, the said unknown counterparty;

(i) shall apply any relevant exposure limit envisaged in this subregulation (6)
to that said unknown single counterparty;

when the bank or controlling company, in the opinion of the Authority, potentially
abuses the provisions of this subparagraph (iii), by investing in several apparent
individually immaterial structures with identical underlying assets, the Authority
may impose such additional capital requirements on the bank or controlling
company in relation to that potential credit concentration risk exposure arising
from those apparent immaterial structures as may be specified in writing by the
Authority;

unless spegcifically otherwise stated, the relevant exposure amount shall be the
relevant nominal amount invested by the bank or controlling company;

when the bank or controlling company applies the look-through approach
envisaged hereinbefore in respect of a structure—

(i) where all investors rank pari passu, such as, for example, a collective
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investment undertaking, the relevant exposure value assigned to a
specific counterparty shall be equal to the pro-rata share that the bank or
controlling company holds in that structure, multiplied by the value of the
relevant underlying asset in that structure.

For example, a bank holding a 1% share in a structure that invests in 20
assets each with a value of 5 shall assign an exposure of 0.05 to each of
the relevant counterparties, and add that exposure amount to any other
relevant direct or indirect exposure the bank may have to that particular
counterparty.

(ii) with different seniority levels among investors, such as, for example, a
securitisation scheme or vehicle, the relevant exposure value to a
counterparty shall be measured for each relevant tranche within the
structure, assuming a pro-rata distribution of losses amongst investors in
a single tranche.

To compute the relevant exposure value to the underlying asset, the bank
or controlling company—

(aa)  shall firstly consider the lower of the value of the tranche in which
the bank or controlling company invested and the nominal value
of each underlying asset included in the underlying portfolio of
assets; and

(bb)  then apply the pro-rata share of the bank or controlling
company’s investment in the tranche to the value determined in
sub-item (aa) above.

(G) the bank or controlling company shall in all relevant cases—

(i) identify all relevant third parties that may constitute an additional risk
factor inherent in a structure itself rather than in relation to the relevant
underlying assets, such as, for example, an originator, a fund manager,
a liquidity provider or a credit protection provider, which may be a risk
factor for more than one structure that the bank or controlling company
invests in;

(ii) connect its investments in all relevant structures with a common risk
factor, to form a relevant group of connected counterparties.

For example—

(aa)  amanager of funds must be regarded as a distinct counterparty,
and the sum of the bank or controlling company’s investments in
all of the funds managed by that particular manager shall be
subject to any relevant concentration risk exposure limit
envisaged in this subregulation (6), with the exposure value
equal to the total value of the respective investments, provided
that, when the legal framework governing the regulation of
particular funds requires separation between the legal entity that
manages the fund and the legal entity that has custody of the
fund’s assets, that manager may not constitute an additional risk
factor in respect of the relevant aggregate amount invested;

(bb) in the case of structured finance transactions or products, a
liquidity provider or sponsor of short-term programmes, such as
asset-backed commercial paper (ABCP) conduits or structured
investment vehicles (SIVs), warrants consideration as an
additional risk factor, with the exposure value equal to the
relevant amount(s) invested;

(cc) in the case of a synthetic transaction or position, the protection
provider, that is, the seller of protection by means of a credit
default swap (CDS) or guarantee, may be an additional source
of risk and a common factor for interconnecting different
structures, with the exposure value equal to the percentage value
of the underlying portfolio;
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(i)  add its investments in a set of structures associated with a third party that
constitutes a common risk factor to other relevant exposures, such as a
loan, that the bank or controlling company has to that third party.

For example, in the case of a credit protection provider, the source of the
additional risk for the bank or controlling company investing in a structure
is the default of the credit protection provider. in such cases, the bank or
controlling company must add the investment in the structure to the direct
exposures to that credit protection provider, since both exposures might
result in losses in the event that the protection provider defaults.

Provided that when a bank or controlling company considers multiple third parties
to be potential drivers of additional risk, the bank or controlling company shall
assign all relevant exposures resulting from its investments in the relevant
structures to each of those relevant identified third parties.

(iv) shall manage its business in such a manner that the aggregate amount of its credit
concentration risk exposure, calculated in accordance with the relevant requirements
specified in this subregulation (6)—

(A) to an institution identified by the Authority or the Reserve Bank from time to time
as a domestic systemically important bank (D-SIB) or domestic systemically
important financial institution (D-SIF1), does not at any time—

(i) exceed such a percentage as may be specified in writing by the Authority
of the sum of the bank or controlling company's qualifying common equity
tier 1 capital and reserve funds and additional tier 1 capital and reserve
funds, as reported in item 77 of the form BA 700, as at the end of the
reporting date immediately preceding the reporting date to which the
current form BA 210 relates;

(i) following the 12" month after the date that the bank or controlling
company itself has been identified as a D-SIB or D-SIFI, exceed such a
percentage as may be specified in writing by the Authority of the sum of
the bank or controlling company’s qualifying common equity tier 1 capital
and reserve funds and additional tier 1 capital and reserve funds, as
reported in item 77 of the form BA 700, as at the end of the reporting date
immediately preceding the reporting date to which the current form
BA 210 relates;

(B) to any institution identified as and included in the list of global systemically
important banks (G-S1Bs), published by the Financial Stability Board from time to
time, does not at any time—

(i) exceed such a percentage as may be specified in writing by the Authority
of the sum of the bank or controlling company's qualifying common equity
tier 1 capital and reserve funds and additional tier 1 capital and reserve
funds, as reported in item 77 of the form BA 700, as at the end of the
reporting date immediately preceding the reporting date to which the
current form BA 210 relates;

(i) following the 12th month after the date that the bank or controlling
company itself has been identified as and included in the said list of G-
SIBs, published by the Financial Stability Board from time to time, exceed
fifteen per cent of the sum of the bank or controlling company’s qualifying
common equity tier 1 capital and reserve funds and additional tier 1
capital and reserve funds, as reported in item 77 of the form BA 700, as
at the end of the reporting date immediately preceding the reporting date
to which the current form BA 210 relates;

(C) to any other single counterparty or group of connected counterparties, which shall
for the purposes of this subregulation (6) be regarded as a single counterparty,
other than a D-SIB, D-SIF| or G-SIB, does not at any time exceed twenty five per
cent of the sum of the bank or controlling company’s qualifying common equity
tier 1 capital and reserve funds and additional tier 1 capital and reserve funds, as
reported in item 77 of the form BA 700, as at the end of the reporting date
immediately preceding the reporting date to which the current form BA 210
relates;
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(V) shall manage its business in such a manner that the aggregate amount of its credit
concentration risk exposure to such sectors or geographical areas as may be specified
in writing by the Authority from time to time, complies with such conditions or limits as
may be specified in writing by the Authority from time to time;

(vi) shall manage its business in such a manner that the aggregate amount of such funding
sources as may be specified in writing by the Authority from time to time, complies with
such conditions or limits as may be specified in writing by the Authority from time to time,
in addition to any conditions or limits that may be specified—

(A) in these Regulations; or
(B) by the board of directors of the relevant bank or controlling company;

(vii)  shall manage its intragroup exposures in such a manner that the aggregate amount of its
exposure to entities within the group complies with such conditions or limits as may be
specified in writing by the Authority from time to time, in addition to any conditions or limits
that may be specified—

(A) in these Regulations; or
(B) by the board of directors of the relevant bank or controlling company.

(d) A bank or controlling company that obtained eligible credit risk mitigation, such as, for example,
eligible financial collateral or unfunded credit protection in the form of guarantees or credit
derivative instruments, as envisaged in regulation 23(9), may take that eligible credit risk
mitigation into consideration when it calculates the relevant exposure to that counterparty for the
purposes of this subregulation (6), provided that—

(i) collateral that are only eligible in terms of the internal-ratings based (IRB) approach, but
not in terms of the standardised approach specified in regulation 23(9), such as
receivables, commercial real estate and residential real estate, or other forms of
collateral, shall not be eligible for a reduction in the credit exposure value for the purposes
of the credit concentration risk exposure calculation in terms of the provisions of this
subregulation (6);

(ii) any eligible protection with a maturity mismatch may be taken into consideration—

(A) only when its original maturity is equal to or greater than one year and the residual
maturity of the protection is not less than three months;

(B} using the same approach as set out in regulation 23(9);

(iii) when the bank or controlling company has in place a legally enforceable netting
agreement or arrangement for loans and deposits, as envisaged in regulation 23(9), the
bank or controlling company may calculate the relevant exposure value for credit
concentration risk exposure purposes on the basis of the relevant net credit exposure
only if it complies with the relevant specified requirements, and then in accordance with
the approach specified in regulation 23(9);

(iv) the reduction in the value of the credit exposure to the relevant counterparty as a result
of the aforementioned eligible credit risk mitigation shall in the case of—

(A} unfunded credit protection be equal to the value of the relevant protected portion;

(B) a bank that uses the simple approach for collateralised positions be equal to the
value of the eligible financial collateral, as envisaged in regulation 23(9);

(C) a bank that uses the comprehensive approach for financial collateral be equal to
the adjusted value of the collateral, after applying the relevant standard haircuts
specified in regulation 23(9)(b);

(D) any instruments that expose the bank to counterparty credit risk, such as OTC
derivative instruments, be equal to the value of the collateral recognised in the
calculation of the relevant amount of counterparty credit risk exposure for the said
derivative instruments;

(v) the bank or controlling company shall concurrently with the reduction in the relevant
exposure value of the counterparty in respect of which eligible credit protection was
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obtained, account for the subsequent and related expasure to the provider of the eligible
credit risk mitigation, which exposure amount to the provider of the eligible credit risk
mitigation—

(A) shall in the case of credit protection in the form of a credit-default swap as
envisaged in paragraph (e)(xiii) below, be calculated in accordance with the
relevant requirements specified in the said paragraph (e)(xiii) below;

(B) shallin all cases other than credit protection envisaged in item (A) above be equal
to the amount by which the exposure to the original counterparty is reduced;

A bank or controlling company shall add to its relevant aggregate credit exposure amount to a
counterparty included in its banking book, any relevant credit exposure amount to that
counterparty arising from transactions or positions held in the bank or controlling company's
trading book, to calculate the relevant required aggregate credit exposure amount to that
counterparty for the purposes of this subregulation (6), provided that—

0]

(it)

(ili)

(iv)

V)

(vi)

(vii)

only the relevant credit exposure amount associated with the risk of default of the relevant
counterparty, such as, for example, positions in bonds and equities, shall be included in
the relevant calculation envisaged in this subregulation (6);

positions related to commodities or currency shall be excluded from the calculations
envisaged in this subregulation (6);

in the case of a straight'debt or equity instrument, the exposure value shall be the relevant
accounting value of the exposure, that is, the relevant market value of the instrument;

in the case of instruments such as swaps, futures, forwards or credit derivative
instruments, the bank or controlling company shall determine the relevant exposure value
by decomposing the relevant instrument into its respective individual legs and converting
the relevant position that falls within the ambit of the provisions of this subregulation (6},
in accordance with the relevant requirements specified in these Regulations, in order to
determine the relevant required risk-based capital requirement for that position;

For example—

(A) a future on stock A is decomposed into a long position in stock A and a short
position in a risk-free interest rate exposure in the relevant funding currency; and

(B) a typical interest rate swap is represented by a long position in a fixed interest
rate exposure and a short position in a floating interest rate exposure, or vice
versa.

in the case of a credit derivative instrument that represents sold protection—

(A) the exposure to the referenced name shall be the amount due in the case that
the relevant referenced name triggers the instrument, minus the absolute value
of the credit protection;

(B) when the market value of the relevant credit derivative instrument is positive from
the perspective of the protection seller, such a positive market value shall be
added to the exposure of the protection seller to the protection buyer, in
accordance with the relevant requirements specified in paragraph (c)(i}C)
hereinbefore, particularly when the present value of already agreed but not yet
paid periodic premiums exceeds the absolute market value of the credit
protection;

in the case of a credit-linked note, the protection seller shall consider both the position in

the bond of the note issuer and the position in the relevant underlying referenced by the

note;

in the case of an option—

(A) the bank or controlling company shall determine the relevant required exposure
value based on the change(s) in option prices that would resuit from a default of
the relevant underlying instrument;

(B) the exposure value in respect of—
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(i) a simple long call option shall be its relevant market value;
(i) a simple short put option shall be equal to the strike price of the option

minus its market value;

(C) a default of the underlying would in the case of a short call or long put option lead
to a profit, that is, a negative exposure, instead of a loss, resulting in an

exposure—
(i) of the option’s market value in the case of a short call option; and
(iiy equal to the strike price of the option minus its market value in the case

of a long put option;

(D) the bank or controlling company shall then aggregate the relevant positions with
’ those from other relevant exposures and, after aggregation, set any relevant
negative net exposure equal to zero;

(viii)  inthe case of an investment in or a transaction related to an index position, securitisation
position, hedge fund or investment fund, the bank or controlling company shall calculate
the relevant exposure value in accordance with the relevant requirements set out in
paragraph (c)(iii) above, by applying the same principles and requirements specified for
a similar instrument held or transaction in its banking book;

(ix)  in all relevant cases the bank or controlling company may offset long and short positions
related to the same issue, that is, when the issuer, coupon, currency and maturity are
identical, the bank or controlling company may include in the calculation of its exposure
to a particular counterparty only the relevant net position in respect of that specific issue;

(x) in the case of positions in different issues related to the same counterparty, the bank or
controlling company—

(A) may offset the relevant positions only when the short position is junior to the long
position, or when the positions are of the same seniority;

(B) may, for example, in order to determine the relative seniority of positions, allocate
securities into broad buckets of degrees of seniority, such as “Equity’,
“Subordinated Debt” and “Senior Debt”;

(xi) in the case of positions hedged by a credit derivative instrument, the bank or controlling
company—

(A) may recognise the hedge when the underlying of the hedge and the position
hedged comply with the relevant requirements specified in subparagraph (x)
hereinbefore, that is, when the short position is junior or of equivalent security to
the long position;

(B) shall, subject to the provisions of subparagraph (xiii) below, duly account for the
subsequent corresponding exposure to the relevant credit protection provider,
based on the principles related to the substitution approach set out in paragraph
(d) above;

(xii)  when a bank or controlling company is unable to allocate securities to the relevant
required levels of subordination or buckets based on relative seniority, the bank or
controlling company shall not apply any offsetting between long and short positions in
respect of different issues relating to the same counterparty when it calculates its relevant
exposure value;

(xii)  when credit protection obtained is in the form of a credit-default swap (CDS), and either
the CDS provider or the relevant referenced entity is not a financial entity, the relevant
amount assigned to the credit protection provider shall not be the amount by which the
exposure to the original counterparty is reduced but, instead, the amount shall be the
relevant counterparty credit risk exposure amount calculated in terms of the standardised
approach specified in regulation 23(18), provided that, for the purposes of this
subparagraph (xiii), financial entities mean—

(A) regulated financial institutions, defined as a parent and its subsidiaries when any

substantial legal entity in the consolidated group is supervised by a regulator that
imposes internationally agreed prudential requirements similar to, for example,
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the prudential requirements specified in the Act and in these Regulations or the
Insurance Act, in relation to, for example, prudentially regulated insurance
companies, broker/dealers, banks, thrifts and futures commission merchants;
and

(B) unregulated financial institutions, defined as legal entities of which the main
business includes—

(i) the management of financial assets;
(ii) lending;

(i)  factoring;

(iv)  leasing;

(v) provision of credit enhancements;
(vi)  securitisation;

(vii)  investments;

(viii)  financial custody;

(ix)  central counterparty services;

(x) proprietary trading; and

(xi)  such other financial services activities specified in writing by the Authority
or identified by any other relevant supervisor;

(xiv)  no netting shall be permitted across positions respectively held in the bank or controliing
company's banking book and its trading book;

(xv)  when the permissible offsetting of positions envisaged in this subregulation (6) ultimately
results in a net short position in respect of a particular counterparty, that net short
exposure amount related to that counterparty must be excluded from the large exposure
calculation envisaged in this subregulation (6);

When the aggregate amount of credit concentration risk exposure, calculated in accordance with
the relevant requirements specified in this subregulation (6), exceeds 10% of the sum of the bank
or controlling company’s qualifying common equity tier 1 capital and reserve funds and additional
tier 1 capital and reserve funds, as reported in item 77 of the form BA 700, as at the end of the
reporting date immediately preceding the reporting date to which the current form BA 210 relates,
prior to taking into account the effect of any relevant eligible credit risk mitigation, the bank or
controlling company shall report the relevant exposure values before and after the application of
any relevant eligible credit risk mitigation, as set out on the form BA 210, provided that—

(i) the bank or controlling company shall report the relevant required details related to all
exempt exposures with values equal to or above 10% of the sum of the bank or controlling
company's qualifying common equity tier 1 capital and reserve funds and additional tier
1 capital and reserve funds, as reported in item 77 of the form BA 700, as at the end of
the reporting date immediately preceding the reporting date to which the current form
BA 210 relates, separately on the form BA 210;

(ii) the bank or controlling company shall report the relevant required details specified on the
form BA 210 related to its largest 20 exposures to counterparties, irrespective of the
values of those exposures relative to the sum of the bank or controlling company's
qualifying common equity tier 1 capital and reserve funds and additional tier 1 capital and
reserve funds, as reported in item 77 of the form BA 700, as at the end of the reporting
date immediately preceding the reporting date to which the current form BA 210 relates;

When a bank, controlling company, foreign subsidiary of a bank or controlling company, branch
or branch of a bank entered into any transaction in the form of an investment with or a loan,
advance or other direct or indirect credit facility granted to any person, as envisaged hereinbefore,
which transaction results in the reporting bank, controlling company, foreign subsidiary of a bank
or controlling company, branch or branch of a bank being exposed to that person to an amount
exceeding an amount representing the percentage of capital and reserve funds envisaged in
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section 73 of the Act read with this subregulation (6) and subregulation (7), the bank, controlling
company, foreign subsidiary of a bank or controlling company, branch or branch of a bank, as the
case may be—

(i) shall immediately report its failure or inability to comply with the specified limit in writing
to the Authority, stating the reasons for such failure or inability to comply;

(ii) shall submit in writing to the Authority such further information in such a format as may
be directed in writing by the Authority.”;

(b) by the substitution for subregulation (7) of the following subregulation:

“(7) Prescribed percentages and amounts relating to specified concentration risk

(a)

(b)

()

The prescribed percentage of a specified amount contemplated in section 73(1)(a) of the Act shall
in the case of a bank, controlling company, branch or branch of a bank be 10 per cent of the
respective amounts specified in subparagraphs (i) to (v) below:

(i) In the case of a bank, joint venture or foreign subsidiary of a bank reporting on a solo
basis, the specified amount shall be 10 per cent of the sum of the qualifying common
equity tier 1 capital and reserve funds and additional tier 1 capital and reserve funds of
the said reporting bank, joint venture or foreign subsidiary of the bank, as the case may
be, as reported in item 77 of the form BA 700, as at the end of the reporting date
immediately preceding the reporting date to which the current form BA 210 relates;

(ii)) In the case of a bank or controlling company reporting on a consolidated basis, the
specified amount shall be 10 per cent of the sum of the consolidated amount of qualifying
common equity tier 1 capital and reserve funds and additional tier 1 capital and reserve
funds of the said reporting bank or controlling company, as the case may be, as reported
in item 77 of the form BA 700, as at the end of the reporting date immediately preceding
the reporting date to which the current form BA 210 relates;

(iii) In the case of a foreign subsidiary of a controlling company required to report on a solo
basis, the specified amount shall be 10 per cent of the sum of the qualifying common
equity tier 1 capital and reserve funds and additional tier 1 capital and reserve funds of
the entity directed in writing by the Authority;

(iv) In the case of a foreign institution that conducts the business of a bank through a branch
in the Republic, the specified amount shall be 10 per cent of the qualifying tier 1 capital
and reserve funds of the said foreign institution that conducts the business of a bank
through its branch in the Republic;

(v) In the case of a branch of a bank, the specified amount shall be 10 per cent of the sum
of the qualifying common equity tier 1 capital and reserve funds and additional tier 1
capital and reserve funds of the parent bank in the Republic, as reported in item 77 of the
form BA 700, as at the end of the reporting date immediately preceding the reporting date
to which the current form BA 210 relates.

When the the aggregate amount of investments, loans, advances and other credit contemplated
in section 73(1)(a) of the Act, exceeds 800 per cent of the respective amounts of capital and
reserve funds specified in paragraph (a) above, the bank, controlling company, foreign subsidiary
of a controlling company, branch or branch of a bank, as the case may be, shall be subject to
such additional capital requirements related to credit concentration risk as may be directed in
writing by the Authority.

The prescribed percentage of a specified amount contemplated in section 73(2) of the Act shall
in the case of a bank, controlling company, branch or branch of a bank be the relevant percentage
of the respective amounts specified in subparagraphs (i) to (v) below:

(i) In the case of a bank, joint venture or foreign subsidiary of a bank reporting on a solo
basis, the specified percentage and the specified amount shall in the case of an exposure
to—

(A) a D-SIB or D-SIFI be the percentage of the amount specified in subregulation
(B)e)iv)(A):

(B) a G-SIB be the percentage of the amount specified in subregulation (6)(c)iv)B);

(C) any other person, other than a D-SIB, D-SIFI or G-SIB, be the percentage of the
amount specified in subregulation (6)(c)(iv)(C);
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In the case of a bank or controlling company reporting on a consolidated basis, the
specified percentage and the specified amount shall in the case of an exposure to—

(A) a D-SIB or D-SIFI be the percentage of the amount specified in subregulation

(B)C)iv)(A);
(B) a G-SIB be the percentage of the amount specified in subregulation (6)(c)(iv)(B);

(C) any other person, other than a D-SIB, D-SIFl or G-SiB, be the percentage of the
amount specified in subregulation (8)(c)(iv)(C);

In the case of a foreign subsidiary of a controlling company required to report on a solo
basis, the specified percentage and the specified amount shall in all relevant cases be
the relevant percentage of the sum of the qualifying common equity tier 1 capital and
reserve funds and additional tier 1 capital and reserve funds of the entity directed in writing
by the Authority;

In the case of a foreign institution that conducts the business of a bank through a branch
in the Republic, the specified percentage and the specified amount shall in the case of
an exposure to—

(A} a D-SIB or D-SIFI be the percentage of the amount specified in subregulation
(6)(c)(iv)(A) that relates to the said fareign institution that conducts the business
of a bank through its branch in the Republic;

(B) a G-SIB be the percentage of the amount specified in subregulation (6)(c)(iv)(B)
that relates to the said foreign institution that conducts the business of a bank
through its branch in the Republic;

(C) any other person, other than a D-SIB, D-SIF| or G-SIB, be the percentage of the
amount specified in subregulation (6)(c)(iv)(C) that relates to the said foreign
institution that conducts the business of a bank through its branch in the Repubilic;

In the case of a branch of a bank, the specified percentage and the specified amount
shall in the case of an exposure to—

(A) a D-SIB or D-SIFI be the percentage of the amount specified in subregulation
(6)(c)(iv)(A) that relates to the parent bank in the Republic;

(B) a G-SIB be the percentage of the amount specified in subregulation (6)(c)(iv}B)
that relates to the parent bank in the Republic;

(C) any other person, other than a D-SIB, D-SIFI or G-SIB, be the percentage of the
amount specified in subregulation (6)(c)(iv)}(C) that relates to the parent bank in
the Republic.”;

(c) by the substitution for subregulation (8) of the following subregulation:

“(8) Matters related to exempt exposure

(@)

When a bank or controlling company calculates its credit concentration risk exposure arising from
on-balance-sheet and off-balance-sheet credit exposures included in either its banking book or
trading book—

0]

(i)

(i)

(iv)

v

any exposure to a sovereign, as defined in regulations 23(6), 23(8), 23(11) or 23(13) of
these Regulations;

any portion of an exposure guaranteed or secured by a financial instrument issued by a
sovereign envisaged in subparagraph (i) above, to the extent that the relevant eligibility
criteria specified in these Regulations for credit risk mitigation are met;

any exposure to the central bank of a sovereign envisaged in subparagraph (i) above;

subject to such conditions as may be specified in writing by the Authority, any exposure
to a qualifying central counterparty related to clearing activities;

in order to avoid disturbing the payment and settlement system or any processes related
thereto, any intraday interbank exposure; and
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(vi}  any other exposure specified in writing by the Authority,

shall be exempted from any provision of subregulation (8) that specifies a limit or capital
requirement in relation to the aggregate amount of the bank or controlling company’s credit
exposure to that person, provided that when a bank or controlling company has an exposure to a
person or an entity that is exempted from a provision of subregulation (6), but which is hedged by
a credit derivative instrument issued by a person or an entity that is not exempted from that
provision of subregulation (6), the bank or controlling company shall include that exposure to that
counterparty providing the credit protection in accordance with the relevant requirements
specified in subregulation (6), notwithstanding the fact that the original exposure may be an
exposure exempted from a requirement specified in subregulation (6).

(b) When two or more non-sovereign entities, that is, entities that fall outside the scope of a sovereign
envisaged in paragraph (a)(i) above, are controlled by or economically dependent upon the
sovereign envisaged in paragraph (a)(i) above, and those entities are not otherwise connected,
the bank or controlling company may deem those entities not to constitute a group of connected
counterparties that has to be regarded as a single counterparty for the purposes of subregulation

(6).

(c) A bank or controlling company shall report any exposure exempted from a requirement specified
in subregulation (6), including any relevant sovereign exposure, that otherwise meets the criteria
and definition of a credit concentration risk exposure envisaged in subregulation (6), in
accordance with the relevant requirements specified on the form BA 210 read with the relevant
directives specified in any relevant subregulation of regulation 24, provided that intraday interbank
exposures shall also be exempted from any relevant reporting requirement specified on the form
BA 210 read with the relevant directives specified in any relevant subregulation of regulation 24.”;
and

by the substitution in subregulation (10) for all the directives and instructions related to the completion of the
columns respectively related to line items 64 to 77 and 285 to 300 of the form BA 210, of the following directives
and instructions:

“Columns relating to credit concentration risk— large exposure to a person: standardised approach, items
64to 77

Column number Description
2 On-balance-sheet exposure

This column shall reflect the relevant aggregate amount in respect of the reporting
bank's on-balance-sheet credit exposure to a persan, other than any credit exposure
arising from a derivative instrument, securities financing transaction or equity
exposure, which amount shall be gross of any valuation adjustment or credit
impairment.

3 Off-balance-sheet exposure: Gross

This column shall reflect the aggregate amount in respect of the reporting bank's off-
balance-sheet credit exposure to a person, other than any credit exposure arising from
a derivative instrument or securities financing transaction, including any relevant
exposure amount in respect of an irrevocable commitment, prior to the application of
any relevant credit conversion factor.

4 Off-balance sheet exposure: after applying CCFs

This column shall reflect the relevant aggregate amount in respect of the reporting
bank’s off-balance-sheet credit exposure to a person, other than any credit exposure
arising from a derivative instrument or securities financing transaction, including any
relevant exposure amount in respect of an irrevocable commitment, after the
application of any relevant credit conversion factor.

5 Securities Financing Transactions: Gross

This column shall reflect the relevant aggregate gross amount in respect of any credit
exposure to a person arising from securities financing transactions, including-

(a) the relevant marked-to-market value related to any repurchase agreement or
securities borrowing agreement; and

(b) the relevant loan amount related to any resale agreement or securities lending

agreement.
6 Securities Financing Transactions: EAD
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Column number

Description

This column shall reflect the relevant aggregate exposure-at-defauit amount,
calculated in terms of the comprehensive approach for credit risk mitigation specified
in regulation 23(8)(b), in respect of any credit exposure to a person arising from a
securities financing transaction.

OTC derivative instruments: Gross

This column shall reflect the relevant aggregate amount in respect of any credit
exposure to a person arising from a transaction concluded in respect of an over-the-
counter derivative instrument.

OTC derivative instruments: EAD

This column shall reflect the relevant aggregate exposure-at-defauit amount in respect
of any credit exposure to a person arising from a transaction concluded in respect of
an over-the-counter derivative instrument, calculated in accordance with the relevant
requirements related to the standardised approach for counterparty credit risk
specified in regulation 23(18).

Equity exposure

This column shall reflect the relevant aggregate amount in respect of any credit;
exposure to a person arising from transactions concluded in equity instruments.

10

Trading book

This column shall reflect the relevant aggregate amount in respect of any credit
exposure to a person arising from any relevant transaction or position held in the
bank's trading book, other than any credit exposure arising from a derivative
instrument, securities financing transaction or equity exposure.

1

Other

This column shall reflect the relevant aggregate amount in respect of any credit!
exposure to a person arising from transactions other than any amount related to a
transaction reported in columns 2 to 10, such as, for example, exposure arising from
collective investment undertakings or securitisation vehicles.

13

In default

This column shall reflect the relevant aggregate exposure amount classified as sub-
standard, doubtful or loss in terms of the provisions of subregulation (5).

14

Specific credit impairments

This column shall reflect the relevant aggregate amount relating to any specific credit
impairment raised by the reporting bank in accordance with any relevant financial
reporting standard issued from time to time, in respect of the bank’s relevant exposure
to a person.

16

Eligible financial collateral

This column shall reflect the relevant aggregate amount related to any eligible financial
collateral envisaged in regulation 23(9)(b), that mitigates or reduces the bank'’s original
exposure to a person or counterparty.

17

Unfunded credit protection: guarantees and credit derivative instruments

This column shall reflect the relevant aggregate amount related to any eligible
guarantees and credit derivate instruments respectively envisaged in regulations
23(9)(c) and 23(8)(d), that mitigates or reduces the bank’s original exposure to a
person or counterparty.

18

Adjusted exposure post specific credit impairment and CRM

This column shall reflect the relevant aggregate amount related to the bank’s adjusted
exposure after taking into consideration-

(a) any specific credit impairment raised against the exposure; as well as

(b) any eligible credit risk mitigation envisaged in regulation 23(9) to mitigate or
reduce the bank’s original exposure to a person or counterparty.

19

Risk weighted exposure

This column shall reflect the relevant aggregate amount related to the bank’s adjusted
risk weighted credit exposure to a person or counterparty, after taking into
consideration-
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Column number Description
(a) any specific credit impairment raised against the exposure; as well as

(b) any eligible credit risk mitigation envisaged in regulation 23(9) to mitigate or
reduce the bank’s original exposure to that person or counterparty.
20 Additional risk weighted exposure amount

This column shall reflect the relevant aggregate amount of additional risk weighted
exposure in respect of a bank’s credit concentration risk to a person, calculated in
accordance with such requirements as may be specified in writing by the Prudential
Authority from time to time.

21 Gross credit exposure as % of Tier 1 qualifying capital and reserve funds

This column shall reflect the relevant gross credit exposure amount reported in column
12 expressed as a percentage of the bank’s tier 1 qualifying capital and reserve fund.
22 Adjusted credit exposure post specific credit impairment and CRM as % of Tier
1 qualifying capital and reserve funds

This column shall reflect the relevant adjusted credit exposure amount reported in
column 18 expressed as a percentage of the bank or controlling company’s tier 1
ualifying capital and reserve fund.

Columns relating to credit concentration risk — large exposure to a person: IRB approach, items 285 to
300
Column number Description

2 On-balance-sheet exposure

This column shall reflect the relevant aggregate amount in respect of the reporting
bank's on-balance-sheet credit exposure to a person, other than any credit exposure
arising from a derivative instrument, securities financing transaction or equity
exposure, which amount shall be gross of any valuation adjustment or credit
impairment.

3 Off-balance-sheet exposure: Gross

This column shall refiect the aggregate amount in respect of the reporting bank’s off-
balance-sheet credit exposure to a person, other than any credit exposure arising from
a derivative instrument or securities financing transaction, including any relevant
exposure amount in respect of an irrevocable commitment, prior to the application of
any relevant credit conversion factor.

4 Off-balance sheet exposure: after applying CCFs

This column shall reflect the relevant aggregate amount in respect of the reporting
bank’s off-balance-sheet credit exposure to a person, other than any credit exposure
arising from a derivative instrument or securities financing transaction, including any
relevant exposure amount in respect of an irrevocable commitment, after the
application of any relevant credit conversion factor.

5 Securities Financing Transactions: Gross

This column shall reflect the relevant aggregate gross amount in respect of any credit
exposure to a person arising from securities financing transactions, including-

(a) the relevant marked-to-market value related to any repurchase agreement or
securities borrowing agreement; and

(b) the relevant loan amount related to any resale agreement or securities lending

____agreement.
6 Securities Financing Transactions: EAD

This column shall reflect the relevant aggregate exposure-at-default amount,
calculated in terms of the comprehensive approach for credit risk mitigation specified
in regulation 23(9)(b), in respect of any credit exposure to a person arising from a
securities financing transaction.

7 OTC derivative instruments: Gross

This column shall reflect the relevant aggregate amount in respect of any credit
exposure to a person arising from a transaction concluded in respect of an over-the-
counter derivative instrument.

8 OTC derivative instruments: EAD
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Column number

Description

This column shall reflect the relevant aggregate exposure-at-default amount in respect
of any credit exposure to a person arising from an over-the-counter transaction
concluded in respect of a derivative instrument, calculated in accordance with the
relevant requirements related to the standardised approach for counterparty credit risk
specified in regulation 23(18).

9 Equity exposure
This column shall reflect the relevant aggregate amount in respect of any credit
exposure to a person arising from transactions concluded in equity instruments.

10 Trading book
This column shall refiect the relevant aggregate amount in respect of any credit
exposure to a person arising from any relevant transaction or position held in the
bank’s trading book, other than any credit exposure arising from a derivative
instrument, securities financing transaction or equity exposure.

1 Other
This column shall reflect the relevant aggregate amount in respect of any credit
exposure to a person arising from transactions other than any amount related to a
transaction reported in columns 2 to 10, such as, for example, exposure arising from
collective investment undertakings or securitisation vehicles.

13 In default
Based on the definition of default set out in regulation 67, this column shall reflect the
relevant agaregate exposure amount classified as in default.

14 Specific credit impairments
This column shall reflect the relevant aggregate amount relating to any specific credit
impairment raised by the reporting bank in accordance with any relevant financial
reporting standard issued from time to time, in respect of the bank’s relevant exposure
to a person.

16 Eligible financial collateral
This column shall reflect the relevant aggregate amount related to any eligible financial
collateral envisaged in regulation 23(9)(b}, that mitigates or reduces the bank’s original
exposure to a person or counterparty.

17 Unfunded credit protection: guarantees and credit derivative instruments
This column shall reflect the relevant aggregate amount related to any eligible
guarantees and credit derivate instruments respectively envisaged in regulations
23(9)(c) and 23(9)(d), that mitigates or reduces the bank’s original exposure to a
person or counterparty.

18 Adjusted exposure post specific credit impairment and CRM
This column shall reflect the relevant aggregate amount related to the bank’s adjusted
exposure after taking into consideration-
(a) any specific credit impairment raised against the exposure; as well as
(b) any eligible credit risk mitigation envisaged in regulation 23(9) to mitigate or|

reduce the bank’s original exposure to a person or counterparty.

19 PD (%)
This column shall refiect the relevant average probability of default percentage,
calculated in accordance with the relevant requirements specified in these
Regulations.

20 Expected loss
This column shall reflect the relevant aggregate expected loss amount in respect of|
the reporting bank's exposure to a person.

21 Risk weighted exposure

This column shall reflect the relevant aggregate amount related to the bank’s adjusted
risk weighted credit exposure to a person or counterparty, after taking into
consideration-

(a) any specific credit impairment raised against the exposure; as well as
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Column number Description

(b) any eligible credit risk mitigation envisaged in regulation 23(9) to mitigate or
reduce the bank’s original exposure to that person or counterparty.

22 Additional risk weighted exposure amount

This column shall reflect the relevant aggregate amount of additional risk weighted
exposure in respect of a bank’s credit concentration risk to a person, calculated in
accordance with such requirements as may be specified in writing by the Prudential
Authority from time to time.

123 Gross credit exposure as % of Tier 1 qualifying capital and reserve funds

This column shall reflect the relevant gross credit exposure amount reported in column
12 expressed as a percentage of the bank's tier 1 qualifying capital and reserve fund.
24 Adjusted credit exposure post specific credit impairment and CRM as % of Tier
1 qualifying capital and reserve funds

This column shall reflect the relevant adjusted credit exposure amount reported in
column 18 expressed as a percentage of the bank or controlling company’s tier 1
qualifying capital and reserve fund.

Substitution of form BA 600

4. The form set out in Annexure B to this notice is hereby substituted for form BA 600 immediately preceding regulation 36
of the Regulations.

Amendment of regulation 36 of the Regulations
5. Regulation 36 of the Regulations is hereby amended—

(a) by the substitution in subregulation (19) for the instruction related to the completion of line item numbers 47 to 49,
of the following instruction:

“47 to 52 Based on the relevant requirements specified in section 73 of the Act read with the relevant
requirements specified in regulations 24(6) to 24(8), these items shall reflect the relevant required
information related to exposures granted to the respective specified persons.”;

(b) by the deletion in subregulation (19) of the instructions related to the completion of line items 51 and 52
respectively;

(c) by the substitution in subregulation (19) for the instruction related to the completion of line item number 53, of the
following instruction:

“53 This item shall reflect the relevant required information in respect of the bank or controlling
company’s 20 largest exposures, calculated in accordance with the relevant requirements
specified in regulations 24(6) to 24(8).”; and

(d) by the substitution in subregulation (19) for all the instructions related to the completion of the respective columns
of line item numbers 47 to 52, of the following instructions:

“Column number relating to
items 47 to 52

2 This column shall reflect the relevant aggregate amount of the reporting bank or controlling
company’s on-balance sheet exposure to a person, other than any on-balance sheet exposure
arising from a derivative instrument, securities financing transaction or equity exposure, which on-
balance sheet exposure amount shall be gross of any valuation adjustment or credit impairment.

3 This column shall reflect the relevant aggregate amount of the reporting bank or controlling
company'’s off-balance sheet exposure to a person, other than any credit exposure arising from a
derivative instrument or securities financing transaction, which off-balance sheet exposure
amount shall include any amount relating to an irrevocable commitment or committed undrawn
facility, after the application of any relevant specified credit conversion factor.

4 This column shall reflect the reporting bank or controlling company's relevant aggregate
exposure-at-default amount arising from any relevant securities financing transaction, calculated
in terms of the comprehensive approach for credit risk mitigation specified in regulation 23(9)(b).

5 This column shall reflect the relevant aggregate exposure-at-default amount of the reporting bank
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or controlling company'§ exposure to a person arising from any relevant transaction in an over-
the-counter derivative instrument, calculated in accordance with the relevant requirements related
to the standardised approach for counterparty credit risk specified in regulation 23(18).

This column shall reflect the relevant aggregate amount in respect of any credit exposure to a
person arising from transactions concluded in equity instruments.

This column shall reflect the relevant aggregate amount in respect of any credit exposure to a
person arising from any relevant transaction or position held in the bank’s trading book, other than
any credit exposure arising from a derivative instrument, securities financing transaction or equity
exposure.

This column shall reflect the relevant aggregate amount in respect of any credit exposure to a
person arising from transactions other than any amount related to a transaction reported in
columns 3 to 8, such as, for example, exposures arising from collective investment undertakings
or securitisation vehicles.

This column shall reflect the relevant aggregate amount related to the bank or controlling
company’s adjusted exposure after taking into consideration any relevant credit impairment raised
against the exposure and after taking into consideration any relevant eligible credit risk mitigation
envisaged in regulation 23(9) to mitigate or reduce the bank or controfling company’s original
exposure to that person or counterparty.

This column shall reflect the relevant aggregate amount related to the bank or controlling
company’s adjusted risk-weighted credit exposure to a person or counterparty, after taking into
consideration any relevant credit impairment raised against the exposure and after taking into
consideration any eligible credit risk mitigation envisaged in regulation 23(9) to mitigate or reduce
the bank or controlling company’s original exposure to that person or counterparty.

This column shall reflect the relevant aggregate amount of additional risk-weighted exposure in
respect of a bank or controlling company’s credit concentration risk to a person, calculated in
accordance with such requirements as may be specified in writing by the Authority from time to
time.

This column shall reflect the relevant gross credit exposure amount reported in column 10
expressed as a percentage of the bank or controlling company’s tier 1 qualifying capital and
reserve funds.

This column shall reflect the relevant adjusted credit exposure amount reported in column 11
expressed as a percentage of the bank or controlling company’s tier 1 qualifying capital and
reserve funds.”.

The form set out in Annexure C to this notice is hereby substituted for form BA 610 immediately preceding regulation 37

of the Regulations.

Substitution of heading and index

7.

The heading and index immediately preceding the form BA 700 is hereby substituted with following headings and index:

1. Form BA 700

2. Regulation 38

Substitution of form BA 700

8.

“CAPITAL ADEQUACY, LEVERAGE AND TLAC

- Capital adequacy, leverage and TLAC ...

- Directives and interpretations for completion of monthly/ quarterly return
concerning capital adequacy, leverage and TLAC (Form BA 700).........cc.c..ccee.

The form set out in Annexure D to this notice is hereby substituted for form BA 700 immediately preceding regulation 38

of the Regulations.
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Amendment of regulation 38 of the Regulations

9.

Regulation 38 of the Regulations is hereby amended—
(a) by the substitution in regulation 38 for the heading of the following heading:

“38.  Capltal adequacy, leverage and TLAC- Directives and interpretations for completion of monthly
return concerning capital adequacy, leverage and TLAC (Form BA 700)";

(b) by the substitution in subregulation (5) for the words in paragraph (a) preceding subparagraph (i) of the following
words:

“(a) Subject to the provisions of paragraphs (b) and (c), based on the relevant requirements specified in
sections 70 and 70A of the Act, a bank or controlling company shali deduct—";

(c) by the substitution in subregulation (5)(a)(i)(l) for sub-item (ii) of the following sub-item:

“(ii) the bank shall look through holdings of index securities to deduct any relevant exposure to own shares
qualifying as common equity tier 1 capital, provided that any gross long position in own shares resulting
from holdings of index securities may be netted against short positions in own shares resulting from short
positions in the same underlying index, even when the short positions may involve counterparty risk,
which counterparty risk shall be subject to the relevant requirement specified in these Regulations for
counterparty credit risk;”;

(d) by the substitution in subregulation (5)(a)(i) for item (L) of the following item:

“L) the relevant net positive amount, that is, the gross long position net of any relevant short position in the
same underlying instrument where the maturity of the short position either matches the maturity of the
long position or has a residual maturity of at least one year, determined in terms of the provisions of this
item (L), related to any direct or indirect investment, including any relevant synthetic investment or
underwriting position held for longer than five working days, in instruments qualifying as capital of any
bank, financial or insurance entity that falls outside the scope of consolidation in terms of the provisions
of these Regulations, and where the reporting bank or controlling company does not own more than 10
per cent of the issued common share capital of that entity, irrespective of whether the relevant investment
is held in the banking book or trading book, provided that—

(i) in order to determine the appropriate amount to be deducted the bank or controlling company
shall look through holdings of index securities to determine the actual underlying holdings of
capital in the relevant entity, provided that when a bank or controlling company finds it
operationally burdensome to look through and monitor its exact exposure to the capital of other
financial institutions as a result of its holdings of index securities, the bank or controlling company
may obtain the prior written approval of the Authority to use a conservative estimate, which
estimate shall be well founded and duly motivated by the relevant applicant;

(i) subject to the prior written approval of and such conditions as may be specified in writing by the
Authority, a bank or controlling company may exclude from this deduction investments made to
resolve or provide financial assistance to reorganise a distressed institution;

(iii) for the purposes of determining the relevant deduction in terms of the provisions of this item (L),
any investment in a capital instrument that does not meet the criteria for or is not equivalent to
common equity tier 1 capital or additional tier 1 capital or tier 2 capital shall be deemed to
constitute common equity or common equity tier 1 capital;

(iv) when the aggregate amount calculated on a net long basis, of—
(aa) investments in shares or other capital instruments envisaged in this item (L), plus
(bb)  investment in or holding of other TLAC instruments or liabilities,

exceeds 10 per cent of the bank or controlling company’s common equity tier 1 capital and reserve
funds after applying all other relevant regulatory adjustments or deductions prior to this deduction,
the relevant amount in excess of 10 per cent shall be deducted, applying a corresponding
deduction approach in respect of capital instruments, that is, the deduction in respect of capital
instruments shall be made against the same component of capital for which the capital would
qualify if it was issued by the bank itself, and the amount related to investment in or holding of
other TLAC instruments or liabilities shall be deducted from tier 2 capital and reserve funds, as
envisaged in and in accordance with the relevant provisions of subparagraph (iii)(G) below.

Accordingly, the amount to be deducted from common equity tier 1 capital and reserve funds shall
be the relevant total of all holdings of capital instruments and investment in or holding of other
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TLAC instruments or liabilities that in aggregate exceeds 10 per cent of the relevant bank or
controlling company’s common equity tier 1 capital and reserve funds multiplied by the common
equity holdings or common equity tier 1 capital as a percentage of the total holdings of capital
instruments and other TLAC instruments or liabilities below, that is, the relevant portion of total
capital holdings held in common equity or common equity tier 1 capital.

(v) any relevant amount below the relevant specified threshold, which is not required to be deducted
in accordance with the relevant requirements specified in this subregulation (5), shall be
appropriately risk weighted, that is, instruments held in the trading book shall be subject to the
relevant requirements specified in these Regulations for market risk, and instruments held in the
banking book shall be subject to the relevant requirements specified in these Regulations for the
standardised approach or internal ratings-based approach for credit risk, provided that for the
application of risk weights, the amount of the relevant holdings shall be allocated on a pro-rata
basis between those below and those above the relevant specified threshold;”;

by the substitution in subregulation (5)(a)(i) for item (M) of the following item:

“(M)

the relevant net positive amount, that is, the gross long position net of any relevant short position in the
same underlying instrument where the maturity of the short position either matches the maturity of the
long position or has a residual maturity of at least one year, determined in terms of the provisions of this
item (M), related to any direct or indirect investment, including any relevant synthetic investment or
underwriting position held for longer than five working days, in instruments qualifying as capital of a bank,
financial or insurance entity that falls outside the scope of consolidation in terms of the provisions of these
Regulations where the bank or controlling company owns more than 10 per cent of the issued common
share capital of the issuing entity or where the entity is an affiliate or associate of the bank or controlling
company, irrespective of whether the relevant investment is held in the banking book or frading book,
provided that—

(i) in order to determine the appropriate amount to be deducted a bank or controlling company shall
look through holdings of index securities to determine the actual underlying holdings of capital in
the relevant entity, provided that when a bank or controlling company finds it operationaily
burdensome to lock through and monitor their exact exposure to the capital of other financial
institutions as a result of their holdings of index securities, the bank or controlling company may
obtain the prior written approval of the Authority to use a conservative estimate, which estimate
shall be well founded and duly motivated by the relevant applicant;

(ii) subject to the prior written approval of and such conditions as may be specified in writing by the
Authority a bank or controlling company may exclude from this deduction investments made to
resolve or provide financial assistance to reorganise a distressed institution;

(i} for the purposes of determining the relevant deduction in terms ‘of the provisions of this item (M),
any investment in a capital instrument that does not meet the criteria for or is not equivalent to
common equity tier 1 capital or additional tier 1 capital or tier 2 capital shall be deemed to
constitute common equity or common equity tier 1 capital;

(iv) the relevant deduction shall be the aggregate amount of all relevant investments in capital
instruments other than common shares or instruments qualifying as common equity tier 1 capital,
following a corresponding deduction approach, that is, the deduction shall be made against the
same category of capital for which the capital would qualify if it was issued by the bank itself,
provided that, instead of a full deduction, specified investments in common shares qualifying as
common equity tier 1 capital shall be treated in accordance with the relevant requirements
specified in paragraph (b) below;

(v) the bank or controlling company shall, in accordance with the relevant requirements specified in
subregulation (10)(b) read with subparagraph (iii)(G) below, deduct from its tier 2 capital and
reserve funds the relevant aggregate amount related to any investment in or holding of other
TLAC instruments or liabilities in that relevant bank, financial or insurance entity that falls outside
the scope of consolidation in terms of the provisions of these Regulations;”;

by the substitution in subregulation (5)a)(ii)(A) for sub-item (ii) of the following sub-item:

“(ii)

the bank shall look through holdings of index securities to deduct any relevant exposure to own shares or
instruments qualifying as additional tier 1 capital, provided that any gross long position in own shares
resulting from holdings of index securities may be netted against short position in own shares resulting
from short positions in the same underlying index, even when the short positions may involve counterparty
risk, which shall be subject to the relevant requirement specified in these Regulations for counterparty
credit risk;”;

by the insertion in subregulation (5)(a)(ii), immediately before subregulation (5){a)(iii), of the following proviso:
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“Provided that when a bank or controlling company is required to make a deduction from its additional tier 1 capital
and reserve funds in terms of the corresponding deduction approach envisaged hereinbefore and it does not have
sufficient additional tier 1 capital and reserve funds to allow that deduction, the shortfall shall be deducted from
the next higher category of capital, that is, when a bank, for example, does not have sufficient additional tier 1
capital and reserve funds to allow the relevant deduction, the shortfall shall be deducted from its common equity
tier 1 capital and reserve funds.”;

by the substitution in subregulation (5)(a)(iii)(A) for sub-item (ii) of the following sub-item:

“(ii) the bank shall look through holdings of index securities to deduct any relevant exposure to own shares or
instruments qualifying as tier 2 capital, provided that any gross long position in own shares or instruments
resulting from holdings of index securities may be netted against short position in own shares or
instruments resulting from short positions in the same underlying index, even when the short positions
may involve counterparty risk, which shall be subject to the relevant requirement specified in these
Regulations for counterparty credit risk;”;

by the insertion in subregulation (5)(a)(iii) of the following item:

“(F) the relevant amount related to any reciprocal cross holding of any other TLAC instrument or liability of—
(i) any relevant G-SIB; and
(i) any relevant non-G-SIB, financial entity or insurance entity;";

by the insertion in subregulation (5)(a)(iii) of the following item:

“G)  the relevant amount related to any investment in or holding of other TLAC instruments or liabilities of any
other bank, controlling company, other financial entity or insurance entity, other than a reciprocal cross
holding envisaged hereinbefore, unless the reporting bank or controlling company owns less than or equal
to 10 per cent of the issued common shares of that entity and the relevant aggregate amount envisaged
in subparagraph (i)(L) above does not exceed 10 per cent of the bank or controlling company's common
equity tier 1 capital and reserve funds, that is, when the bank or controlling company owns—

(i) less than or equal to 10 per cent of the issued common shares of that entity, but the relevant
aggregate amount envisaged in subparagraph (i)(L) above exceeds 10 per cent of the bank or
controlling company’s common equity tier 1 capital and reserve funds, the bank or controlling
company shall deduct from its tier 2 capital and reserve funds only the relevant amount related to
investment in or holding of other TLAC instruments or liabilities related to those entities that
exceeds the aforementioned 10 per cent threshold amount;

(i) more than 10 per cent of the common shares of the issuer, then the bank or controlling company
shall deduct from its tier 2 capital and reserve funds the relevant full amount of investments in or
holding of other TLAC instruments or liabilities related to those entities.”;

by the insertion in subregulation (5)(a)(iii), immediately before paragraph (b), of the following proviso:

“Provided that when a bank or controlling company is required to make a deduction from its tier 2 capital and
reserve funds in terms of the corresponding deduction approach envisaged hereinbefore and it does not have
sufficient tier 2 capital and reserve funds to allow that deduction, the shortfall shall be deducted from the next
higher category of capital, that is, when a bank, for example, does not have sufficient tier 2 capital and reserve
funds to allow the relevant deduction, the shortfall shall be deducted from its additional tier 1 capital and reserve
funds.”;

by the insertion in subregulation (5) after paragraph (b) of the following paragraph:

“(c) When any G-SIB is permitted to include in the calculation of its external TLAC instruments or liabilities,
any instrument or liability ranking pari passu to excluded liabilities, the bank or controlling company shalt
deduct from its capital and reserve funds only the relevant specified portion of such instruments or
liabilities held in that G-SIB, which portion shall be calculated as the funding issued by the G-SIB that
ranks pari passu with excluded liabilities and that is include in the calculation of the G-SIB’s external other
TLAC instruments or liabilities, divided by the funding issued by the G-SIB that ranks pari passu with
excluded liabilities and that would be recognised as external TLAC if the subordination requirement was
not applied, provided that the bank or controlling company shall calculate its relevant holding of other
TLAC instruments or liabilities of an issuing G-SIB resolution entity, and the relevant proportion to be
used, based on the latest publicly available information provided by the relevant issuing G-SIBs.

For example, when a G-SIB resolution entity has funding that ranks pari passu with excluded liabilities
equal to 5% of risk-weighted assets or exposure, and the G-SIB receives partial recognition of these
instruments as external other TLAC instruments or liabilities equivalent to 3.5% of risk-weighted assets
or exposure, then the bank or controlling company investing in such instruments shall include only 70 per
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cent, that is 3.5 / 5, of such instruments in calculating its TLAC holdings, provided that the bank or
controlling company shall apply that same proportion to any relevant indirect or synthetic investment in
instruments ranking pari passu with excluded liabilities and eligible to be recognised as TLAC by virtue of
the subordination exemptions.”;

by the renumbering in subregulation (5) of paragraph (c) as paragraph (d);

by the substitution in subregulation (6) for the words preceding paragraph (a) of the following words:

“Irrespective of whether a bank adopted the standardised approach or IRB approach for the measurement of the

bank’s exposure to credit risk and securitisation schemes or any resecuritisation exposure, when the bank

calculates its minimum required amount of capital and reserve funds, the bank shall not recognise any credit
assessment issued in respect of any securitisation or resecuritisation exposure unless the said external credit
assessment complies with the requirements specified below:”;

by the substitution in subreguiation (7)(b) for subparagraph (ii) of the following subparagraph:

“(ii) Irrespective of whether a bank adopted the standardised approach or IRB approach for the measurement
of the bank’s exposure to credit risk and securitisation schemes or any resecuritisation exposure, the
bank-";

by the substitution in subregulation (7)(b) for subparagraph (iii) of the following subparagraph:

“(iii) Irrespective of whether a bank adopted the standardised approach or IRB approach for the measurement
of the bank’s exposure to credit risk and securitisation schemes or any resecuritisation exposure, and
irrespective of whether the relevant position or instrument is held in a bank’s banking book or trading
baok, the bank shall on a continuous basis—";

by the substitution in subregulation (7) for paragraph (c) of the following paragraph:

“(c) Granularity
When the Authority is of the opinion that the credit risk inherent in a traditional or synthetic securitisation
scheme is higher than the credit risk inherent in a well-diversified portfolio of similar rated corporate
exposure, owing to higher default correlations in the portfolio of assets or risk that was securitised or
resecuritised, the Authority may specify higher risk weights in respect of the commercial paper issued by
the special-purpose institution in respect of the relevant securitisation scheme or resecuritisation
exposure than the risk weights specified in these Regulations.”;

by the insertion in subregulation (8)(e) of the following subparagraph (vii):

“(viiy  such minimum TLAC requirement as may be specified in writing by the Authority or Reserve Bank of
TLAC instruments or liabilities held in addition to the aggregate 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
to risk weighted exposure envisaged hereinbefore;
and”;

by the renumbering in subregulation (8)(e) of subparagraph (vii) as subparagraph (viii);

by the substitution in subregulation (8)(e) for the renumbered subparagraph (viii) of the following subparagraph:

“(viii)  based on, among other things, the bank’s—

(A) board-approved risk appetite or tolerance for risk;

(B) board-approved business strategy;

(C) risk profile and control environment;

(D) future capital needs;

(E) desired level of capital;

(F) stress-testing results,

such additional buffer of qualifying common equity tier 1 capital and reserve funds, additional tier 1 capital
and reserve funds and tier 2 capital and reserve funds to risk weighted exposure, and such level of TLAC

instruments or liabilities, as the board of directors and the senior management of that bank may
determine.”
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(u) by the substitution in subregulation (8)(f) for subparagraph (v) of the following subparagraph:

“(v) the bank shall manage its business in such a manner that its capital conservation buffer for the period 1
January 2019 and thereafter shall be equal to 2,50 per cent;”;

(v) by the insertion in subregulation (8)(f) of the following subparagraph:

“(vi) any share otherwise qualifying as common equity tier 1 capital but used to comply with any relevant TLAC
requirement specified from time to time shall be excluded from any calculation related to the bank’s capital
conservation buffer.”;

(w) by the insertion in subregulation (8)(g)(ii) of the following item:

“D)  any share otherwise qualifying as common equity tier 1 capital but used to comply with any relevant TLAC
requirement specified from time to time shall be excluded from the calculation of the bank’s countercyclical
capital buffer;”;

(x) by the substitution for subregulation (9) of the following subregulation:
“(9) Qualifying capital and reserve funds and related matters

(a) Based on, among other things, the relevant requirements specified in section 70 of the Act read
with the relevant requirements specified in subregulations (8)(a) to (8)(g) above, a bank shall in
the calculation of—

(i) the aggregate amount of common equity tier 1 capital and reserve funds and additional
tier 1 capital and reserve funds and tier 2 capital and reserve funds that the bank is
required to maintain, manage its business in such a manner that—

(A) its common equity tier 1 capital adequacy ratio, that is, the ratio of qualifying
common equity tier 1 capital and reserve funds to risk-weighted exposure, is at
no time during the period 1 January 2015 and thereafter, less than 6,5 per cent
or such other percentage as may be directed in writing by the Authority;

(B) its tier 1 capital adequacy ratio, that is, the ratio of qualifying common equity tier
1 capital and reserve funds and additional tier 1 capital and reserve funds to risk-
weighted exposure, is at no time during the period 1 January 2015 and thereafter,
less than 8 per cent;

(C) its total capital adequacy ratio, that is, the ratio of qualifying common equity tier
1 capital and reserve funds and additional tier 1 capital and reserve funds and
tier 2 capital and reserve funds to risk-weighted exposure, is at no time during the
period 1 January 2014 and thereafter, less than 10 per cent;

(D) after 1 January 2015 no amount obtained from the issue of any hybrid-debt
instrument shall form part of the total amount of qualifying common equity tier 1
capital and reserve funds and additional tier 1 capital and reserve funds of the
bank.

(b) No amount relating to any profit or earnings of a bank or controlling company shall constitute
qualifying common equity tier 1 reserve funds or additional tier 1 reserve funds of the said
reporting bank or controlling company unless the board of directors of the relevant bank or
controlling company formally appropriated the said amount by way of a board resolution to
constitute retained earnings of the relevant bank or controlling company, that is, the board of
directors of the relevant bank or controlling company shall formally consider the said amount and
shall resolve that such profit or earnings constitutes retained earnings to be included in the capital
base of the relevant bank or controlling company, which profit or earnings shall subsequently be
available to absorb losses on a going concern basis that may arise from risks pertaining to the
particular nature of such bank’s or controlling company's business, and the said profit or earnings
shall be disclosed as such in the published financial statements of the relevant bank or controlling
company.”;

(y) by the substitution for subregulation (10) of the following subregulation:
“(10)  Matters related to TLAC
(a) Whenever a bank or controlling company is required to calculate—

(i) its qualifying TLAC or available amount of TLAC, the bank or controlling company, as the
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case may be, shall in addition to any deduction from capital and reserve funds of shares,
instruments or liabilities included in the bank or controlling company’s relevant amount of
capital and reserve funds, deduct from its TLAC resources the relevant amount related to
any direct or indirect investment in or direct or indirect funding provided for direct or
indirect investment in or holding of the bank or controlling company’s own other TLAC
instruments or liabilities;

(i) the relevant amount to be deducted from its capital and reserve funds in respect of its
investment in or holding of other TLAC instruments or liabilities issued by a G-SIB, the
bank or controlling company shall use the relevant latest available percentage related to
its TLAC holdings, published by that relevant G-SIB for that relevant deduction;

Whenever a bank or controlling company is required to calculate the relevant adjustment to or
deduction from its common equity tier 1 capital and reserve funds and its tier 2 capital and reserve
funds, as respectively envisaged in subregulations (5)(a)(i) and (5)(a)iii), the bank or controlling
company shall add to any relevant amount related to capital instruments respectively calculated
in terms of the provisions of subregulation (5)(a)(i)(L) and subregulation (5)(a)(i)(M), the relevant
net long position in any direct or indirect investment, including any relevant synthetic investment
or underwriting position held for longer than five working days, in other TLAC instruments or
liabilities of the bank, financial entity or insurance entity that falls outside the scope of
consolidation in terms of the provisions of these Regulations, irrespective of whether the relevant
investment or holding of other TLAC instruments or liabilities is held in the banking book or trading
book, provided that—

(i) as stated hereinbefore, in order to determine the appropriate amount to be deducted, a
bank or controlling company shall look through holdings of index securities to determine
the actual underlying holdings of other TLAC instruments or liabilities of that relevant
entity;

(i} when a bank or controlling company finds it operationally burdensome to look through
and monitor its exact exposure to the other TLAC instruments or liabilities of those
relevant entities or institutions as a result of its holdings of index securities, the bank or
controlling company may obtain the prior written approval of the Authority to use a
conservative estimate, which estimate shall be well founded and duly motivated by the
relevant applicant bank or controlling company.”;

by the substitution in subregulation (16)(b)(ii) for item (A) of the following item:

Q)

the bank shall simultaneously with the redemption of instruments issue further capital that shall be of a

quantity and quality similar to or higher than the instruments to be redeemed when the period that lapsed
since the issue date of the instruments to be redeemed is or will be less than or equal to five years;";

by the substitution in subregulation (17) for the instruction relating to the completion of line item number 3 of the
form BA 700 of the following instruction:

3

Risk weighted exposure in respect of threshold items and other specified items

When reporting on a solo basis, based on, among other things, the relevant requirements
specified in subregulation (5)(b), this line item shall reflect the relevant amount reported in
item 197 of the form BA 700, after applying the relevant risk weight of 250%, plus the
relevant amount reported in item 198 of the form BA 700, after applying the relevant risk
weight of 1250%.

by the substitution in subregulation (17) for the instruction relating to the completion of line item number 29 of the
form BA 700 of the following instruction:

29

Retained earnings

This item shall reflect the relevant aggregate amount of retained earnings prior to the
application of any regulatory adjustment, provided that any negative amount due to
accumulated losses shall be reported in line item 200, as part of regulatory adjustments or
deductions, and not in this line item 29.

by the substitution in subregulation (17) for all the instructions immediately following the instruction relating to the
completion of line item number 98 of the form BA 700 of the following instructions:

Line items relating to specified regulatory adfustments and deductions

[ Line item number | Description

I

160 to 162 [Risk weighted ts of amounts below the threshold, not deducted
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Line item number Description

These items shall reflect the relevant aggregate amounts in respect of assets or instruments
held in the bank’s banking book or trading book respectively, and which assets or
instruments-

s are risk weighted and reported in accordance with the relevant requirements
respectively specified in regulations 23 and 28 of these Regulations;

s shall not be included in line item 3, column 6, of the form BA 700.
186 Net deferred tax assets due to temporary differences

This item shall reflect the relevant aggregate amount of deferred tax assets relating to
temporary differences such as allowance for credit impairment, provided that the relevant
amount may be netted with any associated deferred tax liabilities if such amount relates to
taxes levied by the same taxation authority and offsetting is permitted by that authority.

Line items relating to phase out of capital instruments
Line‘item number Description

209 This item shall reflect the relevant aggregate nominal amount of instruments or shares
subject to the application of any phasing-out arrangements in accordance with the relevant
requirements specified in subregulations (11)(d) and (12)(c).
210 This item shall reflect the relevant aggregate amount with which the proceeds from tier 2
instruments with a remaining maturity of less than 5 years, that are included in the base
amount, has been reduced, in accordance with the relevant requirements specified in
subregulation {12){(a){iv)(C).

212 This item shall reflect the calculated base amount after the application of any relevant phase-
out percentage specified in subregulation (11)(d) or (12)(c].
214 This item shall reflect the relevant surplus amount of capital attributable to minority interest

that was deducted in the current reporting period, in accordance with the relevant
requirements specified in subregulation (14), relating to instruments included in line item
208.

Line items relating to capital distribution and income
Line item number Description
219 to 229 Income and distributions

These items shall only be completed by banks that have utilised part of their specified capital
buffers and that have reported a percentage lower than 100 per cent in line item 237 of the
form BA 700, provided that, when required to be completed, the items shall be completed
based on six-month rolling balances.

222 t0 228 Distributions

All relevant specified distributions shall be reported in the period in which they are
recognised in the relevant accounting records of the bank in accordance with the relevant
Financial Reporting Standards, provided that the bank shall reverse or derecognise any
relevant tax implication or impact of making such payments.

Amendment of regulation 67 of the Regulations

10. Regulation 67 of the Regulations is hereby amended—

(a) by the insertion after the definition of “eligible provisions” of the following definition:
“axcluded instruments, liabilities or claims” in relation to a bank or controlling company’s TLAC means any
instrument, liability or claim specified in writing by the Authority or Reserve Bank to be excluded from the bank or
controlling company’s relevant TLAC calculation;”; and
(b) by the insertion after the definition of “other public-sector bodies” of the following definition:
“*ather TLAC instrument or liability"-
(a) includes—
(i) all direct, indirect and synthetic holdings of or investments in a subordinated instrument or liability

eligible for inclusion in the total loss-absorbing capacity requirement of a bank or controlling
company, that do not otherwise qualify as common equity tier 1 capital and reserve funds, additional

This gazette is also available free online at www.gpwonline.co.za




32 No. 46159 GOVERNMENT GAZETTE, 31 MARCH 2022

30

tier 1 capital and reserve funds or tier 2 capital and reserve funds;

(i) all relevant instruments or liabilities that rank pari passu with subordinated forms of TLAC,

{b) excludes any instrument, liability or claim specified in writing by the Authority or Reserve Bank to form part

(c) by the deletion of the definition of “person”;
(d) by the deletion of the definition of “private-sector non-bank person”; and
(e) by the insertion after the definition of “suspensive sale transaction” of the following definition:

“"TLAC" means total loss-absorbing capacity;”.

1. Date of commencement

These Regulations shall come into operation on 1 April 2022.
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Annexure A

Page |10
Risk weighted
L7
Standardised approach: Risk weighted expotzt;fr?:kb o Squared value
Credit concentration risk Line exposure weighted (%)
Herfindahl-Hirschman Index (HHI) no. (R'000) exposure (col. 2)*(col.2)?
Wholesale - Industry’ (eol. 1/ 2?/1?' RWE)
1 2 3

Total (of items 96 to 108) 95

Agriculture, hunting, forestry and fishing 96

Mining and quarrying 97

Manufacturing 08

Electricity, gas and water supply 99

Construction 100

Wholesale and retail trade, repair of

specified items, hotels and restaurants 101

Transport, storage and communication 102

Financial intermediation and insurance 103

Real estate 104

Business services 105

Community, social and personal services | 106

Private households 107

Other 108
of which total:

Sovereign (central government and

central bank) 109

Public sector entities 110

Local government and municipalities 111

A:f;f:&;:" Sql:ared value (%)
Herfindahl-Hirschman Index (HHI) Rlsel;;?;glr:ed Number of clients| SXPosure per n;?;l:‘z of
(R'000) clientas % :)f (col. 3)*(col.3)
Retail - Product® total RWE N s
(%) (col.2)
1 2 3 4

Total (of items 113 to 117) 112

Credit cards 113

Current accounts 114

Mortgages 115

Instalment sales 116

Personal and term loans 117

. The wholesale HHI shall be based on specified industries.
. Means the squared value of the percentage reported in column 2.

1
2
3. The retail HHI shall be based on specified products.
4

. Means (the amount reported in column 1 divided by the number reported in column 2) divided by the total risk weighted exposure

amount in column 1.

5. Means the squared value of the percentage reported in column 3, multiplied with the number of clients reported in column 2.
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Annexure A

Page |24
Risk weighted
exposure as % of
'g: daifgcr;ac‘;::tration risk Risk weighted total risk Squared value
Herfindahl-Hirschman Index (HHI) Line | CR000) e N ot e 2y
(col. 1/ total RWE)
Wholesale - Industry’ (%)
1 2 3

Total (of items 319 to 331) 318

Agriculture, hunting, forestry and fishing 319

Mining and quarrying 320

Manufacturing 321

Electricity, gas and water supply 322

Construction 323

Wholesale and retail trade, repair of specified

items, hotels and restaurants 324

Transport, storage and communication 325

Financial intermediation and insurance 326

Real estate 327

Business services 328

Community, social and personal services 320

Private households 330

Other 331
of which total:

Sovereign (central government and central

bank}) 332

Public sector entities 333

Local government and municipalities 334

e el A\\:;er?gg;er:’sk §qt:ared vbaluef
number
Herfindahl-Hirschman Index (HHI) sz;‘oeslgr;e Number of clients sl’i‘;’:ts:;e%f’z'f ™ clil;ntse °
Retail - Product’ (R'000) total RWE* | (%0- (2](2‘)’5'-3) :
(%) ’
1 2 3 4

Total (of items 336 to 340) 335

Credit cards 336

Current accounts 337

Mortgages 338

Instalment sales 339

Personal and term loans 340
1. The wholesale HHI shall be based on specified industries.
2. Means the squared value of the percentage reported in column 2.
3. The retail HHI shall be based on specified products.
4. Means (the amount reported in column 1 divided by the number reported in column 2) divided by the total risk weighted exposure amount

in column 1.
5. Means the squared value of the percentage reported in column 3, multiplied with the number of clients reported in column 2.
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Annexure C

Page | 1
FOREIGN OPERATIONS OF SOUTH AFRICAN BANKS BA 610
(Confidential and not available for inspection by the public) Quarterly
Name of entity..........oooiiieii Currency:...............
Quarter ended: .............c.ocoeeeee oo (yyyy-mm-dd) Country:..........c.e...
Host supervisor:......
Rules applied”: .........
A. BALANCE SHEET (All amounts to be rounded off to the nearest '000)
Assets Line Banking Trading Total?
no. 1 2 3
Cash and balances with central bank 1
Short term negotiable securities (total of items 3 to 5) 2
Negotiable certificates of deposit 3
Treasury bills 4
Other 5
Loans and advances to customers (item 7 less item 18) 6
Gross loans and advances (total of items 8 to 17) 7
Home loans 8
Commercial Mortgages 9
Credit cards 10
Lease and instalment debtors 1"
Overdrafts 12
Redeemable preference shares and other equivalent instruments 13
Trade other bills and bankers acceptances 14
Term loans 15
Loans granted/ deposits placed under resale agreements 16
Other loans to customers and clients 17
Less: credit impairments 18
Investment and trading securities (total of items 20 to 24, less item 25) 19
Equities - Listed 20
Equities - Unlisted 21
Commadities 22
Government and government - guaranteed securities 23
Other dated securities 24
Less: credit impairments 25
Derivative financial instruments 26
Pledged assets 27
Investment in subsidiary companies 28
Investments in associates and joint ventures 29
Non-current assets held for sale 30
Intangible assets 31
Investment property 32
Property and equipment 33
Current income tax receivables 34
Deferred income tax assets 35
Post-employment assets 36
Other assets 37
TOTAL ASSETS (total ofitems 1, 2, 6, 19 and 26 to 37) 38

1.
2.

Reserve Bank, or host supervisor when the rules of a foreign supervisor were applied.

Actual balance at month-end.

This gazette is also available free online at www.gpwonline.co.za




84 No. 46159 GOVERNMENT GAZETTE, 31 MARCH 2022

Annexure B
Page |11

CERTIFICATION BY GROUP CHIEF ACCOUNTING OFFICER AND GROUP CHIEF EXECUTIVE OFFICER
We, the undersigned, hereby certify that-
(i) all information submitted in and with this form is to the best of our knowledge and belief correct;

(i)  this bank or controlling company, as the case may be, has from the thirtieth business day of the month following the quarter
to which the preceding form BA 600 relates to date maintained, and will continue to maintain, for every day until the twenty-
ninth business day of the month following the quarter to which this return relates, the prescribed minimum amount of capital
and reserve funds, as prescribed in section 70A of the Act, and complies/will comply, as from the thirtieth business day of
the month following the quarter to which this return relates, with the aforesaid requirements relating to the maintenance of
the prescribed minimum amounts;

(i)  this bank or controlling company, as the case may be, has not exceeded on any day during the reporting quarter the limits
on its effective net open position(s) in foreign currency reported in item 57 of this return. (When the bank or controlling
company has exceeded the prescribed limits, 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.)

Group Chief Accounting Officer* " Group Chisf Executive Officer*
*Please note: When the Group Chief Executive Officer or Group Chief Accounting Officer is not available to sign, the officer performing

the relevant function shall sign in an acting capacity and not on behalf of the absent officer, and the normal office of the
officer so acting shall be clearly indicated.
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Annexure C

Page |2
A. BALANCE SHEET (All amounts to be rounded off to the nearest '000
Liabilities Line no. Ba":""g T"’z" ing T°;“'1
Deposits, current accounts and other creditors (total of items 40 to 46) 39
Current accounts 40
Savings and deposits 41
Call deposits 42
Fixed and notice deposits 43
Negotiable certificates of deposits 44
Other deposits and loan accounts 45
Deposits received under repurchase agreements 46
Derivative financial instruments and other trading liabilities 47
Term debt instruments (total of item 48 plus 50) 48
Qualifying as capital 49
Other 50
Deferred revenue 51
Current income tax liabilities 52
Deferred income tax liabilities 53
Non-current liabilities held for sale 54
Retirement benefit obligations 55
Provisions 56
Other liabilities 57
TOTAL LIABILITIES (total of items 39, 47, 48 and 51 to 57) 58
Equity Line no. Ban1king Tra;ling To:t‘;al1
Total equity attributable to equity holders (total of items 60 to 62) 59
Share capital 60
Retained earnings 61
Other reserves 62
Preference shareholders and minority shareholders equity (total of items 64
and 65) 63
Minority interest 64
Preference shareholders 65
TOTAL EQUITY (total of items 59 and 63) 66
TOTAL EQUITY AND LIABILITIES (total of items 58 and 66) 67
Memorandum ltems Line no. Ban1king Tra;linL To;al1
Analysis of counterparties (item 6 - Loans and advances to customers) | 68
Loans and advances to non-bank customers 69
Loans and advances to banks 70
of which:
Intra group 71
Interbank 72
Analysis of foreign currency (item 6 - Total foreign currency loans and
advances included in item 6) 73
Analysis of counterparties (item 39 - Deposits, current accounts and
other creditors) (total of item 75 to 78, and 81 to 84) 74
Sovereign, including central banks 75
Public sector entities 76
Local sector entities 77
Banks (total of items 79 and 80) 78
of which:
Intra group 79
Interbank 80
Securities firms 81
Corporate customers 82
Retail customers 83
Other 84
Analysis of foreign currency (item 39) - Total foreign currency funding
included in item 39 85

1. Actual balance at month-end.
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Annexure C

Page |3
B. OFF BALANCE SHEET ACTIVITIES (All amounts to be rounded off to the nearest '000)
X . . Banking Trading Total'
Description of item Line no.
1 2 3

Guarantees 86
Letters of credit 87
Customers' indebtedness for acceptances 88
Committed undrawn facilities (including unutilised draw-down facilities) 89
Underwriting exposures (including revolving underwriting exposures) 90
Credit-derivative instruments 91
Committed capital expenditure 92
Operating lease commitments 93
Other contingent liabilities 94

of which:

uncommitted undrawn facilities (including conditionally revocable

undrawn loan commitments) g5
TOTAL (of items 86 to 94) 96

1. Actual balance at month-end.
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Annexure D
Page |

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

. Common equity .
Summary information in respect of capital adequacy l::e tier 1 Tier 1 Total
. 1 2 3
Minimum required capital and reserve funds
Minimum required capital and reserve funds prior to specified floors
or add-ons (item 17) 19
Additional capital requirement specified by the Authority’ 20
Minimum required capital and reserve funds including specified floors
or add-ons’ (total of items 19 and 20) 21
Minimum required amount of capital and reserve funds in
accordance with the relevant requirements specified in section 22
70(2)(a)(i), 70(2A)(a)(i) or 70(2B)(a)(i) of the Act®
Aggregate amount of qualifying capital and reserve funds 23
Excess/ (shortfall) capital and reserve funds prior to the buffer 24
requirements and other specified minima (item 23 less items 13 and 20)
Excess/ (shortfall) capital and reserve funds (item 23 less the higher of 25
item 21 or 22)

1. As specified in writing by the Authority.
2. That Is, R250 million or such actual minimum required amount of capital and reserve funds as may be specified from time to time
in terms of the provisions of section 70(2)(a)(i), 70(2A)(a)(i) or 70(2B)(a)(i) of the Act.

. Specified
Line Curre:‘tor:t;:]ortmg minimum
Summary information in respect of leverage no. leverage ratio
1 2
Leverage ratio (item 77, column 1, divided by item 236, column 1) 26 4%

1. Refer to regulation 38(15).

(All amounts to be rounded off to the nearest R'000)
Balance at | Movement | Balance at
Line th‘:aelzgc:f?; o the end of the during the | the end of
Common Equity Tier 1 capital and reserve funds no reporting previous reporting |the reporting
) period reporting | period (co! 1 period in
period minus col 2) 20225
1 2 3 4
Common equity tier 1 capital and reserve funds
attributable to common shareholders (total of items 28
to 31) 27
Paid in capital’ 28
Retained earnings (zero or positive) 29
Less: unappropriated profits? (zero or positive) 30
Accumulated other comprehensive income/reserves®| 31
of which:
Unrealised gains and losses on available for sale 32
items
Gains and losses on derivatives held as cash flow a3
hedges
Gains and losses resulting from converting foreign 24
currency subsidiaries to the parent currency
Actuarial reserve 35
Unrealised gains and losses from a foreign currency 36
hedge of a net investment in a foreign operation
Property revaluation reserve 37
Share-based payment reserve 38
Other reserves 39
(please specify)
Minority interest included in common equity tier 1
capital and reserve funds’ 40
Total common equity tier 1 capital and unimpaired
reserve funds prior to regulatory adjustments (item
27 plus item 40) 41

Refer to regulation 38(11).

Refer to regulation 38(10).

The full amount prior to the application of any relevant filter or deduction.

Sum of relevant amounts reflected on the form BA 600 related to subsidiaries that issued capital held by third parties.

Means the relevant amount after the termination or conclusion of all the relevant transition periods and phase-out periods provided
for in the Basel Il framework, which may be up to the year 2022.

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

[l ol off 2l
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Balance at | Movement | Balance at
o ) Line thza(:::c:fi;e the end_ of the| during the | the end of
Common equity tier 1 capital and reserve funds no reporting previous reporting |the reporting
' period reporting | period (col 1| period in
period minus col 2) 20224
1 2 3 4
Total of specified adjustments to and deductions from
common equity tier 1 capital and reserve funds? (total of
items 43 to 53) 42
Goodwill, net of related deferred tax liability 43
Intangible assets, other than goodwill, net of related deferred
tax liability 44
Deferred tax assets, excluding temporary differences, net of
related deferred tax liabilities 45
Investments in own shares, excluding amounts already
derecognised in terms of Financial Reporting Standards 46
Reciprocal cross holdings in common equity 47
Shortfall of eligible provisions compared to expected loss’ 48
Cash flow hedge reserve 49
Cumulative gains and losses due to changes in own credit
risk on fair valued liabilities 50
Defined benefit pension fund assets 51
Securitisation gain on sale (expected future margin income) 52
Other regulatory adjustments
(please specify) 53
Common equity tier 1 capital and reserve funds after
specified adjustments and deductions (item 41 less item 42) | 54
Investments in the capital of financial entities where the bank
does not own more than 10% of the Issued common share
capital (amount above the 10% threshold) 55
Common equity tier 1 capital and reserve funds after
specified adjustments and deductions (item 54 less item 55) | 56
Investments in the common stock of financial entities
(amount above 10% threshold) 57
Mortgage servicing rights (amount above 10% threshold) 58
Deferred tax assets arising from temporary differences
(amount above 10% threshold) 59
Common equity tier 1 capital and reserve funds after
specified adjustments and deductions (item 56 less items 57
to 59) 60
Regulatory adjustments to be applied to common equity tier 1
capital and reserve funds due to insufficient additional tier 1
capital and reserve funds to cover specified deductions 61
Common equity tier 1 capital and reserve funds after
specified adjustments and deductions (item 60 less item 61) | 62
Amount exceeding the 15% threshold® 63
Qualifying common equity tier 1 capital and reserve funds
(item 62 less item 63) 64

1.

2.
3.
4.

Relates to a bank that adopted the IRB approach for the measurement of the bank's exposure to credit risk.

Refer to regulation 38(5)(a)(i).
Refer to regulation 38(5)(b).

Means the relevant amount after the termination or conclusion of all the relevant transition periods and phase-out periods provided

for in the Basel lii framework, which may be up to the year 2022.
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(All amounts to be rounded off to the nearest R'000)
Balance at Balance at MoYement Balance at
Additional tier 1 capital and reserve funds and Line [the end of the|th® énd of the| during the | the end of
tier 1 capital and reserve funds no. reporting previous rep orting |the re_por.tmg
period repottmg pe_rlod (col 1 penoddm
period minus col 2) 2022
1 2 3 4

Additional tier 1 capital and unimpaired reserve funds
prior to adjustments and deductions (total of items 66,
70 and 72) 65
Qualifying additional tier 1 capital instruments’ 66

reported as:

classified as equity in terms of Financial Reporting

Standards 67

classified as liabilities in terms of Financial Reporting

Standards 68

gross value of directly issued capital instruments

subject to phase out from additional tier 1 capital 69
Instruments included in additional tier 1 capital issued by
subsidiaries to third parties? 70

reported as:

gross value of instruments issued by subsidiaries

subject to phase out 71
Additional tier 1 unimpaired reserve funds 72
Total of specified adjustments to and deductions from
additional tier 1 capital and reserve funds 73

of which:

specified adjustments to and deductions from additional

tier 1 capital and reserve funds® 74

specified adjustments to and deductions from tier 2

capital and reserve funds that are deducted from

additional tier 1 capital and reserve funds due to

insufficient tier 2 capital and reserve funds to allow the

relevant adjustment or deduction 75
Qualifying additional tier 1 capital and reserve funds
(higher of zero or item 65 less item 73) 76
Total qualifying tier 1 capital and reserve funds (item
64 plus item 76) 77

1. Refer to regulation 38(11)(b).

2. Sum of amounts reflected on the form BA 600 related to sul
3. Refer to regulation 38(5)(a)(ii).
4.

bsidiaries that issued relevant instruments to third partles.

Means the relevant amount after the termination or conclusion of all the relevant transition periods and phase-out periods provided
for in the Basel Il framework, which may be up to the year 2022.
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(All amounts to be rounded off to the nearest R'000)

Balance at Balance at MO\'rement Balance at
Tier 2 capital and reserve funds and Line |the end of the *oe and ofith d"""g.the fheend ?f
total capital and reserve funds no. reporting prevl(:.us reP orting [t re.porflng
period repon_'tmg pgrlod (col 1 penodsm
period minus col 2) 2022
1 2 3 4

Tier 2 capital and unimpaired reserve funds prior to
adjustments and deductions (total of items 79, 81 and 83)| 78
Qualifying tier 2 capital instruments' 79

reported as:

gross value of directly issued instruments subject to

phase out from tier 2 capital 80
Instruments included in tier 2 capital issued by subsidiaries
to third parties? 81

reported as:

gross value of instruments issued by subsidiaries subject

to phase out 82
Tier 2 unimpaired reserve funds 83

of which:

general allowance for credit impairment: standardised

approach?® 84

excess amount in respect of eligible provisions: IRB

approach* 85
Total of specified adjustments to and deductions from
tier 2 capital and reserve funds® 86
Qualifying tier 2 capital and reserve funds (higher of zero
or item 78 less item 86) 87
Total qualifying capital and reserve funds (item 77 plus
item 87) 88

of which:

allocated to support market risk 89
1. Refer to regulation 38(12).
2. Sum of amounts reflected on the form BA 600 related to subsidiaries that issued relevant instruments to third parties.
3. The portion of general allowance for credit impairment which relates to exposures subject to the standardised approach for credit

risk may be included in tier 2 unimpaired reserve funds up to a maximum amount of 1,25 per cent of item 47, column 12, of the form
BA 200. Refer to regulation 23(22)(c).

4. The surplus amount of eligible provisions calculated in accordance with the provisions of regulation 23(22)(d) in respect of
exposures subject to the IRB approach may be included in tier 2 unimpaired reserve funds up to a maximum amount of 0,6 per cent
of item 156, column 10, of the form BA 200.

5. Refer to regulation 38(5)(a)iii).

6. Means the relevant amount after the termination or conclusion of all the relevant transition periods and phase-out periods provided
for in the Basel lll framework, which may be up to the year 2022.

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

Memorandum items:. Line no. Current Previous
Reconciliation in respect of unappropriated profits ‘| reporting period| reporting period
1 2

Balance in respect of unappropriated profits 90
Movements during the period in respect of:

Current profits/ (loss) after tax 91

Payment of dividends 92

Transfers from appropriated profits 93

Transfers to appropriated profits 94

Transfers (to) / from reserves not qualifying as common equity tier 1 a5

capital and reserve funds
Balance in respect of unappropriated profits (total of items 90, 91 and 93, less %
items 92 and 94, plus 95 when credit/ minus 95 when debit)
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Capital adequacy ratio:
percentages
Memorandum item: . Common .
Capital adequacy Line no. equity tier 1 Tier 1 Total
1 2 3
Capital adequacy ratio, including unappropriated profits 97
Capital adequacy ratio, including unappropriated profits, after the 98
application of all relevant capital transitional arrangements

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

Line Current reporting
Information related to specified regulatory adjustments and deductions no period
i 1
Goodwill:
Total gross value of goodwill 99
Associated deferred tax liability which would be extinguished if the goodwill becomes impaired or
derecognised in terms of relevant Financial Reporting Standards 100
Goodwill net of related tax liability (amount to be deducted from common equity tier 1 capital and
reserve funds) (item 99 less item 100) 101
Intangible assets other than goodwill and mortgage servicing rights:
Total gross value of all relevant intangible assets 102
Associated deferred tax liability which would be extinguished if the relevant intangible assets
becomes impaired or derecognised in terms of relevant Financial Reporting Standards 103
Relevant intangible assets net of related tax liability (amount to be deducted from common
equity tier 1 capital and reserve funds) (item 102 less item 103) 104
Deferred tax assets which do not rely on the future profitability of the bank to be realised
Total gross amount 105
Total net amount 106
Deferred tax assets which do rely on the future profitability of the bank to be realised
Total gross amount 107
Total net amount 108
of which:
amounts arising from carry forwards of unused tax losses, unused tax credits and all other
relevant amounts, net of the pro rata share of any deferred tax liabilities 108
amounts arising from temporary differences, net of the pro rata share of any deferred tax
liabilities 110
Deferred tax asset amount to be deducted in full from common equity tier 1 capital and reserve
funds 111
Deferred tax asset amount subject to the threshold deduction treatment 112
Investments in own shares and instruments qualifying as capital
Total amount to be deducted from common equity tier 1 capital and reserve funds (total of
items 114 to 116) 113
Direct investments in own shares, net of any relevant short positions that involve no
counterparty risk 114
Indirect investments in own shares, such as holding of relevant index securities, net of any
relevant short positions 115
Total potential purchase cost of own shares which the group could be contractually obliged to
purchase 116
Total amount to be deducted from additional tier 1 capital and reserve funds (total of items
118 to 120) 117
Direct investments in own additional tier 1 capital instruments, net of any relevant short
positions that involve no counterparty risk 118
Indirect investments in own additional tier 1 capital instruments, such as holding of relevant
index securities, net of any relevant short positions 119
Total potential purchase cost of own additional tier 1 capital which the group could be
contractually obliged to purchase 120
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(Al amounts to be rounded off to the nearest R'000)

Line Current reporting

Information related to specified regulatory adjustments and deductions - period
’ 1
Total amount to be deducted from tier 2 capital and reserve funds (total of items 122 to 124) 121
Direct investments in own tier 2 capital instruments, net of any relevant short positions that involve
no counterparty risk 122
Indirect investments in own tier 2 capital instruments, such as holding of relevant index securities,
net of any relevant short positions 123
Total potential purchase cost of own tier 2 capital which the group could be contractually obliged to
purchase 124
Reciprocal cross holdings in respect of:
Common equity tier 1 capital instruments, that is, amount to be deducted from common equity tier 1
capital 125
Additional tier 1 capital instruments, that is, amount to be deducted from additional tier 1 capital 126
Tier 2 capital instruments, that is, amount to be deducted from tier 2 capital 127
Provisions and expected loss
IRB approach
Gross amount of eligible provisions 128
Total eligible expected loss 129
Shortfall of eligible provisions to expected losses to be deducted from common equity tier 1
capital and reserve funds (item 129 less item 128) 130
Cash flow hedge reserve
Total positive or negative value of the cash flow hedge reserve as stated on the balance sheet 131
of which:
positive or negative amount that relates to the hedging of projected cash flows that are not
recognised on the balance sheet (if gain report as positive; if loss report as negative) 132

positive or negative amount that relates to the hedging of projected cash flows on assets that
are recognised on the balance sheet but are not fair valued on the balance sheet, such as
loans and receivable (if gain report as positive; if loss report as negative) 133
positive or negative amount that relates to the hedging of projected cash flows on liabilities that
are recognised on the balance sheet but are not fair valued on the balance sheet (if gain report
as positive; if loss report as negative) 134
other items, including those related to projected cash flows on assets and liabilities which are
recognised on the balance sheet and are fair valued (if gain report as positive; if loss report as

negative) 135
Amount to be deducted from (or added to if negative) common equity tier 1 capital and
reserve funds (total of items 132 to 134) 136

Cumulative gains and losses due to changes in own credit risk on fair valued liabilities
Total cumulative net gains and (losses) in equity due to changes in the fair value of liabilities
that are due to a change in the bank's own credit risk. Amount to be deducted from (or added to
if negative) common equity tier 1 capital and reserve funds (if gain report as positive; if loss report
as negative) 137
of which:
total cumulative net gains and (losses) in equity due to changes in the fair value of derivatives
that are due to a change in the bank’s own credit risk. Amount to be deducted from (or added to
if negative) common equity tier 1 capital and reserve funds (if gain report as positive; if loss
report as negative) 138
Total derivative debit valuation adjustments 139
Defined benefit pension fund assets
For every separate defined benefit pension scheme which gives rise to a net asset on the balance
sheet, the total of such net assets less any associated deferred tax liability that would be

extinguished if the asset should be impaired 140
Amount by which the above deduction from capital and reserve funds can be reduced by

demonstrating unrestricted and unfettered access to assets in the relevant funds 141
Amount to be included in risk-weighted assets in respect of the amounts used above to offset the
deduction of pension fund assets 142
Total amount to be deducted from common equity tier 1 capital and reserve funds 143
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(All amounts to be rounded off to the nearest R'000)

Line Current reporting

Information related to specified regulatory adjustments and deductions no period
i 1
Investments in or holdings of capital and other TLAC instruments or liabilities of banking, financial
and insurance entities that are outside the scope of regulatory consolidation and where the bank does
not own more than 10% of the issued common share capital
Gross holdings of common stock 144
Permitted offsetting short positions in relation to the specific gross holdings included above 145
Holdings of common stock net of short positions 146
Gross holdings of additional tier 1 capital 147
Permitted offsetting short positions in relation to the specific gross holdings included above 148
Holdings of additional tier 1 capital net of short positions 149
Gross holdings of tier 2 capital 150
Permitted offsetting short positions in refation to the specific gross holdings included above 151
Investments in or holdings of other TLAC instruments or liabilities 152
Holdings of tier 2 capital net of short positions and other TLAC instruments or liabilities 153
Sum of all net holdings where the bank does not own more than 10% of the issued share capital
(total of items 146, 149 and 153) 154
Common equity tier 1 capital after all regulatory adjustments that do not depend on a threshold 185
Amount by which the sum of all holdings exceeds 10% of the common equity tier 1 capital and
reserve funds, after all deductions that do not depend on a threshold, that is, the amount to be
deducted from capital and reserve funds 156
Allocation of the deduction to-
common equity tier 1 capital and reserve funds 157
additional tier 1 capital and reserve funds 158
tier 2 capital and reserve funds 159
Amounts not deducted but subject to relevant risk weighting (amounts below allocated on a pro rata basis)
Holdings of-
common stock net of short positions (item 146 less item 157) 160
additional tier 1 capital net of short positions (item 149 less item 158) 161
tier 2 capital net of short positions and other TLAC instruments or liabilities (item 153 less item 159) 162
of which: amounts that relate to holdings of-
other TLAC instruments or liabilities subject to risk weighting treatment 163

Total risk weighted assets of amounts not deducted set out in items 160 to 162)
of which: amounts that relate to holdings of-
common stock net of short positions, that is, risk weighted assets of exposures in line item 160) 164
additional tier 1 capital net of short positions, that is, risk weighted assets of exposures in line item 161) | 165
tier 2 capital net of short positions and other TLAC instruments or liabilities, that is, risk weighted assets
of exposures in line item 162) 166
Significant investments in or holdings of capital and other TLAC instruments or liabilities of banking,
financial and insurance entities that are outside the scope of regulatory consolidation and where the
bank owns more than 10% of the issued common share capital or where the entity is an affiliate

Gross holdings of common stock 167
Permitted offsetting short positions in relation to the specific gross holdings included above 168
Holdings of common stock net of short positions 169
Gross holdings of additional tier 1 capital 170
Permitted offsetting short positions in relation to the specific gross holdings included above 171
Holdings of additional tier 1 capital net of short positions 172
Gross holdings of tier 2 capital 173
Permitted offsetting short positions in relation to the specific gross holdings included above 174
Investments in or holdings of other TLAC instruments or liabilities 175
Holdings of tier 2 capital net of short positions and other TLAC instruments or liabilities 176
Common equity tier 1 after all regulatory adjustments except significant investments in financials, mortgage
servicing rights and deferred tax asset temporary difference 177
Amount to be deducted from common equity tier 1 capital and reserve funds as a result of

application of 10% cap 178
Amount to be deducted from tier 1 capital and reserve funds 179
Amount to be deducted from tier 2 capital and reserve funds 180
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(All amounts to be rounded off to the nearest R'000)
Line Current reporting
Information related to specified regulatory adjustments and deductions no period
i 1
Mortgage servicing rights 181
Total amount of mortgage servicing rights classified as intangible assets
Associated deferred tax liability which would be extinguished if the intangible asset becomes
I . A X ) h ! 182
impaired or derecognised in terms of relevant Financial Reporting Standards
Mortgage servicing rights net of related tax liability (item 181 less item 182) 183
Common equity tier 1 capital and reserve funds after all regulatory adjustments except significant 184
investments in financials, mortgage servicing rights and deferred tax asset temporary difference
Amount to be deducted from common equity tier 1 capital and reserve funds as a result of 185
application of 10% cap
Deferred tax assets due to temporary differences
Net amount of deferred tax assets due to temporary differences 186
Common equity tier 1 capital and reserve funds after all regulatory adjustments except significant
investments in financials and deferred tax asset temporary differences 187
Amount to be deducted from common equity tier 1 capital and reserve funds as a result of
application of 10% cap 188
Aggregate amount of items subject to the 15% limit in respect of significant investments in
financial institutions, mortgage servicing rights and deferred tax assets that arise from
temporary differences
Significant investments in the common equity of financial entities not deducted as part of the 10%
cap 189
Mortgage servicing rights not deducted as part of the 10% cap 190
Deferred tax assets due to temporary differences not deducted as part of the 10% cap 191
Sum of significant investments in financials, mortgage servicing rights and deferred tax
asset temporary differences not deducted as a result of the 10% cap 192
Deduction from common equity tier 1 capital and reserve funds in respect of amounts above
the 15% cap 193
Amounts not deducted but risk weighted at 250%
Significant investments in the common equity of financial entities 194
Mortgage servicing rights 195
Deferred tax assets due to temporary differences 196
Total (of items 194 to 196) 197
Items subject to risk weight of 1250%
Significant investments in commercial entities 198
(All amounts to be rounded off to the nearest R'000)
Line Co_mmon AintionaI Tier 2
Information related to specified regulatory adjustments and deductions Py equity tier 1 tier 1
: 1 2 3
Other deductions
Capital investment or requirement in respect of foreign branches 199
Accumulated losses 200
Instruments in respect of which no value was received 201
Financial assistance provided to persons acquiring qualifying instruments 202
Qualifying instruments held in banks or other regulated institutions’ 203
Acknowledgement of debt issued to fund qualifying instruments 204
Surplus capital attributable to minorities/ third parties 205
Adjustments/ deductions for prudent valuation? 206
Other regulatory adjustments®
(please specify) 207
Total (of items 199 to 207) 208
1. Op ion in the Republic, unconsolidated submission only.

2. Relates to adjust ts or deductions envisaged in regulation 39(13)(c) of the Regulations read with paragraphs 718(cviii) to 718(cxii) of
the Basel Il framework, as amended.
3. To the extent not already deducted elsewhere.
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(All amounts to be rounded off to the nearest R'000)
Information related to phase out of capital Line Adgg::nal i ;ie;Z t: Adgletr':nal in tT il t:
i instruments | . instruments
instruments no. u;:;r:er:l’e:;s issued by the u;:;r::je;l;s issued by
parent parent subsidiaries subsidiarles
1 2 3 4
Gross value of instruments subject to phase out 209
Haircuts? 210
Total value after haircuts 211
Base amount of instruments, after applying the specified 212
fimit that is in place during the current year
Value of instruments included in qualifying capital, in the
current period, before the deduction of any surplus 213
capital attributable to minority interest (lower of items
211 and 212)
Surplus capital attributable to minority interest 214
(deducted during the current period)
Value of instruments included in qualifying capital in the 215
current period
1. Refer to regulation 38(12)(a)(iv)(C) of these Regulations.
(All amounts to be rounded off to the nearest R'000)
Common equity | Additional tier 1 Tier 2
Information related to capital instruments held by third Line |tier 1 instruments| instruments instruments
parties no. issued by issued by issued by
subsidiaries subsidiaries subsidiaries
1 2 3
Surplus capital relating to instruments subject to transitional 216
arrangements
Surplus capital relating to instruments not subject to 217
transitional arrangements
Total surplus capital attributable to minorities/ third parties 218
(All amounts to be rounded off to the nearest R'000)
For the six
Information related to capital distribution and income Line |months ending at
for the rolling six-month period ending at the reporting date no. the current
reporting date
1
Income
Profit after tax 219
Profit after tax prior to the relevant distributions specified below 220
Distributions for the rolling six-month period ending at the reporting date (total of items 222
to 228) 221
Common share dividends 222
Other coupon/dividend payments on additional tier 1 instruments 223
Common stock share buybacks 224
Other tier 1 buyback or repayment (gross) 225
Discretionary staff compensation/bonuses 226
Tier 2 buyback or repayment (gross) 227
Other
(please specify) 228
Specified distributions as percentage of income before distributions 229
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(All amounts to be rounded off to the nearest R'000)
. Common N Total
Capital conservation' Line equity tier 1 Thr capital
no.
1 2 3
Minimum required capital adequacy ratio (before the conservation buffer
requirement, the countercyclical buffer requirement and the SIB buffer 230
requirement)
1 st Quartile (100% conservation) 231
2 nd Quartile (80% conservation) 232
3 rd Quartile (60% conservation) 233
4 th Quartile (40% conservation) 234
Actual capital adequacy ratio 235
Percentage capital conservation to be applied in terms of the relevant 236
requirements specified in regulations 38(8)(f) and (g)
Total
1
Maximum percentage distribution? 237
Adherence to capital conservation requirement® 238
1. Refer to regulation 38(8)(f).
2. Based on the inverse of the maximum percentage reported in item 236, columns 1 to 3.
3. Report “y” if item 237 exceeds item 229, or “n” if item 237 does not exceed item 229.
{All amounts to be rounded off to the nearest R'000)
Line Current r_eporting
Leverage period
no. 1
Total exposure for the calculation of the leverage ratio (total of items 240 and 241) 239
Total exposure (total of items 242, 250, 257, 260 and 268) 240
QOther regulatory adjustments 241
On-balance sheet items, other than derivative exposures and securities financing
transactions’ 242
Total assets 243
Adjustment for investments in banking, financial, insurance or commercial entities that are
consolidated for accounting purposes but outside the scope of regulatory consolidation 244
Less: Specific provisions and valuation adjustments 245
Less: Securities financing transactions 246
Less: Derivatives 247
Less: Deductions from the exposure measure (excluding any shartfall of eligible provisions to
expected loss) 248
Less: Shortfall of eligible provisions relative to expected loss 249
Derivative exposures? 250
Replacement costs associated with all derivatives transactions 251
Less: cash variation margin received 252
Potential future exposure associated with all derivative transactions 253
Gross-up for derivatives collateral provided where deducted from the balance sheet assets 254
Less: cash variation margin provided in derivatives transactions 255
Less: derecognised trade exposures to QCCPs from client-cleared derivative transactions 256
Offsetting® 257
Credit derivatives (protection sold) (reduced notional amount) 258
Less: credit derivatives (protection bought) (same reference name with equal to or greater
remaining maturity) 259

1.
2.
3.

Calculated in accordance with the relevant requirements specified in regulation 38(15)(e)(iv)(A) of these Regulations.
Calculated in accordance with the relevant requirements specified in regulation 38(15)(e)(iv)(B) of these Regulations.
Calculated in accordance with the relevant requirements specified in regulation 38(15)(e)(iv)(B) of these Regulations.
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Current reporting

Leverage Line period
no. 1
Securities financing transactions (SFT) exposures’ 260
Gross SFTs recognised for accounting purposes (that is, no accounting netting) 261
Less: securities received under a SFT recognised as an asset on balance sheet 262
Less: cash payables and receivables in a SFT with the same counterparty that comply with the
relevant criteria and requirements specified in regulation 38(15)(e)(iv)(C)(iv) of these
Regulations 263
Counterparty credit risk based on the current exposure method (without any PFE) calculated in
accordance with the relevant requirements specified in regulation 38(15)(e)(iv)(C)(v) of these
Regulations 264
Adjustments for SFT sales accounting transactions (counterparty credit risk exposure) 265
Adjustments for SFT sales accounting transactions (adjusted gross SFT assets) 266
SFT transactions eligible for exceptional treatment (acting as agent) 267
Off-balance sheet items? 268
Unconditionally cancellable commitments (10% CCF) 269
Off-balance sheet items (20% CCF) 270
Off-balance sheet items (50% CCF) 271
Off-balance sheet items (100% CCF) 272
Leverage: Current r_eporting
Memorandum items pe:lod
Surplus tier 1 capital and reserve funds based on leverage constraint 273
Surplus tier 1 capital and reserve funds, including unappropriated profits, based on leverage
constraint 274
275

Hash total

1. Calculated in accordance with the relevant requirements specified in regulation 38(15)(e)(iv)(C) of these Regulations.
2. Calculated in accordance with the relevant requirements specified in regulation 38(15)(e)(iv)(D) of these Regulations.
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7O% +27 12 313 3911/0861 12 7272 SoUTH AERICAN RESERVE BANK

G www.resbank.co.za rudential Authority

Ref.: 15/6/1/2

Mr Enoch Godongwana, M P
Minister of Finance

National Treasury

Private Bag X115

Pretoria
0001

Dear Minister

Proposed amendments to the Regulations relating to Banks

1.

1.1

2.1

2.2

2.3

2.4

Purpose

The purpose of this letter is to request the Minister to consider and approve the
proposed amendments to the Regulations relating to Banks (Regulations), as
contained in the draft Government Notice attached hereto as Annexure 1, for
publication as the Regulations relating to Banks issued in terms of section 90 of
the Banks Act, 1990.

Introduction

In 2009, in response to the global financial crisis that commenced in 2007, the
Group of Twenty (G-20) initiated a reform programme, which includes, among
others, substantial regulatory and supervisory reforms, to strengthen the
international financial system.’

In order to create and promote an environment in which the key objectives related
to the prudential regulation and supervision of financial institutions can be
achieved, it is critically important to ensure, among others, that the legal framework
for the regulation and supervision of financial institutions remains relevant and duly
aligned to the relevant internationally agreed frameworks, standards and
requirements.

In this regard, on 4 December 2019, the Prudential Authority (PA) submitted via e-
mail the first set in a series of proposed amendments to the Regulations to the
National Treasury and to the Ministry of Finance for consideration and approval.
These amendments to the Regulations were subsequently approved, gazetted on
18 December 2020 and implemented with effect from 1 January 2021.

Subsequently, on 5 August 2020, the PA submitted via e-mail the second set in a
series of proposed amendments to the Regulations to the National Treasury and

1 G-20, Pittsburgh summit declaration: Pittsburah declaration
C:\Users\p511080\AppData\Local\Microsoftwindows\INetCache\Content.Outlook\0X25210S\Letter to Minister re amended Regs Oct 2021 updated following comments OM_final 25
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to the Ministry of Finance for consideration and approval. These amendments to
the Regulations were subsequently approved, gazetted on 31 December 2020 and
implemented with effect from 1 January 2021.

As part of the internationally agreed regulatory reforms, the Basel Committee on
Banking Supervision (BCBS) has issued for implementation by member
jurisdictions various new or revised frameworks, standards and requirements,
including:

a supervisory framework for measuring and controlling large exposures; and
the total loss-absorbing capacity holding standard.

The revised and updated Basel regulatory framework, which includes, among
others, the aforementioned two standards, comprehensively addresses various
shortcomings identified in the pre-crisis regulatory framework and provides a
regulatory foundation for a resilient banking system that supports the real
economy.

During the past few years, several member jurisdictions of the BCBS experienced
ongoing challenges related to the implementation of some of the reforms, due to,
among others, the complex nature of several of the standards as well as the
outbreak of the Covid-19 pandemic.

Since the outbreak of the Covid-19 pandemic, governments have announced not
only drastic measures to mitigate the risk of an uncontrollable spread of Covid-19,
but also measures to protect financial markets and economies from suffering
permanent damage.

Similarly, standard-setting bodies of prudentially regulated institutions have also
announced comprehensive measures to mitigate the impact that the outbreak of
the Covid-19 pandemic has on preparations by regulators and institutions for the
implementation of the respective new or amended frameworks, standards and
requirements.

In this regard, on 27 March 2020, the BCBS announced that its oversight body, the
Group of Central Bank Governors and Heads of Supervision, has endorsed a set
of measures to provide additional operational capacity for banks and supervisors
to respond to the immediate financial stability priorities resulting from the impact of
Covid-19 on the global banking system.? The measures announced by the BCBS
include a deferral of the implementation timeline of the outstanding Basel llI
standards, by one year.

Subsequently, on 25 June 2020, the PA issued Guidance Note 7 of 20203 in terms
of section 6(5) of the Banks Act, 1990 (Act No. 94 of 1990 - Banks Act), setting out
the respective revised proposed implementation dates for specified regulatory
reforms in South Africa.

Based upon, among others, industry comments and requests subsequently
received, recent quantitative impact studies conducted, progress by member

2 Available online at BCBS announcement related to Covid-19

3 Available online at Guidance Note 7 of 2020
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jurisdictions of the BCBS to implement the reforms, regulatory responses to the
outbreak of Covid-19, and other subsequent matters related to implementation
complexity, the PA issued Guidance Note 4 of 20214 in terms of section 6(5) of the
Banks Act, on 9 July 2021. Guidance Note 4 of 2021 replaced Guidance Note 7 of
2020 and sets out the respective revised proposed implementation dates for the
specified regulatory reforms in South Africa.

Selected key matters communicated by the BCBS in respect of the frameworks,
standards and related requirements referred to in paragraph 2.5 above, which
constitute the main components of the third set of proposed amendments to the
Regulations accompanying this letter, are highlighted in paragraphs 3 and 4 below.

Supervisory framework for measuring and controlling large exposures

On 15 April 2014, the BCBS published a supervisory framework for measuring and
controlling large exposures (LEX framework).®

The LEX framework was scheduled to take effect from 1 January 2019 and
replaces the BCBS's large exposure standard issued in 1991. The objective of the
revised LEX framework is to ensure, among others, a common minimum standard
for measuring, aggregating and controlling single name concentration risk and
banks’ exposures to identified groups of connected counterparties, across
jurisdictions.

The purpose of the respective specified large exposure limits is to constrain the
maximum loss a bank could face in the event of a sudden failure of a counterparty
or a group of connected counterparties, and to help ensure the bank remains a
going concern. Where the bank's counterparty is another bank, large exposure
limits can directly contribute towards the reduction of systemwide contagion risk.

Total loss-absorbing capacity holdings standard

On 12 October 2016, the BCBS published the total loss-absorbing capacity (TLAC)
holdings standard.® The requirements of the TLAC holdings standard were also
scheduled to take effect from 1 January 2019 for investments in most Global
Systemically Important Banks (G-SIBs), but later for those whose headquarters
are in emerging market economies.

The TLAC holdings standard aims to reduce the risk of contagion within the
financial system should a G-SIB enter resolution. It applies to both G-SIBs and
non-G-SIBs.

Proposed amendments to the Regulations

On 5 December 2019, the PA issued a proposed Directive in respect of draft 1 of
the third set of proposed amendments to the Regulations, primarily dealing with
the updated LEX framework and the TLAC holdings standard. All interested
persons were invited to submit their comments to the PA by no later than

4 Available online at Guidance Note 4 of 2021
5 Available online at Supervisory framework for measuring and controlling large exposures

8 Available online at TLAC holdings standard
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15 February 2020.

In order to ensure that the PA and all other relevant key interested persons remain
fully updated in respect of all relevant discussions held or questions raised in
respect of the proposed amendments to the Regulations, various staff members
of the PA attend and actively participate in all relevant working groups, task groups
or forums established by the respective key interested persons, such as the
Banking Association South Africa (BASA).

Essentially, as stated hereinbefore, the proposed amendments to the Regulations
that were issued for comment incorporate the respective requirements set out in
the two frameworks referred to in paragraph 1.5, to ensure that the regulatory
framework for banks and banking groups in South Africa remains appropriately
aligned to the recent internationally agreed frameworks, standards and
requirements issued by the BCBS for implementation by member jurisdictions.

The proposed amendments to the Regulations accompanying this letter include
proposed amendments to:

regulation 24(6) of the Regulations in order to, among others, require banks and
controlling companies-

to determine whether a control relationship or a situation of economic
interdependence or connectedness exists between counterparties to whom the
bank or controlling company has specified types of exposure;

to calculate their credit concentration risk exposures to a single counterparty or
group of connected counterparties according to specified requirements;

to manage their business in such a manner that the aggregate amount of their
credit concentration risk exposures complies with specified requirements and
specified limits;

to comply with specified requirements when the bank or controlling company
obtains eligible credit risk mitigation instruments in relation to its relevant credit
exposures to counterparties;

to report their respective exposures before and after the application of any relevant
eligible credit risk mitigation, on the form BA 210;

to report any failure or inability to comply with the specified requirements or
specified limit in writing to the PA, stating the reasons for such failure or inability to
comply;

regulation 24(7) of the Regulations to specify selected percentages and amounts
that apply to banks, controlling companies and other specified entities’ exposure
to credit concentration risk;

regulation 24(8) of the Regulations to specify matters related to specific types of
exposure exempted from specified large exposure requirements and/ or limits;

regulation 38 of the Regulations in order to determine the appropriate amount of a
bank or controlling company’s investment in or holding of TLAC instruments or
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liabilities to be deducted from capital and reserve funds; and
regulation 67 of the Regulations, to incorporate the relevant required definitions.

In response to the proposed amendments to the Regulations issued on
5 December 2019 for comment, the PA has received comments and proposals
from BASA and some individual banks, for the PA’s further consideration.

On 7 July 2020 the Prudential Committee (PruCo) considered and approved an
updated proposed Directive and the accompanying draft 2 of the third set of
proposed amendments to the Regulations to be issued for a six-week public
consultation period. The proposed amendments to the Regulations included a
proposal to deviate from the BCBS’s TLAC holdings standard that makes provision
for an additional 5% threshold related to potential deductions of holdings by non-
G-SIBs in TLAC instruments issued by G-SIBs. As such, the proposal was for
South Africa to adopt a more conservative approach than what is provided for in
the BCBS’s TLAC holdings standard.

On 28 July 2020 the PruCo considered and approved the proposed responses to
the respective comments received on draft 1 of the third set of proposed
amendments to the Regulations and the related comment and response matrix to
accompany draft 2 of the third set of proposed amendments to the Regulations
when issued by the PA for the next round of public consultation, and also noted
the proposed Directive related to proposed limits to be imposed on, among others,
exposures by banks to, and between, domestic systemically important banks (D-
SIBs) and to G-SIBs, to be issued with draft 2 of the third set of proposed
amendments to the Regulations, for consultation.

On 30 July 2020 the PA issued for comment the updated proposed Directive and
the accompanying draft 2 of the third set of proposed amendments to the
Regulations as well as the respective documents related thereto. All interested
persons were invited to submit their comments by no later than
11 September 2020.

On 3 August 2020 the PA issued for comment a proposed Directive proposing to
eventually implement, among others, a 15% limit on exposures of D-SIBs to other
D-SIBs, domestic systemically important financial institutions (D-SIFls) and G-
SIBs, instead of the 25% large exposure limit that would otherwise apply between
banks and their respective counterparties. All interested persons were invited to
submit their comments on the proposed Directive to the PA by no later than
11 September 2020.

Subsequently the PA considered the comments received from interested persons
in respect of, among others, draft 2 of the third set of proposed amendments to the
Regulations and the related proposed Directive that specifies, among others, the
respective proposed limits on specified types of exposure, engaged with all
relevant key persons when necessary, and prepared proposed responses to the
respective comments received, for consideration and approval by the respective
structures within the PA and the Reserve Bank.

On 17 March 2021, the PA issued for further comment an updated proposed
Directive dealing with various matters related to the respective requirements for

C:Users\p511080\AppData\Local\MicrosoftiWindows\INetCache\Contenl. Outlook\0X25210S\L etter to Minister re amended Regs Oct 2021 updated following comments OM_final 25

Oct 2021.docx/tb

5
CONFIDENTIAL

This gazette is also available free online at www.gpwonline.co.za




STAATSKOERANT, 31 MAART 2022 No. 46159

117

o1 o
— —
—
N

5.11.3

5.11.4

5.12

6.1

6.2

6.3

6.3.1

6.3.2

6.3.3

6.4

CONFIDENTIAL

measuring and controlling large exposures, including:

a revised proposed implementation date;

the proposed treatment and limits imposed on interbank exposures of or between
D-SIBs, non-D-SIBs, D-SIFis and G-SIBs;

the proposed application of the LEX framework and the respective requirements
related thereto on intragroup exposures; and

the proposed application of the LEX framework and the respective requirement on
foreign subsidiaries of controlling companies, required to report on a solo basis.

On 23 July 2021, the PA issued for a final round of consultation an updated
proposed Directive related to banks and controling companies’ credit
concentration risk and the related large exposure limits, and all interested persons
were invited to submit their final comments to the PA by no later than
20 August 2021.

Statement of the need for, expected impact and intended operation of the
proposed amendments to the Regulations

In order to ensure appropriate engagement with all relevant key interested persons
and that the potential impact, costs and benefits of proposed amendments to the
Regulations are duly considered, measured and captured, the PA has developed
a robust process and guidelines for the preparation of a formal statement of
expected impact related to proposed amendments to the Regulations.

A formal statement of the need for, expected impact and intended operation of the
proposed amendments to the Regulations was issued by the PA together with the
third set of proposed amendments to the Regulations, with an invitation to all
interested persons to submit their comments to the PA.

As is evident from the statement of the need for, expected impact and intended
operation of the proposed amendments to the Regulations and the related
Directive, banks and other interested persons have indicated that the
implementation of the proposed amendments to the Regulations and the related
Directive, particularly the large exposure framework-

is likely to increase risk management, compliance, administrative and operational
costs, including costs associated with changes to internal policies, processes,
systems/IT infrastructure and controls, to reflect the revised requirements;

is likely to have an impact on overnight interbank exposures, but that the upcoming
implementation of the secured money market clearing process is expected to
provide the required solution in the medium to longer term; and

may require banks to reduce their exposures to certain counterparties that exceed
the respective specified limits, and consequently could result in a decrease in
revenue, potentially negatively impacting the profitability of some banks.

After due consideration of all the relevant comments received and the respective
factors related thereto, the PA remains of the opinion that over time and with the
proposed transitional arrangements being put in place, the averaging of some
exposure balances provided for in selected cases, and other relevant mechanisms
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and arrangements being put in place, the benefits that will be derived from the
implementation of the respective new and/ or revised internationally agreed
frameworks, are expected to substantially outweigh any additional costs that may
have to be incurred in the short term or any potential impact on some banks from
a potential reduction in income.

The implementation of the new and/or revised internationally agreed frameworks
is regarded -as critically important. This is not only to substantially improve the
safety and soundness of individual banks and banking groups, but also to
materially mitigate risks to financial stability. This could be caused by, for example,
the default or insolvency of a single counterparty or group of connected or closely
related counterparties.

Process to convert the Regulations into Prudential Standards and Joint
Standards

Once the Regulations have been fully updated during the next few years to be in
line with the BCBS requirements, the process will commence to convert the
Regulations into Prudential Standards or Joint Standards in terms of section 105
or section 107 of the Financial Sector Regulation Act 9 of 2017.

Recommendation to approve the proposed amendments to the Regulations

The PA recommends that, in terms of the provisions of section 90 of the Banks
Act, 1990 you consider for approval and subsequent issue, the proposed
amendments to the Regulations, as the Regulations relating to Banks, as
contained in the draft Government Notice attached hereto as Annexure 1. As in
the past, the PA has followed a transparent and consultative process to prepare
the third set of proposed amendments to the Regulations and the related Directive,
respectively attached hereto as Annexure 1 and Annexure 3, in accordance with,
among others, the relevant internationally agreed frameworks, standards and
requirements issued by the BCBS, and other relevant standard-setting bodies, duly
taking into consideration all comments and inputs received from all interested
persons, including comments received from BASA, individual banks and specialist
staff within the Reserve Bank.

On 8 October 2021 the PruCo approved for submission to the National Treasury
and to the Ministry of Finance for consideration and approval the updated set of
proposed amendments to the Regulations, attached to this letter as Annexure 1.

During its meeting on 8 October 2021, the PruCo approved:

the responses to the comments received from various key interested persons to
the proposed amendments to the Regulations and the related Directive, which
comment matrices are attached to this letter as Annexure 2, Annexure 4 and
Annexure 5; and

the statement of the need for, expected impact and intended operation of the
proposed amendments to the Regulations, attached to this letter as Annexure 6.

Once the proposed amendments to the Regulations have been considered and
approved by you for implementation, the PA will issue the related Directive
attached hereto as Annexure 3.
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9. Future proposed amendments to the Regulations

9.1 Based on the contents of Guidance Note 4 of 2021, the PA will continue to engage
banks, industry bodies, auditors of banks and other key interested persons to
ensure that the regulatory and supervisory framework, policies and processes for
banks and banking groups remain relevant and current, duly aligned to the relevant
internationally agreed frameworks, standards and requirements, where after the
PA will submit further proposed amendments to the Regulations, for your
consideration and approval during the next few years.

Yours sincerely

Kuben Naidoo
Deputy Governor and CEO: Prudential Authority

Date: 2021-10-25
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Annexure 6

| |
. Statement of the need for, expected impact of and
. intended operation of the proposed amendments to
Regulations relating to Banks: |
\
[

Incorporating the total loss-absorbing capacity holdings standard and the
framework for measuring and controlling large exposures into the domestic
regulatory framework.

(Initially published in September 2019 and revised in August 2021)
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Statement of the need for, expected impact and intended operation of the proposed amendments to Regulations relating to Banks: Incorporating the total loss-
absorbing capacity holdings standard and the framework for measuring and controlling large exposures into the domestic regulatory framework.

1.1

1.2

1.3

1.4

1.5

1.6

1.7

Introduction

The 2008 global financial crisis highlighted weaknesses in the regulation of the
global financial system. Consequently, international standard-setting bodies such as
the Basel Committee on Banking Supervision (Basel Committee) undertook to

reform regulatory frameworks to strengthen the regulation and supervision of banks.

As a member of the Basel Committee, South Africa is committed to implementing
the reforms that are aimed at enhancing the overall financial stability. The benefits
of adopting the Basel frameworks can fully accrue if the standards are implemented

by all member jurisdictions.

Full, timely and consistent implementation of the respective Basel frameworks is a
key commitment made by all member jurisdictions. To ensure that South Africa’s
financial system is safe and resilient to shocks, it is of paramount importance to

implement the Basel |ll post-crisis regulatory reforms.

In November 2018 the Prudential Authority (PA) issued Guidance Note 6' of 2018
that sets out the proposed implementation dates for the respective Basel Il post-
crisis reforms in South Africa. Guidance Note 6 of 2018 was subsequently replaced
by Guidance Note 7 of 20202 (G7/2020) and Guidance Note 4 of 20213 (G4/2021).

The PA is proposing amendments to the Regulations relating to Banks (Regulations)
to incorporate, among others, the following Basel frameworks into the domestic

regulatory framework:

(a) Supervisory framework for measuring and controlling large exposures (LEX
framework); and

(b) The total loss-absorbing capacity (TLAC) holdings standard.

The abovementioned frameworks were proposed to be implemented from
1 April 2021, as per G7/2020, but are now envisaged to be operational with effect
from 1 January 2022 as per G4/2021.

This Statement sets out the need for incorporating the abovementioned Basel
Committee’s frameworks into the South African legislative framework as well as

assess the expected impact and intended operation of the frameworks.

'Guidance Note 6 of 2018

2Gyidance Note 7 of 2020
3Guidance Note 4 2021
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1.8

2.1

2.2

23

3.1

3.2

The Statement also covers an analysis of the potential impact — costs and benefits

of incorporating the aforementioned Basel frameworks into domestic legislation.

To gather the necessary qualitative and quantitative information required to assess
the expected impact of the proposed amendments to the Regulations, the PA
solicited industry inputs through a quantitative impact study (QIS) and a
questionnaire on regulatory frameworks relating to the large exposures as well as
the TLAC. Together with this, the comments received from the banking industry on
the proposed Directive issued relating to the LEX framework were analysed and

incorporated into this Report.

Background

In April 2014, the Basel Committee issued the supervisory framework for measuring
and controlling large exposures®. The objective of this framework is, amongst others,
to ensure a common minimum standard for measuring, aggregating and controlling

single-name concentration risk across jurisdictions.

The Basel Committee published the final TLAC holdings standard in October 2016.
The standard amends the definition of capital under the Basel Ill framework. The

TLAC holdings standard was issued in response to a request from the G20 Leaders.

South Africa seeks to incorporate the frameworks indicated above into the domestic
regulatory framework. These frameworks are part of several Basel Il reforms that
South Africa proposes to implement in a phased approach, at different times until

2024 and with the final output floor implemented in 2028.

Statement of the need — Context and definition of the policy problem
Framework for measuring and controlling large exposures

The Basel Committee’s Core Principles for effective banking supervision® (Core
Principles), specifically Core Principle 19, deals with the concentration of banks’
exposures to single counterparties or groups of connected counterparties, and

requires, among others, the setting of prudential limits by national supervisors.

The adoption of these measures does not, however, explain how banks should

measure and aggregate their exposures to a single counterparty. Furthermore, Core

4 https://www.bis.org/publ/bcbs283.htm
5 https://www.bis.org/publ/bcbs230.pdf
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3.3

3.4

35

3.6

3.7

Principle 19 does not clarify in detail what constitutes a group of connected

counterparties.

Part of the current concerns is that there are material differences in the manner in
which member countries regulate and supervise credit concentration risk. Some of
these differences relate to the scope of application, the value of large exposures,
the treatment of credit risk mitigation techniques, methods for calculating exposure
values, and lenient treatments for different types of exposures. This has posed
challenges in implementing a consistent framework for the treatment of large

exposures.

Therefore, there was a need for a framework that will protect banks from losses as
a result of a sudden default of an individual significant counterparty or group of
connected counterparties. The proposed supervisory framework for measuring and
controlling large exposures ensures that there is a uniform minimum standard in
place for measuring, aggregating as well as controlling single-name concentration

risk across jurisdictions.

Imposing large exposure limits reduces the maximum loss that a bank could suffer
in the event of a counterparty or group of connected counterparties suddenly
defaulting. Owing to the interconnectedness of the financial system, the treatment
of large exposures may have a significant impact on the stability of the financial

system.

The Basel framework addresses the regulatory gaps in the regulation and
supervision of large exposures by defining large exposures and connected

counterparties, outlining the scope of application and setting large exposure limits.

A comparison between the current large exposure requirements implemented in

South Africa and the Basel LEX framework is highlighted in table 1.

Table 1: Basel framework versus the current large exposure requirements

Criteria Current requirements in SA Basel framework
Approval of the PA is required if | Hard limit — exposure may not
Limit the exposure exceeds 25% of exceed 25% of capital base unless it
the capital base in specified is an exempt exposure.
cases.
Eligible Total qualifying capital Tier 1 capital

capital base
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3.8

3.9

3.10

3.1

3.12

Criteria

Current requirements in SA

Basel framework

Definition of

Any transaction in the form of an
investment with or a loan,
advance, or other direct or
indirect credit facility granted to

The sum of all the exposure values
of a bank to a single counterparty or
a group of connected counterparties
must not be higher than 25% of the

a large a person, which transaction | bank's available eligible capital
exposure results in the bank being | base.
exposed to that person to an
amount exceeding 25% of the
capital base.
Exemptions | Sovereigns (including central Sovereigns (including central banks)
to limit banks) Qualifying CCPs
Public sector entities Intraday interbank
Banks
15% limit for a global systemically
important bank’s (G-SIB) exposure to
Other limits None another G-SIB.

National supervisors are encouraged
to consider imposing a lower limit on
exposures between domestic
systemically important banks (D-SIBs)
and to exposures of smaller banks to
G-SIBs.

Where relevant, the proposed amended Regulations relating to the LEX framework
provide for enabling provisions for the PA to specify certain requirements and
thresholds to the banking industry through the issuance of a Directive issued in

terms of the Banks Act.

Total loss-absorbing capacity standard

Before the 2008 global financial crisis, some major banks had capital holdings in
other banks. This presented a challenge in that, in the event of a systemic crisis, the
failure of one bank could lead to a reduction in the loss absorbency and

recapitalisation capacity of another bank.

In order to reduce the risk of contagion in the banking system, the TLAC holdings
standard requires internationally active banks, both G-SIBs and non-G-SIBs, to
deduct their TLAC holdings that do not qualify as regulatory capital from their Tier
2 capital.

In the current Basel lll framework, if the investing bank owns less than 10% of the
common shares of the issuer, then capital holdings are deducted to the extent that

they exceed a specified threshold.

Under this standard, TLAC holdings may be included within the 10% threshold which
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3.13

4.1

4.2

4.3

only applied to regulatory capital holdings. Where the investing bank owns more
than 10% of the common shares, TLAC holdings must be deducted, in full, from Tier

2 capital.

Another change introduced by the TLAC holdings standard is that the additional
threshold may be used for non-regulatory capital TLAC holdings only. This threshold
highlights the importance of deep and liquid secondary markets for TLAC

instruments and the calibration of TLAC requirements.

Statement of expected impact — Costs and benefits of the proposed amended
Regulations

Scope of the impact study

A total of 32 banks and branches of foreign banks operating in South Africa
participated in the QIS conducted by the PA. The purpose of the impact study was
to assess the expected impact of implementing the following Basel Committee’s

frameworks on banks operating in South Africa:

e Supervisory framework for measuring and controlling large exposures; and

e The total loss-absorbing capacity holdings standard.

The analysis in this report is based on the data and information that was provided
by banks as of 31 December 2018 at both a consolidated and solo level. Based on
the data as at December 2018, the biggest concern raised by the banking sector
related to interbank exposures and specifically overnight exposure. Therefore, an
additional analysis was conducted based on interbank data from January 2019 to
December 2019.

Impact of implementing the framework for measuring and controlling large
exposures

Out of the 328 responses received, none of the 12 branches reported any large
exposures, (due to the calculation having been based on the capital of the foreign
parent institution and not the branch). Fourteen out of the twenty local banks
reported at least one non-sovereign exposure (either single or connected

counterparty) exceeding 25% of its Tier 1 capital.

% Based on banks registered as at December 2018.
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4.4

4.5

4.6

4.7

From a bank consolidated and bank solo perspective, 9 banks and 14 banks

respectively reported the following large exposures (see table 2).

As indicated in this report, under the current large exposure framework no limit is
currently imposed on exposures to interbank exposures. Due to the
interconnectedness of the South African economy, many banks, but especially
smaller banks, do (and would like to) have exposures greater than 25% to other
banking institutions.

Table 2: Large exposures for bank consolidated versus solo

Exposures to ConsB;?dkate d Bank Solo
Banks 12 18
Corporates 3 8
Securities Firms 1 4
State-Owned Entities 2 2
Total _number of exposures exceeding 25% of Tier] 18 32

1 capital

Treatment of interbank exposures

Based on section 73 of the Banks Act, interbank exposures, even those exceeding
25%7, currently require no prior approval from the PA. However, based on the
proposed amended Regulations, only intraday interbank exposures are exempt from
the large exposure threshold. Consequently, the LEX framework threshold applies

to interbank exposures which include overnight exposures.

Banks indicated that imposing a 25% hard limit on interbank exposures could have

the following consequences:

e banks would be forced to invest in lower-yielding assets either at other banks or
other counterparties, due to comparatively low numbers of highly rated entities in
South Africa;

e potential to negatively impact the profitability of banks and the overall liquidity in

the market; and

e another concern raised with regards to a hard limit as opposed to the current
case-by-case discretion and approval from the PA for exposures exceeding 25%
of a bank’s qualifying capital base, is that banks may have to reduce exposures

7 Banks only require prior approval from the PA for exposures to a private sector non-bank person to exceed 25% of the bank’s
total qualifying capital.
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4.8

4.9

to certain counterparties that exceed the threshold and consequently could result
in a decrease in revenue — this may also lead to loss of the banks' customer

base or inability to support the government on strategic initiatives.

Based on industry comments, it would be difficult for banks to continuously comply
with the large exposure threshold for interbank exposures specifically if overnight
interbank exposures are included in the large exposure calculation, for among

others, the following reasons:

« Volatility in the interbank market ranges from foreign exchanges fluctuations,
money market movements and/or client volume movements within the day where

client activity cannot be predicted until such transactions have been completed;

e The structural nature of South Africa’s closed Rand system ensures that the
South African Rand circulates exclusively within the clearing banks in South
Africa and would therefore have an impact on the efficient operations of the
interbank market and each bank’s management of its daily liquidity;

e Interbank derivative transactions are based on best price through interbank
broker-dealers (it is therefore not possible to divert to specific names) whilst

interbank clearing is largely conducted on a first come first served basis; and

e An unintended consequence would be that banks would increase their
placements with smaller, less sophisticated banks which will resultin an increase
in credit risk and higher capital requirements. Alternatively, banks can square off
with the South African Reserve Bank (SARB) at a penalty rate.

An analysis was conducted on banks’ overnight placements with other domestic
banks for the period January 2019 to December 2019. Specifically, the analysis
below excludes longer-dated interbank exposures, which in the case of some banks,

still form a significant portion of their interbank exposures.

Table 3: Contribution of overnight interbank exposure to total interbank exposure

Contribution of overnight interbank exposure
as a % of total interbank exposure

Bank 1 93%-100%
Bank 2 1%-6%
Bank 3 34%-100%
Bank 4 60%-84%
Bank 5 61%-95%
Bank 6 56%-100%
Bank 7 28%-71%
Bank 8 25%-52%
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Bank S 85%-100%
Bank 10 24%-61%
Bank 11 10%-38%

4.10 Based on the analysis conducted, for most of the non-D-SIBs and non-G-SIBs (i.e.

smaller banks), overnight interbank exposure contributes to a significant portion of

the bank’s total interbank exposures and in some instances accounting for the total

interbank exposures (see table 3).

4.11  For all banks (including D-SIBs) the data further showed that 10 out of the 17 banks
(majority of them, smaller banks) exceeded the 25% threshold throughout 2019.

Banks may have exceeded the 25% threshold because there was no specified

threshold at the time (see figure 1).

Figure 1: Highest overnight interbank exposure reached during the 12 months
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Figure 2: Average overnight exposure (as a % of Tier 1 Capital) for the 12 months
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412

4.13

4.14

4.15

4.16

417

Based on the observed average overnight interbank exposure for the 12 months
analysed by the PA, only 4 out of 17 banks exceeded the 25% threshold

(see figure 2).

As stated above the analysis relates to banks’ overnight placements with other
domestic banks only. It can be argued that if these banks also place funds with
branches of foreign banks operating in South Africa, they would be able to further

reduce single name concentration.

The majority of the banks mentioned that the establishment and implementation of
the secured money market clearing process is the longer-term solution®. This will
result in secured interbank placements (as opposed to it currently having to be
placed in an unsecured manner) and therefore, based on the revised LEX
framework, which takes collateral into account, the banks are confident that the large
exposure threshold (even a stricter 15% D-SIB limit) will be achievable for total

exposures (including overnight interbank exposures).

One of the reasons why the interbank market in South Africa poses a significant
credit concentration risk is due to the larger banking groups in South Africa creating
a natural concentration in the interbank market. However, to promote the safety and
soundness of individual banks and to assist in limiting the systemic impact the failure
of one large banking institution could have on the South African banking sector, it is
equally important to limit the exposures between these larger banking institutions
and therefore impose a threshold below the 25% limit, as recommended by the

Basel Committee.

However, to manage any unintended consequences resulting from the
implementation of the revised LEX framework and specifically the thresholds
imposed on overnight interbank exposures, the PA has proposed some transitional

arrangements.

The proposal is that from the implementation date of the revised LEX framework to
31 December 20249, interbank exposures of non-D-SIBs to D-SIBs should meet the

25% limit on a daily average basis during a month.

8 |t is estimated that it will take at least 2 years.
9 Once the secured money market system is in place, banks will be required to meet the 25% limit continuously
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419

4.20

Concerning D-SIB’s'® exposures, at the implementation date of the revised LEX
framework, a D-SIB’s exposure to another D-SIB would be limited to 20%, where
the 20% limit should be met on a daily average basis during a month and the
maximum exposure on any day may not exceed 25%. During 2019, total D-SIB to

D-SIB exposures ranged between 12% and 26%.

Through the transitional arrangements shown in table 4 below, from 1 January 2025
onwards, the exposure limit of a D-SIB to another D-SIB would be set at a daily

average during a month of 15% and a maximum exposure on any day of 18%.

The limits (and transitional arrangements) imposed on D-SIB exposures to other D-
SIBs should also be imposed on D-SIB exposures to non-bank domestic

systemically important financial institutions (D-SIFls) and G-SIBs (which include any

branch of a G-SIB).

Table 4: Transitional arrangements for implementing the large exposures thresholds

Exposure to
1 January 2022 - 31 December
2022 Banks other than D-SIB G-SIB
a D-SIB or G-SIB
Banks other than a (on;a:;;\:rany) Monthly average | Monthly average of
D-SIB or G-SiB of 25% of 26% 25%
maxiFum Mont(r;fly2 g\;/erage Monthl);2 g\ol/erage of
Exposure of D-SIB (on any day) ' °f % ) ® ko
of 25% Ma)glmum of 25% Ma)glmum of 25%
during the month during the month
maximum maximum
G-SIB (on any day) maximum of 25% (on any day)
of 25% of 15%
Exposure to
1 January 2023 - 31 December Bank
2024 anks other than D-SIB G-SIB
a D-SIB or G-SIB
Banks other than a (OT‘?:;‘::;) Monthly average Monthly average of
D-SIB or G-SIB of 25% of 25% 25%
. Monthly average Monthly average of
D-SIB (orlww any day) of of 18% 18%
Exposure of 259, Maximum of 20% Maximum of 20%
during the month during the month
Maximum maximum maximum
G-SIB (on any day) of (on any day) of (on any day)
25% 25% of 15%

12 The limit applicable to a D-SIB, for the purposes of the LEX Framework, will also apply to all the members of the group. However, the limit
of the members of the group shall be calculated on the basis of the Tier 1 capital of the controlling company.
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4.21

4.22

4.23

4.24

Exposure to
1 January 2025 onwards Banks other than
a D-SIB or G-SIB 2:8IB L
Banks other than a maximum maximum maximum
¥ {on any day) (on any day) (on any day)
REBCSE of 25% of 25% of 25%
ey : maximum Monttr)\;y1 gz/frage Monthly1 g\;/?rage of
= (on a%o(/iay) of Maximum of 18% Maximum of 18%
? during the month during the month
maximum maximum maximum
G-SIB (on any day) of (on any day) (on any day)
25% of 25% of 15%

In addition to the proposed transitional arrangements, banks, particularly smaller
banks, will be allowed to engage the PA on a bilateral basis where the PA can
consider on a case-by-case basis, from a supervisory perspective, whether a
specific bank’s interbank exposures can exceed the 25% limit for a limited period
after the implementation of the revised LEX Regulations.

Application of LEX framework to foreign subsidiaries of a controlling
company

The LEX framework is constructed to serve as a backstop and complement the risk-
based capital standards and therefore it must apply at the same level as the risk-
based capital requirements, i.e. at every tier within a banking group (branch, bank

solo and consolidated level).

Based on the group structure of the major banking groups operating in South Africa,
most offshore banking entities are structured under the controlling company (and
not the bank). However, the current large exposure requirements in the Regulations
do not explicitly specify the capital base to be used for determining large exposures
of foreign subsidiaries of the controlling company. Included in the proposed
amended Regulations, is a separate reference for foreign subsidiaries of a
controlling company which enables the PA to direct which entity’s capital base

should be used for large exposure purposes.

Based on the comments that were received on the proposed amended Regulations,
banks indicated that imposing the 25% hard limit on the foreign entities, based upon
their own Tier 1 capital base, would impose additional limits to entities that are
already regulated and supervised in countries where these foreign entities are

domiciled.
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4.25

4.26

4.27

4.28

4.29

Where the limits and/or conditions imposed by the PA are stricter than the local
regulatory requirements, it may result in the competitiveness of the SA subsidiaries

being compromised and could introduce operational complexity.

To determine the materiality of the concern raised by the industry, the large
exposures reported by each offshore entity of the 5 largest banking groups in South
Africa, were analysed. 32 out of a total of 57 foreign subsidiaries have reported at
least 1 exposure above 25% over the period March 2019 to September 2020'". The
bank-specific breakdown is detailed in table 5 and excludes sovereign exposures

and intragroup exposures.

Table 5: Large exposures reported by foreign banking subsidiaries

% of foreign subsidiaries Number of exposures above
reporting large exposures 25% for the period March
above 25% 2019 to September 2020
Bank A 50% 20
Bank B 100% 1
Bank C 60% 42
Bank D 64% 79
Bank E 43% 21

Large exposures reported by the different foreign subsidiaries show that exposures
range from 25% up to over 400% in some cases (mostly for exposures to other
banks).

Therefore, based on the above, it is evident that many of the foreign subsidiaries of
the controlling company would be severely impacted if the foreign subsidiary’s
capital should be used for determining and limiting large exposure. Some banks
indicated that should the foreign subsidiaries of the controlling company be required
to comply with the proposed regulations on a standalone basis, the subsidiary will
need to approach the PA to request condonation for several exposures currently on
the book as it may not be fully compliant at the date of implementation of the

proposed amended Regulations.

If the foreign subsidiary was required to risk weight the amount in excess of 25% of
the foreign subsidiary’s own tier 1 capital, for each large exposure, at 1250% 12,
where the additional risk-weighted exposure amount will be held at the controlling
company level calculated as the amount in excess of 25% multiplied by 1250%,

which will serve a similar purpose to a deduction against the controlling company’s

" Quarterly submissions
2 Will serve a similar purpose to a deduction against the capital.
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4.30

4.31

4.32

4.33

capital, the basis point impact on the capital adequacy ratio (CAR) of the bank

controlling company is shown in table 6.

Table 6: Basis points impact range on CAR for risk-weighting amounts above 25%
threshold at 1260% per bank controlling company

Basis point change in CAR (Range of impact over the period
Bank from December 2019 to September 2020)
Bank 1 From -27 to -65
Bank 2 From -5 to -10
Bank 3 From -22 to -62
Bank 4 From -79 to -114

Furthermore, it can be seen that foreign subsidiaries are exposed to concentration
risk similar to any other separately capitalised institution or bank. This might
potentially endanger their survival and ultimately the survival of their bank controlling
companies or potentially even the wider banking group. However, the PA
acknowledges that foreign subsidiaries are part of the banking group, and that
concentration risk is managed at a controlling company level. Therefore, the
subsidiary of controlling companies subject to regulatory requirements and
concentration risk requirements as imposed by the PA as the home supervisor,
operating outside of South Africa will be allowed to calculate their large exposures
and apply the 25% limit based on the controlling company’s Tier 1 capital. However,

still allow the PA to specify in writing if another capital base should be used.

Furthermore, the PA will monitor the large exposures at a foreign subsidiary level
through the quarterly data submissions received from each foreign subsidiary of the

controlling company.

The application of the LEX framework on intragroup exposure

Core Principle 20 deals with transactions with related parties. CP20 requires that in
order to prevent abuses arising in transactions with related parties and to address
the risk of conflict of interest, the supervisor requires banks to enter into any
transactions with related parties on an arm’s length basis; to monitor these
transactions; to take appropriate steps to control or mitigate the risks; and to write

off exposures to related parties in accordance with standard policies and processes

Essential criteria 5 of Core Principle 20 requires that laws or regulations set, or the
supervisor has the power to set on a general or case by case basis, limits for

exposures to related parties, to deduct such exposures from the capital when
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4.34

4.35

4.36

assessing capital adequacy, or to require collateralisation of such exposures. When
limits are set on aggregate exposures to related parties, those are at least as strict

as those for single counterparties or groups of connected counterparties.

Under the proposed amended Regulations, a bank/controlling company shall
manage its intragroup exposures in such a manner that the aggregate amount of its
exposure to entities within the group complies with such conditions or limits as may
be specified in writing by the PA from time to time, in addition to any conditions or
limits that may be specified in the Regulations or by the board of directors of the

bank/controlling company.

Based on the above, unless the PA specifies specific conditions or limits for
intragroup exposures, the requirements (and more specifically the limits) specified
in the Regulations will apply to intragroup exposures. The implication of this is that
a bank/controlling cdmpany’s exposure to all connected counterparties’® within a
group (i.e. the sum of exposure to each entity within the group) may not exceed the
25% limit.

At a bank controlling company level, an analysis was conducted on the size of
exposures to entities within the banking group. Table 7 shows each controlling
company'’s total exposures to its intragroup entities (i.e. the sum of exposure to each
entity within the group), where the aggregate exposure is expressed as a % of the
controlling company’s Tier 1 capital for the period December 2019 to September
2020.

Table 7: Range of total infragroup exposures per bank controlling company

Total intragroup exposure as a % of Tier 1 capital

Bank (Range over the period from December 2019 to September 2020)
Bank 1 203% — 238%

Bank 2 214% —257%

Bank 3 131%—151%

Bank 4 181%—193%

Bank 5 186%—206%

Bank 6 5%

Bank 7 38%—41%

Bank 8 0%—1%

Bank 9 25%—39%

* Two counterparties will be deemed a group of connected counterparties if there is a either a control relationship or economic
interdependence between the two counterparties
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4.37

4.38

Bank 10 236%—282%
Bank 11 34%—109%
Bank 12 879%—2474%
Bank 13 0%—39%

Table 7 shows that out of the 13 banks reporting at a controlling company level, 11
banks’ total intragroup exposures significantly exceeded the 25% large exposures
threshold. The intragroup exposures mainly relate to intragroup registered banks,
significant intragroup financial entities and the bank controlling company. Also, in
some cases, individual intragroup exposures may already exceed 25% of the

controlling company's Tier 1 capital.

Analysis was also conducted on banks’ exposures to related parties reported on a
bank solo basis. Table 8 below shows each solo reported bank’s exposure to its
related parties, where the aggregate exposure is expressed as a % of the bank's

Tier 1 capital.

Table 8: Range of total related party exposures per bank solo

Total related party exposures per bank solo at a % of Tier 1 capital

B2 (Range over the period from December 2019 to September 2020)
Bank 1 23% —25%
Bank 2 0%

Bank 3 3%—4%
Bank 4 34%—54%
Bank 5 54%—66%
Bank 6 99%—105%
Bank 7 200%—355%
Bank 8 16%—20%
Bank 9 0%—101
Bank 10 177%—386%
Bank 11 0%

Bank 12 1%

Bank 13 95—109%
Bank 14 137%—150%
Bank 15 13%—20%
Bank 16 1%

Bank 17 4%—30%
Bank 18 65%—161%
Bank 19 0%

Bank 20 57%—99%
Bank 21 14%—20%
Bank 22 722%—1320%
Bank 23 35%—136%
Bank 24 124%—147
Bank 25 43%—T77%
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Bank 26 0%
Bank 27 0%
Bank 28 102%—147%
Bank 29 0%
Bank 30 0%

4.39 The table above shows that out of the 30 banks, 16 banks’ total related party
exposures exceed the 25% threshold. The exposures mainly relate to significant
shareholders, companies controlied by significant shareholders and associates of

the bank/controlling company.

4.40 When determining the minimum required capital for credit risk, regulation 23(6)(j) of
the Regulations specifies that intragroup bank balances and intragroup balances
with other formally regulated financial entities, (including intragroup balances with
branches of foreign banks) may be risk-weighted at 0% if the following conditions

are met:

¢ the relevant entity is managed as an integrated part of the relevant banking group;

¢ the relevant entity is consolidated following the relevant requirements specified in
regulation 36; and

o the capital resources are freely transferable between the relevant entity and the
relevant parent bank or controlling company.

4.41 In terms of the enabling provision in the proposed amended Regulations, the PA
proposes to specify specific conditions and limits for intragroup exposures. The PA
proposes that intragroup exposures that are risk-weighted at 0% in terms of
regulation 23(6)(j) of the Regulations, should be exempt from the 25% limit unless

otherwise specified in writing by the PA.

4.42 For other intragroup exposures (i.e., intragroup exposures not risk-weighted at 0 %),
the bank/controling company would not be required to determine the
connectedness of the intragroup entities and therefore the 25% limit would be

imposed on each entity within the group.

4.43 Through ongoing supervision, compliance with CP 20 of the Core Principles will
continue to be monitored, to ensure no abuse arises from transactions with related
parties, the risk of conflict of interest is addressed and ultimately that there is no
threat to the safety and soundness of the bank or the banking group due to exposure
to other entities within the group. Where required the PA would take the needed

supervisory action.
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4.44

4.45

4.46

4.47

5.1

Furthermore, where a bank/controlling company is of the view that the 25% limit to
a single intragroup entity is not appropriate, the PA will assess such applications on
a case-by-case basis, and it would be the bank’s/controlling company’s
responsibility to demonstrate to the PA’s satisfaction why a higher limit would be

required.

Management and operational costs

Other than the concerns raised above, banks have highlighted that implementing
the LEX framework may increase risk management, compliance, administrative and
operational costs, including costs associated with changes to internal policies,
processes, systems/IT infrastructure and controls to reflect the revised large

exposure requirements.

Some of the benefits of implementing the large exposure framework are as follows:

e the framework serves as an early warning tool and can form the basis for
continuous financial stability assessment in the market and build confidence in

the banking sector;

¢ Compliance with international standards improves the country’s global financial
standing and should the framework be consistently applied by all banks in the

market, it would strengthen the market as a whole; and

¢ Diversification of risk — in contrast to concentration of risk, promotes the safety
and soundness of individual institutions, and diversification of risk across all

regulated banks and banking groups will collectively promote financial stability.
Impact of implementing the framework for TLAC

Currently, South Africa does not have any bank that holds any qualifying TLAC
investment. While the TLAC holdings framework will be adopted in South Africa, it

will not have any impact on any bank operating in South Africa at the moment.

Statement of intended operation — Implementation and evaluation

The frameworks covered in this report will be implemented in South Africa through
amendments to the Regulations relating to Banks which apply to all banks operating
in South Africa. The implementation date was initially envisaged for 1 April 2021.
The newly revised proposed commencement date for the frameworks is 1 January

2022. The internationally agreed implementation dates for the frameworks have
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since passed (1 January 2018 for TLAC and 1 January 2019 for the LEX framework).

5.2  The enabling provisions under the proposed amended Regulations relating to the
LEX framework provide for the PA to issue tertiary instruments to specify conditions

or limits for measuring and controlling specific types of large exposures for banks.

5.3  As part of ongoing supervision, the treatment of large exposures will continue to be
monitored to determine the appropriateness of the proposed thresholds and
requirements. Where there is evidence that a threshold is inappropriate (i.e. too
lenient or too restrictive) for a specific bank, the PA has the power to, on a bilateral

basis, specify another threshold and/or specific conditions.

6. Consultation

6.1 In September 2019, the PA published, for comment, draft 1 of the proposed
amended Regulations, which included the TLAC as well as the LEX framework. After
the initial consultation process, in July 2020, the PA issued draft 2 of the proposed

amended Regulations for another round of comment.

6.2 Related to the LEX framework, and as part of the public consultation process, the
PA also issued a proposed Directive and all interested persons were invited to

submit their comments.

7. Conclusion

This impact assessment report was published together with the relevant proposed
amended Regulations incorporating the two frameworks discussed in this report into
the domestic regulatory framework. The report takes into account all the responses
that were received through the QIS. Comments and additional information from the
industry were invited. This report has been updated following the consultation
process and will be submitted to the National Treasury together with the proposed

amendments to the Regulations.
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Dx/2021
Ref.: 15/8/1/3

To: All banks, controlling companies, branches of foreign institutions, eligible
institutions and auditors of banks or controlling companies

Directive issued in terms of section 6(6) of the Banks Act, 1990

Matters related to the requirements for measuring and controlling large
exposures

Executive summary

The Basel Committee on Banking Supervision’s (the Committee) standard
issued in April 2014 titled “Supervisory framework for measuring and controlling
large exposures”! (revised LEX framework) complements the Committee’s risk-
based capital standard as the revised LEX framework is designed to specifically
protect banks from material losses resulting from the non-performance of a
single counterparty or group of connected counterparties which could ultimately
threaten the solvency and liquidity of the bank or the banking group.

Amendments to the Regulations relating to Banks were published on xxx and
implemented with effect from xxx, which amongst other things, incorporated the
revised LEX framework into the Regulations relating to Banks (Regulations). The
amended Regulations provide the Prudential Authority (the Authority) with
enabling provisions to specify conditions or limits in writing for measuring and
controlling specific types of large exposures.

This directive serves to direct banks, branches of foreign institutions and
controlling companies (hereinafter collectively referred to as ‘banks’) to apply
the conditions and/ or limits specified herein from the implementation date of
the amended Regulations, that is, from xxx, onwards.

1. Introduction

1.1 The revised LEX framework issued by the Committee in April 2014
complements the Committee’s risk-based capital standard as the revised LEX
framework is designed to specifically protect banks from material losses
resulting from the non-performance of a single counterparty or a group of
connected counterparties which could ultimately threaten the solvency and
liquidity of the bank or the banking group.

! Available online at: https://www.bis.ora/basel framework/standard/LEX htm
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1.2

1.3

2.1

2.2

2.3

2.4

2.5

The amended Regulations issued on xxx, provide the Authority with enabling
provisions to specify conditions and/ or limits in writing for measuring and
controlling specific types of large exposures.

This directive serves to direct banks to apply the conditions and/ or limits
specified herein from the implementation date of the amended Regulations,
that is, from xxx, onwards.

Treatment and limits imposed on interbank exposures

Paragraphs 16 and 17 of the revised LEX framework specify that the sum of
all the exposure values of a bank to a single counterparty or to a group of
connected counterparties must not be higher than 25 per cent of the bank’s
tier 1 capital and reserve funds. The limit is set at 15 per cent for a global
systemically important bank’s (G-SIB) exposures to another G-SIB.

Paragraph 91 of the revised LEX framework specifies that member countries
are at liberty to set more stringent standards, as with any other standards
approved by the Committee. In particular, the concern related to contagion has
led the Committee to propose a relatively tighter limit on exposures between
G-SIBs, in principle, at the jurisdictional level to domestic systemically
important banks (D-SIBs). The Committee therefore encourages jurisdictions
to consider applying stricter limits to exposures between D-SIBs and to
exposures of smaller banks to G-SIBs.

Paragraphs 65 and 66 of the revised LEX framework specify that only intraday
interbank exposures are not subject to the revised LEX requirements but that
in stressed circumstances, supervisors may have to accept a breach of an
interbank limit ex post, in order to ensure stability in the interbank market.

Currently, credit concentration risk is not subject to pillar 1 capital requirements
in terms of the capital framework and due to the banks’ large exposures to
other individual banking counterparties, it is important to limit banking
institutions’ exposures to each other where possible. One of the reasons why
the interbank market in South Africa poses a significant credit concentration
risk is due to the larger banking groups in South Africa creating a natural
concentration in the interbank market. Therefore, in order to promote the safety
and soundness of individual banks and to assist in limiting the systemic impact
the failure of one large banking institution could have on the South African
banking sector, it is equally important to limit the exposures between these
larger banking institutions and banking groups.

Previously, no limit was imposed on interbank exposures and in order to
provide banks with sufficient time to implement the respective specified large
exposure limits on a continuous daily basis, banks would be allowed, for a
specified time period, to meet the respective specified limits for exposures, on
an average daily balance for the month, where the average daily balance shall
be calculated in accordance with the requirements specified in regulation 8 of
the Regulations.
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3.1

3.2

3.3

3.4
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Furthermore, in order to provide an institution identified by the Authority or the
Reserve Bank from time to time as a D-SIB with sufficient time to reduce their
exposures to systemically important financial institutions (SIFls), D-SIBs would
be required to, through a transitional approach, reduce their maximum
exposures to other identified SIFls, where, based on an average daily balance
for the month, a threshold of 15 per cent of the bank’s qualifying common
equity tier 1 capital and reserve funds and additional tier 1 capital and reserve
funds (qualifying tier 1 capital) would need to be met from 1 January 2025
onwards.

Application of the LEX requirements on other banking entities within a
banking group, where a bank within the group has been designated as a
D-SIB/D-SIFI or a G-SIB

As specified in regulation 24(6)(c)(iv) of the amended Regulations, D-SIBs and
other domestic systemically important financial institutions (D-SIFls) are
designated by the Authority or the Reserve Bank, while a list of G-SIBs is
published by the Financial Stability Board (FSB).

Furthermore, in terms of the provisions of regulation 24(6)(b) of the amended
Regulations, banks are required to determine whether a control relationship or
situation of economic interdependence or connectedness, respectively
envisaged in regulations 24(6)(b)(i)(A) and 24(6)(b)(i)(B), exists, which group
of connected counterparties must for purposes of regulation 24(6) of the
amended Regulations be regarded as a single counterparty.

As such where a bank within a banking group is designated as a D-SIB or a
G-SIB, for large exposure purposes and when determining the limit applicable
to other banking entities within the banking group, the D-SIB/G-SIB
designation would be applied to the controling company of the
D-SIB/G-SIB as well as all other subsidiaries of the bank and controlling
company.

Therefore, the D-SIB/G-SIB limit would apply to all subsidiaries of the bank
holding company and not only to the designated D-SIB/G-SIB. For each entity
within the banking group, the limit would be based on the qualifying tier 1
capital as specified in regulation 24(7)(c) of the amended Regulations.

Application of the LEX requirements on intragroup exposures

Core Principle (CP) 20 of the Core Principles for Effective Banking Supervision
(Core Principles) issued by the Committee, deals with transactions with related
parties. CP 20 of the Core Principles requires that in order to prevent abuses
arising in transactions with related parties and to address the risk of conflict of
interest, the supervisor requires banks to enter into any transactions with
related parties on an arm’s length basis; to monitor these transactions; to take
appropriate steps to control or mitigate the risks; and to write off exposures to
related parties in accordance with standard policies and processes.
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4.2

4.3

4.4

4.5

4.6

5.1

5.2

Essential criteria 5 of CP 20 of the Core Principles, requires that laws or
regulations set, or the supervisor shall have the power to set on a general or
case by case basis, limits for exposures to related parties, to deduct such
exposures from capital when assessing capital adequacy, or to require
collateralisation of such exposures. When limits are set on aggregate
exposures to related parties, those are at least as strict as those for single
counterparties or groups of connected counterparties.

Paragraphs 8 and 9 of the revised LEX framework specify the application of
the large exposure framework to types of concentration risk other than a single
counterparty or a group of connected counterparties and indicate that
intragroup exposures have not been included in the scope of the revised LEX
framework, although it could be considered as another source of concentration
risk that might potentially endanger banks’ survival.

Consequently, regulation 24(6)(c)(vii) of the amended Regulations specifies
that a bank shall manage its intragroup exposures in such a manner that the
aggregate amount of its exposure to entities within the group complies with
such conditions or limits as may be specified in writing by the Authority from
time to time, in addition to any conditions or limits that may be specified in the
Regulations or by the board of directors of the relevant bank or controlling
company.

The Authority acknowledges the interconnectedness between entities within
the group, but also acknowledges that for the large exposure requirements,
intragroup exposures cannot necessarily and in all cases be regarded as a
group of connected counterparties and be regarded as a single counterparty.
Therefore, the Regulations has an enabling provision to specify conditions
where intragroup exposures would not be subject to all of the large exposure
requirements.

Through ongoing supervision, compliance with CP 20 of the Core Principles
will continue to be monitored, to ensure no abuse arises from transactions with
related parties, the risk of conflict of interest is addressed and ultimately that
there is no threat to the safety and soundness of the bank or the banking group
due to exposure to other entities within the group. Where required, the PA will
take the necessary supervisory action.

Application of the LEX requirements on a foreign subsidiary of a
controlling company required to report on a solo basis

CP 12 of the Core Principles, which deals with consolidated supervision, states
that an essential element of banking supervision is that the supervisor
supervises the banking group on a consolidated basis, adequately monitoring
and, as appropriate, applying prudential standards to all aspects of the
business conducted by the banking group worldwide.

Essential criteria 5 of CP 12 of the Core Principles requires the supervisor to
review the main activities of parent companies, and of companies affiliated with

the parent companies, that have a material impact on the safety and soundness
of the bank and the banking group, and to take appropriate supervisory action.

4
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5.4

5.5

6.1

6.2

6.3

As such, regulation 24(6)(a) of the amended Regulations requires a bank or
controlling company to calculate and report its credit concentration risk at every
relevant tier within the banking group, that is, as a minimum, at every relevant
branch, bank solo and consolidated level, in accordance with the relevant
requirements.

The Authority acknowledges that foreign subsidiaries would be subject to the
regulatory requirements and concentration risk requirements as imposed by
the prudential supervisors in the countries where they conduct business (host
supervisor) and that the controlling company would be subject to regulatory
requirements and concentration risk requirements as imposed by the Authority
as the home supervisor. Therefore, the large exposure limit imposed on a
foreign subsidiary, will, unless otherwise directed in writing by the Authority, be
based on the controlling company’s qualifying tier 1 capital.

Foreign subsidiaries are however exposed to concentration risk similar to any
other separately capitalised institution or bank, which might potentially
endanger their survival and ultimately the survival of their bank controlling
companies or potentially even the wider banking group. Therefore, in order for
the Authority to monitor and supervise concentration risk within a foreign
subsidiary in accordance with the requirements specified in the revised LEX
framework read with the Core Principles, the said subsidiary will be required to
report credit concentration risk exposures on the form BA610 based on the
foreign subsidiary’s own qualifying tier 1 capital calculated in accordance with
the relevant requirements specified in the Regulations.

Treatment of breaches of a specified LEX limit

Paragraph 18 of the revised LEX framework specifies that any breaches of the
limit, which must remain the exception, must be communicated immediately to
the supervisor and must be rapidly rectified.

As such, regulation 24(6)(g) of the amended Regulations specifies that when
a bank entered into any transaction in the form of an investment with or a loan,
advance or other direct or indirect credit facility granted to any person where
the transaction results in the bank being exposed to that person to an amount
in excess of the prescribed LEX limit, the bank shall (i) immediately report its
failure or inability to comply with the specified limit in writing to the Authority,
stating the reasons for such failure or inability to comply; (i) submit in writing
to the Authority such further information in such a format as may be directed in
writing by the Authority.

Accordingly, when a bank is unable to comply with a specified limit, the bank
must engage the Authority bilaterally to consider the specific circumstances
that may apply to the bank. The Authority will assess the circumstances of the
relevant bank and specify in writing the appropriate conditions that must be
applied by the bank in respect of the specified exposures.

This gazette is also available free online at www.gpwonline.co.za




STAATSKOERANT, 31 MAART 2022 No. 46159

167

7.1

7.1.1

7.1.2

7.2

7.2.1

7.2.2

Directive

Based on the aforesaid and in accordance with the provisions of section 6(6)
of the Banks Act 94 of 1990, from the implementation date of the amended
Regulations, onwards, banks are hereby directed to ensure that:

For the purpose of regulation 24(6)(c)(iv)(A)(i) of the amended Regulations, a
bank other than a D-SIB or D-SIFI shall manage its business in such a manner
that the aggregate amount of its concentrated credit exposure, calculated in
accordance with the relevant requirements specified in subregulation (6), to an
institution identified by the Authority or the Reserve Bank from time to time as
a D-SIB or D-SIFI, complies with the requirements specified below:

For the period from 1 January 2022 to 31 December 2024, the aggregate
exposure does not at any time on an average daily balance basis for the month
(calculated in accordance with the requirements specified in regulation 8 of the
Regulations) exceed 25 per cent of the sum of the bank or controlling
company’s qualifying tier 1 capital, as reported in item 77 of the form BA 700,
as at the end of the reporting date immediately preceding the reporting date to
which the current form BA 210 relates.

From 1 January 2025 onwards, the aggregate exposure does not at any time
exceed 25 per cent of the sum of the bank or controlling company’s qualifying
tier 1 capital, as reported in item 77 of the form BA 700, as at the end of the
reporting date immediately preceding the reporting date to which the current
form BA 210 relates.

For the purpose of regulation 24(6)(c)(iv)(A)(ii) of the amended Regulations,
following the 12 month after the date that the bank or controlling company
itself has been identified as a D-SIB or D-SIFl, the aggregate amount of its
concentrated credit exposure, calculated in accordance with the relevant
requirements specified in subregulation (6), to an institution identified by the
Authority or the Reserve Bank from time to time as a D-SIB or D-SIFI, complies
with the requirements specified below:

From the implementation date of the amended Regulations to
31 December 2022, the aggregate exposure does not at any time on an
average daily balance basis for the month (calculated in accordance with the
requirements specified in regulation 8 of the Regulations) exceed 20 per cent
of the sum of the bank or controlling company’s qualifying tier 1 capital, as
reported in item 77 of the form BA 700, as at the end of the reporting date
immediately preceding the reporting date to which the current form BA 210
relates, provided that the maximum daily exposure shall at no stage exceed 25
per cent of the aforementioned sum of the bank or controlling company’s
qualifying tier 1 capital.

For the period from 1 January 2023 to 31 December 2024, the aggregate
exposure does not at any time on an average daily balance basis for the month
(calculated in accordance with the requirements specified in regulation 8 of the
Regulations) exceed 18 per cent of the sum of the bank or controlling
company’s qualifying tier 1 capital, as reported in item 77 of the form BA 700,
as at the end of the reporting date immediately preceding the reporting date to
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which the current form BA 210 relates, provided that the maximum daily
exposure shall at no stage exceed 20 per cent of the aforementioned sum of
the bank or controlling company’s qualifying tier 1 capital.

From 1 January 2025 onwards, the aggregate exposure does not at any time
on an average daily balance basis for the month (calculated in accordance with
the requirements specified in regulation 8 of the Regulations) exceed 15 per
cent of the sum of the bank or controlling company’s qualifying tier 1 capital,
as reported in item 77 of the form BA 700, as at the end of the reporting date
immediately preceding the reporting date to which the current form BA 210
relates, provided that the maximum daily exposure shall at no stage exceed
18 per cent of the aforementioned sum of the bank or controlling company’s
qualifying tier 1 capital.

For the purpose of regulation 24(6)(c)(iv)(B)(i) of the amended Regulations, a
bank other than a D-SIB or G-SIB shall manage its business in such a manner
that the aggregate amount of its concentrated credit exposure, calculated in
accordance with the relevant requirements specified in subregulation (6), to an
institution identified as and included in the list of G-SIBs (which includes any
branch of a G-SIB), published by the FSB from time to time, complies with the
requirements specified below:

From the implementation date of the amended Regulations to
31 December 2024 the aggregate exposure does not at any time on an
average daily balance basis for the month (calculated in accordance with the
requirements specified in regulation 8 of the Regulations) exceed 25 per cent
of the sum of the bank or controlling company’s qualifying tier 1 capital, as
reported in item 77 of the form BA 700, as at the end of the reporting date
immediately preceding the reporting date to which the current form BA 210
relates.

From 1 January 2025 onwards, the aggregate exposure does not at any time
exceed 25 per cent of the sum of the bank or controlling company’s qualifying
tier 1 capital, as reported in item 77 of the form BA 700, as at the end of the
reporting date immediately preceding the reporting date to which the current
form BA 210 relates.

For the purpose of regulation 24(6)(c)(iv)(B)(ii) of the amended Regulations, a
bank identified as a D-SIB shall manage its business in such a manner that the
aggregate amount of its concentrated credit exposure, calculated in
accordance with the relevant requirements specified in subregulation (6), to an
institution identified as and included in the list of G-SIBs (which includes any
branch of a G-SIB), published by the FSB from time to time, complies with the
requirements specified below:

From the implementation date of the amended Regulations to
31 December 2022, the aggregate exposure does not at any time on an
average daily balance basis for the month (calculated in accordance with the
requirements specified in regulation 8 of the Regulations) exceed 20 per cent
of the sum of the bank or controlling company’s qualifying tier 1 capital, as
reported in item 77 of the form BA 700, as at the end of the reporting date
immediately preceding the reporting date to which the current form BA 210
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relates, provided that the maximum daily exposure shall at no stage exceed 25
per cent of the aforementioned sum of the bank or controlling company’s
qualifying tier 1 capital.

For the period from 1 January 2023 to 31 December 2024, the aggregate
exposure does not at any time on an average daily balance basis for the month
(calculated in accordance with the requirements specified in regulation 8 of the
Regulations) exceed 18 per cent of the sum of the bank or controlling
company’s qualifying tier 1 capital, as reported in item 77 of the form BA 700,
as at the end of the reporting date immediately preceding the reporting date to
which the current form BA 210 relates, provided that the maximum daily
exposure shall at no stage exceed 20 per cent of the aforementioned sum of
the bank or controlling company’s qualifying tier 1 capital.

From 1 January 2025 onwards, the aggregate exposure does not at any time
on an average daily balance basis for the month (calculated in accordance with
the requirements specified in regulation 8 of the Regulations) exceed 15 per
cent of the sum of the bank or controlling company’s qualifying tier 1 capital,
as reported in item 77 of the form BA 700, as at the end of the reporting date
immediately preceding the reporting date to which the current form BA 210
relates, provided that the maximum daily exposure shall at no stage exceed
18 per cent of the aforementioned sum of the bank or controlling company’s
qualifying tier 1 capital.

For the purpose of regulation 24(6)(c)(vii) of the amended Regulations, a bank
or a controlling company shall manage its intragroup exposures in such a
manner that the aggregate amount of its exposure to entities within the group
complies with the requirements specified below:

Unless otherwise specified in writing by the Authority, intragroup exposures
risk weighted at 0 per cent in terms of regulation 23(6)(j) of the Regulations,
will be exempted from the large exposure limit.

For intragroup exposures other than intragroup exposures risk weighted at 0
per cent in terms of regulation 23(6)(j) of the Regulations, unless otherwise
specified in writing by the Authority, the bank or controlling company would not
be required to determine the connectedness of the intragroup entities, however
the aggregate exposure to each intragroup entity must comply with the large
exposure limit as specified in regulations 24(6) and 24(7) of the Regulations.

Where the bank or controlling company is of the opinion that the large exposure
limit specified or imposed would not be appropriate for a certain intragroup
entity, the bank or controlling company shall demonstrate to the satisfaction of
the Authority that due to the existence of specific circumstances, a different
large exposure limit or treatment should be considered.

For the purposes of regulation 24(7)(a)(iii) of the amended Regulations, in the
case of a foreign subsidiary of a controlling company required to report on a
solo basis, where the Authority is also responsible for the supervision of the
controlling company, the specified amount as contemplated in section 73(1)(a)
of the Banks Act, 1990 shall for reporting purposes be 10 per cent of the sum
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8.1

of the qualifying tier 1 capital of the relevant foreign subsidiary, calculated in
accordance with the relevant requirements specified in the Regulations.

For the purposes of regulation 24(7)(c)(iii) of the amended Regulations, in the
case of a foreign subsidiary of a controlling company required to report on a
solo basis, the specified percentage and the specified amount shall, unless
specifically otherwise directed in writing in specific cases, be the relevant
percentage of the sum of the qualifying tier 1 capital and reserve funds of the
controlling company of the foreign subsidiary.

Acknowledgement of receipt

Kindly ensure that a copy of this Directive is made available to your institution’s
external auditors. The attached acknowledgement of receipt duly completed
and signed by both the chief executive officer of the institution and the said
auditors should be returned to the PA at the earliest convenience of the
aforementioned signatories.

Kuben Naidoo
Deputy Governor and CEO: Prudential Authority

Date:
Encl.1
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